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The President's Economic and Tax Pr~graD 

The President's State of the Union Address outlined the 
nation's current economic situation and outlook, and his 
economic and tax proeram which are des.:f,.gned to wage a 
stmu1taneous three-front campaign against recession, in­
flation and enerey dependence. 

BACKGROUi:ID 

The U.S. economy is faced with the closely linked' prob1eos
of inflation and recession. ~~ring 1974, the econooy
experienced the hiehest rate of inflation since tJor1d 
\var II. Late in lS7 l }, '\fhen a recession set in, une~p10y­
ment rose sharply to over 7 percent, the highest level 
in 13 years. 

Accelerated inflation had its roots in the po1icie,s' of the 
past and several recent developments not subject to U.S. 
control. Specifically: 

Excessive Federal spending and lending for over 
a decade and too much Doney and credit grow,th. 

Unusually 'poorharvests contr£buted heaviiy to' 
world-wide food shortages and escalating food 
prices. 

Horld pet'roleUI:l pro.duct prices increased 
dram,atically due totheA~ab nations' embargo 
on shipt:.lentsof oil .to the U. S., the quadru­
pling of the price of crude oil by the OPEC 
nations, and their sharp reductions in 
crude oil production to maintain higher prices. 
niGher ener3Y prices "'Tere passed thro~gh in 
the prices of other products and serv~ces. 

The decline in U.S. domestic production of oil 
and natural gas that be~an in the lS50's also 
contributed to higher enerGY prices. 

more 
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An economic boom occurred simultaneously in 
the industrialized nations of the world. 

There were two international devaluations of the 
dollar. 

Inflation contributed 'strongl'y to the forces' of re'cession: 

,The rea:l purchasing power of,worke:rs' paychecks 
, :' was reduced. ' ,.: , ' 

'Inflation also reduced consumer confidence', 
contrib'uting'to the" most se'vereslump 'in 
consumer purchasing sinc'e-' World War It .. ' 

Inflation forced interest,rates to very high levels, 
draining funds out of financial institutions that 

; 'supply mostm6rtgage .'loans and thus, sharply reducing 
,construction of homes. 

'Federal Government spendirig and lending programs, 
accounting for over haif the'funds raised ln 
capital markets, reduced the amount of money 

, "available for capital investments needeq. to raise 
productivity and inoreasti liv1ng::8tand~rds ~ 

CURRENT SITUATION AND NEAR-TERM OUTLOOK 
'} ; _ 4 

The economy'is now in a full.:..fledged recession and unemploy·~ 
ment will rise further. Inflation continues at a rapid pace
and the:need to take immediate 'steps to cionserve~eriergywill 
further complicate the problem initially. " 

There are no instant cures. A careful and balanced policy 
approach is required ..:It'will 'take 'time t.O yield full' results. 
There is ,however, no prospect' of·8. long and deep economic 
downturnontbe -scale of tl;ie 19:3-(P$~, ' 

mo.re 
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H:A.IOR EL~NTSOF ,TUB PRES IDEUT' S ECONDr.·fIC AND TA..'t PROGBAM 
• ',. "" '. ,-~ ,,' -,"'< '. ~.......-

, ,I.,. , ' It. !l6'B1Ilion Tenlp~rarYt:Anti-Rec;~~~ion,Tax
,Ite uction., this ~jor reauction;in taxe~ proposed
lor individuals and businesses is designed to 
restore consumer confidence ~nd promote 8. recovery
of production and employment. The recession is 

, deeper and more widespread than expect$4 earlier, 
,but th~tax reduction -- together with the easing 

, of monetary conditions that has' already taken 
place ~~will support a healthy economic recovery.
The tax reduction must, be temporary to" avoid 

, excessive stimulus resulting in a new price
explosion and congested capital market.s. , The 
temporary nature of tqe reduction ¥ consistent 
with the long-term econocic goals of,achieving
and maintaining reasonable price stability and 
raiSing the share of national output devoted to 
saving and capital formation. 

II. 	 Enerax Taxes and Fees. Energy excise taxes and 
fees on petroieum-anG natural gas will reduce use of 
these energy sources and reduce the nation's need 
for importing expensive and insecure foreign oil. 
Removal of price controls from domestic crude oil 
(together with other energy actions) will encourage
domestic oil production. A windfall profits tax 
would recover windfall profits reSUlting from 
crude oil decontrol. Energy taxes and fees are 
expected to raise $30 billion in new Federal 
revenues on an annual basis. 

III. 	Permanent Tax Reduction Hade Possible !!y Energy

Taxes and Fees. The $30-orIlion annuar-revenue 

from energy conservation excise taxes and fees 
and the windfall profits tax on crude oil would 
be returned to the economy through a major tax 
cut, a cash payment for non-taxpayers. and direct 
distribution to governmental units. Tax reductions 
are designed to go mainly to low-and middle-income 
taxpayers. 

more 
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IV .. 	 ~'Yejlr Morato~1um.o.n New FederalSpend1ng Programs.
The moratorium on neW-spending programs proposed by 
.the"Pres'iden,t,wlll permit.tpeFecleral,',Govermnent to 
move toward long~term budge-t respons1btll.ty and to 
avoid refueling inflation when the ecpnomy begins
ris ing again. ' . 

v.. Budget Reductions." The President will propose 
~ '. . significant spending reductions 'in his Fiscal 

Year'1976 Budget. Tne reductions total more than 
$17 billion, including $7.8'billiori savings from 
r~ductions pr6posed last year and $6.1 billion 
from'the 5 percen~ ceiling to be prciposed on 

,Federal employee pay increases and on Federal 
benefit programs that rise automatically with 
the Consumer Price Index. ' 

", . 

more 
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SPECIFIC PROPOSALS AN~OVNCED BY THE PRESIDENT 

I. 	 ~ Temporary, Anti-Recession !ax Cut of $16 
Billion. The President proposed a temporary, 
tax reduction of approximately $16 billion to 
provide prompt stimulus to consumer spending
and business investment. The tax cut is 
divided 75 percent to individuals and 25 percent 
to corporations, which is approximately the 
ratio that individual income taxes bear to 
corporate income taxes. The cuts would be: 

A. 	 A Tax Reduction for Individuals of $12 Billion. 

1. Individuals will receive a cash refund 
equal to 12 percent of their 1974 tax 
liabi,1ities, as reported on their 1974 tax 
returns now being filed, up to a limit of 
$1,000. Married couples filing separately
would receive a maximum refund of $500 each. 

2. The temporary reduction will be a uniform 
12 percent for all taxpayers up to about the 
$41,000 income level where the $1,000 maximum 
takes'effect •. and will then b~ a progres­
sively smaller percentage for taxpayers above 
that level. 

3. The refund will be paid in two equal
installments in 1975 with payments of the 
first installment beginning in May and the 
second in September. .' 

4. The proposal does not affect in any way 
the manner in which taxpayers complete and 
file their 1974 tax returns. They will file 
and pay their tax in accordance with existing
law, without regard to the tax reduction. 
Later they will receive their refund checks 
fr6m the Internal Revenue Service. Because 
no changes in deductions and other such items 
are involved, the Internal Revenue Service 
will be able to determine the amount of the 
refund and mail the checks without requiring
further forms and computations from taxpayers. 

more 
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S. The effect of the tax refund can' be ",. 
illustrated for a famil~ of four as follows: 

Adjusted .Present , Propos ed ' . Percent 
Gross Income Tax' Refund Saving 

. , 

$ 5,000 $ 98 $ 12 -12.0% 

7,000 402 48 -12.0% 


10,000 ,867 , 104 ~12.0% 


12,500 1,261 151 . "-12.0% 

15,000 1,699 .' 204 -12.0% 

20,000 2,660 319 -12.0% 

40,000 , 7,958 955 -12.0% 

50,000 11,465 1,,000 - 8.7% 

60,000 15,460 lJlQOO 6.5% 


100)000 , 33,340 l~OOO ' _. 3.0% 

200,000 85,620 1,000 - 1.2% 


Although the taxpayer will not figure his own 
refund, it is a simple matter 'for him to 
anticipate how much the Internal Revenue 
Service will be sending him~ by calculating

,12 perce'nt of his total tax liability for the 
. year (on Form 1040 for 197', it is line l8 t 
. page 1 .. and on Forml040A; 'line 19). 

• • 	 I. 

B. 	 A Temporary IncreaseinInve'stment Tax Credit 
for Business and Farmers ~f $4 billIOn.. 
 . , 

1. There will be an increa:sefor one year in 
the investment tax ,credit to' 1:2 percent for 
all taxpayers; including utilities (which
presently have, in effect, a 4 percent credit).
Utilities will continue to receive a 12 percent
credit for two addItional year~ for qualified
investment in electrical'power plants other 
than oil.. or gas -firedfacllities. 

