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JOHN J. RHODES
liT DISTIICT. AIIZOIIA

etfitt of tbt :flinoritp habtr
•niteb &>tate• J1ou•e of 1\.epre•entatibe•
•a...iugton, :B.C. 20515

April 7, 1976

Mr. James M. Cannon
Assistant to the President
for Domestic Affairs
The White House
Washington, D. C. 20500
Dear Jim:
The enclosed concerns the matter
I discussed with you on the telephone.
Thanks for your courtesy.
Best regards.
cerely,

John J. Rhodes, M.C.
Minority Leader
JJR/wb
Enclosure
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Before Commissioner s:

Richard L. Dunham, Chairman;

Don S. Smith, John H. Holloman III,
and James G. Watt.

Kerr-McGee Corporation, et al. 1/

)

Docket No.

CI76-405 2/

ORDER MAINTAINING SERVICE PENDENTE LITE
AND FOR INTERIM PROTECTION
(Issued March 12, 1976)
On February 6, 1976, Kerr McGee Corporation, et al.,
(Kerr-McGee) filed a petition for a declaratory order-,-or
in the alternative for a protective order to be effective
pending the ultimate determinatio n of court review, if such
be sought, of any Commission order issued in this proceeding,
or if no such review be sought, thence pending outcome of
final judicial review in the proceeding now pending in the
United States Court of Appeals for the Fifth Circuit, Southland
. Royalty Co., et al. v. F.P.C., Nos. 75-3373, et al.

•1/

2/
-

The application filed herein was filed by Kerr-McGee
Corporation for itself as the operator of the subject
leaseholds. However, Phillips Petroleum Company; · ·
Julia Green, Trustee for the Jacobson Trust; Emily Loving
Bird, et al.; R.A. Albe Strunk, et al.; Henry Clay Sullivan
et al.-(Petition ers in Docket No-.-CI76-316 ) and J. M.
Hawley, Exec~tor and Trustee of the W. H. Taylor Estate
are each made a Respondent in this proceeding (18 C.F.R.
1.1(15)). Each of the parties are . identified in more
particular in the application filed herein and the exhibits
attached thereto. All parties will be included as KerrMcGee, et al.

-'7

The application, and the notice issued February 23, 1976,
was inadvertentl y docketed as Docket No. G-2762.
DC-28
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The matters and issues set forth and raised in the
petition filed by Kerr-McGee are ·similar if not identical
·to those which the Commission had before it and considered
when it issued Opinion No. 737 on July 11, 1975,
FPC
, and Opinion No·. 737-A on September 3, 1975,-- FPC
- - . 3/ Those opinions and accompanying.orders, are the
subJect of the pending litigation in Southland, supra.
Consequently, we will find it appropriate and proper to
require Kerr-McGee, et al., not to take any action that will
diminish or jeopardize the flow of natural gas from the leases
which are thesubject of its petition for any reason, including
the termination of any lease agreement, pending the ultimate
determination of judicial review of the Commission's Opinion
Nos. 737 and 737-A, or. of this order. Additionally, we shall
provide for interim protection of Kerr-McGee, .et al., asserted
rights and interests.
The Commission orders:
(A) Phillips Petrolerim.Company; Julia Green, Trustee
for the Jacobson Trust; Emily Loving Bird, et al.; N. A. Albe
Strunk, et al.; Henry .Clay Sullivan, et al.--(Petitioners in
Docket N~ CI76-316); and J. M. Hawley, Executor and Trustee
oe the W. H. Taylor Estate are each made a Respondent in this
proceeding {18 C.F.R. 1.1(15)). Each of the parties are
identified in more particular in the application filed herein
and the exhibits attached thereto,· which are hereby incorporated herein.

3/

Opinion No. 737-B issued December 18, 1975, is merely
procedural in nature noting that any interim agreements
entered into by reason of the parties effectuating the
service requirements of Opinion No. 737 need not be filed
with the Commiss~on as rate schedule or certificate filings.

Docket No. CI76-405

- 3 -

(B) If Kerr-McGee, et al., should seek review of this
order and, upon review in-such proceeding, or in Southland
Royalty Co. v. F.P.C., 5th Cir., Nos. 75-3373, et al., it is
ultimately determined that the gas may be sold to others than
Phillips Petroleum Company .without abandonment authority, then
any deliveries by Kerr-McGee, et al., pending such judicial
review shall not have constituteda dediction of its gas to
the interstate market and acceptance of monies paid for gas
delivered pending judicial review shall not prejudice the
rights of Kerr-McGee, et al., in the premises; further,
Phillips Petroleum Comany-shall be required to repay Kerr-McGee,
et al., in gas for the deliveries made to it pending judicial
review. Such repayment is to be made by Phillips Petroleum
Company subject to the following conditions: (a) the pay-back
volumes are to be delivered in an equitable manner over·a.reasonable period of time, subject to further Commission order as
to scheduling but not as to entitlement if Phillips Petroleum
Company and Kerr-McGee, et al., cannot agree as to such scheduling, (b) Kerr-McGee, et al.-,-shall return to Phillips Petroleum
Company the monies paid for deliveries made pending judicial
· review, such repayment to be made within thirty (30} days following the end of each calendar month during which payback volumes
are delivered by Phillips Petroleum Company, and (c) the payback
volumes shall not be considered to be jurisdictional gas and
acceptance thereof by Kerr-McGee, et al., or any of their cus~
tamers, shall not subject any of them~o Commission jurisdiction.
By the Commission.
( S EA L )

Commissioner Watt; dissenting~ ~iled a
separate statement appended hereto.

Kenneth F. Plumb,
Secretary.
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Kerr-McGee Corporation
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Docket No. CI76-405

(Issued March 12. 1976)
WATT, Commissioner, dissenting:
I dissent.
The majority's decision may expedite the final adjudication of Southland Royalty Co., et al. v. FPC. That may be
desirable, but in my opinion, the position taken by the Commission in The Southland Case and again today is wrong.
The issue to be determined is not one of public policy
nor is it one of fact. The issue is a simple question of
law.
On February 6, 1976, Kerr-McGee Corporation (Kerr-McGee)
applied to the Commission to abandon sales of natural gas
from the leases located in Texas. All of the leases were
executed in 1926 for 50 year terms.; Kerr-McGee bases its
abandonment application solely on the imminent expirations
of the leases.
·On Fepruary 24, 1976, Kerr-McGee sent the Commission
a telegram concerning the leases, reading inpertinent part
as follows:
"Kerr-McGee owns no interests in the lands
covered by those oil and gas leases identified
as 1 through 6 above except the interests conveyed under the leases themselves. Consequently,
as of. the respective dates on which such leases
terminate, and under· the establ.ished principles of
Texas oil and gas law, the mineral rights covered
by each such lease will revert to the mineral
interest owners. Upon .such reversions Kerr-McGee
w~ll have no r~ght to operate such properties nor
any right, title or interest in or to any of the
gas thereafter produced from and attributable to
lands theretofore covered by such leases and will
have sold in interstate commerce all of the gas
to which Kerr-McGee is entitled under the leases.
Ker~-McGee has no agreements or arrangements with
the reversionary mineral interest ·owners to
continue operations after the termination of such
leases. Without some semblance of right KerrMcGee cannot even enter upon the leasehold. Therefore, Kerr-McGee advises that it will surrender
operations of such leases upon their respective
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terminations to the reversionary interest owners
which will effectively accomplish abandonment as
defined in the Natural Gas Act.

!

"All of Kerr-McGee's interest in the Strunk
lease • • . will terminate except for a 1/6
working interest which Kerr-McGee has successfully renewed. Under the cotenancy law of the
State of Texas, it will have the right to continue possession and operation of said lease.
However; if instructed by the reversionary interest owners, it will be compelled to reduce deliveries of gas equal to the ownership of such
reversionary'interest owners."

!I
t.

I
I

The basic question involved here is whether a
person who initiates a sale of natural gas in interstate commerce from producing properties he holds under
lease for a term of years thereby creates a dedication
of such gas to interstate commerce which, unless terminated by the FederaL Power Commission, outlasts his leasehold estate and becomes a permanent encumbrance on the
land.
Were it not for the fact that construction of a
Federal statute is involved, the answer to this
question would be too clear for argument. A
fundamental principle of real property law is that
a person who has a present interest in real property
which is limited in duration cannot enter into
agreements that will bind the reversioner. 1/ So

17

See, e.g., 2·R. Powell, The Law of Real Property,
Par. 247 [1] (Rohan ed. 1967). In the context of
oil and gas law see 2 H. Williams & c. Meyers,
Oil & Gas Law, § 332 at 117 (1975} wherein the
follow1ng appears: "The owner of a term for years
cannot create an interest in land to endure
beyond the term. It would follow that the owner
of minerals could not create an interest to endure
beyond his fixed term."
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fundamental is-this doctrine that one authority has
described it as a "self-evident principle." 2/
'·
-:

Nor under established property law would a
dedication of gas by a lessee for years be attributable
to the owner of the reversionary estate on any theory
of succession, since the reversioner does not succeed
to the estate of the lessee. 3/ The requirement of
succession is not satisfied if-the one against whom
the covenant is asserted holds a different estate, not
corresponding in duration or interest to that of the
covenantor. 4/
·

y

l If.-- Tiffany, The LaW of Real Property, § 153 at
247 .(3rd ed. 1939). He states this principle as
follows:
"In the absence of a statutory power or of an
express power to that effect in the creation of
an estate, one having· a limited estate in land
cannot, as against the person entitled in reversion
or remainder, create an estate to endure beyond
the normal·time for the termination of the estate."

3/
-

"There has never been any serious question o.f the
rule that the assignee of the covenantor must
succeed to the estate of ~he covenantor in order
to be liable upon the burden of the covenant;" 2
American Law of Property, fJ 9.15 at 384 _(1954).
See also Clark, Real ·covenants and·Other Interests
Which· "Run With the· Land," pp. 111 -·15 (2d ed. 1947l

4/

Restatement of Property, § 535 {1936)
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The question then is whether there is something
in the Natural Gas Act that wouid change the normal
result of established property law when a lease for
a term of years, which contains gas being sold in
interstate commerce, expires. The Act is totally
silent on this issue and there is no legislative history
to indicate that anyone contemplated that the Act would
overturn well established property law. As a consequence,
the Commission does not haye the authority to rule that a
reversionary estate is subject to a pre-existing dedication of gas to interstate conunerce in these or similar
circumstances.
In the instant case, Kerr-McGee dedicated the
production from the seven leases involved-to interstate
commerce. However, it dedicated only what it had,
.
gas production for periods of 50 years. Upon expiration of the 50-year terms, the leases will terminate in
each case, leaving Kerr~McGee with nothing with respect
to such leases. At that time every right, title, and
interest formerly embodied in the leases, including
mineral interests, will revert back to the owners of
the reversionary fee simple estates, who are also the
royalty owners. Therefore, expiration of these leases
should be an adequate basis to support Kerr-McGee's
requests for abandonment.
Are the sales from the leases to Phillips Petroleum·
Company still dedicated to interestate commerce after
the producing properties pass back into the hands of the
reversionary estate owners? I would hold that they are
·not, unless rededicated. The reversionary estate owners
did not sell or dedicate any gas at all from these leases;
that was done by the lessee, Kerr-McGee. ~he reversionary
estate owners had no control or· right of control over
this dedication after execution of the leases. Also,
they owned none of the gas produced by Kerr-McGee from
such leases and did not, with respect to such gas, become
sellers of natural gas in interstate commerce within
the scope of the Natural Gas Act by virtue of their
status as royalty owners, Mobile Oil Corporation v. FPC,
463 F2d 256 (CADC 1972), Cert. den. 406 US 976.
-...,
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That the national demand for natural gas far exceeds
presently available supply is too well known to require
elaboration. This painful fact is centrally involved
in most of our opinions and orders having to do with gas.
Thus, it is unpleasant to support a position which, if
adopted, would have the potentictl effect of removing
desperately needed gas from the interstate market. But
I am obligated to support what I believe are the laws of
this Nation. The majority opinion, in my view, exceeds
the authority granted under the Natural Gas Act, and in
all probability, constitutes a taking of property contrary
to the Fifth Amendment. ·
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WASH INGTO N

RECO MMEN DED TELE PHON E CALL

~

TO:

Rep. Olin E. "Tige r" Teagu e (D-Te xas), Chair man,
House Comm ittee on Scien ce and Techn ology .

DATE :

If possib le, by 2:00 p.m. Mond ay, April 12. Teagu e,
on Frida y, April 9, decide d to sched ule an Execu tive
Sessio n on H. R.l211 2, the synthe tic fuels bill for
4 :00 p.m. Mond
ay.

\C\1la

-

-----
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RECO MMEN DED BY:

Jack Marsh , Max Fried ersdo rf, Jim Canno n, Bob
Seam ans, Frank Zarb

PURP OSE:

To provid e encou ragem ent to pass the bill and avoid
damag ing amend ments , to reiter ate your suppo rt for
the bill, and to prom ise White House help in lining
up suppo rt for it.

BACK GROU ND:

The $6 billion synfu els progr am failed by a vote of
263-14 0 on the House floor last Decem ber as part of
the Confe rence Repor t on H. R. 34 74 to autho rize
appro priati ons to ERDA . The oppos ition came from
a coalit ion of libera ls oppos ing assist ance to energ y
comp anies, enviro nmen talists oppos ed to coal and
shale develo pment , and conse rvativ es who questi oned
the Feder al role in the progr am as a "foot in the door"
for the $100 billion Energ y Indep enden ce Autho rity (EIA).
Within his Comm ittee, Teagu e faces strong oppos ition
from some Demo crats (who oppos ed it 13-ll last Decem ber;
Repub licans were 8-2 for). Wydle r who oppos ed has
switch ed. Goldw ater, who led conse rvativ e oppos ition,
has been under press ure from synfu els projec t firms in
Califo rnia and may be waver ing somew hat.
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Teague was very bitter last December and claimed
that the White House let him down. In the last few
days he has said in hearings that he understands
White House staff aren't giving the bill high priority,
even though you have said it is important. Thus.
a call could do a lot to reassure him.
TOPICS OF
DISCUSSION:

bee:

•

I understand that you have completed hearings on
the synfuels bill (H. R.l2ll2) and that you are
starting markup on Tuesday, April 13, or
Wednesday, April 14.

•

I also understand that you've been told that the
White House staff doesn't consider this a high
priority bill. I've made sure that everyone here
understands that it is high priority.

•

I was very disappointed when the bill failed last
December -- and surprised too since my people
were working with you to pass the bill.

Jack Marsh
Max Friedersdorf •
Jim Cannon./
Bob Seamans
Frank Zarb
Glenn Schleede
•

April 10, 1976

We need the legislation to lay the groundwork
for an industry to convert coal and shale to
clean liquid and gaseous fuel.
I know you will be under strong pressure to amend
the bill in ways that will be unacceptable to both of
us. I hope you will avoid such amendments.

