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B ?he Pregident's Economic and Tax Progran

The Pre510ent s State of. the Union Address outlined the
nation's current economic situation end outlook, anc his
economic and tax program wnich are designed to wage. a

simultaneous taree-front canpaign a"alnst recession, in-
flation and energy dependence.

BACEGROU
The U.S. economy is faced with the closely 1inked problens
of inflation and recession. ur%n. 1574,  toe econoil)
experienced the hichest rate of inflation since Towrld
War II. Late in 1?]/ -~ when a recession-set in, unemploy-
ment rose sharply toc ove‘ 7 percenL, the nl&hnst LeVOl

in 13 years. _ y . st -

Accelerated inflation had its roots in the policies of the .
past and several recent developments not subject to .S
control. Specificaliy: T

ive Feder l srend: o and lendinz for over
too iwch monﬁj and credit srowth.

-- Unusually Door Harvesto contribtuted heavily to

world-wide food shortages and escalating foo
7. . prices. o C

-~ World petroleunm plO“LCL prlces 1ncreasoa
dramatically dus to the Arab nutxons eribarzo
on shipuments of oil tﬁ the U.S 5., the quadru-
pline of the prlce of crude o0il by the 0PEC
nations, and their sharo reductlcﬂs in
crud2 oil production to m*lptal hicher prlces.
diigher enexny prices were passe i throuch in
the prices of other nroducts and services.

- The decline in U.S. domestic p“oductlc of oil

and natural gas that bezan in the 1252's also
contributed to hizher enexsy prices.

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

aen There were two international devaluations 6f the
dollar.

Inflation contributed strongly to the forces of recession:

e The real purchasing power of workers‘ paychecks
was reduced.

-~ Inflation also reduced consumer confideﬁc?,
~"contributing to the most severe slump in
~consumer purchasing since World War II.

--e 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 raised in :»«>

capital markets, reduced the amount of money
avallable for capital investments needed to raise
productivity and increase living standards.

X
.

CURRENT SITUATION AND NEAR--TERM OUTLOOK

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 1is, however, no prospect of a long and deep economic
downturn on the scale of the 1930%*s. - - -

more
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UAJOR ELEMENTS OF THE PRESIDENT'S ECONOMIC AND TAX PROGRAM

I.. 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 racession 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 must 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 maintaining reasonable price stability and
raising the share of national output devoted to
saving and capital formation.

II. Energy Taxes and Fees. Energy excise taxes and
fees on petroleum and natural gas will reduce use of
these energy scurces and reduce the nation's need
for importing expensive and insec = foreign oil.
Renmoval of price controls from dcroscic crude oil
(together with other energy actic:s) will encourage
domestic o0il production. A windf:1l profits tax
would recover windfall profits re::lting from
crude o0il decontrol. Energy taxe: and fees are
expected to raise $30 billion in i:w Federal
revenues on an annual basis,

- -

I1I. Permanent Tax Reduction liade Poss: 1
Taxes and Fees, +he 530 billion . revenueg
from eneryy conservation excise t.-os and fees
and the windfall profits tax on crude oil would
be returned to the economy throug: a major tax

cut, a cash payment for non-taxpz :vs, and direct

Dy Energy

distribution to governmental unit:. 7ax reductions
are designed to go mainly to low-ind middle-income
taxpayers,

more
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. IV, 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. - . .. el L Lo
. V.. 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 Price Index. S : )

more'
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SPECIFIC PROPOSALS ANNOUNCED gz THE PRESIDEHT

“I' .

A Temporary, Antl-Recession Tax Cut of $16
Billion. The President proposed a temporary,
tax reduction of approximately $16 billion. to
provide prompt stimulus to consumer spending ~
and buslness 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 Billion

1. Individuals will receive 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 receive a maximum refund of $500 each.

2. The temporary reduction Klll;be a uniform
12 percent for all taxpayers up to about the

$41,000 income level where */ .-

takes ef'fect, and will then

sively smaller percentage o

that level

3. The refund will be paid
installments in 1975 with pe

first Installment beginning

second in September.

k. The proposal does not z.-

the manner in which taxpay«
file their 1974 tax return:

~and pay their tax in accord--

law, without regard to the
Later they will receive the
from the Internal Revenue !

no changes in deductions an:
the Internal =
will be able to determine %

are involved,

refund and mail the checks

- further forms and computat: .

more

$1,000 maximum
B progres-
taxpayers above

. two equal
wents of the
1 May and the

et Iin any way

somplete and
They will flle
se with existing
~. reduction.
zefund checks

cwige. Because
other such ltems

venue Service
amount of the
sout requiring

5. T'rom taxpayers.

(OVER)



10

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

Adjusted -+  Ppesent

Gross Income ~ Tax
$ 5,000 - $ 98
7,000 o 402
10,000 867
12,500 - 1,261
15,000 - 1,699
20,000 2,660
. 40,000 : 7,958
50,000 11,465
60,000 - 15,460
100,000 © 33,340
200,000 85,620

Proposed

— et - s

§

12
48
104
151
204
319 .
955

1,000

1,000
1,000
1,000

Percent

Saving

v -12.0%
. =12.09%
-12.0%
~12.0%
~12.0%
.~12.0%
~-12.0%

- 8.72

- 6.5%

~ 3.0%

- 1.2%

' ‘Although the taxpayer will not figure his own
refund, 1t is a simple matter for him to
anticipate how much the Internal Revenue

Service will be sendin
12 percent of his tota
year (on Form 10L0 for

g him, by calculating
1l tax lisbiliity for the
1974, it is line 18,

bage 1, and on Form 10404, line 193,

B. A Temporary Increase in Investment Tax Credit

for Busine

SS and Farmers of $% billion.

1. There will bé an increase for one year in

N

~the investment tax credit to 10
all taxpayers, including utilsi::
presently have, in effect. a &
Utilities will continue to rec. .

