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AUG 61975

MEMORANDUM FOR THE PRESIDENT

FROM: ~ FRANK G. ZARB
THROUGH: _ ROGERS C.B. MORTON
SUBJECT: BRIEFING PAPERS FOR THURSDAY ENERGY REVIEW

Attached'for your review is a briefing book on the two

' energy subjects to be discussed tomorrow.

Tab A: Decontrol options and timing of major events

during August.

Tab B: Preliminary policy recommendation for the

natural gas shortage this winter.
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FEDERAL ENERGY ADMINISTRATION
WASH[NQTON, D.C. _20461

A " OFFICE OF THE ADMINISTRATOR

» August 6, 1975

MEMORANDUM FOR THE PRESIDENT

.FROM: .. . FRANK G. ZARB i
THROUGH: ROGERS C.B. MORTON :
SUBJECT: STRATEGY ON DECONTROL
BACKGROUND e o i < he o

Before the recess, the House passed the Staggers pricing
“amendment to H.R. 7014. This provision rolls back the

price of new and released o0il to $7.50 per barrel, but pro- :
vides that "high cost" o0il can sell for as much as '$10.00 '
per barrel. 01d o0il prices will remain at $5.25 per barrel '
for ten years or more.

The House then defeated your 39-month decontrol compromise
program and passed S.1849, a simple 6-month extension of
the price control provisions. Senator Mansfield has
indicated that this legislation will not be delivered until
the end of August so Congress. can act quickly on the veto
override. If you choose not to sign the extension, the EPAA
will expire on Sunday, August 31, 1975. Congress will not
be able to act on the veto until it returns at noon, Wednesday,
" September 3. . ; : _ -

In addition to these events, OPEC meetings on pricing
policies are scheduled for September 4 and 24, and in all
likelihood will result in an announced price increase of
$1.00 to $2.90 per barrel by October 1.

The wote on overriding-the veto will be very close and is
hard to predict. There are several actions which you can
take to improve the:chances of  sustaining the veto. This
-memorandum requests several key decisions on these actions

and the thrust and timing of. publlc announcements on the -
subject. :



DECONTROL ALTERNATIVES

~;fThls section presents your alternatlves on decontrol both
»"on the veto and actions to mltlgate 1ts effects. .

-

"fOptlon 1. Veto 51mp;e 6-month extension.

»+.:  PROS: "W1ll be major action .to stlmulate supply and cut

energy demand

‘_ St el

'il—_Wlll remove a.complex and counterproductlve regula- .
”aﬁtory system. ,j 51?;; ,,_;,, A, 1y ';g» St

—oW1ll result in difficult political problems w1th» o)
- respect to price increases .and with special ,+7;;
-flnterest groups such as airlines, farmers, etc.

- Will leave us temporar:ly without. mlnrmally needea
_authorities to deal with the natural,gas shortages.
or special petroleum problems such asg propane.'.

Recommendation: Veto the G-month exten51on.

Presidential Decision:

Agree

‘Disagree .- - ”4?-

Loy

' Option 2; Remove the $2.00 and $.60 per' barrel 1mport fees

on crude and products respectively effective if
the veto is® sustained. X M

~

" Removal of the import fees coupled with immediate
decontrol and the other supply and demand actions
of your original program will reduce 1mports by
app*ox1mately 1.4 million barrels per day in 1977.

.. This compares with 1.2 million barrels per day if
your 39-month decontrol compromise was accepted.
These import savings remain below the 2 million

barrels per day of your original program announced
/8 in January.'- :

" - -

ln"‘
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¢ PROS: Wlll substantlally cushlon 1f not ellmlnate the

-econcomic . 1mpact of sudden decontrol
:"F,,‘ "= Will increase Congre551onal support for sustaining .
.., your veto of the simple extension of the EPAA. o E
-CONS: - Will lower the conservation savings. -

.= Will reduce Federal revenues, but also decreases
. windfalls to petroleum industry. ' ol T

- = Comes at an’ 1nopportune tlme v1s—a—v15 OPEC prlce
”w[lncreases. : :

e Ty -r---'.

.-

Recommeﬂdatlon- Remove both .the crude and product.importf’f'

fees effectlve when the veto is sustalned..iw

Pre51dent1al Dec151on-- _ . '1_] e s

L Dlsagree

AP O

Optlon -, 'Support rapid enactment of a w1ndfall proflts tax
- — - and energy tax rebates to consumers.

The Senate Finance Commlttee has already voted out
. -a windfall proflts tax effective with immediate

decontrol which is 51m11ar to the Administration's

proposal and which allows for, .consumer rebateg.

-PROS: - Tax w1ll remove windfalls and help cushlon economy'.
from effects of decontrol.

- Support.w1ll help sustain the veto.

- Administration support of this bill will hélp

" . ,Chairman Long and will increase the llkellhOOd of
"7 rapid enactment. -

. CONS: - The tax is probably somewhat more harsh than the
- Admlnlstratlon would propose. "

Recommendatlon- Support the Flnance Committee legislation in !
concept.and basic provisions and indicate that
' rebates should not exceed revenues generafed from -
the tax.



Presidential Decision:

”i;Agree" -
e i Dlsagree al e .-tn
~Optlon 4. _Jawbone 1ndustry to.ease transition durlng theﬂ.;
: ». . few months follow1ng_1mmed1ate decontrol. 7
fk.PROS:.e Such action would make the transition to fullf‘“

. decontrol. easier in terms of supplier-purchaser

~-relat10nsh1ps, reglonal problems, etc.._ ._-U’Q

is Would reduce adverse polltlcal backlash if the e
'Qi_veto is. sustalned. =

'Could be viewed publlcly as the Pre51dent taklng

-
9 =

“action to assure oil compannes act respon51bly.

>Could prove to be 1neffect1ve 3 1ndustry doesn t

respond accordlngly.

S

——
-

Could be 1nterpreted as major Pdmlnlstratlon con= .
cern on the problems with 1mmed1ate decontrol

Mlght appear as 1ndustry/Adm1nlstratlon colJucnon.

Recommendatlon-\ Begin early but qu1et jawbonlng Lor

voluntary cooperation.

. Agree
Dlsagree ¥ - 5
Option 5., New Leqgislative Initlatlves _ ‘ s 'f‘f

, Presidential Decision:

Suboptlon A. Propose legislation whlch.would merely convert

There are four basic legislative suboptions which
could be proposed either before or after the veto
vote to provide needed authorities and allay fears
about the 1mpact of decontrol.

P .\l

the EPAA from a mandatory to a—standby basis.
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PROS: - A relatively simple proposal which would diffuse
: _ .any fight over the spec1f1cs of allocatlon
<-authorities. . .

-

::4 Would help to convince interest groups w1th SR
i identified problems that FEA still has authorlty
: . to allocate if necessary :

. ... CONS: - Would hurt chances of sustarnlng the veto since
e ‘such .a proposal 1is so 51mllar to a 51mple exten51on
of the EPAA. e

Suboptlon B. Request llmlted new authorltles to deal only
with identified problems such as propane or
' _1ndependent marketers. aah

. PROS:

- Deals spec1f1cally with problem areas caused by
_ immediate decontrol. and would thus help to sustain
_your veto. ol &
- It is 51gn1f1cantly dlfferent from a 51mple con~
tinuation of the EPAA in elther a mandatory or
_ standby form. C?:F- | : -
 CONS: -'It could be easily “Chrlstmas treed“ by spec1al

interest groups. .

- May only serve to helghten concerns about lettlng
controls lapse. - _

- Spec1al interest groups which are not included
w1ll flght for veto override. :

Suboptlon C. Integrate selected petroleum authorities
with the Natural Gas Emergency Standby Act of
1975, which we are proposing to deal with the
natural gas shortage._ - -

-

-3

PROS: '.~ Such a proposal is significantly different from a
simple extension of the EPAA and should not hurt
sustalnlng the veto. ;

= Standby emergency authorltles are needed in any
evernt to_deal with the projected natural gas
L "-.shortage¢this winter and this would be an effective
——— -~-——mechanism in which to get selected petroleum
authorltles. ; .

- CONS: - It will not he p0551ble to cast all needed petroleum
~ authorltles as natural gas related.



Suboptlon D. Propose legislation to implemeht the 39-month
decontrol plan in addltlon to one of the above
~;optlons.._.;_ :

:fi PROS: Places the blame back on Congress for allowing
ik @ i 1mmed1ate petroleum price increases.

-‘It is a gradual decontrol program, with sllght
,Aeconomlc 1mpacts. 1 o - , whi, L e
- CONS:; = Will lead to some confu31on as to the Administration's
b ~ true position because you are now supportlng
;slmmedlate decontrol.. - 2

i;.Slnce_the-39°monthvadministrative decontrol plan
3 , " was not accepted by the House, the chance of

s as (8 j,‘acceptance is slrm and would requlre even further
sty L compromise. .

- Under the administrative option, only’ a yes or"
no vote could be cast. This plan-could and would
be greatly modified on the floor. -
s Recommendatlon: Suboptlon C - integrate selected petroleum
oy authorities with standby authorities needed to
deal with the natural gas shortage. Do not resubmit
the 39-month decontrol plan. ’

u ¥
N

Presidential Decision: £y

"Agree

.~

'~ Disagree SR L Tr i TR T e e R

In the event your veto is overridden, there are several
administrative options to choose from to continue moving
toward decontrol without submitting another plan to Congress.
These specific options are being developed now and will be
submltted to you later this month. ‘ ‘

TIMING AND FOCUS OF PRESIDENTIAI STATEMENT

§.1849 will not reach your desk until late in”August  There
are several pOSSlbllltleS for a public statement prior to the

reccavening of .the Congress on September 3 whlch are outllned
below. ¢ 44
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Option 1.

S

PROS:

"It allows you to speak forcefully oh the issue
~of August o fri”%ﬁa
-An early address and specrfie'removal of fees w111

- .,allow Administration spokesmen the time during

r:fAugust to present your case+on the positive energy -
- effects and minimal economic impacts to the Nation. .

‘may 1osm 1mpact on Conaress to sustdin the Veto-

~Public statement'just coVering the decontrol:issue O
~ - and the rescinding of the. 1mport fees on crude SR A
;vand products thls week. b

IS

The tlmlng for thlS message is very good as you
present your case to the people and the press early

‘in August

during your public engagements throughout the rest %)

Will lose the opportunity to'compromise on the $2
import fee just before Congress reconvenes which

There is not adequate staff time to adequately
brief all interest groups ox. prepare. specific

- options for your decision on windfall profit taxes,

Option 2.

P

' CONS z

world prices.

rebates, or the form of your leglslatlve proposals.

"v 5

By giving up the fees now, you w1l] lose your P
0pportun1ty to glve them up later when OPEC ralseS’ gl

-

i g

Presidential message to be:given during your .
vacation either at'Vail or at one of your pubJ-c
speaklng engagements durlng mld-August ,

Gives you and Admlnlstratlon offlClals moro tlme
to prepare for a speech. i g s - e

Still leaves adequate time for Administration
Spokesmen to relnforce message durlng August. o
Neither Vall nor any one of your other publlc 5”
engagements. is the best setting since they involve

either your fracation or political fund ra131ng

: events. ;j', BE o= £ et —T S

s
!‘-

Delay until mld—August may glve the 1mpressxon of
indecision on your part. : ~




Option 3. A broad Presidential message after you return
- . from Vail after August 25 but before September 3
" when Congress reconvenes. . Such an energy pollcy
speech would include your position.on decontrol
, T'but could also include the following major policy
~ - . 1lssues now under review in ERC and scheduled for
R L dec1510n prlor to the end of August.

.;lf The Energy Resources Flnance Corporatlon (ERFCO)

- Implementatlon of the synthetlc fuels goal I
announced 1n your State of the Union Message.

o A much expanded voluntary energy conservatlon
e effort. = : ; ,

L A comprehen51ve plan for deallng w1th the w1nter_
' natural gas shortage. , o

Recommendatlon.. A broad Presidential teleVlSlOB message

: after your return from Vail and before the Congress.
reconvenes on September 3. Have Frank Zarb and
Alan Greenspan inform the press of your decision to
veto  the simple extension and if the veto is
sustained to immediately remove the $2 import fees.
This will allow Presidential spokesmen and yourself
to speak forceably during August while still
getting maximum press impact in early September
~with.a major energy- pollcy speech. -

~ Presidential Dec151on:A-

~ . Agree ' gl g W A ,,A SRt

Disagree






FEDERAL ENERGY ADMINISTRATION
WASHINGTON, D.C. 20461

OFFICE OF THE ADMINISTRATOR

-~ : ~ August 6, 1975

MEMORANDUM FOR THE PRESIDENT

THRU: Rogers C. B. Morton

FROM: Frank G. Zark Ef&

SUBJECT: Natural Gas Shartages

BACKGROUND : -
At your direction, the Energy Resources Council formed
an interagency task force, directed by the Federal
Energy Administration, to assess the magnitude of

the upcoming natural gas shortage, its potential

and likely economic impacts, and to recommend action
to mitigate the problem. :

This is a vital issue which affects our entire economy
and we will continue to improve our analyses of the
~shortage and impacts, as well as provide further
policy recommendations throughout the summer and

fall. e

" fThe remai;dor;of“fﬁfgﬂﬁgﬁarandum sSuwairizes our
T finddings and recommendations. The attachmeni pro-
vides more details on the shortage, its economic
impact and the policy recommendations.
o 4 .

