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WASHINGTON December 30,1975

December 22, 1975

MEMORANDUM FOR: THE PRESIDENT
FROM: JIM CANN
SUBJECT: Enrolled 11 - Energy Policy

and Conservation Act, S. 622

Attached for your consideration is S. 622, the Energy
Policy and Conservation Act, which amends the Emergency
Petroleum Allocation Act to establish a new system of
controls over domestic crude o0il prices and provides

a number of other energy authorities.

You have indicated that you will sign S. 622.

Recommendation

That you sign the attached bill.

Digitized from Box 35 of the White House Records Office Legislation Case Files at the Gerald R. Ford Presidential Library
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THE WHITE HOUSE
WASHINGTON

DICK

ATTACHED IS THE FINAL DRAFT ON THE
ENERGY STATEMENT. IF THE PRESIDENT
APPROVES, WE WILL PUT IT INTO

PRODUCTION.,

JIM CONNOR




DRAFT SIGNING STATEMENT - S 622 (Energy Bill)

For nearly a year the American people and many of our friends
abroad have been waiting to see whether the Executive and Legislative
branches of our government could reach agreement on the basic framework
of a National energy policy. It has long been apparent that further delays
and indecision would only prolong our nation's vulnerability to foreign energy
producers. Since the oil embargo of 1973, we have in fact become more
dependent upon foreign oil, and our total payments to foreign producers have
dontinued to increase at an intolerable rate. The single most important energy
objective for the United States today is to resolve our internal differences and
put ourselves on the road toward energy independence. It is in that spirit that
I have decided to sign the Energy Policy and Conservation Act,

This legislation is by no means perfect. It does not provide all the
essential measures that the Nation needs to achieve energy independence as
quickly as I would like. However, after balancing the inadequacies and the merits,
I have concluded that this bill is in the national interest and should be enacted
into law.

There are three factors that I have found persuasive in reaching this

decision.



First, this bill will enable the U. S. to meet a substantial portion of
the mid-term goals for energy independgnce that I set forth in my first
State of the Union address. Among the measures s I requested in January
which are provided in this legislation are authorities for a strategic storage
system, conversion of oil and gas fired utility and industrial plants to coal,
energy efficiency labeling, emergency authorities for use in case of another
embargo, and the authorities we need to fulfill our international agreements
with other oil consuming countries.

Second , the pricing provisions of this legislation,properly implemented,
will permit the gradual phasing out of controls on domestic oil. The bill
seeks to lower retail prices in the short term and runs the risk of creating a
false impression that we can have all the energy we want at cheaper prices. But,
ower time, this legislation removes controls and should give industry sufficient
incentive to explore, develop and produce new fieglds in the Outer Continental
Shelf, Alaska, and potential new reserves in the lower 48 states. I fully intend
to use the flexibility which is granted to me by this legislation to expedite the
decontrol of crude oil in order to increase domestic production. I do not
expect theCongress to stand in the way of such actionsTFI)know there are some
who fear that this legislation could mean that the energy industry will be
subjected indefinitely to governmental controls which would create further

disfrtions and e



inefficiendes. As one who believes that minimizing governmental
interference in the market place is eésential to a strong economy
and more jobs, I share those concerns. Accordingly, I pledge thatl
. will work to insure that by the end of 40 months, governmental controls
ove r domestic oil prices will be fully phased out. We will begin
immediately, as authorized by the legisla‘cion‘to remove all current
. . e PT

price and allocation regulations expmet those on crude oil prices.

Third, I am also persuaded that this legislation represents the

ot thin Tame

most constructive bill we are likely to work out usikisshisieg=icesigiremn
If I were to veto this bill, the debates of the past year would almost
surely continue through the election year and beyond. The temptation
to politicize the debate would be powerful, and the Nation could

become further divided. This most responsible action now is to

set the best course we can and stick to it.
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On balance, therefore, I find that this legislation is constructive
and puts into place the first elements of 2 comprehensive national
energy policy. It permits me to remove the two dollar per barrel
oil import fee. It provides a foundation upon which we can build together
toward our goal of energy independence.

Now we should move f'z\g_ward to complete the legislative tasks
I set before the nation last January. Specifically, we still need natural
gas legislation to deal with immediate shortages and to increase our
supply of natural gas over the long run. The only solution is to
deregulate the price of new natural gas. The Senate has acted favorably
on such legislation. I urge the House to act expeditiously so that, by
the end of January, deregulation of the price of new natural gas will have
become law. But this isn't the only new legislation we need. For
example, our nation needs prompt Congressional action to permit
production of oil from the Naval Petroleum Reserves, to ensure greater
energy efficiency in our homes and buildings, to stimulate the commercial
development of synthetic fuels and to permit greater use of nuclear
power for generating electricity. I will continue to press in 1976, asI
have done in 1975, to see that all these programs and other elements

of my coﬁprehensive energy programs are enacted. Having now built

A, [
a foundation, we must ned-flag-ia our determination to achieve energy

independence,
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~ DRAFT SIGNING STATEMENT - S 622 (Energy Bill)’

For nearly a year the American people and many of our friends
‘abroad have anxiously awaited to see whether the Executive and
Le‘gislative branches of our government could reach agreement on the
basic outlines of a National energy policy. It has long been apparent
that further delays and indecision would only prolong our nation's
vulnerabilitgr to foreign energy producers. Since the oil embargorof
1973, we have in fact become more dependent upon foféign oil, and ouﬁ
total payments to foreign producers have contin;ed to increase at an
intolerable rate. The single most important energy 6bjective for the
United States today is to resolve our debate and put ourselves solidly
on the road toward energy independence., It is in that spirit that I have
decided to sign the Energy Policy and Conservation Act.

