The original documents are located in Box 26, folder “State of the Union - 1975: Fact
Sheet” of the Ron Nessen Papers at the Gerald R. Ford Presidential Library.

Copyright Notice
The copyright law of the United States (Title 17, United States Code) governs the making of
photocopies or other reproductions of copyrighted material. Ron Nessen donated to the United
States of America his copyrights in all of his unpublished writings in National Archives collections.
Works prepared by U.S. Government employees as part of their official duties are in the public
domain. The copyrights to materials written by other individuals or organizations are presumed to
remain with them. If you think any of the information displayed in the PDF is subject to a valid
copyright claim, please contact the Gerald R. Ford Presidential Library.



Digitized from Box 26 of The Ron Nessen Papers at the Gerald R. Ford Presidential Library

Embargoed for release DRAFT : '
until (1/14/75 - 8 a.m.)

Office of the White House Press Secretary

- - - — > — L W—— — T - W " W A - - S " " o o " W Y Y " W - - — . — - -

THE WHITE HOUSE

FACT SHEET
The President's State of the Union Message

Part One - The President's Economic and
‘ Tax Program

Background
Current Situation and Outloock for the Economy
Major Elements of the President's Ecconomic and
Tax Program
Specific Proposals Anncunced by the President
I. Temporary, One-Time Anti-Recession Tax Cut
of $16 Billion
A. Tax Cut for Individuals of $12 Billion
B. Temporary Increase in Investment Tax
Credit )
I1.Energy Conservation Taxes and Fees
A. Adnministrative Actions - 0il Import Fee
B. Taxes Proposed to the Congress
1. Petroleum Excise Tax and Impcrt Fee
2. Natural Gas Excige Tax
3. Windfall Profits Tax
III.Permanent Tax Reductions and Payments to
Offset Energy Conservation Taxes 10
A. Reductions for Individuals 10
B. - Residential Thermal Retrofit Incentive 11
C. Payments to Nontaxpayers 12
D. Tax Reductions for Corporations 13
IV.Moratorium on New Federal Spending Programs 13
Summary of the Budget Impact of the New Taxes, Fees
and Tax Cuts 13
Inflationary Impact of the Taxes, Fees and Tax Cuts 16
October 8, 1974, Presidential Proposals being
resubmitted to the New Congress ' 17

L N e (o N

00000000 O



2

PART TWO - THE PRESIDENT'S ENERGY PROGRAM

- Background 18
U.S. Energy outlook - Near term, Mid-term amd
Long-term 19
National Energy Policy Goals and Principals Announced
by the President 20
I. Near-Term (1975-77) : 20
- ITI. Mid-term (1985) 20
III. Long-term (Beyond 1985) 21
IV. Principles 21
Actions Announced Today by the President , ' 22
I. Actions Announced by the Pre51dent‘to meet
Near-Term (1975-77) Goals 22
A. Administrative Actions
1. Import Fee on Petroleum 22
. 2. Backup Import Control Progrmam 23
3. 0il Price Decontrol 23
. 4. Increase Public Education om
Energy Conservation : , 23
B. Legislative Proposals 23
1. Comprehensive Energy Tax and. Decontrol
Program 23
a. Windfall Profits tax on ctrude :
oil 23
b. Petroleum Excise Tax and  import
fee 23
c. New Natural Gas Deregulaition 24
d. Natural Gas Excise Tax 24
2. Elk Hills Naval Petroleum Re:serve 24
3. Conversion to the Use of Domusstic
Coal o 24
ITI. Actions Announced by the President tto meet Mid-
Term (1985) Goals) , 25
A, Actions to increase Domestic Eneergy Supply25

Naval Petroleum Reserve Numtser 4

(Legislative) 25
Outer Continental Shelf (0OCSS) Leasing
(Administrative) ‘ 26
Reducing Domestic Energy Prrfice o
Uncertainty (Legislative), 26

Clean Air Act Amendments (liegislative) 26



A i . e SmrmeitoA s et T A N2

5’,

6.
70

3

gurface Mining (Legislative)
Coal Leasing (Administrative} .
Electric Utilities

A.

b.

C.

d' .

Uniform Investment Tax Credit
(Legislative).

Higher Investment Tax Credit
(Legislative)

Preferred Stock Dividend Deduc-—
tions (Legislative

Mandated Reforms of State Utility
Commission Processes (Legisla-
tive) .

Energy Resources Council Study
(Administrative)

27
27
28
28

28

28

28

28

-

PRI R P e



8. Nuclear Power ‘ . 29

a. Expedited Llcen51ng and Siting
(Legislative) 29
b. Budget Increase for safety, safe-
guards and waste management

(Legislative) - 29
9. Energy Facilities Siting (Legislative) 29
B. Action to Conserve Energy 29

1. Auto Efficiency - Gasoline Mileage

Increases (Administrative) 29
2. Building Thermal Standards (Legislative) 30
3. Residential Thermal Retrofit Incentlves

(Legislative) 30
4., Low Income Energy Conservation
Program (Legislative) 31
5. Appliance Efficiency Standards
(Administrative) ‘ 31
6. Appliance and Auto efficiency
Labelling Act (Legislative) - 31
C. Emergency Preparedness Actions 31
1. Strategic Petroleum Storage
- (Legislative 31
2. Standby Emergency and Plannlng
Authorities (Legislative) 32
a. Energy Conservation 32
b. Petroleum Allocation 32
c. Gasoline Rationing . 32
d. Materials Allocation 32
e. Emergency Domestic 0il Production
Increase 32
f. Petroleum Inventory Regulation 32
III.Actions Announced by the President to meet
Long-Term (Beyond 1985) Goals - 32
A. Synthetic Fuels Program (Administrative) 33
B. Energy Research and Development Program 33

C. Energy Research and Development Adminis-
tration (ERDA) 7 33



5
Table Summarizing Impacts of Near and Mid Term Actions
On Petroleum Consumption and Imports
Part Three - International Energy Policy and
Financing Arrangements
Background
U.S. Position
Actions taken by 0il Consuming Nations

Other U.S. Actions and Proposals

34

35
35
35

36



e ki e 4+

o e s i

The President's Economic and Tax Program

BACKGROUND

The U. S. economy is faced with the closely linked problems
of inflation and recession., During 1974, the economy
experienced the highest rate of inflatiom in the period
since World War II. Late in 1974, a recession began to set
in with unemployment rising sharply to over 7 percent, the
highest level in 13 years.

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

- Excessively stimulative Federal Government
economic policies for over a decade resulted
in too much Federal spending and lending and
too much money and credit growth.

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

- World petroleum product prices increased
dramatically due to the Arab mations' embargo
on shipments of oil to the U. 8., the gqua-
drupling of the price of crude ©il by the
cartel of OPEC nations, and the sharp
reductions in c¢rude oil prodmzftion to main-
tain higher prices. Higher erEngy prices
were passed through in the prlnms of other
products and services.

- U. S. domestic production of oill and natural gas
began to decline in the 1960's, also contributing
to higher energy prices.

- An economic boom occurred simulitaneously in all
the industrialized nations of ti» world.

- There were two international demaluations of
the dollar.

Inflation contributed strongly to the forzes of recession:

et The real purchasing power of watkers' paychecks
was reduced.
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- Inflation also destroyed consumer confidence,
triggering the most severe slump in consumer
purchasing in the period since World War II.

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

An additional contribution to recession resulted from the
heavy demand on capital markets for fiscal year 1973 and 1974
Federal Government spending and lending programs. These
demands, accounting for just over half the funds raised in
capital markets, reduced the amount of money available for
capital investments needed to raise productivity and

increase living standards.

For many years, the U. S. has put a smaller share of its
economic output into investment goods than almost every other
industrialized country. Investments have been inadeguate

for new and more efficient plants and equipment, housing,
mass—transit systems, pollution control equipment, and
development and production of domestic energy resources.

The President's State of the Union Address outlined the
Hation's current economic situation and outlook, and

outlined his economic and tax program which is designed to
reduce both the current recessionary pressures and the longer
term inflationary pressures.

CURRENT SITUATION AND NEAR-~TERM OUTLOOK

The economy is now in a full-fledged recession and unem-
ployment will rise further. 1Inflation continues at a rapid
pace and the need to take immediate steps to conserve energy
will further complicate the problem initially.

There are no instant cures for either the serious transitory
problems such as recession and high unemplioyment or the
long-standing problems of excessive Federal Government
spending. A careful and balanced policy approach is re-
quired and it will take time to yield full results. There
is, however, no prospect of a long and deep economic down-
turn on the scale of the 1930's. (Detailed economic
projections will be presented in the Econamic Report of

the President in about two weeks. )
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MAJOR_ELEMENTS OF THE PRESIDENT'S ECONOMIC AND TAX PROGRAM

I.

IT1.

IIT.

A $16 Billion Temporary, Anti-Recession Tax
Reduction. This major reduction in taxes
proposed for individuals and businesses is
designed to rebuild consumer confidence and
promote a recovery of production and employment.
A recovery from the current recession was ex-
pected in 1975. The recession is deeper and
more widespread than expected earlier, but the
tax reduction -- together with the easing of
monetary conditions that has already taken place --
will ensure a strong and early start on economic
recovery. The tax reduction must be temporary
to avoid excessive stimulus resulting in a new
price explosion and congested capital markets.
The temporary nature of the reduction is con-
sistent with the long-term ecomomic goals of
achieving and maintaining reasonable price
stability and raising the share of national
output devoted to saving and capital formation.

Energy Taxes and Fees. Energy excise taxes and
fees on petroleum and natural gas will encourage
all economic units to cut down on their use of
energy and reduce the nation's need for importing
expensive and insecure foreign c¢il. Removal of
price controls from domestic crude o0il {(together
with other energy actions) will encourage
domestic o0il production. A windfall profits tax
would recover windfall profits resulting from
crude oil decontrol. The supply and conservation
actions will contribute to the near-term goals
announced by the President of reducing oil imports
by 1 million barrels per day by the end of 1975
and 2 million by 1977. Energy taxes and fees

are expected to raise $30 billion in new revenues
for the U. S. Treasury on an annual basis.

Permanent Tax Reduction to Offset Energy Taxes and
Fees. The $30 billion annual revenue from energy
conservation excise taxes and fees and the windfall
profits tax on crude oil would be returned to the
economy through a major tax cut and a refundable
credit for non-taxpayers. Tax reductions are
designed to go mainly to low and middle-income
taxpayers. ' A
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One Year Moratorium on New Federal Spending Programs.
The moratorium on new spending programs which will
apply to the President's requests (except energy),
and the request that the Congress honor the same
moratorium would permit the Federal Government

to move toward long-term budget responsibility.
This action would hold down heavy Federal borrowing
requirements which would overload the capital
markets and . refuel inflation whem the economy
begins rising again. Such conditions could abort
the recovery, particularly in housing which depends
heavily upon ample credit and reasonable interest

- _rates.

SPECIFIC PROPOSALS ANNOUNCED BY THE PRESIDENT

I.

A Temporary, One-Time Anti-Recessionary Tax Cut
of $16 Billion. The President is proposing to the
Congress a temporary, one-time tax reduction of

- approximately $16 billion to provide prompt stimulus

to consumer spending and business investment. The
tax cut is divided 75 percent to individuals and
25 percent to corporations, which is approximately
the ratio that individual income taxes bear to
corporate income taxes. The cuts would be:

A. A Tax Reduction for Individuails of $12 Billion.

1. Individuals would receive = cash refund
equal to 12 percent of theidr 1974 tax
liabilities, as reported or their 1974
tax returns now being file¥, up to a
limit of $1,000.

2. The temporary reduction waild be a uniform
12 percent for all taxpayezs up to about the
'$41,000 income level where the $1,000
maximum takes effect, and would then be a
progressively smaller perczntage for tax-
payers above that level.

3. The refund would be paid i1 two equal
installments in 1975 with #he first in-
stallment in May and the sxcond in
September.
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The proposal does not affect in any way
the manner in which taxpayers complete

and file their 1974 tax returns in the
next few months. They will file and

pay their tax in accordance with

existing law, without regard to this
proposal. Later they will receive their
refund checks from the Internal Revenue
Service. Because no changes in deductions
and other such items are inwvolved, the
Internal Revenue Service will be able to
determine the amount of the refund and mail
the checks without requiring further forms
and computations from taxpayers.

To illustrate the effect of the proposed
credit, a family of 4 with adjusted gross
income of $12,000 using the standard
deduction would under present law pay

tax of $1,228 and would receive a refund

of about $147, i.e., two checks of about
$74 each. Although the taxpayer will not
figure his own refund, it is a simple
matter for him to anticipate how much

the Internal Revenue Service will be sending
him, by calculating 13 percent of his total
tax liability for the year {(on Form 1040
for 1974, it is line 18, page 1, and on
Form 1040A, line 19).

B. A Temporary Increase in Investtment Tax Credit for

Business and Farmers of $4 hu'llion.

l.

There would be an increasex for 1 year in the
investment tax credit to 1i2 percent for all
taxpayers, including utiliities (which

presently have, in effect,., a 4 percent credit).
Utilities will continue to» receive a 12 percent
credit for two additional years for qualified
investment in nuclear and :coal-fired electrlcal
generating facilities.

This increase in the crediit would provide
benefits of $4 billion in- 1975 to immediately
stimulate job-creating invwestment. (In view
of the need for speedy enazctment and the
temporary nature of the irncreased credit,
this change does not inclizzde the basic re-
structuring of the credit: as proposed on a
permanent basis in Octobe:r, 1974.)
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3. With respect to utilities, it includes a
temporary increase in the amount of credit
which may be used to offset income tax.
Under current law, not more than 50 percent
of the income tax liability for the year may
be offset by the investment credit. Since
many utilities have credits they have been
unable to use because of this limitation,
under this proposal utilities will be permitted
to use the credit to offset up to 75 percent
of their tax liability for 1975, 70 percent
for 1976, 65 percent for 1977, and so on,
until 1980, when they will in five annual
steps have returned to the 50 percent
limitation applicable to industry generally.

4. The 12 percent credit would be available
with respect to property placed in service
during 1975 and to property ordered during
1975 if placed in service before the end
of 1976. The credit would also be available
to the extent of construction, reconstruction
or erection of property by or for a taxpayer
during 1975, without regaxd to the date
ultimately placed in serviice. Similar rules
will apply to investment in nuclear and coal-
fired electrical generatimg facilities for
which the 12 percent credit will continue
through 1977.

Energy Conservation Taxes and Fees. Permanent tax
reductions for both individual and corporate
taxpayers -- discussed in the mext section --

are proposed to offset the revemue increases from
new energy conservation taxes. The purpose of

the combination is to begin immediately with
meaningful energy conservation, while avoiding

a reduction in aggregate purchasing power at

a time when unemployment is higih. Energy taxes
and fees, in conjunction with diomestic crude oil
price decontrol and the proposexd windfall profits
tax, would raise about $30 billlion on an annual
basis. The fees and taxes (whiich are also discussed
in Part Two of this Fact Sheet); include:
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A.Administrative Actions.
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1.Import Fee -- Because of the seriousness of

the problem and because time is required for
Congressional action on his legislative proposals,
the President is acting immediately within existing
authorities to increase the import fees on crude
0il and petroleum products. These new import

fees would be modified upon passage of the
President's legislative package. '

(a) Import fees on crude o0il and petroleum
products will be increased by $1 effective
February 1, 1975; an additional $1 effective
March 1; and another $1 effective April 1, for
a total increase of $3.00 per barrel. Existing
fees will also remain in effect.

(b)FEA's "0l1d 0il Entitlements" program will be
utilized to spread price increases on crude among
all refiners and importers, amd to lessen
disproportionate regional effects, particularly
in the Northeast.

