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ERDA LOAN GUARANTEE LEGISLA.TION 

Congressional Record Review 

The Congressional Record of December 11, which recorded the 
arguments opposing Sections 102 and 103 (loan guarantee pro
visions) of ERDA Authorization Bill (H.R. 3474), has been 
reviewed by Pacific Coal personnel. The main arguments 
causing these sections to be stricken from the legislation 
are summarized below. The sections were rejected by a vote 
of 263 to 140. .. 

1. . Normal Congressional review and protocol was not 
adhered to. .~ 

2. "Dear Colleague" letter in opposition to the 
$6 billion loan guarantee provision for synthetic 
f'uels and oil shale leasing. 

3. There was poor distribution and allocation of 
:tunds to the particular projects. 

4. The government would be subsidizing "big" busi
ness in an uneconomical, unproven, high-cost, 
high-risk synthetic fuel venture. 

5. A bill on domestic energy programs should not 
contain funding for nuclear weapons research. 

6. The questionable need for loan guarantees in 
these projects. 

7. Government "decontrol" is necessary to promote 
free.enterprise in private business. 

8. Loan guarantees would be integrated into the 
President's $100 billion EIA program. 

9. Env'-ronmental and other technical aspects were 
yet to be resolved. 

10. "Fact Sheet" inserted by Congressman Dingell 
which emphasizes a number of points already 
stated. 

For further reference, we have expanded the above catego
ries and have noted their location in the Congressional 
Records. That detail follows. · 
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House Member Refere:ice Pa.~e 

l .. Normal Congressional review· and protocol was Mr. D~:, lling a Hl23~7 
not adhered to. Mr. Hechler a,c Hl23 0 

Mr. Ottinger c Hl2340 
a) The House Members were not given sufficient II a., c Hl2420 

time nor information to properly review Mr. Dingell e..,d Hl2372 
H.R. 3474 .. II a. Hi.2419 

Mr. Harkin b. Hl2373 
b) Notes on the hearings held before the Mr. Armstrong c Hl2387 

ERDDNFossil Fuels Subcommittee were not II c Hl2415 
printed for House members review. These Mr. ·Fish b Hl2388 
meetings were held between the months of Mr. Brown d Hl2389 
Seotember and October of 1975. II a Hl2340 

Mr. Roncalio a Hl2390 
c) Addition of Sections 102 and 103 by the Mr. Anderson c Hl2391 

Senate and changes by the conference Ms. Schroeder b Hl2~92 
committee were completely inconsistent II b Hl2 12 
with normal Congressional procedure. Mr. Drinan d Hl2396 

Mr. Vanilc a,,c Hl2397 
d) Due to lack of Conarcr- !1 l;_ltial review, Mr. Moffett a,,c 1n2393 

energy priorities and structuring were Mr. Eckhardt c Hl2415 
poorly dealt with. Ms. Abzug a Hl2415 

Mr. Seiberling a Hl2417 
Mr. Gude a Hl2418 

2 .. The "Dear Colleague" letter in opposition Mr. Dingell Hl237a 
to the $6 billion loan guarantee pro~1sion Mr •. Fish Hl238 
for synthetic fuels and oil shale leasing. 
Attached is a list of the members who 
signed the letter. 
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There was poor distribution and allocation of 
funds to the particular projects. 

a) 

b) 

c) 

Insufficient funds were allocated to 
"renewable energy sources" such a.s· solar 
energy, geothermal energy, biomass, and 
others. 

Energy conservation and energy usage were 
not given high enough priority in the 
H.R. 3474 format. · . . 

l'iuclear research and development was 
receiving far too much funding in the 
ERDA bill. 

d) Very few companies would benefit from 
this loan guarantee program. In fact, the 
b~lk of the funds would be going to two 
oil shale and four high-Btu coal gasifica
tion projects. 

ll. Government would be subsidizing "big" business 
in a?1 uneconomical, unproven, high-cost, high
ris~ synthetic fuel venture. 

a) r:c~e editorial "Burp!" in the Wall Street 
Journal (attached) describes the loan · 
guarantees as being a "rip-off" on the 
consumer, a "Christmas present" to the 
petroleum companies, fiscal gimmickry, 
fUnding of uneconomic syntu~l projects, 

. and greater government interference. 

' ... 

. .1 *For· Section. 10~ 

a +.Cl!t 

House Member 

Mr. Hechler 
Mr. Hays 

II 

Mr. Dingell 
Mr. Harkin 
Mr. Fish 

II 

Mr. Ottinger 
Mr. Drinan 
Mr. Vanik 
Mr. Moffett 
Mr. Bedell 
Ms. Schroeder 
Ms. Abzug 
Mr. Gude 

Mr. Seiberling 
II 

Mr.·· Ottinger 
II 

Mr. Hechler 
II 

II 

" II 

II 

II 

II 

Mr. Mosher* 

w i.fa.d n a 
,,,.-.. 

. 
Reference Page 

a,c Hl2339 
b Hl2359 
a Hl2394 
d Hl2373 
a Hl2387 
a Hl2388 
a Hl24la 

a, c Hl239 
a Hl2397 

a,d Hl2397 
a,c Hl2398 

a,c,d Hl2399 
a Hl24ll 

a,b,c Hl2415 
d Hl242l 

c Hl2339 
c Hl2417 

a,f Hl2340 
b H12342 
a Hl2':( 0 
b H124oo 
b Hl2406 
c Hl2407 
c Hl2409 

e,f Hl2410 
d Hl2420 
c Hl2368 
c Hl2368 
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b} Government and taxpayers· would be taking 
75% (up to lOO% during construction) of . 
the risk, the.consumer would be supporting 
these projects by paying higher prices for 
U.S. fuels, and the industry would take 
100% of the profits. 

c) 

d) 

e) 

f) 

g) 

Neither the government nor the pubiic 
would benefit from this synthetic fuel pro
ject. Both technology and patents would 
not be public property eyen in the case of 
default by the company. 

Coal Gasification is most uneconomical 
method of converting coal to natural gas. 

Coal Gasification still an unproven 
commercial process. 

Government would be subsidizing some of the 
largest petroleum corporations· in the 
country. 

The bill would bail out energy companies 
from their financial obligations and 
enhance their monopolistic hold on. 
energy within the country. 

h) · Many of the major programs related to 
·energy policies have yet to be resolved; 
(such as national stripmining bill, coal 
~ining policy, lands, etc.). 

*For Section 103 

WE!## I 

House Member 

Mr. Hechler 
II 

II 

Mr. Dingell 
II 

II 

Mr. Goldwater 
Mr. Winn* 
Mr. Armstrong 
Mr. Roncalio 

11 

Mr. Haris 

Mr. Drinan 
Mr.· Vanik 
Mr. Moffett 
Mi;. Bedell 
Ms. Schroeder 

·Mr. Melcher 
Ms. Abzug 
Mr. Seiberling 

II 

Mr. Bauman 
Mr. Gude 

M!Q4 1 

1 

$ 

·Reference Page· . 
a,b Hl2372 
b,f Hl2405 

h Hl2408 
b Hl2373 

d,e,,g Hl2373 
d,g ' Hl2419 

c Hl2374-84 
c Hl2384 
g· Hl2387 

a,e Hl2390 
a,d Hl2396 

d Hl2'493 
a,c,g Hl2420 

d Hl2397 
c,d Hl2397 

d,f ,g Hl2398 
b,h Hl2,99 

d Hl2'11 
d,h H12412 
a,d Hl2414 

c Hl2339 
c H1241~ 
g Hl241 
d Hl2418 
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5. A bill ori domestic energy programs should not · 
contain f'unding for nuclear weapons research. 

6. The questionable need for loan guarantees in 
these projects. 

a) 

b) 

c) 

Three large oil companies have been on 
record as saying they are willing to 
build their own plants .without loan 
guarantees. They are: Superior Oil, 
Standard Oil of Indiana, and Gulf Oil 
Company. 

The government would be subsidizing some 
of the largest corporations in the country 
and would just be protecting their profits. 

The loan guarantees would create imbalance 
and inequality because they would just. be 
helping a very few companies which ERDA 
decides to assist. 

7. Government "decontrol'' is necessary to promote 
free enterprise in private business. 

House Member 

Mr. Moffett 
Mr. Bedell 
Ms. Abzug 
Mr~ Dingell 

Mr. Hechler 
II 

II 

Mr. Dingell · 
II . 

Mr. :Johnson 
II 

Mr. Ottinger 
II 

II 

Mr. Roncalio 
Mr. Vanik 
Mr. Moffett 
Mr. Armstrong 

· Mr. Eckhardt 
Ms. Abzug 
Mr. Hays 

Mr. Hechler 
Mr. Winn 
Mr. Roncalio 
Mr. Ottinger 
Mr. Vanik 
Mr. Moffett 
Mr. Johnson 

II 

Mr. Goldwater 
Mr. Eckhardt 
Mr~ Symms 
Mr. Bauman 
Mr. Gude 
Mr. Lagomarsino 

Reference -

b 
c 
c 
b 

a,b 
a,b · 

a 
a 
c 
a 
b 

b,c 
b,c 

a 
b 
b 
b 

tr I 

I 

Pag~. 

Hl2398: 
Hl.2399 
Hl24l5 
Hl24l8 

Hl2372 
Hl2405 
Hl2408 
Hl2372 
Hl2419 
Hl2384 
Hl2411 
Hl2339 
Hl2384 
Hl2392 
Hl2396 
Hl2397 
Hl2;598 
Hl2415 
Hl2415 
E12t15 
!~12~2~ 

H12372 
Hl23S4 
iil2391 
Hl2392 
Hl2397 
Hl2399 
Hl2384 
Hl2412 
Hl2413 
Hl2415 
H12417 
Hl2418 
Hl2

4
421 

Hl2 17 
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8. Loan guarantees would be integrated into the 
2resident's $100 billion EIA program. 

9. Environmental and other technical aspects 
were yet to be resolved. 

10. "Fact Sheetn (attached) inserted by 
Congressman Dingell which emphasizes a 
number of points already stated: 

RHK:gha 
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House Member Reference 

Mr. Ottinger 
·Mr. Hechler 

II 

II 

Mr. Dingell 
Mr. Brown 
Mr. Drinan 
Mr. Symrns 

Mr. Hechler 
" 

Mr. Dingell 
Mr. Roncalio 
Mr. Drinan 
Mr. Vanik 
Mr. Bedell 
Mr. Moffett 
Mr. Symms 
Mr. Gude 
Mr. Ottinger 

Mr. Dingell 

Paf>e · 

Hl2340 
Hl2~72 
Hl2 00 
Hl2409 
Hl2372 
Hl2388 
Hl2396 
Hl2417 

Hl2372 
Hl2410 
Hl2373 
Hl2391 
Hl2397 
Hl2397 
El2~9Cl 
".l,...,::::. .-. " n .::: :;;-:· 
Hl2~::: 
Hl22~ :i.3 
Hl2.'.+20 

Hl2373 



SIGNERS OF ·rHE "DEAR COLLEAGUE" LETTER 

The following Members have signed a "Dear Colleague" 
letter in opposition to the $6 billion loan guarantee pro
vision for synthetic fuels and oil shale leasing: 

Schroeder {Colo.), Ottinger (N.Y.}, Moffett (Conn.), 
Rousselot {Calif.), Fithian (Ind.), Ashbrook (Ohio), Eckhardt 
(Texas), Vanik (Ohio), Lagomarsino (Calif.), Studds (Mass.), 
Seiberling {Ohio), Mineta {Calif.), Mink {Hawaii), Moss 
(Calif.), Baucus (Mont.}, and Coughlin (Pa.). 

Reuss (Wisc.), Obey (Wisc.), Hayes (Ind.), Blouin (Iowa), 
Dingell (Mich.}, Burton, P. (Calif.), Staggers (W. Va.), · 
Scheuer (N.Y.), Armstrong (Colo.), Aspin (Wisc.), Kasten
meier (Wisc.), Melcher (Mont.), Frenzel (Minn.), Fraser ·· 
(Minn.), Steelman (Texas), and Roncalio (Wyo.). 



"FACT SHEET" BY COHGRESSMAN DINGELL 

The following points argue for the rejection of Sections 
102 and 103 of the ERDA Authorization Bill {H.R. 3474). 

1. These sections were added in Conference by the Senate 
and were not part of the original Hous.~ bill. This is the 
only opportunity for the House to consider a 6+ billion 
dollar program. _ 
- 2. -The 6+ billion dollar subsidy is not needed for 011 
shale and a questionable investment in high BTU coal gasifi
cation. The National Petroleum Council and Bureau of Mines 
estimate the cost of shale oil at $5.15 to $6.15/Bbl. This 
is well below the current market price. The major promoters 
of shale oil put their cost at about $4/Bbl. The cost of· 

· hi~ BrU gas is estimated at about $4/Mcf, wh.ich is equivalent 
to $22/Bbl oil. - . 

3. The major investors in shale oil include 8 of the top 
10 domestic oil companies. Their assets are well in excess 
of $100 billion. They do not need subsidylll 

4. The $6 billion loan guarantee program will dj_stort the 
capital markets and give these synthetic fuel pro_Je~ts pre-
:ference over others seeking capital. · _ _ 

-.5. Loan guarantees will remove these securities : re::: SEC 
control and constrain the development and dissE!::'",_L?-:::ic.::1 of 
the information the program is intended to dev2:-:..--:::~. =~:ere 
are no provisions for independent public audits ·"Jf the pro
jects' costs and operations. 

6. Those who are being asked to take the risk-the U.S. 
taxpayer-will 'tot share in the profits of success. Al:.:er
native public i:'inancing techniques, ·,:here the public •·::-::'.!ld 
share in ·the benefits of success, ::::..:a not been fully 
explored. _ ('l'VA, Comsat, Governmental Partnership, Incentive 
Fee Contracts, etc.). 

7. A cost-benefit analysis, prepared for ERDA, esti~ates 
a $1.6 billion difference of costs over benefits. 

• i:-~ , 



Articl~ from The Wall StrE:ct Journal 

BURPI 

The cover of the current issue of Newsweek is suitable 
for framing and would make a nice Christmas present for every 

. member of Congress. Under a headline that reads, simply, 
Big Government, sits an illustrated Uncle Sam weighing several 
hundred pounds, bloated and ready to burst. 

How does he get so fat? Even though he knows he sho~ld 
slim down, Sam cannot resist eating tempting morsels. T~is 
week it's a $6 billion loan-guarantee :)rogram of the Enc: .;rrv 
Resources Development Administration to develop synthetic 
f'uels. The bureaucrats say 11 synfuel 11

• When this bold ne:w 
program hit the Senate :·1oor Tuesday, it was gobbled up by 
an 80-to-10 vote. No tearings. Almost no debate. About the 
only opposition came from the liberal Democrats, not because 
another $6 billion is .~:attening, but because it doesn't suit 
their environmental tastes. 

·Why should the federal government be getting into the 
·business of developing synthetic fuels? . Well, ·::::r, there's an 
·energy crisis, isn 1 t t:--..~re? Can't we in1,,·ent our way out of 
it? Like the Manhatta:-:·. Project? Turn our scientists loose 
and have them find ways to turn coal into gas or coal into 
oil or squeeze the petroleum out of shale. Private ente!'
prise, not Uncle Sam, really does the job. The governme·~t 
only puts up the cash, indirectly, by guaranteeing loan.s · 
that banks would otherwise deem too risky. Jobs will be 
~reated, won't they? And because Uncle Sam doesn't do any 
of the actual work, it doesn•t make the government bigger, 

. does it? 