¢redit for two additional year:

investment in electric
than oil-or gas-fired

~ L

facilitie

2. This increase in the credi:

benefits of $4 billion i

stimulate job-creating investme

of the need for speedy enactmer

temporary nature of %he Incre:
' . .this change does not include. t: e

structuring of the credit as proposed on a

permanent basis in October 1574.)

more

&
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nercent for

2s (which
ayrcent credit
ve g 12 percent

or gqualified

al power plants other

will provide

n 1975 to immediately

nt. (In view

and the

4 credit,

basic re-
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3. With respect to utilitdes, 1t includes a
temporary increase in the mmount 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 investmemk eredit. Since
many utilities have credits 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 percent for 1977, and
so on, until 1980, when they willl in flve
annual steps have returned to the 50 percent
limitation applicable to imdustry generally.

i

more
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A,  Administrative Actions. C)

"4, The 12 percent credit will apply to

o property placed in 'service during 1975 and
to progerty. ordered during 1975 if placed
'in service before the end of 1976. The

. credit will also be available to the extent
“of construction, reconstruction or erection
of property 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

&

Energy Conservation Taxes and Fees. E[nergy taxes
and rees, in conjunction with domestic crude oil
price decontrol and the proposed windfall profits
tax, would raise 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:

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

(a) 1Import fees on crude oil and petroleum
products will be increased by $1 effaective
February 1, 1975; an additional $1 effective
March 1; and another $1 effective April 1,

for a total increase of $3.00 ner barrel.
Currently existing fees will also remain

in effect. ;

TN

more
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/ (b) FEA's "01d Cil Entitlements' program will
C be utilized to snread price increases on crude
- awmong all refiners, and to lessen dispropor-
tionate repgional effects, such as Hew England,
or in any specific industries or areas of
puman 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
K , “would have been obtained under that progran.
- The rebate should be approximately $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
domestic procduction and further cut demand,
steps will be'taken to remove price controls
on domestic crude oil by Apxil 1, 1975,
subject to congressional disapproval as
provided by 84(g) of the Emargency Petroleum
Allccation Act of 1973.

3. Control of Imports -- The energy conservatiom
measures to ve impossd administratively 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 Fresidential power
to limit oil imports as necessary to fully
achieve the President's goais of reducing
foreign o0il imports by one million barrels

a day by the end of 1975 and by two million
barrels before the end of 1Y77.

more
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Tazes Provosed to the Conegress. The President

asked th:e Conrress to pass within 99 days a

. conprehensive en2rgy conservation tax progranm
- .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 diported crude oil and
product imports of $2 per barrel.

2. latural Gas Excise Tax.~-- An excise tax
-on naturai cas of 327¢ per thousand cubic feet
< (mcf), the ecuivalent on a Etu basis to the
92 per barrel petroleun excise tax and import

fee.

more o )
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3. Windfzll 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 increasas, 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 decentrolling oil
prices, plus an additional $3 billion. IlMore
specifically the tax will operate as follows:

(a) A windfall profits tax at rates graduated
‘from 15 percent to 9C perceut will be imposed
on'that portion of the pzice per barrel that
exceeds the producer's adjusted base price
‘and therefore represents a windfall profit.
The initial “adjusted base t:ice' will be

the producer's ceiling price per barrel on
December 1, 1973 plus 95 cer =& to adjust for

subsequent increased costs - % higher price
levels generally. Each mors the bases will
be adjusted upward on a spe: -ied schedule,
which will gradually raise =~ = adjusted base
price to reflect long-run ¢ iy conditlons
and provide the incentive f: . new investment
in petroleum exploration. @ ercentage deple-

tion will not be aliowed on :he windfall
ot

u N em e T e
R 2 3 Can -iaull.t.!._/ .

(b) The windfall profits tex rates will bé
applied to prices per barre. in excess of
applicable adjusted base pr..es us followsy

more
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itLess than $0.20

. $0.20, under $0.50“
“a$b 50, under $1 20’.
ef$l 20, unaer $3 OO.t

'$3 00 and over

16

Portion ot price per Amoﬁﬁt»gg tax

."barrel in excess of
R base. and subject to tax

. 15% of amount
"within bracket
$0.23 plus 30% of
amount within bracket
$0.12 plus 60% of
. amount within bracket
*'$0.5%% plus 80% of
~.amount within bracket
-$1.98 plus 90% of
amaunt within bracket

](c) The windfall profits tax does not include -
.. a "plowback"” provision. nor does it contain '
“exemptions for classes of production or

. producers.’ It does, however, include the

1imitation that" the amoiunt subject to tax may

..not exceed. 75 percent of ths net income from
., ‘the barrel of crude oill. -Tie tax will be

';retroactlve to January 1, l??r.

L (a) - The windfall profits tax reduces the
,gbase for the depletion allnwance

.

more
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,  III. Permanent Tax Recuctions and Payments to :fon-

28 bt - s 1ts IO Lot
Taxvayers lade Possible by knerpy Lonsexvaticon
L35 B

faxes. . T _

Pt e s 0

'0f the $30 biilion in revemie raised annually by

the prorosed conservation taxes. outlined above,
about 35 billion is paid by governments through-
the higher costs of energy in their purchases.
This $5 billion includes:

_ N

,+ $3 billion by the Federal governument.
. $2 billion by state and local governments.

The President is proposing to the Congress that
$2 billion of the revenues be pzid to State and
local povernments, pursuant to thz distribution
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 inci--
viduals and corporations on a 75-23 parcent

. basis, abtout 31% biliion for individuals and

about $& billion for corsoraticens. Specifically,

this would include:

A.  RPeductions for Individuals 4in 1975 --

Tax cuts for individuals will be achieved in two
ways: (1) through an increase in thz Lovw Incone
Allowance and (2) a cut in the schedule of tax
rates. In this way, tax-paying indivicuals will
receive a reduction of amproximately §18 1/2
billion, with nroportionately large:r cuts going
to lov-and micddle-income families. “he Low
Incone Allowance will be increasad !:om the
present $1,300 level to $2,630 for :sint returns
and 52,000 for single returns. Tha:t will bring
the level at which returns are nontexzable to
vhat is approuwimnately the currant 'overty level”
of 45,600 for a family of 4. 1In adciition, the
tax rates anplicable to various brackets of in-
come will be reduced. The aggregate effects of

. these changes are as follows:

} " : »

‘more
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.. (1975 Levels) . . .. = L o
16 ($billlonu) "@"(7*”-"7*‘{. ST i)
Adjusted ¢ Lncome 1ax ¢  Anount of Percentage
Gross Income .. Paid Under :  Income Tax. : Reduction in
Class .~ : Present Law : Reduction : Income Tax
(F000) e . i Covenonnn ZE..........
0- 3 3 =025 7 Y -83.3%
3 - 5 1.8 - 1,20 - -656,7 -
S - 7 4,0 - 1,96 -49.0
7 - 10 3.9 - 3.36 =~ =38.0
10 - 15 21,9 - 4,72 21,6
15 - 20 22,8 - 2,70 =11.8
20 - 50 44,4 -.2.15 - 4.8
50 - 1089 - 13.5 =, - 0.8
109 and over 13.3 .= .03 - 7 -0.2
Total . 130.9 ¢ -16,50% 212.6

*Does not include payments to nontaxpa?ers'

The' effect of these tax chanves can be illustrated
for a famlly of 4, as followo. . :

Adjusted Drese*xt Hew Tax Percent R
Gross Tncome ~ fax I/ Tax aaVlnﬂ , Saving : )
$ 5,600 . § 185 $ 0 $185 - 100.0%
7,000 ' 402 110 292 . 12.6
10,000 .. 867 - 518 7 346 "~ 40,3
12,500 1,261 :61 o 300 S 23.8
15,000 1,659 1,478 223 13,0
20,000 72,660 2,450 210 R R
30,000 - 4,588 4,537 - 151 ... 3.0
40,000 .. 1,958 7,623 - 130G 1,6

17 Calculared assuming Low Income. ‘Allovancs or
itemized deductions equal to 17- percent cf
income, whichever is greater.