•

We will continue to look to Bob Seamans for the
lead in working with you on the bill, but I have
also told Max Friedersdorf and his people to
work with you and John Rhodes to line up support.

•

"Tiger. 11 I understand you spoke to Jack Marsh
about Werner Von Braun. who is suffering from
terminal cancer. Jack tells me you would like
to do something for him in recognition of his
great contributions to science, space technology
and our nation. I'd be pleased to have your
suggestions and will ask one of our legislative
affairs people to visit with you on it.

..
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...__FOR IMMEDIATE RELEASE

APRIL 12, 1976

Office of the Vice President
(Washington, D. C.)
STATEMENT OF THE VICE PRESIDENT
BEFORE THE SENATE COMMITTEE ON BANKING, HOUSING
AND URBAN AFFAIRS ON S 2532
A BILL TO CREATE THE ENERGY INDEPENDENCE AUTHORITY
WASHINGTON, D. C.

(AT 9:45 A.M. EST)
THE VICE PRESIDENT: fir. Chairman, distinguished
gentlemen, I am very grateful for this opportunity to be here
with your committee.
I think perhaps I would do better going through
the prepared text first and then come to some of those very
provocative statements or questions which you just asked.
So perhaps I will just go through this to give us a backdrop and then make a few comments on the questions before
~~. Zarb gives his testimony.
But I am very grateful for this opportunity to
discuss with you and members of the committee the most
challenging problem of a challenging era -- the enery crisis.
First, I would like to ask, and then answer, the
following questions: (1) Is there really an energy
crisis? (2) t~at happens if we just continue as is, to
depend on increasing foreign imports to meet our Nation's
growing energy needs? (3) Do we, as a Nation, have the
resources and capacity to achieve energy independence?
(4) What does it take to do it? (5) ~lliy does government
have to get into it? ~lliy isn't private enterprise doing it?
(6) How can government play an appropriate role in achieving
energy independence without subsidizing private interests,
or without interfering with the free enterprise system?
(7) If the answer to getting us off dead center is an
Energy Independence Authority, as provided for in Senate
Bill 2532, how would it work? (8) With an all-out national
effort, how fast can we expect to achieve the goal of
energy independence?
Now going to the questions.
energy crisis?

Is there really an
'.-

Unfortunately, many Americans do not believe the
energy crisis is real because there is no tangible evidence
of it. There is gas in the pumps, and the lights go on when
they flip the switch.
They recognized it two-and-a-half years ago during
the Arab oil embargo when the lines formed at the service
stations. But there are no lines now because we are importing
40 percent of the oil consumed in this Nation.
In 1960, we received 18 percent of our oil from
UORE

"

Page 2
foreign sources. During two weeks last month, our foreign
oil imports reached more than 50 percent of our total
consumption. Even more alarming is the fact that the
proportion of our imports which comes from unstable Mideast
sources is rising faster than the growth rate of our
imports as a whole.
While imports rise, domestic production of both
oil and natural gas is declining. The Northeastern part of
this country is now dependent upon foreign sources for 75
percent of its oil.
If this supply were suddenly cut off, there would
be social and economic chaos. Should we have another
embargo, the economy of this country would be shattered.
Today's energy situation is, in my judgment, a clear definition
of a crisis.
II. t~at happens if we just continue as is, to
depend on increasing foreign imports to meet our Nation's
needs?
Between now and 1985, our energy needs will grow
by 36 percent. If we continue our current course, and
continue to regulate oil and natural gas prices at current
levels, if we do not develop our current reserves, if we
fail to increase the generating capacity of nuclear power
plans, if we do not adopt a strong program of conservation,
and if we fail to commercialize new sources of energy, such
as gas and oil from coal and shale, we will be importing
between 50 and 60 percent of our oil by 1985. And it will
cost us in foreign exchange not $30 billion, as it does this
year, but $50 billion or more by 1985.
It is obvious what a threat of an embargo would do
to our national security and defense capabilities under
such circumstances as well as to our capacity to meet our
responsibilities to the other nations of the free world who,
without our protection, would be equally vulnerable.
I am hesitant even to speculate on the kinds of
economic, political and military pressures that could be
imposed on this Nation if we continued to be more than
50 percent reliant on foreign sources.
With such a large amount of the oil coming from
one area of the world, the supply lines provide a tempting
opportunity for the Soviet Union, with its growing sea
power, to disrupt the transport on the high seas.
·'I

But there are other serious consequences that i:
could result. The continued dependence upon foreign
!~~.
sources of oil could cause us to lose credibility wi:th
'<~>o
our allies. They would be justified in asking whether or ·--..
not we would support their interests against those of our
oil suppliers. Our continuing dependence on imported oil
threatens our ability to maintain our leadership in the
free world, our economic well-being, and our national
security.
r40RE
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Now let's look at what happens to our economy, if
we continue along our present path of depending on increasing
foreign imports to meet our Nation's growing energy needs.
In 1973, we were spending $4.3 billion annually
for foreign oil. And in 1976 we will spend $30 billion.
We now export $22 billion in agricultural products, which
is up from $8 billion in 1973. Were it not for the sale
of these farm products and the sale of $10 billion worth of
arms, we would not have maintained our balance of payments
position.
On the other hand, if we just continue on the
present course, we will be spending, as I said before, up
to $50 billion overseas for imported oil to meet the
growth in our domestic needs. If we were to spend the
$30 billion at home, it would provide jobs for at least
1,200,000 people. By 1985, $50 billion spent at home to
produce our energy requirements domestically would produce
close to 2,000,000 jobs for American workers.
If we don't follow this course, at some point,
the economics of business will compel industrial concerns to
locate their facilities in closer proximity to energy sources
abroad rather than to their markets and customers at home.
This would mean an additional loss of jobs in this country
and would be detrimental to the vitality of the entire
American economy.
As energy costs rise due to the arbitrary action
of the OPEC cartel, over which we have no control,
inflationary pressures are placed on our economy. When
this occurs, there is a tendency for government to enact
policies which inhibit economic growth. To continue along
our present path spells economic, social and political chaos.
III. Do we as a Nation have the resources and
capacity to achieve energy independence?
The answer is yes. We are extremely fortunate as
a Nation to have vast reserves of resources that can be
converted into energy. The North Slope of Alaska will make
available significant amounts of oil and natural gas.
And we have known reserves of coal that will last us for at
least 100 years.
It is estimated that our shale oil reserves are
equivalent to four to five times the total amount of known
oil reserves in the Middle East. The potential resources
on the outer continental shelf are expected to be substantial.
We have the technology and ability to more than
triple the generation of nuclear power with appropriate safeguards by 1985. We have, in this country, potential energy
from geothermal, solar and other sources. All of these can
replace our dwindling present domestic supply of natural gas
and oil, in a way that protects our environment.
IV.

Nhat does it take to do it?
UORE

To achieve energy
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self-sufficiency, we must, in the short-term, face up to the
issues that confront this Congress and the American people.
We must enact and employ conservation measures. We must
deregulate the prices of domestic oil and gas. We must assure
that we do not unduly impede the development of nuclear power.
And we must assure that our environment is protected, but
that the policies we adopt in doing so do not deter the
development of our resources, such as coal, oil shale, and
off-shore oil reserves. There is no problem in achieving
both goals if we all work together. Modern science and
technology can assure the achievement of both goals
together.
According to Federal Energy Administration estimates,
if we take all the necessary actions in the next 10 years, we
can reduce our energy needs by 5 percent through conservation,
increase domestic oil production by 50 percent, increase coal
production by 100 percent, increase natural gas production by
10 percent and increase nuclear power generation by 300 percent.
This will require, among other things, deregulation
of oil and gas -- strong conservation measures -- and $600
billion to $800 billion in private sector investment in
domestic energy production.
I may parenthetically state the $100 billion
you referred to as such a large figure is only a fraction
of the total amount that is needed. I just mention that for
further reference later. In our comments today we have
gotten it on a rather large scale.
We must restore existing and construct new
transportation systems where necessary. In the longer
term, we must commercialize known technology for the
gasification and liquefaction of coal.
And, as new technologies become known for the
development of such energy sources as solar, geothermal and
urban wastes, they can be applied commercially. Energy
independence can be achieved from the application of all
of these approaches before the end of the century if we have
an all-out national commitment.

v. Why does government have to get into it?
isn't private enterprise doing it?

Why

Energy independence is a national objective
that is essential to the economic and strategic well-being
of this Nation. Private enterprise alone cannot and will
not do it.
There is ample precedent for positive government
action to encourage the American enterprise system in
achieving national objectives that contribute to economic
growth, the well-being of our people, and our national
security.
We have a transcontinental railroad system
because the government provided the land. We have a
MOP.E
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uniquely productive free enterprise agricultural system
because of assistance by the government through the Homestead
Act, Land Grant Colleges, the Extension Service, and the
Federal Agricultural Credit System.
Our civilian aviation industry evolved from the
research and development of military aircraft. Because of
the billions of dollars spent on our highway system by
all levels of government, we have a prosperous automotive
industry which is basic to our economy. All of these are
examples of the partnership between government and industry
to achieve an essential national goal which was not
attainable by either acting alone.
In the case of energy, we have the raw materials to
achieve self-sufficiency. However, the normal functioning of
our economy will not, because of the uncertainty of the
risks involved, produce the capital investment required to
fully develop these resources within a reasonable period of
time.
Private capital sources are -- for good reason -reluctant to make capital available for domestic energy
production projects because of the uncertainty of government
regulation, cost and prices.
For example, the development of a single coal
gasification plant would require a capital investment of up
to $1 billion and take approximately 6 to 10 years to
construct. Because of the uncertainties of the technology,
and price, and the long lead tines, such a project has more
than just the ordinary risk.
Many projects, such as floating nuclear power
plants, railroad reconstruction, or large pipelines, are of
such size and scope that financing from the private sector
alone would not be adequate. Ninety-two nuclear power
plants have been cancelled or postponed, in large part
because the electrical utilities have not been able to
raise the financing necessary to construct them. They now
take 10 or more years to build, cost approximately $1 billion,
and the state regulatory bodies will not give a rate increase
to finance them until the power from the new plant comes on
line. Thus, their inability to get private financing.
This is not to suggest that these projects are
destined to lose money. It only points out the uncertainties
that deter private sector investment. We are not in a
position to wait until these uncertainties become certainties.
The longer we wait, the further into the future we push the
day when these projects will add to our domestic energy
production.
VI. How can government play an appropriate role
without subsidizing private interest, or without interfering
with the free enterprise system?
Government has traditionally played a role of
providinq incentives in one form of another to assure that
MORE
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adequate capital is available to the private sector in
achieving national objectives.
In this case, the government's role would be
to provide up to a total of $100 billion of risk capital for
energy projects essential to energy independence which cannot
get the necessary amount of private financing.
The government loans would be on terms comparable
to those offered by the private sector. In financing the
development of energy resources, the government program should
function like an investment bank or other private sector
financing agency -- providing assistance to promising
projects, but on a self-liquidating basis.
This would provide an appropriate government/private
sector partnership which would work together to get this
country off dead center in achieving energy independence
without a giveaway or subsidy.
The legislation stipulates that the private sector
would own and operate productive facilities, and not the
government. The American enterprise system has shown itself
to be the most efficient and capable producer in the world.
By providing financial assistance to take those risks which
are beyond the capacity of the private sector, the government
would act as a catalyst in getting the energy independence
program into motion.
But after costs were determined and market prices
established, then the competitive nature of our system would
provide the incentives necessary for the successful achievement of our energy independence goals.
VII. If the answer to getting us off dead center
is an Energy Independence Authority, as provided for in
Senate Bill 2532, how would it work?
The Energy Independence Authority would have
authority to provide up to $100 billion of financial assistance
for energy projects which could not otherwise secure financing
from private sector sources. It would be $25 billion in
equity and $75 billion in borrowing power. This sum would
be raised through the sale of the Treasury of up to
$25 billion in equity securities and the issuance of up to
$75 billion in government-guaranteed obligations.
The Authority could provide financial assistance in
a variety of ways, including loans, loan or price guarantees,
purchase of equity securities, or construction of facilities
for lease-purchase.
The Authority would not be permitted to own and
operate facilities, or to provide financing at interest rates
which are below those which prevail in the private sector.
The Authority would be authorized to support emerging
technologies in energy supply, transportation or transmission,
and conservation, projects which displace oil or natural gas
!-lORE
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as fuels for electric power generation, projects which
involve technologies essential to the production or use of
nuclear power and projects of unusual size or scope, or
which involve innovative regulatory or institutional
arrangements.
It is also authorized to finance capital investments
necessary for environmental protection. The Energy Independence
Authority would be run by a board of five directors appointed
by the President and confirmed by the Senate.
VIII. With an all-out national effort, how fast can
we expect to achieve the goal of energy independence?
Based on the establishment of the Energy Independence
Authority to assist in financing the short-term actions
required to limit our vulnerability by 1985, as well as the
new domestic energy sources we will need after 1985, we can
achieve energy independence before the end of this century.
But time is of the essence. We cannot wait another
year if we are going to protect our national security and
rebuild our economic strength to meet the needs of our people
at home and our responsibilities abroad.
The time to act in my opinion is now. Mr. Chairman,
may I comment briefly on a few of the things that I note
that you said?
SENATOR PROXMIRE:

Yes, sir.