PP




THE SHORTAGE

- The natural gas shortage has been growing rapidly.

° In 1970, curtailments were 0.1 T¢f or less than 1
percent of consumption. Last year curtailments were
up to 2.0 Tcf or 10% of total demand (see Figure 1).

-° For 1975 they are forecast to increase by 45% to 2.9
Tcf (about 15 percent of demand).

- The shortage is most severe in the winter.

°. This winter curtailments will be 1.3 Tcf, up from
1.0 Tcf last winter. This lower than expected increase
is due to the lag in demand growth as the economy
begins its upswing.

° A very cold winter (once every 10 years) wouldé raise
the shortage to about 1.45 Tcf. .

- Even with natural gas deregulation, which is our primary

' long term policy objective; shortages can be expected

to grow in each succecding winter for several years and

could approach 1.9 Tcf in the 1976/1877 heating season. -

ECONOMIC IMPACT THIS WINTER

- Because of the economic slowdown and much higher
prices, no shortage and possibly & surplus exists
_.in the intrastate markets, primarily Louisiana, Texas,
and Oklahoma. T ‘
- Economic impacts last winter were very scattered and
not significant nationwide. This was due to:

° Alternate fgg;s”Wefe avaiiable and many gas consumers
switched to propane and oil. : :

,///’//ihe economic slowdown and mild weather reduced demand.

° Conservation programs were implemented in some local
areas. e

° Some emergency natural gas deliveries were allowed
under existing FPC authorities.
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- To the extent there were economic impacts, they
were localized mainly in eastern and midwestern
states.

- This. coming winter the shortage will increase by
about 0.3 Tcf and this is probably the most accurate
measure of economic impact.

~ ~ This shortage is likely to be focused in about 15
statés on the mid-Atlantic coast -(from New York to
Georgia) and the Midwest (including Ohio, Missouri,
Indiana, and the farm belt), along with California.
° fTable 1 shows the potential economic impact in the
most affected states. As indicated in this Table,
the shortage in these ten states accounts for more
than half the national total.

Local communities within these states are likely

to feel an even greater impact where a factory,

which is a major empleyer, mav be forced to shut
. down or reduce output....

- The economic impact could be magnified many fold by
- a concurrent Arab embargo, as alternate fuels would
be unavallable.

POLICY GUIDELINES

-~ Policy recommendations should at least cover the

-‘incremental shortage. However, because it will
be growing in successive years and given the
uncertain rate of economic recovery, the weather

. or Congressional response, actions to deal with
the total shortaye should be proposed.

- Recommendlng a comprehene;ve program w1ll.
° put the President in the most desirable public
position, even if we can scrape through with less
than’is requested of the Congress.

-

e Take account of 10ng legislative lead times for
succeeding w1nters.

Reduce down51de problems in the event of a
simultaneous embargo.

<.
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- Specific policy recommendations should:
® Reduce demand and increase supply by national

actions to alleviate the shortage to the extent
practicable.

Avoid a nat10nw1de Federal allocation program, except
in the event of an oil embdrgo.

Take national action to assure that available
supplies can move among customers and from
intrastate to interstate markets.

Set up effective Federal/Sfété mechanisms to deal

- with the local proklems -~ primarily by State and
local officials. - '

POLICY RECOMMENDATIONS

There are no decisions reguired at this time since your

advisers agree on the broad administrative, legls]atlve
and tax ‘initiatives we should take. Their impact is
‘summarized in the table helow.

Impact of Recommended Program

Savings
Winter
1975/76
{Bef)
Administrative 210
. Legislative -+ . 375
Tax * 600
Total . 1185

At your dl;erthnﬁthe'executlve branch agencies will
;mplement the following admlnlstratlve actions:

Actlon

Agency
° Establish an intensive and immediate FEA

energy conservation public education

program to reduce. inefficient uses of

natural gas. ]

- U

. . . i:‘:\‘) W :\.
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Action . : , Agency
° Complete hearings and approval process ¥FPC

for new pipelines. to transport inter-.
state gas.

° Exhort gas producers to increase FEA
production from shut-in wells.

° Alter practices and priorities of - FPC; FEA
natural gas use in utilities. '

° Increased emergency use of stored ' FPC

' gas as a result of FPC hearlng
conclusions.

We are now drafting a Natural Gas Emergency Standby Act
of 1975 to be submitted to the Condgress upon ils return
. containing the following provisions: g

-
-
-

Titles $7 | _ - hgency
_ [ Cmee : :
° Permit interstate pipelines to purchase FPC
gas from the intrastate market on an )
emergency 180 day ba"JQ at current

markct prices.

° Allow end-user purchases<of'un¢ommitted FPC
gas from the intrastate market at
current market prices. -

° Provide temporary . standlwy authority FEA; FPC.
to allocate natural gas betwecn S
"interstate pipelines as well as
intrastate pipelines in the event
of an embargo or similar emergency.

° Provide temporary authority to place . FEA; FPC
& Federal moratorium, if needed, on

,ffj all new residential, commercial, and

utility connections of natural gas.

° Prov1de temporary aaLhorlty to mandate FEA
electric utlllty and industrial boiler
use conversion from gas to oil or coal.
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State

New ‘Jersey

Maryland

Virginia

North Carolina
South Carolina

Pennsylvania

Ohio
New York
Missouri

Iowa

Total (10 States)

$ cf U.S.
e R

; BPIAN

,, (0\

TABLE 1 :
ECONOMIC IMPACT IN MOST AFFECTED STATES

% of State .

- ' _ Reduction Employment Total'Gas Usir
1974/75 1975/76 . 1975/76 As % of 1973 In Natwral State Industry
Deliveries Reduction Reduction Industrial Gas Gas Using. .Employment
(Bcf) (Bcf) : (%) Consumption Industries (In Thousands)

263 32 . 12% 41% 32% 717
. 33 ' 19 60 20 202 -
134 Co271 20 50 9 116
134 3 29 - oa 33 552
123 17 14 B 20 é9( 227

723 60 . - . 8 ? LT 23 854
1072 98 9 22 29 996 @

603 () @ 21 1249
373 37 ‘10 31 18 249
169 29 17 22 14 101
3767 368 o |

33% 543 b



Titles ' A " Agency
° Provide temporary authurity to ban' FEA
use of natural gas for ornamental
lighting. '
° provide authority to permit cur- FPC

tailed gas customers to purchase
gas from uncurtailed gas customers
at uncontrolled prices.

In addition, FEA will continue as the lead agency to deal
with natural gas contingency planning and, along with the
Federal Power Conuission, will convene a meeting with the
Governors and key energy advisors in the most affected
states in late August.. At this meeting with ihe Governors,
the magnitude of the problem, and potential Federal and
~local actions to mitigate the impacts will be discussed.

. The Administration will continue to press for an excise
tax on natural gas use and insulation tax credits that
were previously proposed in your State of the Union
Message. T

4an




TAB 1

NATURAL GAS ASSESSMENT

SHORTAGE

The natural gas shortage. has been growing at an alarming rate
in recent years. Demand for natural gas has steadily increased
because of its clean-burning properties, low-cost, and until
recently, accessibility. It is consumed by over 40 million
residences, 3.4 million commercial establishments, and over
200,000 industrial users. While demand has increased, proved
, reserves have declined since 1967 and production peaked in 1973.

s The decline in production of 1.3 Tcf in 1974 is equivalent to

' over 230 million barrels of oil. Further, the requlated price
in the interstate market (51 cents per thousand cubic feet) has
resulted in a growing market share for the intrastate market
where prices are unregulated (market share has shifted about
-5 percent since. 1970).

As demand increased and supply dec;lnco, shortages bhegan to
develop. 1In 1970, for the first time, interstate pipelines
curtailed some of thelr customers. Curtailments (generally
defined as requlrements less deliveries) grew from 0.1 trillion
cubic feet (Tcf) in the 1970/71 season (April-March) to 2.0
- Tcf in 1974/75, as shown below:

TABLE;l .
CURTAILMENT TRENDS

Year .. Annual Firm'l/ = = Heating Season (Nov.-Mar.)
(April-March) Curtailments (Tcf) Curtailments (Tcf) .
'1970/71 0.1 0.1

1971/72 ‘ .. 0.5 - ' 0.2

1972/73 J.1 0.5

-1973/74 1.6 0.6

1974/75 2.0 1.0

1975/76 (expected) 2.9 o 1.3

v 1976/77 (forecast) about 4.0 about 1.9 -

. s
[

Even with natural gas deregulation, shortages are expected to

grow in each succeeding winter for the next several years, although
- at-a much slower rate than without deregulation.

The shortage was also felt in the intrastate market and. curtail- -
ments were experienced in several produc1ng states (e. g., Loulslana)
In the last year, however, the increase in Tintrastate prlces, LR
economic slowdown, reduced refinery runs (many refineries use A

natural gas as fuel) and conservation have relieved the Jntrastata

shortage and resulted in a temporary surplus. The major producing/
states are Texas, Lou151ana, Oklahoma, Callfornla, New Megiggi—jgy{
Kansas. - 5 . .

1/ Plpeliné>to pipelihe curtailmenis'not~included in 1974-1976 data. ..
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While curtailments are normally used to measure the shortage,

the most appropriate and consistent measure of the problem

we face this year is the reduction in deliveries this year over

last year, plus any increase in demand. Deliveries are expected

to decline this winter by about 350 billion cubic feet (Bcf), but

demand is also expected to decline. Even assuming a normal winter

the economic recovery will not be rapid enough to increase natural

gas demand -over last winter. Witb a normal winter, demand will

be about 125 Bcf less than last winter; with a cold winter, it

will be about level. . Thus, the incremental shortage in this
heating season over last year will be almost 250 Bcf.

ECONOMIC IMPACT

Natural gas shortages are distributed unevenly. Within one

. region or state, some areas may have adeguate supplies while
other areas are being severely curtailed, becauge the shortage
depends upon a particular pipeline's supply situation.
Although the average interstate pipeline reports curtailments
of 19 percent of demand, some pipelines will have to curtail
almost half their réquirements National macroeconomic esti-
mates of the impacts of the_shertage tend to understate its
severity. Thus, rather than try to predict impacts on a national
level, the task force has concentrated on the Jocal areas most
likely to be affected. . :

Last year, very little unemployment or plant shutdowns occurred

as a result of natural gas unavailability. . Most plant closings
.occurred because of the recescion and many shutdowns were avoided
. by- availability of alternate fuels (propane, butane, distillate

or residual o0il), emergency diversion of natural gas, mild weather
or conservation. There. were scattered examples of plant closings
_ during the heating season. in Vlrglnla, North Carolina, New

Jersey and other states, but in general, almost everybody was

able to squeak through.

As a result of the analysis of last year's impacts, it is
apparent ‘that the major policy actions should concentrate on
reducing -the additional shortage expected in this heating
__season, maintaining the availability of alternate fuels, and
preparing for even greater shortages next year.

The areas likely to experience the gredtest economic impact
this winter are the mid=Atlantic states stretching from Southern
New York to Georgla and several mldwestern states, such as..
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West Virginia, Kentucky, Missouri, Illinois, Iowa, and Nebraska.
California, which used over 1.5 Tcf last year could also
experlence substantial impacts.

In North Carolina, which is probably the most severely
impacteqd state and is served primarily by the heavily

curtailed Transcontinental Pipeline Co. (Transco), it is
estimated that about two-thirds of the industrial customers-
will be cut off from natural gas. Most of these firms --.
primarily textile, chemical, and glass -- do not have alternate
fuel capability. In New Jersey, which is also heavily cur-
tailed by Transco, the northern part of the state is relatively
free of curtailments, while Southern New Jersey's chemical”
industries 'may be affected. Ohio's industrial curtailments
could reach 60 percent, but most impacts will be experienced
by smaller stone, clay, and glass industries in the central
part of the state. Even in states that are not as short of
gas, such as Indiana, a utility serving 50 small towns each
with only one industry may have to shut down one-third of these
plants. P a

~In some communities the impacts could be especially severe. In
Danville, Virginia last year, concerted action by local govern-
ment officials, industry, and residential gas users avoided

the shutdown of four major manufacturing plants -(Dan River
Textiles, Corning Glass Works, Goodyear Tire and Rubber's
“largest truck and airplane tire fao111ty, and U.S. Gypsum)
-‘employing over 10,000 of the area's 50,000 residents. A massive
public education medno campaign and conversions to alternate
fuels by a local hospital saved almost 15 percent of the city's
_heating requirements in about half the winter.

