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INTRODUCTION 


The United States is now in a situation where major energy 
policy initiatives must be taken to avoid increa~ing dependence 
on potentially unstable foreign oil sources, by decreasing 
development of new supplies. In starkest terms, oil and gas 
account for approximately two-thirds of our national energy 
consumption. Domestic production of these energy sources has 
been declining in the last several years. If this decline is 
not checked our dependence on foreign oil will increase from 
38% now to approximateiy 50% by 1985. This degree of dependence 
is unacceptable because it would threaten our economy and our 
national security. 

This document summarizes the over~l philosophy and content of 
the President's energy program, its impact on various income 
groups and its regional economic impacts. The following sec
tions detail: 

o 	 Program Description --This section provides a synopsis 
of all of the elements of the President's program. 

o 	 Program Costs and Income Effects -- This section presents 
relevant statistics on the regional and aggregate economic 
effects of the President's program. 

o 	 Rationing -- This section provides a detailed description 
and analysis of rationing. 

o 	 Allocation and Price Controls -- This section provides an 
analysis and critique of allocation used in co~junction 
with price controls. 

o 	 Achievement of One Million Barrel/Day Import Savings 
This section explains how the one million barrel/day 
import savings Is achieved in 1975. 
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SUMMARY OF PRESIDENT'S ENERGY PROCRl\Jl.11,,-
In the 1960's, the United States lost its leadership in world 
energy and its own independence, which, in turn, left our 
economy vulnerable and subject to international coercion. As 
demand continued to grow and production peaked, import levels 

'steadily increased (see Figure 1). With rising jmports and 
, ", .. higher prices, our dollar outflow for petroleum increased from 

$2.7 billion in 1970 to $24 billion in 1974. 

~he foregoing circumstances have resulted in the development of a 
comprehensive energy policy which contains the following goals: 

Reduce imports by one million barrels per day (MMB/D) 
by the end of 1975 and 2 K1I.1B/D by the end of 1977 . 

• 
Eliminate the United States' vulnerability to embargoes 
by 1985. This would be accomplished by cutting imports 
to 3-5 MMB/D, all of which would be immediately replace
able from emergency storage and by standby measures in the 
event of an embargo. 

Assure long-run stability of world energy supply and prices 
by baving the capability of supplying a significant share 
Df the free world's ~nergy needs after 1985.!~ i. 

i 
i 
~SHORT-TERM ACTIONS •.' 
I 

The immediate actions taken by the President include: 

Phased $3 per barrel fee on crude imports. 

Phased $1.20/bbl. fee on product imports, designed to 
mitigate the Northeast/New England high regional energy 
costs. 

The €ffects of these acticns are to cut imports quickly and to 
'::.increase the price for all petroleum products by less than 5¢ ! 

" per gallon after taking fu~l effect (after April). The measures 
are intended to be temporary, until congressional action on the 
entire tax package occurs. The FEA is issuing regulations to 
ehsure that increased costs are not borne disproportionately by 
heating oil or residual fuels. The President also announced 
that steps would be taken to decontrol old oil by April 1 to 
further reduce demand and encourage increased production. 
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~	The short-term legislative proposals requested by the President 

include: 


$2/bbl. excise tax on domestic crude oil 

$2/bbl. fee on all ~mports 

37¢/mcf. excise tax on natural gas (thermal cquivalcnt 
of $2/bbl. crude oil tax) 

deregulation of new natural gas 

increased coal conversion through amendments to the Energy 
Supply and Environmental Coordination Act of 1974 

legislation to allow production from Naval Petroleum 
Reserve-l (NPR-l) for domestic use 

The effect of these actions will be to reduce imports by more 
than 1 MMB/D in 1975 and 2 MMB/D in 1977 (see Figure 2). Increas
ing natural gas prices will reduce demand and increase supply and ,;.. 
will eliminate the curtailments that have resulted in unemployment. 

The program will raise the average family's direct expenses for 
energy by about $171 per year and could ultimately increase their 
indirect energy costs by a maximum of .$104 per year, although all 
indirect costs .will probably not be passed through. In the low
income and middle-income groups, these increased costs will be more 
than offset by tax rebates and tax cuts as part of the economic 
program. 

HID-TERM PROGRAH 

The President's mid-term program to achieve energy independence 
by 1985 includes mandatory conservation and new supply actions. 
Each action is an integral part of the total program. 

Conservation 

The 	conservation actions in this program will improve efficiency 
and 	reduce consumption of· all fuels. ,They include: 

mandatory national thermal efficiency standards for all 
new buildings 

15% tax credit for thermal improvements in existing 
buildings 

low-income and elderly thermal impr~vement assistance 
program ($55 million per year) 

!~ 
mandatory appliance and automobile efficiency labeling 
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FIGURE 2 
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iiV'tP)\CTS OF "SrIOR~r"TERM PROGRAIVI 

1975 [MMB/D] 1977 [MMB/D]
'FrWU'£('aJ ""bP'jS" . '2 

co rlJS UI'd prlOi\j IF NO NEW ACTIONS 

livlPor-rrs IF NO NEW ACTIONS 

18.0 

6.5 

18.3 

B.O 

IMPORT SAVINGS 
LESS SAVI1~GS BY SHORT-TERM ACTIONS: 1975 [MMBJD] 1977 [MMB/D] 

9sb"tH' . 5'bH!,"X' 

PRODucrlor~ FROM ELI< HILLS 0.2 0.3 

COAL CONVERSION 0.1 0.3 

TAX PACKAGE 0.9 1.6 
~ ~ 

TOTAL IMPORT SAVINGS 1.2 2.2 

REMAINING IMPORTS 5.3 S.B 

, . 
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40% increase in gas mileage by 1980 model yc~r (19.6 mpg. 

on a sales-weighted average) 


appliance efficiency standards 


Supply 

To achieve energy independence, domestic supply must be increased, 
with proper consideration to environmental goals. The actions are 
targeted towards particular fuels: 

Coal: 


Clean Air Act amendments 


surface mining legislation 


coal leasing 


Oil: 

OCS leasing program in frontier 

development and production from 

Nuclear: 

nuclear licensing legislation 

increased funding of safety and 

Utilities 

state utility commission reforms 

areas 

NPR-4 in Alaska 

waste management 

extended higher investment tax credit directed towards 

all but oil and gas fired powerplants. 


facility siting legislation (also for other energy 

facilities) 


Emergency Preparedness 

development of a large new emergency petroleum storage 
program 

standby rationing, conservation, and allocation authorities 

\ 

~ 
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~	 These programs can achieve energy independence by 1985 and reduce 
petroleum import dependency from over ·~O percent to about 20 
percent of consumption (see Figure 3). These actions are all 
basically economic and will reduce total energy costs. 

LONG-TERM PROGRAM 

The President's long-term program will enable the United States 
to supply energy to other parts of the free world. The program 
consists of: 

strong commitment to energy research and development and 
to continue the $11 billion, 5-year R&D program. 

new 	national synthetic fuels program to achieve an equiva
lent of 1 MMB/D from synthetic fuels by 1985. This would 
involve Federal incentives to ~roduce these fuels commercially. 

international cooperation on R&D programs. 
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':he President's EconoIaic and T~; Prograc 

The President's State of the Union Address outlined the 
nation's current econo~~c situation and outloo~, and his 
e~onooic and tax pro~r~ whica are designed to wa3e a 
s.J.multaneous three-front canpai~ against recession, in
flation and enerr,y dependence. . 

BAcr:GP..omm 
.,. 

The U·. S. economy is faced with the closely linkec1:···probletls 
of inflation and recession.Durin~ 1974,-theeconoDY 
eltperienced the hiznest rate of inflation"'since Uorld 
Uar II. . Late in l';71}. 't-1hen a recession set in, uneztploy
ment rose sharply to over. 7 percent, the hi~hest level _
in 13 year:L 	 . . 

Accelerated inflation had fts roots in the -policies of 
, 

the 
past"and several recent develop~ents not subject to U.S. 
control. Specifically: 

Excessive Federal .spendine and lendine for over 
a decade anu too DUC!l Doney and credit Bro~lth. 

Unusually po<?r harvests contributed he~vil}"' to 
world-~litlefood shortages and escalating food 
prices. 	 . ' 

-,.. 	 Horle petrole~ prQduct prices. increased . 
dramatically due to t~e Arab·~~tions' enbarzo 
on shi?l::.lents· of oil to' the U.S., the ql,1adru
pIing of the price of crude oil by the OPEC 
nations, and their sharv recuctions in 
cruae oil production to·- Eait!tain hi?,her prices. 
~{ir;her ener~y prices ~'mre passed throur,h in 
the prices of other products and services. 

"£he decline iuU.S. donestic production of oil 
and natural gas tilat b2.:;an in the 1~50 S alsoI 

contributed to hiEaer enersy prices. 

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

There were two international devaluations of the 
dollar. 

.. 
Inflation contributed strongly ·to the forces of recession: 

The real purchasing power of workers' paychecks 
was reduced. 

Inflation also reduced consumer confidence, 
contributing to the most severe slump in 
consumer purchasing since World War II. 

Inflation forced interest rates to very high levels, 
draining funds out of financial institutions that 
S'upply most mortgage "loans and thus. sharply reducing· 
construction of homes. . 
Federal Government spending~ .and lendih-g programs~ 

. 

accounting for over half the funds raised in 
capital markets, reduced the amount of mon~y 
available for capital investments needed to raise 
productivity and increase living standards. 

"'-- CURRENT SITUATION M:!.Q.. NEAR-TERM OUTLOOK 

The economy is now in a full-·fledged recession and unemploy·· 
ment will rise further. Inflation continues at a rapid pace 
and the need to take immediate steps to conserve energy will 
fUrther complicate the problem initially. 

There are no instant cures. A careful and balanced policy 
approach is required. It \'1111 take time to yield fu'll .results. 
There is, however, ·no prospect of a long and deep' economic 

. downturn ·on the·scale of the 1930Js~ 

more· 
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:tiAJOR ELEl1EHTS OF THE PRESIDEHT' S r::CONmnc AnD TPJ~ PROGrtM·f 

I. 	 A $15 Billion Tenporary, Anti-Recession Tax 
~edUCtion.· This major reduction in taxes proposed 
for individuals and businesses is designed to 
restore consumer confidence and promote a recovery
of production and employment .. The recession is 
deeper and I:lore widespread than e:;-cpected earlier, 
but the tax reduction -- together with the easing 
of monetary conditions that has already taken 
place -- will support a healthy economic recovery. 
The tax reduction I:lUst be temporary to avoid 
excessive stimulus resulting in a new price 
explosion and congested capital markets. The 
temporary nature of the reduction is consistent 
with the long-term e~ononic goals of achieving
andrnaintaining reasonable price stability and 
raising the share of national output devoted to 
saving and capital formation ... 

