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April 8, 1976

MR PRESIDENT:
Federal Energy Administration
___ ~u~et Issues
The attached memorandum from Jim Lynn and Frank
Zarb was staffed to Messrs. Buchen, Cannon, Friedersdorf,
Greenspan, Marsh, Seidman; Scowcroft and Morton~
All concur in the recommendations of Frank Zarb and
Jim Lynn.

Jim Connor

Digitized from Box C38 of The Presidential Handwriting File at the Gerald R. Ford Presidential Library
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Federal Energy Administration Budget
Issues

Since our meeting on March 25, OMB and FEA have worked to develop
suitable compromises on the issues presented to you. These included
the State conservation grant, petroleum industry audit and strategic
storage programs.
·
We are in agreement on the following:
o

State conservation grant program
Instead of making a final decision on the structure of the
State conservation grant program at this time, the OMB option
and an alternative formula approach developed by FEA will be
discussed with selected Governors. This approach will enable
us to maintain the \vorking relationships we have established
with the Governors on energy issues while keeping all of our
options open prior to your final decision.

o

Petroleum industry audits
FEA has agreed to accept the OMB recommendation of 1,326
positions for FY 1976 and 1977.

o

Strategic storage program
A commitment will be made to complete the first phase (150
million barrels) of the 500 million barrel storage system in
three years at the lowest feasible cost per barrel. Although
several aspects of the system are still uncertain (e.g. cost
estimates ~or facilities range from $1.00-$1 .30/barrel), $300
million in budget authority will be requested in 1976 for
construction of facilities. Outlays are estimated at $6
million for 1976 and $240 million for 1977. The $300 million
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in budget authority should be sufficient to meet the 150
million barrel goal--indeed, even at the high end of present
per barrel estimates, it should be enough for more than 200
million barrels.
-

If the $300 million is not sufficient, a supplemental
appropriation will be requested, and funds then held
for oil purchases can be reprogrammed to maintain facility
construction levels until the supplemental is approved.

-

If, on the other hand, the full $300 million is not
required for the early system, the unutiljzed amount will
be allocated to expand the early storage system to the
500 million barrel system intended within seven years.

OMB and FEA agree that 50 million barrels will be placed in storage
in 1977, with the remaining 100 million barrels of the early system
being stored in 1978.
We have also reached ten.tative agreement on two other issues that
require your consideration: the price of oil. to be included in the
bodget for the storage program and the industrial component of the
program.

PRICE OF OIL
The price of oil to be included in the
on outlays for 1977 and 1978, since at
will be purchased in 1977 and at least
Two alternatives that employ different
new) and imported crude oil are:
price/
barrel

% old oil
(5.75)

Alt. #1 :

7.50

75%

Alt. #2:

11.00

25%

budget has a major impact
least 40 million barrels
55 million barrels in 1978.
mixes of domestic (old and

% new oil
(12.40)

35%

1977
% imported
outlays
oil (13.00) $millions
25%

300

40%

440

The $11.00 price is the national average crude oil price paid by
all refiners. The $7.50 option is an arbitrary price that could
be achieved, at least theoretically, through FEA's regulatory
powers. The advantages and disadvantages of these alternatives
are summarized in the following:
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Alternative #1:

$7.50 per barrel

- The main advantages of this option are:
(1) A budgetary savings of $3.50/barrel or $140 million
in 1977 and $193 million in 1978; and
(2) A shift of this difference in financial burden from
taxpayers in general to oil cpnsumers (the beneficiaries of the program) in particular by raising prices
at the pump about 1/20¢ per gallon.
- The main disadvantages of this option are:
(1}

Additional legal risks involved in' using FEA 1 s price
control authority to place the government in a preferred position vis-a-vis domestic refiners. If this
could not be sustained against court challenges under
the relevant statutes, and F~A·s General Counsel has
concluded it would be difficult~ timely completion of
the system would be delayed;

(2)

little opportunity to negotiate bilateral purchases·
of oil at below world market prices, because foreign
producers not likely to sell us oil at $7.50 per
barrel;

(3)

Difficulties in explaining to the Congress and to the
public why the government has elected to use cheaper
oil for storage while raising prices to consumers,
although only an average of 110,000 barrels a day out
of an available 4.5 million barrels a day of old oil
would be used; and

(4)

The paradox of using price controls--which the
Administration has opposed--to the advantage of the
Federal Government to keep budget outlays down, since
we would not even be paying the same price that other
crude oil purchasers would.be paying.