This legislation is by no means perfect. It does not provide all
the adwemee essential measures that the Nation needs to achieve energy
:ﬂd&M‘Cme‘
seif-sufficiency as quickly as I would like, After trying to weigh the
merits as carefully as I coﬁld, however, I have concluded that this bill
is in the national interest and should be enacted into law,

There are three factors about this legislation that I have found

persuasive in reaching this decision.
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First, this bill will enable the U.S. to meet a substantial portion of
the mid-term goals for energy independence that I set forth in my first
State’ of the Union address. Among the measures which I requested and
are provided in this 1 egislation includedusene are authorities for a
strategic storage system, energy efficiency labc?ling, conversion of
oil and g:;xs fired utility and industrial plants to coal, emergency
authoritievs for use in case of another embargao, and the authorities
we need to fulfill our international agreement with other consumer countries.

Second, the pricing provisions of this legislation provide a means of
reaching our ultimate objective: The gradual phasing out of price controls
of domestic oil. v']."he bill seeks to lower prices in the short term and
- this could create a false impression that we can have all the energy we
want at cheaber prices. Over time this legislation permits prices to
rise and should give industry sufficient inc'entive to explore, develop
and produce new fields in the Outer Continental Shelf, Alaska, and
potential new feserves in the lower 48 states. I fully int.end to use

-
the flexibility which is granted to me by this legislation to authorize
such price increases in crude oil as appear neceséary to increase
domestic production. I do not expect the Congress to stand in the way
of such increases. I know there are some who fear that t/his legislation

could mean that the energy industry will be subjected indefinately to

governmental controls which would create further distortions and




inefficiencies. As one who believes that the road to prosperity lies in
minimizing the governmental interference in the market place, I share
those concerns. I pledge thq,f I will work to igsure that by the end of

40 months, governmentai controls over domés'ticv"c;i*l prices will be
terminated phased-eut and the Nation wilt be substantially closer to the
goal of energy independence. 'We will begin immediately, as authorized
by the legislation f:o' remove all current price and a;iid;:ation regulations
‘except those on crude oil prices.

Third, I am also persuaded that this legisiation represents the most
constructive bill we are likely to work out with this Congress. If I were
to veto this bill, the debates and confrontations of the past year would
almost surely continue through the election year and beyond., The
temptation to politicize fhe debate would bé powerful, and the Nation
could become further divided. The most res?onsi‘ble action now is to
set the best course we can and stick to it. We need to put the divisioné
and uncertainties of the energy debate behind us while we have a chance.

Let us also recognize that this bill is a fruit of the democratic
process working very close to its best. There have been months of

controversy and honest disagreements and several time s it appeared that

we had reached an impasse, but all sides began to move from their

original positions and in the end, 25 Senators and 7 Congressmen sat in opén

e



session with Representatives of the Administration to hammer out
differences. I doubt there has ever been more cooperation between the
two branches in an area where differencgs ran so deep and regional,
economic and political interests are in such sharp contrast. This is a
process which we should all support, and one which my signature of this
legislation is intended to endofse.

On balance, therefore, I find that this legislation is both positive
and constructive and provides the first comprehensivé national energy policy
agreed upon by the executive and legislative branches since the 1973 |
embargo. It provides a substantial forward progress to justify removal of
the import fees that I imposed earlier this year. Indeed, this legislation
provides a broad foundation upon which all of us can build together toward
our goal of energy independence.

Now we should move forward in completing the legislative tasks
I set before the nation last January. Specifically, we still need natural
gas legislation to deal with immediate shodtages and to increase our
supply of natural gas over the long run. The only viable soiution is to
deregulate the price of new natural gas. The Senate has acted favorably
on such-legislation, but the House recéssed for Christmas without
completing action on several alternative measures that were ready to go
to the floor. I urge the House to act soon after it returns so that by the

end of January, I can sign a bill deregulating the price of new natural




gas. Similarly, I urge Congress;ional action on the authorities we need
t§ produce the Naval Petroleum Reserves, to insure greater energ;r
efficiency in our homes and buildings, to assist low income people with
the problems associated with higher enérgy prices, to stimulate the
cornmercial development of synthetic fuels, to permit vg“;‘eater use of
nuclear power for generating electricity, and I will continue to préss

in 1976, 55 I have done in 1975, to see that all these programs and
other elements of my conprehensive energy programs are enacted.
Having now built a foundation, we must not flag in our determination to

achieve energy independence.
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THE WHITE HOUSE
STATEMENT BY THE PRESIDENT

THE BRIEFING ROOM
3:09 P.M. EST

The time has come to end the long debate over
national energy policy in the United States and to put our-
selves solidly on the road to energy independence. We
cannot afford continued delay. We cannot afford prolonged
vulnerability to foreign producers. We must act.

It is in that spirit that I have decided to sign
the energy bill just passed by the Congress., While this
bill is only a beginning, it does achieve several major
objectives. It opens the way to an orderly phasing out of
controls of domestic oil, thereby stimulating our own oil
production.

As I requested earlier this year, it will enable
us to set up a strategic oil storage system, convert more
utility and industrial plants to coal, and take other steps
to increase production and promote energy ccrservation. It
makes possible the removal of the oil import fee of $2.00
per barrel, and finally it provides a foundation upon which
we can build a more comprehensive program for the future,

I now ask the Congress to work with me to put into
place additional programs essential to achieve energy
independence, including immediate Congressional action
to deregulate natural gas, to stimulate far greater production.