THE VICE PRESIDENT: You pointed out that the
private market was a pretty good judge of what was sound,
and that if it is sound, the private market would do it.
The problem we face here is we are in a situation
where the OPEC countries have acted on a political basis, not
on a free market basis, to raise the price of oil in the
world market.
At home the President has declared that our
national policy is that we shall be independent as far as
production of energy is concerned.
Both of these statements, first the action by the
OPEC countries, and the statement by the President, cut across
a free world market. The energy companies, I think many of
them are hopeful that the OPEC cartel will break up and
they can get back to buying cheap oil. If that is the case,
then why bother to spend money for higher cost production here
here at home. That is a deterrent.
The risks are very great because we have price
control on natural gas and price control on oil. Therefore,
it is hard to judge if you produce from new sources whether
your costs are going to relate favorably to the control prices.
Therefore, we don't have a free market on prices.
These are understandable because we have been through
~10RE
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a period of rapidly rising costs, and the Congress has taken
action to hold down prices. However, this does adversely
affect the free market.
But it does not support our national security
or national well-being. Therefore, this is destroyed as
a means whereby during this interim period, an evolutionary
period, as we adjust to higher world prices, it provides a
means whereby the government can take those steps or assure
the taking of those steps which are in the national
interest.
And as and when the action is taken, the properties
would be sold~ and if there is a profit, the government would
realize a profit and not only get back its initial investment
but you would get back the additional money which would
derive from the profit.
If it was unsuccessful, and there are many ventures
in this whole area -- for instance, the production of oil
from shale; this is still an unknown field on a commercial
scale. A commercial operation would cost in the neighborhood
of $200 million.
Yet we have the reserves, four or five times the
known reserves in the Arab world. To develop that, to find
out what the costs would be, is very much in our national
interest.
No private company is willing to do it because
they don't know whether they would lose the $200 million.
And therefore they would rather put it somewhere else.
This is the kind of thing which the government
can contract, just the way we did under the RFC under the
Rubber Reserve Corporation when Jesse Jones set it up.
They contracted with I think six private companies to develop
synthetic rubber. Four or five of the six were successful.
The whole thing was sold, and we developed, as a result, a
new industry in the United States.
This has been the history of this country. And
as far as the size is concerned, which was the second point
you raised, $100 billion in relation to $600 billion to
$800 billion to achieve energy independence, in my .9pinion,
is in relation to the costs today.
It is estimated that in the next 10 years we will
need $4 trillion of new capital investment to meet the demand
for growth. This is not a large amount. It is large in
terms of the past, but not large in terms of where we are
today or the future.
So that from the point of view of size, the costs
are astronomical in terms of our traditional way of thinking.
But I think it is a time for bold action in this country if
we want to preserve our leadership, both in terms of economic
growth at home and in terms of our responsibilities in the
~orld.
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So to me this is not one quarter of our annual
budget that it is now Federal spending. As to whether it
is a blank check, of course, the definition of a blank check
I guess would be questioned as to Congress' control over the
individual expenditures.
In our system of shared responsibilities, as I
understand it, the Congress sets the policies, creates the
framework of laws, within which then the Executive Branch
and private enterprise operate. So any well-organized
banking institution would be structured, and this would be
equivalent to an investment bank.
We had an example with Jesse Jones and the RFC
which was designed for a slightly different purpose,.but the
same concept. It depends on whether it is well run.
Obviously they are not going to make any irresponsible
investments if they are properly run.
A
approved by
outstanding
there is no

board of five, appointed by the President,
the Congress, has got to be of men and women of
ability and character. They would be audited, so
question on that.

I just think to say that it is a blank check
implies that there is no control or that there would be no
judgment or wisdom exercised in the making of loans. The
objective said the loan shall only be made -- and the
legislation -- for those projects that contributed to energy
independence which cannot receive private capital, and there
is plenty of competitive interest in providing private
capital between existing investment houses if the risks
warrant the investment.
Under the laws, as you know, you cannot make
an investment if the risks are beyond what seems reasonable.
So there are limitations which are very short. But national
interest dictates in my opinion that certain risks be taken
which may contribute in a major way to the independence of
this country in energy.
We have in the past. It is just a question of
finding out what the costs are in various forms of energy
production, domestically. And I don't think we can overstress the importance of investing this $50 billion now and
$50 to $60 billion later in the United States employment as
distinct from shipping this money abroad.
Now, not only are we importing energy, but we are
now negotiating on a far more extensive basis to liquefy gas
in Algeria and now in the Soviet Union, which will make us
further dependent when, by action at home, we can produce
that action here.
We can gasify coal here and liquefy the gas, so we
can do exactly the same thing at home. And Frank Zarb can
tell you about the relative costs.
I think it would be cheaper to do it at home. But
we don't have the laws which encourage it. Whereas, by doing
l!ORE
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it abroad you avoid the loss at home and, therefore, you can
import. You don't get involved in interstate pipeline
regulations.
So I appreciate tremendously the opportunity to be
here, and I would be delighted to answer any questions.

SENATOR PROXMIRE: I want to thank both of you
for your statements. You certainly both deserve great
credit for proposing to do something about the energy crisis.
I think that is enormously important. As Mr. Zarb has just
said, what you propose may or may not be the right option.
It does take us in the right direction.
The difficulty is that I have trouble, r1r. Vice
President, with many of your assumptions as we go along.
For example, when you responded to my earlier points, you
said that the $100 billion, while an enormous amount, is
really not as big as it might seem in proportion to the
$600 to $800 billion of investment we can expect the energy
industry to make in the next 10 years.
THE VICE PRESIDENT:

It is required to make.

SENATOR PROXMIRE: But I think we are not comparing
fairly. I don't think it is fair to compare what you are
proposing here with the total investment of the energy
indus t.ry. That would include every gas pump, every gas tank,
ever:y utility that is buiJ.t1 it would include every coal
boiler that is constructed, every tanker: it wuuld include
a huge number of investments that in this colossal energy
industry of ours are going to be made, whether or not we
proceed with this.
It seems to me that the pertinent point is the
amount that is being invested r..ow in de,rolopmerit of new
technology.
Now if you can establish the fact, not that that
investment now is inadequate, but that it will very likely
continue to be inadequate if controls are taken off -- and
you both agree that is necessary, ar.d I would agree to that
-- it seems to me you would have a n1uch stronger case.
But it seems to me the comparison must be with
what is being done now. I have gone through Mr. Zarb's
documentation. I don't see anything there that would
indicate how much now is being expended in this area that
we would supplement, and how much is likely to be expended
if we take off controls, and how much more we need to achieve
the goal of having imports reduced to 30 percent by 1985.
THE VICE PRESIDENT: I would like to comment first,
Mr. Chairman. This does not include the expenditures by the
energy industry overseas for their world markets. This is an
r-1oru~

Page 11
estimate which is based on the steps that are necessary to
become self-sufficient. In other words, developments in
Algeria or any other part of the world you want to pick
would not be included in this because they don't contribute
to our independence.
SENATOR PROXMIRE:
not to imply that.

I understand that.

I tried

THE VICE PRESIDENT: Good. So that at the present
time, I mentioned that 92 atomic power plants have been postponed or cancelled. This is an essential part of this
because the one area that can be expanded rapidly is the
atomic power area. They, in our calculation, should grow
from 9 percent of present production of energy to 26 percent
by 1985, which is over a 300 percent increase, because we
will have growth at the same time, so it is almost 400 percent.
At the present time, there is virtually paralysis
in the field because of the complexity of getting the
clearances, the time required. As a matter of fact, you can't
get your costs into the rate base until you are on stream.
So you have a $1 billion plant and you can't get the financing.
Here is a field where the government, if it had the
money, on an investment bank basis, could finance the
construction of an atomic power plant on a lease-purchase
basis, which is a traditional system that is used in this
country to finance airplanes and other things where individuals
who have nothing to do with the airline finance the
construction of the equipment, and then it is leased when
completed on a purchase basis by the company that uses it.
We could do exactly the same with a utility company
for a nuclear power plant. They would start to pay when the
energy was on stream and when the rate base was adjusted to
take into account the costs. And the government would get
its money back and the country would get the power.
Unless something of this kind is done, I don't
see how it is going to be constructed. These cost a billion
dollars apiece, an efficient-sized operation. If you just
take that one case, it is hard to see how else we are going
to accomplish this.
The industry says that if you would remove all
regulations and let the increases go up now, they could
finance it. Well, that could well be true. But I don't
think there is any chance that that is going to happen.
Therefore, what does the Nation do? This is my
point. How do we protect ourselves as a Nation or our
national interests when local regulatory bodies are under
pressure? Because I know in my own State costs are up close
to 90 percent because, first, we went to non-sulfur fuels.
That costs about $800 million for consumers, just Con-Ed
alone, in New York and Westchester. Then came the imported
fuels with the price increase. The consumer will not
support any increase in prices at the present time.
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SENATOR PRO~liRE: Let me follow up by asking
this: The basic question is why does the domestic energy
industry need Federal assistance? Their asset structure is
strong. The demand is strong. The profits are reasonably
good. They were too low for a while and perhaps then too
high. Now they have leveled off at about the average.
The private·market has financed large new commercial
energy projects in the past -- like the Alaska pipeline -- with
private capital. If we get off price limitations on oil and
gas, which both you gentlemen agree must be done, it is hard
for me to understand why the industry itself can't finance
this.
Now it is my understanding, we have tried hard to
get testimony from the people in the industry. They tell us
they don't like this bill, but they won't come in and tell us
why; which they would, but they are a little afraid of you.
I don't know why they are afraid of you. You are a nice
fellow. I don't know anybody you hurt. They don't want to
offend you somehow.
At any rate, it seems to me we should have some
kind of record from the industry itself telling us what
they could do if wage price controls were taken off and if
the industry were free of that kind of limitation in the
price they can get.
It seems to me we ought to have some documentation
here from the industry, in view of the fact the industry, as
you say, has progressed enormously over the past 100 years or
so.
THE VICE PRESIDENT: As far as the
concerned, they really don't need much help,
and the ability to get leases for drilling.
complicated because of ecology and off-shore
restrictions.

oil industry is
except price
Those are
and other

They also own coal and, of course, this whole
question -- coal is under wraps at the present time. So
that probably they would go ahead if the restrictions were
taken off.
But that is a small percentage. As Frank pointed
out, we have about 8 million barrels a day now. We have to
get to 12. That 12 would be mostly new because the 8 million
by 1985 would have been 85 to 95 percent.
But oil isn't the answer to this. That is the
problem. Oil is not our long-term answer. We have got to
find substitutes. Coal is one. Shale oil is another.
Let's take shale oil. There are two ways of getting
it. One is you mine the shale, cook it, get the oil out by
heat, and then you end up with the shale which is fractionated
and comes out like what I describe as talcum powder. There is
very little water in Colorado where this shale oil is found.
llORE
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Therefore, what do you do with the powder? You can fill a
valley with powder, but if the wind blows, it will blow all
over the place and the ecologists and everybody will object.
SENATOR PROXMIRE: In the oil shale, we have got
some work being done there now, as you say.
THE VICE PRESIDENT:
have research being done.

TIITe have got leases taken.

t"le

SENATOR PROXMIRE: Can we get from them some kind
of documentation as to what they feel they would need?
THE VICE PRESIDENT: The risks are too great.
They spent $1,800,000,000 in buying leases from the Department
of Interior, and nobody has put a shovel in because the cost
is too uncertain, the method is too uncertain.
And therefore, just to continue with this
illustration, my feeling is that if the government wants to
find out what we could do in developing that shale oil, which
may be six times as great or five times as great as all the
Arab countries have put together, which is unbelievable if we
had that-- there are those who believe, and Frank doesn't
agree with me and the oil companies don't believe it, but the
Livermore Laboratories do, if you do the in situ process,
which is you drill down into the shale, set off an explosion,
fractionate the structure, set it on fire, have a pipe, and
the oil will gasify, burning underground, which is the same
process on the surface, draw off the gas, condense it on the
surface, and you have oil.
The question mark here is what does it cost?
Livermore Laboratories thinks it will cost $7 to $8 a barrel.
The industry thinks that it will cost twenty-some dollars a
barrel.
They have done laboratory tests. Until they have
done it on a coromercial scale, nobody is going to know. It
would cost about $200 million to do a commercial operation.
In my opinion, the government should contract, find out, sell
the process if it is successful, for a profit, and then we
have got a totally new industry.
To do it on the surface, I just don't think it is
going to work because I logically speculate it will never
be done.
SENATOR PROXMIRE: The question is how fast, how
much, and whether or not this colossal jump in investment by
the Federal Government is justified.
For example, the Federal Government already has a
very extensive energy program. ERDA research and development
programs were funded in '76 at $2.59 billion. It is going
up to $3.38 billion in the next fiscal year, a 30 percent
increase, and the President has requested that.
_.;·/·

In addition, Congress is now considering an
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Administration proposal for a $2 billion loan program for
synthetic fuels demonstration projects.
If you project that kind of an increase over the
next 10 years, you might get a $25, $30, $40, $50 billion
research and development demonstration program.
To move ahead in this particular way you are
suggesting is appealing, but it seems to me that it is not
as responsible as Congress ought to be. T~Je ought to know
where we are going with every billion or every two or three
billion dollars rather than provide a hundred billion
and say, "Take it away. If there are losses, then we will
make appropriations.~~
But I don't see ho"t-7 we responsibly, under our
Constitution, with our clear responsibility for appropriations,
can provide that we will create an authority that can spend
$100 billion and not even put it in the budget so they can
compete on a priority basis.
THE VICE PRESIDENT: Senator, if we had known where
we were going as a Nation, we never would be here to begin
with. They wouldn't have come over on the Mayflower or down
to Jamestown. Secondly, they never would have gone West.
We are looking for a risk-free society. I think
it is a pipe dream. We have to take risks, gamble.
SENATOR PROXlURE: I want to take the risks, but
\'Tith the eyes open. The Mayflower argument was one we heard
with the SST, too.
THE VICE PRESIDENT: I don't think this is the SST.
This is good. You have portrayed a picture that is 10 years
with $50 million in research and we are no further than we
are now.
In the meantime, we have a situation in the Middle
East right nm-1 that could blo\'r up tomorrow. rr~e could be back
in another war. Ne could be back in another oil boycott.
The East Coast is now dependent 75 percent on energy
from abroad. In two years we will be importing 25 percent of
our energy from Arab countries because it is low-sulfur oil.
There is 25 percent we will have from Arab countries in two
years. That is low-sulfur fuel.
If that is cut off, we are going to have absolute
economic ·and social chaos on the East Coast, because you can't
transport oil from other parts of the country. I think we are
going to see ourselves, if that happened, in a total breakdown.
Now, if it doesn't happen by a cutoff, by a boycott,
at some point the Soviet Navy is going to be able to do this.
If they don't do it, they can blackmail us.
dange~ous

I just don't think we have any concept of the
position we are getting in. I think it can be the
l10RE
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future of our survival as a society; and, therefore, to
take $200 million and do a test on a commercial basis
because ERDA cannot do it on a commercial basis -- until you
do it on a commercial basis, you can't tell what the costs
are. Unless you know the costs, you can't get private
capital to go into it. They cannot afford to. The government
can.
We are spending $100 billion this year on defense.
This is the most important defense. If our economy is
destroyed, we haven't got any defense anyhow.
SENATOR PROXMIRE:

My time is up.

Senator Packwood.