Alternative #2:

$11.00 per barrel

- The main advantaaes of this option are:
(1) Significantly reduced legal risks, since the government
would not be in a preferred position, vis-a-vis other
domestic crude buyers (i.e., it would be paying the
same price);
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(2)

Adequate price levels and funds to negotiate bulk purchases from foreign producers at below market rate; and

(3)

Greater ability to defend a program to Congress and the
public that has the government proposing to pay the same
price for its oil as everyone else.

- The main disadvantaaes of this option
(1)

~re:

Higher budgetary outlays in 1977 and 1978, resulting in
breaking through $394.3 billion; and

{2) Shift in some of the financial burden of the program
from oil consumers to taxpayers (via higher budget out1ays).
We recommend Alternative #2 ($11.00/barrel). The outlays are well
within the allowance for contingencies for this program used in
preparing the 1977 budget. The reason for oreaking through the
$391+.3 billion is not this program, but HE\!J s original miscalculation
of the cost of the Medicare catastrophic protection proposal, which
required using up $700 million of the contingency allowance shortly
after the budget v1as published. Using Alternative #2, budget outlays
through your actions viould be $394.6 billion for 1977. Adding about
$1.5 billion of congressional add-ons to date would bring it up to
$396.1 billion.
1

INDUSTRIAL STORAGE
The statute provides FEA authority to require the petroleum
industry to purchase part of the oil--up to 180 million barrels-that is to be placed in the reserve. Although FEA and OMB agree
that this is a valid program objective that ought to be implemented, a final decision cannot be made until further information
is gathered and a public rulemaking procedure is completed. FEA
has a major study of industrial storage underway which is
scheduled for completion in August.
The issue is what position to adopt regarding implementation of
the industrial portion of the reserve at this time. Some
position is required for budgetary purposes and· in order to
complete a report on the Early Storage Program that was due on
March 22 to Congress. Two options are assessed below:
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Alternative #1: Indicate that no final decision will be made on
the industrial program untii FEA's analysis and rulemaking is
completed, but that we are using a tentative industrial requirement of 10 million barrels for olanning and budgeting purposes
in 1977 and 45 million barrels in 1978 for planning and budgetin~
purpose,~ This cou-ld cost the industry up to $150 mill ion in
1977 and $675 million in 1978. ·
- The principal advantages of this approach are:
(1)· Budgetary savings of $110 million in i977 and $495
million in 1978 (assuming $11.00 oil is used); and
(2)

Early, albeit tentative, notice to the industry and the
Congress that the petroleum industry will have to share
part of the costs of the program.

- The principal

disadvanta~

of this approach are:

(1). Industry's opposition to utilization of the industrial
program and the possibility of a lobbying effort to
block the program if early notice is given; and
(2}

The nee~ to seek a sizable supplemental if the industria1
program is not eventually implemented.

Alternative #2: Assume no industrial storage requirement for
planning and budgetinq purooses pending outcome of FEA's analysis
and rulemaking procedure and add an additional $110 million to
FEA's 1977 budget amendment.
The principal advantage of this option is reduced opposition
in near term from petroleum industry and suspension of lobbying
effort until final decision is made.
The principal 9isadvantaqe of this option is major outlay
impacts of $110 million in 1977 (beyond the $440 million
required for purchase of oil at $11.00 per barrel in 1977),
creating further pressures on the $395 billion target.
We recommend Alternative #2 because it is premature to make a decision
on the extent t<O which industry should participate in the storage
program until the FEA study has been completed and we have had a
chance to review it.