(c)As of February 1975, product imports will
cease to be covered by FEA's "™0ld 0il Entitle-
ments" program, and for the dwration of that
program imported products will receive a fee
rebate corresponding to the benefit which would
have been obtained under that grogram. The
rebate should be approximately $1.00 in
February, $1.40 in March, and $1.80 per barrel
thereafter. This will overcome any severe
regional impacts that could be caused by large
fees in import dependent areas. :

(d) This program would reduce imports by about
500,000 barrels per day and generate about
$400 million per month in rewenues in April.

:)Q.Crude 0il Price Decontrol -- To stimulate

production and further cut demand, steps will
be taken to remove price controls on domestic

crude oil by-April—1,—31975,—gmbhject. o
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Taxes Proposed to the Congress. The President
asked the Congress to pass within 90 days a
comprehensive legislative package which would
raise $30 billion in revenues on an annual basis.
Averadge oil prices would rise about $4.00 per
barrel or $.10 per gallon. The package includes:

l.Petroleum Excise Tax and Import Fee -- An excise
tax on all domestic crude o0il of $2 per barrel
and an import fee on imported crude oil and
product imports of $2 per barrel. The new,
administratively established import fee of $3 on
crude oil would be removed and $1.20 fee on
products would be increased to $2.00 when the tax
is enacted. The product import fee would keep
the refinery input tax from encouraging foreign
refining and the related loss of jobs to the U.S.

2.Natural Gas Excise Tax -~ An excise tax on natural
gas of 37¢ per thousand cubic feet (mcf), which is
equivalent before extraction of liquids on a Btu
basis to the $2 per barrel petroleum excise tax
and tariff. This will discourage attempts
to switch to natural gas and azts to reduce natural
gas demand curtailments. Singe the usual results
of gas curtailments is a switch to oil, this
will limit the growth of o0il imports.

3.Windfall Profits Tax —-- The Prsident will
administratively end the contmwls on the price
of crude o©il on April 1. To mnsure that this
action does not result in one sector of the
economy benefitting unfairly # the expense of
other sectors, a windfall proiits tax will be
levied on the profits realizet by producers of
domestic oil. It is intended to recapture
excessive profits which would otherwise be
realized by producers as a result of the rise -~
in international o0il prices. This tax does not
itself cause price increases, but simply re-

increases otherwise induced. It will, in con-

captures the bulk of the profits from price
%@5%1?9 ise induce will, 3

73 ééZ¢ é%;;uf;

junction with the income taxrgroduce revenues
of approximately $12 bil . In the aggregate,

%Mgéaf'ééﬂuy&vmq/ the windfall profits tax is ‘sifficient to

G @u&yxweﬁkvbﬂz%
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absorb all of profits that wmld otherwise flow
from decontrolling oil prices plus an additional
$3 billion. Specific provisions include:
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III.Permanent Tax Reductions and Pavments to Non-
Taxpavers to Offset Energy Conservation tax costs.

Of the $30 billion in revenue raised annually by
the proposed conservation taxes, im conjunction
with price decontrol and the windfall profits tax,
about $5 billion is paid by governments through ,
the higher costs of energy in all things they
purchase. This §$5 billion includes:

. $3 billion by the Federal government.
. $2 billion by state and local governments.

The President is proposing to the Congress that

$2 billion of the revenues be allotted to a special
revenue sharing distribution to State and local
governments, with distribution pursuant to the formulas
applicable to general revenue sharing. The other
$25 billion will be returned to the economy mostly
in the form of tax cuts. As in the case of the
temporary tax reduction, this permanent change will
be divided between individuals and corporations

on a 75~25 percent basis, about $19 billion for
individuals and about $6 billion for corporations.
Specifically, this would include:

A.Reductions for Individuals, Starting June 1, 1975 --
Tax cuts for individuals will be achieved in two
ways: (1) through an increase in the Low Income
Allowance and (2) a cut in the smchedule of tax
rates. In this way, individuals will receive a
tax cut of approximately $16 1/2 billion, with
proportionately larger cuts goimg to low- and
middle-incomé familiés. . The Losw Income Allowance
will be increased from the preseent $1,300 level to
$2,600 for joint returns and $2,,000 for single
Teturns. That will bring the Icevel at which returns
are nontaxable to what is approsximately the current
"poverty level"” of $5,600 for a_ family of 4. 1In
addition, the tax rates applicaible to various brackets
of income will be reduced. The: proposed rate
reductions for joint returns ame as follows:
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Proposed Change In the Tax Rate Schedule
for Joint Returns

(All higher rates remain unchamged)

Present Proposed
Taxable Income Maximum Rate Miximum Rate
Less than $1,000 &" 14%
$1,000 to $2,000 ‘ 15
$§2,000 to $3,000 16
$£3,000 to $4,000 17
$4,000 to $6,000 e - S N
'$6,Q00 to $8,000 19
$8,000 to $12,000 _22
$1276D6Wt0 $16,0Q0 ﬂh25 -
$16,0Q0 to $20,000 28 -
$20,0DQ to $2gf000-* 32 -

The efféét“6§,these tax changes can be illustrated
for a family of 4, as follows:

Adjusted Present  New /Tax Peré;;ES\\
Gross Income Tax 1/ Tax //Saving Saving

$185° 100.0%

$ 5,600 $ 185 $ 0
7,000 402 110 292~ 72.6
10,000 867 ‘ 518 349+ 40.3
12,500 1,261 961 300 23.8
15,000 1,699 1,478 221 13.0
20,000 2,660 2,450 210~ 7.9
30,000 4,988 4,837 151 - 3.0
40,000 7,958 7,828 1307 1.6
o

;/ Calculated assuming Low Inmome Allcwance or
itemized deductions equal tw 17 percent of
income, whichever is greatetr.

B.Residential Thermal Retrofit Inrentive (Also
discussed in Energy Portion of this Fact Sheet).
The President is asking Congresz for legislation
to provide incentives to homeowsers for making
thermal efficiency improvements in existing homes.
This measure, along with a stepped-up public
information program, could save the equivalent
of over 500,000 barrels per day by 1985. Under
this legislation:

e

e, e
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1.A 15 percent tax credit retroactive to January 1,
1975 for the cost of certain improvements in
thermal efficiency in residences would be
provided. Tax credits would apply to the
first $1,00 of expenditures and can be claimed
during the next three years.

2.Improvements such as storm windows, and insulation,
would qualify for the tax credit.

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

C.Payments to Nontaxpavers of $2 billion. The final

component of the $19 billion reduction for
individuals is the nearly $2 billion special dis-
tribution to nontaxpayers. The great majority of
present taxpayers will receive tax reductions more
than adequate to compensate them for additional
costs resulting from the energy actions. Non-
taxpayvers will obviously not benefit in that fashion.
In addition, there are some present low-income
taxpayers whose income tax reductions will not

cover the increased burden of higher energy prices.
In order to alleviate the hardships that may be
occasioned for these persons, a special distribution
of $80 per adult would be provided, as follows:

1.The amount would be lower than 380 for low=-
. income persons who have in addition received
some income tax reductions.

2.Persons eligible for these special distributions
would make application on simple forms provided
by the Internal Revenue Service on which they
would furnish their name, address, social
security number, and income.

3.For purposes of the special distribution, "adults"
are individuals who during the year are at least
18 years o0ld and who are not eligible to be ,
claimed as a dependent under #he Federal income
tax laws. '
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(a)A windfall profits tax at rates graduated
from 15 percent to 90 percent will be imposed
on that portion of the price per barrel that
exceeds the producer's adjusted base price
and therefore represents a windfall profit.
The initial "adjusted base price" will be

the producer's ceiling price per barrel on
December 1, 1973 plus 95 cents to adjust

for subsequent increased costs and higher
price levels generally. Each month the bases
will be adjusted upward on a specified
schedule, which will gradually raise the
adjusted base price to reflect long-run
supply conditions and provide the incentive
for new investment in petroleum exploration.

(b)The windfall profits tax rates will be applied
to prices per barrel in excess of applicable

adjusted base prices as follows:

Portion of price per barrel in
excess of base and subiject to tax

Less than $0.20

$0.20, under $0.50
$0.50; under $1.20
$1.20, under $3.00

$3.00 and over

Amount of tax

15% of amount

within bracket

$0.30 plus 30% of
amount within bracket
$0.12 plus 60% of
amount within bracket
$0.54 plus 80% of
amount within bracket
$1.98 plus 90% of
amount within bracket

(c)The windfall profits tax does not include

_a "plowback" provision; nor does it contain
exemptions for classes of preguction or
producers. It does, however, include the
limitation that'the amount subject to tax may
not exceed 75 percent of the met income from

the barrel of crude oil.
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4.Since most taxpayers would receive their 1975
income tax reductions in 1975 through reductions
in withholding on wages and estimated tax
payments, the special distribution to non-
taxpayers and low income taxpayers would also
begin in 1975. It is anticipated that
disbursement, based on 1974 income can be
made in the summer of 1975.

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

IV.Moratorium on New Federal Spending Programs. The
President announced that in his State of the Union
Message and subsequent messages, he would propose
no new Federal spending programs excent for
energy. He also indicated that he would not
hesitate to veto any new spending programs passed
by the Congress. The need for the moratorium is
is demonstrated by preliminary FY 1976 Budget

estimates:
Fiscal Years Percent Change
1974 1975 1976 75/74 76/75
Revenues 264.8 282 304

Expenditures 268.4 314 348

Deficit -3.6 32 4 - —_—

SUMMARY OF THE BUDGET IMPACT OF THE NEW TAXES AND FEES AND THE

TAX CUTS

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

Revenue Raising Measures Estimated Amounts
($ billions)
0il excise tax + 6
Natural gas excise tax + 8 1/2
Import fee increase ‘ + 3 1/2
Windfall Profits tax S +12

Total ' +30
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EStimated Amounts

Revenue Disbursing Measures ' . ($ billions)

Energy rebates:

Income tax cuts; individuals -16 1/2
Energy saving credit - 1/2
Nontaxpayer distribution , : =2
Corporate tax cut - 6
State and local governments -2
Federal government costs : - 3
Subtotal : ' -30
Temporary economic stimulus:
Individual tax refunds -12
Investment credit increase - 4
Subtotal ‘ -16
Total Revenue Disbursing Measures 46

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

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

. The increase in import fees would go into effect
-- $1 per barrel February 1.
-- To $2 per barrel March 1.

-~ To $3 per barrel, if the energy taxes have not
been enacted, April 1.

. The windfall profits tax on crude o©il would be
effective as of January 1, 1975. First payments
of the tax would be made in the tihird quarter.

. The permanent tax cuts for indiviciuals and
corporations thatreturn the revenmes from the
energy conservation taxes are effrctive as of
January 1, 1975. The changes in withholding
rates for individuals are expectexd to -go- into
effect on June 1. The withholdimg changes will
be adjusted so that 12 months rediuction is
accomplished in the 7 months from: June through
December.
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. The tax credit for energy-saving improvements
to existing residences would go into effect as
of January 1, 1975.

. The special distribution to nontaxpayers is
expected to be paid out in the summer of 197S.

. ‘The increase in general revenue sharing to State
and local governments would be effective with
the second quarter of 1975.

. The temporary anti-recession tax cut for individuals
will be paid out in two installments, tentatively in

the second and third quarters.

. The one-year increase in the investment tax credit

becomes effective retroactively to January 1, 1975.

The timing of the various changes suggests a pattern of

direct budget changes as follows.

The timing of the economic

stimulus or restraint will depend, as well, on such factors
as the indirect effects of the budget changes, the timing of
the pass—through of higher energy costs to final users, the

extent to which the changes are anticipated, and a variety

of monetary and financial developments thaz arise out

of these changes.

Timing of Direct Budget Impact

($ billions)

Calendar Years

1975 1976
I II 111 IV X II II1 v
Energy Taxes +0.2 +4.1 +12.6 +7.6 +7.6 +7.5 +7.5 +7.5
Energy Rebate ‘ : ‘ '
Tax Reduction .0 -3.2 -9.0 =-9.0 -5.6 -7.9 -6.3 -6.4
Nontaxpayers . -2.0 -2.0
S&L Gov'ts | .0 -0.5 -~-0.5 -0.5 -0.5 -0.5 =-0.5 -0.5
Federal costs 0-- .0 -0.8 -0.7 -0.8 -0.7 -0.8 =-0.7
: i ' -
Stimulus Tax Cut- .0 =-6.1 -7.9 -=0.6 -0.8 -0.9 0 0
+0.2 -5.7 -7.6 =-3.2 -0.1 -2.5 =-2.1 -0.1
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INFLATION IMPACT '

Both major parts of the tax package raise questions about
inflation. The excise taxes on crude oil and natural gas,
combined with the tariff and decontrol of prices of both "old"
0il and new natural gas, would add to the gemneral price level
immediately. The consumer price index is expected to rise by
about two percent when these tax and price increases go into
effect. However, this increase has a one~time impact on the
price level that, with exceptions in some areas, should not add
materially to inflationary pressures in future years.

The 1nflat10nary impact of the $16 billion anti-recession tax
cut is more difficult to assess. While some economists would
argue that a tax cut will add to the rate of inflation during
the year ahead, others would contend that under present
economic conditions, with unemployment high and many factories
operating well below capacity, the predominant effect of the
tax cut will be to stimulate spending, and that additional
spending will have only a slight impact on prices.

Whatever the precise price impact of this $I#6 billion tax

cut during 1975, the most important fact abaut it from the
standpoint of inflation is that it is tempormary. With the
recession still under way, the rate of inflation will be
coming down ~-- it will be too high, but newvesrtheless moving

in the right direction. After the economy gets well into
recovery, however, too much stimulus would e sure to reverse
the slowing of the inflation rate and, indeexd, start a new
acceleration. Thus, the tax stimulus must bie temporary rather
than permanent. :

The President has declared a moratorium on mew Federal spending
programs for this same reason. Budget expemditures are

rising rapidly this year, in part, because wf programs to aid

the unemployed. That is acceptable and higlhly desirable in a
recession to relieve the burden on workers who are affected.

It is also desirable because spending under- those programs phases .
out as the economy recovers and unemploymeni: falls. The lncreased
Federal spending is only temporary.

Over the long-term, however, both Federal smwending and lending have

- been rising much too fast,'a fact that accouwnts for a substantial
part of our current economic problems. A nexw burst of expenditure
programs cannot help the Nation recover fromm the current recession --
the impact would come much too late -- but iit would surely do

much inflationary harm as the economy returms to prosperous
conditions in the years ahead. Therefore, @&t the same time that
taxes are being reduced to support a healthy recovery, policies
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- that would revive inflatibnary pressures must be avoided after

the recovery is underway. In the year ahead, it is just as
important to step on the expenditure brakes as it is to step
temporarily on the tax-cut accelerator. The size of currently
pro;ected Federal budget deficits precludes introduction of
major new spending programs now that would raise inflationary
pressures later. For this reason, the President requested that
no new spending programs, except as needed in the energy area,
be introduced so that we can regain control of the budget

over the long-run and permit a gradual return to reasonable
price stability.

OCTOBER 8, 1974 PROPOSALS BEING RESUBMITTED FOR CONGRESSIONAL ACTION

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

1. Remove restrictions on the production of
rice, peanuts, and extra-long-staple cotton.

2. Amend P.L. 480 to waive certain restrictions
* on_shipments of food under that. Act to needy
countries for national interest or humanitarian:
reasons.

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

4, Eliminate the U.S. withholding tax on foreign
portfolio investments to encourage such investment.

5. Allow dividends paid on qualified preferred stock
to be an authorized deduction for determining
corporate income taxes to increase incentives
for raising needed capital in the form of equity
rather than debt.