2. This increase; in the credit will provide 
benefits of $4 billion in 1975. to immediately
stimulate job-creating inv~stment. (In view 
of the need for spee<1yenactment and the 
temporary nature of the increased credit, 
this change does not l:nclud~ the basic re­
structuring of the credit as proposed on a 
permanent basis in October. 1974.) 

more 
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3. With respect to utilities J it includes a 
temporary increase in the amount of credit 
which may be used to offset income tax. 
Under current law j not more than 50 percent
of the income tax liability for the year '"may 
be offset by the. investment credit. Since 

. many utilities have 'credits they have been 
unab.le to use because of this limitation, 

. under this' proposal utilities will be permit­

. ted to use thec-reditto offset up to 75 per­
cent of their tax· liability for 1975,
70 percent for 1976 .. 65 percent for 1977, and 

..- . s.o on:i until 1980 J when they will in five 
annual steps have. returned to 'the 50 percent 
limitation applicable to industry generally. 

more 
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4. The 12 nercent credit will apply to 
property placed in service during 1975 and 
to property ordered during 1975 if placed 

,. in service before the end of 1976. The 
credit will also be available to the extent 
of construction, reconstruction or erection 
of property by or for a taxpayer during
1975, without regard to the date ultimately
placed in,service. Similar rules will apply 
to investment in electrical power plants other 
than oil-or gas-fired facilitie~ for which 
the 12 percent credit will continue through
1977. 

II. EnerfY Conservation Taxes and Fees. Energy taxes 
and ees, in conjunction wrEn domestic crude oil 
price decontrol and the proposed windfall profits 
tax, would raise about $30 billion on an annual 
basis. The fees and taxes and related actions 
(discussed more fully in Part Two of this Fact 
Sheet) include: 

A. Administrative Actions. 

1. Import Fee -- The President is acting 
tmmediately~thin existing authorities to 
increase import fees on crude oil and 
petroleum products. These new import fees 
will be modified upon passage of the 
President's legislative package. 

(a) Import fees on crude oil end petroleum
products will be increased by $1 effective 
February 1, 1975; an additional $1 effective 
ttarch 1; and another $1 effective April 1, 
for a total increase of $3.00 per barrel. 
Currently existing fees will also remain 
in effect. . 

more 



.' f, 

13 


(b) FEA' s flOld Oil Entitlements 'l prof)ram will 

be utilized, to soreadprice increases on crude 

among all refiriers, and to lessen dispropor­

tionate regional effects, such as New England,

orin any speci£ic industries or areas of 

human need where oil is essential. 


(c) As of February 1975, product imports

will cease to be covered .by FEAts "0ld Oil 

Enti tlements" program. Itl'· order to overcome 

any severe regional impacts that could be 

caused by large fees in import dependent 

areas, imported products will receive a fee 

rebate corresponding to ~he benefit which 

would have been obtained under that program.

Tbe rebate should·be appro~imately $1.00 in 

February, $1.40 in March, and $1.80 per

barrel .thereafter. ... 

(d) The import fee progra~ will reduce 

imports by an estimated 500~OOO barrels 

per day and generate about ~400 million 

per month in revenues by April. 


2. Crude Oil Price Decontrol -- To stimulate 

domestic production and further cut demand, 

steps will be :·.taken to remove price controls 
on domestic crude oil by April 1, 1975, 
subject to congressional disapproval as 
provided by 14(g) of the Emergency Petroleum 
Allocation Act of 1973. 

3. Control of Imports -- The energy conservation 
measures to De Imposed administratively out­
lined above, the energy conservation taxes 
outlined below and other energy conservation 
measures covered in Part Two below, will be 
supplemented by the use of Presidential power 
to limit oil imports as necessary to fully
achieve the President's goals of reducing
foreign oil imports by one million barrels 
a day by the end of 1975 and by two million 
barrels before the end of 1977. 

more 
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.' B. Taxes Proposed:to the Congresa. The President 
asked the Conp:ress to pas.s Within 90 days a 

comprehensive energy conserVation tax program 

which will raise an es timat'ed $30 billion in 

revenues on an annual basis. The taxes proposed 

are: 


1.. Petroleum Excise !!!. ~ Import Fee -- An 

excise tax on all domestic crude oilO'f $2 per 
 '. f 

barrel and a fee on imported crude oil and 

product iI!1ports of $2 perb~rrel. 


2. l:1atural Gas Excise Tax-- An excise tax 

on natural eas-of 37¢ per tho\!sand cubic feet 

(mcfh the equivalent on,a Btu basis to the 


. $2 per barrel petroleum excise tax and import
fee. . 

. , 
" 

, ',", 

more 
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3. Hindfall Profits Tax -- To ensure that 
the end of controls on-crude oil prices 
does not result in one sector of the 
economy benefitting unfairly at the expense
of o'thersectors,' a windfall profits tax 
will be levied on the profits realized by
producers of domestic oil. This tax is 
intended to recapture excessive profits
which would otherwise be realized by
producers as a result of the rise in 
international oil prices. This tax does 
not itself cause price increases, but simply 
recaptures the profits from price increases 
otherwise induced. It will, together with 
the income tax on such profits, produce 
revenues of approximately $12 billion. 
In aggregate, the windfall profits tax is 
sufficient to absorb all the profits that 
would otherwise flow from decontrolling oil 
prices, plus an additional $3 billion. t10re 
specifically the tax will operate as follows: 

(a) A windfall profits ,tax at rates graduated 
from 15 percent to 90 percent will be iaposed 
on that portion of the price per barrel that 
exceeds the producer's adjusted base price 
and therefore represents a windfall profit.
The initial "adjusted base -price" will be 
the producer's ceiling price per barrel on 
December 1, 1973 plus 95 cents to adjust for 
subsequent increased costs and higher price
levels generally. Each month the bases will 
be adjusted upward on a specified schedule, 
which will gradually raise the adjusted base 
price to reflect long-run supply conditions 
and provide the incentive for new investment 
in petroleum exploration. Percentage deple­
tion will not be allowed on the windfall 
~rc~1ts ta~ lia~ility. 

(b) The windfall profits tax rates will be 
applied to prices per barrel in excess of 
applicable adjusted base prices as follows: 

more 
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Les'sthan $0.20 15% of amount 
within bracket 

.$O.,io" under $0.50 $0.03 plus 30% of 
aJJlP).i.fl:t within bracket 

$0.50 .. under. $1.20 $0..,.12 plus 60% of 
amount within bracket 

"$1.20, under $3.00 $Q.• 54 plus 80% of 
amoun:t within bracket 

$3:QO,and ovel;' $1.98 plus 90% of 
.' • ,I. amount within bracket 

(c) The windfa,J,-l"profits tax does not include 
,a ilplo\tll:iack'l~rovision.; nor does it contain 
exemptions far classesof.production or 
prQduceI's. It dO,es, however." include the 
l+,mI:tation that the amount subject to tax may 
nO,t eX,ceed 75 p~rcent of the net income from 
the ba:rrel.ot crude oil. The .tax will be 
retJ;'oact.lva" to ::Jan~ary 1 ... 1975 . 

~ , 

" ,_. 'f~:·"~.' ::. ;;- ~. -:_ " '\. ~_ ~\~ ... 

. (.d,) ';Tl+e,:,~9dfaii:.profits tax. reduces the 
; base for 'the. depletion allowance. 

more 
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III. 	Permanent Tax Reductions and Payments to Non­
Taxpayers nade possible ~nergy ConservatIOn 
Taxes. . 

Of the $30 billion in revenue raised annually by
the proposed conservation taxes outlined above, 

. about $5 billion is paid by governments through
the higher costs of energy in their purchases.
This $5 billion includes: 

. ~3 billion by the Federal government . 

. v2 billion by state and local governments. 

The President is proposing to the Congress that 
$2 billion of the revenues be paid to State and 
lo<:;:al governments,'pursuant to the distributipn
formulas anplicable.to general revenue sharing.
The other ~25 billion will be returned to the 
economy mostly in the form of tax cuts. As in 
the case of the temporary tax reduction, this 
permanent change will be divided bet't4een indi­
viduals and corporations on a 75-25 percent
basis, about $19 billion for individuals and, 
about $6 billion for corporations. Specifically,
this would include: 

A. 	 Reductions for Individuals in 1975 - ­
Tax cuts for individuals will beiichieved in two 
ways: (1) through an increase in the Lot>1 Income 
Allowance and (2) a cut in the schedule of tax 
rates; In this way, tax-paying individuals 't.,ill 
receive a reduction of approxicately $16 1/2
billion, with proportionately ,larger cuts going 
to 10"l1-and middle-income families. The' Low 
Income Allowance will be increased froD'the 
present $1,300 level to $2,600 for joint \returns 
and $2,000 for sinsle returns. That will bring
the level at which returns are nontaxable to 
l-lhat is approxinately the current "pov:erty levelll ; 
of $5,600 for a family of 4. In aqdition, the ' 
tax rates applicable to various brackets of in­
come will be reduced. The aggregate effects of 
these changes are as follows: 

" more 
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-(1975 Levels) 

- ($billions) 


Adjusted Income Tax Amount of Percentage
Gross Income Paid Under Income Tax Reduction in . 	 .Class .. Present Law Reduction . Income-Tax 

($OOO) • 
( •••• • ••• "1;:· ..........) 

