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Q.

JIM COLLINS, CAPITAL ENERGY LETTER/ZAUSNER Q's & A‘s
_ August 25, 1975

Mr. Zarb, do you think immediate oil price decontrol
Sept. 1 will have a "catastrophic”" effect on the economy,
as Congressman Dingell has said it will?

No, I do not. Immediate decontrol coupled with removal
of the supplemental fees on petroleum imports, a wind-
fall profits tax and consumer rebates will have no
significant economic impact -- for the simple reason
that petroleum price increases will be moderate and

. the consumer rebates will assure that there will be

no loss of consumer purchasing power.

Mr. Dingell predicted that gasoline prices, under
decontrol, would rise quickly to 75¢ a gallon and might
go as high as 90¢ a gallon by year-end. How do you
answer those assertions?

I do not believe that gasoline prices will rise to 90¢
or even 75¢. Our analysis indicates that immediate
decontrol alone will increase product prices by about
6¢ a gallon at most. However, the President has an- ,
nounced his intentions to remove all supplemental fees
on petroleum imports if his .veto of the extension of
the allocation act is sustained. This would reduce

the net impact by approximately 3¢ per gallon. Higher
prices than this could only occur if the market could
justify it and, as we have seen, demand today is slightly
below 1974 levels, making an additional 10¢ to 30¢
increase highly unlikely.

Mobil 0il Co. is now advocating phased decontrol of oil
prices, instead of immediate decontrol, warning that
immediate decontrol would "stimulate higher prices,
higher wages, and an inflationary spiral”. . How do you
respond to those fears? * :

All I can say is that the Federal Energy Administration
does not recommend policy on the basis of what the major
0il companies prefer. I have seen Mr. Warner's letter
to. Members of Congress and frankly, I just don't see
immediate decontrol stimulating prices to the extent

he indicates. Most important, however, is that we have
proposed phased decontrol and the Congress has twice
rejected our proposals. Consequently, the choice we
face now is another six months of delay or immediate
decontrol. . SR
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Mobil makes the point that a windfall tax and tax rebates
to consumers would, 1n themselves, stimulate higher prices,
wages and spur inflation. How do you answer that?

Immediate decontrol without a windfall profits tax will
mean unwarranted windfall profits for the oil industry.
A windfall profits tax would allow the Federal Government
to recoup these profits and recycle them back to .energy

.consumers. Higher prices will‘result'but this assures
-that purchasing power is maintained and adverse economic

impact minimized. If the tax is properly structured, it
will not be a disincentive to increasing domestic production.

The Administration has failed to spell'out its proposals
for a "windfall profits tax" and a tax credit for "plowback"

into eligible domestic investments. What do you believe

should be the base for the tax on old oil, how fast should

the base rise, how long should it last, and what percentage

of the tax should be permitted as a credit for plowback?

As ybu know, Senator Long has proposed a windfall profits

tax, which, with minor modifications, would probably be

—acceptable to the Administration. I hope that we will
‘be able to work with him, ‘other members of the Senate A
‘Finance Committee and the House Ways and Means Committee: . '~
_to come up with an acceptable windfall profits tax and

- .consumer rebate proposal. And I hope we can do it guickly.

Mobil recommends a phased decontrol of oil prices over a

.period of "several years", without a windfall tax and
-without tax rebates to consumers--with 50% of the phase-
.out occurring in the first year. What is wrong with that,
.in your opinion?

.

Mobil's suggestion resembles the Administration's phased

~decontrol proposal sent to Congress in July. However,
the Congress turned down this proposal.
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You have said that crude oil prices will rise close to
the price for foreign o0il, but that removal of the $2

fee on o0il imports will substantially mitigate the effect
of higher oil prices. Do you have any idea how rapidly
domestic o0ld oil prices would rise--and to what level
domestic old oil prices might rise?

As I've stated before, the net effect of decontrol, with
removal of the supplemental fees, in our estimate will:

_cause a price increase of about 3¢ a gallon. With re-

gard to old oil prices, I think we might well see the
$5.25 price of o0ld oil rise relatively rapidly to slightly
below world prices, or equivalent to new oil prices. At
the same time, we might also see new o0il prices being
somewhat depressed, depending on market conditions and
consumer response to higher prices. This overall adjust-
ment process will probably occur in a matter of months.

Do you see any indication at all that the Administration
is now willing to again seek a phased decontrol of oil
prices over several years, and to accept a temporaty

~extension . of the Emergency Petroleum. Allocation Act to

accomplish that?.