II. 	 Ener~y Taxes and Fees. Energy excise taxes and 
fees on petroleum-anQ natural gas will reduce use of 
these energy sources and reduce the nation's need 
for importing expensive and insecure foreign oil. 
Removal of price controls from domestic crude oil ~ 
(together with other energy actions) uill encourage 
donestic oil production. A w1ndfall profits tax 
would recover windfall profits resulting from 
crude oil decontrol. Energy taxes and fees are 
expected to raise $30 billion in new Federal 
revenues on an annual basis. 

III. 	Per.:uanent Tax Reduction !'iade Possible ~ Energy 
Tax2s and Fees. The $30-sIIlion annuar-revenue 
from-energy conservation excise taxes afid fees 
and the \-lind£all profits tax on crude oil vlOuld 
be returned to the economy throug~1. a maj or tax 
cut, a cash payment for non-taxpayers, and direct 
distribution to governmental units. Tax reductions 
are designed to go mainly to low-and middle-income 
taxpayers. 

more 
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IV. 	 One Year Moratorium on New Federal Spending Programs. 
The moratorium on new'spending programs proposed by 
the President will permit the Federal Government to 
move toward long-term budget responsibility and to 
avoid refuel1,.ng inflation when the economy begins
rising again. . 

v. 	 Budget Reductions. The President will propose 
significant spending reductions in his Fiscal 
Year 1976 Budget. The reductions total more than 
$17 billion, including $7.8 billion savings from 
reductions proposed last year and $6.1 billion 
from the 5 percent ceiling to be proposed on 
Federal employee pay increases and on Federal 
benefit programs that rise automatically with 
the Consumer Price Index. 

more 
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SPECIE'Ie PROPOSALS ANNOUNCED BY THE PRESIDENT 

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

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

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

'-~ _.. ' 

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

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

4. The proposal does not affect in any way 
the manner in which taxpayers complete and 
file their 1974 tax returns. They will file 
and pay their tax in accordance with existing 
law,without regard to the t~x ~eduction. 
Later they will receive thelrrefund checks 
from the Internal Revenue Service. Because 
no change~ in dedtictions and other such items 
are involved,the Internal Revenue Service 
will be able to determine the amount of the 
refund and'mail the 'checks without requiring 
further forms and computations fr9m taxpayers. 

more 
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5. The effect of the tax refund can be 
illustrated for a family of four as follows: 

Adjusted Present Proposed Percent 
Gross Income Tax Refund. SavinfL. 

$ 5,000 $ 98 $ 12 -12.0% 

7>000 402 48 -12.0% 


10,000 867 104 -12.0% 

12;,500 1,261 151 ,~12. 0% 

15 j OOO 1,699 204 -·12.0% 

20,000 2 j 660 319 -12.0% 

40)000 7)958 955 -·12.0% 

50)000 11,465 1,,000 - 8.7~ 

60 j Ooo 15,460 1~000 -. 6.5% 


100.,000 33>340 1,,000 '- .3.0% 

200;,000 85;1620 1,000 - 1.2% 


Although the taxpayer will not figure his own 
refund, it is a simple matter for him to 
anticipate how much the~Internal Revenue 
Service will be sending-him~ by calculating 
12 percent of his total tax liability for the 
year 	(on Form 1040 for 1974, it is line 18, 
page 	1;; and on Form 1040A, line 19). 

B. 	 ~ Temporary- Increase in Investment Tax Cr~dit ~ 
for Business an<:! Farmers. ,of ffi4 billion ~ 

1. There will be an increase for one year in 
the investment tax credit to 12 percent for 
all taxpayers; including utilities (which 
pres~ntly have, in effect; a 4 percent credit). 
Utilities will continue to receive a 12 percent
credit for two additional years for qualified 
inve~tmept in electrical power plants other 
than oil-or gas-fired facilities. 

2. This increase in the credit will provide 
benefits of $4 billion in 1975 to immediately 
stimulate job 7 creating investment. (In view 
of the need for speedy enactment .and the 
temporary nature of the increased credit~ 
this change does not include the basic re
structuring of the credit as proposed on a 
permanent basis in October. 197-4.) ~ 

more 
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3; With respect to utilitl~~~ it includes a 
temporary increase.in the-amouht of credit 
which may be used to offset income tax. 
Under .current law; not more than 50 percent
·of the income' tax liability for the year "may 
beoft'set .by the' 'inves tment credit. Since 
many utilities havecredit~ they have been 
unable to use beCaUSe of this limitation, 
'underthis proposal utilities wIll be permit 
ted to use the ·credit to offs·et. up to 75 per,·

" 	 cent of. their' tax 11:ability fer 1975 > 

70 percent for 1976~ 65 peroent for 1977 and 
so on, until 1980 J when they will in five 
annual steps have returned to the 50 .perc~nt 
limitation "applicable to in.dustry generally. 

more 
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4. The 12 nercent credit will apply to 
property placed in service during 1975 and 
to property ordered during 1975 if placed
in service before the end of 1976. The 
credit will also be available to the extent 
of const~ction~ reconstruction or erection 
of property by or. for a taxpayer during 
1975, w'ithout regard to the date ultimately 
placed in service. Similar rules '-7ill apply 
to investment in electrical power plants other 
than oil- or gas-fired facilities, for which 
the 12 percent credit will continue through 
1977. 

II. 	 Ener~y Conservation.Truces and Fees. Energy taxes 
and ees, in conjunction 'lith domestic crude oil 
price decontrol and the proposed vTindfall profits 
tax, would raise about $30 billion on an annual 
basis. The fees and taxes and related actions 
(discussed more fully in Part- Two of this Fact 
Sheet) include: 

A. 	 Administrative Actions. 

1. Import Fee -- The Prasident is a~tin& 
~eaiateIy within existing authorities to 
increase imoort fees on ·crude oil and 
petroleum products. These new import fees 
l1ill be modified upon passage of the 
President's legislative package. 

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

more 
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(b) PEA's . liq~d O;il. Eptitlem.ents t
; program will 


·be utilized to' snread'orice increases on crude 

, a!norig allr.~fl.nei:s, .and to lessen dispropor

tionatereeion.a;Leffects, such as r~ew England, 
or in. any sp'~cific industries or areas of 
human need where oil is essential. 

(c) . As.. of -Fepruary 19.75,. product imports

will, ceas,e to be C"i)vered by FEA' s ilOld Oil 


.Entitlements" 	program. In order to overcome 
any severe regional impacts that could be 
caused by large fees in import dependent 
areas, imported products will receive a fee 
rebate corresponding to the benefit \yhich
would have been obtained unde'r that program. 
The rebate should be approximately $1.00 in 
February, $1. [.0 in Barch, and $1.80 per 
barrel thereafter. 

(d) The icport fee prograc will reduce 

imports by an estimated 500,000 barrels 

per day and generate abour $400 million 

per month in revenues by April. 


2. Crude Oil Price Decontrol -- To stimulate 

dOI!1estic·· production and further cut demand, 

steps will be ~,taken to remove price controls 

on domestic crude oil by April 1, 1975, ' 
subject to congressional disapproval as 

provided by §4(g) of the Emergency Petroleum 

Allocation Act of 1973. 


3. Control of Imports -- The energy conservation 

measures to De imposed administratively out

lined above, the energy conservation taxes 

outlined below and other energy conservation 

measures: covered in Part T\'l0 below, will be 

supplemented by the use of Presidential power 

to limit oil imports as necessary to fully

achieve the President's goals of reducing

foreign oil imports by one million barrels 

a day by the end of 1975 and by two, million 

barrels before the end of 1977. 


,. more 
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B. 	 Taxes Proposed to the Con~ress. The President 
asked ,the Conf,ress to pass ~rithin 90 days a 
comprehensive energy conservation tax pro8ra~ 
which will raise an estimated $30 billion in 
revenue's on an annual basis. The taxes proposed 
are: 

1. Petroleum Excise Tax and Import Fee -- An 
excise tax on all d06estiC-Crude oil-oI $2 per 
barrel and a fee on iw~orted crude oil and 
product ibports of $2 per barrel. 

2. Batural Gas E::tcise Tax -- An excise tax 
on natural ~as-of 37¢per-thousand cubic feet 
(mcf) , the equivalent on a Btu basis to the 
$2 per barrel petroleuo excise tax and import 
fee. 

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

(a)... A windfall pI:0fits tax at rates graduated 
from 15 percent to '90 percent will be ioposed 
on that portion of the price per barrel that 
exceeds the producer's adjusted base price 
and therefore represents a windfall profi~: 
The initial "adjusted base price" will De 
the producer's ceiling price per barrel on 
December 1, 1973 plus 95 cents to adjust for 
subsequent increased costs and higher price 
levels generally. Each month the bases will 
be adjusted upward On a specified schedule, 
which will gradually raise the adjusted base 
price to reflect long-run supply conditions 
and provide the incentive for new investment 
in petroleum exploration. Percentage deple
tion will not be allowed on the windfall 

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

more 
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Port~on ~1' 2rice per: 
barrel in excess of 
bas e and s Ubje-ct to tax 

AmQunt of tax 

Less than $0.20 15% ,of amount 
within bracket 

$0.20 j. under $-0.50 $0.03 plus 30% of 
amount within bracket 

$0.50~ under $1.20 $0.12 plus 60% of 
amount within bracket 

$1.20;, under $3.00 $0.54 plus 80% of 
amount within bracket 

$3.00 and over $1.98 plus 90% of 
amount within bracket 

(c) , ~ThewindfaLL profits tax does not include 
a aplowback';" provision, nor does it contain 
e'xemp:t!l,ons for cla'sses of production or 
prodt£~ers ." It does J however j" include the 
limitation that the amQuntsubject to tax may 
not exc,eed 75 percenh of the net income from 
the barrel of crudeoil~ The tax will be 
retr"oactive to January 1, 1975. 