Since residential and commercial users receive first priority

under Federal Power, K Commission guidelines, natural gas cur-
tailments generally affect industry most. In particular,

industries which cannot switch to alternate fuels or are not
prepared -to switch (such as chemicals, motor vehicle parts,
textiles, fertilizer, and glass) may experience

" considerable 1mpactq Even when alternate fuels are available,
their use will increase costs and will put some companies at a-
competitive disadvantage with companies in other states that
are not experiencing curtailments.

. . - oy

AS 1nd1cated“1n Table - erore than half the reductions ip 77
deliveries will occur in ten states In dgome of these s&ates,<
the reduction in deliveries will be more than half the 1973 z
industrial gas consumption. Also, in some states, about one- <
third of industrial empluyment is in industries that use\natur
gas. Nevertheless, it should be recognized that availabits

of alternate fuels can substantially reduce the unemployment
effects, but the accompanying higher priced fuel may result in
economic problems.




ate' .
] b 1 '

v.Jersey

rylﬁndhi

rgiﬁia ," oz,

|
:ttharolina

ath,Carblina

nnsylvania

|

w Yark

ssouri
wa

b

tal (10 States)
$ of U.S.

Lol

ECONOMIC IMPACT IN MOST APPECTED STATES

TABLE 2 -

% of State

N , . Reduction - Employment "Total Gas Using
| 1974/75 1975/76 1975/76 As $ of 1973 In Natural .State Industry
'\ Deliveries Reduction = Reduction Industtrial Gas Gas Using Employment
‘\(Bcf) ‘e (Bcf) (%) Consumption Industries - (In Thousands)

o263 32 123 41% 32% 717 ‘
an 33 19 60 20 202
134 Y 20 50 9 116
%0138 39" 29 41 33 . 552
. '123\V 17 14 .20 29 227
723 60 . 8 5 " 17 - 23 Q854. ;
1072 98 ) 22 29 996 T
603 (4) (1) (3) 21 - 1249
375 37° 10 31 18 249
169 29 17 22 14 101
3767 - 368 t;
333 548 -
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POLICY RECOMMENDATIONS

A wide range of potential Federal and local government policy
actions has been reviewed. .Every conceivable alternative

was evaluated for its feasibility, possible energy and economic
impact, ease of implementation, legislative requirements, and
timing of effects. '

LN

The policy options have been evaluated with the following basic
guidelines: :

- fThe intrastate market is likely to be saturated
and some surplus gas may be available.

— fThe major problems to be solved now are a national
shortage of 250-400 Becf above last winter:
and several localized situatioens.

- Policy recommendations: should try to accomplish-
more than the incremental shortiage over last year,

- gince weather could be severe, economic récovery could
be more rapid than expected, and implementing-these
actions may take some time.

— There are a number of .actions that must be taken to
begin solving next year's growing problenm.

- Federal policies should attempt to bring the national

shortage to a manageable level, while providing assis-

_tance to state and local governments in/solving their
‘particular proklems. :

- We should ask for more than is really needed to manage
the problem so that the Executive Branch can be postured
as dealing fully-with the shortage and to prepare for
any unexpected events, such as an oil embargo. '

— Recommend all actions that are good public policy-
- even if they have greatei impact than required,
’then proceed to add measures that are needed to

deal with local problems.

- Natural gas allocation programs shoula be avoided
except in the event of an o0il embargo.



The recommended administrative and legislative policies shown
in Table 3. can reduce this year's shortage by about 1.2 Tcf if
the 37¢/mcf excise tax were enacted and by about 0.6 Tcf without
the excise tax. The administrative actions save slightly less
(about 210 Bcf) than the incremental shortage over last winter,
but augmented by the legislative actions could relieve almost
the entire shortage. These are Federal policy actions which
make sense to initiate, can be implemented this year, and can
reduce the shortage to a level below that of last vear. These
"measures allow the marketplace to allocate supply to the
maximum extent possible and contain few negative features.
Consumer groups, however, are likely to claim that purchase of
‘gas in the intrastate market for shipment via interstate plpe~
lines is a backhand way of ach1ev1ng deregulation of gas prlces.
Some of the legislative authorities are needed on a N
standby basis or to cope.with an even larger shortage next
year. These aclions involve a larger use of regulatory powers
to conserve or allocate natural gas supplies. The greatest
potential relief of the natural gas problem in the next few
years could be achieved through forced conversiong of power-.
plant and industrial boiler use of natural gas..-About one-third
of gas consumption continues tc be vsed in the generation of
steam (about 6 Tcf), mostly in the Southwest. With gas more-.
plentiful in these areas becaudse of higher prices, there have
been few curtailments and little incentive to switch to oil or
coal. Further, enviromnmental restrictions and the capital cost
to convert have deterred such shifts. Although mandatory con-
versions and moratoriums on new recsidential or commercial

" connections may be desirable public policy, it should be
recognized that these actions will have considerable cost and
would represent Federal 1ntruq10n into private decisions at

the local level.

i’

‘Phe allocation of natural gas has considerable allure on the
surface. By allocating about 330 Bcf, the curtailment on
almost every pipeline could be reduced to 25 percent. However,
*allocation presents several problems:
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TABLE 3
 POLICY RECOMMENDATIONS

THIS W1NTER'S
EXPECTED GAS

ACTION - AGENCY SAVINGS (Bcf)
ADMINISTRATIVE: B
° Expedite new pipelines . FPC 40
° Intensive public education program FEA 65
to reduce inefficient gas use . .
° ‘Exhort production from shut-in ~ FEA 5
wells .
‘' ° Alter utility practices - ~ FPC/FEA 50
~ ° Increased emergency use of FPC 50

stored gas

LEGISLATIVE:

° Stimulate and allocate propane. ' FEA 50
° Allow end-user gas purchases - FPC ’ , 75
° Allow 180 day emergency pipeline FEC o 250
gas -
° Standby allocation authorities FPC
° Permit swaps among end-users-— - - FPC
° Mandatory boiler use conversions FEA ) Minimal
° Moratorium on new recidential, FPC Minimel
- . commercial, and utility gas ‘
connections ,
° Ban on ornamental lighting ' FEB Minimel

PREVIOUSLY RECOMMENDED:

° Natural gas deregulation . FPC Minimal

° Insulation tax credits -- . : © Treasury Minimal
° . Excise tax on natural gas-use - Treasury 600
///////4;/, _ _
P
¢ /ﬁ“::
. ¢ . !"S} “ {'\
. .vln;\'- - ‘/L‘; Q:){‘



-~ It represents a bail-out for poor planning in some
areas and involves taking away gas from some pipelines
which have previously managed tou avoid substantial
curtailments Co

- .hy removing gas from an area that had not experienced

curtailments, economic problems could be created
. since users who would now be curtailed may not be at

all prepared for such shortages and may not be able to
secure or use alternate fuels. These problems may be
larger than those being solved in the areas receiving
allocated gas.

- Once the framework for an allocation system is in place,
there is tremendous pressure to vtilize it and special
interests are built-up. :

- The data base needed té allocate effectively is not
yet available. ‘ P

-
-

- Pipeline interconngctions.to support reallocations may
not always be readily available. :

Despite the cavtions about allocaticn, such authoritics msy be

desirable to deal with local emergencies and may be necded in the
- event of an o0il embargo. If an embargo were to occur, the alter-

nate fuels would be in extremely short supply, and.the available

gas ‘will need. to be allocated. -

Some ‘of the actions being proposed for next year could have an
"impact before the end of this year's heating season. Anything
that can stimulate purchase and installation of insulation can
reduce heating requirements and make more gas available for
- essential industrial use. Further, although most supply
enhancement activities will take time to implement, some
.could pay off in 1976-1977. ‘ .

The uneven-distribution of naturel gas shortages means that
some states or local areas will experience adverse economic
impacts while others will have no problem if these Federal
actions are imptemented. Rather than a Federal regulatory
_ - approach to solve these problems, it is suggested that local
governments receive Federal guidance, but try to help thqmrﬁ?\
_selves, It is recommended that the governors of the moqﬁ“SéVﬁgely
. impacted states and .their energy advisers be invited tq%ﬂashin@}on
) £

- ~




the expected problem and that a discussion of policies be
carried out. A number of suggested local actions could be
discussed at this meeting, including: '

to meet with FEA and FPC and be given a thorough briefing of

—~ The Federal government will provide each state
with its entire data base. concerning expected
shortages and their impacts; monitor changes
in supply: demand, and alternate fuels; and
provide technical assistance to the states to
lelp manage the problem. )

- Intensive conservation programs for boiler use of natural

gas, residentisl, and commercial users, including case
histories of residential«industry cooperation. Boilex
fuel use represents over 1/3 of the natvural gas market.

.= Use of surcharges for consumption above a certain
. pase levcl used last yeal, along with rebates for
. - econsumption much less than last year. For example,
there could be a 100 percent surcharge for consump-
tion above 90 percent of last year's residential
use, with some rebates for consumption below 80
percent of last year- '

‘-~ Application of a voluntary "huy-back” procedure,
in which pipelines buy back qas from users with
alternate fuel capability at a price equal to the
price of the alternate fuel (over $2.00 per mcf)
and then sell the gas at the higher price to users
without altermnate fuel capability. This could be
implemented by 2 state public utility comuission.

- Greater use of pegk load pricing to reduce peak

T consumption of electricity, which is often

generated by natural gas.

In considéring thesgmggcemméhded_policy actions, a number of
other alternatives were examined and reijected for a variety of
reasons. A list of these options is given in Pahle 4. .

TIMING OF ACTIONS

’

It is recommended that«thé following sequence of events take place

i : TFORD
by the time the Congress returns: . xgq.tn?é>

5

. < "0
- Announce immediate implementation of ‘adminis gative g
actions.

- Designate FEA as the lead Federal agency to dea
with natural gas contingency planning and imple-
mentation. : :


http:natur.al
http:electrici.ty

TABLE 4

e ' - 10 ~

OPTIONS ELIMINATED FROM CONSIDERATION

Options

Increase LNG imports from Algeria

-

Negotiate increased imports from
Mexico and Canada

EA . .
Accept payment in-kind for pro
duction from federal lands and
allocate to interstate pipelines
most in need )

Increase production from offshore

shut-in wells

4,

Increase LNG imports from Alaska -

Increase domestic production
through in-field drilling in
the Blanco-Mesaverde gas fields

Increase production of the Hugoton

gas field through override of
Kansas gas production rules

-

uses of natural .gas consumed on-
site by end-users in the resi-
dential and commercial sectors -

T

e

- P

2

pefine and prohibit non-essential

/ / /

Reason for Elimination

There are no actions which can
be taken by the government to
increase LNG imports for the
75-76 winter heating season.

There is little potential for
increased imports from these

. countries.

‘Most royalty gas is presently

sold to pipelines experiencing
curtailments '

There is no way to significantl:
increase production from shut-
in wells for the 75-76 winter

through a regulatory approach.

Potential is too small (3-6 Bcf
in comparison to the expected
opposition of the reguired
‘legislation

Sma]l‘potentjal per added

~drilling rig, and extreme

difficulties in obtaining
required drilling rigs

Lead times for new compreosoys
are too long, even if override
of Kansas production rules
could be obtained

Safe elimjnétion'of pilot

—1ights would require excessive

lead times and requires furthe
‘analysis

- P>
2 ®
/= 2
[5=)
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- 1Invite Governors of most impacted states to a White
House meeting in early September to discuss expected

shortages and possible local measures to reduce its
impacts. '

- Submit legislative package to the Congress in early
- September containing immediate, standby, and longer-
t€rm measures.

The recommended actions, both immeaiate and standby could
substantially reduce the impact of shortages and would be
supplemented by existing emergency relief procedures.

/QT t0RD
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MEMORANDUM FOR THE PRESIDENT

FROM: FRANK G. ZARB
THROUGH: ROGERS C.B. MORTON
SUBJECT: BRIEFING PAPERS FOR THURSDAY ENERGY REVIEW

Attached for your review is a briefing book on the two
energy subjects to be discussed tomorrow.

Tab A: Decontrol options and timing of major events
during August. '

Tab B: Preliminary policy recommendation for the
natural gas shortage this winter.

- 4

AD:EZausner:maf:rm.3212:x8233:8/6/7/5

cc: AE
Zausner




FEDERAL ENERGY ADMINISTRATION
WASHINGTON, D.C. 20461

OFFICE OF THE ADMINISTRATOR

- : August 6, 1975

MEMORANDUM FOR THE PRESIDENT
THRU: Rogers C. B. Morton

FROM: Frank G. Zarh 2%&

- SUBJECT: Natural Gas Sharteges

rd

-

BACKGROUND ' . d

At your direction, the Energy KResources Council formed
an interagency task force, directed by the Federal
Energy Administration, to assess the mezgnitude of

the upcoming natural gas shortage, its potential

and likely economic impacts, and to recommend action
to mitigate the problemn. :

This is a vital issue which affects our entire economy

and we will continue to improve our analyses of the

- shortage and impacts, as well as provide further
policy recommendations throughout the swamer and

fall. e

The remainder of this memorandum sumisrizes our
findings and recommendations. The attachment pro-
vides more details on the shortage, its economic
impact and the policy recommendations.

s/ .

v o




THE SHORTAGE

- .The natural gas shortage has been growing rapidly.