0 - 3 3 .25 -83.3% 
3 - 5 l.a - 1.20 -66.7 

5 - 7 4.0 - 1.96 -49.0 

7 - 10 8 • c-';I - 3.38 -38.0 


10 - 15 21.9 - 4.72 -21.6 

15 - 20 22.8 - 2~70 - -11.8 

20 - 50 44.4 - 2.15 - - 4.8 

50 - 100 13.5 .. ..• 11 - 0.8 

100 and over 13.3 .03- - 0.2 ­

Total 	 130.9 -16.50"( -12.6 

*Does not include payments to nontaxpayers 

The effect of these tax changes can be illustrated 
for a family of 4-; as follows: 

Adjusted Present Ue1;f Tax Percent 
Gross Income Tax !/-; Tax Saving Savins 

$ 5,600 $ 185 $ 0 $185 100.0% 
7,000 402 110 292 72.6 

10,000 867 518 349 40.3 
12,500 1,261 961 300 23.8 
15,000 1,699 1,478 221 13 .. 0 
20,000 2,660 2,450 210 7.S 
30,000 4,983 4,337 151 3~0 
40,000 7,958 7,028 130 1.6 

II 	CaIcuIated assuming Low Income Allowance or 
itemized deductions equal to 17 percent of 
income, whichever is greater .. 

-B. Residential Conservation Tax Credit (Discussed

in the Energy Section of tfiis-rict Sheet). The 

President seeks legislation to provide incentives 
to homeowners for making thermal efficiency improve­
ments, such as storm windows and insulation, in 
existing homes. This measure, along with a stepped-up
public information proBram, could save the equivalent
of over 500,000 barrels of oil per day by 1985. Under 
this legislation: 

more 
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1. A 15 percent tax credit retroactive 
to January 1) 1975 for the cost of certain 
improvements 'in thermal efficiency in 
residences would be provided. Tax credits 
would apply to the first $1~000 of 
expenditures and can be claimed during
the next three years. 

2. At least lB million homes could qualify
for these tax benefits~ estimated to total 

,about $500 million annually in tax credits. 

C. 	 Payments to Nontaxpayersof $2 billion. 
The final component of the $I9 bIllion 
distribution to individuals is a distribu­
tion of nearly $2 billion to nontaxpayers,
and certain, low-income taxpayers. For this 
low~income group, a special distribution of 
$80 per adult will be provided, as follows: 

,1. Adults who would p~y no tax,even without 
the tax reduc tions' in A above J wll.l,' receive 
$Bo. 	 ' 

2. Adults who receive less than $BO in such 
tax reductions will receive approximately the 
difference. 

3. Persons not otherwise filing returns but 
eligible for these special distributions 
will make application on simple forms provided
by the Internal Revenue Service on which they
would furnish theirname address 3 socialJ 

security number. and ihcome. ' 

4. For purposes of the special distribution~ 
"adults;' are individuals ,who during the 
year are at leastlB years old and who 
are not eligible to b,e claimed as a 
dependent under the Federal income tax laws. 

5. Since most taxpayers wil'l receive their 
1975 income tax reductions in 1975 through
reductions in withholding on wages and 
estimated tax payments;; tlle special distribu­
tion to non-taxpayers and" low-income 

more 
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taxpayers will also begin-in 1975. 
It ls'anticipated that disbursement, 
based on 1974 income can be made in 
the summer of 1975. 

D. 	 Tax Reductions for Corporations. The 
corporate rate will be reduced by 6 
percentage points, effectively, lowering
the corporate rate from 48 percent to 
42 percent' for 1975. The resulting
benefit in 1975 is estimated at about 
$6 billion. 

IV. Moratorium on New Federal Spending Programs.
'The 	President announced that he would propose 
no new Federal spending programs except for 
energy. ' He also indicated that he would not 
hesitate to veto any new spending programs
passed by the Congress. The need for the 
moratorium is demonstrated by preliminary
FY 1976 Budget estimates: 

Fiscal Years Percent Change 
1974 1975 1976 75/74 . 70/75 

Revenues 264.9 280 303 5.7% 8.2% 

Outlays 268.4 314 	 17 % 11.1% 
Deficit 	 32-34 ~··3.5 	 5- 7 

NOTE: Estimates for 1975 and 1976 are subject to 
a variation of $2'billion in the final budget. 

V. 	 BUdget Reductions. 

The budget figures shown above assUme that 

significant budget reductions proposed by

the President are effected. Including re­

ductions proposed ina series of special 

messages sent to the last session of Congress;

these budget reductions total more than $17 

billion. Of this total, over $6 billion will, 

result from the proposed 5% ceiling on Federal 

pay increases and on those Federal benefit 

programs that rise" automatically with the 

Consumer Price Index. 


more 
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Thefollowirigsummarfzes reductions in 1976 spending 
to be included in the upcoming budget: 

,,', I" 

Effect of budget reductions 
.pro~osed las t year (inc luding 

. adml.nistrative 'actions) • • • 

.AmOunt:~Qverturne,d by' the 
Congress . • • • • • • • • • • • . . 

Remain'ing savings • • • • • 

Further reductions to be proposed: 

Ceiling of 5% on Federal pay
and programs tied to the 
CPl' •••• '.' • • • • • • 

Other actions planned • • • 

,Total reduct~ons • • • • 

.. 

more', 
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(Outlays

in billions) 


$8.9 


-1.1 

7.8 

' 6.1 

3.6 

'17.5 
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The following l~sts those programs to which the 
5%. ceiling will apply and shows spending amounts 
for them: ,. 

Effect of 5% Ceiling on Pay Increases 
and Programs Tied to CPI 

: c ;(Fi~cal year estimates; Dollars in billions) 

1976 Outla~s . Difference 
1975 P"itflout '. , lth 1975-1976 

Programs Affected Outlays ceiling ceiling .<:(with ceiling) 

Social security 64.5 74.3 71.3 +7.3 

Railroad' 
retirement . . . . 3.0 3.4 3 .. 3 +0.3"'r 

Supplemental
Security
Income .. . . . . . 4.7 5.5 5.4 +0.7 

Civil service 
and ~ilitary 
retirecent .'payments . . ... 13'.5 16.2 14.9 +1.4 

Foreign Service 
retirement .1 , .1 .1 * 

Food stamp 
program .. . . .. 3.7 3.9 3.6 ':"0.1 

Child 
nutrition . . . . 1.3 1.8 1.6 +0.3 

Federal salaries: 

i:1ilitary · . . .. 23.2 23.1 22.5 -0.7 

Civilian · . . . . 35.5 38.9 38.0 +2.5 

Coal miner 
benefits · . . . . 1.0 1.0 1.0 * 

Total ·... . 150.5 163.2 162.1 +11. 7 

* Less than $50 million. 

The 5% ceiling ~lill take into account increases 
that have already occurred since January 1, 1975. 
Under the plan, after June 30, 1976, adjustments
",ould be resumed in the same way as before the 
establishment of the 5% ceiling. However, no 
catchup of the ,increases lost under the ceiling
would take place. 
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SUMMARY OF THE BUDGET INPACT OF ~1:!E NEW TAXES Mill. FEES 
AND ~ETA~ CUTS 

The following table summarizes the estimated direct budget
impact:; on a full-year-effective basis~ of the tax and related 
changes proposed by the President to deal wit·hthe economic 
and energy situations: 

Revenue Raising Measures Estimated Amo,unts
( f bi'llions) 

Oil excise tax and import fee + 9 1/2 
Natural gas excise tax + 8 112 
WindfallProfits tax +12 

Total +30 

',' 1 

more 
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Estimated Amounts 
Revenue Disbursing Measure& ($ billions) 

Energy rebates: 
Income tax cuts, individuals 
Residential ta~t'credi t 

, UontaXpaYer,di's'trl.hution ' " 
, Corporate \ tax. ,cut 

-16 1/2
1/2 

2. 
- 6 

Sta'te and 10'ca1 governments
Federal government costs 

- 2 
- 3 

j -

Subtotal -30 

Temp0.J:ary e.f!onomic stimulus: 
Individual tax refunds -12 
Inves·tment credit increase .:. 4-' 


Subtotal -16 

Total Revenue Disbursing Measures 46 

The tax and related changes will go into effect at different 
times, but all of them during the year 1975: 

The energy conservation taxes are proposed 
to go into effect April 1. 

The increase in import fees would go into 
effect 

$1 per barrel February 1. 

To $2 per barrel t-farch 1. 

To $3 per barrel, if the energy taxes 
have not been enacted, April 1. 

The windfall profits tax on crude oil would 
be effective as of January 1, 1975. First 
payments of the tax would be made in the 
third quarter. 

The permanent tax cuts for individuals and 
corporations made possible by the revenues 
from the energy conservation taxes would be 
effective as of January 1, 1975. The changes
in withholding rates for individuals are 
expected to go into effect on June 1. The 
withholding changes will be adjusted so that 
12 months reduction is accomplished in the 
7 months from June through December. 

more· 
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The tax credit for energy-·saving improvements 
,to existing residence~ would go into effect 
as of January 1, 1975. 

The special distribution to nontaxpayers is 
expected to be paid out in the summer of 
1975. 

-.- The $2 billion distribution to State and, 
local governments :would be,effective with 
the second quarter of 1975. 