(d) The windfall profits tax reduces the 
bas~ fo~ the" dep~eti~n allo~ahce. 

more ,.'. 
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III. P2rnanent 'i'a:c Rec.uc tior.s and. Paynents to ~:!on'" 
Taxpayers Hade~o3sible ~ Ener~y Con~ervatrOn 
Taxes. 

Of the $30 billion in revenue raised annually by" 
the proposed conservation taxes outlined above, 
about :;5 billion is.paid by governoents throueh 
the hieher costs of ~nersy in their purchases. 
This $5 billion inc~udes: 

$3 billion by the Federal governoent. 
$2 billion by state and loca~ governnents. 

The President is pro?osing to the Con~ress that 
02 billion of the revenues be peid to State and 
local Governments, pursuant to thzdistribution 
formulas aD?licable,to general rev~nue sharing. 
The other ~25 billion 'viII be returned to t:'1e 
econocy r:!ostly in the form of ta.'\{' cuts:. . As in 
the case of the ternpor2.rytax reduction, this 
permanent change l~ll be ,divided between indi
viduals and corporations on a 75- 25'percent -" 
basis, about 019 billion for individuals and 
about $6 billion for cor;::,orations. Specifically, 
this would include: 

A. !:teductions for Inc:,ividuals in 1975 0 

'Lax cuts for in:i.ividuals will bp. achieved 
--

in tlV'O 
vlays: (1) tarougfl an increase in the, LmV' Income 
Allowance and (2) a cut in the schedule of tax 
rates .. In this 'f.'laY, tax-paying 0 individuals lvill 
receive a reduction of a:o?roxioately $16 1/2
billion, lvith proportionately larser cu.ts going 
to lO':ol-and mid.:!le-income families. The- LOW 
Incone Allo~vance 'f.rill be increased froll the 
present $1,30() level to $2,6'JO for joint returns 
and ~2, 000 for sinsle returns. Th8,t vnll brinr; 
the level at which returns are nontaxable· to 
";That is approxinately t:'1e current "poverty level!! 
of $5,500 for a faoily of 4. In addition to the 
tax rates a?plicable to various brackets of in
CO:ile 'tvill, be reduced. The ae.gre8ate effects of 
these cnan.zes are- as fol1:ov1s: 

more 
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(1)75 Lev~ls) 
(~bil1ionz) 

Adjusted Inco-;ne Tax ,l-.L10unt of Percentage 
Gross Incoce Paid Under Incotae Tax ?eduction in 

Class Present Lml Reduction . IncoLle Tax 
.. 	 &J )($OOO) 	 ( • .. • .. • • •• 1o ........... . 


o 3 3 	 .25 , -03. 3!~ 
3 5 	 1.0 ~ 1.20 -65.7 
5 7 4.0 	 1.96 -49.0 

f) ,...7 10 0.":1 3.3Q -3[;.Q 

10 - 15 21.9 - 4.72 -21.5 
15 2~ 22.3 2.70 -11. n 
20 - 50 44.4 - 2.15 - 4.8 
50 - laO 13.5 .11 - O.G 

100 and over 13.3 .03 - 0.2 

Total 	 13Q.9 -16.50;" -12.6 
. , 

*Does not include payments to nontaxp~ters 

Tne effect of these tax changes can be illustrated 
for a family of 4, as £0110'15: 

Adjusted Present ne~'l 	 Tax Percent 
SaVIng t'avinl)' Gross Incone Tax 1/ Tax 	 ~ i:.l 

-~ 

, - ---. 
$ 5,600 	 135 $ 0 $135 100.0%" 

7,000 
~ 

402 110 292 72.6 

10,000 867 5lu 349 40.3 

12,500 1,261 ' 961 300 23.2 

15,000 1,699 1 478 13.0
, 221 

20,000 ' 2, G60 2,450 210 7.S 

30,000 4,930 4,837 151 3.0 

40,000 7,950 7,323 130 1.6 


17 	 Calculated assuming Lm7 Incot:le Allowance or 

itemized deductions equal to 17 percent of 

incorae, 'tlhichever is greater. 


'B. Residential Conservation Tax Credit (Discussed 
in the Energy Section of this Fact Sheet). The 
President 3eeks legislation to provide incentives 
to :1.0meowners for !.lakin::; thermal efficiency ir:lprove
ments, such as storm Hindm.;s and insulation, in 
exis ting :10mes. ':'his measure, along 'uith a stepped-ul" 
public information program, could save the equivalent 
of over 500,000 barrels of oil per day by 1935. Under 
this legislation: 

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

2. At least 18 million homes could qualify 
for these tax benefits, estimated to total 
about $500 million annually in tax credits. 

C. 	 Payments to Nontaxpayers of $2 billion. 
The final component of the $19 billion 
distribution to individuals is a distribu
tion of nearly' $2 billion to nontaxpayers 
and certain low-income taxpayers. For this 
low-income group,a special distribution of 
$80 per adult will be- provided~ as follows:, 

1. Adults who would pa~no tax,even without 
the tax reductions in A~abovej wil1.'receive 
$80. , 

2. Adults who receive less than $80 in such 
tax reductions will receive approximately the 
difference. 

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

security number~ and'income. 

4. For purposes of the special distribution, 
~adultsa are individuals who during the 
year are at least 18 years old and who 
~r~ not eligible to be claimed as a 
dependent under the Federal income tax laws. 

5. Since most taxpayers will receive their 
1975 incom~ tax reductions in 1975 through
reductions in withholding on wages and 
estimated tax payments J the special distribu
tion to non-taxpayers and low-income

L 	
more 
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taxpayers will also begin in 1975. 
It is anticipated that disbursement j 

based on 1974 income can be made in 
the summer of 1975. 

D. 	 Tax Red4ctions for Corporations. The 
corporate rate will be reduced by 6 
percentage points~ effectively lowering 
th~.corporate rate from 48 percent to 
42 percent for 1975. The resulting 
benefit in 1975 is .estimated at about 
$6 billion. 

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

Fiscal Years Percent Change 
1974 197~-1976 75/Z4 - . 76/75 

8:2%Revenues 264.9 280 303 

Outlays 268.4 314 34:9 17 % 11.1% 
Dericit -3.5 32-31f 45-47 

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

V. 	 Budget Reductions. 
The budget figures shown above assume that 
significant budget reductions proposed by 
the President are effected. Including re
ductions proposed in a series of special 
messages sent to the last s~ssion of Congress; 
these budget reductions total more than $17 
billion. or this total) over $6 billion will 
result from the proposed 5% ceiling on Federal 
pay increases an~ on those Federal benefit 
programs that rise automatically with the 
Consumer Price Index. 

more 
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The fo1lmrl.ng sumnarizes reductions in 1976 spending 
to be included in the upcoming budget: 

(Outlays
in billions) 

Effect of budBe~ reductions 
proposed last year -(including
administrative actions) • . $8.9~ 

Amounts overturned by the 
Congress ••••••• . . ., . -1 •.1 

Remaining savings • . . . . 7.8 

Further reductions to be proposed: 

Ceiling of 5% on Federal pay

and programs tied to the 

CPI •...•.... e... 
 6.1• 

Other actions planned • . . 3.6 

Total reductions • • ' .. 17.5 

more 
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Th~ follo'Y7ing lists those programs to which the 
5i~ ceiling will apply and ShOv75 spending arnounts 
for them: 

Effect of 5% Ceiling on Pay Increases 

and Programs Tied to CPI 


(Fiscal year eatimates; Dollars in billions) 


Programs Affected 

Social security 

Railroad 
retirement . ..~ 

Supplemental
Security 
Income ••••••• 

Civil service 
and nilitary
retireDent 
payments ••••• 

Foreign Service 
retirement ••• 

Food stamp 
program •••••• 

Child 
nutrition •••• 

Federal salaries: 

i:1ilitary ·.. . . 
Civilian ·. . .. 

Coal rainer 
benef:i,ts · . . . . 

Total ·.. . . 

1975 
Outlays 

64.5 

3.0 

4.7 

13.5 

.1 

3.7 

1.3 

23.2 

35.5 

1.0 

150.5 

l~~J~u~utl~~ith 

ceiling ceiling 

74.3 71. 3 


Difference 
1975-1976 

(with ceiling) 

+7.3 

+0.3 

+0.7 

+1.4 

~ . * .' 

-0.1 


+0.3 


-0.7 


+2.5 


* 

+11. 7 

3.4 

5.5 

16.2 

.1 

3.9 

1.8 

23.1 

38.9 

1.0 

168.2 

. 3.3 

5.4 

14.9 

.1 

3.6 

1.6 

22.5 

38.0 

1.0 

162.1 

* Less than $50 million. 

The 5% ceiling 'Hill take into account increases 
that have already occurred since January I, 1975. 
Under the plan, after June 30, 1976, adjustments 
'VJould be resurned in the sane vlay as ~efore the 
establishr'1ent of the 5% ceilin0 . ::':Ov7ever J no 
catchup of the increases lost under the ceiling· 
"lQuld take place. 

more 
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SLTJ't1HAHY OF THE BUDGET IMPACT OF THE HEld TAXES AND FEES 
AND r:L1iE TAX CUTS - -.-- -
------. ~ 
The following table surrunarizes the estimated direc·t budget 
impact~ on a full-year-effective basis:. of the tax and related 
changes proposed by the Presid~nt to deal with the economic 
and energy situations: • 

Revenue. Raising Neasure~ Estimated Amounts 
t f billions) 

011 excise tax and import fee + 9 1/2 
Natural gas excise tax + 8 1/2 
Windfall Profits tax +12 

+30 Total 

.'-....-. 

more 
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Estimated ft~ount3 
Revenue Dishursing ~easure& -~[)ITlions) 

Energy rebates: 
Income tax cuts, individuals -16 1/2
Residential tax credit li2 

'1lfuntaxpayer distribution - L
Corporate ta~c cut " - 6 
State and local governments - 2 
Federal government costs - 3 

Subtotal -30 

Temporary economic sticulus: 
Individual tax refunds -12 
Investment credit increase - 4 

Subtotal -16 

Total Revenue L>isbursing l1easures 46 

The tax and related changes will go i;.to effect"'at different 
times, but all of them during the year 1975: 

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

The increase in import fees w'ould go into 
effect . 

$1 per barrel February 1. 

To $2 per barrel Uarch l. 

