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Mr. Chairman and Members of thoe Subcommittee. Thank
yvou for this opportunity to be of further assistance to
the Subcommittec in vour continuing consideration of Eneray
Actilons Nes. 3 and 4, FEA's proposal to excmpb MNo. 2 oils

and cther middle distillates {rom the Mandatory Petroleum

Allocaticn and Price Regulations. T would like briefly to
supplemaent our testimonv of June 22 before this Subcommittee

in three respects and then be available to answer whatever
further cuestions vou may have regarding FTA's proposed
exeniption of middle distillates.

In particular, it should ke noted that since our testimony,
FEA has had further discussicns with the Chairman and staff
of this Subcommittec vegardin

3

findings and views submitted with Energy Actions HNos. 3 and 4.
Moreover, FEA has claborated in greater detail in another
communication with the Chairman of the Subcommittée upoen the
manner in which it would exercise its authority to reimpose
controls. Finally, I would like to discuss an action we are
taking today to limit domestic crude oil prices to their

June levels for a period of two months which I believe is
relevant to the matters now under consideration by this

Committee.




We will respond in detail to the specific guestions

raised by the staff reqgardine I'EA's estimates of demand and
supply of middle distillates. llowever, it is important

that the Subcommittee understand that none of the slight

changes in our demand estimates has been big enoug

[
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change the esscentlal conclusion: domecstic supplv will be
] h gt P

adequate to meet incressed daemand aith no appreciable
increase in imports.

The demand estimates scet out in the Findings and Views
were developed in March of 1976 using the latest data
available to us at that time. The Findings and Views were
then published for public comment and public hearings were
held on them on May 12 and 13. While certain persons at
those hearings opposed the exemption of middle distillates
from controls, there was no evidence offered there that
questioned FEA's demand and supply estimates.

Meanwhile, FEA analysts were continuing to improve
the short-term forecasting model and more recent data were
becoming available. Early in May the results of this improved
and updated forecasting model were available, and these were
compared to the estimates set out in the Findings and Views.
The differences were not statistically significant. Therefore,
there was no valid basis for changing the estimates in the

Findings and Views. 1In fact, the later results gave us

added confidence that those estimates were sound and
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reintorced our belief in the validity of -lhic conclusions

drawn from tihwse estinates,
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ALter Encrgy Actions I and 4 had bheen submitted and a

technical paper describing the revised version of the fore-

i

casting mod had been circulated for comment, we lcarned

two relevant thipgs. First, we got new and updated informa-
ticon from the Medaeral Power Comalssion as to the extont

of natural gas curtailiments cxpected this winter. Second,
we discovered that the way natural gas curtailments were
being treated in the revised forecasting model needed to
be adjusted.

FEA analysts immediately made the necessary changes in
the model, entered the new I'PC data on expected curtailments,
and generated new middle distillate dewand estimates for
1976 threough 1978. While these estimates were still within
the range of the estimating accuracy of thé model itself and
could, therefore, be considered not statistically significant,
they were slightly higher, especially for 1978, than the
estimates in the Findings and Views.

Accordingly, Mr. Hill wrote the Chairman on June 25,
the day the revised estimates were made, to be sure that the
Subcomnmittee had the most up-to-date information available to

FEA.
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There has beon some suggestion that in sone way FRA

1s showing uvncoertainty or lack of confidence in its estimates

by chenging them froguentle. I think the exoct opposite is
true. 1f woe were out to make the numbers support a preo-

determined conclusion, woe would make oﬁe cstimate and then
stick to it throughout the course of the isszue.

Instcead, we made the cstimatos,‘drow the conclusions
in the Pindings and Views, then continued to improve and
update our forvecasts. We circulated for staff comment the
details of the most recent estimates on the dav before
cubmitting Energy Actions 3 and 4. This is not the behavior
of an o~gency thet lacks ceonfidence in its work.

I'inally, when we get new data and find changes are needed
in the technical procedures of the model, we incorporate the
new data, change the procedures, aﬁd immediately communicate
the results to the Subcommittee. BAgain, this is not the
behavior of an agency that is uncertain or secretive about
its work. On the contrary, it is the result of a conscious
effort at my direction to be completely open.and above board
as to all of our work and to keep this Subcommittee fully
informed of our results.

To conclude my discussion on this point, Mr. Chairman,
it is important to note that all of the changes we have madgfmw

Vs
have been small adijustments. Each has been well within the
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range of the atatistical accuvracy

ts211f, and none of the estaima

whatsoo
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of the estimating process

has provided any basis

sct oult in our

I would now like to brief the Committee on certain
furthor precedurcs that we are proposing sheould the exemption
of middle distillates become effective, and that were devcloped
subscgquant to John [Hill's testimony beforce you on June 22.
These and our previously proposed procedures are described
in detail in a letter I delivered to the Chairman of this

Subcomuittee on June 25,
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ically, TEA is

ing itself to a special

continuency plan for distillates with the following key

¢clements:

- a quick response monitoring system on a weekly

basis during the heating
current reporting system
that will compare actual

with projections of what

regulatory controls were

season (based on FEA's
and telephone surveys)
prices on a weekly basis
prices would have been if

still in effect;

- specific obligation of the Agency to take certainlw
actions if prices in the decontrolled market reacﬁ
the index amount, i.e., exceed by more than

2 cents the projections of what they would have

been with continued controls; and
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- an cmergoency allocation syaitom to ingure that
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no mavketoeor loses his supplies without adeguate
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time to arrange a now supplier.