SENATOR PACKWOOD: Mr. Vice President, I agree very
strongly with your last statement. It is a very fragile reed
for this country to rest its economics on the military security
on things over which we have no control.
For a Congress which has done nothing so far, if
Congress doesn't like this program, fine; come up with
another program. Congress so far has done nothing. They
have failed, since I have been in here, in the field of
energy. We have rejected all the Administration programs,
by and large. In fact, we haven't had something of
consequence. The energy bill last year was worse than no
bill. That is a consequence.
There are two things that worry me in your proposal.
Everybody agrees that the consumers don't want to pay more
money. By and large, at the state regulatory level, the
utility -- principally electricity, but others in addition
are not being allowed to charge the prices they need to
generate capital.
What happens if we pass this bill, the loans are
available, the production facilities are built, and then
the state regulators say, "Heavens, here is this $100 billion
collateral. Ne can continue to enrich the company, constrict
rivalry." How do they become further ahead if they become a
trade-off?
THE VICE PRESIDENT: I think in order to enter
into a contract with a private utility company to build on
a lease-purchase basis the power plant, they would also have
to have a contract with the local utility company that as
and when that carne on line, they would raise the rates, whatever
was necessary, to be able to finance the plant. So you would
have to get both contracts.
SENATOR PACID~OOD: So in essence there is more to
this bill than meets the eye. How are we going to budget
that out of the local Public Service Commission?
THE VICE PRESIDENT: The local Public Service
Commission understands the importance of having power.
Their problem is politically right now they can't do it.
They can do it 11 years ahead. It is a lot easier to do it
11 years ahead.
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SENATOR PACKWOOD: You mean if the present Public
Service Commission in New York and New Jersey committed this
11 years ahead to a plant that is going to come on, and a
different Public Service Commissioner is there at the time,
they make a irrevocable commitment that cannot be deterred
from?
THE VICE PRESIDENT: Frank can answer the
details on that, but the concept has to be done.
SENATOR PACKWOOD: I was just reading the
Bankers' Trust 1976 Surveys. This is their concluding
paragraph. They have taken three cases: Case one just
assumes present continued import. Case two is no imports
by 1985. Case three, no imports by 1990.
This is the last paragraph: "Of major importance
to these conclusions, however, is the question of whether
the energy industries can command their required share of
capital. Capital will only be available to the extent
that the industries can offer a satisfactory rate of return
in the competitive market place. At the present time, the
Federal Government and local governments are promoting
policies, laws, regulations which impede the ability of
energy industries to generate the profits necessary to
attract investors •• If this punitive attitude is maintained,
the energy industries will strangle under a resulting
curtailment of capital under the present industries, and
energy supply will turn into an overwhelming crisis."
But if the regulations are taken off, then we
don't need a bill like that, that they will be able to
generate their capital internally. Is that a fair
conclusion?
THE VICE PRESIDENT: Regulation is not only on
price, but you have the whole complexity of ecological
statements.
SENATOR PACKWOOD: Their report is willing to
factor in ecologically. What we are saying is if we are to
impose upon them air pollution or water pollution standards
of an extraordinary height, we have to allow them to recover
the costs of that.
THE VICE PRESIDENT: Yes. That is fine. I have
to say if I thought Congress was going to do that tomorrow,
I would say wait on this bill and let's see. But I just
don't think Congress is going to.
What you did was pass a bill which lowered gas
prices until after elections so everybody gets reelected.
People spend more money on gas. Now we are going back to
big cars. We have got to understand we are living in a
democracy.
•,

SENATOR PACKWOOD: ~1e are robbing Peter to pay Paul~~ "· ._../·
We don't do the deregulation. Public Service Commissions
won't allow the rates to go up. Instead we will borrow the
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money from taxpayers and finance it through loans.
taking out of one pocket to put in another.

It is

THE VICE PRESIDENT: I don't agree with the way
you put it. You can say, as we had to in New York State,
because the private companies couldn't do it, the State
then went ahead and is now building -- almost finished one
and is building another nuclear power plant.
So the government can come in and do all of this,
which is what some people would like to see done. I1y only
concern is, one, I think the private enterprise system is
more efficient; and, two, I think by the time you get to
$600 to $800 billion for energy alone corning from the
government, somebody is going to balk and we just won't get
there.
My feeling is you can do it for a fraction of that,
12, 14 percent; and once the thing is rolling, we get off
dead center, we find out what these costs are, I think
private capital is going to flow in because it will know
where it is.
SENATOR STEVENSON: Mr. Vice
who has spent several years attempting
of the rising energy prices on the GNP
I am tempted to join the issue on that

President, as one
to quantify the effect
and on the inflation,
subject.

It was no coincidence that the United States for
the first time in its history has an adverse inflation and
recession at the same time, just after energy prices
quadrupled. But you are here this morning not to talk about
that major component of the energy crisis, but instead talk
about the crisis of supply. So I will resist that temptation
to join issue with perhaps you and Mr. Zarb and also my
colleague, Senator Packwood.
I could quarrel with some of the particulars in
your statement, but I want first of all to commend you for
the overall thrust of that statement and the urgency which
you place on the need to assure us of adequate supplies of
energy in the future.
I don't think the dimensions of the threat to our
economic welfare and to our national security are still understood in the country. As a matter of fact, in a poll it was
found 28 percent of the American people thought the energy
problem was a serious problem. It is appalling.
First of all, to continue with the Chairman's
questioning about the dimensions of capital requirements,
that is one point on which I might quarrel with you. I don't
think it is really possible for us to be, with confidence,
precise about capital requirements in the future.

Would it be fair to restate your position as
saying that whatever the costs are, we had better darn well
be prepared to pay for them and put the institutions and
mechanisms in place so we can meet those capital requirements
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as they come along, And if our projections are excessive or
exaggerated, then the mechanisms don't have to be used to
the fullest extent that is authorized by law.
THE VICE PRESIDENT:

Yes.

SENATOR STEVENSON: I might add in that context I am
always reminded by an old cartoon which you might recall of a
delegate at the continental congress rising to ask, "May I
ask how much this revolution is going to cost?"
You mentioned an element this morning of the crisis
which I think we would do well to enlarge upon. It brings me
to the main point I would like to take up with you: the
dependence on foreign sources, the embargo that made us all
well aware of the possibilities of the interdiction of supply.
But supply could also be interdicted in transit.
How much of the world's oil supply passed through
the Straits of Hormuz?
THE VICE PRESIDENT:
supply?

Thirty-six percent.

SENATOR STEVENSON: How much of the total world
I think it is about 60 percent.
THE VICE PRESIDENT:
SENATOR STEVENSON:
THE VICE PRESIDENT:

I think so.
~fuat

would it take to block it?

One big tanker.

SENATOR STEVENSON: Oil in transit can be blocked
in the North Sea and the Eastern Mediterranean and on the
periphery of Africa and the Red Sea, as well as at the mouth
of the Persian Gulf.
You mentioned, not to sound the alarms of the call
of war, but I think to indicate that the power to interdict
oil supply is power that can be used for a multitude of
purposes.
Let the record show the Vice President is nodding
his head.
THE VICE PRESIDENT: Yes. I totally agree with
what you are saying, so much so that I didn't feel it was
necessary to say anything, because I just think this is not
realized in this country by the people, by the Congress, or
by the companies.
SENATOR STEVENSON: I think you indicated, or you
know that even with an all-out domestic effort, the United
States, according to the estimates of FEA, based on optimistic
assumptions, will still by 1985 be dependent upon foreign
sources for between 30 and 40 percent of its oil requirements.
Is that right?
THE VICE PRESIDENT:

By that time hopefully they will
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build up a billion dollar oil storage so there would be a
capacity. Congressman Hays approved that; not the money,
but the concept.
SENATOR STEVENSON~ The point I want to make, or
am trying to make, is even with an all-out effort, with the
optimistic assumptions, the United States in the long term
is going to remain dependent on foreign sources for oil.
As Canadian exports dwindle, and perhaps they do
in Venezuela and elsewhere, that dependence could remain where
it would become a large dependence on liiddle Eastern sources
of oil.
THE VICE PRESIDENT: Particularly because it is low
sulfur. Venezuela is cut in half in their production because
of high sulfur oil.
SENATOR STEVENSON: A recent survey by the U.S.
Geological Survey concluded about 50 percent of the oil in
the world remaining to be discovered existed in the nonOPEC, presently non-Communist, countries, principally in
Latin America and in Africa.
Project Independence, your proposal, seemed to place
exclusive reliance or independence on development of domestic
resources of energy.
r1y question to you is whether that is right.
Shouldn't we also recognize we can reduce our dependence on
the most dependent sources of oil by diversifying foreign
sources of oil; and not only reduce dependence on foreign
sources that we are most concerned about now, but also produce
energy at a relatively attractive economic cost?
A barrel of new oil to produce today in the
United States costs about $8. New oil in the third world
costs between $2 and $3 a barrel. So for the sake of true
independence, shouldn't we seek to develop additional foreign
sources of oil, particularly in Latin America and in Africa,
and shouldn't this agency which you propose be authorized to
help in the financing of joint ventures and develop sources?
THE VICE PRESIDENT~ Senator, I understand what you
have said. I would ask two questions. One, do you consider
Angola a tremendous find and dependable source? One wonders
what some of these trends are.
The second is that Venezuela now has half its oil in
shale. Con-Ed, let's face it -- taking New York as an example
would rather buy Algerian oil which is low sulfur because of
the restrictions on the use of sulfur oil. They can't burn
sulfur oil because of those restrictions. So that this is
a more complicated situation than purely where the oil comes
from.
Lastly, while the Straits of Hormuz could be blocked
off with the sinking of one tanker, there could be explosions
of tankers at sea because they are sitting ducks, and after
l'iORE
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enough explosions one would have to wonder then whether the
sea lanes are the most secure source of supply. So that this
is a complicated situation.
My personal summary would be that we ought to have
the capacity and the prudent capacity to become self-sufficient,
whether we continue to import, because of costs. So that you
have that flexibility.
(Mr. Zarb answers.)
SENATOR STEVENSON: I am disappointed in that
response, Frank, because by your own statement you are projecting
reliance on independent sources.
You mentioned one pipeline across Canada would cost
$10 billion. That is another foreign opportunity for
participation by this agency that you are suggesting. That
transportation system across Canada could not only help the
Canadians bring down natural gas, but by doing so you would
also help them to continue not to increase exports of oil
to the United States.
THE VICE PRESIDENT: That is a test case. If
Canada would agree to do that, this would be a very exciting
and very important source of gas.
SENATOR STEVENSON: The agreement will depend on
the extent of their sources in the Beaufort Sea particularly.
That is one example of the need for financing outside the
territory of the United States.
You picked Angola. You could pick many other
examples, a little less inflammatory.
THE VICE PRESIDENT: Nigeria wanted to sell us
more oil. Since then they have had two changes in government.
Now relations with them are pretty uncertain.
SENATOR STEVENSON: The only point is it seems to
me we ought to be focusing some attention on exchanging
American resources, including technology, including also
capital, in exchange for assurances of supply at reasonable
prices from abroad as well as at home.
To place exclusive reliance on the development of
domestic resources continues with what I will call a grave
American risk syndrome, without giving us independence,
continued by your own projection on dependence on foreign
sources.
THE VICE PRESIDENT: Senator, I understand what
you are saying. Were it possible to achieve secure supplies
abroad, then I am totally with you. I think you pose a
very difficult problem for any oil producing nation that is
a member of OPEC.
r~ghts.

If they are a member of OPEC, they cannot break the
Venezuela and Ecuador are both members of OPEC.
MORE
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Although it is interesting to note neither Venezuela nor
Ecuador boycotted the United States. Yet when the Congress
passed a bill which removed OPEC countries from the most
favored nation list · we removed Venezuela and Ecuador.
They were furious and all of Latin America was furious.
That was a year-and-a-half ago. Congress yet has
refused to restore them to the most favored nation list.
How do you make friends and influence people when
we do this kind of thing to our friends? So we have some
very real problems in dealing consistently.
I just came back from a trip to nine countries
around the world. Everywhere I went, the one question is,
can we count on the United States?
This is a very serious problem, that people are
beginning to wonder whether we are going to be consistent
in what we do. So when we talk about developing reliable
sources, that involves our being reliable ourselves in our
relationship with those countries.
SENATOR PROXMIRE: Gentlemen, we have two other
witnesses. I will be as brief as I can, and I just have
one or two other areas I want to explore on this. I will
explore it as quickly as possible.
I don't mean to just harp on one note, but I just
can't get over the size of this: $100 billion. I was just
trying to see how we would fit it in this perspective. It is
a seven year program. You make your commitments over seven
years and they can run for another three years.
Take those seven years; $100 billion means that
you would have more than $1 billion a month, more than
$250 million a week, on a five-day week $50 million a day,
an eight-hour day you would have $6 million an hour,
$100,000 a minute, about $1,500 a second.
THE VICE PRESIDENT: That is about a quarter of
what the government spends for that second.
SENATOR PROXl-URE ~ It may well be. The reason I
raise that point is we are taking that colossal amount out
of this budget. I have here a list of the loan programs.
This isn't entirely a loan program.
The loan programs include the Farmers Home
Administration, most of the housing programs, almost all
of the Export-Import Bank -- which used to be out of the
budget and is now back in the budget.
The determination of Congress and the Budget
Committee puts everything it possibly can in the budget
so they can compete on a priority basis.
Now here we have a program that is bound to have
an effect on the availability of capital and the availability
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of resources. It is a program that does not si~ply involve
loans, but t•isky loans that won~t be made in the private
sector. In the second place, it is a program that also
involves common stock investments. Of course, that is even
riskier. It is a program also permitting price supports.
I don't know how it is possible to have a price
guarantee program on this kind of scale without losing some
money, and you might lose several million dollars. It would
seem to me that the Congress should therefore insist that
this should be placed in the budget to compete with the other
demands on our resources and require regular appropriations
by the Congress.
~'1hy

do you insist on having this outside the budget
and how important is that particular part of your bill?
THE VICE PRESIDENT: Let me make two comments in
general refrain. One, you mentioned the Ex-Im Bank. It is
very interesting. The Ex-Im Bank does very much of what we
are talking about doing, only for any investment by an
American company abroad, which is an interesting thing.
We are willing to support the sale of equipment
to build a gasification or liquefaction plant in Algeria
through the Ex-ImBank, but we don't do it now.
SENATOR PROX!URE:

That is in the budget now.

THE VICE PRESIDENT: This is in the budget.
it is in the budget or not is simply because -- the
reason for not putting it in is because it was anticipated
that only a small percentage of this would actually be a
government expense. The rest would be returned when the
loans are paid off. Therefore, it cannot seem to be
equivalent to an expenditure by the government and, therefore,
the CriB made up a list for five years which included the
$5 billion anticipated loss in five years. So that was the
reason for that.

t~ether

SENATOR PROXMIRE: Isn't it true, Mr. Vice President,
that some of these commitments, particularly the price support,
and very likely the common stock investment or preferred stock,
whatever it is, equity investments, are likely to be in
effect expenditures?
THE VICE PRESIDENT: They could be. That is why
it was suggested the $25 billion be in equity and $75 billion
be in loans.
As far as the other point that you made, which is
bound to affect the availability of capital, there is no
question that today it is better to finance a McDonald's
hamburger stand because you can get a better return on your
capital. But that might not be in the best interest of the
United States.
Somebody has got to decide where capital goes to
reflect our national interest. I have to admit that it is
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certainly strange for me to be here testifying on this side
of the issue. One would expect me to say have government
stay out of this stuff and leave it in private hands.
My concern is first our national security and
national well-being. I am deeply concerned that this
country is running risks way beyond what we can afford to
run and that we are vulnerable to the point that very few
Americans realize.
SENATOR PROXMIRE: Why not trust Congress to make
these appropriations in the budget if they can be justified?
It seems to me you have made a strong case and a
very appealing case. ~fuy shouldn't that case have to be made
whenever we decide whether to loan money here? As I say,
the overwhelming majority of our loan programs are in the
budget, virtually every kind of expenditure program.
THE VICE PRESIDENT: Senator Proxrnire, if you
told me right now the Congress was ready to make the
$100 billion available and you wanted to put it in the budget,
frankly, I would say fine, as long as you are going to do it.
I worry if you put it in the budget, that then
somebody is going to say, "This is going to increase the
budget from $400 billion to $410 billion, and that is too
big a jump," and therefore they are not going to do it.
SENATOR PROXI-1IP.E : In other words, we are kidding
ourselves if we don't put it in.
THE VICE PRESIDENT:
SENATOR PROXMIRE:

No.
You are not admitting that.

