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INTRODUCTION

The United States is now in a situation where ma]or energy
policy initiatives must be taken to avoid increasing dependence
on potentially unstable foreign oil sources, by decreasing
development of new supplies. 1In 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 o0il 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 overadl 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:

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

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

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

Allocation and Price Controls -- This section provides an
analysis and critique of allocation used in conjunction
with price controls.

Achievement of One Million Barrel/Day Import Savings --
This section explains how the one million barrel/day
1mport savings .is achleved in 1975.
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SUMMARY OF PRESIDENT'S ENERGY PROGRAM

In the 1960's, the United States lost its leadership in world
energy and its own independence, which, in turn, lcft our

economy vulnerable and subject to international coercion. As
~ demand continued to grow and production peaked, 1import levels
‘ steadily increased (see Figure 1). With rising imports and

‘higher prices, our dollar outflow for petroleum increased from
$2.7 billion in 1970 to $24 billion in 1974.

fhe 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 MMB/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 having the capability of supplying a significant share
"of the free world's energy needs after 1985.

SHORT-TERM ACTIONS

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 effects of these actiems are to cut imports quickly and to
“4imecrease the price for all petroleum products by less than 5¢
per gallon after taking full 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
ensure that increased costs are not borne disproportionately by
heating o0il or residual fuels. The President also announced
that steps would be taken to decontrol old 0oil 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 imports

- 37¢/mcf. excise tax on natural gas (thermal cquivalent
of $2/bbl. crude o0il tax)

- deregulation of new natural gas

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

- Jlegislation to allow production from Naval Petroleum
Reserve-1 (NPR-1) 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.

MID-TERM PROGRAM

The President's mid-term program to achieve energy indepenqence
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

L]

- low-income and elderly thermal improvement assistance’
program ($55 million per year)

- mandatory appliance and automobile efficiency labeling



FIGURE 2

PACTS OF ‘SHORT-TERM PROGRAMI

1975 [MMB/D] 1977 [MMB/D]
CONSUMPTION IF NO NEW ACTIONS  18.0 18.3
IMPORTS IF NO NEW ACTIONS o 6.5 8.0

P

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

PRODUCTION FROM ELK HILLS 0.2 03
COAL CONVERSION | - 01 0.3
TAX PACKAGE | 0.9 1.6

TOTAL IMPORT SAVINGS 1.2 | 2.2
REMAINING IMPORTS 53 . 58
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- 40% increase in gas mileage by 1980 model yecar (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»areas

- development and production from NPR-4 in Alaska
Nuclear:

- nuclear licensing legislation

- increased funding of safety and waste management
Utilities

- state utility commission reforms

- 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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N\ These programs can achieve energy independence by 1985 and reduce
petroleum import dependency from over 50 percent to about 20
percent of consumption (see Figure 3). Thesc 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 froduce these fuels commercially.

- international cooperation on R&D programs.
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The President's Economic and Tax Prosram

The President's State of the Union Address outlined the
nation’'s current economic situation and outlook, and his
economic and tax program wnich are designed to wage a
simultaneous three-front campaign against recession, in-
flation and energy dependence.

BACIIGROURD

The U.S. economy is faced with the closely linked problems
of inflation and recession. During 1974, -the econouy
experienced the highest rate of inflation“since Vorld

Har II. Late in 1574, when a recession set in, unemmloy-
ment rose sharply tc over 7 percent, the highest level
in 13 years. ‘ -

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

-- Excessive Federal spending and lending for over
a decade and too much money and credit growth.

-- Unusually poor harvests contributed heavily to
world-wide food shortages and escalating food
prices. ‘

-=_  ¥Yorld petroleur product prices increased

- dramatically due to the Arab nations' embarso
on shipments of oil to the U.S., the quadru-
pling of the price of crude o0il by the OPEC
nations, and their sharo reductions in
crude 0il production to maintain hicher prices.
digher enerny prices were passed through in
the prices of other products and services.

~-- The decline in U.S. domestic producticn of oil
and natural gas thiat bzzan in the 1253's also
contributecd to higner enercy prices.

more
(OVER)
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- An economlc boom occurred simultaneously'in
the industrialized nations of the world.

e There were two international devaluations of the
dollar.

Inflation contributed strongly to the forces of recession:

C e The real purchasing power of workers' paychecks
was reduced.

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

am Inflation forced interest rates to very high levels,
draining funds out of financial institutlons that -
supply most mortgage loans and thus sharply reducing~v,
construction of homes.

—- Federal Government spending:and lending programs,
accounting for over half the funds ralsed 1n -
capital markets, reduced the amount of money
available for capital investments needed to raise
productivity and inecrease living standards.

-

CURRENT SITUATION AND NEAR-TERM OUTLQOK

The economy 1s 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 1is required. It will take time to yileld full results.-
There 1s, however, no prospect of a long and deep economic :
- downturn -on the - scale of the 1930°%s.

more -
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\\.z ITAJOR ELENMENTS CF THE PRESIDENT'S LCONOMIC AND TAY PROGRAM.

I. ' A $16 Billion Temporary, Anti-Recession Tax
' Reduction. 7This 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 more widespread than expected 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 must 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 economic goals of achieving
and maintaining reasonable price stability and
raising the share of national output devoted to
saving and capital formation.-

II. Energy Taxes and Fees. Energy excise taxes and

Iees on petroleum and natural gas will reduce use of.

these energy sources and reduce the nation's need

for importing expensive and insecure foreign oil.

Removal of price controls from domestic crude oil .

(together with other energy actions) will encourage
NG domestic oil production. A windfall profits tax

would recover windfall profits resulting from

crude o0il decontrol. Energy taxes and fees are

expected to raise $30 billion in new Federal

revenues on an annual basis.

ITI. Permanent Tax Reduction !iade Possible By Energy
Taxes and Fees, The $30 billion annual revenue
from energy conservation excise taxes and fees
and the windfall profits tax on crude oil would
be returned to the economy through a major tax
cut, a cash payment for non-taxpayers, and direct
distribution to governmental units. Tax reductions
are designed to go mainly to low-and middle-income
taxpayers,

more T
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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
avold refueling inflation when the economy begins
rising again. '

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 e
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SPECIFIC PROPO3ALS ANNOUNCED BY THE PRESIDENT

"

I.

A Temporary, Anti-Recession Tax Cut of $16
Bi1ilion. The President proposed a temporary,

. Tax reduction of approximately $16 billlion:to

provide prompt stimulus to consumer spending
and business investment. The tax cut 1s

divided 75 percent to individuals and 25 percent
to corporations, which 1s approximately the
ratio that individual income taxes bear to
corporate income taxes. The cuts would be:

A. A Tax Reductlon for Individuals of $12 Billlon.

1. Individuals will receive a cash refund
equal to 12 percent of their 1974 tax

1iabilities, as reported on their 1974 tax
returns now being filed, up to a 1limit of
$1,000. Married couples filing separately

would receive a maximum refund of $500 each.