B. Residential Conservation Tax Cred’: (Discuésed
in the nergy Section of this ract Gii- r} The
President seeks legislation to prov1cx incentives

to homecwners for makln? thermal effici ency inprove-

- ments, such as storm windows and insulation, in
existing nomes, This measure, along with a stepped-up
public information program, could save the equivalent
of over 300,030 barrels of oil per day by 1985. Under
this leclslatLOﬂ

nore
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l. 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 $1,000 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. Adults who wéuld pay no tax.even without
the tax reductions in A above, will receive

$80.

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

3. Persons not otﬁerwise filing returns but

‘eligible for these special distributions

willl make application on simple forms provided
by the Internal Revenue Service on which they

- would furnish their name, zddress, social
securlty number, and incoms.

~ 4k, For purposes of the spmcial distribution,

Tadults” are individuals wio during the
year are at least 18 years <ld and who
are not eligible to be claimed as a

- dependent under the Federal inconme tax laws.

- 9. 8lnce most taxpayers will receive their

1975 1ncome tax reductions in 1975 through
reductions in withholding on wages and

- estimated tax payments, the special distribu-
tion to non-taxpayers and law-income

more
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‘taxpayers will also begih’ih'i975.
. It is anticipated that disbursement,

1. -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
o+ . 42 percent .for 1975.  The resulting
' " benefit in 1975 is estimated at about
X $6 billion. . P T D

. Moratorium 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: :. o

' “Fiscg;;§ears‘ E ‘Percent Change
1974 1975 1976 75/77% 16/15
el e e ~22 \
- Revenues ., . ., 264.9 280, 303 5.7% g8.2. )/
" outlays . 268.4 . 31k 349 17 %  11.1%
- Deficit . TX3.5 ., 32-3%  T5-47 — -

V. 

NOTE: Estimates for 1075 and 1976 are subject to

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

- Budget Reductions.

Thée budget figures shown above -assume that

~~significant budget reductions proposed by

the President are effected. Including re-

~.ductions proposed in 2 series of special
- messages sent to the last.session of Congress,

'~vthese-budget»reductiqns1tQtal,more1than $17

.. biliion. . Of this total, over $6 billion will
‘result from the proposed .5% celling on Feleral

pay increases and on those Federal benefiv
programs that rise automatically with the
Consumer Price Index.

more



" The following summarizes reductions in 197629pending
to be included in the upcoming budget:

(Outlays
in billions)

Effect of budget reductions

i.. o proposed last year (including

- administrative actions) . . . . .- - $8.9
' “*f Amounts overturned by the .
: CongreSS . . . . s e . . ° 0 . o ' -I" 1
' $
Remaining savings . . . ... 7.8

Further reductions to be proposed:

Ceiling of 5% on Federal pay

and programs tied to the SR
CPI ’ L d [ ] . L] [ ] » L] L] L] * L 6“. l
Other actions planned . . . 3.6
. Total .-reducizions , . . . - }7.5
P
S FORON
S <
3 - Il-.:; f
' more s
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The following lists those programs to which the

5% ceiling will apply and shows spending amounts S
for them: . . C ‘ E
: "_-A A 7 . . o
Effect of 5% Ceiling on Pay Increases
and Prograums Tied to CPIL
. (Fiscal year estimates; Dollars in billions)
1976 Outia‘s o Difference
1975 CViEfTout %1th ‘ 1975-1976
Programs Affected Outlays ceiling ceiling (with ceiling)
Social security .. 64.5 74,3 L 71.8 L +7.3
Railroad . N
retirement .... 3.0 3.4 3.3 - +0.3
Supplemental o | -
Security , o : .
Income ....... 4.7 . . 5.5 - 5.4 +0.7
Civil service Sl
and nilitary . e o -
retirement -
paments s e s e 13.5 N i . 16.2 oo 14:9 : +1,4
Foreign Service : -
retirement .,, 1 .1 .1 * R
. Food stamp : : |
program se s o0 3.7 / 3.9 3.6 "0.1
Chilc
nutrition ..., 1.3 1.8 1.6 +0.3
Federal salaries: _
Military .....  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 SN
..would be resumed in the same way as before the : :}
~establishment of the 5% ceiling, Zowever, no i

catchup of the increases lost under the ceiling
would take place.

more



e |

airorsd Rt B 23 1

SUMMARY OF THE BUDGET INPACT OF THE NEW’TAXES‘AND'FEES SR
AN THE TEX CUTS R N

The folﬁow1ng table summarjzes the estimated direct budgct
impact, on a full-year- effective basis of the tax .and related
changes proposed by the President to deal with the econonic

and energy situations: T T R S
Revenue”RaiEihg,Measures R '”w”*ﬁétiﬁaﬁéd“Aﬁdunts
r.+($-pillions)
011 excise tax and import fee + 9 1/2
Natural gas excise tax . | . %wp - ,-n-% 8 /2
Windfall Profits tax B > -
Total R P +30
= .2»'
) s . s X
more
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Revenue Disbursing "easures

24 ,
| Estimated Amounts

Energy rebates:

- (§ billions)

Income tax cuts, individuals .““416-1/2  

- Residential tax credit .~ . v ia Qf2
: - Hontaxpayer distribution R I A
' " “Corporate tax cut R 63.( oo
State and local governments | .. =12
. Federal government costs . =3
"~ Subtotal o _i-;,. ‘ L-SQ_
Temporary économic stimulus: e
~Individual tax refunds S coel2m
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 fz2es would go into
effect

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

- To $3 per barrei, if the energy taxes

(&

have not been enacted, April 1.