END (AT 3:10 P.M. EST)
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THE WHITE HOUSE

STATEMENT BY THE PRESIDENT

For nearly a year the American people and many of our friends abroad have
been waiting to see whether the Executive and Legislative branches of our
government could reach agreement on the basic framework of a National energy
policy. It has long been apparent that further delays and indecision would

only prolong our nation's vulnerability to foreign energy producers. Since the
oil embargo of 1973, we have in fact become more dependent upon foreign oil,
and our total payments to foreign producers have continued to increase at an
intolerable rate.

The single most important energy objective for the United States today is to
resolve our internal differences and put ourselves on the road toward energy
independence. It is in that spirit that I have decided to sign the Energy Policy
and Conservation Act.

This legislation is by no means perfect. It does not provide all the essential
measures that the Nation needs to achieve energy independence as quickly as I
would like. However, after balancing the inadequacies and the merits, I have
concluded that this bill is in the national interest and should be enacted into law.
There are three factors that I have found persuasive in reaching this decision.

First, this bill will enable the U. S. to meet a substantial portion of the mid-term
goals for energy independence that I set forth in my first State of the Union address.
Among the measures I requested in January which are provided in this legislation
are authorities for a strategic storage system, conversion of oil and gas fired
utility and industrial plants to coal, energy efficiency labeling, emergency
authorities for use in case of another embargo, and the authorities we need to
fulfill our international agreements with other oil consuming countries.

Second, the pricing provisions of this legislation, properly implemented, will

permit the gradual phasing out of controls on domestic oil. The bill seeks to

lower retail prices in the short term and runs the risk of creating a false impression
that we can have all the energy we want at cheaper prices. But, over time, this
legislation removes controls and should give industry sufficient incentive to

explore, develop and produce new fields in the Outer Continental Shelf, Alaska,

and potential new reserves in the lower 48 states. I fully intend to use the flexi-
bility which is granted to me by this legislation to expedite the decontrol of crude

oil in order to increase domestic production. I do not expect the Congress to

stand in the way of such actions. '

(MORE)
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I know there are some who fear that this legislation could mean that the
energy industry will be subjected indefinitely to governmental controls which
would create further distortions and inefficiencies. As one who believes
that minimizing governmental interference in the marketplace is essential

to a strong economy and more jobs, I share those concerns. Accordingly, 1
pledge that I will work to ensure that by the end of 40 months, governmental
controls over domestic oil prices will be fully phased out. We will begin
immediately, as authorized by the legislation, to remove all current price
and allocation regulations except those on crude oil prices.

Third, I am also persuaded that this legislation represents the most con-
structive bill we are likely to work out at this time., IfI were to veto this

bill, the debates of the past year would almost surely continue through the
election year and beyond, The temptation to politicize the debate would be
powerful, and the Nation could become further divided. This most responsible
action now is to set the best course we can and stick to it.

On balance, therefore, I find that this legislation is constructive and puts
into place the first elements of a comprehensive national energy policy. It
permits me to remove the two dollar per barrel oil import fee. It provides
a foundation upon which we can build together toward our goal of energy
independence.

Now we should move forward to complete the legislative tasks I set before
the nation last January. Specifically, we still need natural gas legislation

to deal with immediate shortages and to increase our supply of natural gas
over the long run. The only solution is to deregulate the price of new natural
gas. The Senate has acted favorably on such legislation. I urge the House
to act expeditiously so that, by the end of January, deregulation of the price
of new natural gas will have become law. But this isn't the only new legis-
lation we need., For example, our nation needs prompt Congressional action
to permit production of oil from the Naval Petroleum Reserves, to ensure
greater energy efficiency in our homes and buildings, to stimulate the
commercial development of synthetic fuels and to permit greater use of
nuclear power for generating electricity. I will continue to press in 1976,

as I have done in 1975, to see that all these programs and other elements

of my comprehensive energy programs are enacted. Having now built a
foundation, we must maintain our determination to achieve energy independence.
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THE WHITE HOUSE

FACT SHEET
ENERGY POLICY AND CONSERVATION ACT (S, 622)

THE PRESIDENT TODAY:

. Signed the Energy Policy and Conservation Act,
S. 622, which establishes a modified system of
crude o0ll price controls that would be phased
out in 40 months and provides four major elements
of the comprehensive energy legislation he requested
l1ast January.

Announced that he was removing, effective today,
the $2 per barrel import fee on crude oil that

he previously imposed to reduce imports and
stimulate action on energy independence legislation.

. Indicated he was urging Congress to move immediately
on other pending energy legislation after 1ts
current recess.

Directed the Administrator of FEA to take the
necessary steps to remove allocation and price
controls (other than those on crude prices)
from a maJor segment of the petroleum industry
as soon as possible, in order to return much of
the industry to a free market.

BACKGROUND

. In his State of the Union Message last January,
the President announced specific goals to achieve
energy independence.

. Also in January, the President proposed compre-
hensive legislation to conserve energy, lncrease
domestlc energy production, and provide strategic
reserves and standby authorities to cope with
any future embargo.

. Beginning in February, the President imposed a
fee on imported oil to reduce imports and
stimulate Congressional action on national
energy policy legislation.

more
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. During the past year, the President frequently met
with Congressional leaders on his proposed energy
program. At the request of Congressional Leadership,
he delayed implementation of planned import fees and
approved temporary extensions in the existing
allocation and price control authority in order
to give Congress more time to develop acceptable
energy leglslation.