FEA Budget Status
Apri 1 6, 1976
(Assumes President accepts recommendations on last two strategic reserve issues)
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We concur in the recommendations of
Frank Zarb and Jim Lynn.
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SUBJECT:

Since our meeting on March 25, OMB and FEA have worked to develop
suitable compromises on the issues presented to you. These included
the State conservation grant, petroleum industry audit and strategic
storage progr?ms.
We are in agreement on the following:
o

State

conserv~tion

grant program

Instead of making a final dec1sion on the structure of the
State conservation grant program at this time, the OMB option
and an alternative formula approach developed by FEA will be
discussed with selected Governors. This approach will enable
us to maintain the working relationships we have established
with the Governors on energy issues while keeping all of our
options open prior to your final decision.
o

Petroleum industry audits
FEA has agreed to accept the OMB recommendation of 1,326
positions for FY 1976 and 1977.

o

Strateoic storage program
A commitment will be made to complete the first phase (150
million bqrrels) of the 500 million barrel storage system in
three years at the lowest feasible cost per barrel. Although
several aspects of the system are still uncertain (e.g. cost
estimates for facilities range from $1.00-$1 .30/barrel), $300
million in budget authority will be requested in 1976 for
construction of facilities. Outlays are estimated at $6
million for 1976 and $240 million for 1977. The $300 million
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in budget authority should be sufficient to meet the 150
million barrel goal--indeed, even at the high end of present
per barrel estimates, it should be enough for more than 200
million barrels.
-

-

If the $300 million is not sufficient, a supplemental
appropriation will be requested, and funds then held
for oil purchases can b,e reprogrammed to maintain facility
construction levels until the supplemental is approved.
If, on the other hand, the full $300 million is not
required for the early system, the unutiljzed amount will
· be allocated to expand the early storage system to the
500 million barrel system intended within seven years.

OMB and FEA agree that 50 million barrels will be placed in storage
in 1977, with the remaining 100 million barrels of the early system
being stored in 1978.
We have a1so reached ten'tati ve agreement on two other issues that
require your consideration: the price of oil to be included in the
budget for the storage program and the industrial component of the
program.
PRICE OF OIL
The price of oil to be included· in the
on outlays for 1977 and 1978, since at
will be purchased in 1977 and at least
Two alternatives that employ different
new) and imported crude oil are:
price/
barrel

% old oil
{5.75}

Alt. #1:

7.50

75%

Alt. #2:

11.00

25%

budget has a major impact
least 40 million barrels
55 mfllion barrels in 1978.
mixes of domestic (old and

% new oil
(12.40}

35%

% imported
oil (13.00}

1977
outlays
$ mi 11 ions_

25%

300

40%

440

The $11.00 price is the national average crude oil price paid by
all refiners. The $7.50 option is an arbitrary price that could
be achieved 1 at least theoretically, through FEA's regulatory
powers. The advantages and disadvantages of these alternatives
are summarized in the following:
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Alternative #1:

$7.50 per barrel

- The main advantages of this option are:
{1) A budgetary savings of $3.50/barrel or $140 million
in 1977 and $193 million in 1978; and
(2} A shift of this difference in financial burden from
taxpayers in general to oil consumers (the beneficiaries of the program} in particulQr by raising prices
at the pump about 1/20¢ per gallon.
- The main disadvantages of this option are:
(1) Additional legal risks involved in using FEA's price
control authority to place the government in a preferred position vis-a-vis domestic refiners. If this
could not be sustained against court challenges under
the relevant statutes, and FEA's General Counsel has
- concluded it would be difficult, timely completion of
the system would be delayed;
{2)

Little opportunity to negotiate bilateral purchases
of ojl at below world market prices, because foreign
producers not likely-to sell us oil at $7.50 per
barrel;

(3)

Difficulties in explaining to the Congress and to the
public why the government has elected to use cheaper
oil for storage while raising prices to consumers,
although only an average of 110,000 barrels a day out
of an available 4.5 million barrels a day of old oil
would be used; and

(4)

The paradox of using price controls--which the
Administration has opposed--to the advantage of the
Federal Government to keep budget outlays down, since
we would not even be paying the same price that other
crude oil purchasers would be paying.