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

The permanent tax cuts for individuals and
cornorations made possible by the revenues
from the energy conservation taxes would be
effective as of January 1, 1875. Ths changcs
in withholding rates for individuals are
expected to go into effect on June 1. The
withholding changes will be adjusted so that
12 months reduction is accomplished in the

7 months from June throush December.

more

N J
‘\n—“ d



25

- 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
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
guarters.

- 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

economlic 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 varlety of monetary and financial developments that
arise out of these changes.

Timing of Direct Budget Impact
($ billions)

Calendar Yesrs

1975 1976
i II_ -~ 11T IV T it TiI TV
Energy Taxes +0.2 +4.1 +12.6 +7.6  +7.6 +7.5 +7.5 V75
Return of Energy - _ o
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 - 7.6 -3.2 =0.1 -2.5 =-2.1 =0.1

more
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INFLATTON -IMPACT -+ '~ & = . .°

Both majer parts of the tax package requlre inflation
impact analysis. The excise taxes on crude oil and
natural gas, combined with the tariff and decontrol of
prices ‘of both' "0ld"” o0il 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
yYears. -9 s DT [ . SR .
The inflationary impact of the $16 billion ahti.-recession
tax cut 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 additlonal-spending - fff

will haye:only a sligh§ impact on prices.

Whatever the precise price impact of this $16 billion ~:"
tax cut during 1975, the most important fact about it i :
from' the standpoint of inflation is that it is. temporary.

With the recession still under way , the rate of‘inflation:'i f

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 inflafion 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 unemnloyment :
falls. The increased Federal. spending is 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

more
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help the Nation recover from the current recession -- the
impact would come much too late -- but 1t would surely do
much inflationary harm as the economy returns to prospercus
conditions 1n the years ahead. Therefore, at the same

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

of currently projected Federal budget deficlts precludes
introduction of 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 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 B

In addition to the comprehensive set of economic and
energy policles discussed in the State of the Union
Message, the President 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 humsnltarian
reascns. .

3. Amend the Antitrust Civil Process Act 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 de-
termining corporate income taxes to increase
incentives for raising needed capital in the
form of equity rather than debt.

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

more
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.';‘Amend the Employment Act of 1946 to make
" explicit the goal of price stability.

23 1 )

“ Strengthen our financial institutions and
.. provide a new tax incentive for investment
An residential rortgases. '

.. Permit more competition between different

modes of surface transportation (The Surface |
Transportation Act). e

(Substitute “to promote maximum employ-. -
ment, maximum production, and stability
of the general price level® in place of

-the present language, "to promote maximum

employment, production and purchasing
power. %)

N

more
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.- The President's Tnersy Program - . .
(including energy taxes and fees). . -

The President's State of the Union A&dfess'outlinéd‘the.ﬂation‘s
energy outlool, set forth national energy policy objectives,
and described actions he is taking immediately and indicated

proposals he is asking the Congress to pass. -

3
BACHGROUGE . ...

L el e e e

B T
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Over the nast two years, prosress has been made in conserving
energy, expanding enercy Al and immroving Federal government
energy orpanization. Zespite such accomplisiments, we have
not succeeded in solving fundamental problems and our .lational
energy situation is critical. Our reliance on foreisn sources
of petroleunm is contributinz to both inflatiomary and reces-
sionary pressures in the United States. ‘orlé econoaic
stability is threatened and several industrialized nations
dependent upon imported oil are facing severe economic
disruption. . o - S -

[P

fith respect to. the U.5. energy situation:
-- Petrcleum is readily available from foreign
sources -- but at arbitrarily hich »nrices,
causing missive outflow of dollars, and at
the risk of inecreasins our ilation's vulnera-
bility to severe economic disruntion should

<

arother eubargo be imposed.

P s

- Petroleum impmorts remain at hirh levels
even at present hich prices. o '

.= Domestic oil production:continuas to -
" . .decline as older fialds ave derizted and

-~

.. new Iields are years from prodiction; 4.2
million barrels per day in 1974 compared
to €.2 nillion in 1973.

.~ . Total U.S. petroleun consunptir is
o . increasing, althouzh at slower rates

¢ . due to higher prices.
-~ Hatural ras shortases are forcins crrtailiment of

i supplies to aany industrial firms aiwd denial of

: service to new residentizl custoners. {14%
xrected this winter versus 7% last year.) This
is resulting ir uvneurloyment, reductions in the
production of fertilizer needed te increase food
sunrlies, and increased denand for-alternative
fuels -~-primarily immorted oil.

mere (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 oelayed
postponed or cancelled. PR

- Overall energy consumption is beginning to increase
0 fagain. SRR : '

e%l}}U S. vulnerability to economic and social impact
from an embargo increases with higher imports -and
will continue to do so until we reverse current

trends, ready standby plans, and increase petroleum .

storage

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

1

Cemi. Heavy outflow of U.S. dollars (and in effect,

U,

2]

> ijobs)-to pay.for growing oil imports .-- about'
~$24 billion'in 1974 conoared to $2 7 billion-
:”in 1970 R

- Tremendouo balence of pavments deficlts end
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 surplug
revenues in oil exporting nations -—- aoproxi
mately  $60 billion in ]911 aJonc '

. ENERGY QUTLOOK

IT.

AP 5,4
a0 By

Near.-Term (1975-1977): In the next 2.3 years, there are

ONIya Tew steps that can be taken to increase domestic

energy supply particularly due to the long lead time for
new production. O0il 1mports will thus continue to rise
unliess demand is curbed .

Mig-Term (1975~ 1989) In 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 S 4

more
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III. Lohg-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' maintained. New
technologies are the most- significant opportunity for
other consuming nations with limited domestic resources.

NATIONAL ENERGY POLICY GOALS AND PRINCIPLES ANNOUNCED' BY
THE PRESIDENT 4 — T

I.

IT.

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 vulnerability
from an embargo and greater consumer nation
cooperation. )

(C) HMore dArastic short-term reduction: would have
- unacceptable economic impacts. .

Mid-Term (1975-1985): Eliminate vulne-nhility by
achieving the capacity for full energy independence
by 1985. This means 1985 imports of n: more than
3-5 million barrels of oil per day, al o»f which can
be replaced immediately from a stratez. . storage
system and managed with emergency meas:. <sS. '

(A)  With no action, oil imports by 1%. =2ouid be
‘reduced to zero at prices of $11 ::r barrel or
mnore -- or they could go substant:i:1lly righer
if world oil prices are reduced (¢ =., zt $7

per barrel, U.S. consumption coul. #each
- 24 miliion barrels per day with in.orts of
above 12 million, or above 50% of the total.)