The temporary anti-recession tax cut for 
indiNig~als will be paid,Qut in two 

,instal,lmen1;I?'" ·in the secQt:ld ~nd third 
,quarte,rs •.! ' 

The ~rle-y,e?-r 'increase J.n.;,the lnv~st~ent 
tax, credit .be.comes effective retroactively 

- to Janua;ry' 1, :1.975.,.,' ,';', " 
~.l. .," , : ~ ~,~ .~•• ". .' • ~ ;' ~, ! ." _ • " -'. ( 

The timing of the various changes suggests a pattern of 

direct budget changes as follows. The timing of the 

economic ~timulus or restraint will depend~ as well~ on 

such factors as the indirect effects of the budget ch~nges; 


the timing of the pass"through of higher energy: costs to 

final users, the extent to which the changes are antiCipated;,

and a variety of monetary and financial developments th~t ' 

ariae out of these changes. 


Timing of Direct Budget Impact 

($ billions) 

Calendar Years
-------=-: 1975 191'0 

I II III IV I ' II III IV 
Energy Taxes i +0.2 +1f:T +12.6 ' +"r':O +r:b +\7.5 +7.5 +r:5 
Return of Energy

Revenues to Economy
Tax ReductiQn .0 -3.2 - 9.0 -9.0 -5.6 -7.9 -6·3 -6.4 
Nontaxpayers - 2.0 -2.0 
S&L Gov'ts .0 -0.5 - 0.5 ·~o. 5 -0.5 -0.5 -0.5 -0.5 
Federal Govt. .0 .0 - 0.8 -0.7 -0.8 -0.7 ~0.8 -0.7 

Temporary ~ax Cu~ ,-6.1 -:7.9 -OAi -0.8 -0.9 o o 

Net Effect +0.2 -5.7 - 7.6 -3.2 -0.1 -2.5 -2.1 -0.1 

more 
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INFLATION IMPACT 

, , 

Both major parts of the taX' p:ackage require inflation 
impact analysis. The excise taxes on crude oil and 
natural gas, combined with the tariff and decontrol of 
pric'es of both ilold q oil ~nd lnew natural gas;/ will add 
to the general price level immediately. ' 'The consumer 
price index is expected to rise by about two percent
when these tax and price increases go 1nto effect. 
However:; .this increase has a one-time impact on the 
price level that ~ with ex<ieptionsln some areas ~ should 
not add materially to inflationary pressures in future 
years. 

The inflationary 'impact :01' the $16 billion anti·-recession 
tax cut is ~ore difficult to as~ess: -While some eco~ 
nomists may argue that a tax cut will add to the rate 
of inflation during the year ahead) others wo~ld contend 
that under 'p~es~nte60nomic conditions J witli'unemploy··· 
ment high and'many factorfesoperating:wel:;L below 
capacity, the predominant effect of the tax cut will 
be to stimulate spending, and that additional spending
will have 'only a slight impact on prices. · ' " 

Whatever t,he precise 'price impact of this $16 billion 
tax' cut duri~g -197~, the most important fact about it 
from the.standpoi~t of inflation is that it is temporary.
With the reces~ion still undet waYJthe ~ate of inflation 
will' be coming'down -- it' will be too high~ but never·~ 
theless moving in the right direction. After the economY 
gets well into recovery~ however, t.oo mU9h stimulus would 
be sure to reverse the slowing "or the inflation rate and~ 
indeed J start a new acceleration. ,rhus~ the tax stimulus 
must be temporary rather than'permanent. 

The President has declared a moratorium on new Federal 
. spending programs for this same re,ason. Budget expen­
ditures areris1hgrapidly,tbis yea.r~ in partJ because 
of programs to aid the unemployed. That: is acceptable 
and highly desirable in a recession to relieve the 
burden on workers who are affected. It is also 
desirable because spending under those p~ogra~s 
phases out as the economy recovers and unemployment,'
falls. The increased Federal spending is only temporary. 

Over the long-term, however) both Federal spending'and 
lending have been rising much too fast~ a fact t~~t 
accounts for a substantial part of our 'current ,economic 
pro.blems. A new burst of expenditure programs c"annot 

lJlore 
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help the Nation recover f~om the current recession -- the 
impact would come much too late _.', but it would surely do 
much inflationary' harm as the economy returns to prosperous
conditions in the years ahead. Therefore:; at the, same 
time that taxes are being reduced to support a healthy 
recovery, policies that would revive inflationary pressures 
must be avoided after the recovery is ~nderway .. The size 
of currently projected Federal budget deficits precludes
introduction of new spending programs now that would raise 
inflationary pressures later. For this reason~ the President 
requested that no new spending programs, exceptt as needed 
in the energy area" be enacted so that we can 'regain control 
of the budget over the long-run and permit a gradual return 
to reasonable price stability. 

PRESIDENTIAL PROPOSALS OF OCTOl3ER ~ 1974 RESUBMITTED FOR 
CONGRESSIONAL ACTION -':', . , ~ , .. 

In addition to the comprehensive set of economic and 
energy policies discussed in the State of the Union 
Message, the President asked that the new Congress 
pass quickly certain legislative proposals originally
requested in his October 8, 1974, message. Those 
proposals would: 

1. 	 Remove restrictions on the production of 
rice, peanuts, and extra-long-staple cotton. 

2. 	 Amend P.L. 480 to waive certain restrictions 
on shipments of food under that Act to needy
countries for national interest or humanitarian 
reasons. 

3. 	 Amend the Antitrust Civil Process Act to strengthen
the investigation powers of the Antitrust Division 
of the Department of Justice. 

4. 	 Eliminate the U.S. Withholding tax on foreign
portfolio investments to encourage such 
investment. 

5. 	 Allow dividends paid on qualified preferred
stock to be an authorized deduction for de­
termining corporate income taxes to increase 
incentives for raising needed capital in the 
form of equity rather than debt. 

6. 	 Create a National Commission on Regulatory
Reform and take prompt action on other reforms 
of regulatory and administrative procedures
that will be recommended in the future. 

more 
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7. 	 Strengthen our financial institutions and 
provide a new tax'incentive for investment 
in residential mortgages. 

8. 	 Permit more competition between different 
modes of surface transportation (The Surface 
Transportation Act). ' 

9. 	 Amend the Employment Act of 1946 to make. 
explicit the goal of price stability. . 
(Substitute ;fto promote maximum employ­
ment) maximum production.., and stability
of the general price level~ in place of 
the present language, "to promote maximum 
employme~t~ production andpurchas1ng 
power. tI) . 

more 
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" .. :~. 

The President's Energy Pro·sran· 
(includine enerciY taxes and fees) 

The President's State of the Union Address outlined the Nation's' 
energY_;~H:~look, set forth national energy policy objectives,
and ·descfibed·actions he is takin3 imnedistely and indicated 
proposa.ls he is asking the ConBress to pass'. 

BACKGROUilD 

Over the past t~10 years, progress has been made in conserving. 
energy, expanding energy ReD and improvine Federal gO'lE~rnment 
energy organization. Despite such accomplismnents, lie have 
not succeede~ f;.n. solving fundamental problerils. and our i:;ational 
energy situation is c~itical. Our reliance on foreign sources 
of petrolewn is contributing'~o both inflationary and reces­
sionary pressures in the United States. World economic 
stability is threatened and several industrialized nations 
dependent upon i~port.ed oil are facine severe economic 
disruption,.. 	 . 

':Iith 	respect to the U.S. ener3Y situation: 

Petroleum is readily available from foreign 
sources -- but at arbitrarily hi~h prices, 
causi~g masstve Qutflow of doll~rs, and at 
the risk of increasing our nation's vulnera­
bility to severe econor.rl.c disruption should 
another embargo be imposed. 

Petroleum imports remain at hiGh levels 
even at present high prices. 

:. 

- . 	 Jomestic oil production continues to 
decline as older fields are depleted and 
new fields are years from'production; J.G 
million barrels per day in 1974 cocpared 
to 9.2 million in 1973. 

Total U.S. petroleuo consumption is 
increasing, althou3h at slower rates 
due to higher prices. 

Batural gas shortages are forcing curtailment of 
supplies to r.1B.ny industrial firms and denial of 
service to new residential customers. (ll~% 
eJtpected this t·linter versus 7% last year.) This 
is resulting in unemploynent, reductions in the 
production of fertilizer needed to increase food 
supplies, and increased deuand £o~alternative 
fuels/--priDarily imported oil. 

http:i~port.ed
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Coal 	production is at about the same level as in 
the 1930's. 

Nuclear energy accounts for only 1 percent of total 
energy supply and new plants are being delayed)
postponed or cancelled. 

Overall energy consumption is beginning to increase 
again. 

U.S. vulnerabil·ity to economic and social iinpact 
from an embargo increases with higher' imports and 
will continue to do so until we reverse current 
trends, ready standby plans~ and increase petroleum 
storage. 

Economic impacts of the four-fold increase in OPEC oil 
prices include: 

Heavy outflow of U.S. dollars (and, in effect", 
jobs) to pay for growing oil imports '-.-' about 
$24 billion- in 1974 compared to $2.7 billion 
in 1970. 

Tremendous balan.ce of payments deficits and 
possible economic collapse for those nations 
of Europe and Asia that must depend upon
expensive imported oil as a primary energy 
source. 

Accumulation of billions of dollars of'surplus 
revenues in oil exporting nations -- approxi .. 
mately $60 billion in 1974 alone. 

U.S. 	ENERGY OUTLOOK 

I. 	 Near·~Term (1975-1977): In the next 2·-3 years, there are 
only a few steps that can be taken to increase domestic 
energy supply particularly due to the long lead time for 
new production. Oil imports will thus continue to rise 
unless demand is curbed. 