° in-l970, curtailments were 0.1 T¢f or less than 1
percent of consumption. Last year curtailments were
up to 2.0 Tcf or 10% of total demand (see Figure 1).

For 1975 they are forecast to increase by 45% to 2.9
Tcf (about 15 percent of demand).

- The shortage is most severe in the winter.
'°. This winter curtailments will be 1.3 Tcf, up from

1.0 Tcf last winter. This lower than expected increase

is due to the lag in demand growth as the cconomy

begins its upswing.

° A very cold wirniter (once every 10 years) would raise

the shortage to about 1.45 Tcf. .

= Even with natural gas deregulation, which is our primary
- long term policy objective, shortages can be expected

to grow in each succecding winter for several years and

could approach 1.8 Tci in the 1976¢/1977 heating scason.

ECONOMIC IMPACT THIS WINTER

- Because of the economic slowdown and much higher
prjces, no shortage and possilbily & surplus exists
.- in the intrastate marketq, primarily Loulslana, TeXas,
and Oklahoma.

- Economic impacts last winter were very scattered and
not significant nationwide. This was due to.
° Alternate fuels were available and many gas consumers
SWltchcd to propane and oil.

The economic slowdown and mild wcather reduced demand.

Conservation programs were implemented in some local
areas.

st

Some emergency natural gas deliveries were allowed
under existing FPC authoritics.

N
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To the extent there were economic impacts, they
were localized mainly in eastern and midwestern
states.

This. coming winter the shortage will increase by
about 0.3 Tcf and this is probably the most accurate
measure of economic impact.

This shortage is likely to be focused in about 15

states on the mid-Atlantic coast (from New York to
Georgia) and the Midwest (including Ohio, Missouri,
Indiana, and the farm belt), along with California.

o

Table 1 shows the potential economic impact in the
most affected states. As indicated in this Table,
the shortage in these ten states accounts for more

than half the national total.

Local communities within these states are likely
to feel an even greater impact where a factory,
which is a major empleoyer, may be forced to shut

. down or reduce output...- _ -

The economic impact could be magnified many fold by
a concurrent Arab embargo, as alternate fuels would
be unavailable. '

POLICY GUIDELINES

Policy recommendations should at least cover the

- incremental shortage. However, because it will

be growing in successive years and given the
uncertain rate of economic recovery, the weather

- or Congressional responce, actions to deal with
the total shortage should be proposed.

Recommending a comprehensive program will:

. 4

Put the President in the most desirable public
position, even if we can scrape through with less
than is requested of the Congress.

Take account of iohg legislative lead times for
succeeding winters.

Reduce downside problems in the event of a
simultaneous embargo. '

..
....
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Specific policy recommendations should:
°® Reduce demand and increase supply by national
actions to alleviate the shortage to the extent

practicable.

Avoid a nationwide Federal allocation program, except
in the event of an oil embargo. '

Take national action to assure that available
supplies can move among customers and from
intrastate to interstate markets.

Set up effective Federal/sfété mechanisms to deal
- with the local probklems -—- primarily by State ang
local officials. -

POLICY RECOMMENDATIONS

There are no decisions regyvired at this time since your
advisers agree on the broad administrative, legislative
and tax initiatives we should take. Their impact. is

‘summarized in the table helow.

Impact of Recommended Program

Savings

Winter
1975/76
(Bef)
Administrative 210
. Legislative -+ . 3757
Tax * 600
Total . 1185

At your direction the executive branch agencies will
implement the following administrative actions:

Action Agency
°® Establish an intensive and immediate FEA

energy conservation public education
program to reduce. inefficient uses of
natural gas.




Action Agency
°® Complete hearings and approval process repC
for new pipelines. to transport inter-
state gas.
° Exhort gas producers to increase FEA
production from shut-in wells.
° Alter practices and priorities of - FPC; FEA
natural gas use in utilities.
°. Increased emergency use of stored | FPC

gas as a result of FPC hearing
conclusions.

We are now drafting a Natural Gas Emergency Standby Act
of 1975 to be submitted to the Condress upon lls return
. containing the followxnc provisions:

"
-
-

Titles $_ hgency
Permit intersfate.pipelines to purchase FPC
gas from the intrastate market on an )
emergency 180 day baf'Jc at current

murkct prices.

Allow end-user purchases of uncommitted FPC
gas from the intrastate market at
current market prices.

Provide temporary standhy authority FEA; TFPC.
to allocate natural gas betwecn

‘interstate pipelincs as well as

intrastate pipelines in the event

of an embargo or similar emergency.

Provide temporary authorlty to place . FEA; FPC
a Federal moratorium, if needed, on

all new residential, commercial, and

utility connections of natural gas.

Provide temporary'éuthority to mandate FEA
electric utility and industrial boiler
use conversion from gas to oil or coal.



Titles ' . Agency
° Provide temporary authority to ban FER
use of natural gas for ornamental
lighting. '
° Provide authority to permit cur- FPC

tailed gas customers to purchase
gas from uncurtailed gas customers
at uncontrolled prices.

In addition, FEA will continue as the lead agency to deal
with natural gas contingency planning and, along with the
Federal Power Conwission, will convenae a meeting with the
Governors and key energy advisors in the most affected
states in late August.. At this mceting with t{he Governors,
the magnitude of the problen, and potential Federal and
~local actions to mitigate the impacts will be discussed.
The Administration will continue Lo press for an excise
tax on natural gas usc and insulation tax credits that
were previously proposed in your State of the Union
Message. T
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TABLE 1
ECONOMIC IMPACT IN MOST AFFECTED STATES

& of State .

' Reduction - Employment Total-éas Us
1974/75 1975/76 . 1975/76 As % of 1973 In Natural State Indust:
: Deliweries Reduction Reduction Industrial Gas Gas Using. .Employment
State (Bcf) (Bcf) : (%) Consumption Industries (In Thousand:
New Jersey 263 32 S 12% 41% 32% 717
Maryland L N 33 C 19 60 20 202
Virginia - 134 - 27 20 50 - : 9 . 116
North Carolina .. 134 39 20 ) . 33 . 552
South Carolina 123 17 14 20 29 | 227
Pennsylvania 723 60 - . 8 ? S 17 23 . 854
Ohio . 1072 . 9g 9 22 29 996
New York £03 (4) (D | (3) o _ 1249
Missouri - 375 37 10 31 18 . 249
‘Iowa ! 169 29 17 22 14 101
Total (10 States) 3767 368 AN
% cf U.s. 33% 54% )



NATURAL GAS ASSESSMENT £ )

SHORTAGE C ' .

The natural gas shortage. has been growing at an alarming rate
in recent years. Demand for natural gas has steadily increased
because of its clean-burning properties, low-cost, and until
recently, accessibility. It is consumed by over 40 million
residences, 3.4 million commercial establishments, and over
200,000 industrial users. While demand has increased, proved
reserves have declined since 1967 and production peaked in 1973.

’ - The decline in production of 1.3 Tcf in 1974 is equivalent to

‘ over 230 million barrels of oil. Further, the regulated price
in the interstate market (51 cents per thousand cubic feet) has
resulted in a growing market share for the intrastate market
where prices are unregulated (market share has shifted about
5 percent since. 1970). o

- As demand increased and supply deciined, shortages bhegan to
.develop. 1In 1970, for the first time, interstate pipelines
curtailed some of their customers. Curtailments’(generally
defined as requirements less deliveries) grew from 0.1 trilljon
cubic feet (Tcf) in the 1970/71 season (April-March) to 2.0
- Tcf in 1974/75, as shown below:

TABLE 1
CURTAILMENT TRENDS

Year o Annual Firm 1/ Heating Season (Nov.-Mar.)
(April-March) - Curtailments (Tcf) Curtajlments (Tef) o
'1970/71 0.1 0.1

1971/72 0.5 0.2

1972/73 o d.1 0.5

~1973/74 1.6 0.6

1974/75 . 2.0 1.0

1975/76 (expected) 2.9 1.3

1976/77 (forecast) about 4.0 about 1.9

s 4

Even with natural gas deregulation, shortages are expected to

grow in each succeeding winter for the next several years, although
at a much slower rate than without deregqulation.

The shortage was also fe&lt in the intrastate market and curtail-
ments were experienced in several producing states (e.q., Louisiana).
In the last year, however, the increase in Tintrastate prices,
economic slowdown, reduced refinery runs (many refineries use
natural gas as fuel) and conservation have relieved the intrastate
shortage and resulted in a temporary surplus. The major producing

states are Texas, Louisiana, Oklahoma, California, New Mexico, and
Kansas. - ' ' :

1/ Pipeline to pipeline curtailments hotkincluded in 1974-1976 data..
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While curtailments are normally used to measure the shortage,

the most appropriate and consistent measure of the problem

we face this year is the reduction in deliveries this year over
last year, plus any increase in demand. Deliveries are expected
to decline this winter by about 350 billion cubic feet (Bcf), but
demand is also expected to decline. Even assuming a normal winter
the economic recovery will not be rapid enough to increase natural
gas demand -over last winter. With a normal winter, demand will

be about 125 Bcf less than last winter; with a cold winter, it
will be about level. Thus, the incremental shortage in this
heating season over last year will be almost 250 Bcf.

ECONOMIC IMPACT

Natural gas shortages are distributed unevenly. Within one
region or state, some areas may have adeguate supplies while
other areas are being severely curtailed, because the shortage
depends upon a particular pipeline's suvpply situation.
Although the average interstate pipeline reports curtailments
of 19 percent of demand, some pipelines will have to curtail
almost half their requirements. National macroeconomic esti-
mates of the impacts of the shortage tend to understate its
severity. Thus, rather than try to predict impacts on a national
level, the task fcrce has concentrated on the Jocal aress most
likely to be affected. ‘ ~

Last year, very little unemployment or plant shutdowns occurred

as a result of natural gas unavailability. . Most plant closings
.occurred because of the recession and many shutdowns were avoided
. by- availability of alternate fuels (propane, butane, distillate

or residual o0il), emergency diversion of natural gas, mild weather
or conservation. There were scattered examples of plant closings

. during the heating season. in Virginia, North Carolina, New

Jersey and other states, but in general, almost everybody was
able to squeak through.

As a result of the analysis of last year's impacts, it is
apparent ‘that the major policy actions should concentrate on
reducing the additional shortage expected in this heating
season, maintaining the availability of alternate fuels, and
preparing for even greater shortages next year. '

The areas likely to expefience the greatest economic impact
this winter are the mid<Atlantic states stretching from Southern
New York to Georgia and several midwestern_states, such as Ohio,

N oy T Y L
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West Virginia, Kentucky, Missouri, Illinois, Iowa, and Nebraska.
California, which used over 1.5 Tcf last year could also
experience substantial impacts.

In North Carolina, which is probably the most severely
Aimpacted state and is served primarily by the heavily

curtailed Transcontinental Pipeline Co. (Transco), it is
estimated that about two-thirds of the industrial customers-
will be cut off from natural gas. Most of these firms --.
primarily textile, chemical, and glass -- do not have alternate
fuel capability. 1In New Jersey, which is also heavily cur-
tailed by Transco, the northern part of the state is relatively
free of curtailments, while Southern New Jersey's chemical’
industries- 'may be affected. Ohio's industrial curtailments
could reach 60 percent, but most impacts will be expericnced
by smaller stone, clay, and glass industries in the central
part of the state. Even in states that are not as short of
gas, such as Indiana, a utility serving 50 small towns each

with only one industry may have to shut down one-third of these
plants. ,

In some communities the impacts could be ecspecially severe. In
Danville, Virginia last year, concerted action by local govern-
ment officials, industry, and Tesidential gas users avoided

the shutdown of four major manuvfacturing plants (Dan River
Textiles, Corning Glass Works, Goodyear Tire and Rubber's
largest truck and airplane tire facility, and U.S. Gypsum)

- employing over 10,000 of the area's 50,000 residents. A massive
public education medlo campaiqgn and conversions to alternate

fuels by a local" hospltal saved almost 15 percent of the c:ty sw\

heating requirements in about half the wintier. A '"ﬂ\\
: ’ . “ v&.h
. - PR . S - . . . - ~‘; '
Since residential and commercial users receive first priority *... //
under Federal Power Commission guidelines, natural gas cur- i
tailments generally affect industry most. In particular,

industries which cannot switch to alternate fuels or are not
prepared -to switch (such as chemicals, motor vehicle parts,
textiles, fertilizer, and glass) may experience

" considerable 1mpactq Even when alternate fuels are available,
their use will increase costs and will put some companies at a-
competitive disadvantage with companies in other states that
are not experiencing cuxtailments.