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

The windfall profits tax on crude oil t>1Ould 
be effective as of January 1, 1975. First 
payreents of the tax would be ~ade in the 
third quarter. 

The permanent tax cuts for individuals and 
cOr?orations nade possible by the revenues 
from the energy conservation taxes would be 
effective as of January 1, 1975. The changes 
in withholding rates for individuals are 
expected to 8'0 into effect on June 1. The 
withholding changes 'tolill be adjusted so that 
12 months reduction is accomplished in the 
7 months froUl June through December. /~"';7.;;:':;:"" 

f:~;"> ,"' ",
: .-:-"

L more 
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The tax credit for energy-·saving improvements 
to existing residences would go into effect 
as of January 13 1975. 

Th€l special distribution to nontaxpayers is 
expecte~ to be paid out in ~he summer of 
1975. . 

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

The temporary anti-recession :tax cut for 
individuals will be paid out in two 
installments, in the second and third 
quarters. 

The one-year increase in the investment 
tax credit becomes. effective retroactively 
to January 1, 1975. ~ 

The timing of the various change.s suggests a pattern of 

direct budget changes as follows.. The timing of the 

economic stimulus or rest~aint will depend.) as well on 

such factors as the indirect effects of the budget cu.anges.J. 

the timing of the pass--tl1rough of higher energy cos-ts-. to " 

final.users~ the extent to which the changes are anti-cipated;; 

and a variety of monetary and financial developments that 

arise out of these changes. 


Timing of Direct Budget Impact 

($ billions) 

Calendar Years -6" -1975 197 ___._.. ____ 
I II III IV lIIlV . 

Energy. Taxes +0.2 ~ +12.0 +r:O +7.5 +7.5 

Return of Energy
Revenues to Economy 
Tax Reduction .0 -3.2 ..• 9.0 -:-9.0 -5.q -7·9 -6.3 -6.4 
Nontaxpayers - 2.0 -2,.0
S&L Gov'ts .0 ~O .5 - 0.5 ··0,5 -0.5 -0:.5 .-0.5 -0.5 
Federal Govt. .0 .0 -O.B. . -.0.. 7 -0.8 -0.7 -0.8 -0.7 

Temporary 'j:ax Cut .0 -6.1 -.'7.~ --0.·6 -0.8 .::--0.9 0 0 

Net Effect +0.2 -5.7 - 7.6 "-3.2 -0.1 -2.5 -2.1 -0.1 
."'" 

L 
". 

'. 
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Both major parts of the tax package require inflation 
impact analysis. The excise taxes on crude oil and 
natural gas, combined with the tariff and decontrol of 
prices of both >lold" oil and new natural gas.) will add 
to the general price level immediately. The consumer 
price index is expected to rise by about two percent 
when these tax and price increases go into effect. 
However;, this increase has a one-time impact on the 
price level that~ with exceptions in some areas~ should 
not add 	materially to inflationary pressures in future 
years. 

The inflationary impact of the $16 billion anti·-recession 
tax cut is more difficult to assess. While some eco
nomists may argue that a tax cut will add to the rate 
of inflation during the yearahead,- others would contend 
that under present economic conditions ~ with uriemploy·· 
ment high and many factories operatin~well below 
capacity, the predominant effect of the tax cut 'will 
be to stimulate spending, and that additional spending 
will have only a slight impact on prices. 

Whatever the precise price impact of this $16 billion 
tax cut during 1975, the most important fact a,.bout Jt _ 
from the standpoint of inflation is that it is .tempor.ar-y. 
With the recession still under way. the rate of inflation ~.. 	 will be coming down -- it will be too high.) but never
theless moving in the right direction. After the economy· 
gets w:ell 'into recovery .. however J too much stimulus would 
be sure to reverse the slowing of the inflation rate and~ 
indeed~ start a new accelerat~on. Thus~ the tax stimulus 
must be temporary rather than permanent. 

The President has declared a moratorium on new Federal 
spending programs for this same reason. Budget expen
ditures are rising rapidly thi~ year.) in part.) because 
of programs to aid the unemployed. That: is acceptable 
and highly desirable in a recession to relieve the 
burden on workers who are aff~cted. It 1s also 
desirable because spending under those programs 
phases out as the economy recovers and unemployment 
falls. The increased Federal spending is only temporary. 

Over the long-term) however J both Federal spending and 
lending have been rising much too fast, a fact that 
accounts for a substantial part of our current economic 
problems. A new burst of expenditure programs cannot 

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

PRESIDENTIAL PROPOSALS OF OCTOBER ~ 1974 RESUBMIT~D FOR 
CONGRESSIONAL ACTION 

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

Remove restrictions on the production of1. 
rice, peanuts) and extra-long-staple cotton. 

Amend P.L. 480 to waive certain restrictions2. 
on shipments of food under that Act to needy
countries for national interest or humanitarian 
reasons. 

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

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

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

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

more 	 (OVER) 
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7. 	 Strengthen our financial institutions and 
provide a new tax incentive for investment 
in residential reortgages. 

8. 	 Permit more competition be~ween different 
ciode~ of surface transportation (The SurfaGe 
Transportation Act). 

9. 	 Amend the Employment Act of 1946 to make
explicit the goal of price stability. 
(Substi tute ·;to promote maximum employ
ment~ maximum production~ and stability 
of the general price level~ in place of 
the present language) iito promote maximum 
employment J production and purchasing 
power. I.) 

[,lOre 
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?he President's Zner~y' Pro~ran 
(includil1[; ener~:.y tc;:{~san:i'- fees) 

The President's State of the Union Address outlined the ~jation' s 
enerGY outloo!~, set forth national ener~y policy objectives, 
and described actions he is takin~,~ imrJediatel'7 and i~dicatedJ 

proposals he is asl:ins the Congress to pass. 

EACKG2.0UiTD 

Over the past tl>70 years, progress has been l"anc}e in conservin~ 
enerey, e::;cpandin,3 energy RC) and in:?rovii1.3 Fed~ral govern~ent 
energy orGanization. ::;espite such accor~1?lis~-21ents.' 'tle have 
not succeeded in solvins fundanental nrobleI.13 and o-...!r ~;ational ' 
ener£y situation is critical. Our reiiance on foreif,n sources 
of petroleum is contributin3 to both in~lationary and reces
sionary pressures in the United. States.<.Uorld econo~c 
stability is threatened ~nd several industrialized nations 
dependent upon ~~orted oil are facinr; severe economic 
disruption. 

~,Jith respect to the U.S. ener3Y situation: 

Petroleum is readily available.frol:!. foreign 
sources -- but at arbitrarily hit::h prices, 
causin~ massive outflow of dollars, and at 
the risk of increasin tT our l:ation' s vulnera. . v 

bility'to severe econoT..1ic diSrll[)tion shoulC:' 
another e~bargo be ~~osed. 

Petroleum im.ports ret:1ain at hiGh levels 
ev~n at present hirh prices. 

Jonestic oil oroduction continues to 
cecline as older fields are deDleted and 
ne":'] 'fields are' years from' production; J. C 
million. barrels per day in 1971~ conpared 
to S.2 million in 1973. 

Total U.S. petrole~~ consThuptior. is 
increasing, alt~'1ou~h at sloHer rates 
due to higher prices. 

natural 32.S shortaGes are forciLlS curtailnent of 
supplies to nany industrial firr;:!s anc. d.enial of 
service to ne>;-l residential custo2ers. (ll!-% 
e::::~pectecl this ~vinter versus 7i~ l.:.st year.) This "-<, 

is resultinG in unenploynent, reductions in the 
-production of fertilizer needed to increase food 
sup~lies, anc. increasec c1eeani for alternative 
fueis -- priDarily importee oil. 

more (OVER) 
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Coal production is at about the same level as in 
the 1930 1 s. 

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

Overall energy~ consumption is beginning to increase 
again. 

U.S. vulnerability to economic and social impact 
from an embargo increases with higher imports and 
will continue to do so until we reverse current 
trends, ready standby plans J and increase petroleum 
storage. 

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

Heavy outflow of U.S. dollars (and, in effect, 
jobs) to pay for growing oil~imports -..~ about 
$24 billion in 1974 compared,to $2.7 b1-ilion 
in 1970. 

Tremendous balance of payments deficits and 

possible economic collapse for those nations 

of Europe and Asia that must depend upon _ 

expensive imported oil as a primary energy 

-' 


source. 


Accumulation of billions of dollars of surplus 

revenues in oil exporting nations -- approxi" 

mately $60 billion in 1974 alone. 

U.S. 	 EUERGY OUTLOOK 

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

II. 	 Mid--Term (1975-1985); In the next ten years, there is 
greater flexibility. A number of actions can be taken 
to increas'e domestic supply, convert from foreign all 
to domestic coal and nuclear energy _, and reduc e demand 
if the Hation takes tough actions. Vulnerability to an 
embargo can be eliminated. 
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III. 	Long-Term (Beyond 1985): Emerging energy sources can 
playa bigger role in supplying U.s. needs -- the results 
or the Nation's expanded energy research and development 
program. U.S. independence can be maintained. New 
technologies are the most significant opportunity for 
other consuming nations with limited domestic resources. 

NATIONAL ENERGY POLICY GOALS AND PRINCIPLES ANNOUNCED BY 
THE PRESIDENT 

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

(A) 	 With no action, imports would be about 8 million 
barrels per day by the end of 1977, more than 
20 percent above the 1973 pre-embargo levels. 

" 
(B) 	 Acting to meet the 1977 goal-will reduce imports 

below 1973 levels, assuring reduced· vulnerability 
from an embargo and greater consumer nation 
cooperation. 

(C) 	 r.lore drastic short-term reductions would have 
-

_ 
unacceptable economic impacts. 

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

(A) 	 With no action; oil imports by 1985 could be 
reduced to zero at prices of $11 per barrel or 
more -- or they could go substantially higher 
if world oil prices are reduced (e.g., at $7 
per barrel, U.S. consumption could reach 
24 million barrels per day with imports of 
above 12 million, or above 50% of the total.) 

(B) 	 The U.S. anticipates a reduction in world oil 
prices over the next several :y.ears . Hence, 
plans and policies ~ust be established to 
achieve energy independence even at lower 
prices ~- countering the normal tendency to 
increase imports as the price d~clines. 

more 
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!(C) 	 Actions to meet the 1985 goal will hold imports ! 

to np more than 3.. 5 million barrels per day. 
even at $7 per barrel prices. Protection against 
an err~argo of the remaining imports can then 'be 
hand~edmost economically with storage and 
standby emerg.ency mea;sures. 