I would now like to describe how our proposed nrojection
of prices undey controls would work and the actions we would
take if vrices exceeceded an index price of the projection:
plus 2 cents per agallon.

Our index projections will be generated by taking into

account the current lovel and projected increase in the cost

of crude o0il, the incrcased cost of doing business for
refiners and marketers, and the seasonal price variations

for middle distillates.

o wi1ll havoe our reporting system and method of projections

developed and operacional by the end of July this year as a
result of an expodited rulemaking. We will, of course,
begin immediately to collect data from available sources and
do our preliminary computations so that we would have at
least preliminary bench-mark values- even before the end of

July.

If at any time during the next heating season our data
show that actual prices exceed the index price, i.e., the

projected prices under controls plus 2 cents per gallon, we

will hold public hearings within 10 davs to determine th

causes of such an increase and to solicit comments on v
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actions nece to restore avarage vrices to levels at or

below the index price within no more than one month.

As we ais FIA will
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also establish a "set-aside” reoserve of supply thot would be
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ssigmnent to

“hoce feow marketerye wio ave to

supplier after demonstrated good failth efforts to do so.

t~

hopoe thes

®

= procaedures will serve to assure the Congress
that in the context of decontrol we will continue to fulfill

our statutory responsibilitics as Congress intended.
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A third subject that © have ined in this morning's
NP U P ey £R “y 3 - e - - 3 -
tostimony concerns crude oil priccs.  FLA 1s acting today

a period of two months -- July and August. This action is
being takon under auvthority of the crude oil pricing policy

which is contained in the EBncray Policy and Conmervation
3 Y

Act. Alt o

excuntion from mandatory controls of middle distillate,

1

this crude o1l pricing action is relevant to the matters
now under consideration bhv this Committee
Firet, it underscores once again that domestic crude
0il costs, the basic olemont in determining middle distillete
prices, arc under continuing controls as required by the IPCA

Tn a market chazachorized by azbundant supply, competition

will insure that the lower feedstock costs enjoyed by

domestic refiners are most effectively passed on to the benceflif

of consuncrs.

9]

econd, this action illustrates the ability of FEA to
rapidly implement comprehensive data collection systems

and to translate the information gained through such systems
into regulatory actions that effectively carry out the
intent of the Congress. I suspect that few people realize

the magnitude and complexity of the regulatory effort that
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has bcoon naecessary (o carry out. effochively the conceplt of
the crude 011 comrosite price Jinitobions that were adopted
by the FPCA. I am sure yvou can rocall, howeveor, that there
was cubsltantial - on tho ot the

congress as to whaether the PPCA arude ©il pricing provisions
would be administravively faecssible.

As a general background o the matters being considered
by this Committes this morning, 1 would tberefore like to
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outline the mannor in which FEA has in oood faith
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sponsibilities in mecting the statutory requirements
0of the EPCA concerning domestic crude 0il prices. The EPCA,

enacted December 22, 1975, placed a linit of §7.66 per barrel

on the weichted average first sale price {("composite price™)
of domestic crudce oil for the month of February, 1976,

.

limited upward adjustments in the composite

ad

and provided fo

price in each of the following 39 months, in order to take
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into account the effects of inflation and as a production
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incentive.

Thus, in the pericd of December 22, 1975 through
February 1, 1976, FHEA was required to conduct a rulemaking
proceeding and to adopt new crude o0il pricing regulations
intended to result in a composite price of $7.66 per barrel

in that menth. FEA then conducted a second rulemaking

[ FGI?D
proceeding to adopt regulations for price increases beglnﬁiggﬁ\\\
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informnastion concoerning
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of domesitic crude oil.
Phe eostinztes relied on in formmiiating now crude oil

pricing regulations wove in all instances the same a

€3]

those which had bLeea furnished to Lhe DYCA Conference Committee
at the time it was evaluaiing the probable effects of the

LPCA crude oll pricing policy. In brief, the principal
estimates were thet old (or "lower tier") crude oil amounted
to approxinately 60 pervcecoent of domestic production and sold

for an averags pvicge of $5.25 per barrel. The balance of

P

domestic production could be sold for $11.28 per barrel and

a composite price of $7.66 per barrcel would result. FEA was
careful to point out; however, that the percentage of lower
tier production and the average lower tier price were closely
interrelated, and that under a composite price limitation,

if FEA's estimate of the percentage of lower tier crude oil
producticn proved to be high, it might well be offset by the
fact that its estimate of lower tier prices might also prove

to be high.
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This, in fact, provad o bhe the case. rcoual dafa
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but aye subostantia
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of Jower tier

that lower tier orices (before the Marc
Overall, the data on actual flrst sale prices of crude
oil which have beoen collected through FBEA's new comprchensive
data collecticn system indicate that the actual prices
chargod under the new crude oll price regulations (which

were necousarily formulzted largely on the b of cstimates)

7.82 per barvel in February and .80 per barrel in March

nd $.08 peor barvel above the ERCA osite price

-~

limitations ol §7.66 and $7.72 for those wmonths. In light
of the substantial number ©f estinates and variables that
were involved in implementing the crude oil pricing pfovisions
of the EPCA, I think thoese figures are remarkably close to
the mark.
In order to minimize the extent of any further actual prices

above the EPCA composite price limitation, and to provide

®
time for collection and evaluation of further actual price
data, FEA has temporarily discontinued the monthly adjustments
in crude o0il prices, and will hold prices at their June

levels for the months of July and August.
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