In addition to the new leglislation, progress toward
the President's energy independence goals include:

~ o011 imports are about one million barrels per
day less than estimated one year ago, due pri-
marily to conservation actions by consumers
and industry and better than expected weather
conditions.

- near final action in the Congress on other
Administration proposals, including
production from Naval Petroleum Reserves,
deregulation of new natural gas prices, estab-
lishing thermal efficlency standards for new
buildings, and weatherization assistance for
low-income persons.

PRINCIPAL PROVISIONS OF THE BILL

The principal provisions of the Energy Policy and Conservation
Act (S. 622) are:

Pricing Provisions (amends Emergency Petroleum Allocatlon
Act)

- Under the existing system of price controls, "old"
crude oil 1s subject to an average limit of $5.25
per barrel, and new oil 1s uncontrolled.

- Under the new system, the average price for all
domestic crude oll is subject to a composite
price limit of $7.66, which can be adjusted
upward. Assuming old oil is controlled at $5.25,
new oil would be controlled initially at $11.28
per barrel.

- The $7.66 composite price can be increased monthly at
the President's discretion:

. To adjust for inflation.

To provide a production incentive of not more
than three percent per year.

The two adjustments together may not exceed
10% per year.

- In addition, each 90 days following February 1,
1976, the Administration may take steps to adjust
upward the 3% production incentive and the 10%
overall adjustment limitation. This 1s subject
to disapproval by either House of Congréss within

15 days.

more
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- To continue any production incentive after
February 15, 1977, the Administration must
make a recommendation to Congress which is
also subJect to disapproval by either House
within 15 days.

~ After April, 1977, Alaskan oll can be excluded
from the composite price calculation upon a
recommendation from the Administration that 1s
not disapproved by either House within 15 days,

-~ The mandatory control program converts auto-
matically to a discretionary program at the
end of 40 months.

- The President is directed to review the current
regulatory system and to dismantle as much of
the current program (other than crude oil prices)
as possible. This includes the price and alloca-
tion controls on wholesalers and retailers, which
are the bulk of those currently controlled by
FEA. Each such deregulation action 1s permanent,
if not disapproved by either House of Congress
within 15 days.

Other Provisilons

. The other provisions of S, 622 contain several elements
of the President's comprehensive energy program.
These include:

- Strategic petroleum reserves similar to the
program proposed by the President. This program
will establish storage of at least 150 million
barrels of petroleum within three years and up
to 400 million barrels in seven years. Although
not tied directly to production from the Naval
Petroleum Reserve (NPR) #1 (Elk Hills, Calif.),
it 1s expected that NPR legislation now before
the Congress will make the important connection
between revenues from NPR-1 and the Strategic
petroleum reserves.

- Standby energy emergency authoritles that provide
most of the standby authorities requested by the
President to deal with severe energy emergencies
that may arise 1n the future. The President must
develop contingency plans in six months, which
will be reviewed by the Congress prior to implemen- -
tation.

- Internatlonal energy authorities which are necessary
to allow the United States to participate fully in
the International Energy Program.

- Coal conversion authorities to permit the conversion
of oil and gas fired utility and industrial bollers
to coal. An extension of this authority was
requested by the President in January.

more
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- Appliance labelling provisions that will require
appliance manufacturers to provide energy ef-
ficiency information to consumers on major
appliances and set voluntary energy efficiency
targets for the 1lndustry.

- Automobile efficiency standards for 1980 agreed
to on a voluntary basis earllier this year are
made mandatory in this bill. 1In addition, the
bill sets mandatory standards for 1985. These
standards will have to be evaluated for tech-
nological and economic feasibility, and changes
will be submitted to the Congress, if approprilate.

The bill contains several other provisions including:

-~ General Accounting Offlce audits giving the
Comptroller General authority to audit the records
of persons and companies who are now required to
submit energy data to the Federal government.

- Industrial energy conservation targets are
established for the ten leading energy consuming
industries and are to be monitored by FEA.

- Coal loan guarantees providing financial assistance
to companles opening new coal mines that cannot
obtain c¢redit from private markets.

-~ Conservation grants to the States to assist in
the development and implementation of energy
conservation programs.

- Export controls and material allocation authorities
to enhance the Federal government's ablility to respond
to energy emergencies.

- Mandatory conservation standards for Federal agencies
to further improve the energy practices of the
Federal government.

IMPACTS OF THE BILL

The bill will initially reduce the average price of
domestic crude oil by about $1.00 per barrel. This
change could reduce retaill prices by as much as approxi-
mately 1 cent per gallon from today's levels. By way of
contrast, immediate decontrol could have raised prices
at the retall level by about 5 - 6 cents per gallon.

Compared to imports projected under the current price
control program:

- Imports probably will increase by approximately
150,000 barrels per day by the end of 1976, due
to lower 1nitial prices.

- imports probably will be about 200,000 barrels
per day less after three years, due to future
price increases allowed by the bill.

Removal of price controls at the end of 40 months should
increase domestic production by more than one million
barrels per day by 1985 and reduce imports by about
three milllion barrels per day.

more
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. Other provisions of the bill will further reduce the
Nation's dependency on foreign oil. The automobile
efficiency standards, appliance labelling provisions,
and extension of the coal conversion authorities could
reduce imports by almost two million barrels per day by
1985. The strategic petroleum reserve and standby
authorities in the bill will enable the Nation to with-
stand a future embargo of about four million barrels
per day.

NEXT STEPS

. Current oill price controls will remain in effect
until FEA promulgates a rule to implement the new
composite price control system. The new rule must
be effective no later than February 1, 1976.