2. The temporary reduction will be a uniform
12 percent’ for all taxpayers up to about the
$41,000 income level where the $1,000 maximum
takes effect, and will then be a progres-
siveliy 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 1n 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 1in accordance with existing
law, without regard to the tax reductilon.
Later they will recelve their refund checks
from the Internal Revenue Service. Because
no changes in deductions and other such items
are involved, the Internal Revenue Service
will be able to determine the amount of the
refund and mall the checks without requiring
further forms and computations from taxpayers.

moxe
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5. The effect of the tax refund can be
1l1lustrated for a famlly of four as follows:

N
Adjusted Present Proposed Percent
Gross Income . Tax ' _Refund Saving
$ 5,600 $ g8 : $ 12 ~-12.0%
7,000 4o2 ' 48 ~12.0%
10,000 867 104 -12.0%
12,500 1,261 151 -12.0%
15,000 1,699 : 204 ~12.0%
20,000 2,660 319 ~-12.0%
40,000 7,958 955 -12.0%
50,000 11,465 1,000 - 8.73
60,000 15,460 1,000 - 6.5%
100,000 33,340 X 1,000 ~ 3.0%
200,000 85,620 1,000 - 1.2%
Although the taxpayer will not figure his own
refund, it 1s a simple matter for him to
anticlpate how much the.Internal Revenue
Service will be sending-him, by calculating
12 percent of his total tax 1liability for the
year (on Form 1040 for 1974, it 1is line 18,
page 1, and on Form 1040A, line 19).
- ' - B. A Temporary Increase in Investment Tax Credit
for Business and Farmers of $4 billion. -

1. There will be an lncrease for one year in
the 1nvestment tax credit to 12 percent for

all taxpayers, including utilities (which
presently have, in effect, a 4 percent credit).
Utilities will contlnue to recelve a 12 percent
credit for two additional years for qualified
investment 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-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 basls in October 1GT74.) -

more
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3 With respect to utilities, 1t includes a
temporary increase . in the amount of credit
vhich may be used to offset income tax.

Undef current law, not more than 50 percent
-of the income tax 1iabillity for the year may
be offset by the investment credit. Since
many utilities have ¢redits they have been
unable ta use because of this limitation,
under thils proposal utilities will be permit-
ted to use the .creéedit to offset up to 75 per-
cent of thelr tax liability for 1975,

70 percent for 1976, 65 persent for 1977 and
so on, until 1980, when they will in five
annual steps have returned to the 50 percent
limitation applicable to industry generally.

more
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4. The 12 percent credit will apply to
nroperty placed in service during 1975 and
to pronerty ordered during 1975 if placed

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

the 12 percent credit will continue through
1977.

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

| A, Administrative Actions.

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

(a) Import fees on crude oil and petroleum
products will be increased by $1 effective
February 1, 1975; an additional $1 effective
March 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) FEA's."0ld Cil Entitlements” program will
-be utilized to spread price increases on crude

.among all refiners, and to lessen dispropor-
tionate regional effects, such as Mew England,
~or in any specific industries or areas of
puman need where oil is essential.

- (e) . As of February 1975, product imports

- will cease to be covered by FEA's '0ld 0il
_Entitlements' program. In order to overconme
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 which
would have been obtained under that program.
The rebate should be approximately $1.00 in
February, $1.40 in March, and $1.30 per
barrel thereafter.

(d) The import fee program will reduce
imports by an estimated 500,000 barrels
per day and generate about $400 million
per month in revenues by April.

2. Crude 0il Price Decontrol -- To stimulate
“domestic production and further cut demand, :
steps will be'taken to remove price controls = .
on domestic crude oil by April 1, 1975, - -
subject to congressional disapproval as -
provided by 84(g) of the Emergency Petroleum
Allocation Act of 1973.

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

a day by the end of 1975 and by two million
barrels before the end of 1877.

.. more
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Taxes Pronosed to the Congress. The President
asked the Congress to pass within 90 days a
comprehensive energy conservation tax progranm
which will traise an estimated $30 billion in
revenues on an annual basis. The taxes proposed
are:

»

1. Petroleum Excise Tax and Import Fee -- An
excise tax on all domestic crude oil of 32 per
barrel and a fee on iumrorted crude oil and
product imports of $2 per barrel.

2. Hatural Gas Excise Tax ~-- An excise tax

on natural cas of 37/¢ per thousand cubic feet
(ncf), the equivalent on a Btu basis to the
22 per barrel petroleum excise tax and import
ee.

more
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3. Yindfall Profits Tex -~ 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
international oil prices. This tax does

not itself cause price increases, but simply
recaptures the profits from price increases
otherwise induced. It will, together with
the income tax on such profits, produce
revenues of approximately $12 billion.

In aggregate, the windfall profits tax is
sufficient to absorb all the profits that
- would otherwise flow from decontrolling oil
prices, plus an additional $3 billion. More
specifically the tax will operate as follows:

(a) .A windfall profits tax at rates graduated'

from 15 percent to 90 percent will be imposed
on that portion of the price per barrel that
exceeds the producer's adjusted base price
and therefore represents a windfall profit.
The initial "adjusted base price" will be
the producer's ceiling price per barrel on
December 1, 1973 plus 95 cents to adjust for
subsequent increased costs and aigher 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

< mmm  2a PAuvyms el w2 S a
TToLits tex liaoviliuy.

(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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Portion of price per Amount-gg tax
barrel in excess of
base and subject to tax

Less than $0.20 _ 15% of amount
within bracket
$0.20,; under $0.50 $0.03 plus 30% of
. amount wilthin bracket
$0.50, under $1.20 $0.12 plus 60% of
- amount within bracket
$1.20, under $3.00 $0.54 plus 80% of
o , amount within bracket
$3.00 and over $1.98 plus 90% of

amoupt within bracket

(c) . The windfall profits tax does not 1lnclude
a “plowback® provision nor does 1t contain
exemptlons for classes of production or
produgers. It does, however, include the
limitation that the amount subject to tax may
not exceed 75 percent of the net income from
the barrel of crude 611l. The tax will be
retroactive to January 1, 1975.

(d) The windfall profits tax reduces the
base for the depletion allowance. -

- - ~

more PR
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Parpanent Tax neductions angd Payments to Jon-
B aaaa ; : = s 3
Taxpayers Hade Possible by Zmergy Comservation
Taxes. :

Of the 30 billion in revenue raised anrually by
the prorosed conservation taxes outlined above,
about 35 billion is paid by governments through
the higher costs of energy in their purchases.
This $5 billion includes:

$3 billion by the Federal government.
52 billion by state and local governments.

The President is pronosing to the Congress that
52 billion of the revenues be paid to State and
local governments, pursuant to thz distribution
formulas apvplicable to general revenue sharing.
The other 525 billion will be returned to the

econony mostly in the form of tax cuts. As in

_the case of the temporary tax reduction, this

permanent change will be .divided between indi-
viduals and corporations on a 75-25 percent -
basis, about $1% biliion for individuals and
about $6 billion for cornorations. Specifically,
this would include:

A. Peductions for Incdividuals in 1975 -- -

Tax cuts for inaividuals will be achieved in two
ways: (1) tarough an increase in the. Low Income
Allowance and (2) a cut in the schedule of tax
rates. In this way, tax-paying indivicuals will
receive a reduction of apnroximately $16 1/2
billion, with proportionately larger cuts going
to low-and midle-income families. The Low
Tncome Allowance will be increasasd from the
present $1,303 level to 52,630 for joint returns
and 52,000 for single returns. That will bring
the level at which returns are nontaxable to
what is approxinately the current ‘'poverty level”
of 55,500 for a family of 4. 1In addition, the
tax rates applicable to various brackets of in-
come will be reduced. The aggregate effects of
these chances are-as follows:

more
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(1575 Levels)