As you know, the President has indicated that he will
veto the extension of the EPAA bill. Obviously, therefore,
he is not willing to accept a six month extension of

current controls. With respect to further compromise,

- 1 am not very encouraged, given the House actions just

prior to recess -- disapproval of the President's very
gradual phase out plan and the price roll back provision
which was added to H.R. 7014 on the House floor.

Do you have any more hope now than a month ago that
Congress would adopt a phased decontrol program, with
a windfall tax and tax rebates to. consumers?

-

I continue to hope that Congress will adopt a windfall
profits tax and rebate the proceeds to American consumers. .
I do have some hope that this will occur more: rapldly
than I had imagined a month ago since Senator Long has

-reported such a bill out of the Finance Committee. With
_regard to phased decontrol, the President twice offered

decontrol compromises to the Congress and was twice re-
jected. We think the final decontrol plan went more
than halfway toward meeting the concerns raised by the
Congress. And even more gradual plan just wouldn't come

.close to meeting the conservation goals the President

wants to achieve over the next few years.
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Assuming oil price controls are nodt re-imposed within
the next few months, and that OPEC .should raise prices
by $2 a barrel, raising the domestic uncontrolled crude
0il price to about $14 a barrel after removal of the $2
import fee--what then would be the effect on gasoline
prices, heating oil prices, residual fuel oil prices,
natural gas prices, coal prices?

.We are in the middle of assessing that possibility

right now and should have some definite answers within

a few weeks. One thing to keep in mind is that any

OPEC price increase would have quite significant effects
on domestic energy prices whether controls were in place
or not. A rough estimate is that without any controls,
every dollar of OPEC price increase would translate into
about 2.5 cents of increased petroleum product cost.

But, isn't it true that about half of the residual fuel
oil consumed in the U.S, is refined domestically and
that about 60% of that comes from $5.25 old oil? With
old oil rising to $12 or $14 a barrel, would it not be
inevitable that residual prices would rise?

While we do produce"significant residual fuel oil

‘domestically, on the East Coast where coal and residual

0il compete, the market price 'is set by the world import
price. Therefore, even though domestic refiner's crude
0il costs will increase, they would not be able to pass
on these cost increases to residual oil users. Because
residual oil prices won't rise, I don't expect any increase
in coal prices. :

Assuming a $14 per barrel domestic oil price, how much
would that increase domestic oil prices, over a year, .
in billions of dollars at the wellhead?

If price controls were to continue in their present

form and the price of uncontrolled domestic oil were

$14 per barrel, domestic crude oil costs would be about
$28.8 billion in 1976. Removing price controls on old
0il would increase 1976 domestic crude oil costs by $14.4

billion to $43.2 billion.

(continued on next page)
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(continued) - However, the President has announced his
intention to remove the supplemental fees on imported
crude and petroleum products, which would result in
domestic o0il being about $12.00 per barrel. This would
reduce the price of domestic uncontrolled oil and im-
ported crude by $2.00 per barrel and importgd products
by 60 cents per barrel. Under these conditions, FEA
estimates that the total net increase in annual pe-

troleum and NGL costs would be $5.3 billion.

How could independent refiners and marketers, forced to
buy and market oil and oil products costing $14 a barrel,
compete with the major companies who have most of the old,
low-cost o0il, which they would run in their own refineries,
or sell at a large profit?

FEA does not expect crude-rich refiners to impose a profit
squeeze on other refiners. With decontrol and a winfall
profits tax, all domestic o0il will sell at about the same
pPrice and major oil companies will not have exorbitant
profits from crude production with which to subsidize
refinery operations, even if such subsidization were
advantageous to refiners. '

Do you believe some type of special relief, with or without ‘
‘new legislation, should be considered to help the independents -
during the transition period to free markets? If so, what
form could this take?

Obviously, we are very concerned with the health of the
independent sector of the petroleum industry and we are -
currently monitoring and assessing their situation to see ~ -°
what, if any, forms of relief would be appropriate. :

If oil price controls are not renewed, do you believe that
the Administration might favor imposing a price ceiling of

- say, $11.50, on domestic o0il, permitting the price of old

0il to gradually escalate over the next couple of years up
to the ceiling and recommend such a program to Congress?

If price controls are not renewed, the Administration would
not have the authority to impose a cap on domestic oil
prices. I might add, however, that such a cap and gradual

- decontrol was included as part of the 39 month plan which

was rejected by the Congress.
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The Administration has argued forcefully that lacking
adequate domestic supplies of oil, the only practical
method to spur -conservation of petroleum is to permit
prices to rise and the President imposed the $2 in oil
import fees for this reason--in order to hold down oil
imports. What do you believe imports would average in

1976 and in 1977 if oil prices do rise to free market
levels after Sept. 1 and controls are not renewed? And
how would these levels compare with present import levels? .