6. Create the National Commission on Eegulatory Reform
ana allow prompt action on other reforms of regulatory
and administrative procedures that w111 be recommended
in the future.



lo‘

17-A

Reduce the structural difference between commercial
banks and thrift institutions by permitting

the thrift institutions to engage in additional deposit
.and credit activities {(The Financial Institutions Act).

Permit more competition between different modes of

surface transportation (The Surface Transportation Act).

Permanently increase the investment tax credit from

7 to 12 percent (and for utilities from 4 to 10
percent) and restructure the credit to eliminate
existing restrictions that limit the incentive value
of the credit and that discriminates between types of
taxpayers and investments.

Amend the Employment Act of 1946 to make explicit the
goal of price stability. (Substitute "to promote
maximum employment, maximum production, and stability
of the general price level” in place of the present
language, "to promote maximum employment, production
and purchasing power.")
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Over the past twokyears,':rbgress has been made in cons2rving

energy, 2xpancing energy F&D and inmpreving Federal government
energy orzanization. yesp;ue such acezmmlishments, we have
noet succesaied in solvinz fundamentzl prodlems and our Neutlonal

_enargy situation is critic al. Gur reliance on foreign scurces

of petrol=zum is contriduting to both iaflztionary end reces-
sioﬂery pres3ures in the ﬁnited Stataez, Yorid sconomic
3259iiidy 13 thrzatentd sad several inuustrlialized nacions

.- depsndent upon imported 011 are ’a»ing bankruptcy end economi
colaapse.

¥With respect to the U.S. energy aituatian.

ww Petroleum 23 readilly avallabdble from foreipgn
sources == put =% arbitrarily nigh orices
csusing rmassive osutfloy of d;l:ars, and at
the -is¥ of incressing osur Naxionis vulnerae-
bility io zevera ecconciiic disrrption should
- another ermbargo be imposed, s

- Petroleun imports remain g5 hizh levels
even 2% pressnt hign y-:CCS-

- Demestie oil produstion eantinues to
' - deecline =8 cicdar flelds s de=pleted and
new fislds are yeara from production; 5.5
nillicn barrals par day in ;97% ccnpared
to 9.2 million in 1573.

‘- Total U.S. petrclesum constmotion is
. increzsing, 2ithsugh 2% slswer rates
due to nigner prices, :

e Naturzl gas shortapas are forsiag o rtailment oy
supplles To wany intustrizl fimms and cdenial of
service %o niw reaidantial eu s:une“u. {143
expacsed thia winter varsus 7% Iast yzar,) This
iz reru;t-ng in unsn chr;r:, :z¢"~ﬁ*c 18 in ths
production of fartilizar neadss $o irerense focd
suppllics, and inergased demand Tor alternative

- fuels -= primarily imported olli.

== Ccal production is at sbout th= same level as in
the 1930'=.,

more
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== Nuclear energy Accounts for only 1 percent of total ..
o energy supply and new plants are being delaycd
postponed or cancelled.

 ;-- Overall energy consumotion is beginning to increase
.. again.

- U.S8. vulnerabllity to economic and social impact
- from an embargo increases with higher Imports and
will continze to dc 50 until w2 reverse currsnt
trends, resdy standby plans, and increase petrolzuun
storage. '

Economic impacts of the four-fold inerease in OPEC oil
prices include:

- Heavy outflow of U.S. dollars (and, in effect,
Jobs) to pay for growing oil imnorts -- about
$24 billion in 1974 compared to $2.7 billion
in 1970.

— Tremendous balance of payments deficits and
possible economic collapse for those natlions
of Europe and Asia that must despend upon
expensive imported cil as a pr*nary energy
source.

- Accumulation of billiens of dol zars of surplus
revenues in oil expcrtinv naticns -- approxi-
mately $60 oillion in 1974 aloze.

The Presldent's State of the Union Address outlined the Natlon's
energy outlook, set forth naticnal enerszy policy objectives,

and described actions he 1is taking imred_ately and indicat ed
proposals he 1s asking the Congress to pzss.

U.S. ENERGY QUTLOOX

I. Near-Term {1975-1977): In the next 2-3 years, ther:z are
oniy a few steps that can be taken to Increase domestic

- energy supply particulariy due to the long lead tinme {for
new productlon. “ii ﬂmnorts will thBus continua to rise

unless demand 1s curbed. : '

IT. Mid-Term (1675~ 1985}: In the next ten years, there is
greater Tiexibility. A number of aztions can be taken
to increase domestlie supply, converi Ifrom foreign oll
to domestiec cozl and nuclear energy. and reduce denand --
i1f the lNation makes tough actions. Vulnerability to an
embargo ¢an be pli*inated. o :

more _
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“EEE - Leno=Tems (Beyond 1935): Emerging energy sources can }b
play a vizzer role in supplying U.S. needs -~ the razulls
‘0f the Hation's expandad enercy ressarch and develonment
prozram. U.S, iadepsndence can be maintained., New
technologles are the me3t cignificant opportunity o

- other consumins nations with limited domestic resourcss.

Hﬁ”IC Al E ERAT PGL*CY GOQLS AND PRINCIPLES ANNOUNCED B Thl

T}E ?4 3 «u‘& 3 . : ! : *

; 2 h~1v-'@W* (i3 ﬁ-lg;?) Reduce cili i=ports bJ % ﬂil-awu
barrels per day by the end o 319375 and 2 million barrels
by the end of 1977, through 1 :med ate sctions to
reduce ene?gy dsmnnd a&nd Incraase jomas tic supply;

(4) With no ﬁction, inports would be zbout 8 miilion
: baryrels perr 4y bY tha gnd of 1877, more than
20 percent adboeve the 1973 ?re-egbargo levels.

(3) Acting to meet the 1977 zozl w1il reduce imports
belew 19373 levels, assuring reduced vulnerabliils
from an 2::0arg0 and greater coasumer nation
cooperation.

{C) Mor2 drastic short-iterm recustisns would have
unacceptab;* econoric ‘*“aets. -

II. Mid-arm {1975-1583): Eliminate vulasrabllity by
ac“;ﬁviub the expacity for full ensw=y independa2nce
by 1365. <his means 19565 imports of no more than
3=3 milliiza bzrrels of o1l ber d2y, 211 of whigh can
be replacad immaedlately frem a stratezic storage
system and 3anaged w2 th emergenc, m2=2ures.

(A) With no ac¢tion, cil iaports ty 1935 could be
reduceda to zero &t prizes of 21 per barrai or
JiOYC == O taev couls 2>:J substamtialliy higher
if world ol ‘"ice’ are deduced (e.g., at 37
rer. bI “rnls JeSe COnsumpticn cozid roach :

24 miilion haroels pen dav »izk 4imports of
above 12 million, or above S8Y¥ »f the total.)

{B) The U.S. anticipates 2 raductioz in world oll
prices over £h2 next several vesys, fHence,
plans and policles nmust de estabkliished to
achicye anergy Independence even zt lower

s prices == countarinz the nermal tandz2ney to
increouse 1-ports as the price ceelines.

more i e
(OVER) .
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‘Actlons to meet the 1985 moal will held imports

to no wmore than 3-5 miliion 2arrels per day,

~even at £7 per barrel prices. ?Protection against
endarso of the remaining imports can than be -

handleu most econonieally wiih storage and

: st&n&by emergency measures.

III. Lon

should

=Tzt (Beyond 1985): Within thils ceatury, the U.S.
strive to develop tect nolo - and energy rasources

3 & 3 - Ju -.‘»a _—
£0 enaLuie iV Co SuppPly a siznilicint chare ol ths

Free
(A)

(8)

World's enz2rgy n2sds.

dthef consuming netions have 1rsufficient'fossi¢
fuel "esources capacity to rez2ch domestic eqergy

‘self-guificiency.

The U.S. can again become a #orid enargy suznlier
and fostsr world ensrgy price 23abiliby == nuor
the zarme as the natlon did ;:ior to the 1963's
whan it was a rmajor supplier of world oil.

‘ﬁ“i“jv-: Actions ¢o achleve the a2bove nationail

en-rs"' o413 muat te tased ugon 2 :bllowing

prine*gle

rovide eraprzy to the %“er*c,n ﬂonsuma* at the
lowest possaule cost consissemec with ocur need
for socurz2 ansrgy supplies. :

‘Make eu-rgy decisions consistent with our owverall

econonmic goais.

Salsnce environmental goals ¥ith energy require-
ments.

Rely upon the private szelor gnd ma*ﬁet forces
as _the nost eflicisnt means of achieving the
¥Naticn's goals, but act thrc:;a the govarnmacnt

where ths private sector 13 tnable to aschizve
ur goais.

Sa2k eauity among all our c¢itizens in sharing
of bea2r'ies and ccsts of cur znergy progran.

Coordinate cur energy polici:s with shose of
other consuning nations $O wrxmote interde-

}pepdence,‘ a3 #well as indepenience.,

more
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ACTIONS ANNGUICED TUDAY SY THE PRECIDENT '_ _ : q},

I. ACTION3 ASNOUNCED BY THL PAESIDENT 70 MEST =
REAR-TERN GOALS (1579-1%77) i

“To meet the national gecals, the President cutlined a com-
preaznsive program of iezislztive proposais to the Congress
which b2 requested de enactad within 90 &27y3 and administra-
tive z2tions that he willl Yegin implementing immadiately.
The legizlative paskagze is uncre effestive and egultable than
‘the administracive prospram, but tha Presidont indicated that
ghe serliousness of zhz 3ituvation demandac ismediate acgtisn,
These actions will reduce overall snesrgy demand, increase
domastic production, increase convarsion $0 coal, and reduce
0il imports. Taey include: ‘ .

(A) Adminiasrativa Actions

4f

¢

1. ‘Import FTos -« Racause of the seriousness

.of tas tooblem and Cocause sime is required

for Congrezszional acticn on his lepgisiative
propozalis, tha Presidant iz acting irmedialely
Aithin axistinz suthorities to inciezse th2
d=nort fz2es on crude 0il znd pelroleun
products. These new inmsort fees would be
mo2ifisd upon passage of the President's
legislezive pscxags. N e S

(a) Import fees on crude 921 and petroleum
" products will b2 increases %y §1 sffeetivse
Fadruary 1, 1973; an addisional 21 eoffeciive
Ctlareh 1; angd another 31 effsctive April 1,
for a tot2l incra2ase of $3.%0 per barrel.
Existing fecs will z2isd rersin in effesct.

(b) PE4's 012 041 Zntitliecents" progronm
will b2 utilirzed 2 zoe2ad grice inorsases
on eruis asony all refinece and importars,
and to0 iassen digpronoritiommte resional
flects, particularly in the Northoast.

of February 1975, croduct. imports
u® covevad oY FEA's "0lad Qi1
progrem, and for the duration
ax {oporsed products will reciive
- & Tee rehate corrasponding 2o the benetis
- which would have been cbizined vnder that
proZTan. The Pebate should de approximately
21.060 in Fadbruary, 31.50 2n darch, and $1.22
per barrel thersaiter. Thls will overcon2
any severz rezional Impacts that could be
causad by large fe28 in import dependent areas.

® o
i)

&
232
Entitleren
ol that or

&

o <t
=0

v‘;g 4

£
c

(&) 7Thals program would reduce inports by abous

560,000 varrels per «ay and zenerste aboub 400
millicn por month -in revenuss 1in épril.
more

(OVER)
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' Backup Import Control Program -- The energy -

conservation megsuras and tax proposals

will be supplemented by the use of Presidential
pover to limit oll imporis as recessary to
achieve the near-term gozls.

Crude 011 Price Daz or’tro‘l‘ - To stimulate

producticn and furcher cut demand, -steps
will b2 taksn to remove orice cont"ols
on donenkic eruie <1 by 2pr-ix i, 1575,
subject to corgr@sa*on&l ci=aoproval as
provided by 834(g) ¢f the Erargency
Petroleum Allocation Act of 21973.

Inereage Pubils - Tdusattem on Tnercy
Snfor7Rzion e CaETEl = L
will step up its efferts o provide infor-
mation on energy conzervztion ..--tho\.s and

benefits,

Compnrehengive Tax a d Dapantral P"or;ran e
The Trecidsnt asiad $h2 ooSoo—e38 o0 pass
within 9C days a ﬂcmprenan.,.‘:;e Le;islatiw-

- package which conild lssé %o reducticn of

oil 1mpor::s of 980,000 \gs,r:-els per Gay
by 1975 and 1.6 million mammels py 1977.:
Average oil prises would rise abm..t $4.00

per btar: .,,,1 £ 2.10 per gxnlIcn,. he package
‘which wiil raise 330 blll:'_ﬂ in revﬂnues
inciudes: :
(a) ¥inif31l Profits Trx e A tax on all
domestic crude il S0 capwire the windfall
profits pesulting foom ﬁ**..,e decontrol,
- Tha tax wsulid tak

" B88% of the windfall
profits on cruds i and wouid vhase out
over sev:sral yeesrs, The wesx would be
retrcactive to senuary i, 2975,

(b) Patwoleum Exolsa Tax: and Immort “‘eﬂ -
An eXCite TRX OB Uil dfiesstic oruge o

.0f $2 per varrel and an a....“.m"i; fez on

1mport-°u crude c1l and prwcucst imports of

$2 per barrel. The neyw, ‘,_.m.;_*.i..t.rativel,,r
estab‘ ishzd import 22 o 23 on crude oll
would be renovad and $I..253 fe2 on products
would be 3incressed to $2.09 when the tax

is enseted, The prcdu‘f = omort fee would
keep the refinery inpui Zizx from encouraging
foreign refining and the '=lated loss of Jcbs
to the U,.S. i M

ore
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(c) New Natural Gas Deregunlation =- Remove
Federai interstave price resuiation on new
natural gazs to increase domestic production
and reduce demand for searce natural gas
supplies, ) ;

(d) HNatural Cas Excise Pax «= An excise
tax on natural gas of 374 per thousand

cubic fo=4 F o a0 a2 pnly 2 qulivv-a'? eyl

cwZw Lilfvae se LER S8 Rl S 4 o 3 b

before exiracsticn of iisuidz on a Biu-

‘basis to the $2 p2r barrel petroleun

excise tax and tariff, This wlll dise-
courage attempts to switsh £0 natural gas
and agts to reduce nuituml 23 denand
curtailnents. Since th: ususl resuits of
gas curtaliiments is a ssllen to oli, ihis
will limit tne growth of a8l irports,

Elk Iiils Y¥aval Potrole— Pessrva, The
Presicdent i1s asking th2 Comgress to pernmit
prcduction of the Elk H21is Naval Petroieun
Reserve (¥PR #1) undar Havy control. :
Procduction could reach 150,300 barrels

per day early in 1975 and 300,000 barreils
per day by 1977. The o2l produced would

be used to top off Dafznss Terparinent

storage cenks, with the remainder so0ld

at aucticn or exchangesd for refined
petroleun products ussed by the Pepartment
of Defenze, =Revenuss wounld be used to
finance urther sxpiorarcic:, develcpment
and production cf tha lavz: petrolisum
reserves and develop strategic petroleun
storags, : g

Conversinn to the IUse of Tonestie
The President is aszking Shs Congress
arend the Clesn idr i3t znd the Energy
Supply znd Enpvircnnental Cisrdinatlion
1574 to permit a vimorous procram
to muke greater use of damestie cozl to
reduce th@ nesd for oli. This prozram
would raduace the need fo= 311 importis
by 100,000 barrels per dsy Zn 1975 and
300,000 sorrelz in 1677, These amend=-
ments would extand Zal'lg cziznority to

“grant pronibiticn orders Iom 1975 to

1977, preonibit pcwerplaris carly in the
rlanning orocess fron burning o0i1l and gos
extend ¥ZA enforcement sitzorlity from 1978
to 1985, and make clear tk2t cozl burning

nore

(OVER)
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installations that hzad erdizinally planned

to convert from coal tacill be eligible
By .~ for compllance date exzsnsicns. It would '
o+ . - glve EPA authorily to sxftend compliance

o R <4 dates and eliminate resirictive reglonal
environmental linltatices. A plant could
convert 25 long zs its wmrn omissions do
not exceed amblent alr gmality standards.