. It is this kind of rationalization that tempts even the 
congressional conservatives, who would decry the scheme if 
it meant setting up a Federal Synfuel Corporation. But there 
is no significant difference in handling the scheme one way 

· or the other. ERDA bureaucrats, not the marketplace, will . 
·decide which syn:ruel projects get the priorities. ERDA 
bureaucrats, not the marketplace, will decide which companies 
get the loan guarantees. ERDA bureaucrats, after heavy 
lobbying from the politicians, will decide which regions of 
the n?tion will be favored with demonstration projects. 

To their credit, the great majority of petroleum companies 
oppose this scheme because they know how damaging it will be 
to the national economy. Instead of applying their financial 
and technical resources to research projects that seem to be 
the most economically promising, the industry will be wagged 
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" ~ BURP! continued -2-
The Wall Street Journal 

by Washington. To remain competitive, companies will be 
forced to focus their· efforts on politically.pet projects, 
engaging in energy grantsmanship in the same way that city 
and state officials :fought for federal matching funds in 
"solvingn the urban crisis.· Cities abandoned their own _ 
priori ties, for which no free money was available, and · 
adopted the :federal priorities. The $6 billion ERDA scheme 
is conceptually the same as an urban renewal scheme, and 
might. as well be called Energy Renewal. 

The fact that the $6 billion would not be a direc·t 
expenditure of tax money, and would not show up as an item 
in the federal budget, is only fiscal gimmickry. The econo
mic effect is the same as if the government squeezed $6 
billion in taxes out of the private economy where it would be 
spent economically, and shoveled it into projects that are, 
by definition, uneconomic. 

There is business support for the ERDA scheme, mostly 
from the natural gas producing and pipeline companies, 
which have become uneconomic because of previous meals Uncle 
Sam has made of them through price controls. .'l)ley apparently . 
figure they might as well blend uneconomically low-priced 
gas with uneconomically high-cost gasified coal and somehow 
come out even. Thus, the solution to problems c~used by 
government interference is more government interference. 

Although they might hate to admit it, those conserva
tives who so easily swallowed the ERDA bill helped move 
Uncle Sam toward nationalization of the energy industry. The 
synfuel project will inevitably become more .costly, wasteful, 
corrupt and politicized, and as a 11 solution 11 to these prob.lems 
Uncle Sam will be asked to step in and do the job right. 
That's how he gets so fat. · 



RECOMMENOITIONS FOR I 

SYNTHETIC FUELS 

COMM ERCIALIZA TIOH 

PROGRAM 

A BRIEF SUMMARY 

SYNFUELS INTERA6ENCY TASK FORCE 
to 

DRAFT 

THE PRESIDENT'S ENER6Y RESOURCES COUNCIL 



Jn his January 1975 state-of-the-union message, the President announced a goal of 
assuring early commercialization of synthetic fuels in the United States. 

An Interagency task force was formed in February by OMB under the aegis of the 
Energy Resources Council to examine alternatives for implementing the President's 
goal. 

The task force has completed its analyses and recommendations which included 
consideration of" 

o The economic and environmental costs and benefits of alternative -size 
programs. 

o The effectiveness and costs of alternative incentives which might be 
offered to industry by the federal government, and 

o The measures needed for rapid program implemelltatiou. 

The task force's recomme11datio11s are based 011 a comprehe11siJ1e set of analyses 
involving the participation of more than 50 federal employees from more than 10 
agencies who were supported by 011 equal number of co11s11/ta11ts and analysts fi·om 
several major contractors. 

This brief summary provides an overview of the major results, co11clusio11s and 
recommendations of the Synthetic Fuels Task Force. A more complete descrip
tion of the Task Force's efforts is contained in the four volume report elltitled: 
Recommendations for a Synthetic Fuels Commercializatiou Program. 
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MAJOR PROGRAM OBJECTIVES 

THE SYNTHETIC FUELS COMMERCIALIZATION PROGRAM OBJECTIVES 
ARE: 

e TO INITIATE A U.S. SYNTHETIC FUELS INDUSTRY BY: 

DEMONSTRATING AVAILABLE AND FORTHCOMING 
TECHNOLOGY AT A COMMERCIAL SCALE 

GAINING EARLY ENVIRONMENTAL, ECONOMIC, 
INSTITUTIONAL, AND TECHNICAL INFORMATION ON 
LARGE SCALE PLANTS 

e TO INCREASE DOMESTIC ENERGY PRODUCTION AND THEREBY: 

REDUCING RELIANCE ON ENERGY IMPORTS 

PROVIDING LESS EXPENSIVE SUPPLIES IF WORLD OIL 
PRICES CONTINUE TO RISE 

e TO IMPROVE THE U.S. INTERNATIONAL POSITION IN ENERGY 
MATTERS BY: 

DEMONSTRATING U.S. CAPABILITY TO TAP ITS VAST 
RESOURCES 

ESTABLISHING U.S. LEADERSHIP AMONG ENERGY 
CONSUMING NATIONS. 

•· 



MAJOR CONCLUSIONS AND RECOMMENDATIONS 

e THE UNITED STATES WILL NEED SIGNIFICANT AMOUNTS OF 
SYNTHETIC FUELS IN THE 1985 - 1995 TIME FRAME AND 
BEYOND 

e BECAUSE OF ECONOMIC, REGULATORY AND OTHER 
UNCERTAINTIES, THERE IS NO ASSURANCE OF ADEQUATE 
INDUSTRY DEVELOPMENT IN THIS TIME FRAME WITHOUT 
INCENTIVES 

• A TWO PHASE JOINT FEDERAL/INDUSTRY PROGRAM CAN LEAD TO 
1,000,000 BARRELS/DAY BY 1985 AND WOULD START WITH A 
LOW RISK 350,000 BARREL/DAY FIRST PHASE 

• TARGETED FINANCIAL INCENTIVES CAN MEET INDUSTRY 
NEEDS WITH MINIMUM GOVERNMENT INVOLVEMENT AND 
EXPECTED COST 

e RAPID IMPLEMENTATION CAN BE ACHIEVED THROUGH USE 
OF AN EXISTING FEDERAL AGENCY WITH MINIMUM NEED 
FOR NEW LEGISLATION. 

5 
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WHAT IS THE SYNTHETIC FUELS PROGRAM? 

e THE SYNTHETIC FUEL COMMERCIALIZATION PROGRAM 
PROVIDES INCENTIVES TO INDUSTRY SO THAT: 

FIRST PLANTS CAN BE BUil T AND OPERATED 

PEOPLE CAN BE TRAINED 

SYNTHETIC FUELS CAN BE PRODUCED 

WE CAN ACHIEVE REDUCED DEPENDENCY ON 
FOREIGN OIL AND GAS 

11174 CONSUMPTION 
220UADS 

AVAILABLE U.S. FOSSIL ENERGY RESERVES 
VS. 1974 CONSUMPTION 

1QUAD=172 MILLION BARRELS OF OIL 



QUESTION: 

ANSWER: 

Tile President has asked fvr a U.S. capabili(v to produce synthetic 
ji1cls at the rate of one million barrels of oil per day by 1985. 
What kind of a program are we talking about? 

THE FEDERAL SYNTHETIC FUELS COMMERCIALIZATION PROGRAM 

WOULD PROVIDE APPROPRIATE INCENTIVES TO INDUSTRY TO 

CONSTRUCT AND OPERATE A NUMBE;R OF COMMERCIAL SCALE 

SYNTHETIC FUEL PLANTS FOR CONVERTING ABUNDANT U.S. 

ENERGY RESOURCES INTO CLEAN LIQUIDS AND GASEOUS FUELS. 

ll'har. exactly, ,:n: these "abund11111 U.S. energy resour(;es" and 
how cm1 they s<1ti~fi1 the Prcsidc11t 's goal? 

COAL AND OIL SHALE WOULD BE THE PRIMARY RESOURCES 

WHICH WOULD PROVIDE THE FEEDSTC'CKS FOR SYNTHETIC 

FUELS PLANTS. HOWEVER, OTHER DOMESTIC RESOURCES 

SUCH AS ORGANIC WASTE COULD ALSO BE CONVERTED INTO 

CLEAN LIQUID AND GASEOUS FUELS. 

WE CURRENTLY PRODUCE ABOUT 11 MILLION BARRELS OF 011. 

PER DAY, CONSUME ABOUT 17 MILLION BARRELS OF OIL PER 

DAY AND USE OTHER FOSSIL NUCLEAR AND HYROELECTRIC 

ENERGY SOURCES FOR A TOTAL OF 36 MILLION EQUIVALENT 

BARRELS OF OIL PER DAY. THE REQUIREMENT FOR ENERGY 

FROM LIQUIDS ANO GASES IS STEADILY INCREASIMG. HOWEVER, 

THERE IS A LARGE DISPARITY BETWEEN THE TYPES OF FOSSIL 

ENERGY THAT WE HAVE AND THE TYPES WE CONSUME. 

THIS GRAPH SHOWS THE MAJOR ROLE THAT OUR LARGE COAL 

AND OIL SH.ALE: RESERVES COULD PLAY IN SUPPORTING OUR 

NATIONAL ENERGY NEEDS COMPARED WITH OIL AND G,;,S. 

How will the President's goal be met? 

TO MINIMIZE RISKS WITHOUT PENALIZING TECHNICAL DEVELOP

MENTS OF FULL.SCALE PLANTS. A TWO PHASE 1,000,000 

BARREL PER DAY PROGRAM WOULD BE STARTED AT THE 350,000 

BARREL PER DAY LEVEL ON A TIME-SCALE THAT WILL PERMIT 

ACCELERATION T() THE FULL 1,000,000 BARREL PER DAY 

CAPACITY BY 1985. THIS WILL ALLOW EARLY ASSESSMENT OF 

TECHNICAL, ECONOMIC, AND ENVIRONMENTAL FACTORS. 

IN EXAMINING THE PRESIDENT'S GOAL, THE TASK FORCE 

CONSIDERED VARIOUS SIZED INITIAL PROGRAMS RANGING 

FROM 350,000 BARRELS PER DAY TO 1,700,000 BARRELS PER 

DAY. 

Manv energy related programs are in progress and others are being 
formulated. How does the synthetic fuels program complement 
other domestic energy programs including ERDA'S fossil 
energy R&D program? 

THE SYNTHETIC FUELS PROGRAM WOULD BE AIMED AT DEMON· 

STRATI NG EXISTING TECHNOLOGY AT COMMERCIAL SCALE 

PRIMARILY TO INVESTIGATE ENVIRONMENTAL, ECONOMIC, 

REGULATORY, AND OTHER NON-TECHNICAL ASPECTS OF 

SYNTHETIC FUELS PRODUCTION AND UTILIZATION. THE 

PROGRAI\' WOULD COMPLEMENT ERDA'S R&D EFFORTS WHICH ARE 

AIMED AT ADVANCING THE TECHNOLOGY TO IMPROVE-PROCESS 

EFFICIENCIES AND REDUCE OVERALL PLANT COSTS. 
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THE GOOD NEWS 

WE CAN GET MORE OIL AND GAS OUT OF EXISTING FIELDS. 

WE CAN GET MORE OIL AND GAS FROM OCS AND ALASKA. 

NUCLEAR POWER WILL ALSO PROVIDE A LARGE CONTRIBUTION. 

SOLAR, WIND, GEOTHERMAL AND CONSERVATION CAN HELP. 

THE BAD NEWS 

IN THE LATE 1980'S DOMESTIC SUPPLIES OF OIL AND GAS 
WI LL DECLINE RAPIDLY EVEN WITH GAS DEREGULATION, 
OIL DECONTROL AND EXTENSIVE OCS AND ALASKA 
DEVELOPMENT. 

MOST INDUSTRIAL PLANTS, SPACE HEATING AND TRANS-
PORTATION SYSTEMS ARE DESIGNED FOR OIL AND GAS. 

SOLAR, WIND AND GEOTHERMAL STILL HAVE LONG RESEARCH 
AND DEVELOPMENT LEAD TIMES. 

CONSERVATION OF THE ABOVE FUELS CAN NOT FILL THE 
GAP ALONE. 

8 

WHY DO WE NEED A 
SYNTHETICS FUELS PROGRAM NOW? 
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THERE IS A GAP BETWEEN DOMESTIC ENERGY NEEDS AND SUPPLIES. 

THE GAP IS STEADILY GROWING. 

DEVELOPMENT LEAD TIMES FOR A SYNTHETIC FUELS INDUSTRY WILL 
REQUIRE EARLY INITIATION OF SYNTHETIC FUEL COMMERCIALIZATION. 

60-

IMPORTED SUPPLIES -
PRICES CONTROLLED BY OPEC 

50-

DOMESTIC OIL AND GAS SUPPLIES 

40- - INCREASINGLY HARD TO FIND 

30-
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QUESTION: 

ANSWER: 

-
-· 

The late 1980's are a long way off. Large power plants and 
refineries can ordinarily be built in 3 to 7 years. Why do we 
need to initiate a program now? 

BECAUSE THE LEAD TIME ASSOCIATED WITH INITIATING A 
TOTALLY NEW INDUSTRY IS LONG - 10 TO 15 YEARS. 

How can we be sure we are't moving out too soon? 

DOMESTIC SUPPLIES OF OIL AND GAS ARE PROJECTED TO 
DECLINE BEGINNlNG IN THE LATE 1980'S. PRODUCTION OF 
NATURAL GAS HAS ALREADY FALLEN IN THE LAST 
SEVERAL YEARS AND EVEN WITH DEREGULATION, SUPPLIES 
WOULD ONLY BE EXTENDED 5-10 YEARS. EVEN USING 
ADVANCED OIL AND GAS RECOVERY TECHNIQUES AND 
EXTENSIVE PRODUCTION FROM THE OUTER CONTINENTAL 
SHELF AND ALASKA, IMPORTS WOULD CONTINUE TO RISE 
SUBSTANTIALLY IF SYNTHETIC FUELS WERE NOT AVAILABLE. 

Why can't we increase our supplies of other fuels including 
nuclear so that we will not need synthetic fuels so soon? 

THE PROJECTIONS THAT SYNTHETIC FUELS WILL BE NEEDED 
IN SUBSTANTIAL QUANTITIES IN THE 1990'S ARE BASED ON 
FAIRLY OPTIMISTIC ESTIMATES OF DOMESTIC PRODUCTION 
OF OIL AND GAS AND ALSO ASSUME SUBSTANTIAL GROWTH 
IN NUCLEAR POWER. IF ANY OF THESE SUPPL! ES FAIL TO 
PROVIDE WHAT WE EXPECT THEN THE NEED FOR SYNTHETIC 
FUELS COULD BE MUCH MORE THAN THE ESTIMATED DEMAND 
FOR 1995 (5 MILLION BARRELS PER DAY). TO MEET EXPECTED 
U.S. ENERGY DEMAND WITHOUT LARGE OIL IMPORTS. WE 
MUST PURSUE DEVELOPMENT OF ALL OF OUR RESOURCES. IT 
IS NOT A QUESTION OF CHOICE. 

What about reducing demand? W11y can't we conserve more 
energy and thus put off synthetic fuels until we get geothermal 
energy or other clean renewable resources such as solar 
energy? 