" The answer to this gquestion depends on whether the current

supplemental import fees are retained or not. If they are
removed and decontrol occurs imports will be approximately
150,000 barrels per day less in 1975 and about 200,000 less
per day by 1977 than without any program. If the Congress
acts on Elk Hill, coal conversion and the insulation tax
credit, savings would reach 1.5 million by 1977. These

figures can be compared with current imports of about 6.0
million B/D.in 1975 and an expected 7.5-8.0 million by 1977.

If oil price controls are not renewed by Sept. 1, but a
windfall tax is imposed and, say, a 50% credit for plowback
is allowed, what effect would that have on domestic oil
supply? Would you expect oil supply to increase? How much?
By when? Why? : :

The effect of a windfall profits tax on oil production will
depend largely upon the specific provisions of the tax.

In general, however, it is my belief that whatever tax is’
enacted it should contain some automatic phase out provision,

.and it should provide an ultimate realization to producers

sufficient to stimulate new exploration, production and
investment in more sophisticated enhanced. recovery techniques.

Of almost equal importance is the overwhelming necessity . .- .
for the government to provide an environment of relative
certainty so that investments may be contemplated in a

ryational business fashion. %Xf these objectives are met

I would expect a few hundred thousand barrels per day extra

supply within the first few years and an increase of as
much as 1.4 million barrels per day or more by 1985.



Q.

What impact on GNP, unemployment and the CPI would you
expect from free market prices for crude oil and petroleum
products, assuming crude oil average about $12 a barrel
after price controls end? ‘ -

Our macroeconomic simulations indicate that decontrolling
oil and removing the supplemental import fees will not
hinder our economic recovery. Relative to the the case
where controls and the import fees are retained we expect

- the Consumer Price Index to rise by about one-half of a

percent by 1977; real output, GNP, falls by about 2 to 3
billion dollars on an annual basis for 1976 and 1977; and
the unemployment rate increases insignificantly during the
same period. These effects are well within the forecasting
error of our models and most importantly, are ‘'small compared
to the economic consequences if our vulnerability continues
to grow due to inaction and we experience another embargo.

Cities Service Co. announced last'week that it intends to )
cut the price it now pays for uncontrolled oil by about $2. .

- a barrel and raise its price posting for old oil by about

$5 a barrel. Do you think Cities Service will be able to
maintain its. crude purchases at such a price level if other
purchasers do not follow Cities Service and do the same
thing?

The President has announced that he will remove the $2 per
barrel import fee if the Congress sustains his veto of the
bill extending price controls. Consequently, the price of

auncontrolled domestic o0il will drop by as much as $2. At
‘the same time, o0ld o0il will tend to rise to parity with the

other domestic crudes. The total extent of that increase

‘will depend upon the quality of the o0il, location and other -

factors which normally influence the price of goods and
services. If Cities Service undertakes even further drops
in new o0il prices, they will be subject to normal market

-forces. To the extent that others may bid a higher price

for the decontrolled oil, CITCO must make a decision of

whether or not to meet the new price or lose the supply.



Q. What special problems do you believe might arise with price
decontrol and the end of allocations? Do they involve
propane, heating oil, other products? What is the Ad-
ministration considering to deal with those problems?

5
Woe ok
&

Iniégnérél, no shortages of any petroleum products will

odecur as. a result of price decontrol and the end of allo-
;gHtiogs,f;However, we are expecting a natural gas shortage
, his winter which could create unexpected demands for

it §Q§stitute}fuels, such as propane. We are now developing
\up@“gns“for the President to deal with the overall natural
éé”@rcblem?including special petroleum problems associated
ith a” natural gas shortage. ’

" "Q. some 14 states will have more or less severe shortages of
- natural gas next winter for industrial consumers. What is
‘. the Administration considering to deal with that problem?
Might ‘it be necessary to allocate intrastate gas to inter-
state markets? o

A. The Administration is considering legislation and administra-
tive actions to deal with the expected increase in natural
gas shortages. With respect to specific recommendations,
the President has made no final decisions, although I might
.add that in general we do not believe allocation can solve
our natural gas problems and that ultimately deregulation . .

. of natural gas prices is the only way to increase supply
and bring the situation back into balance. '
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THE WHITE HOUSE

WASHINGTON

August 29, 1975

MEMORANDUM FOR: JACK MARSH and MAX FRIEDERSDORF
FROM: PATRICK O'DONNELLP&
SUBJECT: S. 1849 -- override attempt

Contact with selected Senators on S, 1849 override attempt:

TAFT ""Want to re-~-examine issue., Have Zarb
meet with me after my return on September
3. Will meet with the President on
Wednesday, September 3, with the
Wednesday Group -~ will no doubt discuss
at that time. "

BUCKLEY ""Will vote to sustain, notwithstanding
Mobil Oil, "
HATFIELD "I voted against S1849 and will vote

to sustain the veto."
LONG Out of the country.