FEA contemplates continuation of a basic two-tier
pricing system for domestic oil with new oil prices
high enough to insure adequate incentive for
exploration and development of new fields. The

final structure of domestic prices will be determined
through a rule-making procedure to allow all interested
partlies an opportunity to express thelr views on the
best pricing program.

The price program that FEA envisions for the entire
40 month program, including the monthly application
of the price escalators allowed in the bill and the
distribution of these escalators among various
catggories of oil, must be in place by March 1,
1976.

FEA will take steps to remove price and allocation
controls on those parts of the petroleum industry
that are downstream from the refinery, primarily
product wholesalers and retailers. The objective
of this effort will be to once again allow the
marketplace to operate so that consumers are not
penalized by an unnecessary .regulatory program.

####
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THE WHITE HOUSE

PRESS CONFERENCE
OF
FRANK G. ZARB
ADMINISTRATOR
FEDERAL ENERGY ADMINISTRATION
AND
ALAN GREENSPAN
CHAIRMAN
COUNCIL OF ECONOMIC ADVISERS

THE BRIEFING ROOM

3:10 P.M. EST

MR. NESSEN: There are two pieces of paper. One
of them is a fact sheet and one of them is a somewhat
longer version of the statement that the President just
read to you.

Let me bring Frank and Alan on up here now, but
let me say this before you start on them. It is possible
that before the end of the day we might have something for
you on the Presidential decision on common situs picketing.
It is not firm, but it is possible,

Q How about the tax bill?

MR. NESSEN: The tax bill will not be signed
today because it is not here today.

Q Are you talking about the end of the day?
Are you talking about 6:00 or 7:00, or 4:00 or 5:00?

MR, NESSEN: Some time before the end of the day.

Q Ron, a lot of us have to get ready for
the trip. Is there some way of having a cutoff point?

MR. NESSEN: Yes. I will give you a cutoff point.
Q I mean before 7:00 or 8:007?
MR. NESSEN: Yes,.

With that, let's have Frank and Alan. I don't
know if they are going to have opening statements or not.

MORE
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MR. ZARB: I think we might save a little bit
of time if we cover it very quickly, where we have come
from since last November.

You may recall we had absolutely nothing in the
way of a notion or concept insofar as an energy program
was concerned. The President's January message went out.
The 13 titles in that bill -- four are in this bill that
the President will sign today. Six additional ones are
being worked on in the Congress and four of those have
passed one House., None of those are the pricing issue,
so 10 of the 13 are either in this bill and now enacted
or very close to being enacted.

On the pricing question, you recall that we had
proposed full decontrol with a windfall tax program and
then a rebate mechanism to consumers. That was our
intention -~ to bring the industry to a free market condition.
After a good deal of debate with the Congress, which
involved rationing as an alternative and then quota control
and allocations as an alternative, we finally began to
center on a 39-month plan. The pricing program in this
bill is very similar to the 39-month plan.

In terms of volumetric numbers, where does this
all leave us? We are down in our consumption over our
projections by a million barrels a day. It is kind of
interesting that that has occurred, primarily because of
conservation and to some extent warmer weather. We have
adjusted that million barrels for the economic activity
question, so that is not in there. It is a real one million
barrels based upon conservation measures by the American
people, mostly we think because of higher prices visited
by OPEC and, to some extent, by warmer weather.

This bill will in the next two to three years
add another million barrels of savings bringing the total
to two, and the measures in this bill in total by 1985,
in one way or another, affect half of the savings which we
projected in January.

You recall we were projecting 12 million to 13
million barrels a day savings or replacement with other
forms of energy. This bill affects one-half of that, and
obviously we are going to need natural gas, the synthetic
fuels, and our nuclear development program to accommodate
the other half.

The bill that the President signed today over
current controls will save us in both consumption and in
production over the 1l0-year period. Now a good deal of it
depends upon how the bill is allowed to operate, and we
can get into that with your questions.

Q Is the $2 a barrel removed now?
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MR. ZARB: As of midnight last night,

Q How does this orderly phase-out of controls
work, Frank?

MR. ZARB: It is a 40-month plan. You remember
our 39-month program rolled back new 0il and released oil
to $11.50. This would set that category of oil at $11.28,
with old oil at its current levels of approximately $5.25.
The entire domestic oil supply will escalate at a rate of
10 percent a year between now and early 1977, at which
time we have another touch point with the Congress to talk
about a part of that. That will be implemented monthly -~
that 10 percent.

We will promulgate regulations after certain
findings which we will make over the next 30 days, and
the 10 percent escalator will be applied monthly and we
will output a 12- to 24-month program in advance.

Now the bill also provides for a change in that
escalator whereby it can be increased -- that 10 percent
could be increased -~ based upon a finding. That increase
can be submitted once every 90 days, and it can be defeated
by one House of Congress in simple majority vote on a
resolution to disapproval.

Q Have you already mapped out the first
inecrease?

MR. ZARB: No. We are obviously going to have
to make some precise findings, but if you are asking me
for my best judgment at this moment, the three percent
inducement factor will undoubtedly be required after our
findings and be put in place for the first 12 months of
operation.

Q Do you expect Congress to go along with
this increase in the next election year?

MR. ZARB: No, no, no. Wait a minute now. The
10 percent is an automatic feature that requires no
Congressional look at until early 1977.