] _'1-"

As 1nd1cated in Table 2.more than half the reductions in
deliveries will occur in ten states In soume of these states,
the reduction in deliveries will be more than half the 1973
industrial gas consumption. Also, -in some states, about one-
third of industrial empluyment is in industries that use natural
gas. Nevertheless, it should be recognized that availability

of alternate fuels can substantially reduce the unemployment

effects, but the accompanying higher priced fuel may result in
economic problems.
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TABLE 2 _ :

ECONOMIC IMPACT IN MOST AFFECTED STATES

f \ oy 0 . 4 . . .
| IR i . : : ‘

T , . % of State ', .

co oo - ) Reduction - Employment Total Gas Using

1974/75 1975/76  1975/76 As % of 1973 In Natural .State Industry

{ » . Deliveries Reduction . Reduction Industtrial Gas Gas Using ' Employment
i,“—e.' - ! (Bcf) . (Bcf) (%) Consumption Industries "(In Thousands)

‘Jersey . . 263 32 . 12% 413 o 328 . . 111 ‘
Fylana - 7 171 33 - 19 60 20 202
;cginia | "o 134 27 20 50 e 9 116
f Rt . o ' ) L S
fth Carolina RUU138 390 29 41 .33 . . 552
hth carolina 123 . 17 14 . 20 | 29 T 227
hnsylvania o723 60 .. 8 I & 2 23 .. 854 '
fho | 1072 98 ' 9 22 " 29 © 996 !
3 P . ’
b York . " 603 (4) . (1) (3) 21 1249
Esouri ' 375 37 10 31 18 249
| - ' o . : 4
ka o 169 29 To17 22 | 14 101
kal (10 States) 3767 - . 368 L '

: . oo

% of U.S. : 33% © 54% K




"POLICY RECOMMENDATIONS

A wide range of potential Federal and local government policy
actions has been reviewed. Every conceivable alternative
was evaluated for its feasibility, possible energy and economic

impact, ease of implementation, legislative requirements, and
timing of effects.

The policy options have been evaluated with the following basic
guidelines: ' ’

- fThe intrastate market is likely to be saturated
and some surplus gas may be available.

— The major problems to bhe solved now are a national
shortage of 250-400 Bcf above last winter-
and several localized situations.

-~ Policy recommendations should try to accomplish
more than the incrementeal shcriage over last year,
- since weather could be severe, economic recovery could
be more rapid than expected, and implementing:these
actions may/take some tine.

T
4

- fThere are a number of .actions that must be taken to
begin solving next yeaxr's growing problem.

- TFederal policies should attempt to bring the national

shortage to a managcable level, while providing assis-

~tance to state and local governments in/solving their
‘particular proklems.

We should ask for more than is really needed to manage

the problem so that the Executive Branch can be postured

. ___as dealing fully with the shortage and to prepare for.
‘any unexpected events, such as an 0oil embargo.

- Recommend all actions that are good public policy.
"even if they have greater impact than required,
‘then proceed to add measures that are needed to

deal with local problems.

- Natural gas allocation programs should be avoided
except in the .event of an o0il embargo.

P




The recommended administrative and legislative policies shown
-in Table 3. can reduce this year's shortage by about 1.2 Tcf if
the 37¢/mcf excise tax were enacted and by about 0.6 Tcf without
the excise tax. The administrative actions save slightly less
(about 210 Bcf) than the incremental shortage over last winter,
but augmented by the legislative actjons tould relieve almost
the entire shortage. THese are Federal policy actions which
make sense to initiate, can be implemented this year, and can
reduce the shortage to a level below that of last year. These
‘measures-allow the marketplace to allocate supply to the
maximum extent possible and contain few negative features.
Consumer groups, however, are likely to claim that purchase of
‘gas in the intrastate market for shipment via interstate pipe-
lines is a backhand way of achieving deregulation of gas prices.
Some of the legislative authorities are needed on a
standby basis or to cope.with an even larger shortage next
year. These actions involve a larger uge of regulatory powers
to conserve or allocate natural gas supplies. The greatest
potential relief of the natural gas problem in the next few
years could be achieved through forced conversions of power-
pPlant and industrial boiler use of natural gas. .- About one-third
of gas consumption continues to be vused in thé generation of
steam (about 6 Tcf), mostly in the Southwest. With gas more:
plentiful in these areas becalse of higher prices, there have
been few curtailments and little incentive to switch to o0il or
coal. Further, environmental restrictions and the capital cost
to convert have deterred such shifte. Although mandatory con-
versions and moratoriums on new residential or commercial
' connections may be desirable public policy, it should be
recognized that these actions will have considerable cost and .
would represent Federal intrusion into private decisions at
the local level.

/

The allocation of natural gas has considerable allure on the
surface. By allocating about 330 Bcf, the curtailment on
almost every pipeline could be reduced to 25 percent. However,
‘allocation presents several problems: '
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TABLE 3'
. POLICY RECOMMENDATIONS

THIS WINTER'S
EXPECTED GAS

ACTION ' - AGENCY SAVINGS (Bcf)
ADMINISTRATIVE: o
° Expedite new pipelines ' FPC 40
°® Intensive public education program FEA 65
to reduce inefficient gas use . :
° Exhort production from shut-in ~ FEA -~ 5
wells :
' ° Alter utility practices - FPC/FEA 50
°® Increased emergency use of FPC 50

stored gas

LEGISLATIVE:
® Stimulate and allocate propane - ‘ FEA 50
® Allow end-usecr gas purchases FPC ' , 75
° Allow 180 day emergency pipeline FPC o 250
gas -
¢ Standby allocation authorities FEBC
® Permit swaps among end-users-- - - FPC
® Mandatory boiler use conversions FEA ' Minimal
° Moratorium on new residential, FPC Minims)
commercial, and utility gas ’
connections
° Ban on ornamental lighting FEB Minirnel
PREVIOUSLY RECOMMENDED:
° Natural gas deregulation . FPC Minimal
° Insulation tax credits -- : © Treasury Minimal

° . Excise tax on natural gas-use " Treasury 600
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- It represents a bail-out for poor planning in some
areas and involves taking away gas from some pipelines
which have previously managed to avoid substantlal
curtailments

- ~By removing gas from an area that had not experienced
curtailments, economic problems could be created
since users who would now be curtailed may not be at
all prepared for such shortages and may not be able to
secure or use alternate fuels. These problems may be
larger than those being solved in the areas receiving
allocated gas.

- Once the framework for an allocation system is in place,
there is tremendous pressure to vtilize it and special
interests are built-up. :

- The data base needed té allocate effectively is not
yet available. ' P

- Pipeline interconnectiong to support redLlocatJonf may
not always be readily available.

Despite the cavtions about allocation, such authoritics may be
desirable to deal with local emergencies and may be necded in the
event of an o0il embargo. If an embargo were to occur, the alter-
nate fuels would be in extrenely short cooply, and.the aveilable

gas ‘will need. to be allocated.

Some -of the actions being propased for next year could have an
"impact before the end of this year's heating season. Anything
that can stimulate purchase and installation of insulation can
reduce heating requirements and make more gas available for
essential industrial use. Further, although most supply
enhancement activities will take time to implement, some
.could pay off in 1976-1977.

The uneven-.distribution of natural gas shortages means that

some states or local areas will experience adverse economic
impacts while others will have no probhlem if these Federal

actions are implemented. Rather than a Federal regulatory
approach to solve these problems, it is suggested that local

- governments receive Federal guidance, but try to help them-

. selves, It is recommended that the governors of the most severely
impacted states and .their cnergy advisers be invited to Washington
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to meet with FEA and FPC and be given a thorough briefing of
the expected problem and that a discussion of policies be
carried out. A number of suggested local actions could be
discussed at this meeting, including:

‘The Federal government will provide each state

with its entire data base. concerning expected
shortages and their impacts; monitor changes
in supply, demand, and alternate fuels; and
provide technical assistance to the states to
help manage the problem. '

Intensive conservation programs for boiler use of natural
gas, residentisal, and commercial wsers, including case
histories of residential-industry cooperation. Boiler
fuel use reprcsents cver 1/3 of the natvral gas market.

Use of surcharges for consumption above a certain
base levc). used lazst year; along with rebates for
consumption much less than last yeax. For example,
there could be a 100 percent svrcharge-for consump-
tion above 90 percent of last year's residential
use, with some rebates for consumption below 80
percent of last year. '

Application of a voluntary “"buy-back" procedure,
in which pipeclines buy bhack gas from users with
alternate fuel capability at a price equal to the
price of the alternate fuel (over $2.00 per mcf)
and then sell the gas at the highexr price to uvaers
without alternate fuel capability. This could be
implemcnted by & state public utility commi ssion.
Greater use of peak load pricing to reduce peak
consumption of electricity, which is often
generated by natural gas.

In considéring these recommended pclicy actions, a number of’
other alternatives were examined and rejected for a variety of

reasons.

A list of these options is given in %able 4. .

TIMING OF ACTIONS

- It is recommended that .the following sequence of events take place
by the time the Congress returns:

Announce immediate implementation of administrative
actions.

-
4

Designate FEA as the lead Federal agency to deal
with natural gas contingency planning and imple-
mentation. »



http:natur.al

- 10 -

. - ' TABLE 4

OPTIONS ELIMINATED FROM CONSIDERATION

Options
Increase LNG imports from Algeria

-~

Negotiate increased imports from
Mexico and Canada

r -
)

Accept payment in-kind for pro-
duction from federal lands and
allocate to interstate pipelines
most in need )

Increase production from offshore
shut-in wells

A

Increase LNG imports from Alaska . e

Increase domestic production
through in-field drilling in
the Blanco-Mesaverde gas fields

Increase production of the Hugoton
gas field through override of
Kansas gas production rules

Define and prohibit non-essential
uses of natural .gas consumed on-
site by end-users in the resi-
dential and commercial sectors

. countries.

through a regulatory approach.

legislation

.drilling rig, and extreme

‘analysis -

Reason for Elimination

There are no actions which can
be taken by the government to
increase LNG imports for the
75-76 winter heating season.

There is little potential for
increased imports from these

Most royalty gas is presently ¢}
sold to pipelines experiencing
curtailments ' i

There is no way to significantl?
increase production from shut-
in wells {for the 75-76 winler

i

Potential is too small (3-6 Bef
in comparison to the expected
opposition of the reqguired

Small potential per &dded

difficulties in obtaining
reqguired drilling rigs

Lead tines for new compresscors
are too long, even if override
of Kanses production rules
could bc obtained

Safe elinination of Ppilot
lights. would require excessive |
lead times and requires furthern
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Invite Governors of most impacted states to a White

House meeting in early September to discuss expected
shortages and possible local measures to reduce its

impacts. '

- Submit legislative package to the Congress in early
- September containing immediate, standby, and longer-
térm measures.

The recommended actions, both immeaiate and standby could
substantially reduce the impact of shortages and would be
supplemented by existing emergency relief procedures.

T



FEDERAL LENERGY ADMINISTRATION

WASHINGTON, DC. 20161

OFEFICE OF TTE ADMINISTRALOR

rugust 6, 1975

MEMORANMNDUM FOR THE PRESLDENT

THRU : Rogers C. B. Morion
g P
FROM: Frank G. Zark 9)\

SUBJECT: Natural Gas Shortaoes

BACKGROUND

At your direction, the Energy Resourcaes Council formed
an interagency task force, divected by the Federal
Energy Adndnistration, to assess the magnitude of

the upcouming naturel gas shortage, 3te potent:ial

and likely economic impacts, and to recommend action
to mitigate the prohlen.

k
3

This is a vital issue which affects our entire econony
and we will continuc to improve our analyses Of tLhe
shortage and impacts, as well as provide further
policy recowrendations throughout thoe swwuaer and

fall. ol

The remainder of this manorandwh sumu:ryizes our
findings and recommendations. The attachment pro-
vides more details on the shortage, its economic
impact and the policy recommendaticns.
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THE SHORTAGE

Y

The natural gas shortage has becen growing rapidly.

"o Fn 1970, curtailments were 0.1 Tcf or less than 1

percent of consumption. Last yearx curtailments were
up to 2.0 Tcf or 103 of total demand (sece Figure 1).

o ror 1975 they are forecast to increase by 45% to 2.9
.pcf (about 15 percent of demand) .

The shortage 1S most severe in the winter.

0. phis winter curtailments will be 1.3 Tcf, up from

1.0 Tcf last winter. This lower than expected increase
is due to the lag in demand growth as the ccopomy
begins its upswing. '

o p'very cold winter (once every 10 years) would raise
the shortage to about 1.45 Tcf. Lo

Even with natural gas deregulation, which is ocur primary

long term policy objective; shortages can be expected

to grow in ecach succecding winter for several years and

could approach 1.3 Tci in the 1976/1¢77 heating season.

ECONOMIC IMPACT THIS WINTER

Because of the economic slowdown and much highex

prices, neo shortage and possilbly & surplug exists

in the intrastate markets, primarily Louisiana, Texas,

and Oklahoma.

Economic impacts last winter were very scattered and
not significant.nationwjde. *This was due to:

o Alternate fuels were available and many gas consumers
switched to propane and oil. o '

© The economic slowdown and mila weather reduced dewand.

o Conservation programs were implemented in some local
areas. ..

X .
° 'Some emergency-natural gas deliveries were allowed

under existing FPC avthoritics.
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To the extent there were economic impacts, they
were localized mainly in castern and midwestcermn
states.