STEVENS Will be with the President. Not back
until around September 9.

GRAVEL Will work Bentsen for us and coordinate
with Fannin. Involved in meetings at
the U. N, until September 15 but will
be back for vote and debate,



SCOTT (Penna. )

FANNIN

JOHNSTON

COTTON

YOUNG

GOLDWATER

Send back promptly -- put burden on
Democrats for any politically motivated
delay.

"Am working on selected targets and

am inclined to recommend that the
President send the veto back to the

Hill quickly.' Sees no advantages

in delay and some political opportunities
by taking advantage of any attempt by

the Democrats to delay. Also confirmed
Johnston's statement that he will vote

to sustain.

In Tokyo but he told POD and Senator
Fannin on separate occasions that he
would vote to sustain the veto.

When he met with the President recently
he told the President he did not see any
way a New England member could vote

to sustain the veto of S, 1849, The
President told him there would be special
steps taken to alleviate the New England
situation and that he would see to it that
Cotton was fully educated on matter,

He stands available to be persuaded. I'll
arrange a Zarb briefing.

Will vote to sustain but strongly urges
a reiteration in the veto message of
the President's desire for phased-in
decontrol. He also suggests some
statement on how the President will
handle the allocation problems facing
the mid-West.

"Don't worry about me; I'll be there
whenever needed. Tell the President
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to use some muscle on this one in the
fashion of Harry Truman and Lyndon
Johnson. "

Speaking of muscle, the Senator
ruptured a calf muscle in late July.

It hemorrhaged and he spent a week
or so in Bethesda Hospital. He's
now on crutches but very much on the
mend.

HR USKA Will support the President. Took
a few targets to call before returning
to Washington, He will focus on Dole
whom we understand is wavering in
his support.

GARN Will support the President.

SCOTT (Va.) "Will support the President.' Was
pleased that we called (interrupted
a meeting with constituents).

BELLMON "Don't worry about me, "

CURTIS Will support. Preparing speech
highlighting proposal that we must
face higher oil prices as a fact of
life,

THURMOND Due to pressures he received in South
Carolina during the recess, the Senator
feels he cannot commit to supporting
the President at this point.

Ifeel it might take a Presidential
call to bring him around and so
recommend. He will be at 803/
236-7311 during the Labor Day
weekend.
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BROCK Will support the President

FONG "I'm with the President. What about
my candidate for the Postal Rates
Commission Board of Governors(?)."

PACKWOOD Will support the President.

GRIFFIN Will support the President and is
anxious to compare notes.

DOMENICI Not in favor of immediate decontrol
but recognizes the limited options
available to the President, Will
vote to sustain the veto but still
encourages a compromise if possible.

UNABLE TO REACH THE FOLLOWING SENATORS:

JOHNSTON As stated earlier, he is in Tokyo
and will return to Washington
Tuesday.

DOLE En route from Kansas to Washington

by automobile -- will probably
arrive late Friday, August 29,

BAKER Expected to be available approximately
11:00 p.m. Friday, August 29,

SPARKMAN Not reachable by telephone.

DIRECT CONTACT BY OTHERS:

BARTLETT Will support the President

HANSEN Will support the President



HEIMS

McCLURE

PEARSON

Will

Will

Will

support the President
support the President

support the President



THE WHITE HOUSE

WASHINGTON M) ‘ :
August 29, 1975 /

The Honorable Mike Mansfield The Honorable Carl Albert
Minority Leader Speaker of the House
United States Senate House of Representatives
Washington, D. C. Washington, D. C.

Dear Senator Mansfield and Speaker Albert:

SUBJECT: Summary of our discussions with the President earlier
today concerning oil decontrol

The following, I believe, represents a fair summary of our discussion
with the President:

1) The President has indicated that he will veto the six-month
extension, but withhold the actual veto message until Thurs-
day, September 4, 1975.

2) The President would not veto a 30-day extension of the
Emergency Petroleum Allocation Acct (Messrs. Mansfield
and Albert suggested 45 days) if the Congress will move to-
ward the approval ot a phase-out decontrol program.