($billions)
Adjusted : Income Tax :  Lfmount of rercentage
Gross Income : Paid Under : Income Tax : Zeduction in
Class : Present Law : Reduction : Income Tax
(500U) - > - G A .
¢ - 3 3 - .25 -33.3%
3 - 5 1.8 - 1,20 -65.7
5 - 7 4.0 - 1.86 =49 .0
7 - 10 6.9 - 3.33 -3G.0
10 - 15 21.¢ - 4,72 -21.56
15 - 20 - 22,8 - 2,70 -11.2
20 - 50 : 44,4 - 2.15 - 4.C
50 - 139 13.5 - .11 - 0.5
100 and over _13.3 - .03 - 0.2
T

*Does not include payments to nontaxpayers

otal 139.9 | -15,50%  -12.6

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

Adjusted Present = ilew : Tax Percent
fiross Incone - Tax I/ Tax : Saving Saving -
$ 5,600 5 185 $ 0 - 9105 - 109.0%
7,000 _ . 402 110 292 72.6
10,000 867 516 349 : 40,3
12,500 1,201 - G561 _ 350 .. 23.8
15,000 1,699 1,478 221 13.9
29,0090 . 2,560 2,450 - 2190 , 7.
30,000 4,530 4,337 151 3.0
49,000 7,956 - 7,823 130 ' l.6
1/ Célculated assuming Low Incone Allowance or

itemizad deductions equal to 17 percent of
income, whichever is greater. :

B. Residential Conservation Tax Credit (Wiscussed

in the Energy Section of tnis ract Sheet) The
President seeks legislation to Dr0v1de incentives

to aomeowners for making thermal ef £ficiency improve-
ments, such as storm windows and insulation, in
existing homes. This measure, along with a stepped-up
public information program, could save the equivalent
of over 500,000 barrels of oil per day by 19565. Under
this 1e01slat10ﬂ

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

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

Payments to Nontaxpayers of $2 billion.

The final component of the $19 billion
distribution to individuals is a distribu-
tlon 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 pay. no tax,even without
tge tax reductions 1n A‘above, will receive
$80. , ,

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

difference. _ - - ~
3. Persons not otherwisé filing returns but
ellglble for these specilal distributions

wlll make application on simple forms provided
by the Internal Revenue Service on which they
would furnish thelr name, address, soclal
securlity number, and income.

4,  For purposes of the special distribution,
"adults” are individuals who durling the
~ year are at least 18 years old and who

are not eligible to be claimed as a
dependent under the Federal income tax laws.

5. Since most taxpayers will receive their
1375 1ncome tax reductlons in 1975 through
reductions in withholding on wages and
estimated tax payments, the special distribu~
tion to non-taxpayers and low-income -

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

D. Tax Reductions for Corporations. The
corporate rate will be reduced by 6
percentage points, effectively lowering
the:. corporate rate from 48 percent to
42 percent for 1975. The resulting
benefit in 1975 1s .estimated at about
$6 billion.

Moratorium on New Federal Spendlng,Programs

The President :announced that he would propose
no new Federal spending programs except for
energy. He also indicated that he would not

‘hesitate to veto any new spending programs

passed by the Congress. The need for the
moratorium 1s demonstrated -by preliminary
FY 1976 Budget estimates:

Fiscal Years Percent Change
1974 1975. 1976 5/7E T /75 .
Revenues 264.9 280 303 .4% 8.2%
Outlays 268.4 314 349 17 % 11.1%
Deficit -3.5  32-3F G547 e --

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

Budget Reductions.

The budget figures shown above assume that
significant budget reductions proposed by

the President are effected. 1Including re-
ductions proposed in a series of speclal
messages sent to the last session of Congress.
these budget reductions total more than $17
billion. Of this total, over $6 billion will
result from the proposed 5% ceiling on Federal
pay 1increases and on those Federal benefit '
programs that rise automatically with the
Consumer Price Index.

more
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The following summarizes reductions in 1976 spending
to be included in the upcoming budget:

(Outlays
in billions)

Effect of budget reductions
proposed last year (including

administrative actioms) . . . . . $8.9

Amounts overturned by the ‘

Congress L3 . . [ » [ . 3 . L] . -1 '~1
Remaining savings . . . . . 7.8

Further reductions to be proposed:

Ceiling of 57 on Federal pay
and programs tied to the

CPI . . . Y ' Y . Y . -.‘h ' 66 1
Other actions planned . . . 3.6
Total reductions . . ... 17.5
more
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The following lists those programs to which the
5% ceiling will apply and shows spending amounts
for them:

Effect of 5% Ceiling on Pay Increases
and Programs Tied to CPI
(Fiscal year estimates; Dollars in billions)

13765 OQutlays Difference
1975 |G EHT T &ith 1975-1976
Programs Affected Outlays ceiling ceiling (with ceiling)

Social security .. 64.5 74.3 71.8 +7.3
Railroad :

retirement .... 3.0 3.4 - 3.3 +G.3
Supplemental

Security '

Income ....... 4.7 5.5 , 5.4 +0.7

Civil service
and nmilitary

retirenment

payments ..... 13.5 16.2 14.9 +1.4
Foreign Service : - ~

retirement ... .1 .1 ) .1 _ - %
Food stamp

program ...... 3.7 3.9 3.5 0.1
Child

nutrition .... 1.3 1.8 1.6 +0.3

Federal salaries:

tffilitary ..... 23,2 23.1 22.5 -0.7
Civilian .....  35.5 38.9 38.0 +2.5
Coal niner A
benefits ..... 1.0 1.0 1.0 *
Total ..... 150.5 168.2 162.1 +11.7

* Less than $50 million,

The 5% ceiling will take into account increases
that have already occurrsd since January 1, 1975,
Under the plan, after June 30, 1276, adjustments
would be resumed in the same way as before the
establishment of the 5% ceilinp. Fowever, no
catchup of the increases lost under the ceiling
would take place. :

more
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SUMMARY OF THE BUDGET IMPACT OF THE NEW TAXES AND FEHS
AND THE TAX CUTS

The following table summarizes the estimated direct budget
impact, on a full-year-effective basis, of the tax and related
changes proposed by the President to deal with the economic
and energy sltuations: . :

Revenue Ralsling Measures _ Estimated Amounts
($ pillions)
011 excise tax and import fee + 9 1/2
Natural gas exclse tax : + 8 1/2
Windfall Profits tax +12
Total +30
more
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Estimated Amounts

Revenue Disbursing Measures (¢

Energy rebates:
Income tax cuts, individuals
Residential tax credit
Hontaxpayer distribution
Corporate takx cut -
State and local governments

Federal government costs
Subtotal
Temporary economic stirulus:
Individual tax refunds
Investment credit increase
Subtotal

Total Revenue Disbursing Measures

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

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

-- The increase in import fees would
effect .

- $1 per barrel February 1.
- To $2 per barrel March 1.

-~ To $3 per barrel, if the ererg

billions)

-16 1/2
- 1/2

WM

-30

-12
-4

-16
46

at different
proposed

go into

y taxes

have not been enacted, April 1.

-~ The windfall profits tax on crude
be effective as of January 1, 197
payrents of the tax would be made
third quarter.

-- The permanent tax cuts for indivi
corporations made possible by the
from the energy conservation taxe
effective as of January 1, 1975.

