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.I, MEMORANDtn-1 FOR THE PRESIDENT 

FROM: FRANK G. ZARB 

THROUGH: ROGERS C. B. MORTON 

BRIEFING PAPERS FOR THURSDAY ENERGY REVIEWSUBJECT: 

Attached for your review is a briefing book on the two 
. energy subjects to be discussed tomorrow. 

Tab A: 	 Decontrol options and timing of major events 
during August. 

Tab B: 	 Preliminary policy recommendation for the 
natural gas shortage this winte,r. 
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FEDERAL ENERGY ADMINISTRATION 
., WASHL.'IlGTON, D. c. .20461 

omCE OP THEADMINISTllATOJ. 
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August 6, 1975 

" 
;,. ,, , 

MEMORANDUM FOR THE PRESIDENT 
. ~..". :. " 

.: ' ::. , " ~-FROM: FRANK G. ZARB 
...... . ... 


THROUGH: ROGERS C.B. MORTON 
. ". ' ...'~ : , , . ,': 

SUBJECT: STRATEGY ON DECONTROL • - • _t, 

~ ," . 

, . 
BACKGROUND , 

Before the recess, the House passed the Staggers pricing 
, amendment to H.R. 7014. This provision rolls back the 
price of new and released 0.1:1.- to $7.50 per barrel, but pro
vides that "high cost" oil can sell for as much as ·$10.00 
per barrel. Old"oil price. will remain at $5.25 per barrel 
for ten years or more. 

The House then defeated your ~9-month decontrol compromise 
program and passed 5.1849, a simple 6-month extension of 
the price control provisions. Senator Mansfield has 
indicated that this l~gislation will not be delivered untJl 
the end of August so Congress , can act quickly on the veto 
override. If you choose not to sign the extension, the EPAA 
will expire on Sunday, August 31, 1975. Congress will not ' 
be able to act on the veto until it returns at noon, \-Jedn~sday, 

, September 3. ' . -. 

In addition to these eVp.~td, OPEC meetings on pricing 
policiea are scheduled for September 4 and 24, and in all 
likelihood will result in an announced price increase of 
$1.00 to $2.00 ' per barr~~ by October 1. 

The "=!.)te on overriding,' :t~e veto will be very close and is 
hard to predict·. 'rhere are several actions which you can 
take to improve th~ ,~'chances of" sustaining the veto. This 

, memorandum requests several key decisions on these actions 
and the thrust and timing of, public announcements on the 
subject. 
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" ."',, ...DECONTROL ALTERNATIVES 
~' . : .- .. , .... 

This ' section presents your alternatives on dec:;ontrol, both 
'." on the yeto .and actions. to mit~gate its effects. _. :\ ..'C:: .. . .',' .. -. : 'f 

" 	 ~.,...... 
' : ' . . ! : . ." 

. ,•...-;: 
, Option 1. Veto simple 6-month ~xtension. ' ,. 

PROS: - Will be major action.to stimulate ~upply and cut 
. 	 " .' . ' .energy demand. 	 .' . :- ... ....~':... . . . .

• '. 	 -.. t ~.":'~. ~:..: / : .. .. 

.~"'i : :;	~ 
' .' :... --. ' Will remove 'a complex and counterproductive regula- " ,:, 

~ . >: c: '-I.~~':~>.:' ... 
, : ' J _; ~ ",;. ,:.:. . :. ',tory system.. ' " .. . .	 /~2:·,~~ :·~:-:~ ~·:~::~~~;

.; .:. ';'!':' 
, .. .. , ... ;. - -, .' -' ~.' 

. .... '{ CONS: - Will resul.t in di.fficult political problems with . 
, -','.,' 

. r " " ' ~ respect to price increases .and with special .. . 
' interest groups such as airlines, 7 farmers, etc.~ < ''",, 

. 	 . 

- will leave us temporarily without. minimally nee.ded 
' authorities to deal with the naturak- ~gas shortages 
' or specia~ petroleum problems such as propane. . .. 

, 
. - . -: .. . .'.: ~.:Recommendation: Veto the 6~month extension. 	 . .. ... . 

: '"!'""' .~' 

. , 

Presidential Decision: 

. .Agree 	 :: " ': 

, ',' ... .- -:' 	 ... ~ ,-;:. '.. j;" . ' , -". -'.
- ,.Di~agree . _·_ _ _ _ 	 .;"- .. ":':". 

. ~ 

.' ~... - ' 
.... 

Opt'ion 2; 	 Remove the $2.00 and $.60 Eer'barrel imEort fees 
on crude and products resEectively effective-lf 
the veto is' sustained. 

. Removal ' of the import fees coupled with immediate 
decontrol and the other supply and demand actions 
of your original program will reduce imports by 
app:?:'oxilnately 1.4 million barrels per day in '19'77. 

. ~ " ~his compares with 1.2 million barrels per day if' 

your 39-month decontrol compromise was accepted. 
These import savings remain below the 2 million 
barrels per day of your original program announced 
in January • ., 

~ . . 
... .I .. ;.... 

I" 

. -,. 
" , " 

.~ 

" - ". 
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PROS: 	 Will substantially cushion if not eliminate the 
economic .impact of sudden, decon~rol. ' ,.: . , ' - . 