(B) The U.S. anticipates a reduction - world oil
prices over the next several years  Hence,
. ‘plans and policies must be establiihed to.

achieve energy independence even a: lower
prices -~ countering the normal texdency to
increase imports as the price decliliaes.

more
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(C) Actions to meet .the 1985 goal will hold imports
> to no more than 3.5 million barrels per day.
reven at $7 per barrel prices. Protection against
‘an embargo of the remaining imports can then be
~ handled most economically with storage and -
standby emergency measures. oo SR

III. Long-Term (Beyond 1985): Within this century, the U.S.

IvV.

should strive to develop technology and energy resources.

to enable it "to supply a significant-share of thé'
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 -~ m?ch
the same as the nation did prior to the 1960's
when it was a major supplier of world oil.

Principles: Actions to achieve. the above national

senergy goald must be based upon’the following’

principles:

~—en Provide energy to the American consumer at the
“"lowest possible cost consistent with oup need
for secure energy supplies.

-~ Make energy decisions consistent with our overall
' ‘economic goals. . ’ ' '

= Balance environmental goals with energy require--
ments . )

~— Rely upon the private sector and market forces:
‘as the most efficient means of achleving the
Nation's goals, but act through the government
where the private sector is unable to achieve
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 nations to promote intgrde—
penderice, as well as independence.

more
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~ ACTIOHS ANNOUINICED TODAY B Zz_TdE ? .SID J“

I. ACTIONS. ANNOUJCLD B? "ZE P“Lulﬁ NT "0 HE““

- WEAR-TERN GCALS (1975 T’“?‘f)‘“'““-

70 neet the natlonal ooals, tne PrﬁSLQent oatlined a con-
prehensive program of legislative proposals to the Congress
wvhich he requested be enactnd wvithin 90 days and adninistra-
tive actions that he will begin inplementing irmediately.

The legislative package is-uore effective and equitable than
the admlnlstratlve progran, but the Presicent indicated that
the seriousness of the situation denanded irmediate action.
Taese actions will reduce overall energy denmand, increase
domestic uroductlon increase conversion to- coal and reduce

oil inports.

(A) AdmlnlstratiVe Actions

They 1nclude.

i

.. barrel. Currently existing .=

(b)Y TFuA's 01d 011 MntJtlfv”‘“
. will be utilized to fﬂreac
“on’ crude anong all ref finers :
‘dlsproportloqate recional. el :ots, par~

Lip rt Fee -~ Because of the seriousness

b the proolem and because time is reaquired
for Congressional action on nis legislative
proposals the ?resident is acting Lumeclately
within existing authorities to increase the
import fees on crude oil and netroleun

‘products, . These new iwport fees would be

vodified upon passage of tHe “resxdpnt s
legislative ﬂaCxage.

(a) _Import fees on crude cil end petroleuq
products unéer the authority of the Trade Expan-

. sion Act of 196 2, as amended, -will be increased
- by $1 effective February 1, 1975; an additional

$1 effective ifarchh 1; and another 81 effective
April 1, for a total increas> of q3 J0 rper
; will also

remain in.eliect.

T

NroCTan
= inereases
i to lessen

tlcularly in the liortheast.

-?3(c) As of February 1“75 n*oauct 1noorts
“will cease’ to be covered by FIA's “51d 0il

. Entitlerents’ nrocran In «~ler to overcome
..any severe reqlonal immacts .ot could be
caused by large fees in ingc - : dependent

f.areas, inported products wil. receive a
. -¥eébate corresponding to the
" would . aave been oHtulned une.

Lenefit which

¥ that

prograr ~ The rebate shculd La anproxirately
21.00 in rebruary, $1.42 ln'xarch and $1.80

pe1 barrel in April.

(d) This immort fee procran would reduce
iports by about 500,000 barrels per day
In April it would generate &hout 540D million
per nonth in revenues.

MOaTo { VDY
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“77rlir30 ' Crude 011 Price Decontrol — To stimulate
P “'productlion and further cut demand, steps
" willl be taken to remove price controls

. L 34 . ‘ , -
Backup Import Control Program -- The energy i
.conservation measures and tax proposals ; ">

will be supplemented by the use of Presidential
power to limit oil imports as necessary to

RN

' achieve the near-term goals.

- 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. .

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

. benefits. o

1(B) Legislative‘Proposals

1.

Comprehensive Tax and Decontrol Program --

The President asked the Congress to pass

within 90 days a comprehensive legislative

package which could lead to reduction of

¢il imports of 900,000 barrzls per day ,fﬁ>

by 1975 and 1.6 million barrels by 1977.
"Average oll prices would rise about $4.00

per barrel of $.10 per gallci. The package
which will raise $30 billion in revenues
‘on an annual basis includes:

(a)  Windfall Profits Tax -- 4 tax on all
domestic crude oil to captur: the windfall
profits resulting from prics “:c0
The tax would take 88% of th: windfall

) ﬁrdfits“on crude oil and woul® mhase out
-over several years. The tax +2uld be

retroactive to January 1, 197.

(b) Petroleum Excise Tax ani Import Fee =--
“An excise tax on all domestiz.crude oil

of $2 per barrel and a fee or Inported

crude 01l and product ‘import: =f $2 per
barrel.  The new, administra:ively established

- Import fee of $3 on crude oi’ would be reduced

to $2.00 and $1.20 fee on prrducts would be
increased to $2.00 when the iax 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 re
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(c) New Natural Gas Deregulation -- Remove
Federal interstate price regelation on new
natural gas to increase domestte production
and reduce demand for scarcé metural gas
supplies. - - L

- 7(d) - Natural Gas Excise Tax — .An excise
E tax on natural gas of 37¢ per thousand
cuble feet (mef), which is eguivalent
on a Btu basis to the $2 per barrel petroleum
exclse tax and fee., This will discourage
. attempts to switch to naturai gas and acts
' to reduce natural gas demand curtailmerits.”
Since the usual results of ges curtailments
is a switch to oil, this will limit. the
©. growth of oil imports. Lo

2. "Elk Hills Naval Petroleum Rezerve. The .
- President is asking the Congress .to permit
production of the Elk Hills Haval Petroleum

Reserve (NPR #1) under Navy sontrol, -
Production could reach 160,0i0 barrels
per day early in 1975 and 303,000 barrels
per day by 1977. The oil prriuceé would
be tused to top off Defense Department .

"~ Storage tanks, with the -remaider sold

* at auction or exchanged for ::vined

- petroleum products used by tlz Department
‘of Defense, Revenues would e used to
finance further exploration, devalopment
and’'production of the Naval r :roleum
reserves and the strategic pe:rcleum

storage. - .