THE VICE PRESIDENT: No.
an investment, not an expenditure.

I don't agree.

This is

SENATOR PR0~,1IRE: Mr. Vice President, every one of
the loan programs is an investment. Host of them are
excellent investments, returned with interest.
THE VICE PRESIDENT:
probably than these would be.
many respects.

Frankly, better investments
This may be more urgent in

He ought to have a budget that shovo1s expenditures
and capital investments separately. I think it is misleading
to the public.
SENATOR PROXMIRE: I would agree. Ne ought to have
a capital budget. We don't have a capital budget, however.
Since we put capital in the budget now, it seems to me we
should be consistent.
THE VICE PRESIDENT:

You put some in.

the way.
r-10RE
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SENATOR PROXMIRE:

Yes.

Let me ask you this: The bill requires "that a
project would not receive sufficient funding upon
commercially reasonable terms" -- does that mean the EIA
could authorize a project that could borrow money at 12
percent? That might seen unreasonable. Would you then move
in and provide the funds at 8 or 9?
THE VICE PRESIDENT: I think that is right. I don't
think the utility could afford to pay the 12 percent because
it couldn't get the rate increase that would support it. I
think that is a hypothetical case that wouldn't work.
I apologize for using New York, but that is what I
am familiar with. There are seven utility companies there.
None of them can afford to build. They tried to get together
and form a finance construction company.
There are 18 regulatory bodies, State and Federal.
The lawyers worked for two years and they could not satisfy
all of the provisions of all the regulatory bodies which would
permit them to do it.
This will force slowly government construction.
Maybe that is something that this country wants to come to.
SENATOR PROXMIRE: Then the Federal Government would
offer better terms than the private market under this
legislation.
rate.

THE VICE PRESIDENT: No. It would offer the prime
It wouldn't go below the prime rate.

SENATOR PRO~~IRE: That is right. But in this case
you might have something that would be 12 or 15 percent.
THE VICE PRESIDENT:

That is right.

SENATOR PR0~1IRE: They wouldn't proceed on this
basis. With nine or ten they might, as it would be the prime
rate, or above. It would offer better terms than the private
market would, given the risks.
In that case how could you possibly comply with the
provisions in the bill that Federal assistance "not unduly
enhance the recipient's competitive position"?
Wouldn't that put the recipient in a strong position
since he is able to borrow money for this kind of· a project
below the market and strengthen his competitive position since
the risk is assumed by the Federal Government?
THE VICE PRESIDENT: It is not. It is not in the
competitive position in the market. It wouldn't compete with
other private markets. It is not a competitive position in
producing electricty or gas which is needed by the consumers.
MORE
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SENATOR PROXMIRE: You are right, of course. I
wouldn't argue with you on the competition with the financial
sector. But I would with respect to the effect on the
competitor in that particular energy industry.
THE VICE PRESIDENT: No. Because what it states in
the bill is that this project shall not be financed unless it
is a significant contribution to energy independence.
If it could be financed by somebody else, if somebody
else can do it, then they wouldn't do it. It is to fill a
vacuum, not to conpete.
You talk about the amount of money. There are 18
gas industries. There will be 18 coal gasification plants.
That is $18 billion.
~'7e have 92 atomic power plants cancelled.
Let's say
you went for SO. That is $50 billion. So there is $68 billion.

Senator Stevenson talked about the $10 million for
a pipeline across Canada. I doubt very much whether private
enterprise would be able to finance that.
These things grow very rapidly in terms of the
amount of money that is involved. The $600 to $800 billion
is an awful lot of money.
SENATOR PROXl.URE: That isn't ne\'7 technology. That
is not proving new technology. ~~Jhat that is is providing
facilities that otherwise would not be provided to increase
our production of energy.
THE VICE PRESIDENT: That is right.
permitted under the terms of the bill.

Both are

SENATOR PR0~1IRE: One more question. For the
record, would you provide in the fullest possible detail the
assumptions for the statements that you make on page three in
which you argue that conservation would at a maximum save
5 percent over a 10-year period, oil increase by 50 percent,
natural gas 10 percent, and nuclear 300 percent?
It is an assertion that may be true, but I think
we need the most detailed documentation you can give us.
It seems to me that can be challenged right along the line.
book.

THE VICE PRESIDENT: I took them all from Frank's
We will give you the details.

SENATOR STEVENSON: Hr. Chairman, just to get one
point clear for the record. The Vice President mentioned
the possible pipeline facility across Canada for the
transmission of gas.
r-!y question earlier was, or intended was whether
this financing of energy could aid in the financing of
American activities abroad, including Canada, and including,
it might be, reprocessing of nuclear fuels, waste nuclear
~tORE
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fuels abroad, or oil and gas production in Brazil.
From your reference again to the argument for
a pipeline in Canada, I assume that it would be available.
But from your earlier response, I thought it would not be
available.
THE VICE PRESIDENT: It would, if it can be
proven that it adds to our independence. In other words,
that gets back to your question -- assured sources of supply.
SENATOR
between us.

Then there is no disagreement

STEVENSON~

THE VICE PRESIDENT: But I would like to say one
other thing on your earlier question about price and inflation
which to me is a very interesting and important thing.
To me the man who has been clearest in his position
on why OPEC has done what it has done is the Shah of Iran.
The Shah of Iran stated that oil is a finite
product and that it should be used with great care for those
things which it is essential -- petrochemicals and so forth -and should not be wasted.
Therefore, his concept is to set oil prices at a
figure which encourages the development of substitutes for
the things which gas could not be used that it should be used
for.
One may not agree with it. It is an interesting
philosophy. That really affects the situation of inflation.
SENATOR STEVENSON: Mr. Vice President, I have
recently discussed not only oil pricing but also the
Straits of Hormuz with His Imperial Majesty, the pricing
subject, among other things, with Dr. Emlusicarr, whom
you are both relatively familiar with also.
He, much to my pleasure, conceded
was not intended to be a private concession
Iranian Government, like the other governments
members, did not understand the effects of the
crisis as they ripple out to inflated costs of

I trust it
that the
of the OPEC
energy
every service.

He indicated, as I was trying to do earlier, that
we need to do something to quantify those effects. He felt
this ought to be a high priority for the producers in Europe.
Getting back to that earlier point, before they
precipitously increase oil prices, as they do not intend to
do now, I think, with the OPEC
THE VICE PRESIDENT:

That is right.

SENATOR STEVENSON: -- we ought to be very cautious
and I would hope begin the analyses that can begin to tell us
what all of the economic concepts of the inflationary and
r-10RE
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recessionary are, given the changes in the energy crisis.
THE VICE PRESIDENT: I·1r. Chairman, may I just
say in conclusion that I appreciate so very much your having
these hearings.
What worries me is we are on dead center as a
nation, both in terms of public understanding of the problem
and the congressional action and the corporate action. Everybody is sort of just standing still.
I think we can't afford this as a nation. We have
got to get off dead center and get going, I see no other
way than the government which is responsible for the security
and the well-being of the American people to take an initiative
which gets us off that dead center.
To me this is a viable initiative and in the pattern
which has been used before through the RFC, Rubber Reserve,
aluminum, et cetera, during World War IIJ and that properly
managed it can do what is necessary and not do more. The
minute it gets going and the thing gets started, it can pull
in its horns.
I think it is a sound, constructive role for government to play. As I mentioned, we have done as a government
those things which were necessary to achieve national
objectives in other areas by other means.
I think this one is one that thanks to you is going
to get the kind of attention and exposure which is so
important in a democracy. I thank you.
SENATOR PR0~1IRE: Thank you very much, Mr. Vice
President, for an excellent presentation and for calling to
the attention of this committee and of the Congress the urgency
of this issue, challenging us to do something about it.
As Senator Packwood has said so well, if we turn
this down, we can come up with something that will be better,
if we .can. I think you have made, as I say, a very fine
presentation.
I have that post office syndrome, you know.
I
don't want to make our oil industry like the post office.
Somehow the government gets in this deeply and there are all
kinds of problems.

You have made a very fine presentation, and we are
off to a good start on this. Thank you very much.
THE VICE PRESIDENT:
END

I appreciate it.

(AT 11:25 A.M. EST)

UNITED STATES

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

April 20, 1976

Mr. James M. Cannon, Director
Assistant to the President
for Domestic Affairs
White House, 2nd Floor, West Wing
Washington, D. C. 20500
Dear Mr. Cannon:
The Energy Research and Development Administration has completed
preparation of Volume 1 of ERDA 76-1, "A National Plan for Energy
Research, Development and Demonstration--Creating Energy Choices for
the Future." This report is required by the "Federal Nonnuclear
Energy Research and Development Act of 1974" PL 93-577.
The report comprises two volumes. Volume 1, sent to Congress
yesterday, and enclosed herewith, presents ERDA's updated Plan for
energy RD&D. Volume 2 presents details of the Federal implementation
program and is still in preparation, but should be available within
the next 30 days.
This is the first annual update of the initial Plan submitted in June
1975 (ERDA-48). This report represents an evolution in approach over
the previous document. The Plan has been expanded in scope and depth
of coverage and the basic goals and strategy are refined but remain
essentially intact. Significant points of emphasis in this report
are as follows:
o

The paramount role of the private sector in the development
and commercialization of new energy technologies is addressed.

o

Conservation (energy efficiency) technologies are singled
out for increased attention and are now ranked with several
supply technologies as being of the highest priority for
national action.

o

The President's 1977 budget requests a large increase 30% over 1976 - in funding for energy RD&D with particular
emphasis on:
'·~..
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accelerating energy RD&D programs directed at achieving
greater long-term energy independence,
:-lo\..UTIQIII

~v;c<S}('I
~
~

~

'-!

~

m

~

It,

~

v6-

~

,~,6-191 6

~

®
--·-'"'-~·.;·.

,-:~-

-··"_,.~"' ..c""~

"-

MI.

James M. Cannon

-2-

encouraging cost-sharing with private industry and
avoiding the undertaking of RD&D more appropriately
the responsibility of the private sector,
supporting the commercial demonstration of synthetic
fuel production by providing loan guarantees beginning
in FY 76.
o

Federal programs to assist industry in accelerating the
market penetration of energy technologies with near-term
potential are a key element of the Plan.

The preparation of this document benefited from the efforts and
comments which many Federal agencies provided. I believe it is
important that we continue extensive discussions of this Plan for
energy RD&D. Such discussions, together with Congressional and
public comments, will facilitate an effective approach to the
solution of our energy problem--an approach that in terms of RD&D
is based on the concept of creating energy choices for the future.
Sincerely,

'\2 b- .J. ~ ~ ~ ... -. s
Robert C. Seamans, Jr.
Administrator
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As stated
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THE WHITE HOUSE
WASHINGTON

April 28, 1976

MEMORANDUM FOR:

JACK MARSH

FROM:

JIM

SUBJECT:

CANNO~~

ERDA-EPA~erence

Over Radiation

Standards

You asked about today's Washington Post story alleging
major differences between EPA and ERDA over proposed
radiation guidelines.
Essentially, the problem has been resolved. The story
was accurate as of two days ago, but the differences
are now ironed out. ERDA withdrew its objections to the
proposed standards (ERDA had no quantitative facts) and
EPA is rewriting some words in the standards to meet
other ERDA objections.

Attachment

Radiation Standards for Drinking Water
EPA has proposed a strict new standard, limiting human
exposure to radioactivity from drinking water to 4 millirem
per year.
The standard applies to all types of man-made
radioactivity, including fallout from weapons testing and
nuclear power plants.
ERDA objected the level of the standard, on the grounds that
it was much lower than previous guidance, and that it could
indirectly limit the growth of nuclear power.
(New power
plants will discharge radiation into rivers and streams that
may be the source of municipal water supplies).
OMB convened a series of meetings between the two agencies which
revealed that, based on existing data, present and planned
nuclear power plant discharges would not result in violations
of the EPA drinking water standard. ERDA subsequently dropped
its objection to the level of the standard although they
remain concerned about its stringency.
ERDA has since raised two other objections:
(1) that violations of the standards due to natural background,
radiation could result in adverse public reaction to nuclear
power plants, and (2) that the development of fusion power
mthe 21st century could generate tritium in amounts
sufficient to violate the standards.
EPA and ERDA have reached an agreement in principle regarding
ERDA's objections. EPA will:
(1) provide public notification
of the source of the problem in cases where the standard is
violated and (2) study the need for a separate standard in
the future for tritium to allow for development of fusion power.
EPA and ERDA are now working out specific language to include
in the EPA standards, and we expect that final agreement will
be reached within a few days.
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JMC
Jack Marsh would like you
to prepare a factsheet on
this that could be sent to
the Presidential party in
Texas.
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FOR IMMEDIATE RELEASE
FEA PROPOSES STANDBY Efv1ERGENCY PLANS
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, The Federal Energy Administation today took the first step toward
development of contingency rationing and energy conservation plans required

"·,
'. ''

under the Energy Policy and Conservation Act (EPCA) .
The EPCA, which became law Dec. 22, 1975, requires FEA to submit to
Congress a plan to ration gasoline and diesel fuel, and one or more plans
to conserve energy during an embargo or other severe en ergy emergency. The
plans must be proposed for public comment and then transmitted to Congress in
final form for approval by resolution of each House.
If approved, a plan would be given standby status until the President
finds that putting the plan into effect is required by energy emergency such
as another embargo. Such a finding would put a conservation contingency plan
into effect, but for the rationing plan to become effective the President
waul~ in addition, be required to submit a request to the Congress which
neither House disapproves .

,

.•)<

"This set of proposals l~epr e sents FEA' s approach to meeting the contingen'cy planning q:quirements of EPCA," said FEA Administrator Frank G. Zarb.
"However, they represent only a part of our total approach toward dealing
with an embargo. In effect, we have the flexibility to tailor our response
to the severity of the oil import shortfall, and the pr ojected duration of
' the embargo. "
The first counter-measure to be employed, Zarb said, would be a call for
voluntary conservation. Citizen response would result in "significant" energy
savings, he added, and could deal with a "limited" embargo.