III. 	Long-Term'(Beyond 1985): Within this century~ the U.S. 
should strive to develop technology and energy resources 
to enable it to supply a si~nif~cant share of the 
Free World's energy needs. 

(A) 	 Other consuming nations have insufficient fossil 

fuel resources to reach domestic energy . 

self-sufficiency. 


(B) 	 The U.S. can again become a world energy supplier 

and foster world energy price stability -- much 

the same as the nation did prior to the 1960's 

when it was a. major supplie~ of world oil. 


IV. 	 Principles: Actions to achieve the above. national 
en'ergy g'oals must be based upon the following
principles; 

Provide energy to the American consumer at the ~ 
lowest possible cost consistent with our need 
for secure energy supplies .. 

Make energy decisions consistent with our overall 
economic goals. 

Balance environmental goals \'Ii th energy require~ 
ments. 

Rely upon the private sector and market forces 
as the most efficient means of achieving. the 
Nation's goals~ but act through the government 
where the private sector is unable to achieve 
our goals,. . 

Seek equity among all our citizens in sharing, 
of benefits and costs of our energy program. 

Coordinate our energy policies with .those of 
other consuming nations to promote interde
pendence~ as well as independence. 

more 
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1. 

'~o ueet the national· ...;oals, the Presic.ent 0'clt1ined a con
?rehensive proCram of 1e~is1ative proDosals to the Gonfress 
Fhich !le requested 0e enacted l,}ithin 90 days and administra
tive .::lctions t:1at :le ~li1r begin inpleoenting irJnedie.te1y. 
':l1e 1esis1ative packaGe is Gore effective and equitable t~:1an 
t~le aci.uinistrative prof,ran, but the :>resiclent indicated that 
the seriousness of tlle situation deuanded iDnecliate action. 
'l..lese actions 'l;7i11 reduce overall enerr;y uenand. increase 
cior.:estic '8rocluction, increase conversion to coal, and reduce 
oil lllports.· 'J.'-~ley include: 

(A) 	 ~~~nistra_t:..iv~ ~CtiOllS 

1. 	 ,ri.~0-f_t_i.E:.e_ --- Because or the ser;.ou:mes~ 
0:::: tiH~ problen and uecause tine is re(l,u~red 
:Cor Gon[jressiona1 action on his 1eeislative 
proposals, t~le :)l"esident is actinr, inuec!iate1y 
~Tithin e1:.isting author~.ties to increase the 
ii.ilport fees on crude oil and !1etroleun 
proc.1ucts. 7ilese ne\-1 ittlpott" fee~ Hou1a- be 
i.~odified u?on passage of t:le :'rcsident i s 
legislative racl:age. 

(a) Ir:lport fees on crude oil and petro1e'~\ 
products uncer the authority of the Trade Exp2...'"l.' 
sion AC.t of 1~62, as at:!endec, ~!i11 be increase"d 
1,ly $1 effect:i.ve February 1,. 1975; all additional 
:;;1 effective iiarci.l 1; and another $1 eL:ective 
April 1, :tor a total increase of $3.10 per' 
barrel. Currently e~:istin8 ~ees ~rl.11 also 
reGain in e:!:fect. 

(b) 	 FLA I s "Old Oil ::::ntj.tletlents,,~,.~.,ror-ran 
'rill be uti1izeG to spread ?rice irrcreases 
on crude ffilon~ all refiner~ and to lessen 
disproportionate resiona1 e:7£ects, par
ticalar1y in the lIortheast. 

(c) !-.S o:c February 1975; !?rocluct inports 
will cec:.se to be covered by FLf..' s ;:·J1d ~i1 
:Cntit1e:-:ents'; ,rograD.. -In order to overcone 
any severe reGional, ii~l,?acts: t.1.nt could be 
cct\.fsed'iY·lar::-;e fees in inport dependent. 
aJ::eas, ll1po:!:t,ed products uill receive a 
rebate corresponding to 'the benc~it >;Jhic:l 
'uo\11cl hav~ been ol:ltained ~.mder that 
progr~r!. ~::"e reLat~ snou1d be ar~roxiLate1y 
OLOO' i~ FcLruary, ~:a.40 in 'larch, and ~1.3:' 
per

. 
barr~l in !~pril... \ 

(d) This iC1:;or.c"·-::ee pro::-:rar~ would reduce 
inports by Ebout 50J,OO() barrels ~~~, d~~ . .: 
In Lpril it Houle. generate a~)out .At,) L~ll.Lon 

.rer 	nonth in revenues. 
more (OVER) 
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2. 	 Backup Import Control Program --- The energy 

conservation measures and tax proposals 
will be supplemented by'the use of Presidential 
power to limit oil imports as necessary to 
achieve the near·-term goals. 

3. 	 Crude Oil Price .. Decontrol -- To stimulate 
production and further cut demand~ steps 
will be taken to remove price controls 
on domestic crude oil by April 1, 1975, 
subject to congressional disapproval as 
provided by ~4(g) of the Emergency 
Petroleum Allocation Act of 1973. 

4. 	 Increase Public Education on Energy 
Conservation -- Energy Resources Council 
will step up its efforts to provide infor
mation on energy co~servation methods and 
benefits. 

....(B)· 	Legislative Proposa1.s 
...; --" 

1. 	 Comprehensiv~. Tax and Decontrol Program 
The President asked the Congress to pass 
within 90 days a comprehensive legislative 
package which could lead to reduction of 
oil imports of 900~OOO barrels per day ~ 
by 1975 and l.6 milliciQ barrels by 1971. 
Average oil prices would rise about $4.00 
per barrel of $.10 per gallon. The package 
which Will-raise $30 billion in revenues 
on an annual basis includes: 

(a) Windfall Profits Tax -- A tax on all 
domestic crude oil to capture the windfall 
profits resulting from price decontrol. 
The tax would take 88% of the windfall 
profits on crude oil and would phase out 
over several years. The tax would be 
retroactive to January 1, 1975. 

(b) Petroleum Excise Tax and Import Fee 
An excise tax on all domestic crude oil 
of $2 per barrel and a fee on imported 
crude oil and product imports of $2 per 
barrel. The new, administratively~established 
import fee of $3 on crude oil would be reduced 
to $2.00 and $1.20 fee on products would be 
increased to $2.00 when the tax is enacted. 
The product import fee would keep the excise 
tax from encouraging foreign refining and 
the related loss of jobs to the U.S. 

more 
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, 2. 

3. 

(c) NeN Natural Gas Deregulation -- Remove t 
Federal interstate price r~gulation on new 
natu~al gas to increase domestic production 
and'reduce demand for scarce natural gas 
supplies. 

(a) 	 Natural Gas Excise Tax -- An excise 
tax on natural gas of 37¢ per thousand 
cubic feet (mcf), which is equivalent 
on a Btu basis to the $2 per barrel petroleum 

excise tax and fee. This will discourage 

attempts to switch to natural gas and acts 

to reduce natural gas demand curtailments. 

Since the usual results of gas curtailments 

is a switch to oil, this will limit the 

growth of oil imports. 


Elk Hills Naval Petroleum Reserve. The 

President is asking the Congress to permit

production of the Elk Hills Naval Petroleum 

Reserve (NPR #1) under Navy control. 

Production could reach 160,000 barrels 

per day early in 1975 and 300,000 barrels 

per'day by 1977. The oil produced would 

be Used to top off Defense Depart~9nt 

storage tanks, with the remainder sold 


-'at auction or exchanged for refined 
petroleum products used by the Department. 

of Defense. Revenues would be used to 

finance further exploration, development 

and production of the Naval petroleum 

reserves and the'strategic petroleum 

storage. 

Conversion to the Use of Domestic coal. 

The President rs-asking-the Congress to 

amend the Clean Air Act and the Energy 

Supply and Environmental Coordination 

Act of 1974 to permit a vigoroUs program 

to make greater use of domestic coal to 

reduce the need for oil. This program 

would reduce the need for oil imports 

by 100,000 barrels per day in 1975 and 

300,000 barrels in 1977. These amend

ments would extend FEA's authority to 

grant prohibition orders from 1975 to 

1977, prohibit powerplants early in the 

planning process from burning oil and gas, 

extend FEA enforcement authority from 1978 

to 1985, and make clear that coal burning 
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installations tnat had orif,inally planned 
to convert fro~ coal to oil be 2liRible 
for cOL1T)liance c.ate el:tensions. It 'vould 
give LP~ authority to extenj compliance 
dates and elinir:ate restrictive resional 
environL::.!ental linitations. A plant could 
convert as 10DZ as its ovm er...lissions do 
not e~{ceed alJbient air quality standards. 

P~SIi)Zi1T Tt) ; mET l.UI:- Tr.:?].! 
~OALS (1~'5-19C5) 

II. 	 AC7IOES AlE10UPCE') 

7hese ~ctions are desirrned to meet the goal of ac~ievin~ 
the capability for ener~y independence by 1935. The actions 
include neasures to increase domestic energy production 
(including neas~res to co~e with constraints and strike 
a balance bet-c;-:reen envirO'i.1rilental and ener~y objectives), 
reduce enerr;y der.:.1.and. J and prepare for any future emerzency 
resulting from an embarf,o. 

(A) 	 Supply Actions 

1. 	 !laval Petroleum Reserve Ho. l~ (Ler.;islative 
proposal) -- '.L'ne President is asking the 
Congress to autilorize the exploration., de

-' velopLlent anc prod1.!ction of UPI:.-!:- in Al:.aska 
I to provide r>etroleurn. for- the domestic economy, 
~ 101ith 15-20i~ earmarked for nilitary needs anc1. 

strategic stora~e. The reserves in i~Pll-l;. 
which are nmV' largely unexplored could pro
vide at least 2 million barrels of oil per 
day by 19[,5 . Under tl1e le0islative proposal: 

(a) The President "lould be authorized to 
explore J develop and produce Hl'?-l~. 