0il would
5. First
in the

duals and
revenues

s would be
The changes

in withholding rates for individuals are
expected to go into effect on June 1. The

withholding changes will be adjus

ted so that

12 months reduction is accomplished in the

7 months from June through December. TR

U T
i

more
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- The tax credit for energy-saving improvements
. to exlsting residences would go into effect
as of January 1, 1975.

-~ The special distribution to nontaxpayers 1is
expected to be paid out in the summer of
1975.

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

o 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. s
The timing of the various changes suggests a pattern of
direct budget changes as follows. The timing of the
economic stimulus or restraint will depend, as well on

. such factars as the indirect effects of the budget cnanges,

the timing of the pass--through of higher energy costs-te = .«
final users, the extent to which the changes are anticipated,
and a variety of monetary and financial developments that
arise out of these changes. :

Timing of Direct Budget Impact
($ billions)

Calendar Years

_ 1975 -‘ 1976 - .
I 1T 11T IV I I1 II1 IV .
Energy Taxes +0.2 +4.1 +12.6 +7.6 +7.6 +7.5 +7.5 +7.5

- Return of Energy
Revenues to Economy

Tax Reduction .0 =3.2 - 9.0 =9.0 -5.6 -7.9 =6.3 -6.4
Nontaxpayers - 2.0 . -2.0 :
S&L Gov'ts .0 -0.5 - 0.5 --0,5 .-0.5 =0.5 .-0.5 -0.5
Federal Govt. .0 .0 ~.0.8 -0.7 -0.8 -0.7 0.8 -0.7
Temporary Tax Cut .0 -6.1 =-'7.9 -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
more
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INVLATION IMPACT

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 “o0ld” o0il and new natural gas, will add
to the general price level immediately. The consumer
price index 1s 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 1is more difficult to assess. While some eco-
nomists may argue that a tax cut will add to the rate

of inflation during the year ahead, others would contend
that under present economic conditions, with unemploy--
ment high and many factories operating 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 about it _
from the standpoint of inflation is that it is temporary.
With the recession still under way, the rate of inflation
wlll be coming down -~ it will be too high, but never-
theless moving in the right direction. After the economy -
gets well into recovery, however, too much stimulus would
be sure to reverse the slowing of the inflation rate and,
indeed, start a new acceleration. Thus_ k6 the tax stimulus
‘must be temporary rather than permanent.

The Presldent has declared a moratorium on new Federal
spending programs for this same reason. Budget expen-
ditures are rising rapidly this year, in part, because
of programs to aid the unemployed. That.1is acceptable
and highly desirable in a recession to relieve the
burden on workers who are affected. It is also
desirable because spending under those programs

phases out as the economy recovers and unemployment
falls. The increased Federal spending 1s only temporary.

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

more
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help the Nation recover from the current recession ~- the
impact would come much too late - but it would surely do
much inflationary harm as the economy returns to prosperous
conditions in the years ahead. Therefore, at the same

time that taxes are being reduced to support a healthy
recovery, policies that would revive inflationary pressures
must be avoided after thé recovery 1s underway . The size

of currently projected Federal budget deficits precludes
introduction of new spending programs now that would ralse
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 regaln control
of the budget. over the long-run and permit a gradual return
to reasonable price stability.

PRESTIDENTIAL PROPOSALS OF OCTOBER 8, 1974 RESUBMITTED FOR
CONGRESSIONAL ACTION '

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

1. Remove restrictions on the production of
rice, peanuts, and extra—longmstaple cotton. -
2. Amend P.L. U480 to walve certaln restrictions
on shipments of food under that Act to needy
countries for national interest or humanitarian
reasons.

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

b, Eliminate the U.S. Withholding tax on forelign
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 ralsing 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) "



28

Strengthen our financlal institutions and
provide a new tax incentive for investment
in residential mortgages.

Permit more competition beuween different
modes of surface transportation (The Surface
Transportation Act).

Amend the Employment Act of 1946 to make-
explicit the goal of price stability.
(Substitute “to promote maximum employ-
ment, maximum production, and stability
of the general price level® in place of
the present language, “to promote maximum
employment, production and purchasing
power.")

nore



The President's EInersy Preogran T
(including enerzy taxes and feses)

»

The President's State of the Union Address outlined the Iation's
energy outlook, set forth national energy policy objectives,

and described actiocns he is taking immadiately and indicated
proposals he is asizing the Congress to pass.

BACKGROULIL

Over the past two years, progress has been uade in conserving
energy, expanding enersy R4D and immroving Federal governzent
energy organization. DTespite such accomplistments, we have

not succeeded in solving fundeanmental problems and our llational -
energy situation is critical. Our reliance on foreign sources
of petroleum is contributing to both inflationary and reces-
sionary pressures in the United States.. 'orld econounic
stability is threatened and several industrialized nations
dependent upon imported oil are facing severe economic
disruption.

With respect to the U.5. enerpgy situation: : R
--  Petroleum is readily available.from foreicsn
sources -- but at arbitrarily high prices,
causing massive outflow of dollars, and at
the risk of increasins our llation's vulnera-
bility to severe eccnounic disruption should
another embargo be iuposed.

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

- Domestic oil production continues to
‘ cecline as older fields are depleted and
new fields are years from production; J5.8
million barrels per day in 1574 compared
to ¢.2 million in 1973. ’

- Total U.5. petroleun consumption is
increasingz, althouzh at slower rates
due to higher prices. | )

-- latural zas shortages are forcing curtailment of
supplies to many industrial firms and denial of
service to new residential customers. (14%
exrected this winter versus 7% last year.) This = -
is vesulting in unenploymnent, reductiens in the
production of fertilizer needed te increase food
supclies, and increased demand for alternative
fuels -- primarily imported oil.

more (OVER) .-
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— Coal productlion is at about the same level as in
the 1930°s.

- Huclear energy accounts for only 1 percent of total
energy supply and new plants are belng delayed,
postponed or cancelled.

- Overall energf consumption 1s 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, 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 oll imports --- about
$24 billion in 1974 compared to $2.7 billion
in 1970.

- Tremendous balance of payments deficits and
possible economic collapse for those nations
of Europe and Asia that must depend upon 3
expensive imported o0ll as a primary energy .
source. .

- Accumulation of billicns of dollars of surplus

revenues in oil exporting nations -- approxi-
mately $60 billion in 1974 alone.

U.S. ENERGY OUTLOOK

I. Near--Term (1975-1977): In the next 2--3 years,6 there are
only a few steps that can be taken to increase domestilc
energy supply particularly due to the long lead time for
new production. 01l imports will thus continue to rise
unless demand is curbed.

IT. Mild--Term (1975-1985): 1In the next ten years, there is
greater flexlibility. A number of actions can be taken
to increase domestic supply, convert from foreign oil
to domestic coal and nuclear energy. and reduce demand --
if the Nation takes tough actions. Vulnerability to an
embarge can be eliminated. :

more
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IITI. Long-Term (Beyond 1985): Emerglng energy sources can
play a bigger role in supplying U.S. needs -- the results
of 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 actlons 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) More drastic short-term reductions would have . .
unacceptable economic impacts. .-

II. Mid-Term (1975-1985): Eliminate vulnerability by
achleving 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 ilmmediately 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 years. Hence,
plans and policies must be established to
achleve energy independence even at lower
prices -- countering the normal tendency to
increase imports as the price dgclines.

more
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(C) Actions to meet the 1985 goal will hold imports
to ne more than 3--5 million barrels per day.
even at $7 per barrel prices. Protection against
an embargo of the remaining imports can then be
handled most economically with storage and
standby emergency measures.