____,__,_ ···- - --_..,.

Reimposition and alteration of mandata~ allocation regulations, drawdown of the Strategic Storage Reserves FEA is now setting up, and efforts
to replace imports from other sources would be the next steps that FEA
would take if the emergency persisted and required savings beyond the volun.
tary measures.
---

-

---- .......
... - ------- .
A more severe energy supply interruption would require imposition of
'"-'

one or more of the conservation contingency plans. While these might cause
inconvenience, Zarb said, they would be necessary to preserve jobs, and to
minimize i mpacts by restricting use of fuel for non - ess ential purposes.
The conservation contingency plans include the following five measures: ·
..
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- 2 2. Emergency Commuter Parking Restrictions and Carpooling Incentives
3. Emergency Weekend Gasoline and Diesel Fuel Distribution Restrictions
4. Emergency Boiler Combustion Efficiency Requirements
5. Emergency Restrictions on Illuminated Advertising and Outdoor
Gas Lighting
Even in an emergency, all these measures might not be needed. They are
designed to be implemented singly or in combination to restrict energy
demand. Additional plans may be developed by FEA for later submission to
Congress.
- ..... - - -··· -

·--- ---·

- ---

----

-

-

If the supply disruption was of such duration (e.g., a year) and depth
that these voluntary and mandatory measures were insufficient to mitigate
massive economic and social dislocations, the rationing program would then
be considered.

I

l.·..
.1

The gasoline and diesel fuel l~ationing plans calls for each holder of a
valid driver's license to receive an equal allotment of gasoline coupons.
Local boards could grant supplemental ration rights to handicapped persons,
migrant workers, low-income long-distance commuters and other suffering
hardships.
Firms, including nonprofit organizations, would receive ration credits
based on their placement in one of three categories:
-- Strategic defense, emergency services such as police, fire and
ambulance companies·, agricultural production, and passenger transportation
_s~rvi _c_es _\'lOUl ~ _r_ec~jye _] 00 percent of current needs.
-- Vehicles involved in sanitation services, energy production and
telecorranu·nications would receive 100 percent of the volume of gasoline they
consumed during a prior base period to be established •

. !

-- All other firms would receive 90 percent of the volume consumed
during the base period.

Firms would use ration credit checks in much the same manner
individuals would use ration coupons. FEA would deposit a firm's
of ration credits in a special ration credit account on the first
month. Firms would then draw on these accounts by issuing ration
checks redeemable .bY gasoline suppliers.

as
allotment
of each
credit

Coupons and ration checks (''ration rights") would be freely exchangeable
in an unregulated ration rights "white market ... Gasoline dealers would
obtain resupplies through the existing allocation system provided they had
received sufficient ration rights from their customers. Dealers would
account to their suppliers by drav/ing _checks against a special redemption
checking account into which they would deposit all ration rights received
from customers.
/
fc
\~
-morec.:.:.)t)
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Because 70 percent of diesel fuel consumption is by wholesale purchasers,
a market already governed by FEA's middle distillate allocation program, the
proposed rationing plan would apply only to diesel sales at retail sales
outlets. Diesel aut~~obile drivers would use their gasoline ration coupons to
buy diesel fuel.
A national public hearing will be held in Washington, D.C. begin~ing
at 9:30 a.m. on Wednesday, June 23, 1976 on. the conservatio n contingency
plans and at the same hour on Thursday, June 24, 1976 oh the gasoline and
diesel fuel rationing contingency plan. Both hearings will be held in
Room 2105, 2000 M Street, N.W, Washington, D.C. Requests to testify at
either hearing should be delivered to Executive Communications, FEA,
Room 3309 Federal Building, 12th and Pennsylvania Avenue, N.W., Washington,
D.C. 20461 before 4:30 p.m. June 16. Written comments on the plans will be
accepted at the same address through June 28. Fifteen copies of comments
should be submitted.
Regional public hearings will be held beginning at 9:30 a.m. on
Monday, June 21, 1976 with respect to the conservatio n contingency plans
and at the same hour on June 22, 1976 with respect to the gasoline and diesel
fuel rationing contingency plan.
The __ he~r_ihgs will be held at the following
locations:
- --

;J

FEA, 1655 Peachtree St.
5th Floor Conference Room
Atlanta, Georgia
Federal Bldg., 911 Walnut St.
Room 302
Kansas City, Missouri
Post Office and U.S. Court of App~~ls
Court· Room 14
- ·
7th and Mission Sts.
San Francisco, California

Z. J. Loussac Library
427 F St.
Anchorage, Alaska

Btdg~

·

•

Requests to testify at the regional hearings should be delivered to the
appropriate regional office before 4:30 p.m. local time June 14 for the
conservatio n contingency plans and before 4:30 p.m. local time June 15 for
the ratiohing contingency plan.
-FEAMedia Inquiry:
964-4781
Contact: Ed Vilade
Press Room:
961-8546
~"
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Daniel R. Wright

Mr. James M. Cannon
Assistant to the Presi
for Domestic Affairs
The White House
Washington, D.C.
20500
Dear Jirnbo,
The attached, which are notes to expand Max Ulrich's
energy talk to the Conference Board meeting at Pebble
Beach recently, may interest you, particularly my calculated insult to your boss (on page 3) which the WSJ
handed to him in a pleasanter way in a recent editorial.
So please treat this in a highly confidential manner.
I don't think there's any question but that the energy
problem is a hell of a lot more critical than Reagan's
defense issue, and that the President (in spite of his
going along with the Congress on controls) might be
able to use it as a kind of trump card. For example,
think about this country vis-a-vis the U.S.S.R. on the
breeder race(page 4). And of course, the heart of the
matter is jobs, jobs, jobs. Witness the hot water
Robert Redford got himself into in Utah.
Give Cheri a wet kiss for me, and I'll call in a few
days.
Best,

Y~~L
DRW/rsh
att.
Perception
Communications Inc.
2 Holland Avenue
White Plains, N.Y. 10603
(914} 949-6881
New York City
(212) 737-9926
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5-10-76

To:

Max Ulrich

From:

Dan Wright

Subject:

Energy Research for Erie Conference Board Meeting

What I'm doing here is paralleling your Pebble Beach
outline instead of trying to revise it:
Americans appear to have completely erased their unMany

comfortable memories of the 1973-74 winter oil embargo.
of them believe that at worst it was a trumped-up crisis.

The

romance with small cars lasted as long as puppy love; there is
an undeniable trend to large cars; enthusiasm for car pooling
has sharply diminished; the 55 m.p . h. national speed limit is
all but unenforceable; the sales of Winnebago mobile homes,
which get about ·7 miles to the gallon, are up 148%; and a recent
auto company survey, reported on in the WSJ, shows that people
shopping for new cars are putting fuel economy well down on their
list of priorities.
I've spoken with John Emerson at the Chase (who is not
to be quoted) and the facts of the brief situation in March,
when according to the API imports for the first time in history
exceeded domestic production, are these:

John says that the

import surge really was not significant, and that it was a reflection of the peculiarities of tanker arrival schedules.

This

country presently is importing about 4 million barrels of crude
a day, and

2~

million barrels of refined products.

About half

of the crude comes in from the Middle East and Africa.

The

largest supplier is Nigeria, which is interesting in view of
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the N.Y. Times story this morning (which I'm attaching on the
off chance you missed it) about how the oil companies have curtailed the flow of capital to Nigeria and cut back exploratory
drilling because government controls on profits have become so
oppressive.

So while Nigeria is still the largest supplier,

Libya is making a comeback.

The Canadians are phasing out their

shipments to us, but Indonesia's
increased in recent years.

trade with the West Coast has

Venezuela's shipments to the U.S.

have been declining, although that country remains the principal
supplier of heavy fuel oil to the

u.s.

Our domestic production is continuing to decline, of
course.

The situation will be alleviated when the North Slope

starts to come in, but that's only temporary.

About the only

thing left to do is pray that there will be a big strike on the
continental shelf.

But as you well know, price controls coupled

with the demise of the depletion allowance have sharply reduced
the major's incentive for uncovering new sources.
As for the federal and state legislation and rulings
affecting the energy industry, John Emerson didn't come up with
anything we don't already know about.

He thinks the most impor-

tant factor is how the FEA administers the 1975 Energy Act.
are going to be

There

some curious and quite tricky shifts in prices

as the FEA weights them after studying the separate streams of
so-called old and new oil.

Unfortunately, the proposals to de-

regulate, which missed by such a narrow margin just recently,
will not be back before next year •

They don't have a chance

before the election is over, in other words.

Of course, John

Energy Research for Erie
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counsels keeping a sharp eye on divestiture bills and related
idiocy.

Finally, he thinks it would be worthwhile subscribing

to a weekly NAM briefing on energy matters, and I've taken the
liberty of asking Vicky Colt to look that one up.
The thing that's so sad about the controls situation
is that, as Allan Greenspan pointed out at a press briefing
with Frank Zarb last August: "Immediate decontrol would increase
average petroleum prices by approximately 3 cents a gallon."

But

as you know the President caved in and went with the Congress
{which perhaps

was the principal reason the dumb bastard got

walloped by Reagan in Texas) •
Incidentally, Zarb made a great statement in a speech
at the 38th annual American Power Conference in Chicago about
two weeks ago:
"We have been living on borrowed time for much
too long ••• · if the countries which sell us
crude oil and petroleum products decide to
stop the clock again, we'll be in for a crash
refresher course in what life was like during
the last embargo. It will be the history of
of 1974 all over again.
"But next time we won't just have long gasoline
lines. In fact, in some areas we won't have
any lines because we won't have any gasoline.
And there will be other areas -- regions where
the generation of electricity depends on imported residual oil -- where the lights may
simply go out.
"I want to emphasize that this is no idle doomsday talk -- it is an all too real possibility
•.• the Organization of Petroleum Exporting
Countries has the oil we need, and.can be expected to make the most of the seller's market •• ~ I am personally convinced that we stand
a disturbingly great chance of being subjected
to another embargo."

,,,

/-t=GJ?(;···..._\

{~; ~·

,.;;~\:

l" ',')~ ______ / -,~}
.....,.

,.,

'

.
--4--

Energy Research for Erie

As Barron's pointed out, when those words hit the
broadtape the DJ Averages took a small nosedive, and even the
Daily News advised Zarb to button his lip.
As for discussing other sources of energy, Max, I agree
with you completely that the section ought to be compressed so
that you spend a lot less time on it than you did at Pebble
Beach.

Most of yo~r peers at Erie are pretty familiar with

the problems associated with shale

oil~

coal, and solar energy.

They may not know that in the case of atomic power the supply

_... _...... __

...
,·-::

of uranium may not outlast the world's crude oil resources.
Breeders, which as you know produce more than they
consume are expected around 1985.
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It's an educated guess {but ·· ..
~

,

still a guess) that this country is spending around $20 billion
a year in atomic research and development.

Probably Russia is

spending more, and may well be ahead of us in breeder technology.
So it's wrong just to talk about the lack of money and the swarming
environmentalists {many of them using the issue as a cloak to attack
enterprise) when we despair the lack of progress in the atomic industry.

The problem is really more a function of time than money,

and it has to be little steps for little feet, as Al Williams used
to say at IBM.

As for fusion, the scientific community knows how

to do this in theory {and there's plenty of hydrogen around, of
course) .

Fusion is to fission what the H-bomb (a fusion bomb) is

to the A-bomb.

It's probably not due until 1990 at the earliest,

and maybe not until 2001, when Arthur

c.

Clarke and Hal take over.

At the close of the Erie talk, along with Oscar Levant

.

"
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and Damon Runyon, you might want to consider using a statement
that Bob Bleiberg, the editor of Barron's, made in his recent
commentary piece on the continuing energy crisis:
"Time was bought; time was squandered; time is running
out."

****
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REVIEW & OUTLOOK
Texas and Energy
When President Ford signed the
energy bill last December, which in
our view was the clearest blunder of
his administration, the political calculations at the White House accepted the likelihood that it would
mean the loss of the Texas primary
to Ronald Reagan. (Though with
offsetting gains in New England.)
What was bad for Texas was supposedly good for the rest of the nation, and Mr. Ford was portrayed
as having made a hard decision on
a close call.
Now the Texas primary is upon
us, and not" only is it still considered
a .toss-up between the President and
Mr. Reagan, but energy is barely an
issue. Mr. Reagan struck a rich political lode with national security issues, and the President has been
reacting by toughening his own
sUmce. (As well as slapping at his
challenger. We see that Mr. Ford
is': telling Texans that Mr. :ij.eagan
is , both unfit to be Preside~t and
still in the running as Mr. Ford's
v1~e presidential choice.)
~- ,While the defense debate has
~~n healthy, other issues need not
be . neglected. The energy issue
sJlould also be thrashed out during
tHis election, and is also one on
W,hich Mr. Ford could not so easily
"l1~c;ktrack. For some reason that
has never been fully clear to us, he
did after all allow himself to be hypqotized by Frank Zarb into signing
the energy bill, continuing petroleum cor>trols for four more years
a_fter ·first rolling the prices back '
through election day. The limp rationale from the White House was
tha't the bill was better than nothing, and if Mr. Ford vetoed, Congress would do something worse.
'This 'was not the Jerry Ford who
sl!nt the Marines to rescue the Maya;guez crew.
· : And while Mr. Ford has proven
himself to be a wonderfully tough
cookie in vetoing congressional pork
barrels and spending bills, how did
he ever let himself be talked into
embra c ing Vice President Rockefeller's $100 Billion Boondoggle, the
Energy Independence Authority?
Why is it necessary that the bureaucrats at the Energy Resources
Development Administration be
given $4 billion in loan guarantees
to play with over 1 the next two ·

years, another scheme Mr. Ford's
people are pushing? If instead of
loan guarantees the government offered up-front cash, the big energy
companies with the expertise to try
a synthetic-fuel project might bite.
But u-p-front grants also can be seen
by taxpayers in the federal budget,
and the White House doesn't like
that.
No visible energy company is
going to take a loan guarantee for
anything with real risk; can you
imagine the hue and cry if an
Exxon or Mobil announced it was
defaulting on a government-gu aranteed loan? ERDA will instead dish
out the subsidies to people who say
that they know how to turn coal into
gas, but that their bankers only
laugh at them. Wheeler-dealer s will
move in, and in no time at. all there
would be a national scandal.
We are supposed to be frightened
into doing all these projects by Mr.
Zarb, who tells us there's "an alltoo-real possibility" of another oil
embargo by the Arabs that "would
make the last one look like a
picnic." For some reason we are
reminded of Mr. Rockefeller's plan
several years ago to insure against
an atomic war by having bomb
s~elters built in every back yard.
Our view has been that the best
way to prepare for another embargo is to review the way we handled the last one and forthwith disband Mr. Zarb's Federal Energy
Administration , which "caused ali
those lines at the gas station. Secondly, Mr. Ford could travel back
in time to last December and veto
the energy bill, thus permitting the
market to work in calling forth new
energy supplies that bankers won't
laugh at. Thirdly, the government
could press harder with its plans to
stockpile a modest amount of cru,d e
in salt domes, complementing the
reserves that the private sector has
already squirreled away for this
contingency.
Mr. Reagan has been muttering
about energy policy now and then,
but for the most part he's letting a
target the size of a barn go unnot- ''
iced. Mr. Reagan has been both
winning votes and educating the
President on defense, but he has
passed up a chance to do more of
both on energy.
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ACT ION

WASHINGTON

May 11, 1976

HEMORAL'\J DUM FOR
FR 0~1 :

SUBJECT:

JIM Cll "'y

THE PRES , ENT

.