II. 	 Mid·~Term (1975-1985): In the next ten years .. there is 
greater flexibility. A number of actions can be taken 
to increase domestic supply .. convert from foreign oil 
to domestic coal and nuclear energy ... and reduce demand 
if the Nation takes tough actions. Vulnerability to an 
embargo can be eliminated. 

more 
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III. 	Lohg-Term (Beyond 1985;): Emerging energy:aources can 
playa..bigger role in :supplylng U.S. need:f3 -- the, results 
of the Nation,' s expanded energy research and development
program.lt.S. indep~ndence can be maintained. New 
technologies are the mo~t significant opportunity for 
other consuming nations with limited domestic resources. 

NATIONAL.ENERGY POLleY.GOALS'ANDPRINeIPLESANNOUNCED BY 
THE PRESIDENT -, . " , 

I. 	 Near...Term (:1975-l977): Reduce, o.il imports by 1 million 
barrels per .day by the end of 1975 and.·2 million barrels 
by the end of 1977, through immediate.' actions to 
reduce energy demand and increase domestic supply. 

CA) With no action, imports woulclbe,aboQt 8 million 
barrels per day by the end of 1977, more than 
20 percent above the 1973 pre-embargo levels. 

(B) 	 .Acting to meet the 1977 goal .will reduce imports . 
below 1973 level~, assuring reduced vu1ne~abiiity
from an embargo and greater consumer nation 
cooperation. 

(e) 	 More drastic short-term reductions would have 
unacceptable economic impacts. " ,. 

II. 	 Mid-Term (1975-1985).:. ·,Eliminate vulnerability by
achieving the capacity for full energy.independence
by 1985. This means 1985 imports of no more than 
3-5 ml11ionharrels of oil per day, all of which can 
be replaced immediately from a strategic storage 
system and managed with emergency measures. 

(A) 	 With no' action, oi.l im~orts by 1985.'could be 
reduced to zero ,at prices of $11 peI," barrel or 
more --or, they ,could go substantially higher 
if world oil prices are reduced 'erg~, at $7 
per barrel, U.S. consumption could reach 
24 .million .. barrels per day Withlmportsof
above. 12 million, orabov.e 50% of the total.) 

(B) 	 The U .S. anticipate~ a reduction in .'world. oil 
p'rices over the next several years. Hence, 
plans and policies must be established to. 
achieve energy independence even at lower 
prices -- countering the normal tendency to 
increase imports as the price declines. 

more 
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(c) Actions to meet the 1985 goal will hold imports 
rto· no "more than ,3 ·5milllon barrels'per day;,

;even,~t,$7 per barrel prices. Protection against 
, ' " .:' ~,'"' -~;m.elllbargo of the remaining imports -can then be 
, h~~1.e~L.mqQt ;e-conomicallywithstorage and ­

.:: ~ ~~~l'!4by: "em9f'gency measures. 

III:·Long....TEn~m (Beyond 19'85): Within this century.» the U.S. 
should strive to develop technology and energy resources 
to enab,+~ ,it to ,supply, aSignlficatit' share or'the '.' 
Free 	World's energy needs. .,' , 

(A) 	 Othe:r -consuming nat,ions have insufficie:~t fossil 
f\1~l resource's· to r'each d-omest,ic 'energy 
self~$Uff1ciency., . 

(In 	 The U.S. can again' become a world energy supplier 
and fOster world energy pri:cest.abl1ity !_L.. much 
the same as the n~tion did prior to ithe;1960's 
whenlt was a.major supp.lier: of 'World1 ofl. 

IV. 	 Prinaiples: Actions to achieve tbe'ab'ove"nat'10nal. 
"enevgygoals 	m4~,t be baaed upon the following .,


prin,ciples :'. ,~ 


Provide energy to the American consumer at th~ 
lowest· possible cost: :c'onsistent with our need" 
for secure enevgy supp'lles. 

--' 'Make energy decisipnscons-istentwlth our O've;t'all 
,economic goals. 

'''- Balance ,environmental goals wi-th energy require­
, ments. 

Rely upon the private sector and market forces 
as the most efficient, means of aChi,ev1ng the 
Nation1s goals ... but act through the government 
where ,the prlv:ate secto,r is unable 00 achieve 
our goa,ls. 

, 	 , 

Seek equity among all our clt;1zensin sharing
of benefits and costs of our energy program. 

_.. 	 Coordinate our energy policies with those, of . 
other consuming nations to promote'intel;"de­
pendence lJ as well as indepemq.ence. 

more, 



ACTIONS ~OmlCED TODt~~ BY :n~ ?p~.§IpEnT 

I. 	 ACTioNS Al:mOUI~CED BY 'l1-rE PRESIDEHT TO t-1EET
ltEAh·:TtitM 'GOAr:f--{19i5~:r!J7rr--'--- ...- ..-- ­

..... ---_...... _,-­
To meet thenat'ional goals, the President oi.ltlined a com· 
prehensive program of legislative proposals to the Congress
'VJ'hich he ,requested be enacted vTithin 90 days and administra­
tive actions that he "lill begin, inpleoenting iLlnedie.tely.
The legfslative package is !lore effective and equitable than 
the administrativeprogra~, but the President indicated that 
the seriousness of the situation deuanded imaediate action. 
These actions will reduce overall energy decand. increase 
domestic production, increase conversion to coal, and reduce 
oil inports. They include: 

(A) 	 AdLlini..!..~_~t;j.ve_ ~ctio~ 

1. ~oft Fee -~ Because of the seriousness 
'otae-})robleo and because time. is required
for Coneressional action on his legislative
proposals $ the President is acting irmediatel.y
within elcisting authorities to increase the 
import fees on crude oil and petroleun
products. These ne"1 irtlport fees. ~vould be 
Llodified upon passage of the President's 
legislative package. 

(a) Inport fees on crude oil and petroleuc\
products under the authority of the Trade Expan··
sion Act of 1962 f as arilended, ~lill be increased 
by $le££ective February 1, 1975; an additional 
$1 effective i'larch 1; and another $1 effective 
April 1, for a total increase of $3.00 per
barrel. Currently el::istingfees .Hill also 
reL1ain in effect. 

(b) FEA' s ;'Old Oil ::ntitlerJents" prop;rarn 
will be.utiJiz~d to spread price ,increases 
on crude &lohg all refiners and to lessen 
disproportionate regional effects. par.. 
ticularly in the northeast . 

.(c) As of February 1975. product inports
will cease to be covered by FEA's "Old Oil 
Entit1enents;' progran. In order to overcome 
any severe regional impacts that could be 
caused by lar~e fees in i!Jport dependent 
areas, inported products will receive a 
rebate corresponding to the benefit \\1hich 
l'1ould have been obtained under that 
~rogrMl. The rebate should ge approxioately 
.,,1.00 in February, $1.40 in 'larch, and ~1.SD 

.. per barrel in April. . 

(d) This import fee prorran would reduce 
imports by about 500,000 barrels Rer day. 
In April it 110uld generate about ..,400 1.1illion 
per nonth in revenues. 
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2. 	 Backup Import Control Program:--1h~' en;et'gy 
conservation·measures. and ta'x. prOposalS ::",: 
will be supplemented by the u'se'of Pr'esidential 
power to limit. ~01.). _imports ~IiI{lEtces.sary to· 
'achi~v~ th~: nea~·.,~;~x:m j;oals!. :-.".. , •. '.",: . ,. 

~·.·-t ... , ,~...'- . -''"\--.,. 1"',~ ."', .",~;''- ~.' ,', 

. '3,;'CrUde Oil Pr.icefDec.ontrol --. To. ,stimulate., 

'.' ,,' .. }. . : productIon and'f&rther cut demB.nci;.,:~:t~e'p-'s· <., 


.'.. "'.:' ~ w.1l1:,)e takeI)to '~r·einove pr1pe'contro,ls,' .... , 
"",911 dome:stfc crtideoll by AprilJ.; <:19-75\); 

. ~ubJ ect 1;,0 congr~aslonal disapPI.'Ovali;'8.s.•. , ·'i. 

p~ovi~ed' ,by 84{g}, of .tpe.Epiergenc.y,', . ".:;, 
Petroleum Allodat'ion .Act Of 1973., ... ' . 

4. 	 Increase Public Education 2£.. Energy , . , 
Conservation -- Energy Resources 'Council 
w+llatep up its.. efforts to provide infor­
mation on: energy conservation methods and 
benefits. 