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

(A) Other consuming nations have insufficilent 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 supplier. of world oil.

IV. Principles: Actions to achleve the above national
energy goals must be based upon the following
princlples:

- 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 with energy require-
ments. -

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

oa 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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ACTICLS ALHNULICED TODAY 5Y L PrESIDCIT

I. ACTICHS AWICUNCED oY WHE PPESINEAT 70 MEET
he GCALS (1575-1577)

7o neet the national oals, the President outlined a cont
nrehensive vrogram of legislative proﬁosa*s to the Congress
vhich he requested be enacted within 99 days and administra-
tive zctions that he will begin imrplementing irmediately.

The legislative package is tiore effective and equltalle than
the aamlﬂlstratlve progran, but the Presicent indicated that
the seriousness of the situation denanded imnediate action.
These actions will reduce overall energyv demand, increase
cdorzestic production, increase conversion to coal and reduce

cil inports.

r'rL

ey include:

(A) Aduinistrative Actions

1.

‘Lmort Fee --- Because of tlie serjiousness
of tne proolen and because time is recuired -
for Congressional acticn on his leg rislative
Uroposals the President is acting ﬁnmeclﬂtalv
vithin existing authorities to increase the
import fees on crude oil and netroleun
products. These new 1n.nort‘::eeu would be
uodified upon passarge of the “resident's
legislative raciiage.

(a) TInport fees on crude oil and petroleu:

product uncer the authority of the Trade Expan.-

sion Act of 1962, as artended, will be increased
by 51 effective February 1,,1975 an additiénal

51 effective ifarch 1; and another $1 effective
Aprll 1, for a total increase of $3.20 rer
barrel. uurrently e: 1st1n0 fees will also
rer:ain in effect. :

(b) FiA's 01d 0il Intitlements” nrogran
will be utlllzeé to spread price imcreases
on crude auong all refiners ziid to lessen
disproportionate rer;ional eZfects, par-
ticularly in the ilortheast.

(c) As of Tebruary.1975, mroduct 1nnorts
will cease to be covered by FIA's “I1d Cil
Entitlerients ' nrogran. .-In order to overcone
any severe rnﬁlonal 1moacts tnat could be
caused Ly 1ar"e fees in inport de pendent

~areas, lm“o*teu ;oducta 7ill receive a

rebate coLreSuonaln{ to the benefit which

would uave been obtained under tiiat

progran. The rebate should be approximately
%]

21.00 in Febrruary, $1.42 in "iarch, and $1.87
rer Parrel in 4pr11

(¢) This 1npor£ Yee. procrar: would reduce
irports by ebout 507,000 barrels ger day.
In April it wvould generate ahout 5400 nillion

_per wponth in revenues.

nore . (OVER)
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(B)  Legislative Proposals -
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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
achleve the near-term goals.

Crude 04l Price.Decontrol -- To stimulate
productilion and further cut demand, steps
will be taken to remove price controls

on domestic crude o0il by April 1, 1975,
subject to congressional disapproval as
provided by Si(g) of the Emergency
Petroleum Allocation Act of 1973.

Increase Public Education on Energy
Conservation -- Energy Resources Council
will step up 1its efforts to provide infor-
matlion on energy conservation methods and
benefits.

1.

Comprehensive Tax and Decontrol Program --

The President asked the Congress to pass
within 90 days a comprehensive legislative
package which could lead to reduction of

01l imports of 900,000 barrels per day N =
by 1975 and 1.6 million barrels by 1977.
Average oll prices would rise about $4.00

per barrel of $.10 per gallon. The package
which will raise $30 billion in revenue

on an annual basis 1includes: :

(a) Windfall Profits Tax -- A tax on all
domestic crude oill 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 exclse tax on all domestic crude oil

of $2 per barrel and a fee on imported

crude oll and product imports of $2 per
barrel. The new, administratively established
import fee of $3 on crude o0il 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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{c) New Natural Cas Deregulation -- Remove
Federal interstate price régulation on new
natural gas to lncrease domestic production
and- reduce demand for scarce natural gas
supplies.

(@) Natural Gas Exclse Tax -- An excise

tax on natural gas of 37¢ per thousand

cubic feet (mecf), which 1s 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 curtaillments.
Since the usual results of gas curtailments
1s a switch to oil, this will limit the
growth of oll imports.

Elk Hills Naval Petroleum Reserve. The
President 1s 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 Departrznt
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 is asking the Congress to
amend the Clean Alr Act and the Energy
Supply and Environmental Coordination

Act of 1974 to permlt a vigorous program
to make greater use€ of domestilc coal to
reduce the need for 0il. This program
would reduce the need for oil imports

by 100,000 barrels per day 1in 1975 and
300,000 barrels 1n 1977. These amend-
ments would extend FEA's authority to
grant prohibitilon 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

more
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installations tnat had originally planned
to convert from coal to 0il be eligible
for comnliance cate extensions. It would
give Kz PA authority to extend compliance
dates anc elinirate restrictive re¢10n31
environmental linitations. A plant could
convert as lonz as its own emissions do
not exceed adbient air quality standards.

IT. ACYIDUS AMMIQUIICED BY T PRISIDENT TO MEET MID-TLT

GOALS (1%75-1935 _

These zctions are desipned to meet the goal of achieving

the capability for energy indegendence by 1025. The actions

include measures to increase domestic energy productlon

(1nclud110 neasures to cone with constraints and strike
balance betwzen environmental and enersy objectives),

*ﬂruce energy dewmand, and prepgare for any future emergency

-resulting from an embargo. :

>

(4) Supply Actions

1. ijaval Petroleun Feserve lio. 4 (Legislative
proposal) -- ine President is asking the '
Congress to authorize the exﬁloratlon de-
veloprent and oroductlon of JPR-& in Alasp
to prcv1ﬁp petroleun for- the domestic economy,
with 15-20% earmarked for military needs and
strateglc storaze. The reserves in LPR-&
which are now larcgely unexplored could pro-
vicde at least 2 ﬂ1lllon barrels of oil per
day by 1225. Under the legislative proposal:

(a) The President would be authorized to
explore, develop and produce P-4,

(b) The Covernnent's share of production
 (approximately 15-20%) wculd be used to
help fineance the strategic storaze system
and to help fulfill nilitary petroleum
roqulreaants. Anv other receipts go to

the United States Treasury as mlscellaneous
receints.

moxe



4

37
$ Leasin~ {(Adwministrative) -- The President
affirmec his intention to continue zn
sressive Cuter Continental Shelf lzasing
policy, including lease sales in the Atlantic,
Pacific, and %ulf of Alaska. Decisions on
individual lease sales will await completion
of appronriate environmental studies. In-
creased OC3 leasing could add domestic pro-:
ducticn of 1.5 miilion barrels of oil and
additional supnlies of natural gas by 1%35.
There will be close cooperation with Coastal

ac
re
afg

states in their planning for possitle increased

local develorment. Fundins for environmental
studies and assistance to States for planning
has bzen increased in FY 1%75.