Q What happens in early 18777

MR. ZARB: They get to look at three percent of
the ten percent. It is a GNP deflator which we calculate
will average about seven and an additional three percent
inducement factor. The seven percent is permanent for
the 40 months. The Congress takes a look at that three
percent in early 1877. Again, the President has the
authority to increase that number, that 10 percent number,
once every 90 days.
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Now, in answer to your question, I think
by taking the fever out of this issue and the head-to-~
head confrontation and reducing it to a common base,
that we will have the ability to make the necessary
adjustments upon showing that we need it to induce more
production. So the answer to your question is yes.

Q Frank, what does this bill mean to the
person who is going to pull up to the gas pump in the
next two, three or four months or the person that is going
to pay his gas bill in the next three or four months?

MR. ZARB: Theoretically, it demonstrates a
slight reduction of somewhere around a penny or two per
gallon but I hasten to add that I don't believe that the
motorist is going to see any real reduction over what
would normally occur during the winter months with respect
to gasoline or heating oil. The dynamics of the market,
in our view, will not have that take place.

If you want a short answer, a maximum of one
penny per gallon over the first six months is a possibility.

Q Frank, you have talked about two and a half
to three cents?

MR. ZARB: Do you want to follow that up?
Q When is he going to see his pricing up again?

MR. ZARB: Well, throughout the u40-month period,
of course, you have got your normal pass-through of normal
inflation items and the 10 percent escalator which will be
applied almost immediately, certainly the seven percent
and possibly the three percent so that over a 40-month
period we will be escalating up closer toward world prices.

Q When will you be back to the present level
if you get the one or two cents rollback?

MR. ZARB: It would be my view that in terms of
real reductions at the pump we are not going to see it and
if we do it is going to be spotty. If it does occun by
the end of next year it will no longer be there.

Q What happened to the two and a half cent
decrease that you were predicting before?

MR. ZARB: The two and a half cent decrease that
I was predicting before was not my prediction. It is
theoretically possible, looking at the computer models
that run all of these chemical numbers. In our view, when
you look at the fact that OPEC price’ increases will
enter the market in January, that we have a bank cost
situation within the industry that amounts to more than
$1.2 billion so that we are not likely to see that kind of a
decrease.
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Now you could have a stabilizing effect over the
next year where you could cushion some of the increases
that might come through ordinarily but I don't want to
promise that kind of a decrease,

Q When will prices start to rise?

MR. ZARB: I don't think we can say that prices
will stop rising through this period in certain products.
Normal cost increases with respect to labor or product
costs or costs of doing business will continue to push
their way into the marketplace, but under this bill for
the u40-month period there would not be a dramatic one-time
gshift upward in prices.

Q Mr. Zarb, as far as the consumer is concerned,
you are saying there will be no rollback in prices?

MR. ZARB: Well, you really have to interpret
it your way. What I am trying to do is to say that the
bill theoretically has a short~-term rollback effect. Based
upon what we know about the operations of the marketplace,
it is more than possible that we won't see that affected
in real terms -~ in other words, a drop from today's level.

It could be that there could be some offsets for
increases that might come along in the next six months,
that is a possibility, but I don't want to be in the
position where we are committing to the American people
they are going to see an actual drop in terms of certain
product prices when there is a good possibility that will
not occur and if it does occur it is our best estimate
that it will not amount to more than a penny a gallon.

Q How will this affect oil company profits?

MR. ZARB: I don't know if we have a macro
number on that, do we? We would have to get that for you.
If you call on over, I am sure we could calculate it
quickly. It is very similar to the rollback effect that
we had in the 39-month plan where we rolled back, you may
recall, the new oil category to $11.50, so I am certain
we have those numbers. ‘

Would you call John Hill and he will give
you the number.

Q When did the President make up his mind
on this, sip?

MR. ZARB: Over this weekend.
Q When did you find out about it?
MR. ZARB: Yesterday.
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Q The President said that he had decided
to sign the bill, and you said the $2 fee would be removed
effective as of midnight last night. Have those two
measures in fact been signed by the President?

MR, ZARB: I just can't answer your question.
So far as I know -- I can't answer your question. I don't
believe they have.

Q Frank, if OPEC can maintain real prices
from now through the end of this bill's life, where will
U.S. prices be relative to world prices?

MR. ZARB: That would mean if OPEC was able to
keep 1975 values and not have an erosion because of
inflation OPEC would probably be up arocund $16 a barrel
by the end of the 40 months and we would be up, depending
upon how the escalator was run, anywhere between $13 and $16.
If the escalator were improved as time wenton, to induce
a situational production from the various segments, we
could be very close to that or certainly within $2 of it.

Q Frank, in view of the President's heavy
comnitment to some program to discourage consumption through
higher prices, how could he accept this bill?

MR, ZARB: I said a number of times. in the last
three or four months that we were seeing a conservation
effect substantially higher than we had anticipated. I
did, I think in November, at a press conference reveal
the numbers that we had perceived for the end of 1875. We
will end this year -- and this was a surprise to us -- at
the rate of 800,000 barrels a day less than 1973, We will
end this year, if we took historic projections going back
to 1970, 1971 and 1972, about three million barrels a day
less than what would have been consumed at normal and
projected growth rates.

Now the first number I gave you is not completely
adjusted for warmer weather but it is adjusted for economic
decline and economic activity which has led us to the
conclusion that we are getting a substantial amount of
conservation based upon the increases that we have had
thus far by virtue of OPEC.

I have to believe some additional awareness
because of this year's debate in the energy business has
just made the awareness question a lot keener and thereby
prompting people to change their methods for using energy.
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Q You don't attribute the conservation at
all to the price of gas at the pump?

MR. ZARB: I just said, Peter, that I think that
the conservation effect has been primarily induced by the
change from 33 cents to 55 cents, which was the first OPEC
change, and the effect of that as well as in all other
products has been pretty substantial.