3) The details of the compromise phase-out program would be as
follows:

a. Decontrol would take place over a 39-month period, at
a monthly rate of; 11/2 percent first year, 2 1/2 percent
second year, 3 1/2 percent last fifteen months. This pro-
gram would not increase prices during the first year.

b. A ceiling of $11‘. 50 will be placed on new and released oil
escalating at the rate of 5¢ per barrel per month during
the 39-month period.

c. Price control and allocation authorities required to
support this program would be enacted for the 39-month
period. An appropriate windfall tax program with plow back
and consumer rebate provisions would also be enacted.



-
-

Senator Mansfield -2- August 29, 1975
and Speaker Albert

d. The 60¢ per barrel fee on imported products would
be withdrawn by the President.

4) It was agreed that this compromise does not affect the Presi-
dent's authority to retain the existing $2 per barrel import
fee on crude oil.

It is clear that it would be in the best interest to clarify whether or
not this compromise will be accepted by the Congress at the earliest
possible date.

Sincerely,

.; Frank G. Zarb
FGZ:cb



THE WHITE HOUSE

WASHINGTON

August 29, 1975

The Honorable Mike Mansfield The Honorable Carl Albert
Minority Leader Speaker of the House
United States Senate Hous e of Representatives
Washington, D. C. Washington, D, C.

Dear Senator Mansfield and Speaker Albert:

SUBJECT: Summary of our discussions with the President earlier
- today concerning oil decontrol C

The following, I believe, represents a fair summary of our discussion
with the President:

1) The President would not veto a 30-day extension of the
Emergency Petroleum Allocation Act (Messrs. Mansfield
and Albert suggested 45 days) if he is confident that the
Congress will act favorably on a *phase-out* decontrol
program,

2) The details of the compromise phase~out program would
be as follows:

a. Decontrol would take place over a 39-month period,
at a monthly rate of; 11/2 percent first year, 2 1/2
percent second year, 3 1/2 percent last fifteen months,
This program would not increase prices during the
first year.

b. A ceiling of $11, 50 will be placed on new and released
oil escalating at the rate of 5¢ per barrel per month
during the 39-month period,

c. Price control and allocation authorities required to
support this program would be enacted for the 39-month
period. An appropriate windfall tax program with plow
back and consumer rebate provisions would also be enacted..



Senator Mansfield -2- August 29, 1975
and Speaker Albert

d. The 60¢ per barrel fee on imported products would
be withdrawn by the President.

3) It was agreed that this compromise does not affect the
President's authority to retain the existing $2 per barrel
import fee on crude oil,

4) The President has indicated that he will veto the six-month
extension, but withhold the actual veto message until after
Thursday, September 4, 1975.

It is clear that it would be in the best interest to clarify whether or

not this compromise will be accepted by the Congress at the earliest
possible date.

Sincerely,

inistrator
inistration

FGZ:cb



FOR IMMEDIATE RELEASE August 29, 1975

Office of the White House Press Secretary

THE WHITE HOUSE

STATEMENT BY THE PRESS SECRETARY

The President met for one hour with Senate Majority Leader Mansfield
and House Speaker Albert. Also attending were Frank Zarb, Alan Greenspan,
Rogers C.B. Morton, Max Friedersdorf, and Jack Marsh.

The President expressed his appreciation for the constructive way in
which Senator Mansfield and Speaker Albert are seeking to resolve this
difficult national energy problem.

It was understood that the President will veto the six-month extension
of o0il price controls because he strongly believes the economic
health and security of the United States permit no further delay in
beginning a program to achieve independence from unreliable foreign
energy sources which can set our oil prices at will.

However, the President agreed to delay vetoing the bill until Senator

Mansfield has discussed his compromise decontrol plan with Senate

Democrats. - Speaker Albert also will review the compromise plan with
a number of House Democratic leaders.

The President told Senator Mansfield and Speaker Albert that he would
not veto a short extension of oil price controls if he is reasonably
confident that Congress will act favorably within a matter of weeks on
the phased decontrol plan offered by Senator Mansfield.

# # #
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THE WHITE HOUSE

WASHINGTON

August 29, 1975

MEMORANDUM FOR: JACK MARSH
FROM: MARGITA WHITE Mol
SUBJECT: Qil Decontrol Editorials

Attached are editorials on oil decontrol compiled from the
newspaper s the White House subscribes to, FEA's clip files
and other sources. They are in order by date and all support
the President's position and/or urge compromise action. Some
of the more recent editorials appear to deal with the Appeals
Court decision on the oil fee but have been included if they also
involve the President's policy.

I apologize for the poor quality of the xerox copies, but the FEA
files xeroxes only and not the originals.

cc: Alan Greenspan
Ron Nessen
Don Rumsfeld
Frank Zarb




















































































