Alternative #2:

$11.00 per barrel

- The main advantaaes of this option are:
(1) Significantly reduced legal risks, since the government
would not be in a pt·eferred position~ vis-a-vis other
domestic crude buyers (i.e., it would be paying the
same price);
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(2) Adequate price levels and funds to negotiate bulk purchases from foreign producers at below market rate; and
(3)

Greater ability to defend a program to Congress and the
public that has the government proposing to pay the same
price for its oil as everyone else.

The main disadvantaaes of this option are:
(1)_ Higher budgetary outlays in 1977 and 1978, resulting in

breaking through $394.3 billion; and
(2)

Shift in some of the financial burden of the program
from oil consumers to taxpayers (via higher budget outlays).

We recommend Altetnative #2 ($11.00/barrel}. The outlays are well
within the allo\'Jance for contingencies for this program used in
pr~paring tha 1977 budget. The reason for breaking through the
$394.3 billion is not this program, but HEW's original miscalculation
of the cost of the Medicare catastrophic protection proposal, which
required using up $700 million of the contingency allowance shortly
after the budget v1as published. Using Alternative #2, budget outlays
through your action·s would be $394.6 billion for 1977. Adding about
$1.5 billion of congressional add-ons to date would bring it up to
$396.1 billion.
INDUSTRIAL STORAGE
The statute provides FEA authority to require the petroleum
industry to purchase part of the oil--up to 180 million barrels-that is to be placed in the reserve. Although FEA and OMB agree
that this is a valid program objective that ought to be implemented, a final decision cannot be made until further information
is gathered and a public rulemaking procedure is completed. FEA
has a major study of industrial storage underway which is
scheduled for completion in August.
The issue is what position to adopt regarding implementation of
the industrial portion of the reserve at this time. Some
position is required for budgetary purposes and in order to
complete a report on the Early Storage Program that was due on
March 22 to Congress. Two options are assessed below:
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Alternative #1: Indicate that no final decision will be made on
the industrial program until FEA s analysis and rulemaking is
completed, but that v:e are using a tentative industrial requirement of 10 million barrels for planning and budgeting purposes
in 1977 and 45 million barrels in 1978 for lannin and bud etin
~urposes. This could cost the industry up to 150 m-illion
1977 and $675 million in 1978.
1

- The principal advantages of this approach are:
(1)

Budgetary savings of $110 million in 1977 and $495
million in 1978 {assuming $11.00 oil is used); and

(2)

Early, albeit tentative, notice to the industry and the
Congress that the petroleum industry will have to share
part of the costs of the program.

- The principal disadvantages of this approach are:
(1)

Industry's opposition to utilization of the industrial
program and the possibility of a lobbying effort to
block the program if early notice is given; and

(2)

The need to seek a sizable supplemental if the industrial
program is not eventually implemented.

Alternative #2: Assume no industrial storage requirement for
planning and budgetinq ourposes pending outcome of FEA•s analvsis
and rulemaking procedure and add an additional $110 million to
FEA's 1977 budget amendment.
The principal advantage of this option is reduced opposition
in near term from petroleum industry and suspension of lobbying
effort until final decision is made ..
The principal disadvantaqe.of this option is major outlay
impacts of $110 million in 1977 (beyond the $440 million
required for purchase of oil at $11.00 per barrel in 1977),
creating further pressures·on the $395 billion target.
We recommend Alternative #2 because it is premature to make a decision
on the extent to which industry should participate in the storage
program until the FEA study has been completed and we have had a
chance to review it.

FEA Budget Status
April 6, 1976
(Assumes President accepts recommendations on last two strategic reserve issues)
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The Office of Legislative Affairs concurs with the agencies
re FEA Budget issues.
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Support recommendations of Lynn and Zarb.
Ken Lazarus
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NATIONAL SECURITY COUNCIL

April 8, 1976

MEMORANDUM FOR:

JAMES CONNOR

FROM:

Jeanne W. Davis

SUBJECT:

Federal Energy Administration
Budget Issues

The NSC Staff concurs in the joint memorandum from Jim Lynn
and Frank Zarb regarding Federal Energy Administration Budget
Issues.