Zeducing Comestic Ener~y Price Jncertainty
(Le~risTative proposal) -- Lerislation wiil = .
be requested authorizing and requiring the
President to use tariffs, import quotas,
import price floors, or other.measures to
achieve doumestic energy price levels
necessary to reach self-sufficiency goals.

is legislation would enable the President
to cope with possible large-scale fluctua-
tions in world oil prices. . - .

-

Clean Air Act Amendments (Lezislative

Ero?osagz -- In addition to the amendnents
outlined earlier for short-term goals, the

President is askins for other Clean Air

Act amendicents neaded for 2 balance batween.
environmental and enersy goals. These
include:

(a) Legislative clarification to resolve
protleris resultins from court decisions
with resrtect to sirnificant air quality
deterioration in areas already meetins
health and welfare standards.

(b) Ixtension of cowiiiance dates throurth
19S5 to irmlement a new policy rerardiing
stack ;as scrubbers -- to allow use of
intermittent control systems in isclated
power plants throuzh 1875 and requiring
other scurces to achizve control as sooil
as pnossibla,

more
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(¢c) A pause for 5 years (1977-1981 model
years) for natlonwide auto emission standards
at the current California levels for hydro-
carbons (0. 9 grams per mile) and carbon
monoxide (7 ' grams per mile), and at 1975
standards (3.1 grams per mile) for oxides

of nitrogen (with the exception of California
which has adopted the 2.0 standard). These
standards for hydrocarbons (HC) and carbon
monoxide (CO) are more stringent than now
required nationwide for 1976 model year's
cars., The change from the levels now

required for 1977-1981 model years 1in the

law wlll have no significant impact on

air quality standards, yet they will facilitate
attainment of the goal of 40% increase 1in
auto fuel efficlency by the 1980 model year.

( @) EPA will shortly begin comprehenslve

‘hearings on emission controls and fuel

economy which will provide more detalled
data for Congressional.consideration.

Surface Mining (Legislative proposal) --

The President 1s asking the Congress to pass
a surface mining bill which strikes a balance
between our desires for reclamation and
environmental protection and our need to.”
increase domestic coal productlon substan-
tially over the next ten years. The proposed
leglislation will correct the problems which

'led to the President's veto of a surface

mining bill last year.

Coal Leasing (Administrative) =- To assure
raplid production from existing leases and to
make new, low sulfur coal supplies avallable,
the President directed the Secretary of the
Interior to:

(a) Adopt legal diligence requirements to
assure timely productlon from existlng
leases.

( B) Meet with Western Governors to explore

regional questions on economic, environmental

and soclal 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, 1if proper
environmental safeguards can be provided.

mnore
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Electric Utilitles -~ The President 1s 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 utilitles. Financlng
problems are worsening and State utility
commission practices have not assured recovery
of costs and adequate 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 Tax Credit (Legislative) --
an increase in the investment tax credit to
eliminate the gap between utilities and other
industries -- currently ‘a 4% rate applies to
utilities and 7% to others.

(b) Higher Investment Tax Credit (Legislative) -- .
An increase in investment tax credit for all
industry, including utilities, for 1 year --

to 12%. The 12% rate would be retained for

two additional years for all power plants

except oil and gas-fired facilities.

(¢) 'Preferred Stock Dividend Deductions
(Legislative) -- A change in tax laws applica-

ble to all industries, including utilities, . .
which allows deductions of preferred stock -
dividends for tax purposes to reduce the

cost of capiltal and stimulate equity rather

than debt filnancing.

(8) Mandated Reform of State Utility Commission
Processes (Legislative) -- The leglslation '
would selectively reform utility commission
practices by: (1) setting a maximum limit

of 5 months for rate or service proceedings;
(2) requiring fuel adjustment pass-throughs,
including taxes; (3) requiring that con-
struction work in progress be 1ncluded 1n a
utility‘’s rate base; (4) removing any rules
prohibiting a utility from charging lower
rates for electric power during off-peak

hours and (5) allowing the cost of pollu-
tion control equipment to be included 1n

the rate base.

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

more (OVER)
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o. tiuclear Zower -- To accelerate tue growth of
nuclear pover which supplies only cne percent
of our energy needs, the President is pro-.
posing, in addition to actions nutlined above:

(a) Expedited Licensing and Sitine (L evlslatlve)

A iluclear Facility: Llcen51nw Act to assure nore
rapid siting and licensing of nuclear plants.

(b) 1976 Budpet Increase (Legislative) -
An increase of 541 milliorn in anrxoprlatlons
for nuclear safety, safeguards, and waste
managenent.

9. rnergy Facilities Siting (Legislative)
Leglsfhtlon would reduce enersy fa iTity siting
bottlenecks and assure sites for needed facili-

ties with proper land use considerations:

(a) The legislation would require that states

nave a comﬂrehens1ve and coordinated process

for e: ped;tlous reviev and anproval oif enersy

facility applications; and state authorities

which ensure that final State enmergy facility

decisions cannot be nullified by actions of

of local governments. 3 i .
’ (b) Provision for owners of elicible facilities

or citizens to sue Ctates Ffor inaction.

(c) Provide no Federal role in making case by
case siting decisions for the States.

(B) Energy Conservation Actions

The T'resident announced a nuniter of energy con-
servation measures to reduce demand, including:

1. Auto ”asollne Milease Increases (Adninistrative) -

‘The Sec etar; of Transportation has
obtained written agreenents with each of
the major domestic autoriobile nanufacturers
which will yield a 40 percent inprove-

nent in fuel efficiency on a weighted

nore
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average for all new autos by 1980 model year.
These agreements are contingent upon relaxation
of Clean Alr Act auto emission standards. The
agreement provides for interim goals, Federal
monitoring and public reporting of progress.

Building Therpal Standards (Legislative) -——
The President is asking Congress for legislation
to establish national mandatory thermal (heating
and cooling) efficlency standards for nevw homes
and commerclal buildings which would save the
equivalent of over one-half milllon barrels of
01l per day by 1985. Under this legislation:

(a) The Secretary of Housing and Urban Develop-
ment shall consult with englneering, architectural,
consumer, labor, industry, and government repre-
sentatives to advise on development of efflclency

standards.

(6) Thermal standards for ope and two-famlly
dwellings will be developed. and implementation
would begin within one year. New minimum
performance standards for energy in commerclal .
and residential bulldings would be developed

and implemented as soon thereafter as practipable.

(¢) Standards would be implemented by State .
and local governments through local building

codes.

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

Residential Conservation Tax Credlt --—

The President 1s asking Congress for legislation
to provide incentives to homeowners for making
thermal efficlency 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 wihdows, and
insulation, would qualify for the tax credit.

more : (OVER)



‘YU~ Y LOwW= IncOme Eﬁergy Conservation Program
(Legﬂslative) ~~ The President 1s proposing
’1egislation to establish a Low-~Income Energy
“Conservation Program to offer direct subsidies
to low-lncome and elderly homeowners for certain
ienergy conservation improvements such as insula-
tion.g The program 1s modeled upon a successful
pilot program in Maine.

(2) The program- would be administered by FEA,
under new legislation, and the President 1s
requesting supplemental appropriations 1in 1975
and $55 million in fiscal year 1976.