(b) The Govern.r1ent's share of production 
(apprmdmately l5-20/~) would be used to 
help finance the strategic storage system 
and to help fulfill nilitary petroleun 
reqi.1irenents. .f.,ny ot!1er receipts go to 
the United States Treasury as niscellaneous 
.recei?ts· . 
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2. 	 OCS Leasinn; (Admirlistrative) -- The Presid.ent 
reaffirL1eci.~hisi::1te7.ltioE to continue an 
ag.:;ressive G".J.~er Continental Shelf leasing 
policy, incl~din: lease sales in the Atlantic. 
Paci~ic, and Gulf of Alaska. Decisions on 

1.1 	 -11.... .., ease sc:..!.es.. Ul._ . coupl'etJ.onJ.nG1.Vl.aua a":'7a1.t 
of approp:=int::: enViron171ental st~dies. In
creased OC3 lea~in6 could add domestic pro
ducticn of 1.5 !J.illiorl b~rrels of oil aA:ld 
additional su?:?lies of natural sas by 1935. 
There will be close cooperation uith Coastal 
stat.es in th8ir planning for possible increased 
local c1evelo'!;l.Jent. Fun.:lin~ for envirorlr:1ental1 	 _ 

studies and assistance to States for planniA:l~ 
has beerr increas~d in F'Y 1';75. . ' 

3. 	 ~-::-educin,r; ~or~~estic ~~r::Y Price Jncertaintr 
(Le0isla.tIVe proflosa ' -- Le~~islation "(-lil 
be requested aut orizing and requirine the 
President to use tariffs i .. inport quotas) 
import price floors, or other, measures to 
achieve domestic energy price levels 
necessary to reach self-sufficiency goals. 
ThLS legislation would ena,ble the President 
to cope-o;vith possible large-scalefl~ctua..
tions in v70rld oil prices.-	 .. 

l~ . Clean Air Act ft~end~e~ts (Le0islative 
rrOt'?~3JY -- ~n' additi.:?n to t!:e 2.l.-:!endoents 
out 	1.:1ea earl1.er for S:lort-tern f,oals, the 
President is asl~in·-:r for other Clean Air 
ll..ct 	aBen.J:.~ents l1e~~eci. :!:or a balance bet":leen 
environi!!.e!1tal and ener~y gORls. ':'h~se 
include: 

(q) LeGislative clarification to r~solve 
problens resultin~ from court ~ecisions 
"tIlith resr-ect to sic,nificant air quality 
deterioration in areas already neetinF; 
healt~ anJ welfare stanjards." . 

(b) 	 Extension of cmw li.::lnceciates throu~h 
19C5 	 to inplenent a nSil policy r~~arG.in0" 

~ _U~~~~ all O~T usestac'· b'-as scr"'·~O·-" -- to - ~ 01=
. t . 	 , . . 1 ' 1.n en~l.tt~nt ,-:ontro.!. systerJs 1.n 1.S0 ateo. 
power plants throu~h 19~5 an~ r~quirinG 
other scurces to aC~lL~ve-:ontrol as soon 
as i)os3ibl~. 
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(c) A pause for 5 years (1977-1981 model 
years) for nationwide auto emission standards 
at the current California levels for hydro
carbons (0.9 grams per mile) and carbon 
monoxide er' grams per mile), and at 1975 
standards (3.1 grams per mile) for oxides 
of nitrogen (with the exceptio"n of California 
which. has adopted the 2.0 standard). These 
standards for hydrocarbons (HC) and carbon 
monoxide (CO) ~re more stringent than now 
required nationwide for 1976 model year's 
cars. The change from the levels now 
required for 1977-1981 model years in the 
law will have no significant impact on 
air quality standards, yet they will facilitate 
attainment of the goal of 40% increase in 
auto fuel efficiency by the 1980 model year. 

(a) 	 EPA will shortly begin comprehensive 
hearings on emission controls and fuel 
economY'which will provJde more detailed 
data for Congre.ssiona1.:considerat4on. 

5. 	 Surface Mining (Legisiative proposal) -
The President is asking the Congress to pass 
a surface mining bill which strikes a balance 
betweeri our desires for reclamation and
environmental protection and our neea ~Q -' 

increase dome~tic coal production substan
tially over the next ten years. The proposed 
legislation will correct the problems which 
led to the President's veto of a surface 
mining bill last year. 

6. 	 Coal Leasing (Administrative) .~ To assure 
rapid production from existing leases and to 
make new, low sulfur coal supplies available, 
the President directed the Secretary of the 
Interior to: 

(a) Adopt legal diligence requirements to 
assure timely production from existing 
leases. 

(6) 	 Meet with Western Governors to explore 
regional questions on economic, env~ronmental 
and social impacts associated with new Federal 
coal leases. 

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

more 
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7. 	 Electric Utilities -- The President is asking 

the Congress for legislation concerned with 
utilities. In recent months, 60% 
of planned nuclear capacity and 30% of non~ 
nuclear capacity additions have been postponed 
or cancelled by electric utilities. Financing 
problems are worsening and State utility 
commiss:Lon pract1.ces have hot assured recovery 
of ~osts and ade~uate earnings. The transition 
from oil and gas-fired plants to coal and nuclear 
has been slowed greatly -- contributing to 
pressure for higher oil imports. Actions 
involve: 

,(a) Uniform Investment ~ax Credit (Legislative) 
an inc~ease in the investment tax credit to 
eliminate tne gap between utilities and other 
industries -- currently 'a 4% rate applies to 
utilities and 7% to others. 

(b) Higher Investment' Tax Credit '(Legislative) 
An ip,crease in investmerit tax credit for all 
industry; iricluding utilities, for 1 year - 
to 12%. The 12% rate would be retained for 
two additional years for all power plants 
except oil and gas·-fired facilities. 

(c) Preferred Stock Dividend Deductions 
(Legislative) ~- A change in tax laws applica
ble to all industries ~ including utili ties, 
which allows deductions of preferred stoC$ -

" 

dividends for' tax purposes to reduce the 
cost of capital and stimulate equity rather 
than debt financing. 

(d) Mandated Reform of State Utility Commission 
Processes (Legislative) -- The legislation ' 
would selectively reform utility commission 
practices by: (1) setting a maximum' limit 
of 5 months for rate or service proceedings; 
(2) requiring fl;lel adjustment pass-throughs, 
includlng taxes~ (3) requiring that con
stru~tion work in progress be inc~uded in a 
utilityis rate base; (4) removing' any rules 
prohibiting a utility from charging lower 
rates for electric power during off-peak 
hours and (5) ~~lowing the cost of pollu
tion contr:ol equipmen:t to be included in 
the rate base. ' 

(e) Energy Resources Council Study 
(Administrative) -- Review and report to the 
President on the entire regulatory process 
and financial situation relating to electric 
utilities and determine what further reforms 
or actions are needed. ERC will consult 
with State utility commissions, governors, 
public utilities and consumers. 
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u. 	 !.J~~J~jl~'.. :!9'::'~~1'_--" 70 accelerate t:,e ~roHth of 
nuclear pO~7e:::- U~1.ich supplies only one percent 
of our enerry needs, the President is pro
?osinZ, in addition to actions nutlined ahove: 

(a) 	 ~.!.-q>~2l-_t~S.t L..tC:~!lsi!li-;_ ?-p.~.. ~JJ::i!:l~,- (Ler;islative)
A iJaclear Facility Licensinr, L\.ct to assure c.ore 
rapid sitinG and, licensinr o~ nuclear plants. 

(b) 197_6_ ~ud&e~.. ~n.creas.§.. <~~y,i.~]._ati~~) .--
An increase of .,,'.1 Dillion in ar'!lropriations 
for nuclear safety, sa£ep,uards, and ~7aste 
rllanage;_len t . 

9. 	 i?_nerill?: ~""Clcili_ties ~i tins <he.iLi.E]..ativel - 
Legis[ation i-roUlCf reauce enerr;y feciTity siting 
bottlenecks and assure sites for needed faci1i-· 
ties t1ithiJroper land use considerations: 

(a) The legislation would require that states 
have a cooprehensive and coordinated process 
for expeditious revicu and epprova1 of ener3Y 
facility applicationsj and state authorities 
\"1hich ensure that fina13tate energy facility 
decisions cannot be nullified by actions of 
of local governments. 

-' 

(b) Provision for O"vmers -of elir,ible facilities 
or citizens to sue S~ates for inaction. 

(c) Provide no Federel role in nal:inz case by 
case siting decisions for the States. 

(E) 	 Ener~ Conservation Actions 
~----. - 

The rresident announced a nunL'er of enerr,y con·· 
servation ueasures to reduce denano, includinr.: 

1. 	 ~~o 9.~~E_1j.ne Hile_aI~_ ~_n_c..E.e_a_s_e~_ (:::~niEistratj.ve) 
_fhe Secretary of '.i'ransportation has 
obtained vritten agreeI7lents ;-1i ti1 each of 
the t:iaj or dom.estic autonobile Llanufacturers 
which will yield a 40 percent inprove" 
nent in fuel efficiency on a wei[;hted 
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average for all J\['\1 autos by 1980 model year. 
These agreements are c(.Jntingent upon relaxation 
of Clean Air Act auto emission standards. The 
agreement provides for interim goals, Federal 
monitoring and public reporting of progress. 

2. 	 Building Therp'lal Standards (Legislative) - 
The President is askihg Congress for legislation 
to establish national mandatory thermal (heating 
and cooling) efficiency standards for new homes 
andcornmercial buildings which would save the 
equivalent of over one-half million barrels of 
oil per day by 1985. Under this legislation: 

(a) The Secretary of Housing and Urban Develop
ment shall consult with engineering, architectural, 
consumer, labor, industry, and government repre
sentatives to advise on development of efficiency 
standards. 

(0) 	 Thermal standards for o~e and two-family 
dweilings will be developed and implementation 
would begin within one year. New minimum 
performance standards for energy in commercial 
and residential buildings would be developed
and implemented as Boon thereafter as practi?able. 

(e) Standards would be implemented by Stat~ 
, and local governments through local building
~. 

codes. 

(d) The President also directed the Secretary 
of Housing and Urban Development to include 
energy conservation standards in new mobile 
home construction and safety standards. 

3. 	 Residential Conservation Tax Credit - 
~he President is asking Congress for legislation 
t:o provide incentives to homeowners for making 
thermal efficiency improvements in existing 
homes. This measure, along with a stepped-up 
public information program, could save the 
equivalent of over 500,000 barrels per day 
by 1985. Under this legislation: 

(a) A 15 percent tax credit retroactive_to 
January 1, 1975 for the cost of certain improve
ments in thermal efficiency in residences would 
be provided. Tax credits would apply to the 
first $1,000 of expenditures and can be claimed 
during the next three years. 