Annual Report

Attached for your consideration is a proposed message
to the Congress transmitting the Eighth Annual Report
on the administration of the Natural Gas Pipeline
Safety Act of 1968.
The report, which was prepared by the Department of
Transportation, covers activities for calendar year
1975. A summary is provided at Tab A.
OHB, Max Friedersdorf, Counsel's Office (Lazarus)
and I recommend approval of the proposed message to
the Congress which has been cleared by the White
House Editorial Office. (S mith )
RECOMMENDATION
That you sign both originals of the message at Tab B.

HIGHLIGWrS OF 19 75
The L~a ter ial s Tru n ;,;port<:lt.ion Bm:cu.u O·'lTB ) was establ i shed
inthe Department., effcc~civeJuly--~- 1975, as a lin e
orqan iza tionu.l element reporting directly 'co t11e Secretary.
The ~-1Tl3 has responsibility for those h u.zardo us mater ials
and pipe lin e functions previously assigned to the Office
of the Secretriry plus certain n ew responsibilities vested
in the Secretary by recently enacted l egislation . The pipeline safety operati ng functions of DOT, assigned to
the ~TB , are currently administered by the Office of
Pip e line Safety Op e rations.
1 975 Casualty statistics summa rized from failure reports
r ecei v ed by the Departme nt from operators show 14 deaths
and 23 7 injuries from 1,373 individual gas pipeline failure
inci de nts, indicating a marked decrease from 24 d eat hs and
33 4 injuries reported in 1974.

l-

The Federal gas pipeline safe ty standards contained in Part
192 of Title 49 of the Code of Federal Regulations, were
am e nd e d to provide for the transportation of double jointed
pip e by railro a d with appropriate safeguards, update welding
and weld in spection requirements, improve specifications for
pla sti c pipe , prescribe new marking requirements for gas
pipel ines , and establish requireme nts for odorization of gas
in transmission lines.
In addition, notices of proposed
rul ema king were issued with respect to emergency plans, cast
iron pipelines, offshore pipe lines, pipe bending limitations,
and docu.rnents in~orporated by ref e rence.
Compliance activities of the Depa rtment involving gas pipeline
op erators subject to the Act were strengthened in 1975 by the
staffing of f our n ew Regi onal Of f ices in Washington, Atlanta,
Kansas City, and San Francisco, in addition to the Office
previously e stablished in Houston.
The total number of gas
pipeline safety evaluations of interstate and intrastate
· operators increased to 204 from a 1974 total of 90.
State participation in gas pipeline safety prog~ams with DOT
increased in 1975 through cooperation of 52 State agencies
(including -P uerto Rico and the District of Columbia)' by
c ert ifications or agreements.
Forty-one States applied for
grant-in-aid funds, increased in 1975 to $1.442 million.
State agencies joined MTB in sponsoring 16 2-day gas pipe-lin e safety seminars attended by a total of 887 safety .
personnel from industry, and included some Federal and State
agency staff members.
Eight 5-day courses in gas pipeline
safety, failu r e investigation~ and corrosion control were
attended by 121 State agency pipeline safety personnel.
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Hes cu.r cn <mel p:tp cJ.l. ne

s~tfcty

stu die s in 197::> foc use d on
j_;_::1 CC r fa iJ. UJ:C inv es l:ia
a t ion S,
and 1non i tor ins op e rat ion :.i ind ic
;.. t ted a pot ent iu 1 for imp Lov ing
pi pel in ,.., sc;.f ety te chn olo ']y .
Th~ Dep.:.tr t.me n t c1ir cci~
cd con tra ct
stu die s for con tinu in g the an a l:-'
~.i is and Hw nagc r<l Cnt of Lhc
leu. k
and fo.i lu::~c rep ort ing sys tem dat
a; con tim 1ing · tllc ser vic es of
the Na tion al Bur eau of Sta nda rds
(NBS) in tes tin g and ana ly zin g
pi pel ine spec ime r1s <1n<l oth er pip
elin e com pon ents to ass ist
OPSO in det erm inin g the cau se of
pip elin e f;:d_ l ure s; and a
ser ies of fou r gas dis trib uti on
saf ety st udi es re lati ng t:o
the use of pla stic pip e and com
pon ents , too ls and pro ced ure s
for in- pla ce eva lua tion of pip elin
e dis trib uti on sys tem s,
pro per ti e s and eff ect ive nes s of
gas odo ran ts, and ove ral l
rev i ew of gas dis trib uti on saf ety
.
rn·o})J. c]i"~-:-..r-ca S\.j;~~rc
~
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Pip elin e saf ety info rma tion was
dis sem ina ted to Sta te age nci es,
ind ust ry, pro fes sio nal and tec hni
cal gro ups , con tra cto r and
lab or org ani zat ion s, equ ipm ent
sup pli ers , the pre ss, and the
pub lic thro ugh mon thly pub lica tion
of the OPSO Adv isor y Bu llet in
and dir ect ma ilin g of rep rin ts
o~ reg ula tion s and not
ice s of
pro pos ed rul e mak ir1g .
In additio~ to_ ins tru ctin g at DOT
tra ini ng cou rse s and sem ina rs in
pip elin e saf ety , OPSO sta ff
mem bers pre sen ted tec hni cal pip
elin e saf ety pro gra ms to 5,1 20
par tici pan ts at 41 mee ting s of
Sta te age ncy off ici als , ind ust ry
and pro fes sio nal ass oci atio ns ,
and pub lic saf ety gro ups .
'
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Eighth Annua l Repor t - Natur al Gas Pipel ine Safety
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- - For Necessa ry Action

___ For Your Recom mendat ions

_ _ P:r€)pare Agenda and Brief

_ _ Draft Reply

--~ - For Your Comme nts

- - - Draft Renlark s
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Pleas e return to Judy Johns ton, Groun d Floor West Wing
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PLEASE ATTAC H THIS COPY TO MATER IAL SUBMI TTED.
If you l>.ave any questio ns o.- if you anticipa te o.
delay in subm.iH i::.g the require d materia l, please
telepho ne the Staff S.::!cretc.ry immedi ately.
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'ID THE CONGRESS OF THE {JN"ITED STATES :

I herewi th transm it the Eighth ArLrlUal Report on the admin istratio n
of the Natura l Gas Pipelin e Safety Act of 1968.

Tnis report has been

prepar ed in accord ance with Sectio n 14 of the Act, and covers the period
of Januar y 1, 1975, throug h Decemb er 31, 1975.
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I herewit h trai'1s;n it the Eighth A.lmual Re_rrt on

~~administration

of the Natural Gas Pipelin e Safety Ac), of 1'f&:" Tnis report has been
prepare d ·in

acc~ance

of Januar-.1 1,

1~75,

with

Section&l~r tJT~Act,

and covers the period

through Deceruber 31, 1g?S.
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TO T'rlE CONGRESS OF THE UNITED STATES :

I

here~nth tran&~t

the Eighth Annual Report on the admin istratio n

of the Natura l Gas Pipelin e safety Act of 1968.
prepar ed in accord ance with Sectio n 14 of the
of Januar y 1, 1975, throug h December 31, 1975.
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Tnis report has been

Act~

and covers the period
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EYES ONLY
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MINUTES OF THE
EPB/ER C EXECUTIV E COMMITT EE MEETING
May 19, 197 6

Attendees:

l.

Messrs. Richardson , L ynn, Zarb, Dixon, Hill, M a cAvoy,
Mitch ell, Katz, P er ritt , Darman , Po r t e r, Schleede, Du val~
Hardy, Pasternack , Alm, H effer man, Van Horne, McKittrick ,
Walters

Fed eral Energy Or ganization
The Executive Committee revie\ved a proposed study outline and
work plan for th e ERC Task Force on Federal Energy Organization~
including a discussion of the role of the Treasury Departmen t in
energy capital investment matters.
Decision
Executive Committee members were requested to provide the name
of their representat ive on the Task Force to Mr. Mitchell. Membership should be at the Assistant Secretary level.

f-

The Executive Committee agreed that the Administra tion would not
object to a congressio nal extension of the present Ener g y Resources
Council legislation in Section 108 of P . L. 93-438 .

2.

Dealers Day in Court
The Executive Committee discussed a proposed compromis e position on legislation to protect r etail gasoline dealers and its relationship to gasoline decontrol.
Decision
Executive Committee m e mbers we re requested to provide the} • --;-'
comments on the proposed Administra tion position to Mr. z afr_~• s
o ffice by c. o . b. Friday, May 21.
.t»

A memorandu m reflecting Executive Committee m embe rs•
ments and recommend ations will be prepared for submission to
the Presid ent.

EYES ONLY

EYE S ON LY
2

3.

Nat ura l Gas Upd ate
The Exe cuti ve Com mit tee rev iew
ed th e stat us of the new nat ura l
gas bill -(S. 342 2). The disc uss
ion foc use d on pric ing pro v isio
ns
and ons hor e and offs hor e pr odu
ctio n.
Dec isio n
Exe cuti ve Com mit tee mem b e rs
w ere req ues ted to pro vid e the ir
com men ts and reco mm end atio ns
on S. 342 2 to Mr. Zar b' s offi ce
b y c . o. b. Frid ay, May 21.
A mem ora ndu m refl ecti ng Exe cuti
ve Com mit tee me mb ers ' com men ts and rec om men dat ion s will
be pre par ed for sub mis sion to
the Pre sid ent .
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tilEMORANDU£.1 FO R:

JIM CANNON

THROUGH:

GLENN SCHLEEp_ib
'- .

FROM:

DENNIS BARNEg/''.

SUBJEC T :

Response to Jack Marsh's request
for background on Christian Science
Monitor article.

Attached for your consideration is a proposed response
to Jack Marsh's request for background on the May 18,
1976 Christian Science Monitor article, "Wood-fired
power for New England?"
A check with FEA, ERDA, NSF and the Economic Development
Administration indicated that not much is known about
t h e plan s which were mentioned in the article, and
app ar e n t l y no Federal funding is involved.
Th ere is, ho wever, some interest within FEA and ERDA
in the p o ssibilities of wood as a fuel source for electric
power ge n eration.
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THE WHITE HOUSE
WASHINCTON

J'IEHORA.NDUM FOR:

JACK MARSH

FROM:

JIM

SUBJECT:

"Wood-f.re power for New England",
Christia · cience Monitor, May 18, 19 76

CANN~./,n.A.;

This is a ~esponse to your May 18, 1976 request for information about plans for one State and three private initiatives
to use wood as a fuel for generating electric power. None of
the four initiatives is receiving Federal funds but the
concept has been and is of some interest to Federal agencies
such as ~SF, FEA and ERDA. Evidently, using wood to produce
electricity is interesting and economic in some cases but is
not expected to have broad application .
In the early 1970's NSF sponsored research on wood as a
replenishable fuel source for electric power. The activity
was later transferred to ERDA, where this year some $6
million are devoted to all kinds of biomass energy conversion,
which includes wood as a fuel source.
Our general assessment is that:
for using wood as a fuel source for
po>ver generating is relatively well understood ~nd developed.
the

tec~nology

electr~c

the tec~~ology is already being used, primarily by
wood processing concerns to generate electricity for
their o·.v:-1 nee:!.:;.

o=

~ood -fired electric generators may be
the cc3~
corr.pe":.i ::i c;e for some applications, with those which
are cc~::..-£irec, ·,vi thout the requirement for sulfur
remov~l.

energy S3¥~~gs 0:1 the order of 300,000 barrels of oil
per day sight be possible if this energy source were
widely ~ti!ized according to FEA estimates.

_./

-2-

the concept may be particularly attractive in New England
where wood supplies are plentiful and vulnerability to
and fluctuations in fossil fuel supplies and prices are
great.
the applicability may be limited because the economics
quickly become unfavorable once the wood fuel or the
generated electricity must be transported or transmitted.
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THE WHITE HOUSE
WASHINGTON

Jun,e 10, 19 76

MEMORANDUM FOR:

JIM CANNON

THROUGH:

GLENN SCHL~R~

FROM:

DENNIS

SUBJECT:

Response to Jack Marsh's request
for background on Christian Science
Monitor article.

BARNE~AJ\

.

Attached for your consideration is a proposed response
to Jack Marsh's request for background on the May 18,
1976 Christian Science Monitor article, "Wood-fired
power for New England?"
A check with FEA, ERDA, NSF and the Economic Development
Administration indicated that not much is known about
the plans which were mentioned in the article, and
apparently no Federal funding is involved.
There is, however, some interest within FEA and ERDA
in the possibilities of wood as a fuel source for electric
power generation.