3. Conversion to the Use of Do “ic Coal.
The President Is asking the . --28s to
-amend the Clean Air Act and -« - LLrgy
Supply and Environmental Coo: ».tion
Act of 1974 to permit a vigor = program
to make greater use of domes*. -0al to
reduce the need for oil. Th' srogram

- would reduce the need for oi. .mports
by 100,000 barrels per day in 1975 and

300,000 barrels in 1977. ‘Taes nd-
ments would extend FEA's aith ity to
grant prohibition orders from 75 %o
1977, prohibit powerplants ez =+ in the
planning process from burning i1 and gas,
extend FEA enforcement aithor:i .y from 1978

to 1985, and make clear that -zl burning

more
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" installations that.had originally planned
to convert from ccal to oil be eligible '
for compliance date extensions. It would
give EPA authority to extend compliance
dates and eliminate restrictive regional
environmental limitations. . A plant could
convert as long as its own ewissions do
not exceed awbient air quality standards.

II. ACTIOIS ANINOUNCED BY THZ PRISIDENT TO HEET UIR-TTTI

GOALS (1%75-1935)y — v

These actions are designed to meet the goal of achieving
the capability for energy independence by 1%35. The actions
include measures to increase domestic energy production
(including measures to cope with constraints and strike
a balance between environmental and enersy objectives),
reduce energy dewand, and prepare for any future. emersency
resulting from an embargo. : =

i) - R £

a) 'Sﬁpply Actions o R = i

1. Haval Petroleun Feserve ilo. 4 (Legislative
proposel) -- The President is as.:ing tae
Congress to authorize the exploration, de-
velorrient and producticn of IR-4 in Alaska
to provide petroleun for the domestic economny,
with 15-20% earmarked for military needs and
strategic storage. The reserves. in PR-4

- which are now largely unexplored could pro-
vide at least 2 millien barrels of oil per
day by 19235. Under the legislative prorosal:

(a) The President would be authorized to
Fgsas

~ explore, develop and produce HP3-4,

(b) The Government's share of production
(approximately 15-20%) would be used to
-help finance the strategic storage system
.and to help fulfill military petroleunm
- requirenents. Any other receipts go to
- the United States Treasury as miscellaneous
receints. . :

more
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0CS Leasing (Administrative) -- The President
reaffirmec his intention to continus an
agaressive Cuter Continental Shelf leasing
policy, including lease sales in the Atlantic,
Pacific, and 3ulf of Alasiza. Decisions on
individual lease sales will await completion

" of appropriate environmental studies. In-

creased OC3 leasing could add domestic pro-
ducticn of 1.5 miilion barrels of oil anc
additional supnlies of natural gas by 1985.
There will be close cooperation with Coastal

states in their planning for possible increased

local developizent. Funding for environmental
studies and assistance to States for planning
has bz2en increased in FY 1975.

Reducing BDowuestiec Enerry Price Uncertainty
(Lenislative pronosal) -- Levisliation will
be requested authorizing and requiring the
President to use tariffs, import quotas,
import price floors, or other measures to
achieve donestic energy price levels
necessary to reach self-sufficiency goals.
This legislation would enable the President
to cope with possible large-scale fluctua-
tions in world oil vrices.

Clean Air Act Amendnments (Lezislative
vroposal) -- In addition to tue amendments
outiined earlier for short-term goals, the
President is askine for cother Clean Air
Act amendinents needed for a balance batween
environmental and energy goals. These
include:

(a) Legislative clarificaticn to resolve

"protleris resulting from court deciszions

with resrect to sirnificant air guality
deterioration in areas alresdy meeting

" health and welfare standards.

(b) EIxtension of compliance dates throuzh
19€5 to implemznt a new policy rasarding
stack gas scrubbexrs ~- to allow use of
intermittent control systems in isolated
power plants through 1235 and requiring
other sources to aciiieve control as scomn
as possible. ey

e

more :
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¢ years) for natlonwide auto. emission standards
<. at--the current California levels for hydro-
o . carbons (0.9 grams per mile) and carbon
monoxide (7 ' grams per mile), and at 1975
-~ standards (3.1 grams per mile) for oxides

(¢) A pause for 5 years (1977-1981 model 'j>

.- of nitrogen (with the exception of California
. -~ 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 in

auto fuel efficiency by the 1980 model year.

(@) EPA will shortly begin comprehensive

~hearings on emission controls and fuel
economy which will provide more detalled
data for Congressional consideratlon.
Surface Mining (Legislative proposal) --

. The President is asking the Congress to pass
a surface mining bill which strikes a balance
between our desires for reclamatlon and
environmental protection and our need to
increase domestic coal production substan-
tially 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.

.\ pd

Coal Leasing (Administrativ:s) -~ To assure
rapid production from exist.ng leases and to
make new, low sulfur coal cupplies available,
the President directed the 3ecretary of the
Interior to: - L

(a) Adopt legal diligence reéquirements to
assure timely production fiom existing
leases., . . : o

(b)) Meet with Western Governors to explore

- regional questions on econcuic, 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 mssets, if proper .
environmental safeguards ecan be provided. )

more
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Electric Utllities -- The President is asking
“«the Congress for legislatiomn concerned with
C-utilities. In recent months, 60%

-of planned nuclear capacity amnd 30% of non-
nuclear capacity additions have been postponed
or cancelled by electric utilities. Fwnanc1ng
"problems are worsening and State utility
commission practices have not assured recovery
of costs and adequate earnings. The transition
from oil and gas-~fired plants to coal and nuclear
has been-slowed greatly -- contributing to
~.pressure for higher ‘oil-imports. Actlons
~dnvolve: ' : '

(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-Creédit (Legislative)
An increase 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 oll and gas--fired facilities.

(c) Preferred Stock Divider:® Deductions
(Legislative) -- A change ir tax laws applica-
ble to all industries, incluzding utilities,
which allows deductions of preferred stock
dividends for tax purposes it» reduce the

cost of capital and stimulat: equity rather
than debt financing :

(d) Mandatﬂﬁ Reform of Sta  Utility Commission

Processes (Letlsldthe) -— G- jegislation
woulid selectively IL orm utl .ty commission
practices by: (1) setting  maximun 1imit

of 5 months for rate or serv .& proceedings;
(2)  requiring fuel adjustme  : pass-throughs,
-including taxes: (3) requil: -z that con-
struction work in progress * included in a

~utility's rate base; (4) reioving any rules

" ‘prohibiting a utility from czarging lower
rates for electric power during off-peak
hours: and (5) allowing th: ~ost of pollu-
tion control equipment to be included in
the rate basew - .. ... .o A

(e) Energy Resources Council Study
(Administrative) -- Review 2°d report to the
President on the entire regu.atory process ‘
and financial situation relating to electric
utilities and determine what further reforms
or actions are needed. ERC will consult
with State utility commissions, governors,
public utilities and consumers

more (OVER)
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B R :
.- b.. .iluclear Power -- To accelerate the growth of

. . nuclear nower which supplies only cne percent -
. . of our energy needs, the President is pro- : \>
ronn - posing, . in addition to actions outlined above: .