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

more 	 (OVER) 
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• < ~,' =~:.; L-6'w':'lncon:e" Energy' Conservation' Program 
. 	"~,:'~:j~~gis+ativeJ -- The President is prop?sing 

... ,~"le-gisla'tion' to .estab l.ish a Low-Income £nergy 
. >;C·onse'.rvat'ion Program to offer direct subsidies 

, 	 to low-income and ~lderly homeowners for certain 
-, e~epgy c·onservation improvements such as insula
tibn; The program is modeled upon a successful 
pilpt~rcigram in Maine. 

(a) The program-would be administered by FEA, 
und~r new leiislation, and the President is 
requesting supplemental apprbpriations in 1975 
and $55 ~111ion in,fiscal year 1976. 

(b) 'Acting:through the States, Federal funds 
~ould be provided io purcha~e materials. 
Volunt'eers or community groups could install 
the materials. 

5'. 	 Appliance Efficiency Standards (Administrative) 
The President.' direc;:ted th€7 Energy Resources 
Coun~ilto d~~elbp energy~~ffi~iency goals for 
major~ppliarices and.t6 o~tainagreements 
within eix ~ont~s frqmthe ,m~Jor manufacturers 
of these appliances to comply with the goals. 
The goal is a 20% average improvement by 1980 
fo~ all maJor QPpliances, including air condi
tioners~ 'refri~erators'and other home appltances~ 
Achievement of these goals would save the . 
equivalent of over one-half million barrels of 

'oil per ~ay by 198~. If agreement cannot be 
reached, the P~esident will submit legislation 
to establlih mandatory appliance efficiency 
standards. ' 

6. 	 'Appliance~nci'Auto Efficiency Labelling Act 
(Legisla~lve) -- The President will ask the 
Congress to enact' a mandatory labelling bill to 
require that energy efficiency labels be placed 
on newapplian~es and autos. 

(C) 	 Emergency Preparedness 

T.he President announced. that comprehensive energy 
emergency legislation will be proposed, encompassing 
two maj or components.. 

1. 	 Strategic Pet~oleum St6rage (Legislative) - 
Development of an energy storage system of one 
billion barrels for domestic use and 300 million 
barrels for mi~itary use. The legislation will 

more 
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authorize the sovern~~nt to purchase and pre
pare the storage' facilities (salt domes or steel 
tanks), while complex institutional questions 
are resolved and before oil for'storage is 
actually purchased. FEA will develop the over
all program in cooperation with the Department 
of the Ihterior and the Department of Defense. 
All engineering, pla~ning, and environmental 
studies would be completed within one year. 
The 1.3 billion barrels will not be complete 
for some years, since time is required to 
purchase, prepare, and fill the facilities. 

2. 	 Standby anc! Planning Authorities (Legislative) 
The President is requesting a set of emergency 
standby authorities to be used to deal with 
any significant future energy shortages. These 
authorities would also enable the United States· 
to fully implement the agreement on an Inter
national Energy Program~between the United 
States and other nation&signed on November 18, 
1974. This legislation'would include the 
authority to: 

(a) Implement energy conservation plan~ to 
,reduce demand for energy; 

(b) allocate petroleum,~roducts and e;tablish 
price controls for allocated products; 

(c) 	 ration fuels among end users; 

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

(e) 	 increase production of domestic oil; and 

(f) 	 regulate petroleum inventories. 

III. 	ACTIONS ANNOUNCED BY THE PRESIDENT TO MEET LONG-TERM 
GOALS (BEYOND 1985-) 

The expanded research and development program on "Thich the 
nation is embarked will provide the basis for increasing 
domestic energy supplies and maint~ining energy independence. 
It will also make it possible in the long run for the U.S. to 
export energy supplies and technology to otllers in the free 
world. Important elements are: 

L 	 more 
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(A) 	 Synt~etic Fuels Progran Adninistrative -- The 
President announced a Iiat~ona ynt.et c Fuels 
Commercialization Progran to ensure at least one 
million barrels per day equivalent of synthetic fuels 
capacity by 1935, using technologies nm-J nearing
comoercial application. 

1. 	 Synthetic fuel types to be considered will 

include synthetic crude from oil shale and a 

wide range of clean solid, liquid, and gaseous 

fuels derived from coal. 


2. 	 The Program would entail Federal incentives 

(possibly including price guarantees, purchase 

agreements, capital subsidies, leasine pro-

8ra~s, etc.), zrantec competitively, and would 

be ained at the production of selected types 

of gaseous and liquid fuels frow both coal and 

oil shale. ' 


3. 	 The program "1ill rely on eJdsting legislative 

authorities, includine those contained in the 

Federal i:10n-l1uclear Energy Research and Develop

ment Act of 1974, but new legislative authori

ties will be requested if necessary. 


(B) 	 Enerey r.esearch anci DevelopLt":ent Proc;ram -- In the 
current fiscal yeer, the Federal Government has 
greatly increased its funding for energy research 
and development pror;r2ws. 7hese Federal programs 
are a part of a much larger national energy R&D 
effort and are carried out in cooperation l1ith industry, 
colleges and universities and others. The President " 

stated that his 1976 Budeet will continue to e~ha
j 

size' these accel~rn.ted prozrai!ls vlhich include research 
and the Gevelop~ent of technology for energy conserva
tion and on all fo~~ of energy including fossil . 
fuels, nuclear fission and fusion, solar and geothe~1. 

(C) 	 Energy Research m~d Developnent Adninistration -- (ErmA) 
The President has siened an Executiv~ Order which 
activates, effective January 19, 1975, the Energy 
Research and Developnent Ad..:l.i!1istr8.tion. E'?DA will 
bring toeether in a sinr.le a:;ency the major Federal 
enerr:y :1 .~ D pro~rans 'ti:lich 'Hill have the' resp~onsibility 
for lead.ins t:1e national effort to develoy teclmology 
to aSS-ilre thc:1.t the U. s. \'1ill have an aIJ.?le and secure 
supply of enersy at reasona~le pricr;s. E~nA con
solidates naj or ? .,:~ D fu!!ctions !Jreviously handled 
by the AEe, :;::'e!?artITIent of the Interior, :"!ational 
Science E'oundation and :;::nviron~ental Protection Agency .. 
EIlDA \vill also continue t~:l2 basic research, nuclear 
mate!:'ials prod.uction and. \Ve2.~ons ?ro;:;ra~_;.s of the AEC. 

more 



L 

45 

nlP.~CTS 0:-' NEAR AND IHD-TSRi'l 


ACTIONS ON PETROLEu.:>~ CONSU!''lI"l':IO~ ~m Ii:1PORTS 


HEA.2. 'I'Err·1 PROG~AI1 
(Hi13/D) 

CONSUHPTION IF NO NEW ACTIONS 
IHPORTS IF NO NE~] ACTIONS 

Less Service Savings by Short··term 
Actions: 

Production from Elk Hills 
Coal Conversion 
Tax Package 

TOTAL IHPORT SAVINGS 

REHAINING IHPORTS 

1975 1977 
18.0 I8.3 

6.5- B.O 

IMPORT SAVINGS 

1975 1977 


0.2 0.3 
0.1 0.3 
0.9 1.6'- 

1.2 2.2 

5.3 s.B 

rUD-TERM PROGRA£.1 -' 

~CONsm1PTION IF NO NEW ACTIONS 23.9 Mr.m/D
HIPORTS IF NO NEW ACTIONS 12.7 MHB/D 

Less Savings Achieved by 
Following Actions; 

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

Total I~port Savings by Actions 

Remaining Imports 

Less: 
Emergency Storage 
Standby Authorities 

1985 IHPACT 
0i'1 U!PORTS 

1.5 
2.0 
0.4 
0.3 
1.0 
2.1 
0.1 
0.3 
0.3 

3.0 
1.7 

" 8.0 

4.7 

NET IHPORT VULNERABILITY 0, 
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INTERNATlmrAL ENERGY POLICY AED FI~TANCING ARR1H1GEf'IENTS 

BACKGROUND 

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

U.s. POSITION 

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

ACTIONS TAKEN BY OIL CONSur>1ING NATIONS 
., 

The oil consuming nations have already created the 
Int~rnational Energy Agency to coordinate conservation' 
and resource development programs and policies for 
reacting to any future interruption of oil exports 
by produclng:nations. The four major elements of 
this cooperative program are: 

more 
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An emergency sharing arran;9rr..ent to .immediately 
reduce member vulnerabilj t:,' to hctual or threatened 
embargoes by producers. 

A long-term cooperative pro;ram to reduce member· 
nation dependence on imported oil, 

4 /~ • 

~ 

A comprehensive information system designed to 
improve our knowledge about the world oil market 
and to provide a basis for :!onsultations among 
members and individual companies; and 

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

The Int~rnationalEnergy Agency has been established as 
an autonomous oreani~ation under the OEeD. It is open 
to all OEeD nations willing and able to meet the obli· 
gations created by the program. This international 
agreement establishes a number of conservation-and energy 
resources development goals but each member is left free 
to determine what domestic measures to· '.lse in achieving 
the targets. This flexibiliti enables the United States 
to coordinate our national and international energy goals. 

OTHER U.S. ACTIONS AnD PROPOSALS 

The United States has also supported programs for pro·-· 
tecting International stability against distorting 
finan~ial flows created by the sudden increase of oil 
prices. Although the massive ~urplus of expo~t earnings 
accumulated by the producing nations will have to be 
invested in the oil consuming nations, it is unlikely 
that these investments will be distributed so as to 
match exactly the financing needs of indiyJ,.cillal impor
ting nations. Fortunately the existing complex of 
private and official financial institutions has, in the 
case of the'industrialized countries, been effective 
in redistributing the massive oil export earnings to 
date. However, there is concern that some individual 
industrialized nations may not be able to continue to 
obtain needed funds at reasonable interest rates and 
terms during the transition period until supplies are 
increased, conservation efforts reduce oil imports and 
the price of oil declines. Therefore; the United States 
has supported various proposals lor "reshuffling'; the 
recycled funds among oil conSUP.li:lg :l2tions> including: 

more 
(OVER) 
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Hodification of International r.lonetary Fund (H1F) 1 

rules to permit more extensive use of existing 
IMF resources without further delay~ i 
Creation of a financial solidarity facility as 
a .isafety net;; for participating OECD countries 
that are prepared bo cooperate in an effort to 
increase conservation and energy resource develop
ment actions to create pressure to reduce the 
present price of oil: 

Establishment of a special trust fund managed by 
the IMF which would extend balance of payments 
assistance to the most seriously affected develop-· 
ing nations on a concessional basis not now possible 
under IMF rules. The United States hopes that oil 
exporting nations might contribute a major share 
of the trust fund and that additional resources might 
be provided through the sale of a small portion of 
the IMFls gold holdings in. which the differential 
between the original cost of the ~old and t~~ 
current market price would be added to .the trust 
fund; and 

An increase in H,1F quotas which would make more 
resources available in 1976. 