;.. ;' 

(B) .L~gislative 'Proposals' 

1 . 	 Comprehensi've Ta.'x: and D~'control Program - ­
ThePresidertt asked the, CQngressto pass
within 90 days ,acompr~hensive legislative 
package which could lead' to reduction of 
oil imports of 900.:l000barr~lsp'er day 
~y ~975 and 1.6 million barreisby 1977. 
Ave.rage 	oil 'prices would r:J,se about $4.00 
per barrel of $.10 per. gallon. The package
which will raise $30 billion 1,n r,evenues 
on an annual basis 1ncl~des:, 

: ""r' ' • - • 

(a) Windf~11'Pr6f:1ts Tax -~ A tax on all 
domestic crude oil to capture the windfall 
profits resulting from price decontrol. 
~he' tax would take 88% ,of the windfall 
profits.on cr:ude oil and would phase out 
qverseveral ·years. .The· tax would be 
retroactive to ,JanuB:ry 1; 1975..:· 

(b) Petroleum.Excise Tax and Import Fee - ­
An excise tax on. all domestic crude oil 
of ,$2 per, barrel and a·feeoh,ilmported
,9rUde' 011, and product imports. of .$2 per

.' barr.el ... The new) administrati'Y'e.ly established 

. import . fee of $.3 .. on crude oil" w0uJ.d be reduced 
to' $2.0,0· and $1.20 fee.. onpro·duo.ts would be 

'inc'rea-sed to $2 ;00 . when tbe tax ·is enacted . 
. ,The proQ.1;lct imp.ort fee would:;keep·, the excise 
tax.fromencou~ag1ng foreign refining and 
the related loss of jQbs'to~the:U.S. 

more' 
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(c) New Natural Gas Deregulation -- Remove 
Federal interstate price regulation on new 
natur~l gas to increase domestic production 
and reduce demand for scarce natural gas
supplies. 

(a) 	 Natural Gas Excise Tax -- An excise 
tax on natural gas of 37¢ per thousand 
cubic feet (mcf), which is equivalent 
on a Btu basis to the $2 per barrel petroleum
excise tax and fee. This will discourage 
attempts to switch to natural gas and acts 
to reduce natural gas demand curtailments. 
Since the usual results of gas curtailments 
is a switch to oil, this will limit the 
growth of oil imports. 

2. 	 .Elk Hills Naval Petroleum Reserve. The 
President is asking the Congress to permit
production of the Elk Hills Naval Petroleum 
Reserve (NPR #1) under Navy control. 
Production could reach 160,000 barrels 
per day early in 1975 and 300,000 barrels 
per day by 1977;; The oil produced would 
be 'used to top off Defense Department 
storage tanks, with the remalnder sold 
at auction or exchanged for refined 
petroleum products used by the Department
of Defense. Revenues would be used to 
finance further exploration, development
and production of the Naval petroleum 
reserves and the strategic petroleum 
storage. 

3. 	 Conversion to the Use of Domestic Coal. 
The President is asking-the Congress to 
amend the Clean Air Act and the Energy
Supply and Environmental Coordination 
Act of 1974 to permit a vigorous program 
to .make greater use of domestic coal to 
reduce the need for oil. This program
would reduce the need for oil imports
by 100,000 barrels per 'day in 1975 and 
300,000 barrels in 1977. These amend­
ments would extend FEAts authority to 
grant prohibition orders from 1975 to 
1977, prohibit powerplants early in the 
planning process from burning oil and gas l
extend FEA enforcement authority from 197~ 
to 1985, and make clear that ·coal burning 

more 
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installations that had ori~inally planned 
to convert from coal to oil be eligible 
for compliance date extensions. It would 
give EPA authority to extend compliance
dates anti elirnirlate restrictive regional
environmental limitations. A plant could 
convert as long as its own emissions do 
not e~c.ceed aI.nbient air quality standards. 

II. ACTIOBS AnnOUNCE!) BY TIlE PnESIDENT TO I1EET 11!D-TI::P.H 
aQAts (1975-1905) -- --- ----- ­

These actions are designed to meet the goal of achievinz 
the capability for energy independence by 1935. The actions 
include measures to increase domestic energy production 
(including measures to cope with constraints and strike 
a balance between environmental and enersy objectives), 
reduce energy demand, and prepare for any f~ture emergency
resulting from an embargo. " 

(A) Supply Actions 

" 1. Uaval Petroleum Reserve Uo. it (Letislative 
8rOpOSal) --the President is ask ng the 

ongress to authorize tne exploration, de­
velopment and production of BPR-l} in Alaska 
to prcvide petrolewn for the,domestic economy, 
with 15-20% earmarked for military needs and 
strategicstora.r;e. The reserves in HPR-4 
which are now largely unexplored could pro­
vi~e at least 2 million barrels of oil per
day by 1905. Under the legislative proposal: 

(a), 'l"he P+=,esiclent would be authorized to 
e'Aplc::e J develop and produce l:·lF~'.-l~". 

(b) Lne Governnent' s share, of pl'odt~ction 
(app;roJdmately 15-20%) would be used t:o 
help finance the strategic storage system 
and to help fulfill military,petroleum
requirements. Any other receipts go to 
the United States Treasury as miscellaneous 
receipts. 

more 
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2. 


3. 


l~ • 

OCS .Leasine; Administrative -- The President 

..reaffirmed, h s' intent on to continue an 

a.egress'iveOuter Continental Shelf leasing 


.. policy, includ:in~ lease sales in the Atlantic, 

.;Pacif~c,' and Gulf 0'£ Alaslta. Decisions on 


individual lease sales ''1i11 c'!l'l':lait completion

of appropriate environmental st~dies. 1n­


·creased oes leasing could add·domestic pro­
ductien'of 1.5 !Jillion barrels of oil and 

'additional supplies of natural gas by 19C5. 
There will be close cooperation "lith Coastal 

'states in their plannl:ng for poss'ible increased 
loaal development. Fundinr; for environmental 

. studies· and assistance to 'States for planning
, ' has been increased in FY 1975. 

,Reducin~ Domestic Ener~ Price uncertaintl 
eNl.S atrve ro osa -- Legislation wi1 


, erequeste autorl.Z ng and requiring the 

.President· to use tariffs, iniportquotas,

import price floors, or other measures to 

achieve domestic energy price levels 

necessary to reach self-sufficiency go~ls.

This legislati()D.would enable' the; President 

·to cope "t'l1ith possible large-scale fluctua­
tions in world oil 'prices. 


Clean Air Act Amendments Le~islative 

ErotoS~ ~In addition to ~e ru~enrnents 

out in~earlier for short-term goals, the 

·P.resident is asking for other Clean Air 

Act amendments needed for a balance between 

environmental and energygoals.~ese

include: 


(a) Legislative clarification to resolve 

prob le1:1S resul tingfrom court decisions 

wi,th respect to siGnificant, air quality

deterioration in areas already'neeting

health and welfare standards. 


(b) Extension of cOl"'lpliance dates throueh 

1985 to implement a new' policy·reearding

stack gas scrubbers -- to allo'\l1 use of 

intermittent control systems in isolated 


, power 	plants, through 1935 and requiring

other sources to achieve control· as soon 

as possible. 


more 
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(c), A pause for 5 years (1977-1981 model 
'years) for' nationwide auto emission standards 
at the current California "lev,els ,for hydro­
carbons (0.9 grams per mile) and carbon 
monoxide err' grams per mile}, and at 1975 
standards (3.1 grams per mile) for oxides 
of nitrog~n (with the exception of California 
which has adopted the 2.0 standar.d). These 
standards for hydrocarbons (He) and carbon 

,monoxide (CO) are more stringent ,than now 
required nationwide 'for 1976 model year's 
cars. The change from the levels' now 
;required for 1977-1981 model years in the 
law will have no significant impact on 
air quality standards, yet they will facilitate 
attainment of the goal of 40% increase in 
auto fuel efficiency by t~e 1980 model year. 

,( a) EPA will shortly begin comprehensive 
hearings on 'emission cont'rols and fuel 
economy which will provide more detailed 
data for Congressional consideration. 

5~ Surface Mining (Legislative proposal) -­
The' President is asking the Congr,ess to pass 
a surface mining bill which strikes a balance 
between our desires for reclamation and 
environmental protection and our need ,to 
increase domestiC coal production' substan­
tially,oyer the next ten years. 'The proposed
legislation will correct the problems which 

" led to the President's veto of a surface 
mining bill last year. 

6. Coal LeaSing (Administrative) -- To assure 
rapid pr.oduction from existing leases and to 
make new,'low sUlfurcoai supplt'es available, 

'the President 'directed the Secretary of the 
Interior'to: 

(a) Adopt legal diligence requirements to 
assure timely production from existing
lease,s. 

( 	 1) ) Meet with Western Governors to explore
regional que'stions on ecpnomic, environmental 
and social impa9ts associated with new Federal 
coal leases. 

(c) Design a program of new coal leasing
consistent with timely development and 
adequate return on public assets, if proper
environmental safeguards can be provided. 

more 
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7. 	 Electric Utilit-ies -- The President is asking 

the Congress for legislation concerned with 
utilitles. In recent months, 60% 
of planned nuclear capacity and 30% of non­
nuclear capacity additions have been postponed 
or cancelled by electric utilities. Financing 
problems are worsening and State utility
commission practices have not assured recovery 
q,f costs and adequate earnings. The transition 
f.rom oil-and gas-fireu 'plants to coal and nuclear 
has been slowed greatly -- cqntributing to 
pressure for higher oil imports. Actions 
involve: 

(a) Uniform Investment Tax Credit (Legislative) 
an increase in the investment tax credit to 
eliminate the- gap between utilities 'and other 
ind1.istries -- currently a 4% rate applies to 
utilities and 7% to others. ­

(b) Higher Investment Tax Credit (Legislative) 
An increase In investment tax credit for all 
industry) including utilities, for 1 year - ­
to 12%. The 12% rate would be retained for 
two additional years for all power plants 
~xcept oil and gas-fired facilities. 