(a) Expedited Licensing and Sitines (Legislative) -

.. A tluclear Facility Licensinr AcCt to assure more
. y

& =

:.f-'l rapid.siting and licensing of nuclear plants.

. (b) 1976 Budpet Increase (Legislative) --
An increase of $41 willion in apnropriations
for nuclear safety, safeguards, and waste
management.

‘Legislation would reduce energy facility siting
bottlenecks and assurc sites for needed facili-
ties with proper land use considerations:

.29, Energy Facilities: Siting (Legiclative) --

(a) The legislation would require that states
have a comprehensive and coordinated process
for expeditious revieuw and approval of energy
... facility applications; and state authorities
.. whicn ensure that final State energy facility
- .decisions cannot be nullified by actions of
of local governments.

- (b) Provision for owners of sligible facilitier
.0r citizens to sue Ctates for inaction.

’Qi’;,(c) Provide no Federal role in making case by

case siting. decisions for the States.

Enerpy Conservation Actions

¢

The President 2nnounced a nunbter «f energy cou-
.gervation neasures to.reduce der:iif

i, including:

1, Auto Gasoline Mileage Inecr: +z:x (Aduinistrative) --

“The Secretary of iransport: .ca has
obtained written asreemeni- - ih each of

”‘the'major domestic automob: . nanufacturecrs

- .which will yield a 40.perczut inmprove-

.. ment in, fuel efficiency on a weighted
U o

© s ' S 5 . [

< ¥
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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.

: Buildihg Thermal Standardsv(Legislative) —
- The President is asking. Congress for legislation
.. 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 million barrels of
©11 per day by:1985. Under this legislation:

(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 .-

(b) Thermal standards'fdr one and two~family

- dwellings will be developed and implementation

would begin within one year. New minimum

.. performance standards for enurgy in commercial

" and residential buildings wci:'d be developed

and implemented as soon ther  .fver as practilcable.

...{e) .Standards would be impiemented by State

and local governments through local building

. codes.

- (d): The President-also direc“ed the Secretary
of Housing and Urban Develor .5 to include
energy conservation standard. im new mobile

home construction and safety :iandards.

- Residential Conservation Tax = —edit -
..The President is asking Congr .5 for legislation
< o provide incentives to home - ners for making
: thermal efficiency improveme:r . in exisiing
- .homes. This measure, along +.:ch a stepped-up

public information program, could save the
equivalent of over 500,000 barrels per day
by 1985, Under this legislat on: = .

«.-f{a) A 15 percent tax credit retroactive to
January 1, 1975 for the cost of certain improve-

ments in thermal efficlency irn residences would
be provided. Tax credits wou d apply to the
first $1,000 of expenditures =nd can be claimed

‘during. the next three years.

SRR L : SR :
(b) Improvements sich as storm windows, and
insulation, would qualify for the tax credit.

more {OVER)
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[P T Lownlnoome Energy Conservation Program

- (Legislative) -~ The President is proposing

- legislation to establish a Low-Income Energy
Conservation Program to offer direct subsidies
to low-income and elderly homeowners for certain
energy conservation ilmprovements such as insula-
tion. The program 1s modeled upon a successful
pilot program in Maine,

- (a) The program would be adminlistered by FEA,

. under new legislation, and the President is
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.

5. . Appliance Efficiency Standards (Administrative) --

The President directed the Energy Resources
Council to develop energy efficisncy goals for
-major appliances and to obtain agreements
within six months from the major manufacturers
of these appliances to comply with the goals.
. -The goal is a 20% average improvement by 1980
- .for all major rappliances, inecluding air condi-

‘tloners, refrigerators and other home appliances.

Achievement of these goals would save the
-equivalent of over one-half million barrels of
. 0il.per day by 1985, If agreement cannot Ube
- reached, the President will submit legislation

to establish mandatory appliance-elficiency

standaras

6.. Appliance and Aufo EffiCAbncy Lﬂ ﬂlling Act

: ..(Legislative) ~- The President will ask the
Congress to enact a mandatory labelling bill to

" require that energy efficiency labels be placed
on new appliances and autos.

Emergency Preparedness

The President announced that comprenensive energy
emergency legislation will be proposed, encompassing
two major components.

1. Strategic Petroleum Storage (Legislative)
Development of an energy storage system of one
billion barrels for domestic use and 300 million

- barrels for military use. The leglslation will

more
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~authorize the government to purchase and pre-
. pare the storage facilities (salt domes or steel
. .tanks), while complex institutional guestions
; are resolved and before oil 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 fi1ll the facilities.

2. Standby and Planning Authorities (Legislative) --
- . ~The President is 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 leglslation would include the
authority tors : i

(a) Implement energy conservation plans to
- reduce demand for energy,

_~(b) allocate petroleum prodncts and establish
~brice controls for allocated products;

(c) ration fuels among end users; -
. (d) allocate materials needzd for ‘energy
production where such materizls may be in short
- Bupply; LT ) :
“-(e) increase production of domestic 0ll; and

.

(f) regulate petroleum inventories.

ITI. ACTIONS ANHOUNCED BY THE PRESIDENT TO LEET LONG-—’“ERM
: GOALS (BEYO;D 19%

‘The expanded reeearch and development program on which the
‘nation is embarked will provide the basis for increasing
domestic energy supplies and maintaining energy independence.
It will also make it possible in the long run for the U.S. to
export energy supplies and technology to others in the free
world : Important elements are

more
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Synthetic Fuels Procran (Administrative) -- The ' \)
rresicent announced a tiational Syntastic Fuels h
Commercielization Program to ensura at least one
-million barrels per day equivalent of synthetic fuels
capacity by 1935, using technologies now nearing
COmuerCIQl aﬂvllcatlon. T

1. g oyntHetlc -uel types to be considered will
include synthetic crude from oil shale and a
‘wide range of clean sclid, liquid, and gaseous
fuels derived from coal.