These proposals will be discussed at ministerial level 
meetings of the Group of Ten ~ the nlF Interim Committee 
and the International Nonetary Fund/International Bank 
for Reconstruction and Development Committee in 
Washington, D.C. January 14 to 17. 

In these meetings, the United States will continue to 
press its views conc'erning the fundamental importance 
of international cooperation to achieve necessary con·
serYation and energy resources development goals as a 
basis for protecting our national security and underlying 
economic strength. 
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D-2C::o:1t.:.-o l o f c::-J ?:1estic ce t: r. :J12wll or:' ·:::: 2 S 2 n.d t~he 
deregulation o f new natur21 gas O=l2es. 

A ~i~d£all pro£i~s tax o~ ~ll do~estic p 2 trol e u~ 
productio n that is ~2sig~ 2d to a~sor~ all th~ profits 
that would othe~vise flo~ f~om d2co~trolling oil 
prices, plus a n a dditional $3 bi l lion_ This tax 
does not itself cause price increases but it racao
tures the profits f~om price increases otherwise 
induced. 

i". rebate to con3'...:.sers of t::e ~r,erg:::· fees a:lc taxes 
that are collected. 

T~-: 2 2ffe s-:: of -tr12S2 actio "(l.s, \/;it~:. -::~1 = ::;}:C:2~~ t.io2 of ;.=.~.e 

excess ?rofits ~ax, is (1) to increase the price s of petroleu~ 
prcd~cts ~j about $4 per barrel (ajout lO¢ per gallon) if all 
increased costs are passed t~rough to t~e consu2~r and (2) to 
at 123.s-:' pa.rtially o f fset t':":ese price increases '>iit:l the tax 
re;:'3.-:'es .. 

prese nts 
?ros-r2..:': on conS~--:1ey 

pro i uct, and income 

the impacts o~ the President's proposed 
energy bi 11 s by :,:eg iO:l, type 0 f en8r~1' 

c12s3. 
the Con3~~2r Price Inde~ 

Th2 2f~ect of t~e progr~s orr 
(Cpr) is 2sti~ated 23 an indication 

of t~e total increas e in consum~r costs. ?~e estima~ed 2£~ect 

O~ the CPT is important because it includes highe r conSU~2r 

costs associate d with bct~ d irect conSUDer purc~a~2s of 
en3 rgy and indirect purc~ases of energy. 
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Eas-t ~;0rth Cer..t:::al 

~··ie3t ~· rorth Centr~~l 

South Atlantic 

East South Central 

West South Central 

r·!ountain 

cific 

Total D.S. 

C:::30linc .:, 
l";!)C()!:" Oil 

$ 9S 

83 

107 

126 

118 

116 

115 

141 

102 

$109 

-.; 

Income Distribution Effects 

. 1 ' . 

54 2 '1 

19 44 

13 36 

ILl 

2 19 

o 27 

3 37 

3 30 

$ 19 $30 

Tables 3, 4, and 5 give estimates of th2 eff~ct 
of th~ energy prog~am on diffei~nt income class2s. 

:;'130 

9 170 

4 

12 187 

12 154 

5 

42 135 

10 191 

1 --L.b 151 

$13 $171 

exception of the t~x rebate ~ata these statistics were ob~2ined 
fr::>ITl analys es done by the ~'7ashing ton Cen te!:" for ;Ietropoli tan. 
Studies and are totally independent of t~e estimates s~de 
for the aggregate and regional impacts in Tables 1 and~. How
ever, 610s2 examination and comparison of Table 1 with Ta~le 3 
shows that the data are consistent. Specifically, the median 
income of families in 1972 was about $11,000. Assu~ing th~t 
inflation has raised this to $13,000 th~ $969 total enerS! 
bill given in Table 1 is bracketed by th~ $742 and $1085 bills 
given in Table 3 for the energy costs of the lO~2r mi~dle and 
uppc~r middle inco:T'.e c la3 ses. Th·", 0 ~h2r !l :':I:1lJ :~rsin 'l'able J 
are rOughly consistent with Ta~lc 1. 

TCloLc'::; 3 o,nd ,t illt:strClt~ t)-:3.t: lC) :.: inco:w-~ (JTO:_lE)~; :, i:-':c'nd Cl 

1 ~l ~g C~ r p ,::"t") ;1c) rt i 0 ~ 0 f t. :-~ ~ .L :-: .i. :~c :J Fl'::~ 0 n (~.L::,,- c c t ""~ n -_: ~~ \_-~ -'I ;-: '_t r c:>.:.' ~';, .::.3 
t~l-:l:l ! ' li0i:~:::- in l~ ~o~:-~ ...~ ~: :'-O l-": ~J 3 . :..:. l:-: :~~~-~ ! l L-_ ,-1~) . ~. C;,.) ~ll::jO ~~! '_ ;- )\:' .1 .. 1 t ~ '>.l ; 

L(~1~< r ~ :J:~.~ . ~' ~;l i ;;~l~ : l~r ()r :: ~~ 0 t::; ~-I1 .: ;~ 'I "C~~:~;:~ _':""'..\~r· '..:,_~; (:~ !_:., ~' . __' ''_ :' 
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o 'J 	 C 'J':~ =, '= i r.s (") i 1 33 i.1--.J 	 lOS: J -J 
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~ of A~ler2.ge 
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type of energy £~om Table ] to the e~2=gy co sts in 
'I'?ble 3. 

Table 5 

Net Energy Costs of President's ?~og=a~ 

LO"::12!" UP?2::
Poor i>liddle ~:!i(:dl~ ~';ell-O= E 

Averctge Incre2..3 2 

in Ellergy Costs $ 82 $129 $ 189 $ 225 

p..verage Reba t '2 97 311 253 183 

Net Energy Costs 458 560 1021 1336 

% of Average 
Inco:::.e 18.3% 7. O~, 7.3~ S.5 s 
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!Jr'Jducts (ire 2 ;~ (lL0 1cs of arCE1 S in W~l lC ;1 the i rl s i rc'ct or Tinl)le 
energy ?r ice -2 f fects "Ii 11 occur In var\' inq de er r r ! C' s . 

0;1 to 
adjus ted ~? cr do~n . 

~ i 5-2'; in t~-:'2 C ' ~~~ 3~-=""~2r P::-iC2 Inde:;{ (C? =) 22""'.:,i 

_:C..Q_ d .e.r.i"'l2 -=0 ::~ .. i.::C2: ·2-==.seci COn.S 1-llil :2l: C()S~s. 

-::0::' 3.1 

A :::10jifi2G. ~./~~-sio:::.. of ::'.:"..2 DRI s, t2..S~-O=-P~ ':Jc2ssi~s TI:o d.el ~~·.,#~s 
us ed to fo~ ec~5t the 2~f2ct tha~ energy price ch2~gcS ha~e 

is 

forecasts of ~~01es31e energy p~iC2S an~ 
the general w~01 esa12 and r etai l price 
O~C~ - n-ic c r~ ~ ~a~- Dr_icp _~ r_fo_rm2~L_in,~~.:..!. , --gy .1::--""; _i..~1..J. .... I..;,...~ .. - ~- - ~- ......... 

his t.o r iC3.1 infor:r~~ tic):-l 02 t l;,2 reId -Cia I1sr:i ~ 
between t~2 staqeS -O f -Droces sing to forecast the effects 
.. . ~-ic-Q c'l.~"~~- 'N-l'll ~~'/Q o~ ~~~ D-~C~S of n-u~~"[.n a c 2!1 ·2rgy ;:-.:...._ ' .1-.". l-:; _;J ~-- ' ,- - ...... _- r... ................ - - - "--'''''- -"'---

\'i110 12.3 'J.~e gOO~:3 , ir!.t2~~2di3.t2 T'11101es3.~~ gQocts! finisl1.2d 
wh~12sa12 prc~~c~s, 2~d finally ret2i~ co~sa~2 r soo~s and 
s8~vices. 

Using the methodology described above it is ps t imAtp~ th~t t~e 
cpr will incr0ase 2.0% durinq the first full v~ ~r of the uroaram. 
Given a normal unencumbered economy t he cpr wou ld rise nn esti
mated 2.5 perc8ntnge points during the first full year of the 
proq ram in addi t ion to the norma lly e x pected r 1. ~;c ; E1nd t here 
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9 2 53 en increased costs for £~2r o~ f~~~~~r ~2(:~cing th2ir 
ffiark~ts. 

For a 2.0 % cpr increa L~ the totaJ and indirect costs per 
household would be $27 5 and $104 respect ively . Table 6 
summarizes th e steps taken to make these eSl:imates . 
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Ta.ble :J 
, 

~stimate~ Total and I~di~2ct CO~3:~e~ Costs 

~. Estimated Personal Consumption ~e~ Ho~ sehold 

a. EstiDated 1975 Personal Co~s~~otion = $96E.8 Billion a/b. p~ti~,~~acl ~!l~'D~r o~ Hou~ohnl?~L = 70 -~ i'liO"~....J - ... '-"-L-,-" .. -" ..... - •• '--'''- .... _ _ '"-'--_--'_'----J ._ ...... __ :'1. ,.. 
ConsJs0tion per Household~. = $13,810 

2. Estimated Costs (per ~ousehold 02r year) 

_.' . 01Tot21~/ ~LnO.2..reCL::::"'1 

High EstiI;12.te $345 $2_7~1
Best Estimate 275 1 O~\ 

a/O ?.r-o::t D?~I Lcng-'rer2 F.orec2s t. 
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