(c) Preferred Stock Dividend Deductions 
(Legislative) -- A change in tax laws applica­
ble to all industries, including utilities, 
which- allows deductions of preferred stock 
dividends for tax purposes to reduce the 
cost of capital and stimulate equity rather 
than debt financing. 

(d) Mandated Reform of State Utility Commission 
Processes (Legislative) --The legislation 

_would selectively reform ut,ili ty commission 
practices by: (1) setting a maximum limit 
of 5 months for rate or service proceedings; 
(2) , requiring fuel adjustment pass-throughs,
including taxes; (3) requiring that con­
struction work in progress be included in a 
utility~s rate base;-(4) removing any rules 
prohibiting a utility from charging lower 
rates for electric power during off-peak 
hours~ and (5) allowing the cost of pollu­
tion control equipment to be included in 
the rate base. 

(e) Energy Resources Council Study 
(Administrative) -- Review and report to the 
President on the entire regulatory process 
and financial situation relating to electric 
utilities and determine what further reforms 
or actions are needed. ERC will consult 
with State utility commissions, governors,
public utilities and consumers. 

more 
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,Huclear Power ...... To accei~rate the gro'to7th of 
nuclear pm.1eF t-lhich suppl,ies"orily one percent 
of ,our en;ergyneeds, the ,Pre,sident is pro­

',t p'osing, inad<.\i tion ,to a~'tiOns. outlined ahove; 

(a) ',¥xped.!~ed~j._c.ensw!., a,n.iSiti!]..f.. (Legislative)
'A Uuc ear Fac'ility Licens~r. Act to assure more 

" ! rapid siting and lic.ensing, of, ,nuclear plants. 

(b) ~976_ BUdfet lnc!~eas~ {LeiJ.-platJve) - ­
An ~ncrease 0 $4r-01!Ilon In appropriations 
for nuclear safety, safeguards, and \'18ste 
ma-qagemen t . 

9. E~.8Y facilij:ies S~tinS(he,.gj.~'lative? - ­
Legislation "loUIn reauce enet"BY EaciT1ty siting 
bottlenecks andassuresit~s, for needed facili·· 
ties 	\'lith proper land use considerations: 

(a) The legislation t'lould require that states 
have a comprehensive and', coord,insted process 
for expeditious revie\1 and, approval of energy 
facility applications; and state authorities 
which ensure that final State energy facility 
decisions'cannot be nulfifiedby actions of 
of local governments ., 

(b) Provision foro-wners of, 'eligible facilities 
or citizens to sue States for inaction. 

(c) ,'Provide no Federal role in: naking case by 
case siting decisions,' for the 'States . 

(B), 	Energ~ Conservatio~ ~cti2E~ 

The President announced a ~unber of ~Emerf,y con .. 
'Servation Lleasures' ~o reduce' demand, c including: 

L 	 Auto ~asoline It1leaAe. l.ncrea~~s.. (AdIl:linistrative)
Toe SecretarY,9f Transport~t10nhas 
obtained writtenagreement~ w~th each of 
the major domestic autor,1o~ileuanufacturers 
which will' yielc;l a' 40 'percent, t lllprove,,· 
Dentin fuel efficieQcy On '~ weighted

'.' . 

, , 

more ., .~ 
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average for all new autos by 1980 model year. 
These agreements are contingent upon relaxation 

", _~ of Clean' Air "Act auto emission standards. The 
a.greement provides for';1nteri'In' goals, Federal 

, tnonttoring and public repOrting of progress. 

,2. -Building Thermal Standards (Legislative) -­
The'President1saskihg Congres$ for legislation 
to establish national mandatory thermal (heating 
and cooling) efficiency standards for new homes 
and commercial buildings which would save the 
eqtiivalent-of over "one~ha!f million barrels of 
oil per day by 1985. Under tl)is legislation: 

:­

(a) The Secretary of Housin"g and Urban Develop­
ment shall consult with engine~ring, architectural, 
consumer, labor, industry, and'government repre­
sentatives to advise on development of efficiency 
standards. 

( '6) Thermal standards for one and two-family 
dwellings will be developeCland implementation 
would begin within one year. New minimum 
performance stahdards for energy in commercial 
and residential buildings would be developed
and implemented as soon thereafter as practicable. 

(c) 'Standards would be implemented by State 
and local governments through Ioqal building
codes. ' 

(d) The President also di~ecte~the Secretary 
of Housin~ and Urban Developme~t to include 
energy conservation standard~ in ~ew mobile 
borne construction and sa:fety standards. 

3. Residential Conservation Tax Credit -­
The President Is asking Congress: for legislation 
teo provide incentives to home'owners for making 
thermal efficiency improvements in existing 
homes. This measure, along w'i'tb a stepped-up
public information prog-rain, could save the 
equivalent of over 500,000 barrels per day
by 1985. Under this legislation-:­ '" .. -

(a) A IS-percent ,tax ~redit retroactive to 
January -~l" 1975 for the cost' of 'certain improve­
ments in thermal efficiency in residences would 
be provided. Tax credits would apply to the 
f1il"st $1,000 of expenditures and can be claimed 
dfi~ing the next three yea~s.-

(b) Improvemen.ts such as storm windows, and 
insulation, would qualify for the tax credit. 

more (OVER) 



42 

4. 	 Low-Income Energy Conservation Program 
(Leg~slative) -- The President is proposing
legislation to estab~ish a Low-Income Energy
Conservation Program to offer direct subsidies 
to low-income and elderly homeowners for certain 
energy conservation improvements such as insula­
tion. The program is modeled upon a successful 

. pilot program in Maine. 

(a) The program would be 'administered by FEA, 
under new legislation, and the President is 
requesting supplemental appropriations in 1975 
and $55 million in fiscal year 1976. 

(b) Acting through the States, Federal funds 
,would be provided to purchase materials. 
Volunteers or community groups could install 
the materials. 

5. 	 Appliance Efficiency Standards (Administrative)
The President directed the Energy Resources 
Council to develop energy effic'iency goals for 
major appliances and to obtain agreements
within six months from the major manufacturers 
of these appliances to comply with the goals.
The goal is a 20% average improvement by 1980 
for al~.~ajor appliances, including air condi­
tioners, refrigerators and other home appliances. 
AChievement of these goals would save the 
eqllivalent of over one-half million barrels of 
oil per day by 1985. If agreement cannot be 
reached, the President will submit legislation 
to establi~hmandatory appliance efficiency 
standards. 

6. 	 Appliance and Auto Efficiency Labelling Act 
(Legislative) -- The President will ask the 
Congress to enact a mandatory labelling bill to 
require that energy efficiency labels be placed 
on new appliances and aut'os. ' 

(C) 	 Emergency Preparedness 

The President announced that comprehensive energy 
emergency legislation will be proposed, encompassing 
two major components. . 

1. 	 Strategic Petroleum Storage (Legislative) - ­
Development of an energy storage system of one 
billion barrels for domestic use and 300 million 
ba~rels for military use. The legislation will 

:'" 
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authorize the government to purchase and pre­
pare th~storage facilities (salt domes or steel 
tanks), while complex institutional questions 
are r~sOlved and before oil for storage is 
actually, purchased. FEA will develop the ove~­
all program in cooperation with th~ Department
of the Interior and the Department of Defense. 
All ~ngineering, planning, and env+.ronmental 
studies would be completed within one year.
The 1.3 billion barrels will not be complete
for some years,' since time is required to 
purchase, prepare, and fill the facilities. 

2. 	 Standbl.!!!£ Planning Authorities (Legislative)
The President is requesting a set of emergency
standby authorities to be used to deal with 
any significant future energy shortages. These 
authorities would also enable the United States 
to fully implement the agreem~nt on an Inter­
national Energy Program:between the United 
S.tates anqother nations signed on November 18,

:1974. 	 This legislation would.include the 
a.uthority to: 

(a) Implement energy' qonservation plans to 
reduce demand for energy; 

. (b) allocat~ 'petrcheum :~P,li'Oducts.-r_,ar¥i establish 
price cont~?ls for allocat~d ppqdu,cts; 

~,' -p 

(c) 	 ration' fu'els ~mo'ng end users; 

(d) allocate materials needed for' energy
production where such materials may' be in short 
supply; 

(e) 	 increase production 'of domestic oil; and 

(f) 	 regulate petroleum inventories. 

III. 	ACTIONS ANNOUNCED BY THE PRESIDENT TO MEET LONG-TERM 
GOALS (BEYOND1985J -	 - ­

The expanded research and development program on which the 
nation is embarked will provide ,the basis for ~ncreasing 
domestic energy supplies a,nd :maintaining energy independence.
It will also make, it pos,sibl'e in the long run for the U.S. to 
export energy supplies and technology .to others in the free 
world. Important elements are: . 

more 
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(A) 	 . S:rnthetic E)l,als' pro.aram (A4ministrative) -- The 
President announceaa natIonal Synthetic Fuels 
Commercialization Progr8l!l to ~.n:sure at least one 
million barrels per day equivalent of synthetic fuels 
capacity by 1935, using technologies now nearing
commercial applicatton. 

1. 	 Synthetier'fuel types' to~''6e~onsidered will 
include 'synthetic crude from oil shale and a 
wide range of clean solid, liquid, and gaseous
fuels derived fro~ coal. . 