This coming winter the shortage will increase by
about 0.3 Tcf and this is probably the most accurate
measure of economic impact.

This shortage is likely to be focused in about 15
states on the mid-Atlantic coast (from New York to
Georgia) and the Midwest (including Ohio, Missouri,
Indiana, and the farm belt), along with California.

° Table 1 shows the potential economic impact in the
most affected statec. As indicated in this Table,
the shortage in these ten states accounts for more
than half the national total.

Local communities within these states are likely
to feel an even greater impact where a factory,
which is a major empleoycr, may be {forced tc shut
down or reduce output... - :

The economic impact could be magnified many fold by
a concurrent Arab embargo, as alternate fuels would
be unavailable. '

POLICY GUIDELINES ’

Recommending a comprehensive program will:

Policy recommendations should at least cover the

"incremental shortage. However, beccause it will

be growing in successive years and given the
uncertain rate of economic recovery, the weather
or Congressional response, actione to deal with
the total shortage should be ‘proposed.

o put the President in the most desirable public
position, even if we can scrapc through with less
than is requested of the Congress.

° Take account of iphg legislative lead times for

succeeding winters.

Reduce downside problems in the event of a
simultaneous cmbargo. C

i

%
o« £ 0
<

ul
o



http:E;U!t.CS

-5~

- Specific policy recommendations should:

o Reduce demand and incrcase supply by national
actions to alleviate the shortage to the extent
practicable. '

o avoid a nationwide Federal allocation program, except
in the event of an oil embargo.

o .7Take national action to assure that available
supplies can move among customers and from
intrastate to interstate markets.

(]

Set up effective Federal/State mechanisms to deal
. with the local proklems -- primarily by Statc ana
local officials.

POLICY RECOMMENDATIONS

There are no decisions reyuvired at this time since your
advisers agree on the broad administrative, legislative
and tax initiatives we should take. Their impacl is
summarized in the table below.

Impact of Recommended Prograr

Savings
Winter

1975/76
(Bef)
Administrative 210
_Legislative - 3750
Tax * 600
Total ST 1185

- At your direction the executive branch agencies will
implement the following administrative actions:

Action - | ngeney
© pEstablish an intensive and immediate FEA

energy conservation public education
program to reduce. inefficient uses of
natural gas.

-
g
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Action ' Agency
° Complete hcarings and approval process j e
for new pipelines. to transport inter-
state gas. )
°© Exhort gas producers to jincreanc FEA
production from shut-in wellgc.
°© Alter practices and priorities of FPC; FEA
* patural gas use in utilities.
[+

Increased emergency use of storad 1C
gas as a result of FPC hearing
conclusions. :

We are now drafting a Natural Gas Emergency Standby Act
of 1975 to be sulmitted to the Congress upon ils return
containing the following Provisions:

-
-

Titles . gency

Permit interctate pipelines to purchase FPC
gas from the intrastate market on an )
emergency 180 day basis at current

market prices. ' :

Allow end-user purchascs of uncomnitted ¥rc
gas from the intrastate market at
current market prices.

Provide temporary standly aullhority PEA; PrC.
to allocate natural gas betwecn
jnterstate pipelines as well a=s
intrastate pipelines in the event
of an embargo or similar emergency.

provide temporary authority to place FEN; ¥rC
a Federal moratorium, if neceded, on

all new residential, commercial, and

utility connections of natural gas.

Provide tomporary'authority to mandate FLEA
electric utility and industrial boilcr
use conversion from goas to 0il or coal.
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Titlcé hgency
°© provide temporayvy autbol ity to han FEM
use of natural gas for ornamental
lighting. '
o provide authority to permit cur- FPC

tailed gas custoners to purchase
gas from uncurtailed gas customers
,at uncontrolled prices.

In addition, FEA will continue as the lead agency to deal
with natoral gas contingency planning and, along with the
Federal FPower Comrission, will convenc a meeling with the
Governors and key enexay advisors in the most affected
states in late Buygust. AT this meeting with the GOVernors,
the magnitude of the prokl e, and potential Federal and
local actions to mitigate the inpacis will be discussed.
The Administration will continue Lo press for an excisc
tax on natural gas use and insulation tax cresits that

were previously proposed in your state of the Union
Message. o '
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Sﬁate

New Jersey

Maryland

Virginia

North Carolina
South Carolina
?ennsylvania

Onio

New York

Misscuri
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Rhra- (10 States)
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TABLE 1
ECONOMIC IMPACT IN. MOST AFFECTED STATES
s of State .
Reduction Employment Total Gas Using

1974/75 1975/76 1975/76 Az % of 19723 IA Natural State Industry
Deliveries Reduction Reduction Industrial Gas Gas Using Employment
(Bcf) (Becf) (%) Corsumption Industries {In Thousands)

263 32 12% 41% 32% 717

171 33 19 60 20 202

134 27 20 S0 9 116

134 39 29 41 33 552

123 17 14 ‘ 20 29 227

723 50 8 ) 17 23 . 854

1

1072 98 9 22 2% 296 f

523 (&) (1 (3) 21 1249

373 37 19 31 13 242

169 29 17 22 14 101

3787 358 .

AS
33%, 54%
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TAB 1

NATURAL GAS ASSESSMINT

SHORTAGE

The natural gas shortage. has been growing at an alarming rate
in recent years. Demand for natural gas has steadily increased
becausc of its clean-burning properties, low-cost, and until
recently, accessibility. 1t is consumied by over 40 million
residences, 3.4 million commercial estaklishments, and over
200,000 industrial users. While demand has increased, proved
reserves have decliped since 1967 and production peaked in 1973.
The decline in production of 1.3 Tcf in 1974 is eguivalent to
‘over 230 million barrels of oil. Further, the regulated price
in the interstate market (51 cents per thousand cubic feet) has
resulted in a growing market share for the intrastate market
where prices are unregulated (merket shere has shifted aboutl

5 percent since. 1970).

As demand increacsed and supply decliined, shortages began to
develop. In 1970, for the first time, interstate pipelines
curtailed some of their customers. Curtailments (generally
defined as requirements less deliveriec) grew from 0.1 trillion
cubic feet (Tcf) in the 1970/71 scason {April-March) to 2.0

Pcf in 1974/75, as shown below:

TABLE 1
CURTAILMENT TRERDS

Year o Annuval Firm 1/ Beating Season (Nov.-Mar.)
(April-March} Curtailments (Tcf) Curtailments (Tcel) ~
1970/71 0.3 0.)

1971/72 0.5 0.2

1972/73 1.1 0.5

1973/74 ‘ 1.6 0.6

1974/75 . 2.0 1.0

1975/76 (expected) 2.9 1.3

1976/77 (forecast) about 4.0 about 1.9

Even with natural gas deregulation, shortages are expeclted to
grow in each succeeding winter for the next several yecars, although
at a much slower rate thag’without dercgulation.

The shortage was also felt in the intrastate market and curtail- .
ments were experienced in several producing states (e.qg., Louisiana) .
In the last year, however, the increase in intrastate prices,
economic slowdown, reduced refinery runs (many refinerics use

natural gas as fuel) and conservation have reliceved the intrastate
shortage and resulted in a tcmporary surplus. The major producing
states are Texas, Louisiana, Oklahoma, -California, New Mexico, and
Kansas.

1/ Pipeline to pipeline curtailments not included in 13}fﬁfﬁﬁg\<ata.
- . S
. s
o,
. H l;,(]‘ [~}
- . e . - . . ., i §3§
4

3
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while curtailments are normally used to measure the shortade.

the most appropriatc and consistcnt measure of the problem

we face this year is the reduction in deliveries this ycar over
1ast yearr plus any increase in demand - DeliVQrics are expcctod
to decline this winter by about 350 pillion cubic feebt (Bcf), but
demand js also expected to decline- pven asgsuning @ normal winter

the econonic recovery will not be rapid enough to jpcrease patural

will be about jevel. Thus the-incremental shortadge in this

“_heating season over 1ast year will b€ aimost 250 Bcf.

Natural gas shortages are distributed unevenly. Wwithin one

- region CT state, some arecas may have zaegvate cupplies while

other arees are being severcly curtailed, pecause the shortagc

depends upon @ partlcular pipeline‘s suppty gitvuatjon:

although the averagde intcrstate piymiino reporis curta;lments
of 19 percent of demand, some pipelineo will have to curtail
almost half their renuirements. natione! macroeconomic esti-
mates of the impacts of the shortage tend to understate jts
severity- Thus, rather Lhan Lty to predict jmpacts on a national
1evel, the rask foree has conccntratea on the jocal ayeas most

1ast year: very 1Litile unemployment or plant shutdowns occurred

as a yesult of natural gas unavailability. Most plant closings
occurred because of the yecession and many shutdowne weye avoided
by-availability of alternate€ {uels (propan€: putané: aistillate

or residual o0il) s emerygency asversion of natural gas: mild weatheT
or conservation. There WCIe€ scattereﬁ eyamples of prant closings
during the heating season.in virginia, Noxrth carolina: New

JexseyY and other states: put in general, almost everybody was

able to squeak through. .

hs & result of the analysis of last rear's jmpacts. it is
apparent that the major policy actions should concentrate on
reducing the additional shortage expected in this heating

_ season: maintaininq the availability of alternate fuels: and
'preparing for even greater shortages next year-

The areas 1ikely to expericnce the grcatcst economic jmpact

this winter are the mid4Atlantic states stretchind fyom gouthern
New York to ceorgia and soveral midwestern atatos, such as ohio.
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West Virginia, Xentucky, Missouri, I1linois, Towa, and Nebraska.
California, which used over 1.5 Tcf last ycar could also

.experience substantial impacts.

In North Carolina, which is probably the most severely

Ampacted state and is sc¢rved primarily by the heavily

curtailed Transcontinental Pipeline Co. (Transco), it is
estimated that about two-thirds of the induslrial customers.
will be cut off from natural gas. Most of these firms —-
primarily textile, chemical, and glass -- do nol have altcrnate
fuel capability. 1In New Jersey, which is also heavily cur-
tailed by Transco, the northern part of the state is relatively
free of curtailments, while Southern New Jerscy's chenical
industries may be affected. Ohio’'s industrial curtailments
could rcach 60 percent, but most impacts will be expericnced

by smaller stone, clay, and glass jindustries in the central
part of the state. Even in states that are nol as short of
gas, such as Indiana, & utility serving 50 small towns each
with only one industry may have to shul down one-third of these
Plants. - .

'l
In some communitics the impacts could be especdially severe. In
Danville, Virginia last year, concerted action by local govesn-
ment officials, industry, and residential gas users avoided
the shutdown ¢f four mejor manufacturing plants (Dan River
Textiles, Corning Glass Works, Goodycar Tirc and Rubber's
largest truck and airplane tire facility, and U.S. Gypsum)
employing over 10,000 of the area's 56,060 residents. A massive
public education medis campaign and converzions to alternate
fuels by a local hospital saved almost 15 percent of the city's
heating reguirements in akout half the winter.

Since residential and comnmercial users receive first priority
under Federal Power Cormission guidelines, natural gas cur-
tailments generally affect industry most. 1In particular,
industries which cannot switch to alternate fuels or are not
prepared to switch (such as chemicals, motor vehicle parts,
textiles, fertilizer, and glass) may experience

considerable impacts. Even when alternate fucls are available,
their use will increase costs and will put some companies at a
competitive disadvantage with companies in other states that

-are not experiencing curtailments.

As indicated in Table 2, more than half the reductions in _
deliveries will occur in ten states. In some of these states,
the reduction in deliveries will be more than half the 1973
industrial gas consumption. Also, in some states, about one-
third of industrial employment is in industries that use natural
gas. Nevertheless, it should-be rxecognized that availability

of alternate fuels can substantially reduce the unemployment
effects, but the accompanying higher priced fucl may xg i
economic problems. '

iy -y e R R Y g 4
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TABLE 2 _ g
ECONOMIC IMPACT IN MOST AFFECTED STATES

$ of State

33% 54

A

. Reduction .- Employment Total Gas Using
1974/75 1975/76 . 1975/76 As % of 1973 In Natural  State Industry
Deliveries Reduction . PReduction Industrial Gas Gas Using Empleyment
(Bcf) (Bci) (3) _ .Consumption Industries (In Thousands)
263 32 . 12% 413 323 717
171 33 - ¢ 18 60 20 202
134 27 20 50 9 116
L134 39" 29 43 33 552
123 17 Mo 20 29 227
i 3 4
723 60 .. 8 I & 23 854 P
B ) ) . S
1072 08 ‘ 9 22 29 996 !
603 (4) (1) 3 21 1349
375 37 10 3% 18 249
169 29 i7 22 14 101
3767 - 368 . -
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POLICY RECOMMENDATIONS

A wide range of potential Federal and local government policy

actions has been reviewed. Every conceivable alternative

was evaluated for its feasibility. possible encrgy and cconomic
impact, ease of implementation, legislative requircments, and
timing of effccts.