II. ACTIONS a:llQUNCED BY THE PRPESIDER T0 MEET HID-TERM

- GOALS (1575-1385) ; : - ; '

These zctions are desizgned to meet the seal of achieving

the capabillty for ensrsy independence sy 1955. The aetions
include measurses $o increase domestie ey zreoduction
(incluéins measurss to cope wWita 2onstefnis and strike

a balance between envircnmentzl zand emerzy objectives).
reduce enerpgy ucmand, and prepare for any future emergency
resulting fream an embargo.

(4) Suppiy acticns

o Naval Pestroleum Reserve Mo U (Ieglslatiwre

oy . Dronosii) -- e President 1s aslkidlng the
Conzress %o guthorize theezploration, ae-
velopnent and productionof HPR-4 in Alaska
to provide petroleun Tor he domestlc scornznmy,
wilth ¢15-20% ezarmarked fornillitary needs and
stratezic Storaze. The »scrves in NPR-4
whlch sre now largely unsxiored could pro-
vide &t lcast 2 miliic:: barrels of oll per
day by 1905, as much 23 %= now import from
the Middle Ezast. Under t= leglslative
propossl:

(s) The Presldent would: authorized to
explore, develop and prodse NPR-4.

(b) Tae Jovernment's shax of production
(zpproximately 15-2C%) woid be used to
helyp fivznce the stratzsgi=storaze system
and to help fulfill ndliczy petroleum.
requirsnents. Any other =zeipts go to . :
the Unlted States Treasuryszs miscellaneous
receipts. ‘ \

.more
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0CS Leasin~ (Administrative) -- The President

9 : - oy

reaffirsed his insencion to continue an
aggressive Quter Continsatal Shelf leasing

 policy, incliuding lease sales in the Atlantic,

Pacific, and Gull of Alaska., - Decisions on
individual lzase sales will awalt completicn’

- of appropriate environmental studies., In-

creased CCE le2asing could 26d domestic pro-
duction of 1.5 million barrels of oil and

~additionai supplies of natural gas by 1985.

Thare w11l he close cooneration with Coastal
States in thelr zlamnin: for posslble inerotsed
local development. Fundirs for environmental
studies and assistance tec States for planning
has been increszsed in PY 1975, oy

nc Domestic Enerc-y Prise Uncertaints
Ve pranosal, -- m2faslavion wWill -
2d aucnorazinz sad requiring the
nT To0 use tariffs, imsort guotas,
1zpor: prize ficors, o other nieasura2s to
achlieve domestic enersy price leveals
necessary to reach self-zufficisncy goals. -
This lezislation would orovice flexibllity - . -
t0 cope with possible larpe-sgale fluctuz-
tions in world o1l orices. It will autho-
rize maasuvres needed to st-ike a2 dbalance
betwesn tha advantages £o the econony of
potential lower oil prices and the disad-
vantazes of increassd vulnerzdility 20 zn
ermbargo that will resull i there is an
inadegusate sconcmic incentive to assure

-developnn=2nt and zroduction of domestic

energy cources.

Clean A1> Act Armeondments (Lepislative
Brongsai) -- In addlition to the ansnaments
ouclinzd sarlier for shors-ierm-goals, the
Presidsnt is asking for otlier Tiean Alr

Let a2maniments necdced for 2 dalance betwsen
envircnrsntal and energzy soals. These
ircluca: o5

(2) Lezisletivs clarification to resolve
problens resulting from court decisicns
with resnect o significant alr quslity
deterisraslion in areas alzeady meeting
health and welfare standasxis.

(b) Exteasion of compliance dates throughn
1985 to iumplement a new poilzy ragarding
stack g£as scerubbers -- £o 2ilow use of
intermitcent econirol syatems in 1solated
power plznts through 1935 and reguiring
other 2surses o aclieve control as soon
a3 possitle. - :
more : -~ (OVER)
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. monoxide (9 grams per =ile), and at 1975 =

10

(c) A pause for 5 years (1977-1981’model
years) for nztionwide azto emission standards

‘at the current Califcraia levels for hydro-

carbons (0.9 grams per mile) znd carbon

s

standards (3.1 grams per mile) for oxides

of nitrogen, with the exception of California
where 2.0 will still be required. These
standards for hydrocarbens (HC) and carbon

‘. AN : S o b -
nonoxlde {00} are mnores ztrincent than nov

required naticnwide o> 1976 model ysar's

- cars. . The change from the levels now

requireé for 1977-1981 medel years in the
law will have no signififzent impact to
meet zmblent air quzllily stancards, yet thsy
will faclliitate attairmmmmt of the goal cof
LOoZ increase in auto fusl efficilency by

‘the 1980 mogel year.

(d) EPA will shortly bezfn comprehensive
hearinzs on emission corirols and fusl
econony which will provize more detailed
data for Congressional emslderation.

Surface Mining (Legislative proposal) --

The President 1s aslking #fie Congress to pass
2 surface mining biil which strikes a balance
between oar desires for zxeclamatlion and
environmental protecticn and our need teo
inerease cdomestic coal pmduction substan-
tially over the next ten years. The preoprcsad
legisiation will correct the problems whicn |
led to the President's v=ic of a surface
nining biil last year. v : ;

Coal Leasing (Administrative) -- To zssure
rapid procduction i'rcm existing leases and %o
neke new, iow sulfur ccal supplies available,
the President directed tie Secretary of the
Intericr to:

(a) Adopt legal diligeme regquirements to
assure timely producticn fircm existing
leases. - N

(b) Meet with Western Gorernors to 'explorec
regional questions on ecormmic, environmental
and scclzl impacts associzted with new Federal
coal leases. :

(¢c) Dezign a progran of xew coal leasing
conslistent with timely dsrelopment and
adequste return cnpublir assets, if proper
envircnmental safeguards aan be provided.

more
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Slectric Utilitles -- The President 1s asking
the Concress for lezisliz=tion concerned with

‘electrical utilities. Ia recent months, 6C%

of planned nuclear capasity and 20% of non-

.nuclecr capaclty 2dditie=s have been pos ,pured

or cancelled. Fincﬁciqg:s roblems are worsening .
and State u.i;itv commission practices have

not assured racovery of eosts and adegquale
earninzs. The transitica from oil and gas~

fired plants to cozl cné zuclear has been

slowed wreatly - contriduiing to pressure

for nizher oil 1m;orts. azclong dnvolve:

{a) Uniform Investment Tex Credit (Lezislative)

- an incrczse in the inveabm-dv £ax eredit to

elininzte the gap botween utilitlez and-other
Induzt»rl23 -- currsntly 3 45 rate app¢i°s to
utili:iis and 7% to others. -

(b) Hicher Investmant T=x Credit (Lesislaviva)

An increase in invesimezi tax credit for all
industry, includinz utiZfiies, for 1 year --
to 127. The 12% rate womis be retained for
two additicnzl yesars for musiear and cozal-
firod electrical ~enewa*iﬂv- glants only.

(e¢) 2= »d Stock Dividio=2 Deductions
{Lezis] ) A chanre =5 tax .ews sbpplic
bis to mii incustrics, ir a&xdi 1124 utilitie
which zllicws dsductions of pwefe""ed stock
dividends fur tax purposz2s: 50 reduce the
coat of czpital and stimulz;:a equitj rather
than ce b‘ finaneing =

{a) 31:;_ceu "efOﬂw of Setr=*e Utility Comriczsion

3.

Processns (Lo iBlfL.Y2) —=- .22 denigiacion
. Woudd Sz=ie tiv&lv rIiorn ucility ecrmission

(1) settin:~ a2 maximum 1i5it
of 5 mon "or rats or sorvice proceedings;
z fuel adjusiis=ni pass-throuchs,
insoludinz cazes: (3) P“PW"“iﬁa izt con-
t*ucu*en worik in progress e inziuded 1n &
wtilityiz rate base, ) z,,movin any rules
prchi- in:a 2 utlility fron zharging lower
2ates for o

iec t*ic Douer dmming ox*—peah
hou*s, and (57 allowing tix cost of pollu-
-tlon control & uipn‘n: to it ineluded in

> ; ,

the rate ba

(e) ZEnercy Rezources Counctli Study
(Admiriospativs) —- neview —nd resort to the
Presidsnt on tne entire re;;lator: pProcess
and finzancial situation re:xat ng to electrd
utilities and determirne whms furthey reoforms
or actions ars needsd, ““i.w*ll uonouit
with State utility commissiiins; governors,
public utilities znd consuzzrs.

s
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8. Nuclear Pcwer -- 7o accelerate the growth of
e % v nuclear vower which suppifes only one percent
T X " .. 7 of our energy needs, the President is pro-
o . . -posing, in addition to actions outlined zbove:

" A Nuclesr Facl 11 SY LLCenSakf act O ASSure nini
rapid sitin and licensisg of nuclear plants, -

(b) 121 Budget Tncf'fase 'Lacislative) ==

An donraqse of %1 il I8 Lpproryiscicens
for nuzlisar ..afe..y, salegards, and waste
-manage:'en'c.

S, Enarey Fae & Sitins @etzislati‘ve) o
Logisiazion woula racuc? ensrgy ilaciiity 31l
bottisnssks and assur2 sfies for nseded facsil
ties wiih proper land uaa sensiderations, T
legislation would: o -

3 tt o
bed
2
WS
(1)
m

D
-+
&
2

(a) Reguirs preparatice ef 2 Natlonal EZnergy
Siting a2nd Facilii::: Pien ¥ FT=A ¢0 serve as a
guicde Tor States in deveimying their own 3State
enersy “"!cilt‘-y “anagenez:z wmeogran, The tzte
managenent progrzms wilil Immlude: (1) 2
coordinzted process ;or e::;sdi‘-:icus reviey
~and approval cf encrgy faciiity applicztion
: - {2) intcegration of ths =nerry facility siting
prozcess within the State's zrerall lard use
program; and {3) z State lar valch ensures
that finzl S5%ate ensrgy fazliiity decisicns
. eannot bde ﬂ.z}'.lineﬁ by.ac.i...s of loecal
- LA governnants. .
(b) Provide for a limited Tderal suthovity
- to promulgate S¢ate plans =3 authorities ir
the 8tata2s do not act arnd mrovision for cwners
of eligibla facllitiss or citizens to sus
States for Insction, : K

(c) Proviiz no Federal re.ae in r:a.cing case by
case piting decisions for &= States,

"(B) Enersy Conservation Acticns

} , The President anncunced a numder of energy cone
; : servation measures to reduce der=nd, including:

(a) E .edito'! Licensing snd Siting (Torisl atf‘.’v

g

e ‘ 1. 2Zufo Jmsoline Hilssgze Inersases (Sdmirndstrniivo) --
-' ' : : Tha Savretary ol <ranspurcaxion has ootalinzuy

| i »wri.,.. n sgrezments with aam m the major uto-—
| : rnobile nmanug acuuwere wh" ~h 11 vielu & 133 perc
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average for. all new autos by 1980 model yerr.
_ These agrceements are contingent upon relaxaticn
of clean zir act auto emission standards., The
- agreement provides for irnterim goals, Federal
monitoring and public repe~ting of progress.

- Building Tharmal Standords (lesislative) -

The Frazldeny 1s asiking Coagrecs for iegislastion
to estavlish national maniatory thermal (heating
and cooling) eff’iciency standards for new homes

an? pemearaial bt e v taly weald save tho

'_544 "34«.;:; .:: ’“’"”‘;.;;;-f‘ ~.-;.4..J.¢ign D&I’"’e . 55..
011 per day by 1935, Under this 1egisla"io'x:'

(a) The .:e"z-etary of Housing and Urban Develep-
ment shall utili=zo the Naticnal Inctitute of
Bullding Sciences and consall with ot‘:nr
-enginesring, archi’ acuwa;, consumer, iabor,

' Ti s nb o-.o.hese:.lva = i
indussry, and governnent we= tatives to
advise on development of #£fficiency standards.

(b) Thermal standards for one znd two-fa:-:*_lv
Gwellings will e davelopei and 1r~p1e:ﬂe-ta?'1cn

would begin within six months, HNaw minic

parformance standardn 22 z=mergy in comercial g

and resideatial buil 1dinza sould be developed

and inmplemented m3 soon tharsafter as practicsdle,

(¢) Standards would be. i—=lemented by State
and iocal mvernments thrmg’x local bui..di..,s
codas, ~

{(d) The Pres idan* 23150 divected the Secreta-v
of Housing and Urban ua*.ml.;wnt to inzludz
energy eomsarvation stancv*s in new meblie
home ¢o nct,.l tion and esler; standards.

Eesi"*":"ti:.l 'fhaz'r'
The frexilent is
to provids incenii:
thermal ={Ticlens
hemes, This mees

io:

&

Batrefls Incentives R
NS Lormoess or lepisintis
?o hozovners for *;&3:“.;'
svemines in existins
‘u."'"‘"f 4ith 2 sterpedeid
sl cculu save the
:‘3'3 AIrrE13- por d&j

publice infermavi
eqm.\'tle'xu cf ov
by 15835, Under thi

(a) A 15 percent tax eredit retrozctive to

Je nu.vy 1, 1975 for the zso3t of zertain improvee
ments 4in thermal =2274cisney in rés‘!deﬂcaa would
be pro*:i«%d. Tax eredizs wxxuld apply to the
first 31,000 of expencifure: @nd can be cleimed
Aduring the next three :re?.z‘e.. :

(b) Improvements sush o3 d.am windows, and
insulation, wouli quallfy > the tax credit,

3 : nore j : . (O"JER) :
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(c)

5e

Lol
- of those :pliaa:ea to ecnply with the =
v

14 - _ (b\
Low=neom2 Enerpy Congsaresztion Progran
ZLegislatiwe'—- The Prezilent i1s proposing
legislation to estzblish 2 Low=-Income Enerzy
Conaervation Program to ¢ffer direct sub sidies

to loa-ingcre romeowmers for certain energy
conservation immroverents such as 1n5Lla,1or.