2. 	 The Program would entail Federal incentives 
(possibly including price guarantees, purchase 
agreements, capi~al subsidies, leasing pro­
grams, etc.), granted competitively, and would 
be ained at tJle. prod~ction of. selected types
of gaseou~ andliquia fuels froD both coal and 
oil shal~~; ., ,.. -I'" r 

3~ 	 The program' will rely on existing legislative
authorities, including those contained in the 
Federal Hon-ltuclear Energy Research and Develop­
m~nt Act gf 1974, but new leg~slative authori­
ties will be ~eqUested if necessary. 

(B) 	 Energy rres~arch ~~cl Develop~~~t frogram -- In the 
current f~scal. ye~t;'.. the .F~der~l Government has 

.great:By~'fncreased' its 'funding ~Q~..'ener3Y research 
and deve!9.Jtme~~ pr?3rams. , , These.: ~~deral programs 
are a part of'a much larger national energy R 6: D 
effort ,~d are ~arried out in coop~ration with industry, 
colleg~~"'and universities .and others. The President 
statedtnat "his 1976 "Budge't will' continue to empha­
size these accelerated programs which include research 
and the develo!Jment of techno~for energy conserva­
t;ionand on all forms of energy including fossil 
fuels, nuclear fission ,and fusion .. solar and geothermal. 

(C) 	 Energy Research. and Development Administration -- (ERDA).
The President has signed an Executive Order which 
activates, effective January 19, 1975', the Energy
Research and Developoent Administration. ERDA will 
bring together in a single agencyth~ major Federal 
energyR.:&.D progrEls w~ich will have the responsibility
for .l~adi:tt;; the national;' effor,t. ~o develop techno~ogy 
to assure tha~e U. S. wi).. l ha*v:i! an ample and se,cure 
stipply of 'ehe:r!Y-'" at r~asonabre·'..rces. ERDA con-. 
solidates cajor R &'D fun~tion~previously handled; 
by the AEC, Department of the Interidr, ~lational 
Science Foundation and Environmental Protection Agency.
ERDA will also continue the basic research, nuclear 
materials production and weapons programs of the AEC. 

more 
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IMPACTS 02 NEAR AND MID-TEru4 


ACTIONS ON PETROLEUM CONSUMPTION AND IMPORTS

".,.. ­;.-, 

NEAR TERI-t PROGRAJl1 
(l,IMB/D) 

CONSUMPTION .' IF NO NEW ACTIONS 
IMPORTS IF NO NEW ACTIONS, . 

1975
nr:o 
6.5 

1977 
l"S7J 

8.0 

Less Service Savings by Short-term 
Actions: 

IMPORT SAVINGS 
1975 1977 
- -+--­

Production from Elk Hills 
Coal COnversiop
Tax Package , 

0.2 
0.1 
0.9 

0.3 
0.3' 
1.6-

TOTAL IMPORT SAVINGS 1.2 2.2 

REMAINING IMPORTS 5.3 5.8 
\ 

l·tID-TERM PROGRAl·{ 

CONSUMPTION IF NO NEW ACTIONS 23.9 wm7D 
IUPORTS IF NO' NEW ACTI01~S . 12.7 MlfB/D 

Less Savings Achieved by· 
Following Actions: 

OCS Leasing 
NPR-4 Development
Coal Conversion 
Synthetic Fuel Commercialization 
Auto Efficiency Standards 
Continuation of Taxes 
Appliance Efficiency Goals 
Insulation Tax Credit 
Thermal Standards 

Total Import Savings by Actions 

Remaining Imports 

Less: 

Emergency Storage 

Standby Autho·t'ities 


1985 IMPACT 
ON Il.!PORTS 

1.5 
2.0 
0.4 
0.3 
1.0 
2.1 
0.1 
0.3 
0.3 

" 8.0 

·4.7 

3.0 
1.7 

NET IMPORT VULNERABILITY o 
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INTERNATIONAL ENERGY POLICY AND FINANCING ARRANGEMENTS 

BACKGROUND 

The cartel created by the Organization of Petroleum 
Exporting Countries (OPEC) has successtullyincreased 
their governments' price for exports of oil from 
approximately $2 per barrel in mid-1973 to $10 per
barrel today. Even after paying for their own increased 
imports, -OPEC nations will report a surplus of over 
$60 billion in 1974, which must be invested. Oil. 
price increases have created serious problems for the 
world economy. Inflation pressures have been. inten·· 
sified. Domestic economies have been disrupted. 
Consuming nations have been reluctant to borrow to 
finance their oil purchases because of current 
balance of payments risks and the burden of future 
interest costs and the repayment of massive debts. 
International economic relations have been distorted 
by the large flows of capital and uncertainties' 
about the future. 

U.S. POSITIOl! 

The United States believes that the increased price of 
oil is the major international economic problem and has 
proposed a comprehensive program for reducing the current 
exorbitant price. Oil importing nations must cooperate 
to reduce consumption and accelerate the development of 
new sources of energy in order to create the econom.ic 
conditions for a lower oil price. However" until the 
price of oil does decline) international stability must 
be protected by financing facilities to assure oil 
importing nations that financing will be available on 
reasonable terms to pay for their oil imports. The 
United States is active in developing these financing 
programs. Once a cooperative program for energy con··· 
servation and resource development and the interim 
financing arrangements are agreed upon, it will be 
possible to have constructive meetings with the oil 
producers. 

ACTIONS TAKEN BY OIL CONSUMING NATIONS 

The oil consuming nations have already created the 
International Energy Agency to coordinate conservation 
and resource development programs and policies for 
reacting to any future interruption of oil exports 
by producing nations. The four maj o.r elements of 
this cooperative program are: . 

more 
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An emergency sharing arrangement to immediately 
reduce member vulnerability-to actual or threatened 
embargoes by producers ." 

A long-term cooperative program to reduce member'" 
nation dependenceonimportedoil~ 

A comprehensive information system desiigned to' 
improve our' knowledge about the world oil market 
and to provide a beiSis for cohsultationsamong 
members and individual companies; and 

A framework for coordinating. relations with. producing
nat1bnsand other less developed consuming countries. 

The International Energy Agency has been established as 
an autonomous organization under the OECD~ It is open 
to all OECD nations willing and able to meet theobli·­
gations created by the program. This intern~tional 
agreement.estab11shes a number of c6nservation:and energy 
resources development goals but each member is left free 
to determine what domestic measures to 'use in achieving
the tar·gets. This flexibility enables the' United States 
to coordinate our national and international energy goals. 

OTHER U.S. ACTIONS' AND PROPOSALS 

The United States has also supported programs for pro­
tecting international stability against distorting 
financial flows created by the sudden increase of oil 
prices •. ' Although ,the massive surplus of export ·earnings 
accumulated by the producing natioris will have to'be . 
invested in the oil consuming nations,. It is unlikely 
that these investments will be distributed so as to 
match exactly the finanCing needs of individual impor..· 
ting nations .. ' Fortunately the exIsting complex of 
private and .officialfina'ncial institutions has:) in the 
case of the industrialized countries, been effective' 
in redistributing·the massive oil export earnings to 
date. However, there is concern that some individual 
industrialized nations may not be able to continue to 
obtain needed funds at reasonable interest rates and 
terms during the transition period until supplies are 
increased, conservation efforts reduce oil imports and 
the price of oil declines. Therefore) the United States 
has supported various proposals for ;/reshuf'fling l : the 
recycled funds .. among all cons.um.1ng .nations.) including: 

more 
(OVER) 
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_ . ,MO~.1~~~a~10n oij~~te:v~~t1onalr1Qnetary: Fund ;U:~)
rules to permit more extens:lv~ us,e. of .existing,.
IMF resources without further delay;. 

Creatio~ of a finan~i~'l. ,s~11dar1ty- fac!li ty as, 
a dsafety net;; for participating aECD countries 
that are prepared to gooperate' j,nan effor·t·tQ 
inorease con~ervation and',eneP,syresource dev~l9P­
ment ,l:l.ctionsto gre~te pre~s.ure to reduQe the. 
pre~ent price of ~il~ 

. Est~bllsnment· of ,a specllil trust fund managed, QY 
, ,tl1e ·1MF'- which would extend balance of payments ,. 

assistance to the most seriously affected develop··
.ing nations on a concessional basis not now possible
under IMP rules. The United States hopes, that oil 

'exporting nations might contribute a major share 
of the trust fund and that additional resources might
be provided through the sale,of. a small. portion of 
the IMFisgold·holdings 1n which the- differential 
between the original cost of the gold and the ' 
current market price would Qe added to the trust 
fund; . and 

An increase in IMF quotas which woulg make more 
resources available in 1976. 

These proposals will be discussed at ministerial level 
meetings' of, the Group of Ten,'. the. IMF Inter'-m Committee 
and the International· r40netary Fund/Intern.ational Bank 
for Reconstruction and Development Committee in 
Washington, D.C. January 14 to 17., 

In these meetings, the United States will continue to 
press its views· concerning the fundamental importance
of international cooperation to achieve necessary con­
servation and energy resources development goals as a 
basis for protecting our national security apd underlying
economic, . stre~gth . . . . ' 

;~. 

# # # 