The policy options have becn evaluated with the following basic
guidelines:
- fThe intrastate marret is likely to be saturated
and some surplus gas may be available.

- The major problems to e solved now are a national
shortage of 250-400 Bcfl above last winter
and scveral localized cituations.

- Policy rccommendations-should try to accomplish
more than the incremenieal shertage over last ycar,

- gince weathex could be severe, eccnomic.rbcovery could
be more rapid than expected, and implementing:these
actjons may take some time.

-~ fThere are a numher of actione that must be taken to
begin solving next year's growing problem.

- TFederal policies should attempt toO bring the national

shortage to a nanagcable level, while providing assls~

_tance to state and local governments in solving their
‘particular problems.

- We should ask for more than is really necded to manadge
the problem sO that the Executive Branch can be postured
as dealing fully'with the shortage and to prepare for
any unexpected events, such as an oil embargo.

- Recommend all actions that are good public policy.
“even if they have greater impact than required, :
then proceed to add measures that are needed to
deal with local problems.

~ Natural gas allocation programs should be avoided
© except in the event of an oil embargo.

P

R v e em—
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The recommended administrative and legislative policies shown

in Table 3. can rcduce this year's shortaqge by about 1.2 Tef if
the 37¢/ncf cxcise tax werc onacted and by about 0.6 vcf without
the excise tax. The administrative actions save slightly less
(about 210 Bcf) than the incremental shortage over last winter,
but augmented by the legislative actions could rclieve almost
the entire shortage. These are Fedcral policy actions which
make scnse to initiate, can be implementced this ycar, and can
reduce the shortage to a ljcvel below that of last year. These

‘measures allow the marketlplace -to allocate supply to the

maximum extent possible and contain few negative features.
Consumér groups, however, are likely to claim that purchase of
gas in the intrastate market for chipment via interstate pipe-
lines is a backhand way of achieving deregulation of gas priccs.

Some of the legislative authorities are nceded on a, o
standby basis or tc cope. with an even larger shortage next

year. These acijons invcelve & larger use of regulatory pPoOwers
to conscrve cor allocate natural gas supplies. The greatest
potential relief of the natural cas problem in the next fow
years could be achieved through Foraed conversions of power-
plant and industrial boiler use of natural gas.--hbout onec-thixd
of gas consumption continpucs te ke usced in the generation of
steam (about 6 Tci), mostly in the southwest. With gas more
plentiful in thece areas becadse of higher prices, there have
been few curtailments and little incentive to gwitch to o0il or
coal. TFurther; environmental restrictions and the capital cost
to convert have deterred such shifts. Although mandatory con=
versions and moratoriums On new residential or commercial
connections may be desirable public policy, it should be
recognized that these actions will have considerahble cost and

would represent Federal intrusion into private decisions at
the local level.

The allocation of natural gas haz considexable allure on the
surface. By allocating about 330 Bcf, the curtailment on
almost every pipeline could be reduced to 25 percent. Howevel,
allocation presents several prohlems:
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TARLE | 3

POLICY RECOMMENDATIONS

ACTION

ADMINISTRATIVE:

Expedite new pipelines

Intensive public cducation program

to redunce inefficient gas use
Exhort prodvction from shut-1in
wells _

Alter utility practices
Increaccd emergency use of
stored gas

LEGISLATIVE:

o gtimulate and allocate propanc:

°© Allow end-uscr gas purchagses

e Allow 1&0 day emergency pipelina
gas

e  Standby allocation sulhorities

° permit swaps among end-users T o

o Mandatory boiler use conversions

© Moratoriwns ou new recidential,
commercial, and utility gas
connections

-]

Ban on ornsmental lighting

PREVIOUSLY RECOMMENDET:

°o

©

Natural gas deregulation
Insulation taz credits -
Excise tax on natural gas-use

PHIS WINTER'S
EXPECTED GAS

AGENCY SAVINGS (bef)
FPC 40
FEA 65
FEA ) 5
¥YPC/FEA 50
FPC 50
FEA 50
¥pC Th
FrC o 250
FEC

FpC

FEA ) Mininsl
FPC Minimel
rEn Min jmeld
FPC Minimal
Treasury Miniwal
Treasury 600
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- It represents a bail-out for poor planning in some
arcas and involves taking away gas from somc pipelines
which have previously managed to avoid substantial
curtailments

- By removing gas from an arca that had not experienced
curtailments, economic problems could be created
. since users who would mow be curtailed may not be at
all prepared for such shortages and may not be able to
secure or use alternate fuels. These problems may be
larger than those bkeing solved in the areas receiving
allocated -gas.

- oOnce the framcwork for an allocation system is in place,
- there is tremendous precsure to vtilize it and special
intereste are built-up. :

- The data base needed ta allcocate effectively is not
yel available. P

-

~ Pipeline int erconneetione to sunnort reallocalsons nmay
not always be readily available. '

1

/
Despite the csuvticns about sllocaticn, soch authoritics mey he
desirabls to deal with leocsl emergencies and nay be necded in the
event of an 0il embergo. If an embargo were to occur, the alter:

nate fuels would bhe 0 extremely shhrt cupply, and.the aveileble
i\ o gas -will need. to be allocated. ¢

some of the actions bLeing proposed {or nedt year could have an
impact before the end of this year's heating season. Anything

’ that can stinuvlate purchase and installation of insulation can
: reduce heating requirements and make more gas available fov

essential industrial use. Further, although most supply

enhancement activitics will take time to implement, some

_could pay off in 1976-1977.

The uneven distribution of natural gas shortages wmeans that
some states or local arcas will experience adverse economic
impacts while others will have no prohlem if these Federal
actions are implemented. Rather than a Fedexral reqgulatory

© approach to solve these problems, it is suggested that local

governments receive Federal guidance, but try Lo help thow

selves, It is recommended that the governors of the most severely
impacted states and .their cnerqy advisers be invited to Washington
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to meet with FEA and FPC and be given a thorouvgh briefing of
the cxpected problem and that a discussion of policics be
carried out. A number of suggested local actions could be
discussed at this mecting, including:

- The Federal government will provide each state
with its entire data base. concerninag expected
shortages and their impacts; monitor changes
in supply, demand, and alternate fuels; and
provide technical assistance to the states to
help manage the problem.

- Intensive conservation prograems for boiler use of natural
gas, residential, and commeorcial users, including case
histories of residential-industry cooperation. Boilerx
fuel) use represents cver 1/3 of the natural gas merket.

-~ Use of surcharges for consumpiion above a certain
base level used last year, aiong with rehates for
. consumption wmuch less than last yecar. For’ “example,
there could ke a 100 percent svrcharge for consump-
tion above 20 percent of last )cdr‘g residential
use, wilth some rebates for consumption below 80
percent of last year.

- Applmc tion ¢f a voluntary “bu y ‘back" procedure,
in which pipelines buy bhack gas fro| uscrs with
alternate fuel capability al 2 price couaJ to the
price of the alternate fuel (over $2.00 per mcf)
and then sell the gae at the hicher price Lo uners
without alternate fuel capability. This could be
implcmented by a slate public ulility comnission,

- Greater use of peak load pricing to reduce peak
consumption of electricity, which iz often
generated by natural gas.
In considering these reconmended pelicy aclions, & number of’
other alternatives were exanined and reijected for a variety of
reasons. A list of these options is given in Tabhlc 4.

TIMING OF ACTIONS

.

It is rccommended that .thé following sequence of events take place
by the time the Congress returns:

- Announce immediate implementation of administrative
actions.

~ Designate FEA as the lecad Federal agency to deal
with natural gas contingency planning and implo~3T; .ﬁ;
mentation. i '“
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TABLE 4 !
OPTIONS ELIMINATED FROM CONSIT DERAT TON
Options . Rcason for Elimination
Increase LNG imports from Algeria There arc no actions which can
: o ) be taken by the government to
increase LNG imports for the
75-76 winter heating scason.
Negotiate increased imports from ) There is little potential for
Mexico and Canada increased imports from these
countries.
Accept payment in-kind for pro- Most .royalty gas is presently
duction from federal lands and s0)Jd to pipelines expariencing

e allocate to interstate pipelines curtailments
most in need o

Increase production from offshore . Phere is no way to significent]
shut-in wells . ) increase production from shuot-
: . in welle foy the 7576 wintey
. - _ through a regulatory approach.
Increasae LNG imports from Rlaska ... Potential is too small (3-6 bef

in comparison to the expected
opjpesition of the reguired
legislation ’

! S Increase domestic production . Smel )l potential por added
through in-field drilling in : drilling rig, and extrene
the Blanco-Mesaverde gas fields daifficulties in obtaining
. reguired drilling rigs
f .
; Increase production of the Hugoton - Lead Limes foX new compressors
gas field through override of - are too lony, even if overridc
Kansas gas production rules of Yansaa production rules
. : could he obtained
Define and prohibit non-esscntial Safe elimination of pilot
uses of natural gas consumed on- lights would require exceggive
site by end-users in the resi- lead timee and requires furthes
: dential and commercial scctors analysis
[ 4
.
da
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Invite Governors of mosl impacted slates to A wWhite

House meeting in early September to discuss cxpected
shortages and possible Jocal mecasures to reduce its
impacts.

islative package to the Congress in carly

Septltember containing immediate, standby, and longer-
term measures. '

- Submit leg

The recommended actions, both immediate and stanaby could
substantially reduce thc impact of shortaces and would be
supplemented by existinag emergency relief procedures.

-
Q. Foros
}t:ﬂ.b U N
A

A =

4 bacd
2 (< =
i 5
X!
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lTDI]AL ENERGY ADMINISTRATION

WASHINGTON, D.C. 20161

v August 6, 1975

MLMORA]DUA FOR THE PRESIDENT

. FROIM: . FRANK G. z“m [\ \

THROUCH : , ROCT‘RR C.B. O'ITO\T

SUBJECT: STRATEGY ON DECONTROL

BACKGROUND A A -

— e e s #

Before the recess, the Houeo padscd the Staggers pricing

" amendmen®t to H.R. 7014. This provision rolls back the

price of new and released oil to $7.50 per barrel, but pro-
vides that "high cost" 0il can sell for as much as‘$10,00

per barrel. O01d oil prices will remain at $5.25 pexr barrel
for ten years or more. -

The House then defeated youxr 3%-month decontrol compromise
program and passed S$.1849, a simple 6-month extension of

the price control provisions. Senator Mansfield has
indicated that this legislation will not be delivered until
the end of August so Congress can act quickly on the veto
override. If you choose not to sign the extension, the EPAA
will expire on Sunday, August 31, 1975. Congress will not
‘be able to act on the veto until it returns at noon, Wedno day ,
September 3. : .

In addition to these events, OPEC meetings on pricing
policies are scheduled for September 4 and 24, and in all
likelihood will result in an announced price increase of
$1.00 to $2.00 per barrel by October 1.

The vote on overriding-ithe veto will be very close and is
hard to predict. There are several actions which you can
take to improve the-chances of  sustaining the veto. This
-memorandum requests several key decisions on these actions

and the thrust and timing of, public announcements on the
subject. : . .

OFFICE OF THE ADMINISTRATOR

i
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DECONTROL ALTERNATIVES

-

'1iTh14 section presents your alternatlvcs on decontrol both
*on the veto and actlona to mltlgate 1ts effects.

jOQtlon 1. Veto sxmple 6—month extenSLOn.

*abL o PROS: ~ Will be majOl action. to stlmulate suoply and cut
LTy I energy demand

MR N

= Will remove a.comblex and counterproduetlve reoula~ =
o 3tory systcm. Tﬂf':i: e’ B % *?7”“%bﬁ'*

- Will result in difficult polltlcal problems w1th
. respect to price increases .and with special  <=-
“1ntcrcst groupf such as 81111HOS, ‘farmers, etc

- Will leave us temporar:iy without mln'mally neodcq
~authorities to deal with the natural,gas shortages
or special petroleum problems such as propane.

Recommendatlon- Veto the 6=month extension.

Pre51dentlal DﬂClSlon-'

Agree

‘Disagree.._~ W

3 - Option 2: Remove the $2.00 and $.60 per;barrel import fecs
- gt : on_crude and products respectively effective if

the veto is" sustained. -

~

" Removal of the import fees coupled with immediate
, ' decontrol and the other supply and demand actions
s NN of your original program will reduce 1mports by
' . approximately 1.4 million barrels per day in "1977.
This compares with 1.2 million barrels per day if
your 39-month decontrol compromise was accepted.
These import savings remain below thce 2 million
: . barrels per day of your original program announced
il in January. * o
- :-“ ’ :
42 , 35 S



Will substantially cushion if not eliminate the

PROS: =
economic .impact of sudden decontrol.
i "= Will increase Congressional support for sustaining
‘. .+ your veto of the simple extension of the EPAA.
CONg: = Will lower the conservation savings.