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

5. Appllance Efficiency Standards (Administrative) --
'~ ' The President directed the Energy Resources
- Council to develop energy-efficlency goals for
major appliances and.to obtaln agreements
"within six months from the major manufacturers
of these appllances to comply wlth the goals.
The goal is a 20% average improvement by 1980
for all major appliances, including alr condi-
tioners, refrigerators-and other home appliances:
Achievement of these goals would save thé
equivalent of over one-half mlllion barrels of
:01l per day by 1985. 1If agreement cannot be
reached, the President wlll submit legilslation
to establish mandatory appliance efficlency
standards.

6. -Appliance and Auto Efficlency Labelling Act
(Legislative) -- The Presldent will ask the
Congress to enact a mandatory labelling bill to
require that energy efflciency labels be placed
on new appliances and autos.

(C) Emergency Preparedness

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

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

more
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authorize the government to purchase and pre-
pare the storage facllitles (salt domes or steel
tanks), while céomplex institutional questions
are resolved and before oill for storage 1is
actually purchased. FEA will develop the over-
all program in cooperation wlith the Department
of the Ihterior and the Department of Defense.
All engineering, planning, and environmental
studies would be completed within one year.

The 1.3 billion barrsls will not be complete
for some years, since time 1s required to
purchase, prepare, and fill the facilities.

2. Standby and Planning Authorities (Leglslative) --
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-
natlional Energy Program between the United
States and other nations signed on November 18,
1974. - This legislation“would include the
authority.to:

(a) Implement energy conservation plans to
vreduce demand for energy;

- - ~

(b) allocate petroleum.products and establish
price controls for allocated products;

(c) ration fuels among end users;

(d) allocate materials needed for energy
production where such materials may be 1n short

supply;
(e) 1increase production of domestic oil; and

(f) regulate petroleum inventories.

ITI. ACTIONS ANNOUNCED BY THE PRLSIDENT ‘TO MEET LONG TERM
GOALS (BEYOND 1985)

The expanded research and development program con which the
nation 1s embarked will provide the basis for increasing
domestic energy supplies and maintaining energy independence.
It will also make it possible in the long run for the U.S. to
export energy supplies and technology to cthers in the free
world. Important elements are:

more
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(A) Synthetic Fuels Prosgran (Adninistrative) -- The
President announced a liational Synthetic Fuels
Commercialization Program to ensure at least one
million barrels per day equivalent of synthetic fuels
capacity by 1935, using technologies now nearing
coumercial aprlication.

1. Synthetic fuel types to be considered will
include synthetic crude from oil shale and a
wide range of clean solid, liquid, and gaseous
frels derived freom coal.

2. The Program would entail Federal incentives
(possibly including price guarantees, purchase
agreenients, capital subsidies, leasing pro-
grams, etc.), granted competitively, and would
be aimed at the production of selected types
of gaseous and liquid fuels from both coal and
oil shale. ‘ _

3. The program will rely on existing legislative
authorities, including those contained in the
Federal iion-lluclear Energzy Research and Develop-.
ment Act of 1974, but new legislative authori-

©

ties will be requested if necessary.

- -

(B) Energy lesearch and Cevelonment Prozram -- In thé
current fiscal yezr, the Federal Sovernment has
greatly increased its funding for ensrgy wesearch
and development programs. These Federal programs
are a part of a much larger national energy R & D
effort and are carried out in cooperation with industry, .
colleges and universities and others. The President
stated that his 1976 Budget will continue to empha-
size thess accelerated programs which include research
and the development of technnology for energy conserva-
tion and on all forms of energy including fossil ,
fuels, nuclear fission and fusion, solar and geothermal.

(C) Enersy Research and Development Administration -- (TRDA)
The President has signed an Executivz Order which
activates, effective January 19, 1975, the Energy
Research and Developnent Administration. ERDA will
bring together in a single azency the major Federal
enersy R % D programs walch will have the responsibility
for leacding tlie nationel effort to develos technolosy
to assure tiat the U.3, will have an ample and secure
supply of enersy at reasonable pricas. EFDA con-
solidates nmajor X % T functions previously handled
by the AEC, Zepartment of the Interior, lational
Science roundation and Cnvironnental Protection Agency. .
ERDA will also continue the basic research, nuclear
materials producticn and weznons nrozrams of the AELC,

more



_

45

IMPACTS O NEAR AND [ID-TTRH
ACTIONS ON PETROLEUI: CONSUMDIZION 21D IMPORTS

NEAR TERY PROCRAH

(1143/D)

CONSUMPTION IF NO NEW ACTIONS
IMPORTS IF NO NEW ACTIONS

1575 1977
18.0 18.3
6.5 8.0

IMPORT SAVINGS

IMPORTS IF NO NEW ACTIONS

Less Service Savings by Short-term 1975 1977
Actions:
Production from Elk 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 5.8
MID-TERM PROGRAHM N N
CONSUMPTION IF NO NEW ACTIONS é3.9 MMB/D

12.7 MMB/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

1685 IMPACT
ON IMPORTS

OCOONMHFOONK
°
WWkHEMFHEOWHMOW,M

Total Import Savings by Actions 8.0
Remaining Imports 4.7
Less:
Emergency Storage 3.0
Standby Authorities 1.7
0

NET IMPORT VULNERABILITY

more
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INTERNATIONAL ENERGY POLICY AND FINANCING ARRANGEMENTS

BACKGROUND

The cartel created by the Organization of Petroleum
Exporting Countries (DPEC) 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 paylng for theilr own increased
imports, OPEC nations will report a surplus of over
$60 billion in 1974, which must be invested. 01l
price increases have created serious problems for the
world economy. Inflation pressures have been inten-.
'sified. Domestic economies have been disrupted.
Consuming nations have been reluctant to borrow to
‘finance their oil purchases because of current
balance of payments risks and the.burden of future
interest costs and the repayment -of massive debts.
International economic relations have been distorted
by the large flows of capital and uncertainties

about the future.

U.S. POSITION |

The United States believes that the increased price of
0ll 1s the major international economic problem and has

- proposed a comprehensive program for .reducing the current

exorbitant price. 0il importing nations must cooperate
to reduce consumption and accelerate the development of
new sources of energy in order to create the economilc
conditions for a ‘lower oil price. However. until the .
price of oil does decline, international stability must
be protected by financing facilitiles to assure oll
importing nations that financing will be available on
reasonable_terms to pay for their oil imports. The
United States is active in developing these financing
programs. Once a cooperative program for energy con-
servation and resource development and the interim
financing arrangements are agreed upon, it will be
possible to have constructive meetings with the oil
producers.

ACTIONS TAKEN BY OIL CONSUMING NATIONS

The o1l consuming nations have already created the ]
International Energy Agency to coordinate conservation ~
and resource development programs and policies for
reacting to any future interruption of o0il exports

by producing nations. The four major elements of

this cooperative program are:

more
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An emergency sharing arrangemant to immediately
reduce member vulnerabllity to actual or threatened

embargoes by producers.

A long-term cooperative program to reduce member .
nation dependence on imported oil, '

A chprehensive information system designed to
improve our knowledge about the world oil market
and to provide a basis for consultations among
members and individual companies; and

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

The International Energy Agency has been established as
~ an autonomous organization under the OECD. It 1s open

to all OECD nations willing and able to meet the obli.-
gations created by the program. This international
agreement establlshes a number of conservation- and energy
resources development goals but each member is left free
to determine what domestlc measures to use in achieving
the targets. This flexibility enables the United States:
to coordinate our national and international energy goals.