- The program is modeled upon a successfu;

pilot program in Mailne,

- -

(a) The program would be administered by FEA,

under rew lamisinticrn, 223 th2 President is :
requsyning susplamentzl sppropriations in 1275
and $55 miliion in fiscal year 1976

(b) Acting through the States, Federal funds
would be nrovided to purehsse materials,
Volunieers or communily groups couid inastall

. the matsrizls,

2 plizngcae Effiglancy Stande
Tne rres-aa1u ui;waEu taz :ner
Councii %o d=velcd enerzs erfficle; e
majer eppl arces andi ton cbtain agreemants
within s5ix months frem thz major r=2nufa

The goal 22 z 203 averasme improvement by 1
for all nuicr agp n‘iznces, Ancluding air con
tioners, refrigerators and sther home appﬁit
Achievement of thaze goals would save the |
equivilant of cvay onsw-hai® millicn barrelis =f
oil po> dvv by 1885, 1If rwwamsn* eznnot ha
rezchcs, Sthe President will submit legislasie

to ns*aﬁlish ran d&toﬂy apalian»e efficiency
standand

=85,

clisray L*b 1lins Lek
ragiient wiil B3k Ta
a drs-ry ladelling billi to
gy efficizney labtels be plzged

# 4

ne"g
two mwag

:J

Zant announced that coravahergive enespy
Jegisiation wili be prsqcse 1y encompassing
coaponents. :

Stratenio vﬂ‘*o’eum Stomaes {To29n1341v0) ==

. Develozment CI an ener'zy Iiorags system of one

bill;oh barrels for domesti: use and 300 milllon
barrels for military use, ZThe lezislation will

nore -

b L —
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authorize the governme nt to purchase and nre-
pare the storcge facilities (321t domes or steel
tanks), while ccmplex inzzitutional questions
‘are rﬂsolved and bdafcre oll for storage i3
actually rurchaseidl, Fild will Zavelop the ovade
all program in cooperation with the Departmant
of the Interior ard the Despertment of Defense,
All angi:ea?inf, rianning, 2nd environment=l
studiez wouia e ~ﬂ*“lﬂtﬂﬁ'w*tnfn'cne vyear,
The 1.3 biiilon barprelz will not be complieta
- for some yz2ars, since tire Is required to

purchase, rreopare, end 11z The facilities,

2. tandhe and Plammine Aathaielag (Lerislztivel e
: The President i3 rezuasting = 38t of F’?Qtﬁtﬁ
s8taniddhy auvthioritias o be wsed to deal wist

any sisnificant fusture enersy sho*zaqes. Tazte
autho: ities woulid also enzdis the United Stales
-to fuliy izple. a2nt the agreemen t on an In?er-
naticnzl EZnergy P”cgr;m batseen the United

tates and c*her natlicns cim=2d on Novenber 2

5o % sl g
: 1974, Thais gislgticn WOzl ;nulude the -
A8 e authority *o-

(a) Irmplament energzy censerwation plans %o
reduce &esmand for en2rgy; ’

(b) alloezte petroleum goodiets and establish
price csntrqis for alle-a’e:.products;

(¢) ration gasoline;

(a) a-locate materizls needsd ’or anerzy |
producticn where such materl:zis may be i short

Suppiy;
(2) 4ncr2ase productica of t:mest1~ 1 sl
(f) regulate pstroleum invartorles,
11T, ACTIONS AMNNQURCED B THE PIRESIDENT TO MMET LO?IG-';'@?’.Z%_
- Qonine §ont ik ',,#, 2 )

nation is *burheﬁ ¥will provide $he Basic {or incrszsing
domestic enerzy supplies and mainzaining omegy indepen ne e,
It will 2l1sc make i possible In ¢he leng Tor the U.S. to
export ensrsy 3uppiies and technclogy to 0228 in the free
worid, Imporiant elsaments are: -

The expanded research and utvelo,m~ﬁ IoEYEm On whic th

=,

more -~

(oveRn)
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(A) Synthetic Fuels Program (Administrat ive) == The
- - President anncunced a National Synthetic Fuels
Commercializaticn Frogram to em=ure at least cne :
million barrsls per dey equiveient of synthetic fuels

* capacity by 19&5, using technologies now nearing
commercial application,

l, Synthetic fuel types to be considered will
includes synthetic crude fram oil shale and a _
wide range of cizan 33114, llguid, and gasecus -
ru.‘s derivad Prom coal, '

2o The Preogram woald °nuail ?hﬂewal incentives
(poseib;g inciuding rerics "uarantees, purchase
agreerents, capital zudsiZles, izasing pro=-
grams, ztc,), granted cocmpe:d 224 1vely, and would

- be aimsd at the producticm: or galacted types
of gas=ous and iiquid fuels frconm both ccal and
cil shsle.

3. The prozram will rely on zisting legislative
authorifties, in: .udisg thoze contained in ths
Fadaral lionsliucizar Energy Zeserach and Develiope
ment ASt cf 1974, dut may require some naw
legislativs authorif;es. 5 :

(B) Enersy Research and Developmesit Program, In the
Ceurrsnt fizgsal ysar, tne Fedemzi Government has
g-*ea*'lv Inzs2ased its fund.m for encrgy ressavs
ané develcsrent prugradz. Tﬁ&é, Federal prcarams
ara g aart ey 2 aueh larger maxionel cnergy % ¢ D
effort and zre carried out in oxoperation wizh incusiry,
collegas an uni rersities andcﬁ:ﬁa. e« The Prezident
stated that nls 1976 Budzet will continue to #mghae
size thesze neseleratad rregr;m&~wnich ineclude pegearch
and the deovsiopnsnt of technoicmzy {Or energy ConsServi=
tion and on all forms of snerzw including foscil

fuels, nucliear fiszion and fusi>n, solar and geothermal,

M

(C) Energy Esséarch and Develormerss L3ministration (ERDA).
The fFreslzent hes aigrpc an Exzoutive Order whic
activates éff cﬁivﬁ Jenuvary 18,, 1575, the Znzsrgy
Research and Developmenty aazﬁ:ﬁ‘"ﬁﬁaui SROA will
bring tcgazher in 2 singie ageo-ay the major Faderal
energy R & ¥ programs which wils have the responsidllilisy
for i=ading the nasional efforz to davelcp technoinay
to agsurse shat the U.S. will kave an ample &nd sscudz
supply. of enargy at raascnibie prices,  ERDA oone
solicates major R & D functicns previcusly h:nuled
by the AES, Tepartment of the Interisr, Nauianal
Science Foundation and Enviromaantal Protecticn Agency.
ERDA will =120 continue-the bmsls research, nucliear
materials producticn and weapirms programs of the AZT,

- more
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ITMPACTS ON NEAR AND MID-FERM -
ACTIONS ON PETROLEUM CCNSUMPTION AND IMPORTS-

NEAR TERM PROGRAM

® ® ® @ ® 5 @ e @ + e a e e » . - o (I:mm). e  ® e @ ® ® ® « @ % ® ®w e e a ® @ e o o
S5 ey M ¥ i 1517
CONSUMPTION IF NO NEW ACTIONS 5.0 1843
IMPORTS IP NO NEW ACTIONS 6.5 8.0

THPORT SAVINGS

Less Service Savings by Short-term 1675 1977
Actlions: ,
Production from =1k Hills 0.2 . 0.3
Coal Conversicn 0.1 0.3
Tax Package ) " 1.6
.. TOTAL IMPCRT SAVINGS B i RS N 2.2
REMAINING IMPORTS = Ded ol e 5.8
_h;f-TEFW PROGRAM
oz '0 hﬁ-.h n.:-) e uw " ““.LVs‘D dj.g Ah“.);ﬁ

II-I:GR’S TW N3 NEA Ab.LIOIm

12.7 “ﬁB/D

" Less Savings Achieved by

Pollowing aActicns:

0CS Leasing

NER=-% Develcpment

Ccal Conversinn

Synthetiec Fuel Co mnercializa 2on
Auto Efficlency &£%azandards

Continuztiosn 2Ff Tzxan and Price

Effacte

-t b
Appliznce Efflclisns
Insulation Tax Omead
Thermal Standards

Total Import Savings by Actions
Remaining Imports
Less:

Energency Storage
Standby Authorities

1535 THPACT
CN INMPORTS

COOCN HFHOOMN
L
L L) et b oW oWm

8.0
T

~O

NET IMPORT VULNERABILITY -
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PART THREE -- INTERNATIONAL ENERGY POLICY AND FINANCING ARRANGEMENTS

BACKGROUND

The cartel created by the Organization of Petroleum Exporting
Countries (OPEC) has successfully increased their government's
price for exports of oil from approximately $2 per barrel in mid-
1973 to $10 per barrel today. Even after pawying for their own
increased imports, OPEC nations will report a surplus of over
$60 billion in 1974, which must be invested. O0il price

. increases have created serious problems for the world economy.
Inflation pressures have been intensified. Domestic economies
have been disrupted. Consuming nations hawve been reluctant

to borrow to finance their oil purchases because of current
balance of payments risks and the burden of future interest
costs and the repayment of massive debts. Imternational econ-
omic relations have been distorted by the laxge flows of capital
and uncertainties about the future.

U.S. POSITION

The United States believes that the increased price of oil is
the major international economic problem and has proposed a
comprehensive program for reducing the current exhoritant
price. 0il importing nations must cooperate to reduce consump-
tion and accelerate the development of new mources of energy

in order to create economic pressures for a lower oil price.
However, until the price of oil does declime, international
stability must be protected by financing facilities to assure
0il importing nations that financing will ke available on
reasonable terms to pay for their oil import:s. The United
States is active in developing these financiing programs.

Once a cooperative program for energy conserrration and resource
development and the interim financing arrangrements are agreed,
it will be possible to have constructive mee:tings with the ‘
0il producers. ‘

ACTIONS TAKEN BY OII. CONSUMING NATIONS

The o0il consuming nations have already creai:ad the International
'Energy AGency to coordinate conservation amd resource development
programs and policies for reacting to any ffuture interruption

of o0il exports by producing nations. The fifour major elements

of this cooperative program are:

An emergency sharlng arrangement to iimmediately reduce
member volnerability to actual or thrrzatened embargoes
by producers; - -

A long—-term cooperative program to rezduce member-nation
_ dependence on imported oil;
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A comprehensive information system designed to improve
our knowledge about the world oil market and to provide
a basis for consultations among members and individual
companies; and .

A framework for coordinating relatiomns with producing
nations and other less developed consuming countries.

The International Energy Agency has been established as a
sutonomous organization under the OECD. It is open to all OECD
nations willing and able to meet the obligations created by the
program. This international agreement establishes a number of
conservation and energy resources development goals but each
member is left free to determine what domestic measures to use
in achieving the targets. This flexibility enables the United
States to coordinate our national and international energy goals.

OTHER U.S. ACTIONS AND PROPOSALS

The United States has also supported programs for protecting
international stability against distorting financial flows
created by the sudden increase of o0il prices. Although the
massive surplus of export earnings accumulated by the producing
nations will have to be invested in the 0il consuming nations,
it is unlikely that these investments will be distributed so as
to match exactly the financing needs of individual importing
nations. Fortunately the existing complex of private and
official financial institutions has been effective in redistribut-
ing the massive 0il export earnings to date. However, there

is concern that some individual nations may not be able to
continue to obtain needed funds at reasonable interest rates and
terms during the transition period until supplies are increased,
conservation efforts reduce oil imports and the price of oil
declines. Therefore, the United States has supported various
proposals for "reshuffling" the recycled funds among oil con-
suming nations, including:

Modification of International Monetarv Fund (IMF) rules
to permit more extensive use of existing IMF resources
without further delay;

Creation of a financial solidarity facility as a "safety
net" for participating OECD countries that are prepared
to cooperate in an effort to increase conservation and
energy resource development actions to create pressure
to reduce the present price of oil;

Establishment of a special trust funé managed by the IMF
which would extend balance of payments assistance to the
most seriously affected developing nations on a concessional
basis not now possible under IMF rules. The United States
hopes that oil exporting nations might contribute a major
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share of the trust fund and that additional resources
might be provided through the sale of a small portion
of the IMF's gold holdings in which the differential
between the original cost of the gold and the current
market price would be added to the trust fund; and

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

These proposals will be discussed at ministerial level meetings
of the Group of Ten, the IMF Interim Committee and the IMF/IBRD
Development Committee in Washington, D.C. January 14 to 17.

In these meetings, the United States will continue to press its
views concerning the fundamental importance of international
cooperation to achieve necessary conservation and energy
resources development goals as a basis for protecting our
national security and underlying economic strength.
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The President's Economic and Tax Prozram

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

BACIIGROUND

The U.S. economy is faced with the closely linked problems
of inflation and recession. Durins 1974, -the econouy
experienced tae hichest rate of inflation‘since lVorld

Har II. Late in 1574, when a recession set in, unemploy-

ment rose sharply tc over 7 percent, the hirchest level
in 13 years.

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

-~  Excessive Federal spending and lending for over
a decade anJ too nuca noney and credit growth.

-=-  Unusually poor harvests contrituted heavily to
world-wide food shortages and escalating foo<l
prices. '

== Yorld petroleurm product prices increased
dramatically due to the Arab nations' embarco
on shipnents of oil to the U.S5., the quadru-
pling of the price of crude o0il by the OPEC
nations, and theilr sharo reductions in
crudz o0il production to maintain hicher prices.
digher enerny prices were passed through in
the prices of other products and services.

-~ The decline in U.S. domestic producticn of oil
and natural gas thiat bezan in the 19353's also
contributed to higher enerry prices.

nore
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o An economic boom occurred simultaneously in
the industrialized nations of the world.

- There were two international devaluations of the
dollar.

Inflation contributed strongly to the forces of recession:

— The real purchasing power of workers' paychecks
was reduced.

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

“oe Inflation forced interest rates to very high levels,
draining funds out of financial institutions that
supply most mortgage loans and thus .sharply reducing
construction of homes.

- Federal Government spending and lending programs,
accounting for over half the funds railsed in
capital markets, reduced the amount of money
avallable for capital investments needed to raise
productivity and increase living standards.

CURRENT SITUATION AND NEAR-~TERM OUTLQOK

The economy is now in a full-fledged recession and unemploy-
ment will rise further. Inflation continues at a rapid pace
and the need to take immediate steps to conserve energy will
further complicate the problem initially.

There are no instant cures. A careful and balanced policy
approach is required. It will take time to yleld full results.
There 1s, however, no prospect of a long and deep economic
downturn -on the -scale of the 1930°s. -

more
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MAJOR ELEMENTS OF THE PRESIDENT'S LCONOMIC AND TAX PROGRAM

I.

II.

III.

A §16 Billion Temporary, Anti-Recession Tax
Reduction. This major reduction in taxes proposed
for Individuals and businesses is designed to
restore consumer confidence and promote a recovery
of production and employment. The recession is
deeper and more widespread than expected earlier,
but the tax reduction -- together with the easing
of monetary conditions that has already taken
place -- will support a healthy economic recovery,
The tax reduction nmust be temporary to avoid
excessive stimulus resulting in a new price
explosion and congested capital markets. The
temporary nature of the reduction is consistent
with the long-term economic goals of achieving
and’maintain%ng reasonable price stability and
raising the share of national output devoted to
saving and capital formation.

Enerpgy Taxes and Fees. Energy excise taxes and
fees on petroleum and natural gas will reduce use of
these energy sources and reduce the nation's need
for importing expensive and insecure foreign oil.
Removal of price controls from domestic crude oil
(together with other energy actions) will encourage
domestic oil production. A windfall profits tax
would recover windfall profits resulting from
crude oil decontrol. Energy taxes and fees are
expected to raise $30 billion in new Federal
revenues on an annual basis.

Permanent Tax Reduction !lade Possible By Energy
Taxzs and Fees, The 530 billion annual revenue
from energy conservation excise taxes and fees

and the windfall profits tax on crude oil would

be returned to the economy througn a major tax

cut, a cash payment for non-taxpayers, and direct
distribution to governmental units. Tax reductions
are designed to go mainly to low-and middle-income
taxpayers.,

more
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One Year Moratorium on New Federal Spending Programs.
The moratorium on new spending programs proposed by
the President will permit the Federal Government to
move toward long-term budget responsibility and to
avold refueling inflation when the economy begins
rising again.

Budget Reductions. The President will propose
significant spending reductions in his Fiscal
Year 1976 Budget. The reductions total more than
$17 billion, including $7.8 billion savings from
reductions proposed last year and $6.1 billion
from the 5 percent ceiling to be proposed on
Federal employee pay increases and on Federal
benefit programs that rise automatically with

the Consumer Pricée Index.

more
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SPECIFLIC PROPOSALS ANNOUNCED BY THE PRESIDENT

IQ'

A Temporary, Anti-Recession Tax Cut of $16
BiTlion. The President proposed a temporary,
tax reduction of approximately $16 billion: to
provide prompt stimulus to consumer spending
and business investment. The tax cut is

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

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

1. Individuals will recelve a cash refund
equal to 12 percent of their 1974 tax
liabilities, as reported on their 1974 tax
returns now being filed, up to a limit of
$1,000. Married couples filing separately
would recelve a maximum refund of $500 each.