When we loock at industrial savings and we adjust
out the decline in the economic activity, we still see a -
substantial amount of conservation which, in our view, is
becoming permanent and increasing at some geometric rate
because the change in process today continues to grow in
terms of its energy savings per unit of output.

Q Domestic oil production is the lowest it
has been in ten years. The oil industry says this bill is
going to accelerate that decline. How did you resolve
that question during your deliberations? Is this, in
fact, going to accelerate the decline of oil production.

MR, ZARB: 1In our view, it will not. We are
going to have to insure that the escalator continues at
an effective rate to continue to induce maximum opportun-
ities for explomation and development.,

We went through this exercise back in the summer
when we agreed to a rollback to $11.50. Now a little bit
of history, if you don't mind.

Last January, new oil was at about $11.50 per
barrel. The change from $11.50 to about $13.00 or $13.25
was primarily induced by the tariff. When the tariff
went on imported oil, it automatically elevated released
0il in this country, and that was the increment of change.

At that time, we proposed to the Congress that
we have an excise tax to take that back, the difference
between $11.50 and $13.00, more or less. So, you can
see the arithmetic and how it brought us to the position
that we have come to.

Yes, ma'am.

Q Are there any plans to continue the product
retirement program for oil?

MR, ZARB: We are going to be examining that
and holding hearings based upon this bill, and I just
can't give you a finalized answer.
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Q Frankly, I don't follow your reasoning on
the rollback question on consumer price, The rollback
alone would account for about a penny and a half per gallon,
as I understand it, but if you add the $2,00 fee coming
off, if that follows through, as I think is your theory,
then that would add another nickle or so, would it not?

MR. ZARB: No. The total two and a half cents
which was calculated computerwise included the elimination
of the tariff.

Q I don't see how that figures. If you do it
just straight arithmetic, it does not, it comes out to
5 cents.

MR. ZARB: I don't know how you come out to 5
cents.

Q Just divide by the percentage of -~

MR. ZARB: No. You are taking six million barrels
instead of the fact that half of that import is product.

Q I see. Okay.

MR. ZARB: Half of it is residual oil, almost
halfo :

Q Mr. Greenspan, you opposed the signing of
this bill. Why was that? Did you think that it would
cause production to decline and imports to increase?

MR. GREENSPAN: I was not aware that I opposed any
such bill, I support the President in his decision.

Q Didn't you initially recommend it be vetoed,
as has been widely reported?

MR, GREENSPAN: I have, since I have been here,
never indicated publicly what my views have been on any
piece of legislation, except to the President of the United
States. I have no interest in changing that particular
point of view.

All I can suggest to you is that we presented
to the President all of the details that we possibly could
on the plusses and the minuses of the economic impact of
not_only this bill, but of various alternatives which were
available to him and there were considerable plusses and
considerable minuses from any particular type of scenario
which you have and we tried to lay them out the best we
could for the President and _he made the particular
decision, which came out in this direction.
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Q What do you think this bill will do to
production and imports?

MR, GREENSPAN: It is obviously in comparison
to what? We spent a considerable amount of time going
over the supply model constructed by FEA, and it is a
very impressive model, There are a great number of
uncertainties in any analysis of supply impact with
respect to price.

As far as I can judge, FEA has the best model
available of any I have seen., There are areas in there
which are obviously uncertainties which, of course, they
acknowledge as well as anybody.

This is a very tough forecasting business, but
I must say I have not seen sets of numbers which I would
consider on the supply side superior to theirs.

Q Mr. Zarb, can you explain in terms so the
ordinary citizen can understand why, if there is a two and
a half cent saving, it does not show up at the pump? Where
does that two and a half cents go?

MR. ZARB: Again, it is a comparison from where?
If you compare it to today's prices, remember this bill will
go into effect next February, and it will take between now
and then for us to promulgate the necessary regulations to
implement it.

Now, there is a normal flowthrough of increased
costs as occurred in any industry on any product, and that
amounts for part of it. There is going to be an increasing
change in January as the last 10 percent of the OPEC
countries are fully felt in the marketplace,

The industry has a set of costs which they
legally may pass through,and have not to date, and they
are what we are calling the bank costs provision. Now,
they are available under law to pass through, and we
believe that some of that will come through and create the
offset.

One point I think I ought to make that we have
not made here is we have finally gotten the Nation to a
point where we are notarguing over one provision of an
energy program and thereby precluding us from having the
first basic comprehensive plan upon which to build.

We are not going to be going into next year
with the kinds of debates that we have had between the
Administration and the Congress on those issues. We are
going to be able to focus on building on this basis and
insuring that by the end of the year we have filled it out
with a fully comprehensive program,
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I mentioned to you earlier that of the bills that
the President asked for in January--the 13 titles--four
of them are in this bill and six of them are very near
completion in the Congress, including natural gas deregula-
tion, including Elk Hills, and including a number of
others, with four of those six having already passed one
House,

We are finally beginning to create enough
adhesive here so that we can end next year with an energy
program that is going to get us to our independence.

MR. GREENSPAN: Could I follow up on that. I
think that one point that should be emphasized is that
one problem that we have seen out there is, the very fact
that there has been great debate on this question of
energy has created a very substantial amount of uncertainty
out in the o0il industry and out in the economy.