: ... = Will reduce Federal revenues, but also decreases. .
.+ . windfalls to petroleum industry. _ A ™
'e~‘Comes at an- 1nopoortune tlme vis-a-vis OPEC prlce
"f'1ncreasea.' -

2 ) p ,“__.
.- -

“.~.Recommendation: Remove both the crude and productelmport
Pl fees efzcctlve when the veto is - oustalned

Presidential Decisioq: - A il :

Agree - - _ B I -

- Disagree )

—EY AN e

bxdption 3. Support rapid enactment of a w;ndfal]_proJJts LA

and energl¥tax repates to con SUMErS .

The Senato Finance Committee has already voted out
-a windfall profles tax effeciive with immediate
decontrol which is similar to the Administration's
proposal and whlch allow for consumex rebates.

" PRO8: =~ Tax w111 remove windfalls and help cushion ecenomy'.
from effects of decontrol. : o

e

- Support w111 help sustain the veto.

-~ Administration support of this bill will hélp. ™
., Chairman Long and will increase the 11ke11hood of
rapid enactment. .
_ CONS: - The tax is probably somewhgt more harsh than the
g Admlnlctratlon would propose. :

- .l

Recommendation’ Suppdrﬁ the Financc Committee legislation in
ke : concept.and basic provisions and indicate ihat
‘rebates should not exceed revenucs generated from -
the tax. :
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Presidential Decision:

V Agree

Disagree

Option 4. Jawbone industry to ease transition durinqﬁthe'
: few months following.immediate decontrol.

. PROS: -~ Such action would make the transition to full
wil»w ..~ . decontrol. easier in terms of supplier- pulchaser

relatlonshlp reglonal problems, etc. 2
-.u@;;'{'?y* Would reduce adverse pollt1Cal backlash if the

St o veto is sustained. A s _ i ,."‘w

- Could be viewed publicly as the President taking
action to assure oil companics act responqulyﬁ
Could prove to be 1neffnxt3vc - 5 ¢nduoury doesn' f
respond accora;ng7ye

' CONS:

A e
[

- Could be 1nterpreted as major Administration con-
cern on the problems with jnwcdiate decontrol.

- Might appear as industry/Administration collueion.

Recommendation:- Begin early Hﬁt.quiet jawboning for
' voluntary cooperation.

, Presidential Decision:

pabes : T e
Disaéree
Option 5. New Legislative Initiatives ) = =S

~ There are four basic legislative suboptions which
" could be proposed either before or after the veto
vote to provide needed authorities and allay fears
about the 1mpact of decontrol.
Suboptlon A Propo&e leqlslatlon which would meroly convert
thc EPAA from a mandatory to a standby basis.




PRCS:

e

A relatively simple proposal which would diffuse .
any fight over the specifics of allocation

¥ anthoritics. .

Would help to convince interest groups with
identified problems that FEA still has authorlty

- to allocate if necessary

.. .'CONS: - Would hurt chances of sustaining the veto since

‘such a proposal is so similar to a simple extension

of the EPAA

'Subqptlon B, Requcst llmlted new authOlLtha to deal only

. PROS:

CONS:

with identified problems such as propane orx

independent marketers. = . A e,

Deals specifically with proh1cn'afec caused by

_immediate decontrol and would thus help to sustain

your veto. ’
e

-l

It is 81gn1f1cantly dlf;erent from a simple con-
tinuation of the EPAA in either a mandatory ox

standby form. R

It conld be eaclly'"chrlﬁLmao Lrecd“ by . ochJdl

"interest groups.

May only serve to he1chten concerns about letting
controls lapse. :

Special interest‘gfoups which are not included
will fight for veto override.

Suboptlon C. Integrate selected petroleum authorities

PROS:

CONS:

with the Natural Gas Emergency Standby Act of
1975, which we are proposing to deal with the
natural gas shortage. % PN
Such a pfbposal is significantly different from a
simple extension of the FPAA and should not hurt
sustalnlng the veto:

Standby emquency_authorities are neceded in any
everit to deal with the projected natural gas

.shortage: this winter and this would be an effective
‘mechanism in which to get: selected petroleum

auLhorltles.

It will not be posqlble to cast all nceded pctxoleum
authorltleq as natural gas related.



Suboption D. Propose legislation to implement the 39-month

decontrol plan-in addltnon to one of the above

authorities with Stdn@by authorities needed to
deal with the natural gas shortage. Do not resubmit
the 39-month decontrol plan. h

Presidential Decision: Ab

"Agree

/e

LR

' Disagree - ol . ' -

'In the event your veto is overridden, there are several

administrative options to choose from to continue moving
toward decontrol without submitting another plan to Congress.

These gpecific options are being developed now and will be
submltted to you later this month.

TIMING AND FOCUS OF 'PRESIDENTIAL STATEMENT

$.1849 will not reach your dch until late in August.' There

are several pOSSlblllthS for a public statement prior to the
reconvening of the Congtess on ueptcnber 3 which are outllned

below..

‘e 4--‘.
.

> -
&

.'J

-_optlon
'.i PROS: — Places the blame back on Congress for allowing
¢ 3 immediate petroleum price increases.

- It is a gradual decontrol program, with slight
‘economic impacts. . : < -

CONS: - Will lead to some confusion as to the Administration's
~ . true position because you are now supportlng

-.1mmed1ate decontrol.

;.Slnce‘the 39'month adminiéfratiVe decontrol plan
was not dCLCpLCd by the House, the chance of
'acceptance is slim and would requlre even further
compromise.

- Under the administrative opt:on, on]y.a yes or
no vote could be cast. This plan- could and woold
be greatly modified on the floor. -

Recommendation: Suboption C - 1ntegrate selected petroleum



Option 1.

'-Q PROS:

L Co

Option 2.

_ PROS

'CONS:

"It allows you to speak foroefully'oh"the issue
.. during your public engagements throughout the lCSt‘-
‘-of Augu T T i

Public statement just covering the decontrol issue
and the rescinding of the import fees on crude
and producta this week. ﬁ : o St

. s, ¥ ‘.,_ Qe
[ Coks 3

The tlmlnq for thlS meSSQge is very good as you

present your case Lo the people and the prese early
in AUgUat- : : .

-

Sk
e

) i'zﬁ ‘“

.An early address and qDLC.."C romoval of feeq w111
.allow Administration spokosmcn the time during

Auguqt to present your casa-on the positive energy

~effects and minimal economic impacts to the Nation.

Will lose the opportunity to compromise on the $2
import fee just hefore Congress reconvenes which

ma lose impact on Congress to sustain the veto“
b4 P

There is not adeﬁuate qtaff time to adequato]y
brief all interest groups oxr. prepare specific

- options for your decision on windfall profit toxes,

rebates, or the form of your leglslatvve proposals.
By giving up the fees now, you will 1o e yovrff\

opporLunley to give: them up later when OPEC raises
world prices. il eamezi.. .wguff_ Do

Pre51dent1al messa ge to bﬁ qlveq dunrng yOUL
vacation either at Vail or at one of your public
speaking engagements during mid—August.

Gives you and Adﬂlnlstratron offncralg noxe lee
to prepare for & speech. .-,

“»
. “»

Still leaves adequate time for Administration
spokesmen to reinforce message durlng Auguqt

Neither Vall nor dny one of your other pub]lc

engagements. is the best setting since Lhey involve
either your. ‘vacation or political fund ramﬂnng
events. %" : 5

)
R

Delay until mid-August may give the impression of
indecision on your part. '
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Option 3. A broad Presidential message after you recturn
L from vVail after August 25 but before September 3
when Congress vaconvenes.  Huch an encrgy policy
speech would include your position on decontrol
.. but could also include the following major policy
: issues now under review in ERC and scheduled for
your decision prior to the end of August.

- e Enefgy esources Finanée Corporation (ERFCO) .

- Implementation of the synthetic fuels goal
announced~in your State of the Union Message.

& - A much orpunded voJunthy energy conselvatlon
effort.

= A comprehensive plan for dealing with the winter
" natural gas shortage.

Recommendation: A broad Presidential teclevis ion” message

T TTafter your return from Vail and before the Congress
reconvenes on September 3. Have Frank Zarb and
Alan Greenspan inform the press of your decision to
veto the ‘imple oxtcnoion and if the veto is
sustained to immcdiatcly remnove the $2 import fees.
This will allow Pre51dentiél spokesmen and yourself
to speak forcezbly during August while still
getting maximum press impsct in early Septcnber
with.a major energy-’ POlLCY speech.

Presidential Decision:

Agree o ey ~

Disagree



FEDERAL ENERGY ADMINISTRATION ,
WASHINGTON, D.C. 20461 . o R i

OFFICE OF THE ADMINISTRATOR

. August 6, 1975

MEMORANDUM FOR THE PRESIDENT

. FROM: . FRANK G. ZARB %
THROUGH : . ROGERS C.B. MORTON . o
SUBJECT: STRATEGY ON DECONTROL o
BACKGROUND T L o

. 54
-

Before the recess, the Housc passed the Staggers pricing
" amendment to H.R. 7014. This provision rolls back the
P price of new and released 0il to $7.50 per barrel, but pro-
X : vides that "high cost" oil can sell for as much as "$10.00
per barrel. 0l1d oil prices will remzin at $5.25 pex barrxel
for ten years or more. ‘ .

The House then defeated your 39-month decontrol compromnise
program and passed S$.1849, a simple 6-month extension of
the price control provisions. Senator Mansiield has
indicated that this legislation will not be delivered untji.l
" the end of August so Congresg can act quickly on the veto
override. If you choose not to sign the extension, the EPAA
will expire on Sunday, August 31, 1975. Congress will not ‘

be able to act on the veto until it returns at noon, Wednesday,
' September 3. ' : -

.

In addition to these events, OPEC meetings on pricing
policies are scheduled for September 4 and 24, and in all
likelihood will result in an announced price increase of
$1.00 to $2.00 per barrgcl by October 1.

The vote on ovéxridingmfhe veto will be very close and is
hard to predict. There are several actions which you can
take to improve the-chances of sustaining the veto. %his

. memorandum requests several key dccisions on Lhese actions
and the thrust and timing of, public announcements oD the
subject. o : . ‘




e e
LR

PROS. - A relat:vely slmple proposal which would dlffuse,'
any fight over the specifics of allocation
“authorltles.. . .

.= Would help to convince Lnterest groups w1th
identified problems that FEA still has authority
- to allocate if necessary R

.. .'CONS: - Would hurt chances of sustalnlnq the veto since | B
o such a proposal is so srmllar to a ‘simple exten51on o

of the EPAA.

T:Suboptlon B. Requcst llmlted new authorltxcs to deal only
: with identified problems such as propane or
independent marketers. .

“gePROS: - Deals spcc:ilcally with prob\cm areas caused by
: immediate decontrol.and would thus help to susialn e
your veto. .
- It is 51gn1f1cantly dlfJGf?ﬂL from a simple con-
tinuation of the EPAA in either a mandatory ox

standby form =

CONS: - It could be eaC11y “Chrlsrma° Lreed“ by . specsal
“interest groups. . . _

H
) 4

- May only serve to hc1ghten concerns about lettrnc E
controls lapse. _ . A -
P

- Special interest oroups whwch are not included
will flght for veto override. »

Suboptlon C. Integrate selected petroleum authorities
with the Natural Gas Emergency Standby Act, of
1975, which we are proposing to deal with the

natural gas shortage. ) Do

I ~ PROS: = Such a proposal is 51gn1f1cantly dlfferent from a
1 simple extension of the EPAA and should not hurt
sustalnlng the veto.

LY

- Standby emergency authorities are nccdod in any
everit to deal with the projected natural gas
.shortage: ‘this winter and this would be an cffective
‘mechanism in which to gect: siclected petroleum
auLhorltles.

It will not be posslble to cast all nceded petroleum
authorltles as natural gas related.
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Suboption D. Propose legislation to implement the 39-month -
- decontrol plan-in addition to one of the above
-_optionsﬂ S - . '

"i PROS: - Places the blame back on Congress for allowing

A . immediate petroleum price increases.

= It is a gradual decontrol program, with slight
‘economic impacts. . . : ;

CONS:; Will lead to some confusion as to the Administration's

- true position because you are now supporting
- immediate decontrol. ‘ : : :

~ Since the 39-month administrative decontrol plan
- .Was not accepted by the House, the chance of

‘dcceptance is slim and would reqguire even further
compromise. : ”

= Under the administrative option, on}y’a yes or
no vote could be cast. This plan- could and would .
| be greatly modifi?é on the floorg_" » R
- Recommendation: Suboption C - integrate selected petroleum '
T authorities with standby authorities needed to
deal with the natural gas shortage. Do not resubnit
the 39-month decontrol plan. ’

Presidential Decision: reo ' A ' o f

- "Agree

. Disagree ' .- o _ ' ’ -

"In the event your veto is overridden, there are several
administrative options to choose from Lo continue moving
toward decontrol without submitting another pPlan to Congress.

These specific options are being developed now and will be’
submitted to you later this month. ’ <

TIMING AND FOCUS OF PRESIDENTIAL STATEMENT

S$.1849 will not reach your desk until late in August. There

are several possibilitics for a public statement prior to the

reconvening of .the Congress on September 3 which are outlined -
below., , A A ‘ S '

. -
.
¢
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