2. The temporary reduction will be a uniform
12 percent for all taxpayers up to about the
$41,000 income level where the $1,000 maximum
takes effect, and will then be a progres-
sively smaller percentage for taxpayers above
that level.

3. The refund will be paid in two equal
installments in 1975 with payments of the
first installment beginning in May and the
second in September~

4, The proposal does not affect in any way
the manner in which taxpayers complete and
file their 1974 tax returns. They will file
and pay thelr tax in accordance with existing
law, without regard to the tax reduction.
Later they will recelve their refund checks
from the Internal Revenue Service. Because
no changes in deductions and other such items
are involved, the Internal Revenue Service
will be able to determine the amount of the
refund and mail the checks without requiring
further forms and computations from taxpayers.

more
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5. The effect of the tax refund can be
illustrated for a family of four as follows:

Present Proposed Percent
Tax _Refund Saving

$ 98 $ 12 -12.0%
4o2 48 -12.0%

867 104 - ~12.0%
1,261 151 ~12.0%
1,699 204 ~12.0%
2,660 319 -12.0%
7,958 955 -12.0%
11,465 1,000 - 8.7%
15,460 1,000 - 6.5%
33,340 1,000 -~ 3.0%
85,620 1,000 - 1.2%

Although the taxpayer will not figure his own
refund, it 1s a simple matter for him to
antlcipate how much the Internal Revenue
Service will be sending him, by calculating
12 percent of his total tax liability for the
year (on Form 1040 for 1974, it is 1line 18§,
page 1, and on Form 1040A, line 19).

A Temporary Increase in Investment Tax Credit

for Business and Farmers of $4 billion.

1. There will be an increase for one year in
the investment tax credit to 12 percent for
all taxpayers, including utilities (which

presently have, in effect, a 4 percent credit).
Utilities will continue to receive a 12 percent

credit for two additional years for qualified
investment in electrical power plants other
than oll-or gas-fired facilities.

2. This increase in the credit will provide
benefits of $4 billion in 1975 to immediately
stimulate job-creating investment. (In view
of the need for speedy enactment and the
temporary nature of the increased credit,
this change does not include the basic re-
structuring of the credit as proposed on a
permanent basis in October_  1S74.)

more
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3. With respect -to utilitieés, it includes a
temporary increase in the amount of credit

which may be used to offset
Under current law, not more

of the income tax liability

be offset by the investment
many utilities have ¢tredits

income tax.

than 50 percent
for the year may
credit. Since
they have been

unable to use because of this limitation,

under this proposal utilities will be permit-

ted to use the credit to offset up to 75 per-

cent of their tax liability

for 1975,

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

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

in service before the erd of 1975. The
credit will also be avai.able to the extent
of construction, reconstruction or erection
of proverty by or for a taxpayer during
1975, without regard to the date ultimately
placed in service, Similar rules will apply
to investment in electrical power plants other
than oil-or gas-fired facilities for which
the 12 percent credit will continue through

1977,

1I. Enaréz Conservation Taxes and Fees. Energy taxes
- an

ces, In conjunction with domestic crude oil

price decontrol and the proposed windfall profits
tax, would ralse about $30 billion on an annual
basis. The fees and taxes and related actions
(discussed more fully in Part Two of this Fact

Sheet) include:

A,

}Administrative Actions,

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

(a) Import fees on crude oil and petroleum
products will be increased by $1 effective
February 1, 1975; an additional $1 effective
March 1; and another $1 effective April 1,
for a total increase of $3.00 per barrel.
Currently existing fees will also remain

in effect.

more
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(b) FEA's.'"0ld Cil Entitlements"” program will

-be utilized to spread price increases on crude
. among all refiners, and to lessen dispropor-
tionate regional effects, such as New England,

or in any specific industries or areas of
human need where oil is essential.

(c)  As of February 1975, product imports
will cease to be covered by FEA's ""0ld Cil

.Entitlements' program. In order to overcome

any severe regional impacts that could be
caused by large fees in import dependent
areas, imported products will receive a fee
rebate corresponding to the benefit which
would have been obtained under that progran.
The rebate should be aprroximately $1.00 in
February, $1.40 in March, and %$1.50 per
barrel thereafter.

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

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

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

a day by the end of 1975 and by two million
barrels before the end of 1977.

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

are:

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

2. Hatural Gas Excise Tax ~-- An excise tax
on natural cas of 3/¢ per thousand cubic feet
(mcf), the equivalent on a Btu basis to the
$2 per barrel petroleum excise tax and import

fee.

more
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3. Windfall Profits Tax -- To ensure that
the end of controls on crude oil prices

does not result in one sector of the

economy benefitting unfairly at the expense
of other sectors, a windfall profits tax
will be levied on the profits realized by
producers of ‘domestic oil. This tax is
intended to recapture excessive profits
which would otherwise be realized by
producers as a result of the rise in
international oil prices. This tax does

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

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

(a) .A windfall profits tax at rates graduated
from 15 percent to 90 percent will be imposed
on that portion of the price per barrel that
exceeds the producer's adjusted base price
and therefore represents a windfall profit.
The initial "adjusted base price" will be

the producer's ceiling price per barrel on
December 1, 1973 plus 95 cents to adjust for
subsequent increased costs and higher price
levels generally. Each month the bases will
be adjusted upward on a specified schedule,
which will gradually raise the adjusted base
price to reflect long-run supply conditions
and provide the incentive for new investment
in petroleum exploration. Percentage deple-
tion will not be allowed on the windfall

e

B R o G I L S e
el CS TaL ..A.&U.I.l.l.t.;:'i.

(b) The windfall profits tax rates will be
applied to prices per barrel in excess of
applicable adjusted base prices as follows:

more
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Portion of price per

Amount‘gg tax

barrel in excess of
base and subject to tax .

Less than $0.20

'15%.of amount

‘within bracket

$0.20, under $0.50
$0.50, under $1.20
$1.20, under $3.00

$3.00 and over

(c) . The windfall profits tax does not include

a “plowback® provision,

$0.03 plus 30% of
amount within bracket
$0.12 plus 60% of
amount within bracket
$0.54 plus 80% of
amount within bracket
$1.98 plus 90% of
amount within bracket

nor does it contain

exempblons for classes of production or
produgers. It does, however, include the
limitation that the amount subject to tax may
not exceed 75 percent of the net income from

the barrel of crude oil.
retroactive to January 1

(d) The windfall profit

The tax wlll be
» 1975'

s tax reduces the

base for the depletion allowance.

more
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Taxpayers HMade Possible by Emergy Conservation

Of the $30 billion in revenue raised anmnually by
the prorosed conservation taxes outlined above,
about 35 billion is paid by governnents through
the hizher costs of enersy in their purchases.
This $5 billion includes:

§3 billion by the Federal government.
$2 billion by state and local governments.

The President is pronosing to the Conzress that
$2 billion of the revenues be paid to State and
local governments, pursuant to the distribution
formulas applicable to general revenue sharing.
The other $25 billion will be returned to the
econony rostly in the form of tax cuts. As in
the case of the temporary tax reduction, this
permanent change will be .divided between indi-
viduals and corporations on a 75-25 percent
basis, about $1$ billion for individuals and
about $6 billion for cormorations. Specifically,
this would include:

A, Reductions for Individuals in 1 -—

Tax cuts for individuals will be achieved in two
ways: (1) througii an increase in the Low Income
Allowance and (2) a cut in the schedule of tax
rates. In this way, tax-naying individuals will
receive a reduction of avnroximately $16 1/2
billion, with proportionately larser cuts going
to low-and midZle-income families. The Low
Income Allowance will be increased from the
present $1,305 level to $2,550 for joint returns
and $2,000 for single returns. That will bring
the level at which returns are nontaxable to
what is approxinately the current ''poverty level"
of $5,500 for a family of 4. In addition, the
tax rates applicable to various brackets of in-
come will be reduced. The aggregate effects of

L &4

these chanses are as follows:

nore
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(1775 Levels)

($billions)
Adjusted : Income Tax Znount of Percentage
Gross Income : Paid Under Income Tax : Zeduction in
Class : Present Law Reduction Income Tax
(500U) o T (eevevcne To svcerenons)
C - 3 3 - .25 -83.3%
3 - 5 1.3 - 1,20 -65,7
5 - 7 4,0 - 1,96 40,0
7 - 10 3.5 - 3.3C -36.0
10 - 15 21.¢° - 4,72 -21,6
15 - 29 22,8 - 2.70 -11.8
20 - 50, 44,4 - 2.15 - 4.8
50 - 130 13.5 - .11 - 0.5
100 and over _13.3 - .03 - 0.2
Total 139.9 -16,50% -12.6

*Does not include payments to nontaxpayers

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

Adjusted Present ilew Tax Percent
Gross Income Tax I/ Tax Saving Saving
$ 5,600 5 185 $ 0 $135 100.0%
7,000 402 110 292 72.6
10,000 667 518 349 490.3
12,500 1,261 561 300 23.C
15,000 1,699 1,478 221 13.3
29,000 2,660 2,450 210 7.9
30,000 4,965 4,337 151 3.C
49,000 7,958 7,523 130 1.6
I/ Calculated assuming Low Income Allowance or

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

D. Residential Conservation Tax Credit (Discussed

in the Energy Section of this ract sSheet). The
President seeks legislation to provide incentives

to homeowners for making thermal efficiency improve-
ments, such as storm windows and insulation, in
existing homes. This measure, along with a stepped-up
public information program, could save the equivalent
of over 500,000 barrels of oil per day by 1935. Under
this legislation:

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

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

Payments to Nontaxpayers of $2 billion.

The final component of the $19 billion
distribution to individuals is a distribu-
tion of nearly $2 billion to nontaxpayers
and certain low-income taxpayers. For this
low-income group, a special distribution of
$80 per adult will be provided, as follows:

1. Aduits who would pay no tax.even without
gge tax reductions in A above, will-recelve
o.

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

3. Persons not otherwise filing returns but
eligible for these special distributions

will make application on simple forms provided
by the Internal Revenue Service on which they
would furnish their name, address, soclal
security number, and income.

4, For purposes of the special distribution,
"adults” are individuals who during the

year are at least 18 years old and who

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

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

more
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- taxpayers will also begin in 1975.
It 1s anticipated that disbursement,
based on 1974 income can be made in
the summer of 1975.

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

.ﬁoratorium on New Federal Spending Programs.

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

‘hesitate to veto any new spending programs

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

Fiscal Years Percent Change

1974 1975 1976 75778 76775

Revenues 264.9 280 303 5.7% 8.2%

Qutlays 268.4 314 34 17 % 11.1%
Deficit —-3.5 32-3% FEZ%T e -

NOTE: Estimates for 1975-and 1976 are subject to

-a variation of $2 billion in the final budget.

Budget Reductlons.

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

the President are effected. Including re-
ductions proposed in a series of special
messages sent to the last sesslon of Congress,
these budget reductions total more than $17

billion. Of this total, over $6 billion will

result from the proposed 5% ceiling on Federal
pay Increases and on those Federal benefit
programs that rise automatically with the
Consumer Price Index.

more

‘Effect of budget reductions

21
The following summarizes reductions in 1976 spending
to be included in the upcoming budget:

(Outlays
in billions)

proposed last year (including

administrative actions) . . . . . $8.9

Amounts overturned by the

Congress e s e e b e e e e . -1.1
Remaining savings . . . ., . 7.8

Further reductions to be proposed:

Ceiling of 5% on Federal pay
and programs tied to the

CPI ‘ . '] . . . . . . . . . 601

Other actions planned . . . 3.6

Total reductions . . . . 17.5
more
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The following lists those programs to which the
g% ceiling will apply and shows spending amounts
or them:

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

1876 Outlays Difference
: 1975 itTiout th 1975-1976

Programs Affected Outlays ceiling ceiling - (with ceiling)
Social security .. 64.5 74,3  71.8 = +1.3
Railroad B '

retirement .... 3.0 3.4 3.3 +0.3

L ]

Supplemental

Security ‘

Income ....... 4.7 3.5 5.4 4 +0.7
Civil service

and military A

retirement '

paynents ,.... 13.5 16,2 14.9 +1.4
Foreign Service |

retirement ... .1 .1 .1 *
Food stamp

program ...... 3.7 3.9 3.6 -0.1
Child

nutrition .... 1.3 1.8 1.6 +0.3
Federal salaries:

filitary ..... 23.2 23.1 22,5 -0.7

Civilian ..... 35.5 38.9 38.0 +2.5
Coal miner |

benefits ..... 1,0 1.0 1.0 *

Total ..... 150.5 168.2 162.1 +11.7

* Less than $50 million.

The 5% ceiling will take into account increases
that have already occurred since January 1, 1975,
Under the plan, after June 30, 1976, adjustments
would be resumed in the same way as before the
establishment of the 5% ceiling. ZXowever, no
catchup of the increases lost under the ceiling
would take place.

more
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SUMMARY QF THE BUDGET IHPACT OF THE N
AND THE TAX CUTS OF EW TAXES AND FEES

The following table summarizes the esti
: stimated direct budget
impact, on a full-year-effective basis, of the tax and ?elated

changes proposed by the President to
and energy situations : deal with the economic

Revenue. Raising Measures

Estimated Amounts

$ bil.
01l excise tax and import fee ‘¥ + ;1232)

Natural gas excise tax

Windfall Profits tax :lg e
Total +30
more
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Estimated Amounts
(5 billions)

Revenue Disbursing Measures

Energy rebates:

Income tax cuts, individuals -16 1/2
Residential tax credit - 172
Hontaxpayer distribution -2
Corporate tax cut - 6
State and local governments .= 2
Federal government costs -3
Subtotal | - =30
Temporary economic stimulus: _ .
Individual tax refunds -12
* Investment credit increase -4
Subtotal -16
Total Revenue Disbursing Measures 46

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

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

-- The increase in import fees would go into
effect

- §1 per barrel February 1.
- To $2 per barrel Marcha 1.

- To $3 per barrel, if the energy taxes
have not been enacted, April 1.

-- The windfall profits tax on crude oil would
be effective as of January 1, 1975. First
payments of the tax would be made in the
third quarter.

-- The permanent tax cuts for individuals and
corporations made possible by the revenues
from the energy conservation taxes would be
effective as of January 1, 1975. The changes .
in withholding rates for individuals are
expected to 5o into effect on June 1. The
withholding changes will be adjusted so that
12 months reduction is accomplished in the
7 months from June through December.

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

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

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

. The temporary anti-recession tax cut for
individuals will be paid out in two
installments,; in the second and third .
quarters.

v The one-year increase in the investment
tax credit becomes effective retroactively
to January 1, 1975.