EVEN IF OUR CONSERVATION EFFORTS AND OTHER ALTER
NA Tl VE ENERGY RESOURCE DEVELOPMENT EFFORTS ARE 
MORE SUCCESSFUL THAN WE EXPECT, THE NEED FOR SYNTHETIC 
FUELS WILL STILL BE SUBSTANTIAL IN THE 1990'S. ALTHOUGH 
THERE IS NO 0.UESTION THAT WE SHOULD PURSUE ALL AVAIL
ABLE ALTERNATIVES, THERE IS NO WAY THAT WE CAN SUB
STANTIALLY REDUCE THE NEED FOR SYNTHETIC FUELS IN THE 
1990'$, 

If we have so much coal, why don't we just burn it directly? 
Why do we need to convert it to oil and gas? 

AL THOUGH WE CAN BURN COAL DIRECTLY IN LARGE INDUSTRIAL 
AND ELECTRICAL POWER PLANT APPLICATIONS WHERE EXISTING 
ENVIRONMENTAL CONTROL TECHNOLOGY IS ADEQUATE, THERE 
ARE NUMEROUS APPLICATIONS OF PETROLEUM AND NATURAL 
GAS FOR WHICH COAL CANNOT SUBSTITUTE. COAL CANNOT BE 
ECONOMICALLY AND DIRECTLY USED FOR HOME HEATING, AS 
A TRANSPORTATION FUEL, AS A CHEMICAL FEEDSTOCK, OR IN 
MOST ELECTRIC GENERATING PLANTS WHICH HAVE BEEN 
DESIGNED FOR OIL AND GAS FUELS. 
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HOW WILL IT BE DONE? 

e THE RECOMMENDED INCENTIVES ARE DESIGNED TO MINIMIZE 
FINANCIAL RISKS, AND TO THEREBY ENCOURAGE INDUSTRY· 
TO UNDERTAKE INVESTMENT IN SYNTHETIC FUEL PRODUCTION. 
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QUESTION: 

ANSWER: 

A plan for a program is not enough. To accelerate the use of coal and 
oil shale resources. a program must not only make economic sense 
and be technical~v feasible, it must also entice industry to modify their 
existing investment plans. How can we ensure industry support and 
participation? 

FINANCIAL ANO OTHER INCENTIVES HAVE BEEN DEVISED TO MEET 

BOTH THE NEEDS OF THE CONSUMER AND THOSE OF THE PROBABLE 
INVESTMENT SOURCES. THE FOLLOWING TABLE SUMMARIZES THE 
TYPE OF INCENTIVES THAT ARE RECOMMENDED: 

FUEL COMPETITIVELY AWARDED* 

SYNTHETIC PETROLEUM PARTIAL NON-RECOURCE LOAN 

SHALE OIL GUARANTEE AND PRICE 
SYNCRUOE SUPPORT 

SYNTHETIC GAS PARTIAL NON-RECOURSE LOAN 

HIGH BTU - REGULATED GUARANTEE 

SUBSTITUTE FU!:LS 
UTILITY INDUSTRIAL 

A. UNREGULATED A. PARTIAL NON-RECOURSE 

LOAN GUARANTEE AND 
PRICE SUPPORT 

B. REGULATED B. CONSTRUCTION GRANT 

BIOMASS PARTIAL NON•RECOURSE 
LOAN GUARANTEE 

•A NON-RECOURSE GUARANTEED LOAN FOR PART OF PROJECT COST: 

• 

• 
• 

GOVERNMENT GUARANTEES PAYMENT OF PRINCIPAL 
AND INTEREST FOR LOAN FUNDED IN THE PRIVATE 
SECTOR 

COVERS ONLY CAPITAL COSTS BEFORE 'STARTUP 

GOVERNMENT WOULD NOT RECOVER LOSSES - IN THE 
EVENT OF FAILURE FROM THE CORPORATION, 

ALTHOUGH IT WOULD RECOVER ASSETS OF THE PROJECT. 

PRICE SUPPORTS: 

• GOVERNMENT PAYS THE SYNFUEL PRODUCER THE 

DIFFERENCE BETWEEN AN AGREED UPON SUPPORT LEVEL 
AND MARKET PRICES. 

CONSTRUCTION GRANT: 

e COVERS PERCENTAGE OF INITIAL CONSTRUCTION 
CAPITAL REQUIREMENTS. 

THE RECOMMENDED INCENTIVES WERE SELECTED FROM A VARIETY 

OF OPTIONS. THESE INCLUDED TAX CHANGES (E.G. INVESTMENT TAX 
CREDITS, CONSTRUCTION EXPENSING, AND ACCELERATED DEPRECIA

TION) ANO GOVERNMENT-OWNED MANAGEMENT STRUCTURES. 

CRITERIA FOR EVALUATION OF INCENTIVE OPTIONS EMPHASIZED 

MINIMUM EXPECTED CQST TO GOVERNMENT ANO INDUSTRY, EFFEC
TIVENESS IN ASSURING THE TARGET PRODUCTION GOAL, BREADTH 
OF INDUSTRY PARTICIPATION AND COMPETITIVENESS, AND MINIMIZING 

FEDERAL MANAGEMENT INVOLVEMENT. 

How do you determine how much incentive is needed? 

ALL INCENTIVE LEVELS WILL BE DETERMINED BY COMPETITIVE BIOS 
FROM INDUSTRY. 

Does the total production capability require additional support for 
industry growth? 

ADDITIONAL MINES ANO TRANSPORT SYSTEMS WILL CERTAINLY BE 
NEEDED. HOWEVER, FOR A 1,000,000 BARREL PER DAY PROGRAM, 
COAL CONSUMPTION COULD BE EXPECTED TO INCREASE ABOUT 15 

PERCENT FROM THE CURRENT 625 MILLION TONS PER YEAR. 
SIMILARLY, IT IS EXPECTED THAT WHILE ADDITIONAL CONNECTING 
RAIL SPURS ANO PIPELINES WILL BE NEEDED, THE EXISTING SOLIDS, 

LIQUIDS, AND GAS DISTRIBUTION SYSTEM WILL BE UTILIZED. A 
SEPARATE ANALYSIS WAS CONDUCTED FOR OTHER SUPPORTING 

RESOURCES SUCH AS PEOPLE, STEEL, AND WATER. THESE RESOURCES 
COULD ALL BE AVAILABLE WITH GOOD LEAD TIME PLANNING. 

Is there a need/or any new legislation? 

YES. A FEW LEGISLATIVE CHANGES ARE NEEDED. THE PLAN 
INCLUDES RECOMMENDATIONS FOR: 

• 
• 

• 

ESTABLISHMENT OF A LOAN GUARANTEE AUTHORITY 

POSSIBLE CHANGES TO OTHER EXISTING STATUTES 
SUCH AS: 

AUTHORITY FOR DOI TO GRANT FEDERAL OIL 

SHALE LEASE HOLDERS OPTIONS CONCERNING 
SHALE RESIDUE DISPOSAL, AND 

CHANGES TO THE NATURAL GAS ACT TO PROVIDE 
THE FPC WITH FULL REGULATORY JURISDICTION 
OVER SYNTHETIC GAS PLANTS. (IN EVENT 

NATURAL GAS IS NOT DEREGULATED). 

REGIONAL IMPACT ASSITANCE FOR FINANCING 
DEVELOPMENT IN REMOTE AREAS. 
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WHO WILL DO IT? - AT WHAT COST? 

THIS PROGRAM WOULD BE CARRIED OUT BY AN INDUSTRY/GOVERNMENT 
TEAM WITH GOVERNMENT RESPONSIBLE FOR DETERMINING THE SIZE 
AND SCOPE OF THE PROGRAM AND INDUSTRY RESPONSIBLE FOR 
CONSTRUCTING AND OPERATING THE PLANTS. 

THE COST OF THE PROGRAM TO THE TAXPAYER WILL DEPEND ON 
THE PRICE OF IMPORTED OIL. IF OPEC OIL PRICES CONTINUE TO RISE, 
THE PROGRAM MAY COST NOTHING; IF THEY FALL THE COST OF A 
350,000 BARREL/DAY PROGRAM COULD BE $10-15 BILLION OVER 20 YEARS. 



QUESTION: 

ANSWER: 

What !ere/ of participation is needed from the federal government, the 
public, a11d the industrial sector to support the commercialization 
program ? Who will bear the costs? 

THE FEDERAL GOVERNMENT NEEDS TO ACCEPT THE LEGISLATIVE, 

FINANCIAL AND LIMITED MANAGEMENT RESPONSIBILITY TO ENCOURAGE 

INDUSTRY PARTICIPATION. THE FOLLOWING TABLES AND FIGURES 

SHOW THE RANGE OF FINANCIAL COMMITMENT FOR THE INITIAL 

350,000 B/D PHASE OF THE TWO-PHASE 1,000,000 BID PROGRAM. 

PRIVATE INDUSTRY SHOULD PROVIDE THE TECHNICAL AND MANAGE

MENT EXPERTISE AND APPROPRIATE CAPITAL IN RESPONSE TO THE 

REDUCED RISK THAT THE COMMERCIALIZATION PROGRAM WOULD 

PROVIDE. THE SYNTHETIC FUELS PROGRAM CANNOT BE IMPLEMENTED 

IN A TIMELY MANNER BY SIMPLE SUPPLY/DEMAND MARKET FORCES. 

As a general mle, energy conversion before use increases cost and 
should make synji1els less economical than just using oil, coal or 
11at11ral gas. Why should tlze federal goJJernment now subsidize 
synthetic ji1els zech11ologies which are apparently uneconomical as 
cridenced by the /act that industry is 1111willi11g at the present time 
to co11stn1ct plants on their own? 

THERE ARE AT THE PRESENT TIME A NUMBER OF SERIOUS IMPEDI

MENTS TO PP.IV ATE SECTOR COMMERCIALIZATION OF SYNTrlETIC 

FUELS. THE UNCERTAINTY IN THE FUTURE PRICES OF WORLD OIL 

IS PERHAPS THE MOST IMPORTA"JT FACTOR DISCOURAGING PRIVATE 

INVESTMENT. IF THE WORL0.01 L PRICES WERE TO FALL SUBSTANTIALLY, 

LARGE PLANT INVESTMENTS COULD NOT BE PAID OFF FROM REVENUES 

OF LOW PRICE, BUT HIGH cosi;sYNTHETIC FUELS.IN ADDITION TO THE 

FINANCIAL RISK, THERE ARE NUMEROUS ENVIRONMENTAL UNCE...

TAINTIES, REGULATIONS THAT MUST BE MET, AND UNCERTAINT.t:S 

CONCERNING THE ADliOUACY OF AVAILABLE LABOR AND MATERIALS. 

FEDERAL GOVERNMENT INVOLVEMENT IS NEEDED TO OVERCOME THESE 

UNCERTAINTIES. 

AT THE Pf{ESENT TIME, U.$. OIL AND GAS COSTS ARE LESS THAN SYN

THETIC FUELS AL THOUGH OIL AND GAS COSTS WILL CONTINUE TO 

RISE AS U.S. RESOURCES ARE DEPLETED. SYNTHETIC FUELS WILL 

BE NEEDED TO AVOID INCREASING U.S. OIL ANO GAS IMPORTS AND 

SHOULD BECOME MORE ECONOMICAL THAN OIL ANO GAS IN THE 

EARLY 1990'S. THUS, INITIATION OF A SYNFUELS INDUSTRY IS NOW 

NECCliSSARY. 
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WHAT ARE THE PROGRAM'S 
POTENTIAL COSTS AND BENEFITS'/ 6 WILL BENEFITS EXCEED COSTS? 

• THERE IS NO WAY OF KNOWING WHEl'Ml:R *fHIS PROGRAM WILL 
BE COST-EFFECTIVE. FUTURE OIL PRICES AND THE COSTS OF 
SYNTHETIC FUELS ARE NC'T COMPLETELY PREDICTABLE. IF 
THEY WERE, THEN NO COMMERCIALIZATION PROGRAM WOULD 
BE NECESSARY. 

• AL THOUGH NOT ALL BENEFITS AND COSTS CAN BE QUANTIFIED, 
THE PROGRAM'S BENEFITS TO THE NATION COULD EXCEED COSTS 
BY $15 BILLION*IF THE WORLD OIL PRICE CONTINUES TO RISE, 
IF SYNTHETIC FUEL PLANTS ARE EFFICIENT, AND IF A MAJOR 
SYNTHETIC FUELS INDUSTRY EMERGES AS A RESULT OF THE 
INFORMATION GENERATED BY THE PROGRAM. 

BENEFITS 

• ECONOMIC BENEFITS, IF SYNTHETIC FUELS ARE INEXPENSIVE 

• DECREASE IN FOREIGN OIL PRICE DUE TO LESSENED U.S. DEMAND 
FOR IMPORTS. 

• REDUCED VULNERABILITY TO OIL IMPORT EMBARGOES. 

COSTS 

• ECONOMIC COSTS, IF SYNTHETIC FUEL COSTS EXCEED MARKET 
PRICES. 

• ENVIRONMENTAL AND SOCIO-ECONOMIC COSTS OF ACCELERATED 
RESOURCE DEVELOPMENT. 

*cosTS AND BENEFITS ARE IN 1975 EQUIVALENT DOLLARS, NET PRESENT VALUE, DISCOUNTED AT 10%. 



QUESTION: 

ANSWER: 

What are the key factors which influence the magnitude of the expected 
program costs and benefits? 

THESE RESULTS ARE HIGHLY SENSITIVE TO THE FOLLOWING FOUR 

FACTORS: 

• THE ASSUMED STRENGTH OF THE CARTEL AND THUS 

THE FUTURE WORLD OIL PRICES 

• U.S. ENERGY POSITION IN 1995 AS DEFINED BY THE DIF

FERENCE BETWEEN DOMESTIC DEMAND AND PRODUCTION 

• 
• 

THE FUTURE COSTS OF SYNTHETIC FUELS 

THE EFFECTIVENESS OF THE PROGRAM IN REDUCING 

SYNTHETIC FUELS COSTS. 

What are reasonable assumptions for the above factors and what is the 
magnitude of expected net benefits (benefits less costs)? 

BASED ON PRESENTLY AVAILABLE INFORMATION CONCERNING FUTURE 

EXPECTED U.S. DEMAND AND DOMESTIC PRODUCTION, THE EXPECTED 

COST OF SYNTHETIC FUELS, AND ASSUMING THE OIL CARTEL HAS A 50-50 

CHANCE OF REMAINING STRONG, THEN THE EXPECTED COSTS EXCEED 

THE EXPECTED BENEFITS. THE 350,000 BID PROGRAM COULD BE EXPECTED 

TO COST THE NATION ON THE ORDER OF $1.6 BILLION IN DISCOUNTED 

1975 DOLLARS. HOWEVER, THERE IS A 10 PERCENT CHANCE THE 350,000 

BIO PROGRAM COULD RESULT IN A NET BENEFIT TO THE NATION OF MORE 

THAN $7 BILLION WHILE THERE IS A 10 PERCENT CHANCE IT COULD RESULT 

IN MORE THAN A $9 BILLION COST. THE 1,000,000 BID PROGRAM COULD 

BE EXPECTED TO COST THE NATION ON THE ORDER OF $5.4 Bl LLION. 