OTHER U.S. ACTIONS AND PROPOSALS -

The United States has also supported programs for pro--
tecting international stability against distorting
financial flows created by the sudden increase of oil.
prices. Although the massive surplus of export earnings
accumulated by the producing nations will have to be
invested in the oil consuming nations, it 1s unlikely
that these investments will be distributed so as to
match exactly the financing needs of individual impor -
ting nations. Fortunately the existing complex of
private and official financial institutions has, in the
case of the industrialized countrles, been effective

in redistributing the massive o1l 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. Therefor the United States
has supported various proposals for ~reshuffling” the
recycled funds among oil consuming nations, including:

mere
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Modification of International Monetary Fund (IMF)
rules to permit more extensive use of existing
IMF resources without further delay.

Creation of a financlal solidarity facility as

a ‘‘safety net® for particlipating OECD countries
that are prepared to 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 oll
exporting nations might contribute a major share
of the trust fund and that additional resources nlght
" be provided through the sale of a small portion of
the IMF's gold holdings in. which the differential
between the original cost of the gold and the
current market price would be added to the trust
fund; and '

An increase in IMF quotas which would make more
resources available in 1976. v -

- -

" These proposals will be discussed at ministerial level

meetings of the Group of Ten, the IMF Interim Committee
and the International Monetary Fund/International Bank
for Reconstruction and Development Commlittee in
Washington, D.C. January 14 to 17.

In these meetings, the United States wlill continue to
press 1its views concerning the fundamental Ilmportance

of international cooperation to achieve necessary con.-
servation and energy resources development goals as a
basls for protecting our natlonal security and underlying
economic strength.

GPO 882-978
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ROGRAM COSTS AND
INCOME EFFECTS
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Tablas 3 oW lncome
ilvpgar of on/'diract. &
than higi Eabhles also
Lax robdt Fax i

chscn of il

CSTOUps

- glonea Exrionbron of For el rrEnsl Shbsbh
Bupanditures for T o
(el
CellS THtaL
Maw England $ o5 $55 514 S15 $180
MidZls Atlantic 83 54 24 9 170
East Morth Ceprtral 107 -2, L 4 4 174
Wast Marth Central 126 13 36 12 187
South Atlantic 118 .0 14 12 154
East South Central 116 2 i9 b 122
West South Centreal 116 0 27 42 185
HMountain 141 3 37 10 191
eific 102 3 30 16 i8]
= Total U.S5. $109 T B, $30 $13 8171
Income Distribution Effec
Tables 3, 4, and e mates of ths esffact
of the energyv program on & erent inccme classes. With the
“exception of the tax rebatz cdata these statistics were cbtained
from analyses done by the Washington Center for Metropolitan
Studies and are totally indepsndent of tha estimates made
for the aggragate and regional impacts in Tables 1 and 2. How-
ever, close examination and comparison of Table 1 with Takle 3
shows that the data are consistent. Specifically, the median
income of families in 1972 was about $11,000. Assuming that
inflation has raised this to $13,000 the 5965 total energy
bill giva“ in Table 1 is bracketed by the $742 and 510385 bills
given in Table 3 for thes energy costs of the lower middle and
upper middle incom= classes. The othar numbers in Table 3
"are roughly consistent with Table 1.
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CONOAU L WN -

PROJECT INDEPENDEN' 7 EVALUATION REGIONS

NORTHEAST
MID-ATLANTIC
SOUTH ATLANTIC
EAST NORTH CENTRAL
EAST SOUTH CENTRAL
VEST NORTH CENTRAL
"EST SCUTH CINTRAL
MOUNTAIN

PACIFIC

'CENSUS REGIONS

(((((

)



Lower Upbsr
Poor Middle Middls Wal LD EF
Averags Average Averags Average
$2,500 $8,000 $14,000 $24,500

Gasoline 5140 $349 562 5 735
Heating 0il 66 66 66 83
Natural Gas 853 103 1Y 140
Electricity 160 203 2858 319
Coal 16 16 16 15

+
O
!
(91
l,.._l
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$1085 $1294
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(03]
02
wu
(O3]
e

g/ Source: WCHS Suryvey for 1972-1373, adjusted for price
increases to September 1974.
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Enaray COBES Wit Pragilaskts e
Poor

S165 5815 5 745

33 83 81

120 147 i

174 215 275

16 16 16

Total 2555 $871 $1274

a/ Estimated by applving percent price increasss
type of energy from Table 1 to the ensrgy costs
Tabie 3.

Table 5
Net Energy Costs of President's Progra
Lower Upbax
Pooxr Middle Micdle
Average Increase ;
in Energy Costs s B2 $129 $ 189

Average Rebate S 311 253

Net Energy Costs 4538 560 1021

% of Average

Incone 18, 38 7.0% Ve
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Giracc S tey s inazas B ity wewe
Vicse thnb Emigils Te 5ign LNRE 3%

: s bt M a be ¢ utoih)
S=uction, Chemicals, metal and food:
of areas in which the indirect or riovnle
111 occur in varyving degroes.

il

5D

The modals

8RN B0 plirchsgsr

adjustaed up cr down.

The appreach used by the Fedaral Ensrgv Zdministration to

forecast the indirect price effects o tha Prasidant's

program was Lo use a stage-of-processing model developed

byv Data Rasourcs Incorporated (DRI) to Zozscas:t tha overall

rise in the Consumer Prics Index (CPI) and to use this estimate

Qo derive _total incrsased consumer costs. Thz indirect e e
o 3 2 as5 the diffarsnce hetwssen ths Clrect aa3

<

A modified ion of the DRI stage-of-processing madal was

used To forsgast ine efrzct that energy price cha?qes h;ve

upon the CPI and components of ths CPI. The model reguirss

two inputs: (1) forecasts of wholesale energy Q:ice; and

(2) foracasts of the gensral wholesale and retail price

inalce prior to energy price changas. Price i;form;tioﬁ.

ig combinad with historical information on thS‘rClﬁélOﬂS“Lp

betwe=an tha stages—~of-processing to forecast the errfects

that ensrgy price chsngss will have on Che p:ic§s gf‘cruca

wholesale goods, intermsdiate wholesale goods, £1Al§ned 3

wholesale products, and fipally retail consumsr goods and

services.

Using the methodology described above it is estimated that the
CPI will increase 2.0% during the first full vear of the proaram.
Given a normal unencumbered economy the CPI would rise an esti-
mated 2.5 percentage points during the first full yecar of the
program in addition to the normally expected rise; and there

PLE s A oo il 0.2 ereesrlilars pointd
5 WaEe &skhimobll Insrsasy
Efect o S BroSTiEr 2% Ego
Drdce insrsaseas Ehot sErs
assuns a 1

28 . TE ks




For a 2.0% CPI increase the total and indirect costs per
household would be $275 and $104 respectively. Table 6
summarizes the steps taken to make these estimates.

Estimated Total and Indiract Consuymer Cosis

1. Estimated Personal Consumption P
a. ZEZstimated 1975 Personal Consumption $5966.8 Billion &/
b. Estimated Numbar of Houszholds = 10 millien
¢. Consumption psr Household = $13,810

Total=/ IndirecsS/
High Estimatse SRds S474
Hest [Estamars 275 104
&/ Fron DRI Long-ierm Forecast.
b/ Estimated ag 2.3 percent timss $13,310 for nigh estinate
and 2.0 percent times $13,810 for bhas: astimata.
¢/ Calctlated as total tess-dirpct (§371).
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