The timing of the various changes suggests a pattern of
direct budget changes as follows. The timing of the

economic stimulus or restraint will depend, as well on

such factors as the indirect effects of the budget cianges,
the timing of the pass--through of higher energy costs-to .
final users, the extent to which the changes are anticipated.
and a variety of monetary and financial developments that ‘
arise out of these changes. :

Timing of Direct Budget Impact
($ billions)
Calendar Years

1975 A ~ 1976 .
T 1T TI1 IV T i II1_ IV

Energy Taxes +0.2 +5.1 +12.6 +7.6 +7.6 +7.5 +7.5 +7.5

Return of Energy
Revenues to Economy

Tax Reduction .0 -3.2 9.0 -9.0 -5.6 -7.9 -6.3 -6.4

Nontaxpayers - 2.0 -2.0

S&L Gov'ts .0 -0.5 -~ 0.5 --0,5 -0.5 -0.5 .~0.5 -0.5

Federal Govt. .0 .0 -.0.8 -0.7 -0.8 -0.7 -0.8 ~0.7
Temporary Tax Cut .0 -6.1 -'7.9 =-0.6 -0.8 -0.9 0 0

Net Effect +0.2 -5.7 -17.6 -3.2 -0.1 =2.5 =2.1 -0.1
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INFLATION IMPACT

Both major parts of the tax package require inflation
impact analysis. The excise taxes on crude oil and
natural gas, combined with the tariff and decontrol of
prices of both "0ld" oil and new natural gas, will add
to the general price level immediately. The consumer
price index 1s expected to rise by about two percent
when these tax and price increases go into effect.
However, this increase has a one-time impact on the
price level that, with exceptions in some areas, should
not add materially to inflationary pressures in future
years. /

The inflatlonary impact of the $16 billion anti-recession

tax cuf_iS‘more difficult to assess. While some eco-
nomists may argue that a tax cut will add to the rate

of inflation during the year ahead, others would contend
that under present economic conditions, with unemploy-
ment high and many factories operating well below
capacity, the predominant effect of the tax cut will

be to stimulate spending, and that additional spending
will have only a slight impact on prices.

Whatever the precise price impact of this $16 billion

tax cut during 1975, the most important fact about it
from the standpoint of inflation is that it is temporary.
With the recession still under way, the rate of inflation
will be coming down ~- it will be too high, but never--
theless moving in the right direction. After the economy
gets well into recovery, however, too much stimulus would
be sure to reverse the slowing of the inflation rate and,
indeed, start a new acceleration. Thus_ the tax stimulus
must be temporary rather than permanent.

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

phases out as the economy recovers and unemployment
falls. The increased Federal spending i1s only temporary.

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

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

time that taxes are being reduced to support a healthy
recovery, policles that would revive inflatlonary pressures
must be avoided after the recovery is underway. The size

of currently projected Federal budget deficits precludes
introduction of new spending programs now that would ralse
inflationary pressures later. For this reason, the President
requested that no new spending programs, except as needed

in the energy area, be enacted so that we can regain control
of the budget over the long-run and permit a gradual return
to reasonable price stability.

PRESIDENTIAL PROPOSALS OF OCTOBER 8, 1974 RESUBMITTED FOR
CONGRESSIONAL ACTION i

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

1. Remove restrictions on the production of
rice, peanuts, and extra-long-staple cotton.

2. Amend P.L. 480 to walve certain restrictions
on shipments of food under that Act to needy
countries for national interest or humanitarian
reasons.

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

y, Eliminate the U.S. Withholding tax on forelgn
portfolio investments to encourage such
investment.

5. Allow dividends paid on qualified preferred
stock to be an authorized deduction for de-
termining corporate income taxes to increase
incentives for raising needed capital in the
form of equity rather than debt.

6. Create a Natlonal Commission on Regulatory
Reform and take prompt action on other reforms
of regulatory and administrative procedures
that will be recommended in the future.

more
{OVER)




28

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

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

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

nore
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‘The President's Enerny Progran
(including enerzy taxes and fees)

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

and described actions he is taking immediately and indicated
proposals he is asking the Congress to pass. ‘

BACKGROULID

Over the past two years, progress has been made in conserving
energy, expanding energy RID and improving Federal government
energy organization. DJespite such accomplishments, we have
not succeeded in solvingz fundamental problews and our llational
energy situation is critical. OQur reliance on foreign sources
of petroleum is contributing to both inflationary and reces-
sionary pressures in the United States. World economic
stability is threatened and several industrialized nations
dependent upon imported oil are facing severe economic
disruption.

With respect to the U.5. enersy situation:

--  Petroleum is readily available from foreign
sources =-- but at arbitrarily high prices,
causing massive outflow of dollars, and at
the risk of increasins our lLiation's wvulnera-
bility to severe econonic disruption should
another embargo be iimosed.

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

- omestic oll production continues to
decline as older fields are depleted and
nev fields are years from production; J.C
million barrels per day in 1874 cormpared

to ¢.2 million in 1973.

- Total U.S. petroleun consumption is
increasing, altnouszh at slower rates
due to higher prices.

-- Hatural zas shortages are forcing curtailment of
supplies to many industrial firms and denial of
service to new residential customers. (14%

xpected this winter versus 7% last year.) This
is resulting in unemployment, reductions in the
production of fertilizer needed to increase food
supplies, and increased derani for alternative
fuels =-- primarily imported oil.

more {OVER)
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- Coal production is at about the same level as in
the 1930°s.

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

- Overall energy consumption is beginning -to increase
again.

- U.S. vulnerability to economic and social impact
from an embargo lncreases with higher imports and
will contlnue to do so until we reverse current
grends, ready standby plans, and increase petroleum
storage.

Economic impacts of the four-fold increase in OPEC oil
prices include:

--  Heavy outflow of U.S. dollars (and. 1in effect,
jobs) to pay for growing oil imports --- about
$24 billion in 1974 compared to $2.7 billion
in 1970.

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

- Accumulation of billions of dollars of surplus
revenues in oil exporting natlons -~ approxi..
mately $60 billion in 1974 alone.

. ENERGY OUTLOOK

ITI.

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

Mid.-Term (1975-1985): 1In the next ten years, there is
greater flexibility. A number of actions can be taken

to increase domestic supply, convert from foreign oil

to domestic coal and nuclear energy, and reduce demand --
if the Nation takes tough actions. Vulnerability to an
embargo can be eliminated.

more
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III. Long-Term (Beyond 1985): Emerging energy sources can
play a bigger role in supplying U.S. needs -- the results
of the Nation's expanded energy research and development
program. U.S. independence can be maintalned. New
technologles are the most significant opportunity for
other consuming nations with limited domestic resources.

NATIONAL ENERGY POLICY GOALS AND PRINCIPLES ANNOUNCED BY
THE PRESIDENT

I. Near-Term (1975-1977): Reduce oil imports by 1 million
barrels per day by the end of 1975 and 2 million barrels
by the end of 1977, through immediate actions to
reduce energy demand and increase domestic supply.

(A) With no action, imports would be about 8 million
barrels per day by the end of 1977, more than
20 percent above the 1973 pre-embargo levels.

(B) Acting to meet the 1977 goal will reduce imports
below 1973 levels, assuring reduced vulnerabllity
from an embargo and greater consumer nation
cooperation.

(C) More drastic short-term reductions would have
unacceptable economic impacts.

IT. Mid-Term (1975-1985): Eliminate vulnerability by
achleving the capacity for full energy independence
by 1985. This means 1985 imports of no more than
3-5 million barrels of oil per day, all of which can
be replaced immediately from a strateglc storage
system and managed with emergency measures.

(A) With no action; oil imports by 1985 could be
reduced to zero at prices of $11 per barrel or
more -- or they could go substantially higher
i1f world oil prices are reduced (e.g., at $7
per barrel, U.S. consumption could reach
24 million barrels per day with imports of
above 12 million, or above 50% of the total.)

(B) The U.S. anticipates a reduction in world oil
prices over the next several ‘years. Hence,
plans and policies must be established to
achlieve energy independence even at lower
prices -~ countering the normal tendency to
increase imports as the price dgclines.
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(C) Actions to meet the 1985 goal will hold imports
to ne more than 3--5 million barrels per day.
even at $7 per barrel prices. Protection against
an embargo of the remalining imports can then be
handled most economically with storage and
standby emergency measures.

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

Free World's energy needs. '

(A) Other consuming nations have insufficient fossil
fuel resources to reach domestic energy
self-sufficiency.

(B) The U.S. can again become a world energy supplier
and foster world energy price stability -- much
the same as the nation did prior to the 1960's
when it was a. major supplier of world oil.

Pr;nciples: Actions to achieve the above national
energy goals must be based upon the following
prihciples:

- Provide energy to the American consumer at the
lowest possible cost consistent with our need
for secure energy supplies.

--  Make energy decisions consistent with our overall
economic goals.

a- Balance environmental goals with energy require-
ments.

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

e Seek equity among all our citizens in sharing
of benefits and costs of our energy program.

- Coordinate our energy policies with those of
other consuming natlions to promote interde-
pendence, as well as independence.

more.
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ACTIONS ALMOULGED TODAY BY L& DRESITTNT
I. ACTIOHS AWIIOU.WCED ¥ THE PRESIDENT 70 MELT

HEAR-TLRE GOALS (1975-Io77y = O
To neet the national _oals, tiie Presicdent outlined a cort
nrehensive program of legislative prorosals to the Congress
vhich he requested be enacted within 90 days and administra-
tive actions that he will begin inplementing irmediately.
The legislative package is nore effective and equitable than
the adninistrative progran, but the Presicdent indicated that
the seriousness of the situation denanded imnediate action.
These actions will reduce overall enercy demand, increase
domiestic production, increase conversion to coal, and reduce
oil imports. They include: :

(A) Aduinistrative Actions

N

1. Iuport Fee -~ Because of the seriousness
of the proplen and because tine is recuired
for Congressional action on his legislative
proposals, the President is acting irmediately
within existing authorities to increase the
iuport fees on crude oil and netroleurn
products. These new iuport fees would be
uodified upon passage of the “resident's

legislative paci:age.

(a) 1Inport fees on crude oil and petroleu:

products uncer the authority of the Trade Zxpan-

sion Act of 1962, as ariended, will be increased
by $1 effective February 1, 1975, an additional
31 effective ifarcii 1; and another $1 effective
April 1, for a total increase of $3.00 per
barrel. Currently existing fees will also
rei:ain in effect. :

(b) FiA's 0ld 0il Cntitlenents’ nrocran
will be utilized to spread price increases
on crude aunong all refiners ziid to lessen
disproportionate regional effects, par-~
ticularly in the ilortheast.

(c) As of Tebruary 1975, product imports
will cease to be covered by FIA's "Dld Cil
Intitlerients ' nrograr:. -In order to overcone
any severe regional irfmacts:that could be
caused by large fees in inport dependent
areas, irpported products will receive a
rebate corresponding to the benefit which
would have been ohtained under that

progrdan. The rebate should be apnroximately
31.00 in February, $1.40 in “farch, and $1.80
per barrel in April.

(d) This import fFee procrart would reduce
imports by about 500,000 barrels per day.

In ALpril it would generate about 5407 1iillion
.per nonth in revenues.
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Backup Import Control Program ~- The energy
conservation measures and tax proposals

will be supplemented by the use of Presidential
power to limit oil imports as necessary to
achleve the near-term goals.

Crude 01l Price Decontrol -- To stimulate
production and further cut demand, steps
wlll be taken to remove price controls

on domestic crude oll by April 1, 1975,
subject to congressional disapproval as
provided by 84(g) of the Emergency
Petroleum Allocation Act of 1973.

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

(B) Legislative Proposals

1.

- Comprehensive Tax and Decontrol Program --

The Preslident asked the Congress to pass
within 90 days a comprehensive legislative
package which could lead to reduction of
01l imports of 900,000 barrels per day

by 1975 and 1.6 million barrels by 1977.
Average oil prices would rise about $4.00
per barrel of $.10 per gallon. The package
which will raise $30 billion in revenues

on an annual basis Includes:

(a) Windfall Profits Tax -- A tax on all
domestic crude oil to capture the windfall
profits resulting from price decontrol.
The tax would take 88% of the windfall
profits on crude oil and would phase out
over several years. The tax would be
retroactive to January 1, 1975.

(b) Petroleum Excise Tax and Import Fee --

An exclse tax on all domestic crude oil

of $2 per barrel and a fee on imported

crude oll and product imports of $2 per
barrel. The new, administratively established
import fee of $3 on crude oil would be reduced
to $2.00 and $1.20 fee on products would be
increased to $2.00 when the tax is enacted.
The product import fee would keep the excise
tax from encouraging foreign refining and

the related loss of jobs to the U.S.

more
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(c) New Natural Gas Deregulation -- Remove
Federal interstate price reggulation on new
natural gas to increase domestic production
and  reduce demand for scarce natural gas
supplies.

( d) Natural Gas Excise Tax -- An excise

tax on.natural gas of 37¢ per thousand

cublc feet (mecf), which is equivalent

on a Btu basis to the $2 per barrel petroleum
excise tax and fee. This will discourage
attempts to switch to natural gas and acts

to reduce natural gas demand curtallments.
Since the usual results of gas curtallments
is a switch to o0il, this will limit the
growth of oil imports.

Elk Hills Naval Petroleum Reserve. The
President 1is asking the Congress to permit
production of the Elk Hills Naval Petroleum
Reserve (NPR #1) under Navy control.
Production could reach 160,000 barrels

per day early in 1975 and 300,000 barrels
per day by 1977. The oil produced would

be tused to top off Defense Department
storage tanks, with the remainder sold

‘at auction or exchanged for refined

petroleum products used by the Department
of Defense. Revenues would be used to
finance further exploration, development
and production of the Naval petroleum
reserves and the strategic petroleum
storage.

Conversion to the Use of Domestic Coal.
The President Is asking the Congress to
amend the Clean Air Act and the Energy
Supply and Environmental Coordination

Act of 1974 to permit a vigorous program
to make greater use of domestic coal to
reduce the need for oil. This program
would reduce the need for oil imports

by 100,000 barrels per day in 1975 and
300,000 barrels in 1977. These amend-
ments would extend FEA's authority to
grant prohibition orders from 1975 to
1977, prohibit powerplants early in the
planning process from burning oil and gas,
extend FEA enforcement authority from 1978
to 1985, and make clear that coal burning

more
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installations that had originally planned
to convert from coal to oil be eligible
for compliance cate extensions. It would
give EPA authority to extend compliance
dates and elimirate restrictive regional
environizental limitations. A plant could
convert as long as its own emissions do
not exceed ambient air quality standards.

II. ACTIONS AUMOUNCED BY THZ PRESIDENT TO MEET UIR-TLRM
ZOALS (1%75-1925) ,

These actions are designed to meet the goal of achievincs

the capability for energy independence by 1935. The actions
include measures to increase domestic energy production
(including measures to cope with constraints and strike

a balance between environmental and enernmy objectives),
reduce energy demand, and prepare for any future emercency
resulting from an embargo. -

4 Supply Actions

1. Haval Petroleun Feserve No. 4 (Legislative

groposal} -~ tne President is asking the
ongress to authorize the exploration, de-

velopnent and production of iIPR-#4 in Alaska
to provide petroleum for the domestic econony,
with 15-20% earmarked for military needs and
strategic storage. The reserves in LiPR-4
which are now largely unexplored.could pro-
vide at least 2 million barrels of oil per
day by 1925. Under the legislative pronosal:

(a) The President would be authorized to
explore, develop and produce iIP2-4,

(b) The Governuent's share of production
 (approximately 15-20%) would be used to
help finence the strategic storaze system
and to help fulfill nilitary petroleum
requirenents. Any other receipts go to

the United States Treasury as miscellaneous
receints. :

more
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0CS Leasin~ (Administrative) -- The President

‘reaffirmed his iatention to continue an

agrressive Cuter Continental Shelf leasing

policy, including leass sales in the Atlantic,

Pacific, and %ulf of Alaska. Decisions on
individual lease sales will await completion
of appropriate environmental studies. In-
creased OC3 leasing could add domestic pro-
ducticn of 1.5 million barrels of oil ??f,
additional supplies of natural gas by 120°5.
There will be close cooperation with Coastal

states in their planning for possible increased

local developuent. Funding for environmental
studies and assistance to States for planning
has bezen increased in FY 1975.
Zeducing Donestic Enersy Price Jncertaigty
(Teristativé proposal) -- Lerislacion wiil .
be requested authorizing and requiring the
President to use tariffs, import quotas,
import price floors, or other measures to
achieve domestic energy price levels
necessary to reach szlf-sufficiency goals.