HOWEVER, THERE IS A 10 PERCENT CHANCE THE 1,000,000 BID PROGRAM 

COULD RESULT IN A NET BENEFIT OF MORE THAN $15 BILLION OR A 10 

PERCENT CHANCE OF A NET COST OF MORE THAN $25 BILLION. 

How is the desirability of the program affected by other parts of our 
emerging energy policy? 

THE DESIRABILITY OF A LARGE SYNTHETIC FUELS PROGRAM IS HIGH 

ASSUMING IMPORTS ARE RESTRICTED, AL THOUGH IT IS NOT STRONGLY 

INFLUENCED BY THE EXISTENCE OF A STORAGE PROGRAM. IF THE 

GOVERNMENT SHOULD ADOPT A SIX MILLION BARREL PER DAY IMPORT 

RESTRICTION THE 350,000 B/D PROGRAM WOULD HAVE AN EXPECTED 

NET BENEFIT OF $12 BILLION ANO THE COMPARABLE 1,000,000 B/D 

PROGRAM BENEFIT WOULD BE $27 BILLION. HOWEVER, IN THIS CASE 

THE NATION WOULD INCUR A COST DUE TO SUCH IMPORT RESTRICTIONS 

ON THE ORDER OF $120 BILLION. A STORAGE PROGRAM OF BETWEEN 

0.6 AND 1.0 BILLION BARRELS WOULD HAVE ALMOST NO EFFECT ON THE 

DESIRABILITY OF A SYNTHETIC FUELS COMMERCIALIZATION PROGRAM; 

HOWEVER, IT IS EXPECTED THAT SUCH A STORAGE PROGRAM WOULD 

PROVIDE A NET BENEFIT TO THE NATION OF ABOUT $7.0 BILLION. 

What major factors were not included in the cost-benefit analysis? 

NOT INCLUDED IN THE QUANTITATIVE ANALYSIS ARE THE FOLLOWING 

POTENTIAL BENEFITS THAT COULD ACCRUE TO THE U.S. AS A RESULT 

OF UNDERTAKING THIS PROGRAM: 

• 

• 

• 

INTERNATIONAL LEVERAGE (IMPROVED BARGAINING 

POSITION) ASSOCIATED WITH POSITIVE U.S. LEADERSHIP 

IN DEVELOPING ALTERNATIVE FUEL SOURCES 

RESOLUTION OF INDUSTRY'S UNCERTAINTY WITH 

REGARD TO GOVERNMENT SUPPORT FOR SYNTHETIC 

FUEL DEVELOPMENT WHICH MAY SPEED PRIVATE SECTOR 

INVESTMENT 

THE VALUE OF A POTENTIAL DECREASE IN WORLD OIL 

PRICES PAID BY OTHER IMPORTING NATIONS; ANO THE 

POSSIBLE WEAKENING OF THE CARTEL STRENGTH !THIS 

WAS ASSESSED AS NEGLIGIBLE). 

How great is the risk that synthetic fuel technologies will fail? 

MOST OF THE RECOMMENDED TECHNOLOGY HAS BEEN VERIFIED AT 

THE PILOT PLANT ANO/OR DEMONSTRATION LEVEL, ANO THE 

TECHNICAL RISK APPEARS SUFFICIENTLY LOW TO SUPPORT AN 

EARLY PROGRAM START. COMMERCIAL FACILITIES FOR PRODUCING 

SYNTHETIC FUELS FROM COAL WERE IN OPERATION IN GERMANY 

DURING WORLD WAR II. THERE ARE 16 COMMERCIAL PLANTS IN 

EUROPE AND AFRICA CURRENTLY MAKING MEDIUM BTU GAS BY THE 

KOPPERS-TOTZEK PROCESS ANO THE LURGI PROCESS HAS ALSO BEEN 

APPLIED AT MULTIPLE SITES. THE UNCERTAINTY REGARDING 

WHETHER OR NOT THE PLANTS WILL FUNCTION IS MUCH SMALLER 

THAN THE UNCERTAINTY SURROUNDING THE COST OF OPERATION. 
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SOCIAL AND ENVIRONMENT AL CONSEQUENCES 

THE SYNTHETIC FUELS COMMERCIALIZATION PROGRAM: 

COULD REDUCE THE CONSUMER COSTS OF FUELS IF WORLD OIL 
PRICES CONTINUE TO RISE 

WOULD CREATE NEW JOBS 

REMOVES SOME OF THE UNCERTAINTY IN SYNTHETIC FUEL 
COSTS 

THERE WOULD BE SOME LIMITED ENVIRONMENTAL DAMAGE FROM UNDER
TAKING THE RECOMMENDED PROGRAM. BUT, THE ENVIRONMENTAL RISKS 
CAN BE AMELIORATED BY C.ONDUCTING AND ANALYZING THE INITIAL PHASE 
OF THE PROGRAM (AT THE 3501000 B/D CAPACITY GOAL) BEFORE IMPLEMEN
TING A FULL 1,000,000 B/D GOAL. 

THERE Will BE SOME SOCIO ECONOMIC COSTS DUE TO EFFECTS ON 
REGIONAL LIFE STYLES, ALTHOUGH THESE CAN BE MINIMIZED IF PROPERLY 
PLANNED FOR. 



QUESTION: 

ANSWER: 

How will rhe program affect the economy i11 terms of recession 
and in.tla tio11 :' 

THE RECOMMENDED PROGRAM WILL CONTRIBUTE TO INCREASING 

EMPLOYMENT AND SPEEDING UP THE ECONOMIC RECOVERY. THE 

PROGRAM IS NOT SO LARGE, HOWEVER, THAT IT WILL CREATE 

UNFULFILLABLE DEMANDS FOR LABOR, EQUIPMENT OR SUPPLIES. 

THUS, INFLATIONARY PRESSURES WILL BE AVOIDED. 

Will sy11tht.?tic .fi1els mean higher prices for gasoline, heating oil, 
a11d 1w111ral gas? 

IT SEEMS CLEAR THAT ALL ENERGY FORMS WILL COST MORE IN 

THE FUTURE THAN WE HAVE BEEN ACCUSTOMED TO PAYING. 

SYNTHETIC FUELS WILL BE NO EXCEPTION TO THIS GENERAL 

TREND. BY INCREASING THE ASSURED SUPPLY OF CLEAN AND 

CONVENIENT FUELS, HOWEVER, THERE WILL BE MORE ENERGY 

AVAILABLE AND IT MAY VERY WELL COST LESS THAN IF THE PROGRAM 

WERE NOT IMPLEMENTED. 

II/hat about the socio-economic ejj'ect of this new sy11j/1els industry 
m1 rhe local lifestyles where new mines or new plants are built? 

REGIONAL LIFESTYLES WILL BE AFFECTED. SOME SPARSELY 

POPULATED REGIONS WILL PROBABLY RECEIVE AN INFLUX OF PEOPLE 

WITH DIFFERENT VALUES. IT SHOULD BE NOTED THAT BOTH WESTERN 

AND EASTERN AREAS WILL EXPERIENCE NEW DIRECT JOB OPPOR

TUNITIES OF AT LEAST 30,000 BY 1985. THE RECOMMENDED 

PROGRAM WOULD PROVIDE FOR LIMITED REGIONAL IMPACT 

ASSISTANCE TO AID COMMUNITIES IN FINANCING NEW LOCAL 

INFRASTRUCTURE. 

How will you protect the enviro11111e11t from possible hann due to 
increased mining and fuel pmcessing plants? 

FEDERAL, STATE, AND LOCAL REGULATIONS CONCERNING THE 

ENVIRONMENT, LAND USE, HEAL TH AND SAFETY, THE USE OF PUBLIC 

LANDS AND MINERALS, ETC., WILL BE STRICTLY OBSERVED. ALSO 

AN ENVIRONMENTAL PROTECTION STRATEGY IS AN INTEGRAL PART 

OF THE RECOMMENDED PROGRAM. AN ENVIRONMENTAL ADVISORY 

PANEL WILL HELP GUIDE THE EVALUATION OF THE PROGRAM AND 

WILL KEEP WATCH OVER ITS ENVIRONMENTAL EFFECTS. EXTENSIVE 

ENVIRONMENTAL RESEARCH AND DATA GATHERING WIL,L BE 

CONDUCTED IN CONJUNCTION WITH THE IMPLEMENTATION OF THE 

PROGRAM. 

How can a program be recommended whose environmental impacts 
are not completely k11ow11 ~ 

THE PROGRAM IS INTENDED TO RESOLVE ENVIRONMENTAL UNCER

TAINTIES ABOUT SYNTHETIC FUELS. CONSIDERATIONS BY THE 

TASK FORCE LED TO THE RECOMMENDATION FOR A FIRST PHASE 

OF 350,000 BID. A SINGLE PHASE 1 MILLION BID APPROACH WAS ALSO 

REJECTED SINCE IT LOST THE OPPORTUNITY TO FEEDBACK NEW 

ENVIRONMENTAL KNOWLEDGE INTO THE LATER YEARS OF THE 

PROGRAM. 

THE ENVIRONMENTAL UNCERTAINTIES INCLUDE CONCERN OVER 

EFFLUENT PRODUCTION-, POLLUTANT EFFECTS, PLANT SITING, 

WASTES DISPOSAL, AND AESTHETICS. AN EXTENSIVE, THOUGH 

PRELIMINARY, ANALYSIS SHOWED THE NEED FOR IMPROVED 

EMISSION CONTROLS, MONITORING OF SUSPECTED TOXIC MATERIALS. 

MEASUREMENTS OF EFFLUENT WATER QUALITY, WILDLIFE PRO

TECTION, REVEGETATION AND RECLAMATION. THE ANALYSIS DID 

INDICATE THAT ENVIRONMENTAL CONTROLS COULD PROTECT SUR

FACE WATERS, THAT WATER SUPPLIES WOULD BE ADEQUATE IN 

THE PROBABLE DEVELOPMENT REGIONS, AND THAT WILDLIFE 

DISTURBANCE WILL BE SHORT-TERM. THE INITIAL PHASE OF THIS 

PROGRAM WILL ADD GREATLY TO UNDERSTANDING OF THE 

ENVIRONMENTAL EFFECTS AND SAFEGUARDS. 

17 





l. What, if any~ analyses have been made of the capabil ty of 
energy suppliers and/or users to construct de~onstra ion 
facilities leading to the commercialization of synthetic 
fuels? 

In.the context of a recent Interagency Study on Synthetic Fuels 
which has been c?mpleted and is now undergoing final review, there 
have been extensive analyses of both the technical and financial 
capability of energy suppliers and/or users to construct co~nercial 
demonstration facilities for producing synthetic fuels. In the 
course of the task force study effort, most of the major synthetic 
fuels projects currently in some stage of plannina were examined 
to determine their technical readiness and as weli as their financing 
status. 

It was concluded from these analyses, that from a te~hnical stand
point, there are at a mini8um three each of oil shale and high 
Btu gasification projects that are re~dy for com~ercial demonstration, 
as well as several other projects including low Btu gas and ~ethanol. 
The financial picture, however, is much different. 

In the case of high Btu coal gasification, all major projects are 
being propose~ by regulated g~s tr~~:~is:icn or distrib~ticn 
companies whose financial assets are, in almost all cases, less 
than the estimated capital cost of the project. Because of the 
economic, regulatory and environmental u~certainties associated 
with bringing into operation first-of-a-kind synthetic plants~ these 
utilities at present are unable to obtain needed fjnancing for 
these projects. 

In the case of oil shale, obtaining financing is not the proble~. 
Although many of the companies interested in undertaking oil shale 
coo.rnercial demonstration projects are financially capable, these 
projects represent higher than normal risk and thus are less 
attractive investments than alternative investments, including non
energy investments. In addition to the uncertai~ties previously 
noted for coal aasificaticn projects, oil shale investors are 
faced with the ~ossibility of their product being seriously 
undercut in price if world oil prices f211 and imports of oil 
into the United States are permitted to increase. Thus, the 
added financial uncertainty of the co~p2~ition is also a factor. 

Thus, in summary, the technical capabilities _to c~nstr~c~ s~~thetic 
fuels plants now exist in industry but the f1nanc1al 11n11tat1on 
coupled with Federal, state, local regul2tory uncertainties are 
delaying corn~ercialization efforts. 



2. What, if any, effects will such loan guaranties have on 
the capital 8arkets and other do~estic energy alternatives 
which may be more economic? 

Any type of Federal financial assistance, including loan 
guarhnties, resulting i~ the undertaking of energy projects 
which would not have otherwise been undertaken will lead to 
some distortions in our capital markets. Such programs increase 
the demand for capital, while having little or no effect on the 
overall supply of capital. 

However, the magnitudes of the adverse impacts will, of course, 
depend on the amount of money involved and the length of time over 
which the money is raised in the capital markets. The $5:0 
billion in loan guaranties proposed in Section 103 of the 
Senate version of the ERDA Authorization Bill could directly 
result. in up to a $9 billion investment over the next 10 
years in synthetic fuel plants. Relative to the Nation's 
$200 billion (1974) annual investment rate or even compared 
to the mortgage, commercial, and industrial annual l~an rate 
of about $80 billion (1974), the effect of a $6 billion loan 
guaranty program for synthetic fuels is small (an average of 
about $1 billion/yr. of investment) in relation to total capital 
investment and therefore not likely to have a major impact on 
the general cost or availability of capital. Even when compared 
to the average total annual capital investment in energy in the 
U.S. which is about $35 billion/yr., the capital investment 
arising from this program is not large. 

It should be kept in mind, nevertheless, that about 50% of the 
$200 billion net flow of funds in U.S. credit markets is now 
being taken to finance existing Federal, State, and local 
programs. It is also clear that heavy government~l borrowing 
pressures will continue for a number of years to come and it is 
crucial that we minimize these pressures. It is our judgment, 
however, that synthetic fuels commercialization is an important 
enough effort for our national well-being that it is well ~orth 
the impact. 

It is true that a loan guaranty program would divert some capital 
from other areas although not necessarily just other energy 
projects. Some diversion, however, would be intended since the 
objective of the loan guaranty program would be to attract 
additional capital into the energy sector in order to undertake 
the commercialization of domestic synthetic fuels. As domestic 
oil and gas are depleted and become ~ore expensive to extract 
synthetic fuels ~1ill become directly competitive. The commercializa
tion program and its associated incentives will have been completed 
by the time synthetic- fuels are to compete favorably with domestic 
energy alternatives. 



3. Do you intend that ·loan guaranties be used solely ~or construc
tion of "one-of-a·-kind technology" cor:~1.1ercial plants, but r.ot 
for support facilities that may ~e required, such as schools, 
roads, and other public facilities? 

At present we intend that loan guaranties be provided for co~~ercial 
demonstration plants that generally represent a unique technological 
approach or process in converting coal, oil shale and other dc~estic 
energy resources to synthetic fuels. By this definition, several 
oil shale plants or several gasification plants using different 
retorting processes and coal feedstocks could be constructed within 
the scope of the loan guaranties program. However, we do not believe 
that the program at this time should be us~d to finance large· 
numbers of identical plants. We intend that the loan guaranty 
program initiate synthetic fuels production and not sustain an 
industry. It is our belief that after a number of synthetic fuels 
plants of different types are built and operated that the econo~ic 
environmental and regulatory risks will be substantially reduced. 
This, in combination with greater certainty about future levels and 
prices of foreign oil imports should create an investment climate 
conducive to carrying on the industry without the need for govern
ment support. 