Attachment.
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THE WHITE HOUSE
WASHINGTO N

!-1ENORANDUM FOR:

JACK MARSH

FROM:

JIM CANNON

SUBJECT:

"Wood-fir ed power for New England",
Christian Science Monitor, May 18, 1976

This is a response to your May 18, 1976 request for information about plans for one State and three private initiative s
to use wood as a fuel for generatin g electric power. None of
the four initiative s is receiving Federal funds but the
concept has been and is of some interest to Federal agencies
such as NSF, FEA and ERDA. Evidently , using wood to produce
electrici ty is interestin g and economic in some cases but is
not expected to have broad applicatio n.
In the early 1970's NSF sponsored research on wood as a
replenish able fuel source for electric power. The activity
was later transferre d to ERDA, where this year some $6
million are devoted to all kinds of biomass energy conversio n,
which includes wood as a fuel source .
Our general assessmen t is that:
the technology for using wood as a fuel source for
electric power generatin g is relatively well understood and developed .
the technology is already being used, primarily by
wood processin g concerns to generate electrici ty for
their own needs.
the cost of wood-fire d electric generator s may be
competitiv e for some applicatio ns, with those which
are coal-fire d, without the requireme nt for sulfur
removal.
energy savings on the order of 300,000 barrels of oil
per day might be possible if this energy source were
widely utilized according to FEA estimates .
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the concept may be particularly attractive in New England
where wood supplies are plentiful and vulnerability to
and fluctuations in fossil fuel supplies and prices are
great.
the applicability may be limited because the economics
quickly become unfavorable once the wood fuel or the
generated electricity must be transported or transmitted.
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TO:
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GLENN SCHLEEDE
JIM CANNON
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Christian Science Monitor
T~esda y, May 18, 1976

~~Wood-fired poWer" for .New ·England?
Ch~,;ojihe< ;;;,"hi"'. ~ill-bu;n
t,· · · .'.." :· · "l!y

Wood chip•, " will the Lc.
It
... · .
lvanl Mo<ebo..; Ill .
· vesque facility, Mr. Hutchins savs.
Staff writer ~f The Christian Science Monitor
"Boston , · • The G'f.een Mountain Pow~r CWllpany of Vermont , with
' r
-:· f 52,000 customers, plans to build a 50-megawatt, wood-burning
: Large-~cale generation .of electric -Power with wood fuel is
~!ant large enough to supply the power needs of a
electricity
today.
England
New
in
·possibility
~-_ li!tle more than a· remote
people.
26,000
of
city
( · But there are some plans afoot which could eventually lead
Environmental Affairs Office .recently
Massachusetts
The
•
~~to the_lighting of whole cities ~ith wood-operated electrici~Y 1
s, board" ' to _see if we can use
wood-product
"
a
V, • .The Maine Wood Fuel ~o"rporation (MWFC) of Bangor by established
wood products for energy, sta~e env1r2nmental affairs
~next December will have completed designing plans for a
·
Michael Ventresca says.
spokesman
~·wood-fij"ed plant it will install for· the Levesque !;umber Com-,
whether
to
as
opinion·
of
"difference
considerable
is
There
.
~any in Ashland, Maine . .__ . - _-wood-fired facilities can· produce electricity cheaper than can
! -~ · "Five y~ars down the pike -we'll have a community level
· ·
oil-genera~ing ones.
.spokesman
.
MWFC
peclares
t wood-fueled ,electric plant up,"
Power
"Mountain
Green
the
of
president
_Peter McTaque,
-~'--•
_:-_ '"_ ·:-:·
-;- ...
:- .--~--·
~--~-~
:Company, says he thinks wood-fueled electricity is economical
; n the long run. "It's not cheaper than an oil-fired plant as far
,as initial cost issoncerned," he says. " But the fuel is cheaper
~nd in much more supply than oil. All of our financial planning
~is being 1one on the basis that we are going to"have this 50;megawatt, wood-burning plant. "
,. On the other hand, the Central Maine Power Company says
ithe cost of gathering enough wood for .generating residential
~lectricity would not be justified so long as nuclear and hydro-electric power is available and relatively cheap.
. Says Prof. E . R. Huff of the University of Maine: "Prodoc'ing heat irom wood is quite simple, but producing electricity
requires a whole other technology which adds to tlie expense ."
· Peter Bradford of the Maine Public Utilities Commission
notes the cost of the-labor to cut the wood, coupled with the
:cost of transporting it from the forest, could be much higher
.than some anticipate. " Lumber companies are dealing with
f}he wood fuel in a way that a power company is not," he says.
· The Georgia-Pacific .Paper Company in Woodland, Maine,
~nerates 57 ~rcent of its electricity from wood waste . This is
~equal to 1.5 million gallons of residual fuel oil a year. But
Georgia-Pacific spokesman Vernan Schenck says he thinks
:"economics" could -stop the development of wood-powered
residential electric generation. The "economics," he says, is
the growing value of"wood fiber; " Our demand for wood fiber
·
_could go out of sight."
<>ne encouraging fact to those looking irito the possibilities of
lgenerating more electricity with wood is that there is so much
of -it in New England. Eighty-seven percent of the .state of
!Maine is commercial forest land ; in M,assachusetts, 65 percent
·
.is commercial forest.
• · Green Mountain hopes to get a three-megawatt , wood-burning plant constructed in the next few years with the help of the
federal Economic Development Administration. "We have not
mad,e a formal proposal to the federal government , but we 're
bot devek>ping this in a vacuum either," Mr. McTaque says.
''We 're also talking to the state of Vermont about building a
wood-burning facility for them at a state hospitaL " .
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THE WHITE HOUSE
WASHINGTON

May 18, 1976

MEMORANDUM TO:

JIM CANNON

FROM:

Jim, please give me the backgrohnd.A:ln
this.
Many thanks.
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THE WHITE H OU S E
WA S HI NG TON

June 16, 1976

Dear John:
Thank you very much for your letter of
May 15, 1976 suggesting the establishment
of an international nuclear fuel reprocessing
center at Barnwell.
Bob Seamans and his staff and other experts
are evaluating your proposal.
If it is agreeable with you, I will wait
until after this evaluation is complete before
I bring it up with the President.
We very much appreciate your suggestion and
I will keep you informed.

Domestic
The Honorable John B. Anderson
U.S. House of Representatives
Washington, D. C.
20515
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to Schleede for comments

fi/t~irrFEDERAL ENERGY ADMI(fil
\Vi\SH!NGTON, D .C.
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MEMORANDUM FOR ALAN GREENSPAN
BILL SEIDMAN
JIM LYNN
JIM CANNON 1ft'

DEPUTY ADM!NISTRA TOR

wt-~
~u~~ 7

FROM:

ERIC R. ZAUSNER
DEPUTY ADNINISTRATOR

SUBJECT:

JOINT RESOLUTION ON ENERGY GOALS

J

Frank asked that I forward this to you for
before i t is transmitted to the President.
Could I have your comments by COB Thursday, June 24?
Attachment
·)
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FEDERAL ENERGY ADlvfiNISTRATION
WASHINGTON, D.C.

20461

OFFICE OF THTI ADMINIS7RATOR

MEMORANDUM FOR THE PRESIDENT

es---

FROM:

Frank G.

3UBJECT:

Proposed Joint Resolution Expressing Congressiona l
Commitment to National Energy Independence

Zarb

During recent Senate hearings on the FEA extension legislation
it became apparent that despite widespread Congressiona l lip
service at the time of the Embargo and the unequivocal goal
of the Administrati on's energy program, there is still no
real Congressiona l acceptance of the objective of attaining
national energy independence by 1985.
It also became clear
that the need for resolution of the difficult energy policy
issues has become obscured by Congressiona l focus on issues
of governmental organization associated with extension of
the FEA.
)

~

One way to deal with these problems would be to suggest to
Congress that it go on record with the Administrati on, in
this Session, in support of the proposition that attainment
of national energy independence ,by 1985 is a major national
objective towards which future specific policy actions
should be directed. Passage of a joint resolution to this
effect would appear to be a logical vehicle for such a
st2. tement: >•lhich v-lhen enacted would hav·2 ::he force of la·w- .
If enacted, such a resolution would provide a useful commitment
and reference point to evaluate the merits of future legislation,
as well as to provide a benchmark ~o measure the effectivenes s
of the legislative response to our energy vulnerabilit y.
The attached draft resolution adopts a "bare bones" approach
to this concept, recognizing that, if acted upon by the
Congress, it likely would be embellished significantly
during the legislative process. Another approach would be
~o anticipate this effect, and to transmit instead a substantiall y
rJore comprehensiv e proposal that would contain appropriate
,.··c.a"
' .. /) .

~·

(Q)
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- 2 reci tals qual ifyin g the obje ctiv e of ener gy
by othe r valu es, such as publ ic heal th, pres inde pend ence
erva tion of the
envi ronm ent, and the need to fost er com peti
tion
in all
segm ents of indu stry .
I recom mend that , afte r staf fing by the Dom
reso lutio n subs tant ially like that whic h is estic Cou ncil, a
atta che d be
tran smit ted to the Con gres s for its cons ider
atio n.
Atta clun ent
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DRAFT

94th CONGR ESS
2D Sessio n

H. J. RES.

IN THE HOUSE, OF REPRE SENTA TIVES OF THE UNITED STATES

,June

, 1976

JOINT RESOLU TION

Relati ng to the attain ment of nation al energy indepe ndenc e.

Where as the oil embarg o of 1973-1 974 cost the nation $20
billio n

a~d

500,00 0 additi onal unemp loyedi and
i\

Where as this depen dence on foreig n oil impai red the abilit
y
of the United States to provid e for its nation al
secur ity and that of other nation s; and

Where as, notwi thstan ding recen tly enacte d legisl ation , the
depen dence 0f the United States upon insecu re foreig n
energy source s is increa sing and is even greate r today
than in the period prior to the oil embarg o of 19731974; and

Whereas the people of the United States must be apprised
that, despite the absence of the conditions which
prevailed during the embargo, our dependence on foreign
oil and resulting vulnerability to another

e~bargo

have

increased; , and

Whereas the · United States must reduce unnecessary energy
consumption, increase energy conservation efforts, and
stimulate domestic energy production so as to reduce
dependence on foreign oil; and

Whereas the United States possesses the energy resources,
technological capability and financial resources necessary
to become independent of foreign sources of energy for

.

.

.

lts baslc needs; now, therefore be lt

,

Resolved by the Senate and House of Representatives
of the United States of America in Congress assembled,
That, in recognition of the serio u s nature of t he

/

Nation's continued dependence upon foreign sources o f
energy, it is hereby declared to be the policy of the
United States to become independent of foreign sources
for its basic energy needs by 1985, and to achieve such
independence by reducing our ener g y imports to such a
level where the economic and national security impacts
of an embargo can be completely offse t by use o f s trateg ic
petroleum reserves and other practical emergency measur es.
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THE WHITE HOUSE
WASHING T ON

June 23, 1976

MEMORANDUM FOR:

JIM CONNOR

THROUGH:

JIM CANNON

FROM:

PAUL

SUBJECT:

P.L. 480
O'Neill Memo re:
Programm1ng Trends

LEACH~~

On the three issues presented in the memorandum, I
would recommend:
Afghanistan:

Option 1 - Undertake the proposed
$2.6 million oil program and leave
open the possibility of future
continuation. State, AID, and USDA
support this option.

2.

Jamaica:

Option 2 - Do not undertake the program.
OMB recommendation supported by Treasury
and USDA.

3.

Study:

Disapprove OMB study proposal.
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Phil Buchen
A lan Greenspan
Jjm Cannon
Jack lv1arsh
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1.

Afghanistan:

2.

Jamaica:

3.

Study:

Option 1 - Undertake the proposed $2.6
million oil program and leave open the
possibility of future continuation . State,
AID, and USDA support this option.
-option ? - Do not undertake the program. OMB
recommendati on supported by Treasury and USDA .
Disapprove OMB study proposal.
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PLEASE ATTACH T H IS COPY T O JVJ:ATI:H I IiL SUBMITTED.
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THE WHITE HOUSE

li1r. Ltttt4o"' 12 ~I
Klsz

WASHINGTON

June :27, 1976

MEMORANDUM FOR:

ED SCHMULTS
BILL NICHOLS, OMB
JIM M TCHELL,

rn·

FROM:
SUBJECT:

1'!-.s"""'c~H..,.L-E~E~DE

EXECUTIVE ORDER CREATING FEO

Based upon the meeting on this subject on Friday, June 25,
and a brief review of the Frank Zarb's June 25 letter and
the draft EO included with that letter, it appears that at
least the following problems need to be considered and
resolved. Are these resolved as far as you are concerned?
Are there others?·· c I'd like to avoid any last minute holdups
.if possible-'-whe_n the order is circulated to senior staff.
A.

Legal ·Ques'ti'ons:
1.

Is there sufficient legal basis for transferring
from FEA to FEO the functions and personnel referred to
in Sec. 6 of the FEA Act (i.e., rather than back
to the Department of the Interior)? Sec. 9c of EO.

2.

Is there sufficient authority for the contract
cancellation authority provided in Sec. 9(d) of
the draft EO?

3.

Is there sufficient authority to order the Civil
Service Commission to allot not to exceed 85 supergrade positions to FEO?
(Sec. 9(e) of EO.)

-r

I assume these and others will be addressed by Justice
and OMB before the order is forwarded to the Staff
Secretary.
B.

Policy Questions

~'

\

1.

Are there any alternatives to the proposed FEO
that should be considered? E.g., if there is not
sufficient legal basis for some the proposed transfers?

2.

Is the directive to CSC to allocate up to 85 supergrades (Aren't only 65 needed?) something that should
be done in an EO? Has it every been done before?

c

-

2 -

C. Future Legal Question:
1.

If FEA lapses and is then reinstated, will the
Administrato r and other PAS's require reconfirmatio n?

2.

What is the risk of challenge to the EO, and how
shall this be laid out when the Order is forwarded · -· ~
for signature?
\ , ...-J

3.

What are the implications of a successful challenge?

D. Drafting Questions:
1.

The title of the draft EO is inappropriat ely broad.
There are many energy functions not covered by the
Order(eg., those in ERDA, Interior). Perhaps it
should read "Providing for the Continuation of
Energy functions Administered by the FEA.

2.

While it parallels EO 11748{which created the first
FEO), the proposed wording of Sec. 2 is exceedingly
broad, particularly in light of the creation at
later dates of the ERC and ERDA.

3.

Should section 9(e) be worded so as to refer to
a specific section of the DPA, so as to make doubly
clear that the delegation of DPA authority is
limited?

E. Qther Questions
What is the status of other potential problems referred
to at the Friday meeting, and do they need to be
brought up when the order is forwarded for signature:
1.

TQ and FY1977 Appropriatio ns?

2.

Who will have authority to sign contracts in the
future?

3.

,;'/"7()R
•
vr' ·,
1 \'
('

What are the results of the supergrade discussi~lis
,<(
with esc.

F. Sign Off by other Agencies

\-:~

"-...

What opportunity h a s been provided and what can be said
about the extent of concurrence by other agencies that
are affected by the EO if it is issued, including:
1. EPA
3. Interior Secretary.
5. Others?
2. ERDA
4. Commerce Secretary.
~

~

THE WHITE HOUSE
WASHINGTON

June 30, 1976

JIM CONNOR
BOB LINDER
JUDY OHNS.TON

TO:

FROM:
SUBJECT:

EXECUTIVE ORDER
SIGNING STATEMENT

Attached are:
The Executive Order provided by OMB and
cleared by Justice.
Draft Signing Statement
Draft Fact Sheet (which may not be needed
but which provides some information that
might be useful in the staffing process).
There is a possibility that the House will today
pass the 30-day extension bill already
passed by the Senate(S. 3625). It is scheduled
to be taken up at lOAM. (If so, it will need
to be signed today.)
However, as a precaution, I believe we should
get the attached papers circulated to the
Senior Staff for review and concurrence -- and
back by noon so that they can be forwarded
later today for his consideration if they
are necessary.
cc:

im Cannon
Jim Cavanaugh
Art Quern
Margaret Earl

(cover note only)
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