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

Clean Air Act Anmendments (Lezislative
grovosagf -- In addition to thie amendnents
outlined earlier for short-ternm goals, the
President is asliin~ for other Clean Alr
fct amendirents needed for a balance between

environmental and enexrny goals. These
include: '

(a) Legislative clarification to resolve
protlems resultins~ from court decisions
with resrect to sirnificant air quality
deterioration in areas already meeting
health and welfare standards.

(b) Zxtension of coripliance dates throurn
1985 to impmlement a new policy rararding
stack ras scrubbers -- to allow use of
intermittent control systems in isclatec
power plants through 1635 and requiring
other scurces to acuizve control as soon
as possible.

more
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(¢) A pause for 5 years (1977-1981 model
years) for nationwide auto emission standards
at the current California levels for hydro-
carbons (0.9 grams per mile) and carbon
monoxide (7 ' grams per mile), and at 1975
standards (3.1 grams per mile) for oxides

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

required for 1977-1981 model years in the

law will have no significant impact on

air quality standards, yet they will facilitate
attainment of the goal of 40% increase 1in

auto fuel efficiency by the 1980 model year.

( d) EPA will shortly begin comprehensive
hearings on emission controls and fuel
economy which will provide more detalled
data for Congressional conslderation.

Surface Mining (Legislative proposal) =--

The President 1s asking the Congress to pass
a surface mining bill which strikes a balance
between our desires for reclamation and
environmental protection and our need to
increase domestic coal production substan-
tl1ally over the next ten years. The proposed
legislation will correct the problems which
led to the President's veto of a surface
mining bill last year.

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

(a) Adopt legal diligence requirements to
assure timely production from existing
leases.

(Bb) Meet with Western Governors to explore
regional questions on economic, environmental
and social impacts associated with new Federal
coal leases.

{(¢c) Design a program of new coal leasing
consistent with timely development and
adequate return on public assets, if proper
environmental safeguards can be provided.

more
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Electric Utilities -~ The Presldent 1s asking
the Congress for legislation concerned with
utilities. In recent months, 60%
of planned nuclear capacity and 30% of non-
nuclear capacity additions have been postponed
or cancelled by electric utilities. Flnancing
problems are worsening and State utlility
commission practices have not assured recovery
of costs and adequate earnings. The transition
from o1l and gas-fired plants to coal and nuclear
has been slowed greatly -- contributing to
pressure for hilgher oil imports. Actlons
involve:

(a) Uniform Investment Tax Credit (Legislative) -~
an increase in the investment tax credit to
eliminate the gap between utilities and other
industries -- currently a 4% rate applies to
utilities and 7% to others.

(b) Higher Investment Tax Credit (Legislative) -~
An ipcrease In Investment tax credit for all
industry, including utilities, for 1 year --

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

two additional years for all power plants

except 011 and gas-fired facilities.

(¢) Preferred Stock Dividend Deductlons
(Legislative) -~ A change in tax laws applica-
ble to all industries, including utilities,
which allows deductlons of preferred stock
dividends for tax purposes to reduce the

cost of capital and stimulate equity rather
than debt financing.

(d) Mandated Reform of State Utility Commission
Processes (Legislative) -- The legislation
would selectively reform utility commission
practices by: (1) setting a maximum limit
of 5 months for rate or service proceedlngs;
(2) requiring fuel adjustment pass-throughs,
including taxes; (3) requiring that con-
struction work in progress be included in a
utility’s rate base; (4) removing any rules
prohibiting a utility from charging lower
rates for electric power during off-peak
hours and (5) allowing the cost of pollu~
tion control equipment to be included in

the rate base.

(e) Energy Resources Council Study
(Administrative) -~ Review and report to the
President on the entire regulatory process
and financial situation relating to electriec
utilities and determine what further reforms
or actions are needed. ERC will consult
with State utility commissions, governors,
public utilities and consumers.
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tiuclear Zower -- To accelerate the growth of
nuclear power which supplies only cne percent
of our energy needs, the President is pro-
nosing, in addition to actions onutlined abhove:

(a) Expedited Licensing and Sitine (Legislative)
A iluclear Facility Licensing Act ta assure nore
rapld siting and licensing of nuclear plants.

(b) 1976 Budget Increase (Lepislative) --
An increase of $41 wnillion in armropriations
for nuclear safety, safeguards, and vaste

nanagenent .,

bnergy Facilities Siting (Legislative) -~
Legislation would reduce enersy facility siting
bottlenecks and assure sites for needed facili-
ties with proper land use considerations:

(a) 'The legislation would require that states
have a couprehensive and coordinated process
for expeditious reviewv and approval of enersy
facility applications; and state authorities
which ensure that final State energy facility
decisions cannot be nullified by actions of
of local governments,

(b) Provision for owners of elirible facilities
or citizens to sue States for inaction.

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

Energy Conservation Actions

The TPresident announced a nuriber of energy con-
servation ueasures to reduce demand, including:

1.

Auto Gasoline !Mileagre Increases (Administrative) --
The Secretary of iransportation has
obtained written agreements with each of
the tiajor domestic autornwobile nanufacturers
which will yield a 40 percent inprove-
nent in fuel efficiency on a weighted

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

Building Thermal Standards (Legislative) --

The President is asking Congress for legislatlon
to establish national mandatory thermal (heating
and cooling) efficiency standards for new homes
and commercial buildings which would save the
equivalent of over one-half milllon barrels of
oil per day by 1985. Under this leglslation:

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

standards.

(Bb) Thermal standards for one and two-family
dwellings will be developed and implementation
would begin within one year. New minimum
performance standards for energy in commercial
and residential buildings would be developed

and implemented as soon thereafter as practicable.

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

codes.

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

Residential Conservation Tax Credlt --

The President 1is asking Congress for leglslation
to provide incentives to homeowners for making
thermal efficiency improvements in existing
homes. This measure, along with a stepped-up
public information program, could save the
equivalent of over 500,000 barrels per day

by 1985. Under this legislation:

(a) A 15 percent tax credit retroactive to
January 1, 1975 for the cost of certain improve-
ments in thermal efficiency in residences would
be provided. Tax credits would apply to the
first $1,000 of expenditures and can be claimed
during the next three years.

(b) Improvements such as storm windows, and
insulation, would qualify for the tax credit.
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Léw-Income Eﬁergz Conservation rrogram
{Legislative) -- The President is proposing
1egislation to: ‘establish a Low-Income Energy
Conservation Program to offer direct subsidies
to low-income and elderly homeowners for certain
enepgy gonservation improvements such as insula-
tion._ The program 1is modeled upon -a successful
pilot program in Maine.

(a) The program would be administered by FEA,

under new legislation, and the President 1s
requesting supplemental appropriations in 1975
and $55 million in fiscal year 1976.

"~ (b) Acting ‘through the States, Federal funds

would be provided to purchase materials.
Volunteers or community groups could install
the materials.

Appliance Efficiency Standards (Administrative) --
The President directed the Energy Resources
Council to dévelop energy éfficiency goals for
major appliances and to obtain. agreements

within slx months from the majer manufacturers

of these appliances to comply with the goals.

The goal is a 20% average improvement by 1980
for all major appliances, 4including air condi-
tioners, refrigerators and other home appliances.
Achievement of these goals would save the
equivalent of over one-half milllon barrels of

-0il per day by 1985.  If agreement cannot be

reached, the President willl submit legislation

to establish mandatory ‘appliance efficlency

standards.

-Appliance and "Auto Efficiency Labelling Act

(Legislative) -~ The President will ask the
Congress to enact a mandatory labelling blll to
require that energy efficiency labels be placed
on new appliances and autos.

Emergency Prepéredness

The Presldent announced that comprehensive energy

emergency legislation will be proposed, encompassing
two major components. .

' 1 L]

‘Strategic Petroleum Storage (Legislafive) -

Development of an energy storage system of one
billioh barrels for domestic use and 300 million
barrels for military use. The legislation will
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‘authorize the government to purchase and pre-
pare the storage facilities (salt domes or steel
tanks), whlle cémplex institutional questions
are resolved and before oll for storage is
actually purchased. FEA will develop the over-
all program in cooperation with the Department
of the Interior and the Department of Defense.
All engineering, planning; and environmental
studies would be completed within one year.

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

2. Standby and Planning Authorities (Legislative) --
The President 1s requesting a set of emergency
standby authorities to be used to deal with
any significant future energy shortages. These
authorities would also enable the United States
to fully implement the agreement on an Inter-
national Energy Program between the United
States and other nations signed on November 18,
1974, = This legislation‘would include the
authority to:

~{(a) Implement energy conservation plans to
reduce demand for energy;

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

(c)k.ration fuels among end users;

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

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

(f) regulate petroleum inventories.

I1I. ggg;g§§ ANNOUNCED BY THE PRESIDENT :TO MEET LONG~TERM
GOALS (BEYOND 1985) :

‘The expanded research and development program on which the

nation ls embarked will provide the basis for increasing
domestic energy supplies and maintaining energy independence.
It will also make 1t possible in the long run for the U.S. to
export energy supplles and technolegy to others in the free
world. Important elements are:

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

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

2. The Program would entail Federal incentives
(possibly including price guarantees, purchase
agreements, capital subsidies, leasing pro-

. grams, etc.), granted competitively, and would
be aimed at the production of selected types
of gaseous and liquid fuels fron both coal and
oil shale.

3. The program will rely on existing legislative
authorities, including those contained in tne
Federal :ron-lluclear Energy Research and Develop-
ment Act of 1974, but new legislative authori-
ties will be requested if necessary.

Energy Nesearch and CDeveloprent Prozram -- In the
current fiscal year, the Federal Government has

greatly increased its funding for energy research

and development progsrams. These Federal programs

are a part of a much larger national energy R & D
effort and are carried out in cooperation with industry,
colleges and universities and others. The President
stated that his 197¢ Budget will continue to empha-
size these accelerated prozrams which include research
and the development of technology for energy conserva-
tion and on ail forms of energy including fossil

fuels, nuclear fission and fusion, solar and geothermal.

Enerny Research and Development Administration -- (URDA)
The President has signed an Executive Order which
activates, effective January 19, 1975, the Energy
Research and Development Adnministration. ERDA will
bring together in a single agency the major Federal
enersy R & D programs waich will have the responsibility
for leading tlie national effort to develon techneolog

to assure tlat the U.5. will have an ample and secure
supply of enersy at reasonable prices. EEDA con-
solidates najor 2 & & functions previously handled

by the AEC, Cevartment of the Interior, llational
Science Foundation and Invironmental Protection Agency.
ERDA will also continue the basic research, nuclear
materials production and weapons vrograms of the ARC.
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IMPACTS O NEAR AND MID-TERHM |
ACTIONS ON PETROLEUNM CCNSUMIM ION 2MD IMPORTS

NEAR TER PROGRAM

(MM43/D)
1975 1977
CONSUMPTION IF NO NEW ACTIONS 18,0 18.3
IMPORTS IF NO NEW ACTIONS 6.5 8.0
IMPORT SAVINGS
Less Service Savings by Short-term 1975 1977
Actions:
Production from Elk Hills 0.2 0.3
Coal Conversion 0.1 0.3
Tax Package 0.9 1.6
' TOTAL IMPORT SAVINGS 1.2 : 2.2
REMAINING IMPORTS 5.3 5.8
MID-TERM PROGRAHM
CONSUMPTION IF NO NEW ACTIONS 23.9 MMB/D
IMPORTS IF NO NEW ACTIONS 12.7 MMB/D
Less sévings Achieved by 1985 IMPACT
Following Actions: ON IMPORTS
OCS Leasing 1.5
NPR-4 Development 2.0
Coal Conversion 0.4
Synthetic Fuel Commerxrcialization 0.3
Auto Efficiency Standards 1.0
Continuation of Taxes 2.1
Appliance Efficiency Goals 0.1
Insulation Tax Credit 0.3
Thermal Standards 0.3
Total Import Savings by Actions 8.0
Remaining Imports 4.7
Less:
Emergency Storage 3.0
Standby Authorities 1.7
NET IMPORT VULNERABILITY 0
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INTERNATIONAL ENERGY POLICY AND FINANCING ARRANGEMENTS

BACKGROUND

The cartel created by the Organization of Petroleum
Exporting Countries (OPEC) has successfully increased
their governments' price for exports of oll from
approximately $2 per barrel in mid-1973 to $10 per
barrel today. Even after paying for thelr own increased
imports, OPEC nations will report a surplus of over
"$60 billion in 1974, which must be invested. 0il
price increases have created serious problems for the
world economy. Inflation pressures have been inten-
'sified. Domestic economies have been disrupted.
~Consumfhg natlons have been reluctant to borrow to
‘finance their oi1l purchases because of current
balance of payments risks and the burden of future
interest costs and the repayment ‘of massive debts.
International economic relations have been distorted
by the large flows of capital and uncertainties

about the future.’

U.S. POSITION

The United States believes that the increased price of
oll i1s the major international economic problem and has
proposed a comprehensive program for reducing the current
exorbitant price. O0il importing nations must cooperate
to reduce consumption and accelerate the development of
new sources of energy in order to create the economic
conditions for a lower oil price. However. until the
price of oil does decline, international stability must
be protected by financing facilities to assure oil .
importing nations that financing will be available on
reasonable_terms to pay for their oil imports. The
United States is active in developing these financing
programs. Once a cooperative program for energy con-
servatlion and resource development and the interim
financing arrangements are agreed upon, it will be
possible to have constructive meetings with the oil
producers. :

ACTIONS TAKEN BY OIL CONSUMING NATIONS

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

by producing nations. The four major elements of

this cooperative program are:
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An emergency sharing arrangement to immediately
reduce member vulnerability to actual or threatened
embargoes by producers.

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

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

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

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

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

OTHER U.S. ACTIONS AND PROPOSALS

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

in redistributing the massive oil export earnings to
date. However, there is concern that some individual
industrialized nations may not be able to continue to
obtain needed funds at reasonable interest rates and
terms during the transition period until supplies are
increased, conservation efforts reduce oil imports and
the prize of oll declines. Therefore, the United States
has supported various proposals for ‘reshuffling” the
recycled funds among oil consuming nations, including:
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Modification of International Monetary Fund (IMF)
rules to permit more extensive use of exlisting
IMF resources without further delay.

Creation of a financial solidarity facillty as

a ‘‘safety net’ for participating OECD countries
that are prepared to cooperate 1in an effort to
increase conservation and energy resource develop-
ment actions to create pressure to reduce the
present price of oil;

Establishment of a special trust fund managed by

the IMF which would extend balance of payments
assistance to the most seriously affected develop--
ing nations on a concessional basis not now possible
under IMF rules. The United States hopes that oil
exporting nations might contribute a major share

of the trust fund and that additional resources might
be provided& through the sale of a small portion of
the IMF's gold holdings in which the differential
between the original cost of the gold and the
current market price would be added to the trust
fund; and

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

These proposals will be discussed at ministerial level
meetings of the Group of Ten, the IMF Interim Committee
and the International Honetary Fund/International Bank
for Reconstruction and Development Committee in
Washington, D.C. January 14 to 17.

In these meetings, the United States will continue to
press its views concerning the fundamental importance

of international cooperation to achleve necessary con-
servation and energy resources development goals as a
basis for protecting our national security and underlying
economic strength. '
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