With regard to the financing of schools, roads, and other public 
facilities, we do not intend that the loan guaranties proposed in 
the ERDA program authoriiation bill be used for this purpose. We 
anticipate that there would be some need for federal assistance 
to regions and locations impacted by a synthetic fuels program, 
particularly in remote areas, but we believe there is sufficient 
authority currently in various areas for this purpose. We believe 
it is important to handle impact assistance separately in order 
not to confuse the purpose of this particular loan gu~ranty program. 



.. 

4. How many facilities and of what size do you anticipate could 
be built with a $6 billion program? 

The number of synthetic fuels facilities that could be financed 
with a $6 billion loan guaranty authority would depend on the 
size and type of plants selected, the percentage of the total 
construction costs that is guaranteed by the Government and the 
extent-of other incentives offered in conjunction with loan 
guaranties. 

The analyses undertaken by the Interagency Synthetic Fuels Task 
Force suggested that loan guaranty would be appropriate both for 
high Btu gasification plants as well as fer oil shale plants. 
Although in the ca~e of oil shale, price supports would probably 
be needed in addition to loan guaranties. If it is assumed that 
guaranties up to 75% of the project cost are offered for high 
Btu gas projects and up to 50% of the project cost for oil shale 
and other unregulated fuels than those estimated that$& billion 
of loan guaranty authority \•1ould be adequate, in conjunction with 
other incentives such as price supports, to initiate a 350 
thousand barrel per day (10-13 synthetic fuel plants) first phase 
of possibly a larger program. This estimate includes inflatidn 
and a contingency for unforeseen develop~ents. 

With resper::t to plant siz_e, it is expected th3.t ca::::rierchl size 
high Btu gasification plants would be on the order of 250 million 
cu. ft. per day (approximtely 40,000 barrels per day of oil 
equivalent) and oil shale plants would be between 30 and 50 
thousand barrels per day. Low and medium Btu gasification plants 
which would serve industrial and electric utility users 1;10uld 
probably be on the order of half that size. 



5. In view of the technical, regulatory> environmental, and other 
problems associated with oil shale and-high Btu gasification 
development, do you anticipate that you would receive and 
approve any application for a loan guaranty in fiscal year 1976? 

As you know, the ERDA authorization for 1976 would extend through 
the transition quarter until October 1, 1976. The schedule for 
initiating a synthetic fuels program envisioned by the Interagency 
Task Force holds, would provide for a Final Programmatic Synthetic 
Fuel Environmental Impact Statement and for final program guidelines 
by early 1976. At that time, request for industry proposals could 
also be issued. Site specific environmental impact statements could 
be in preparation by the early spring and final project selections 
could be made by mid-summer 1976. Thus, \•1e would anticipate that 
cc~mitments to guaranty could be made as early as the middle to 
late summer of 1976. 

In any event, without an authorization for this program in this 
Congressional session, it is doubtful the loan guaranty program 
would be interpreted by the private sector as a credible initiative. 
Therefore, delays in authorization will simply result in delays 
in getting the pr~gram off the ground. 



. . 

6. Should the guaranties be limited to lender of last resort 
situations? Should the guaranties be limited to U.S. 
citizens or Nationals and corporations substantially 
controlled by U.S. citizens and nationals? 

We do not believe that a requirement that loan guaranties be 
limited to the lender.of last resort is appropriate for 
synthetic fuels at this time. Unlike housing, ship building, 
and a number of other areas where there are eager participants
but no lenders, some synthetic fuels ventures are not proceeding 
because of risks to the project proposers. Such risks include 
u~ce~tainties concerning future competitive price of foreign 
011 imports, regulatory uncertainties and environmental 
clearances. In order to encourage industry to undertake a few 
selected synthetic fuels projects it will be necessary to 
provide a positive inducement. An excellent example of this 
situation is in oil shale where prospective industries do not 
have any problem raising equity or borrm·1ing against their assets 
if they are convinced that the project would be profitable. 
In this case, it is not a question of not being able to find a 
lender, it is a question of the relative attractiveness of 
alternate investments including non-energy investments as compared 
with higher risks synthetic fuels investments. Thus, we beiieve 
it would be counter productive to the purposes of the lo~n 
guaranties program for synthetic fuels to limit participation 
only on the basis of not being able to secure a loan in the private 
capital markets. 

With respect to the question of foreign control of companies seeking 
guaranties under the proposed program, we would not limit. 
participation strictly to United States controlled compan1es. 
If a foreign company has synthetic fuels technologycwhich is 
appropriate and desirable for demonstration on the commercial 
scale in the U.S., we believe that company should be eligible 
for the loan guaranty provided that the plant is built in the U.S., 
uses domestic resources and sells the product primarily for 
U.S. consumpti9n. 

We would suggest rather than providing specific limitations 
relating to foreign ownership in legislation that these matters 
be handled through the administrative regulations which w~uld be 
promulgated by the Administrator of ERDA pursuant to Sect1on 103 
in the event it is adopted. 



. . 

7. Should the loan guarantees be subject to the patent 
provisions (sec. 9) of the Federal Nonnuclear Energy 
Research and Develonment Act of 1974? · Should the oublic 
information provisi~ns (Sec. 107(e)) of the Energy~ 
Reorganization Act of 1974 apply? 

Our understanding of Section 103 is that it would be carried · 
out pursuant to the Nonnuclear R&D Act cif 1974 as appropr~ate. 
It should be noted that a synthetic fuels prograrn would 
involve, for the most part, the application of existing 
synthetic fuel technologies on a conu--nercial scale. Most 
of the technology likely to be used has already been 
developed and currently exists. Many of the patents already 
exist. Extending loan guarantees would not necessarily 
constitute grounds for the U.S. taking title. 

With respect to the public information provisions (Section 
107(e)) of the Energy Reorganization Act of 1974, it is our 
position that they should apply as well as other applicable 
laws. 



' . 
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8. Should the loan guaranty authority be available for ~e~0nstra
tions of any new energy technology, including those utilizing 
(renewable) energy resources and those related to energy 
conservation? 

We do not believe that a loan guaranty authorization should be 
available at the present time for any new energy technology 
including conservation and renewable energy resources, although 
we would agree that ERDA should have the organic authority for 
possible use at some future time. It is our view that the on1y 
emerging technology areas \·1here a loan guaranty could be 
appropriate in the near future outside of the synthetic fuels program 
would be in geothermal and solar heating and cooling. In both of 
these areas a Federal program already exist. In geothermal, \·te 

already have a Congressionally authorized loan guaranty program 
and in solar heating and cooling the Congress and the Executive 
Branch have agreed to a phased cost shared demonstration program. 
In the case of conservation, \'le are not a\'1are of any analysis 
which suggests that either loan guaranties are needed or that 
are the preferred incentive for stimulating the industry to adopt 
existing new technology. These reasons coupled with our estimate 
that the full $6 billion which would be authorized will be needed 
for synthetic fuels lead us to the conclusion that authorizations 
for loan guaranties beyond synthetic fuels .are not appropriate 
or desirable at this time. 



9. t·:ould the provision concerning recourse in case of defoult 
in section l03(e)(3) of the Senate :~2ndGent be included 
in the authority for loan guaranties? 

Undertaking the cormercialization of a ne·i'I synthetic fuels, 
industry \~ill entail major risks for the investor due to regulatory, 
economic, and environmental factors. The proposed loan guaranty 
incentive for co~mercial demonstration in Section 103 removes 
some of the burden of such risks from potential lenders and 
thereby reducing their exposure to risk. But the recourse 
provisions of Section l03(e)(3) need to be revised to orovide 
flexibility to offer an incentive by sharing the risk ~·1ith the 
entity established for the project as well as any parent or 
controlling corporate interest. Limiting the government's 
recourse to the assets of the synthetic fuel project excluding 
recourse to the assets of any parent entity \'lould provide such 
an incentive "''hile still ensuring ample assets at risk by the 
participants due to the limitation of 75 percent on the guaranty. 
The flexibility to limit recourse to the project assets will be 
necessary to attract project participants in tv10 instances: .. 

Companies with large assets and revenue flows have a wide 
range of low-risk investment opport1.rnities both within and 
outside the energy sector. Although a recourse loan guaranty 
may reduce slightly project cost 2nd provide capital to the 
point where the project participants are vlilling to provide 
25;~ to 50% of the project cost, the guaranty would still 
obligate them to pay default costs out of parent company 
assets. Without flexibility to grant non-recourse loan 
guaranties to parent company assets but with recourse to 
project assets, the high-risk nature of these projects might 
well discourage competent and otherwise v1illing firms from 
participation. Such firms might be found in the oils steel, 
and chemical industries. 

Regulated gas utilities, the largest of which currently has 
net assets of only $565 million, apcear willing to become 
project participants and provide some of the equity. But 
the assets of these utilities will not be adequate to cover 
the costs of default in the circumstances where the Federal 
Government has full recourse. Consequently, it is not only the 
utility investors that would bear the cost of default but also 
the utility customer. Public utility co~nissions are currently 
unwilling to place such a risk and open-ended burden on their 
rate payers. The flexibility to limit: Federal recourse, in case 
of default to project assets and not the assets of any parent 
or controlling interest, would reduce the burden of the risk for 
these first-of-a-kind plants and permit broad utility participation. 

' 
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Ve are pluM4 to r•pond to yoar letter of Auguat 1, 1975. reci-ttns 
our C DU en SectiGU U)2, 103, 301, nd 306 Of S. 598. 

Sectioa 102 wcultl authorise and direct tha Administrator ia coneult•• 
tl•vitla tha Secretary of the Interior to select n appropriate tract 
of ,.-11c laml for tba d_....tration of production of oil frcm ahale 
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by la ·•iaa -thoda. Section 103 woulAI authorize tbe canduct of • loaa 
gaant .. program for demoaatrating the production of .,ntbetio faela 
fTom coal sad oil abate, aad for conatructiQQ and operation of eosaercul 
faeilitiea for producing ayutMtic fuel alUI deriviaa energy frca 
"r....,.ble aoarc:ff" (••I•• aolar, wind). 'l'b9 loan gurntae prop-.
would be coadacted ta cooperatioa with tbe Secretary of the Trenary. 
SectiOD 301 autborbea tbe reprogramring of funds, with certain UaiU
tiOIW (1.e., tn pereeat Uait.wtion OQ deci-eaae of a prograia, notice 
to c-ar .. • on reprogr ... ing actions). Section 306 vculd require the 
.Aclatatatrator to aubllit a yearl7 report to Coagreaa detailing the excent 
to wllich small buaineaaes and DOllprofit orgaatsatiOlla are being funded 
_. eacouraged by D.DA. 

We ...,_t tba objective of Sectica 103. In our vt.. legtalati• 
cORflrlling and clarifying authority for a loen guarantee progrma would 
be uaeful to EJmA in pra.idiq for ccnatruetion and oi-ration of 
camereial d.onstration facilities for synthetic fuela. However, 
there are several serious problema witb the Section in its present font. 
It a the Yi• of the Adlliniatratioa that the Section ahould not include 
l oan guarantee authority for "renewable energy sourcea." The desirability 
aad appropriatann• of this cype of illcentiYe have not ben analyzed "nd 
geawral17 eatai.labecl for :trenevabla energy sources' aa prov1.decl in tb:l.a 
Section. Furthen10ra. some of tM suthOTity in this Section already 
ia awilabla ia the geothermal are.a u.ndft the Geothermal !nel'gy Reaearcb, 
PeYela.-at alKI Deaooatration Act of 1974. and the Congreea baa already 
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FEDERAL ENERGY AD?\fINISTRATION 
W • .O.SH!NGTON, D. C. 20461 ---·- , · .. ~ 

STATEMENT BY FRANK G. ZARB 
ADMINISTRATOR, FEDERJ\L ENERGY ADMINISTRATION 

BEFORE THE 
COMMITTEE ON HOUSE SCIENCE AND TECHNOLOGY 

U.S. HOUSE OF REPRESENTATIVES 
' 

SEPTEMBER 25, 1975 

Mr. Chairman and members of the Committee: 

I am pleased to appear before you today to present the 

Administration's position on Synthetic Fuels Commercializa-

tion and more particularly Section 103 of the ERDA Authoriza:-. 

tion Bill, which pertains to loan guaranties. With me today-

is Robert Fri, ERDA's Deputy A&:iinistrator. 
' 

It is important in understanding the Administration's position 

on the loan guaranty provision to describe the relationship 

of our proposed synthetic fuels corru~ercialization program 

to the overall energy development initiative announced by 

the President this past Monday in San Francisco. 

As you know, the President has proposed a new $100 billion 

Government Corporation to work with private enterprise and 

labor to gnin energy independence for the U.S. by 1985. The 

President proposed that the Energy Independence Authority 
~ 

have the power to provide financial assist;ance to accelerate 

the introduction of emerging energy technologies into the 



.· 
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' 
U.S. energy supply system. One of the most important 

elements of the President's proposed energy independence 

initiative is a program to lead to the production by 

1985 of 1 million barrels per day equivalent of synthetic 

fuels from coal, oil, shale and other domestic energy 

resources. 

In proposing this new Energy Independence Authori_ty, it 

was not the President's intention to halt or delay any 

·important projects falling within its proposed scope. 

This is particularly true for synthetic fuels. Let me 

assure you, Mr. Chairman, that it's the President's 

expressed belief t~at the synthetic fuels program is ·an 

urgent National priority and that he desires to move 

forward now on the initiation of a synthetic fuels 

commercialization program in ERDA. Once the Energy 

Independence Authority is established, the synthetic 

fuels program can then be transferred to it in an orderly 

manner. 

As most of you know, the Energy Research and Development 

Administration has most of the statutory authorities needed 

to initiate the synthetic fuels part of the President's 

proposed energy independence progra~. An essential 

financial incentive authority which is not vested in ERDA, 

at the present time, is the authority to provide loan 

gunranties. Thus, the Administratio~ strongly supports 
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the $6 billion loan guaran~y authority provided in the 

proposed Section 103. Bob Fri will shortly discuss the 

Administration's detailed views on the specifics of 

3 

Section 103 as well as presenting the Committee an overview 

of how ERDA proposes to proceed in implementing this program. 

Mr. Chairman, there has been an extensive effort over the 

past six months to develop and evaluate alternatives for 

a comprehensive and responsible program to encourage the 

private sector to initiate synthetic fuels production in 

the U.S. This effort has included a detailed examination 

of technical, economic, regulatory and environmental 

factors, the costs and benefits of each, alternative 

financial incentives which might be offered to encourage 

industry investment, as well as means for program imple~enta

tion. Your Committee has the draft Interagency Task Force 

Report which describes these analyses and I can assure you 

that the Administration is willing to provide the Committee 

with whatever additional information we can in support 

o.f your importan.t deliberations. 

In moving forward in considering this program, I believe 

it is important that we actively solicit the input of the 

States. Pursuant to n request made by a group of interested 

and affected Governors, I have invited them to con~ent on 

The Synthetic Fuels Task Force Report, and have assured 



.... 

them that, if received by the ~nd of October,their views 

will be considered in forr.-,ulating the final s1111thetic 

fuels program. In this cormectio.::l, Governor Thomas P. 