2. . The Program would entail Federal incentives
(possibly including price guarantees, purchase
agreenernts, canltal SUbSlGleS, leasing pro-
grams, etc. }, granted competitively, and would
be aired at the production of selected types
of gaseous ana llﬂuld fuels fron both coal and

“oil sna1e. . :

. 3. " The pro ran w111 rely on exzstln" legislative

authorltleo, including tnose ~ontained in the

- Federal ilon-lluclear Energsy T-=earch and Develop-
ment Act of 1974, tut new 1& :lative authori-
ties will be requested if n» ussary. ;~»>

Energy DNesearch and Develeprment Frogram -- In the et
current fiscal year, ths Federal T“overnment has
greatly increased its funding fox ~nergy research
and development prosrams. Thess Federal programs
are a part of a much larger natic: =l energy R & D

effort and ave carried ocut in cor :ration with industry,
collegzs and universities and ot 5. The President
stated that his 1976 Budpget will - ntinue to empna-

size these accelavated programs il ;

: Je rescirch
and the development of LnCunolohd L0T energy conserva-
tion and on all forms of energy i «luding fossil

fuels, nuclear fission and fusiocr solar and geothermal.

Enerzy Research and Development . ninistration -- (SRDA).
The President has signed an Execu:ive Orderxr whicn '
activates, effective January 19, 975, the Energy
Research and Developnment Adminis® ~-tion. EBDA will
bring torctn@r in a single agenc “he major Federal
energy R & D prograns waich Vlll “wve the resmonsibility
for leading the national effort t: develon technolog

to assure that the U.5. will have zn ample and secure
supply oi energy at reasonable prices. ERDA con-
solidates najor 2 & L functions rr-eviously handled

"ﬁPO:- by the AEC, Department of the Interior, MNational
‘Qcioncm *oundatlon and ICnvironnertal Protection Agenc
*‘E WA will also continue the basic research, nucleg /

materials production and weapons prograis of the AZLC.

nore
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ST 7 "IMPACTS OF NEAR AND MID~TERM - n
"ACTIONS ON PETROLEUIf CONSUMPTION AND IMPORTS

NEAR TERM PROGRAM

| (13:4B/D)

L BRI : '. L : . 1975 ,’;‘ - ‘ 1977
CONSUMPTION IF NO NEW ACTIONS h Is.0 - o o 18.3
IMPORTS IF NO NEW ACTIONS - - 6.5 . ~ = 8.0

' . " ' - IMPORT SAVINGS
Less Serv1ce Sav1ngs by Short term 11975 R 1977
Actions:. ™ ’ o T .
Production from Elk Hllls - 0.2 0.3
Coal Conver51ov : - : 0.1 o 0;3
Tax Package 1w;;”;iguxgi5;.mFQ;;;;;;f; . .6
'TOTAL IMPORT SAVINGS - 1.2 . = . .2,2
REMAINING IMPORTS 5.3 . 5.8

MID—TERM PROPRAM

CONSUMPTION Ir NO NEW ACTIONS ' ' 23.9 MMB/D

IMPORTS IF NO NEW ACTIONS - = - 12.7 MMB/D’

Less Savings Achieved by S 7T 1685 IMPROT
Following Actions: ©oo T T oM IMPORTSE
0CS Leasing 1.5
NPR~4 Dovelopment 2.0
Coal Conversion ‘ g 0.4
Synthetic Fuel Commer01allzat10n s 0.3
Auto Efficiency Standards S 1.0
Continuation of Taxes 2.1
Appliance Efficiency Goals 0.1
Insulation Tax Credit ) . 0.3
Thermal Standards =~ =~ - =+ o -0 0,3:

Total Import Sav;ngs by Act;onsw»u;7fw,n,i;‘ 80

-

1
¢
1
!

}
-4
1
{
i

Remalnlng Imports _ B o 4;7 
Less: : L y
Emergency Storage ‘ 3.0
Standby Authorities 1.7
NET IMPORT VULNERABILITY : 0

more (OVER)
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INTERNATIONAL ENERGY. POLICY AND, FINANCING .ARRANGEMENTS

(_ it

BACKCGROUND R

s,

The cartel created by the Organizaticn of Petroleum
Exporting Countries- (OPEC) has successfully increas .d
their governments' price for -exports of oil from-
approximately $2 per barrel in mid-1973 to:$10 per.. -
barrel today. Even after paying for their own increased
imports, OPEC nations will report a surplus of over

$60 billion in 1974, which must be invested. Oil

price increases have created serious problems for the . :.

world economy. Inflation pressures have been inten.-
sified. Domestic economies have been disrupted.
Consuming nations have 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.
International economic relations-have been distorted
by the large flows of capital and uncertainties
about the future. -~ -~ -

U.S. POSITION |

The United States belleves that the increased price of
0oil is the major international economic problem and has
proposed a comprehensive program for reducing the current
-~exorbitant price. 01l 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 Tinancing 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 developlng these financing
programs. Once a cooperative program for energy con-.
servatlion and resource development and the interim
financing arrangements are agreed upon, it will e
possible to have constructive meetings with the oil
producers. e e e

ACTIONS TAKEN BY OIL CONSUMING NATIONS

The 01l 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 o0il exports
by producing nations. The four major elements of
this cooperative program are: . ) : :

S .

I i em e .IMOTE . .

ey

i,
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An emergency sharing arrangement to immediately
reduce member vulnerability to actual or threatened
embargoes by producers; o '

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

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 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 is 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 ocur 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 o1l consuming nations, it is unlikely
that these investments will be distributesd so as to
match exactly the filnancing needs of individual impor-
ting nations. Fortunately the existing cciplex of
private and official financial institutior: has, in the
case of the industrialized countries, beern effective
in redistributing the massive oil export ecirnings to
date. However, there 1s concern that somz 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 price of o1l declines. Therefore, the United States
has supported various proposals for “reshuffling" the
recycled funds.among oil consuming nations, including:

more .
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Modification of International Monetary Fund (IMF) r
.rules to permit more extensive use of existing ‘ wj)
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 develop—
ment actions to create pressure to reduce the . .
present price of oil L U e

Establishment of a special trust fund mana?ed by
the IMF which would extend balance of payments
assiqtance 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 v T S

An increase in IMF quotas which would make more
resources available in 1976. = - o a -

- These proposals will be discussed at ministerial level k_,)
meetings of the Group of Ten, the IMF Interim Committee . .
and the International Monetary Fund/International Bank

for Reconstruction and Development Committee 1n - R
Washington, D.C. January 14 to 17. :

In these reetings, the Unite d States will continue to
press 1ts views concerning the fundamental importance

of international cooperation to achieve necessary oon-
servation and energy resources development goals as a )
basis for protecting our nauional security and unoerlying
economic strength - . L o