The consequence of this is that there has been
a considerable amount of pulling back until a number of
issues become clarified. As we all know, it is very
important, when you are making business decisions with
respect to investment, especially of this type, it is
terribly important that one knows what the ground rules
are,

I think it has been our judgment that it is very
important to remove this overhang of uncertainty which
has existed for such a long period of time, and this is
not a insubstantial issue for trying to get some general
form of consensus on the question of energy.

Q Dr. Greenspan, since the President has said
he would sign the tax extension bill when it gets here,
could you give us your estimate of the economic impact of
that legislation on 1976? .

MR. GREENSPAN: Are we allowed questions on the
tax cut?

MR. ZARB: Sure.

MR. NESSEN: Why don't we finish the energy stuff,
because I think some people probably want to file.

Q Can you give us the economic impact of the
energy bill, please, Mr. Greenspan?

MR. GREENSPAN: The economic impact really
obviously is in contradistinction to what?
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Q Where we are now.

MR. GREENSPAN: I would say where we are now,
the impact is really marginal and difficult to evaluate
because there are no really great significant changes that
are implied, Most of the economic impact would come from
a significant change in price, and as Frank indicated,
the price effects, as we see them, are quite small and
clearly nowhere near large enough to have any impact which
would be visible on the level of either economic activity,
the general price level or the level of unemployment.

Q Mr. Zarb, I am just trying to understand
the Administration's position now. Not so many months ago
the Administration favored an increase in prices and dis-
couraged consumption.

Now, you have quoted new reasoning based on new
conservation figures. Has the Administration's position
changed because of that, or would the Administration, if
it had its druthers -- would you still rather have higher
prices to discourage consumption?

MR. ZARB: What is the next question?
Q Frank, are you saying --

MR, ZARB: Wait a minute. I am going to answer
his question., (Laughter) I was not serious,

It is our view that the price factor from this
time on, because of the experience we have been having in
conservation and the elasticity that we have gotten that
we had not anticipated, that the price has to be a function
of production and that we need to insure sufficient price
effect to insure maximum opportunity for exploration and
development.,

That is where the price feature has to be really
focused on. We have seen a substantial amount of conser-
vation based upon price adjustments here. We know that
over the 40-month program similar to our 39-month program
we are going to have a gradual escalation of prices which
will keep us from losing the momentum of conservation that
is price induced.

So, I would not characterize that as a departure
in terms of concept, but it is a perception in terms of
why we will need price increases over a period of time in
the future, and that is to induce more production.
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Q But your other fact sheet here says that
imports will increase at least in the first year because

of this bill,

MR. ZARB: When you remove the tariff, as it did
during our 3%-month plan, and roll back the price to that
extent, you can have an increase in imports which I think
would have occurred even under current controls--is that
correct, that would have occurred under existing controls~-
and the numbers are very, very small and again projected
hypothetically.

If we can improve as we did this year our conser-
vation effect, then even that phenomenam won't occur.
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Q Frank, could you tell us the timing again
on two or three simple things about when the fee will
stop being collected, when the first price increase that
is allowed within the inflation rate will be estimated?

MR. ZARB: The fee will be terminated as of
midnight last night. The bill will be implemented as of
February 1, 1976. Between now and then we will be holding
hearings and be collecting information that is required
under the Act, prior to promulgation of the regulations.
Our intent is going to be to set in place, to the extent
that we can, a maximum amount of certainty so that people
can see what is going to happen going out 12 and 24 months.

Secondly, we will begin immediately to collect
hearing information that will go to the question of dis-
mantling our regulations and allocations and price controls
at the wholesale and retail level as is indicated by the
bill.

Q Mr. Zarb, you have explained very nicely
the benefits of this bill but in the debate a number of
Administration officials, including, I think, Mr. Seidman
yesterday, said that this would be a very tough call for
the President deciding whether or not to veto it. Why was
it a tough call if it was such a good bill? What were some
of the negative factors that were considered?

MR. ZARB: The key question was whether or not
we should go back to full decontrol, windfall taxes and
the modifying legislation which we had requested for the
assistance for small refiners or independent refiners, the
rebates to consumers and that whole matrix, and whether
or not we simply would not be better off letting prices go
and then using the tax mechanism as the leveler.

That was the b’lg choice ~hat nseded to be made
and there were, I think, a lot of thoughtful discussions -~
I know there were a lot of thoughtful d::cussions -~ on
that question and a lot of advice from a lot of advisers
on the issue, None of these are easy matters; you have
to evaluate the impacts both in terms of energy production,
consumption, economic effects and they all have to be
weighed carefully.

There were one or two other features which we
didn't care for. The GAO provisions, which would affect
the looking at of FEA's work in getting numbers from the
industry,we thought was redundant in having the possibility
of two reviews done of the same data. We always thought
that the voluntary method with respect to automobile
standards was probably the best.
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The Congress went ahead and for the first five
years legislated the same program we had in place on a
voluntary basis and then made some projections going into
1985, We questioned whether or not you can set a standard
now for 1985 with unknown technology. So those were
all issues that were talked about very, very thoroughly
in a very comprehensive staffing process.

MR. GREENSPAN: Phil, let me also just add that
the complexity of the difference between the alternatives
that confronted us required fairly detailed extensive
analysis which took considerable time in the sense that we
could not come to a number of final conclusions with
respect to the impacts, the best we could judge them, on
various alternative options to the President until very
recently. As soon as the data became fully available and
as soon as all of the various elements within the bill
became clear and outlined, they were then at that point
available for the President to make his key decision.

The major problem largely rested in developing
the full set of options with all of its implications to
the President. As soon as they became available, the
decision was made actually quite quickly.

THE PRESS: Thank you, gentlemen.

END (AT 3:43 P.M. EST)
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