Salmon of Vermont, Chairman of the National Governor's 

·conference Committee on Natural Resources has asked 

.. Governor Richard D. Larnr.. of Colorado to serve as Chairman 

of a National Governor's Conference Subcommittee on 

Synthetic Fuels to work with the Federal Government in 

this matter. 

4 

Finally, let me again emphasize that the President believes 

synthetic fuels commercial demonstration is an essential 

element of America ''s program for energy independence by 

1985. He believes further that ·we need to move swiftly 

in ERDA to implement this historic program. I call upon 

you, Mr. Chairman, and all the members of the Committee 

and the Congress to act favorably on this unique opportunity 

and to move forward -- all of us working together -- to 

provide the necessary additional authori~y to initiate this 

important program this fiscal year. 

Thank you, Mr. Chairman, We will be pleased t6 answer any 

questions either you or the members of the Committee may 

have. 



UNITED STATES 

ENERGY RESEARCH AND DEVELOPMENT ADMINISTRATION 
WASHINGTON, D.C. 20545 

STATEMENT OF 
MR. ROBERT W. FRI 

DEPUTY ADMINISTRATOR 
U. S. ENERGY RESEARCH AND DEVELOPMENT ADMINISTRATION 

BEFORE THE 
HOUSE SCIENCE AND TECHNOLOGY COMMITTEE 

September 25, 1975 

Mr. Chairman and Members of the Committee: 

I am pleased to appear before you today on behalf of the 

Administration to present its views on Section 103 of the 

ERDA Authorization Bill which provides for loan guarantee 

authority for synthetic fuel and other commercial demonstration 

projects. In this regard I shall further explain the relation-

ship of this authority to the President's proposed Synthetic 

Fuels Commercialization Program already discussed by Frank Zarb. 

Also with me today are Dr. S. William Gouse, Deputy Assistant 

Administrator for Fossil Energy and Mr. Leonard Rawicz, Deputy 

General Counsel. 

Mr. Chairman, the President supports the prompt enactment 

of Section 103, with some changes, as an essential feature of 

. a·. broad program to initiate the commercialization of synthetic 

' fuels technology in ERDA. 
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Thi s authority is needed to enable the Federal Government 

to offer a realistic range of incentives to private industry 

for an orderly development of synthetic fuels production. The 

synthetic fuels program, in turn, is designed to encourage 

the establishment of the industrial base necessary for the 

production of substantial amounts of clean-burning synthetic 

oil and gas from our domestically abundant supplies of coal, 

oil shale and other resources. 

The Nation needs this program to reduce our reliance on 

imported oil and gas and to provide less expensive energy if 

world oil prices rise. Without such a program, imports of 

petroleum will continue to rise substantially even with 

increased production from the Alaskan North Slope, the Outer 

Continental Shelf, and from enhanced oil and gas recovery 

techniques. The President's Synfuel Commercialization Program 

will develop the basis for, and encourage the construction of 

commercial demonstration facilities necessary to launch a major 

American synthetic fuels industry. 

We cannot expect the private sector to meet these needs 

without Government involvement. There are a number of serious 

obstacles discouraging private entry into this complex and 
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capital intensive field. Uncertainty in the future price of 

world oil is perhaps the most important factor discouraging 

private investment. If world oil prices were to fall substan

tially, large plant investments could not be paid off from 

revenues of low-priced but higher cost synthetically-produced 

fuels. Adding to this risk are uncertainties relating to 

environmental regulations, the complex economics of building 

full-scale synfuels facilities, and the adequacy of available 

labor and materials. 

At the same time, it is clear that significantly reduced 

reliance on imported petroleum requires establishment of a major 

U.S. synfuels industry capable of production of about 5,000,000 

barrels per day (equivalent) by 1995 and 10,000,000 by the year 

2000. Because of the long lead times and technical complexities 

involved, this means we must begin now to establish the basis for 

steady growth of this industry in the 1980's and 1990's. 

The Administration has had under study for some months a 

number of alternatives for launching an effective synthetic fuels 

commercialization program. A draft of this study has been made 

available to the Committee. The study forms the basis for the 

major initiatives contained in the President's Synthetic Fuels 

Commercialization Program. 
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Briefly stated, the President's program envisions an 

initial effort aimed at developing approximately 350,000 

barrels per day of oil-equivalent capacity which could then 

be increased to 1,000,000 barrels per day by 1985. The 

initial level of 350,000 would provide essential information 

and data to clarify the many uncertainties surrounding the 

scale-up of the several processes likely to be used by the 

synfuels industry. This level of effort will minimize Federal 

risk while still providing the necessary magnitude and mix of 

synthetic fuels processes necessary for early assessment of 

the scale-up economics, the environmental and social issues, 

as well as overall industry response to the initial phase of 

the program. A sound information base will then be established 

for determining the best ways to proceed toward the 1,000,000 

barrel per day goal by 1985. 

The type of initial program envisioned can be seen by 

examining the anticipated start-ups from 1976 through 1978: 

For production of synthetic oil - 2 shale oil plants 

and 1 syncrude plants each producing 50,000 barrels 

per day 

For production of synthetic gas - 2 high-BTU gas 

plants each producing 40,000 barrels per day 

(equivalent) 
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For production of electric utility and industrial 

fuels - 3 low and medium-BTU and boiler fuel plants 

each producing 25,000 barrels per day (equivalent) 

and 4 biomass conversion plants each producing 6,000 

barrels per day (equivalent). 

The environmental and social problems associated with a 

350,000 barrel per day program will be of vital concern but 

should be fully manageable. Federal, state and local regula

tions concerning the environment, land use, health and safety, 

and the use of public lands and minerals must and will be 

strictly observed. To this end, an environmental protection 

strategy is included as an integral part of the recommended 

program. A draft programmatic environmental impact statement 

has been completed as an integral part of the proposed program. 

Extensive environmental research and data gathering will be 

conducted in conjunction with the implementation of the program. 

Health and environmental data and environmental control tech

nology must be developed concurrently with the commercialization 

program. Adequate Federal funding for that purpose is necessary. 

Environmental uncertainties include concern over effluent 

production, pollutant effects, plant siting, waste disposal, 

and aesthetics. An extensive, though preliminary, analysis 

has shown the need for improved emission controls, monitoring 

of suspected toxic materials, measurements of effluent water 

quality, wildlife protection, revegetation and reclamation. 
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Because there can be no assurance of adequate industry 

development in this time-frame without Federal encouragement, 

the President's program proposes a carefully selected mix of 

incentives designed to get the job done with minimal cost to 

the Government. The Administration believes that a realistic 

program of incentives should include authority in ERDA for 

loan guarantees, price supports and construction grants. For 

example, loan guarantees would be an attractive incentive for 

construction of regulated high-BTU synthetic gas plants. Also, 

loan guarantees in combination with price supports would make 

possible the construction of syncrude and shale oil plants in 

the private sector. And, construction grants may be needed to 

spur the construction of synthetic electric utility fuels subject 

to regulatory controls. 

While we believe each of these incentives is needed to 

launch a successful synfuels industry in this country by 1985, 

we are here today to focus in detail on the loan guarantee 

authority as contained in Section 108 of the ERDA Authorization 

Bill. Additional legislation for the authorization/appropriation 

of price supports and construction grants will be transmitted 

to Congress shortly. 
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With specific regard to loan guarantees, the President's 

program recommends that the Government guarantee only a 

portion of loans for project costs. The percentage of 

the loan to be guaranteed would be established by open 

competition among potential participants. This procedure 

will reduce the taxpayer's risk should the project fail. 

By the same token, the Government would not spend any loan 

guarantee money if all the plants succeed. And, while the 

Federal loan guarantee authority that we are supporting 

permits participation by the Federal Government up to 75 

percent of the total project costs, utilization of the full 

amount would be permissive, not mandatory. 

In addition, to meet the needs of this program, we 

recommend the following major changes to Section 103 of the 

loan guarantee provision of S. 593 as passed by the Senate: 

Provisions authorizing loan guarantees for facilities 

deriving energy from renewable sources should be 

deleted. 

Clarifying language should be added which would 

establish that this Section authorizes loan guarantees 

for commercial scale facilities where such facilities 

are for such demonstration purposes. 
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Modifications to the "recourse" provisions which 

could be used in case of default to insure that 

the assets of the parent company would not be at 

risk and only the assets of the project involved 

could be taken by the Government. 

An extension from 90 days to 180 days for ERDA to 

submit a report to the Congress on its recommendations 

for this program. 

A reduction in the time from 90 to 30 days that a 

report on each loan guarantee must be presented to 

Congress before a guarantee can be finalized. 

A provision which permits the Government to make 

immediate payments in the event of the default of 

a guaranteed loan. 

Finally, a number of technical changes are recom

mended, such as, prohibitions against loan guarantees 

for tax-exempt entities, authority to charge fees, a 

time limit for the loans which may be guaranteed, and 

a designated period in which ERDA may exercise this 

authority. 
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These and other proposed modifications are incorporated 

in our suggested language changes for Section 103 which I would 

like at this time to submit for the record. We will be glad to 

explain them in further detail and render any assistance the 

Committee desires. 

While we must design the loan guarantee authority with 

the possibility in mind that not all synfuels projects will 

be successful, the actual probability of such failure is 

considered to be low since the technology that is likely to 

be employed has been verified at the pilot plant and/or 

demonstration scale. Indeed, commercial facilities for 

producing synthetic fuels from coal were in operation in 

Germany during World War II. There are 16 commercial plants 

in Europe and Africa currently making medium-BTU gas. Pro

duction of high-BTU gas has also been achieved at multiple 

sites. The technical uncertainty regarding whether or not 

the plants will operate satisfactorily is much smaller than 

the uncertainty surrounding future world oil prices, policies 

regarding imports, delays in construction, and environmental 

problems. Synfuel plants have never been built at the scale 

or size required by the demands of our present situation. 

Thus, this commercial-size demonstration program is essential 

to the resolution of uncertainties of these first-of-a-kind 

plants. 
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* * * 
In summary, Mr. Chairman, we have been working many 

months to determine what needs to be done to accelerate 

the essential development of a synthetic fuel capability 

in the United States. The program Mr. Zarb and I have 

reviewed for you this morning is the product of that effort. 

We believe the program will: 

Intitiate a U.S. synthetic fuels industry by: 

Demonstrating available and forthcoming 

technology at a commercial scale, and 

Gaining early environmental, economic, 

institutional and technical information on 

large-scale plants; 

Increase domestic energy production and thereby: 

Reduce reliance on energy imports, 

Prod~ce less expensive supplies if world oil 

prices continue to rise; 

Improve the U.S. international position ~n.energy 

matters by: 

Demonstrating U.S. capability to tap its vast 

resources, and 

Establishing U.S. technological leadership in 

synfuels production among energy consuming nations; 
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Provide answers to the non-technical problems 

associated with synthetic fuels so that com

mercialization can be at the required level by 

1985 as ERDA's research and development program 

moves the technology forward into the 1990's. 

Provide a selective mix of financial incentives 

primarily in the areas of loan guarantees, price 

supports, and construction grants necessary to 

assure a significant thrust by the private sector 

toward achievement of 1,000,000 barrels (equivalent) 

of synthetic production in 1985 and even greater 

expansion in the 1990's. 

The Congress will soon receive the additional proposed 

legislation needed for this program. But loan guarantee 

authority is before you now, and it has passed the Senate. 

We need this authority to mount an effective synthetic fuels 

commercialization program. We urge you to seize this oppor

tunity at this time and place, to enact this authority in 

ERDA so that we may proceed with launching this vital national 

effort. 

Thank You. My colleagues and I will now be gl~d to 

respond to any questions you may have. 
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Mr. Chairman, and !-!embers of the Co::-.:;~i ttee: 

I welcome this further opportunity ~o discuss with you the 

President 's proposed Synthetic Fuels Comrnercialization Program, 

its relationship to ongoing fossil e~ergy programs in EPDA , 

and to legislative proposals now te:~re this Co::.nntittee. 

Before addressing these points, ~ a~ain want to emphasize the 

inportance the President attaches ~o rapidly initiating in 

ERDA an effective program for comr.e~cial demonstration of 

synthetic fuels technologies. I als~ want to stress his 

strong desire for early passage o= -::.e loan guaranty funding 

au'.:horization as pa.rt of the FY 1976 :::RD.i\ Authorization Bill. 

!'ir . Chairman, pursuant to your let~e~ requesting our 

appearance today, we have attached ~o this statement written 

.:i.n :;-.:crs to your five specific c~ue.=.-:.:c:-:s. I~ addition to 

tho~e q~estions , there is one gen~~~ : iss~e raised in your 

l ~ t.. t.c• r o::-t which I would like to c:;:-·.--2nt no· .. ;. That is the 
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relationship of the proposed Synt~e~i~ F~els Commercializa

tion Program to ERDA's ongoing foss.:..l energy research, 

development and demonstration progra~. 

As you know, ERDA's fossil energy~;:; a:1d demonstration 

plant program is aimed at developi~s second-generation 

technology. Demonstration plants =~rrently envisioned 

under this program will be about o~e-:ourth of the 

projected size of future commercia: ?:a:1ts. Thus, these 

demonstration plants are neither re~·.::.red nor expected to be 

economically viable facilities, b~~ are designed to test new 

technological approaches. 

By contrast, the proposed. S~{nfuels :~:-:-.::'.ercialization Program 

is directed at initiating a limite::. ::-:.:::::ber of plants, which 

will largely utilize present - day ts :::.::-;o:ogy to produce 

commercial quantities of syntheti c : ·.:e l s. These plants would 

be used to gain valuable economic, e::-.·:i::::-cn.r:i.ent.al , regulatory 

and institutional data, most of wh.:.. :::-. is applicable to 

Hidespread commercialization o f be~:-. :.:..:est and seco!ld 

generation technologies. 

'l'he Synthetic Ft.1.els Com..rnercializat.:'. i::--. ?::::-os;::::-am , which will lead 

the schedule o f the second-gene~a~.:'.:~ :ossil demonstration 

plant program by about 1 -2 years, ·.;:::..:. e~2- le early identifica

tion and resolution of many of the ~~=::=atio!1al and r elated 

problems associated with the ini~.:'.a_.:'.=~ a~d growth of a new 

1 •~ us~ Thcsd potential prot:~- s ·~::1~22: cont~olling and 
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operating of large numbers of similar process units within 

a given plant; understanding and scheduling the maintenance 

requirements of such facilities; r::i::ing , conveying and 

processing at a single site large a~ounts of coal, possibly 

originating at different mines; characterizing and controlling 

pollutants and wastes in accordance ~ith existing and new 

standards; developing a knowledge base relative to the many 

potential occupational health and safety problems; develop-

ing industry infrastructure with ap?ropriate design and 

construction capabilities and experience; training operating 

and maintenance personnel; and deve2..oping programs for 

dealing with the potential local social , governmental, 

service and educational problens resulting from the relatively 

sudden influx of plant personnel. In addition, the Synthetic 

Fue ls Program will, unJ.ike a der;i.o:--,s':.ration program, force 

consideration o f and development o= local solutions to 

institutional problems such as pla~t siting, water allocations, 

competing land use requirements and product pricing policies. 

It is expected that some coT~ercial ?lants ordered during the 

second phase of the Synthetic Fuels Program (about 1979-1980) 

could be ·based on the second-genera~ion techuology that 

appears ready to progress beyond t~e pilot and demonstration 

phase. Because efficiency levels o~ ~he second-generation 

technologies will be frorr. 20-2 5 pe:r-:.:ent higher than present-
.. 

day technology, adequate incent ive should exist to i~plement 

n:-.:e r proce sse s at cor:l:r.ercial seal(; ·.-::-:e~ they are r..rvailable. 



In summary, it is apparent that E~D~'s ongoing fossil 

energy research, development and de~onstration program 
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and the proposed Synthetic Fuels Co:-:-:.-.ercialization Program 

are well matched with respect to bo~h timing and overall 

contribution to attaining possible future required levels 

of synthetic fuels production. T~e Synthetic Fuels Program 

can provide the initial com.~ercial ?reduction and nake inroads 

toward the solution of non- technical problems associated 

with the establishment of the industry, while the demonstra

tion plant program will provide the basis for significantly 

improved synthetic fuel process te~~~ologies . 

Mr . Chair:-nan, in closing my prepa::-e:'l statement, I want to 

also indicate we are also prepare~ to discuss today the 

details of our recomm:nded char.ges to the loan guaranty 

Section 103 of the Senate - passe~ E?~A Authorization Bill, 

as well as the provisions of H.R . 9723 which you introduced. 

Finally, I would like to indicate ~:> the members of the 

Committee and the staff that we a::-e prepared to provide 

briefings and as much other sup:_Jo::::-:::1g material on the 

President's proposed Synthetic F~e:s Cor.nercializatioP

Prograra as the Cormni ttee may desi::e. 

Thank you, Mr. Chairman. I wil~ bs pleased to address any 

questi0ns ci ther you or the me.""'. :.:>e~ s o: the Cormni ttec may have. 



QUESTION A 

How does ERDA expect the acceleration of the development of synthetic 
fuels from coal using first generation technology to stimulate 
commercialization of synthetic fuels by 1985? 

ANSWER A 

Stimulating wide commercialization of synthetic fuels after 1985 
utilizing second generation coal conversion technologies will require 
gaining early information on environrnen:=l and a variety of other 
factors as well as developing the indus try infrastructure needed for 
a major expansion. 

With regard to gaining information, the program will provide an 
effective mechanism for examining environ~ental, economic, insti
tutional, technical, regulatory, and other factors associated with 
commercialization of synthetic fuels operations. Until industry gains 
a better understanding of the nature ar.d severity of these potential 
constraints, wide commercialization of synthetic fuels will not be 
possible. It should be emphasized that rost of the information 
to be gained from this program is cornrncr. to first and second 
generation coal conversion technologies. By building a limited 
amount of first generation technology nc ·· , this information can 
be widel y available in the early l980 1 s ~hen second generation 
technology is beginning to be demonstra:ed. 

Since a large synthetic fuels industry is projected as needed in the 
1990 1 s, then it is also important that :~d~stry gain needed construc
t ion and operating experience in the lS~: · s in order that it develop 
the necessary manpower and technical ex ;;erti se and base for future 
rapid expansion. 

In summary, the synthetic fuels commercialization program will 
provide the vehicle for gaining the needed information and 
experience so that large synthetic fuels production in the 1990 1 s 
wi ll be a possible option for the U.S. n reducing its requirements 
for foreign petroleum and gas imports. 



QUESTION B 

Hhat are the socioeconomic, technolo:;ii:=1, regulatory, environmental, 
manpower, health and safety, and other :~nstraints to building and 
operating such plants; and how can they b~ overcome or mitigated? 

ANSWER B 

General 

Synthetic fuel plants face many of the s~~e constraints as other 
major industrial processing facility. SJ:h facilities must meet 
acceptable economic, environmental, so:'al, health and safety and 
technical performance standards to be s~:cessfully built and 
operated by the private sector. Syntre:ic fuel plants have been 
operated in a number of countries thrc .. ; "out the world. The 
technology for such plants is not new. ~~th the recent sharp 
increases in the world price of oil, !~~the growing dependence 
of the U.S. on foreign energy supplies, !re prevailing economic 
and other strategic conditions now appe=~ to favor the building 
of commercial scale plants. A number ~: synthetic plan proposals 
have been advanced by different co:-:p~r.' s-s but have not reached 
the construction phase for various re2s:~s including: future 
uncertainties in the market price of 7~e-s, the hugh dollar invest
ment required to build such pl ants, ar: : :~er regulatory uncertainties. 
To overcome these basic constraints 2~: :~ deal with nu~erous other 
regulatory and social impacts, the ~dr'r's:ration 's program for 
synthetic fuels commercial demonstrat~:r :iant includes: 

financial incentives to the pri =:: s~ctor in the form 
of loan and price guaranties ar_ - ~ :s for overcoming 
economic uncertainty; 

an environmental analysis and prc:::tion strategy 
designed to assure compliance wit- standards and 
to minimize impact; and 

an administrative effort and resc~~::s to expedite 
obtaining necessary regulatory oe~-'ts and clearances. 

Individual constraint areas are sJ~~3r'z~~ in the following. It 
should be recognized that each are of ::-straint has been 
analyzed, assessed, and discussed in -: ? ~etai led in the 
Interagency Task Force on Synthetic ___ Volunes I-IV}. 
Appropriate references are included c :r~s report. 



1. Financial/Economic Constrants 

A major limitation to achieving a viable synthetic fuels 
industry in this country is econo~ics and financing to 
be successful in the longer term synthetic fuel prices 
will have to be competitive with other fuels. Cost 
estimates for synthetic fuels are generally higher than 

·costs for conventional energy sources. However, in the 
past year or two the price of convention energy supplies 
has increased dramatically and is expected to continue to 
increase at a significant rate as easily obtainable energy 
resources are depleted. In contrast, there is good reason 
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to believe that synthetic fuel costs will become more 
competitive once some commercial scale experience is achieved 
and as the 11 first generation 11 technology is improved. These 
changing price relationships are described in detail in 
Volume II of the Synthetic Fuels Task Force Report. 

Uncertainty associated with future market prices of 
energy coupled with the technical/economic/regulatory 
uncertainty for commercial scale synthetic fuel plants 
has created considerable doubt in the minds of potential 
investors causing reluctance to invest in synthetic fuel 
pla~ts. Without capital such plants cannot be built. 

To overcome the problem of nonavailability of capital, the 
President's program of financial incentives has been 
proposed the incentives are tailored to the affected 
industries and the types of synthe~i: fuels involved. 
The recommended incentives are described in Volume I, 
Chapter V and Volume III of the Task Force Report. 

2. Technolog}.'. 

The probable technologies to be employed in the commercial 
demonstration program by the pdva sector has been 
verified at the pilot plant and/or de~onstration scale or 
by commercial operation in other countries. Commercial 
facilities for producing synt tic fuels from coal were 
in operation in Germany during ':lorld \·:ar II. Over a 
dozen commercial facilities in Europe and Africa are 
currently operating. Similarly, oil shale development 
in the United States has proceed through the demonstration 
phase. A semi-commercial plant based largely on United 
States technology has been built and is now operating 
successfully in Brazil. Synthetic fuel plants have never 
been constructed at the scale· and size required for 



commercial operations in this coun ~; for these technologies; 
thtrs, technologic constraints are :--::irtant, but \'1e believe 
can be resolved through sound engfr,22ring that would draw 
upon the world-wide base of exper~2~:2 that has already 
been established. For more detai:e: information on 
technology availability refer to ~o~u~e I, Chapter IV 
and Volume III. 

3. Environmental and Other Regulatory Ccrnstraints 

The environmental uncertainties ir:lJde concern over effluent 
production, pollutant effects, pla~~ siting, wastes disposal, 
and aesthetics. An extensive, the~;~ preliminary, analysis 
showed the need for improved emiss~:~ controls, monitoring 
of suspected toxic materials, meas~~e~ents of effluent 
water quality, wildlife protection, revegetation and 
reclamation. The analysis did inc~:cte that environmental 
controls could protect surface waters and that water 
supplies would be adequate in the :r:;bable development 
regions. The initial phase of th~s Jrogram will add 
greatly to understanding of the e~~·ronmental effects 
and safeguards. 

The proposed program has been desi:~ed to assure 
protection of the environment a~d ~: ~itigate any 
impacts. Federal, State, and locc.: ··egulations concern
ing the environment, land use, hec:~~. and safety, and 
the use of public lands and minera~s ~ill be strictly 
observed. Also an environmental :~::e:tion strategy is 
an integral part of the recommenje: :r:gram. An environ
mental advisory panel \·:ill help g•.;":2 ~he evaluation of 
the program and will keep watch over its environmental 
effects. Extensive environmental r2s2arch and data 
gathering will be conducted in cor~~n:tion with the 
implementation of the program. Vc~-~2 I, Chapter 6 
summarizes environmental considera:~:~s, Volume IV 
contains a draft comprehensive env·~:~~ental analysis. 
Volume I, Chapter 7, Section C inc~.:es a specific strategy 
for environmental protection. 

With regard to other regulatory rs:.,~e~ents, an analysis 
shows that a considerable number e~·s~ at the Federal, 
State and local levels. At the Fs:2~~1 level, 16 statutes 
were identified as having a pote~~~~~ impact on the 
construction and operation of syn~~e:~: fuel plants. 
(Refer to Volume I, Chapter IX.) =e;~lation areas include 
price, land use, environ~ent, co~:e:":ion, health and safety, 
resources (coal, water). Similar ~s:~irements tend to exist 
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at State/local levels as well. Overall a hugh regulatory 
burden must be dealt with to build and operate synthetic fuel 
plants. 

4. Socioeconomic and Manpower 

Projected labor requirements for corro:ercialization would 
_necessitate population shifts and could result in rapid 
rates of growth for affected rural areas. If the 
incremental rates of growth were significantly large, 
adverse impacts could occur in areas where: the 
original population base is small, local unemployment 
is low, excess capacity of existing infrastructure is 
minimal, and more than one energy development is 
located. These adverse impacts include housing shortages, 
disruption of the labor market, inflation, income 
redistribution, and high incidence of social problems. 

Rapid growth rates would also present states and localities 
with financing and fiscal problems if: 

additional tax revenues from ne~·1 industry and 
residents lag infrastructure expenditures by 
2-5 years; 

statutory constraints limit their access to the 
bond market; 

appropriate severance or production taxes are 
not in place in time; 

mechanisms to share taxes equitably between -
impacted jurisdictions are lacking; and 

the bond market does not respond adequately because 
of perceived extraordinarily high risks. 

For projects located on Indian Reservations, the traditional 
sources of financing public infrastructure may be limited 
or non-existent, thus requiring significant industry 
participation in the provision of infrastructure. 
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QUESTION C 

How will the information and technical cata resulting from 
demonstration of first generation technology at a commercial
scale be transferred to others in order :: encourage more plants 
and competition? 

ANSWER C 

The fundamental purpose of the President's Synthetic Fuels 
Commercialization Program is to provide ir.centives to the 
private sector to begin building a syr.tr.etic fuels industry. The 
commercial demonstration program is bc.se: on using existing 
technology to build the initial plants ir. securing technical, 
environmental, and economic informatior. Jn such plants. As 
commercial feasibility is proven, then ·.·,idespread commercializa
tion (building of additional plants) ~:~~d be encouraged. To 
accomplish this, necessary information ;,::r: related to specific 
patents will be made available at a re~s:~able cost to other 
fi-rms interested in building such plan:s in this country. 
Information relating to patents employe: ~n the various plants 
will be made available through normal :;:;:nsing practices. ERDA 
would make such licensing a condition :r2:::dent to providing 
financial incentives. 



_QUESTION D 

Where ~re these plants planned to be located, and what are the 
plans for coal mining in connection with these plants? 

ANS~/ER D 

The attached figure shows the five major coal producing regions 
and the principal oil shale region which were judged to be the 
most likely areas to contain one or more synfuels plants by 1985. 
The preliminary draft environmental impact statement (Volume IV 
of the Synthetic Fuels Task Force Report) presents a comprehensive 
description of the environments within these regions and an analysis 
of the possible impacts. Specific sites within these regions have 
not been selected at this time. Site selection would occur as the 
program proceeds, based upon nominations by the private sector and 
follmling the criteria published by the Government in accordance 
with the proposed environmental protection strategy. 

Specific numbers of plants have not been allocated to the various 
regions. In order to analyze the aggrega environmental impacts 
of the commercialization program, the draft EIS examines six 
alternative industry compositions, each of which produces 1 million 
barrels oer day of oil equivalents. This level reflects the 
conservation approach taken in the EIS of examining the full impacts 
of the two-phase program. 

Three alternative industry compositions emphasize (respectively) 
high-btu gas, liquid fuels, and utili !industrial fuels, all 
generated at the mine mouth; three other compositions have the 
same product mixes but a substantial fraction of the conversion 
is performed in urban centers. These six mixes are considered 
likely to bracket the probable outcomes of the synfuels program. 
The plants implied by these compositions are then further allocated 
to the five regions for the purposes only of analyzing the environmental 
impacts. 
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QUESTION E 

What other types of incentives are or may be needed to carry out 
this program? 

ANSWER E 

In addition to the loan guaranties, price guaranties and grants will 
be needed to carry out the 350,000 barrel/day first phase of the 
Synthetic Fuels Commercialization Program. 

As previously indicated, the incentive recommended for High BTU 
{pipeline quality) gas from coal is a competitively awarded loan 
guaranty for up to 75% of the total project cost. The primary 
impediment to initiating High BTU gasification projects has been 
the inability of the project sponsors to obtain necessary financing. 
This is because of the large investments required, the relatively 
small assets of the project sponsors (i.e., regulated gas pipeline 
companies) and the risk associated with first-of-a-kind plants 
which have never been built at commercial scale in the U.S. Since 
all of the major components of these plants have been tested at 
commercial scale, the largest risks are associated, not with 
technical uncertainties, but with regulatory and other non-technical 
factors affecting timely construction and plant operation. Because 
regulated industries do not face future market price uncertainties 
due to assurance of cost recovery in the rate structure, price 
guaranties are not necessary or appropriate. 

In addition to loan guaranties, the initiation of projects to 
produce oil shale and industrial fuels in an unregulated 
environment, would require some price guaranties. These are 
necessary for a limited number of plants because or the large 
plant investments and the uncertainty in the future price of 
world oil. If world oil prices were to fall substantially,for 
an uncertain, even though a short period of time, large plant 
investments could not be amortized fro~ revenues from synthetic 
fuels which would have to be priced below their production cost. 
Thus, for unregulated industries which are not provided a guaranteed 
rate of return, it will be necessary to initiate a limited number 
of plants to provide some guarantee of price until such time as 
the U.S. policy toward reduced imports becomes established or 
there is greater certainty in the long-term future ~1orld oil 
price. It should be emphasized that as with the loan guaranty 
the price guaranty incentive would be awarded on a competitive 
basis in order to ensure that the Federal Government provides 
a guarantee at the lowest possible price. Also, it should be 
noted that in the event that the world oil price rises above the 
agreed to guarantee levels, the governnent would share in the 
additional revenues. 
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The third major incentive that will be needed for regulated electric 
utilities is a grant for part of the p~oject cost for synthetic 
fuels plants. As with loan guaranty ar.d price guaranty, this 
incentive would be awarded on a competitive basis. It is concluded 
that for the electric utility industry '.·:hi ch has had severe 
financing problems in the past several years, that a construction 
grant is the most effective mechanism for initiating a limited 
number of synthetic fuels projects. This incentive is recommended 
primarily because many utilities could r.ot make use of direct 
Government loans or loan guaranties because they have already 
reached their maximum allov1able (by la',;) debt/equity ratios. 
The grant incentive provides a vehicle~ therefore, for making front
end capital available to the regulated electric utility industry. 

In summary, it should be emphasized that the financial and other 
impediments that are currently preventing the initiation of 
synthetic fuels ventures are significantly different in each of 
the three major sectors of regulated g2s utility, regulated 
electric utility, and the unregulated idustry. The recommended 
incentives have been designed to overcc~e existing contraints 
at minimum cost and risk to the Federal Government while 
providing some degree of risk sharing er. these first-of-a-kind 
commercial scale synthetic fuels demonstration projects. 



UNITED STAT:::S 

ENERGY RESEr-\RCH AND DEVELOPMENT ADMINlSTRATiON 
Wf,SHINGTON, D.C. 20545 

Honorable Olin E. Teague, Chai..r.na.., 
Science and Tec..'mology Committee 
House of Representatives 
Washington, D. C. 20515 

Dear .Mr. Chairman: 

It is ~ pleasure to info:i::rn you tl'..at the Administratio.:l ha.s 
withdrawn its objection to that p.:-m..-ision in section 103 of 
the Senate-passed bill, S. 598, relating to the establisl"'..rre.'1t 
of loa.l'l guarantee aut.~ority for t.'-le so-called renewable erlerg-.{ 
sources. 

The Administration now supp:>rts cr.e establishment with-in t..~e 
Ener;y Research and D2veloµne.:.-it ;._=...; '1.i.stration of autr.ority 
to guarantee loans for " ••. facilities to generate pa;-;er or 
heat i."1 corrmercial qua.."1tities utilizing as their energy source 
direct solar, wind, ocean the.r::ial s;-.:adient, bioconversio::-t, or 
geothermal resources ..• " 

We have, as you are aware, prese.a:.e::i the Administratio:1' s vie.,.15 
to t..1-ie House Science and Tech:-1olo;-J Co.l'rnittee 6n chai."'lges in 
the Senate . la.."'lguage we ¥;ould pref er ,,;hi.ch ·would facilitate 
the administration of the loa..-1 gr"'·'"e.."1tee prograrrs. We are pre
pared to testify furt."1.er on t.ns S'i::>j ect should you so desire. 

cc: 
Honorable Charles A. ::asher 
House of Representatives 

Sir.::-2.rely, 

?-'.)'.::?-~ C. Sea..LB.J:1s, Jr. 
~;--:; nistrator 

·-. 



UNITED STATES 

ENERGY RESEARCH AND DEVELOPMENT ADMINISTRATION 

WASHINGTON, D.C. 20545 

O::tober 9, 1975 

CONGRESSICNAL BRIEFING/INFORMATICN PROGRAM FOR SYNFCJEIS 

On the assunption that the legislative proposals associated with the 
SynFuel Ccrrmercialization Program will be delivered to the Congress 
just prior to or during the Recess (O::tober 11-20), the following 
plan is proposed to ensure that the Congress is fully informed as to 
the details of the President's proposal(s). 

Briefings (The CMB Overview Briefing): 

Senate Interior Ccrrmittee and Senate Interior Appropriations Subcamri.ttee 
staffs: C:Ctober 10, 1975 

House Science & Tech. C'.am:nittee and House Interior Jl..ppropriations Subcarmittee 
staffs: C:Ctober 16 or 17. 

, House Science and Technology Ccnmittee (Full Carmittee Briefing): 
October 23 or 24. 

House l'A..ajority ana. Minority I.Badership - week of O::tober 27. 
Fouse Republican Conference - week of O::tober 27. 
House Lemocratic caucus(Steering & Policy C.omnittee) - ~~ek of C:Ctober 27. 

Individual Contacts: ( * indicates Conferee ) 

Chairman Teague * 
Hechler* 
CO\lming* 
Fuqua* 
Symington * 
FlOtJers* 
P-oe 
r-i:cconnack * 
Brown* 
Milford 
Thornton 
Scheuer 
Ottinger 
Waxman 

Hayes 
F.arkin 
Lloyd (ca.) 
Ambro 
Dcx'ld 
Blouin 
Hall 
Krueger 
Lloyd (Tenn) 
Blanchard 
Wirth 

Vosher (Fanking Minority)* 
Bell * 
Jarman 
l\ydler 
Winn 
Frey 
Goldwater * 
Esch 
Conlan 
Ketchum 
Myers 
Einergy 
Pressler 

Starting with the Conferees, each r-Enber of the Ccnmittee will be visited 
and an of fer rrade to discuss the program and respond to any questions/concerns 
the lf.ember might have. These rr.eetings will be conducted by EPDA OCR and 
appropriate program staff personnel., 

At the conclusion of the Corrmittee's present round of hearings, senior 
ERDJ'I., FE.A, a-IB and l'lliite House officials will call each of the 
Conferees to ensure that all tlte concerns or questions have been 
fully resolved. : 
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In addition to the above, the President is sending a letter to either 
the Chairman and Ranking .Minority .Member or to all Conferees stressing 
his finn support for this program and the need to seize this opportunity 
to get the program rroving. 

Alm:>st hourly contact is being maintained between EPDA OCR and the HS&T 
staffs. Alnost daily contact is being maintained with certain of the 
Canmittee members, all to ensure, to the extent possible, that t..lte 
Cormlittee's desires are knONn within the Executive Branch and that the 
President's plan is fully knONn by the Y.embers as it evolves. 

A copy of the hearing sched.ule before the HS&T Carrnittee and its 
subcarmittees is attached for your information. 

I .. 
! ' ;·' 

l/ ... 1 (,~ __ .-· '.-' 

lifl#J_.~ 
;; \ 

H. Hollister cantus.i, Director 
Office of Congressic7foal Relations 

Distribution: (Please circulate as appropriate) 

Dr. Seamans 
Mr. Fri 
Dr. ~'1hite 
Dr. Gouse 
Mr. Johnson 
Mr. P.awicz 

FEA - Mr. Cyr 
CMB - Dr. YcConnick 
'WH - Mr. Ieppert 

~--



HOUSE SCl El\CE & TECHNOLOGY, Sl'BCO:·ilHTTE E v:, ENERGY RESEARC:!, D:'.\'ELOP:·rE~~T & 

DE~lOi\STRATION (FOSSIL & KO;\-FOSSIL) wrr:::-ss LIST AT HEARIXGS D;:;uxG WITH 

SYNTHETIC ~TELS 

OCTOBER 9 (McCormack) 

Nr. Bruce Wiesley, Senior Vice President, A:::erican Can Company 

Hr. E. Deane Turner, partner, Dewey, Ballanti~e, Bushby, Pal~er & Wood 

Mr. Peter Saint Germain, Managing Director, :!organ Stanley & Co:::ipany 

Mr. Frederick D. Lorey, Director of Melting :L:::chnology, Corning Gla:;s Works 

OCTOBER 9 

Mr. William C. Rogers, Chairman, Oil Shale ~n~ironmental Advisory Par.el, 
Interior Department 

~!r. John S. Gilmore, Senior Research Econo3ist, Industrial Econo~ics Division, 
Denver Research Institute 

Dr. James L. Liverman, Assistant Adwiuistra:~r for Environment & Safety, ERD~ 

Dr. Steven J. Gage, Acting Deputy Assistant Ad~inistrator > Office of Energy, 
Minerals a n _ Industry, EPA 

OCTOBER 8 

Cl!~ l es H . B:ro,.m , Senior Vic~ P:re s id-2n t : '.Ll-:: :;i. Shal Corpora : :.o~. (Acco~panicd by 

Dr . John A. Whitcombe, Executive \'ice ?r .:: ~~ c::nt, R&D.) 

Dr . Richard D. Ridley, Manager of Operat i c s t Executive Vice ?resi ~ent, Occidental 
Oil Shale, Inc. 

Mr. Russell Cameron, Cameron Engineering 

OCTOBER 7 

~·!r . Jack ~{O rton, Assistant Sec r etary fo r La :-.~ & ifate r Resour ces, !:•:::er or D partmer.t 

Dr . S. Hillia·1 Go11s, Ass i.stant ..-. ..:i'.:'in i s ::-a : --: :or Foss il £ne:r&.-", :::D~". 

:-.rr . o!.krt W. Long, As s istan t Sec r etary i o :: Co:1 s e n.·ation> Res2~rc:.,, & .:.ciuca t ion, 
<ortr-:::·· t o f Agc i cu lture> 

:-ir . 11. Ty l :: r Marcy, Ass istant S cre ta ry fa-:.· ::avy R.t,D, D~par tir«•n: of th~ Xavy 

I t.J \/ 1\. ~ , iJ ;> ltj (.J . ' 
• • • • ' i.1 > i· : ,.; l . l . 

~- \.) .. .. . . . 
.. ... . 

'l . •. '"' i 1 En~ r, , .• I ~ 
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SE:PTE~iBER 15 

~·Ir. Frank Zarb, Admi.nstrator, FEA 

:-1r. Robert Fri, Deputy Administrator, ERDA 



HOUSE SCIENCE & TECHNOLOGY, SUBCO>'.Xi. ::;:;: o~; ENERGY RESEARCH, DEVELOPHEL'!'f & 

DEHO~STRATION (FOSSIL & :\OX-FOSS!L) :.;:;:::::::ss LIST AT HEARii.';GS DEALIXG WITH 

SYNTriETIC ::..':'.LS 

FUTURE HEARINGS 

COLOR.l\DO, OCTOBER 25, 27, & 28; Xo: ::;: available; possible witness list 
to be released 10/10 or 10/14. Sta te a~~ Local government representatives 
and concerned parties to discuss co::!.~~~ i ty impact . 

WASHI~GTON, D.C., OCTOBER 20, 21 & 22; 

OCTOBER 20 

Governor Salmon of Vermo~t 

Barry Bosworth, Brookings Institu:ior: 

Dr. Hass, Cornell Univers ity 

Professor Ed Mitchell, Anerican Encer?:ise Institute 

Mr. Arthur Treman, Dillion Reed & Co=~a=y, Inc. 

Dr. Gre2nspan, EAC 

Dr. Arthur Burns, Federal ~eserve 3~a=~ 

OCTO:ER 21 

Mr. Lee White, Consumer F;~eretic= o: ~=2 :ica 

Mr . Clif ton Garvin, Chair=an of : -~ ~:a:~ , E~xon 

Dr. Henry Linden, Presider:c, Ins:i:~:s ~~ Gas Technology 

Mr. Edward Strohbehn, National Res~~::2 ~ Defense Council 

Mr. Willard C. Bull, Gulf ~·:ineral ?.-:s::_:::.2 Company 

Nr. Arthur Seder, Pres ide•.t, ru"!leri ::a:- :·=. :~ral Gas Service Co:::ipany; also on 
behalf :::>f ~Iich i~a:: -·· -= :o:1sin Power Co. f._ Texas Eastern Trans. Co 

Hr. David Dwyer> Vice Pr<::sitlent, ?. :.: =.: :·: . li . Kellog Con!pany 

OCTOSER 22 

~lr. Robert Fri, DA, ER.DA 

Mr. Parsky, Asst. Secrete=; of t~~ _:-e as -:y 

Mr. Don S. Smith, Vic~ Chairman , ??C 

~r. Russel Train, Adminis:rator, ::?~ 
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SUBJECT: 

UNITED STATES 

ENERGY RESEARCH AND DEVELOPMENT ADMINISTRATION 

WASHINGTON, D.C. 20545 

. October 10, 1975 

Directors of Congressional Relations 
(See Distribution List) I t ! 

l !:l 
H. Hollister Cantus [.L4--J 
Director of Congressional Felations, ERDA (1 
PRESIDENT'S SYNTHETIC FUEIS IDA\J GUA.."RANTEE PRtJRN" 

The Off ice of Management and Budget has asked that I distribute for 
your information the attached package of infonnation relative to the 
President's Synthetic Fuels I.can Guarantee Program. 

As most of you are aware, a unique opportunity exists in which to 
expedite the :implementation of t.hat program. 'Ihe ERDA Authorization 
Bill, s. 598, includes enabling language s:imilar to the President's 
program. 'Ihis section ( S 103 ) was added by the Senate and is 
presently before the Conferees -- members of the House Ccmnittee on 
Science and Technology who are in the process of holding hearings on 
this canplex program. 

The major elanent of confusion which presently exists on the Fill has 
to do with the relationship of this loan guarantee program to the broader 
Energy Independence Authority proposal. In a nutshell, the synfuel loan 
guarantee program would eventually becane a part of the EIA mandate. 
Ha-1ever, since the purpose of this program is to get the synfuel program 
going nav in a manner which will enable the United States to l:oth identify 
the problem areas associated with large synthetic fuel plants and to be 
in a position to expand the program to the President's goal of 1 million 
barrels of synfuel per day in 1985, Ells first step, essentially an infonn
ation program, is required, regardless of whether or when t~e F.IA is 
established. 

I carrnend the attached infonnation to your attention. It helps if we're 
all singing frcrn the same sheet of music . If you have any questions, 
please do not hesitate to call. My Assistant Director for Fossil Energy, 
Mr. David o. Webb, is my task team leader on the subject. Dave can be 
reached on 376-4036. Other manbers of the task team are also available to 
respond to questions. 

Distribution: 
\WhiteHouse, am, State, Treasury, COD, Navy, OOI, Agriculture , 

Cciiriieice, tabor, ror, HEW, App. Regional Corcmission, EPA,FEA, 
FPC, NASA, SBA 

(PLEASE DISTRIBU'IE WITHIN YCUR 1'.GENCY AS YOU DEEM APPROPRIATE) 



I. 

II. 

VOTE OF HOUSE SCIENCE & TECHNOLOGY 

COMMITTEE MEMBERS ON SEC. 103 OF THE 

FY 76 ERDA AUTHORIZATION 

DEMOCRATS 

(\~) PRO (11 J 

Teague (Tex.) 
Downing (Va.) 
Fuqua (Fla.) 
Flowers (Ala.) 
McCormack (Wash.) 
Brown (Calif.) 
Milford (Tex.) 
Thornton (Ark.)
Ambro (N. Y. ) 
Lloyd (Tenn.) 
Wirth (Colo.) 

CON 

l\6' Hechler (W. Va. } (~) 
a. Symington (Mo. ) 

Roe (N.J.) 
Scheuer (N. Y. ) 
Ottinger (N.Y.) 
Waxman (Calif.) 
Hayes (Ind.) 
Harkin (Iowa) 

1 Lloyd (Calif.) 
Dodd (Conn. ) 
Blouin (Iowa) 
Hall (Ill.) 
Blanchard (Mich.) 

(12/11/75) 

REPUBLICANS 

Mosher (Ohio) 
Jarman (Okla.) 
Winn (Kans.) 
Frey (Fla .. ) 
Esch (Mich. ) 
Conlan (Ariz.) 
Myers (Pa.) 
Emery (Mich. ) 

t Wydler (N. Y. ) (iJ 
Goldwater (Calif.) 

I I I • NOT VOTING 

Krueger (Tex.) Bell (Calif.) 
Ketchum (Calif.) 