. ", 	 . . : .-.•. ,i ••; 

Will increase Congressionai support for sustaining 
" your veto of the simple extension of the ' EPAA. 

.•.. -,.. 

"CONS: Will lower the conservation savings. 

" -.:: .Will reduce Federal revenue~, but also decreases 
~: windfalls to petroleum industry. 

Comes at an~lnopportunetime vis-a-vis. OPE~ price 
...; -~ .. ,- . -, ' :," ; increases. 	 - . ~ ,'.- .' ,. ':, >.'i'::::;';~~_ 

Recommendation: Remove both ,the crude and product import~' 
.,:.; 
.~.:~ -.. :. ' 	 fees effective when the veto is sustained. . c" 

"- ''- :',....~.Presidential Decision: 	 , ' 
" I 

q '., " .. -. . 
' Agree 	 '.' , .. 

_ ::', i 
- ,., .~ - ~ 

" Disagree 
""'-,' -';". 

Option 3. 	 Support rapid enactment of a~indfall profits tax 
and energy tax rebates to ,consumers. 

: 	 .... 

The Senate 	Finance Committee has already voted out 
,a windfall profits/tax effect.ive with immediate 
decontrol which is 'similar to the Administration I s 
proposal and which ~llows for consumer- rebates. 

.' ...
PROS: 	 Tax will remove "dndfalls and help cushion ec~nomy 

from effect's ,'of decontrol •.. 
Suppor~.will help sustain the veto. 

-
Administration support of this bill will help, -.... 

, I ~ Chairman Long and will increase the likelihooa of 
. rapid, enactment. 

CONS': - The tax is probably sOITlewhat more harsh than the 
Administra~~~n would propose. 

. " 

Recommendation'; supp.ort' the .Finance Conunittee legislation in 
concept<and basic provisions and indicate that 

, rebates' should not exceed revenues generated from ' 
the tax. 

. : ..:',. -_. '. "" 

.. . 
.. .. . 
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''; .Presidential Decision: 	 , 

", . ;.: . <, . Agree, , 

Disagree 
.... ~. ' ; , . ' 

"':" '-. 
,.. . .' 	 . ', . ' 

Option 4. 
'- ' .; ~' .: ' 

, . ' .' . . 	 ":,' ::." 

PROS: Such action would make the -transition to full , .~" 
.' -. decontrol , easier in terms of supplier-purchaser, . 

-..,,~ . ' " ,, ':' , .•:,:,"' ;:.....:: -:~.-.: relationships,' regional problems, etc. , ' ' 
, '. ,': • •• ' • .~ •• • )o ~J::.;:' ... '. 

Would reduce adverse po l itical backlash if the . .' . ' ..... 
:' ,,", , . .' .. veto is sustained. . ., 	 _/.~ .' ": ..~. ' 

~. 

: 

,:;. : 
, '~ . . ". ;: ' : : - . .. 

Could be viewed publicly as the President taking 
, ' action to assure. ()il companies act reyponsibly. 

. 	 ~~ . . 

CONS: 	 Could F~ove to be ineffective if industry doesn't 
respond raccordingly. '. . '' . 

, ' ...-.~'.:~ 

Could be interpreted as major Administration con- . 
~er~ on the problems wi·th ;j.mmediate decontrol. 

Might appear as industry/Administration collusion~ 
" 

Recommendation: .; Begin early But quiet jawboning for 
voluntary cooperation '. · 

Presidential Decision: 
"," 

Agree 
" 

Disagree 

opt1on 5., New Le~islative~nitiatives 
.. 

There are four basic legislative suboptions which 
could be proposed either before or after the veto 
vote to provi.de needed authorities and allay fears 
about the im?act of decontrol. 

_ _ __ , ._ •• . : If • ' 

",.,,_-.:'  .-
, .Suboetion A. Propose legislation which would merely convert 

the EPAA from a mandatory to ~standby basis. 

" ," 

" 

' . .,. -:, 	
" 

", 

'. 
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PROS: 	 A re'latively simple proposal which would diffuse 
any fight over ~e specifics of allocation 
authori ties.: . 

. -
.. - . 

Would help to convince interest groups with 
identified problems ~hat FEA still has ~uthority 
to allocate if necessary. . , 

CONS: Would hurt chances of sustai,ning the veto since 
. ~.- ' such a proposal is so similar to a 'simple extension 

of the EPAA. 
'~~-. '--0~ ':. ~.' 

Subopti<;m B. Request limited, new authorities to deal only 
with identified problems such as propane or 
independent marketers . 

. .~--:-" :..- ~ : .. . 
PROS: Deals specifically with probl em areas caused by 

i~~ediate decontrol and would thus help to sustain 
. your veto. . ~- .... -.,' ..., ...., 

It is significantly different from 'a"y 

simple con
tinuation of the EPAA in either a mandatory or 
standby form. 

CONS: -It could be easily "Christ~.nas treed II by:special. 
interest groups. 

May only serve to ~~ighten concerns about letting 
controls lapse • I. 

.. 

Special interest groups which 'are not included 
will fight'for vetp override •. 

-"': . 

Suboption C. Integrat"e selected petroleum authorities 
with the Natural Gas Emergency Standby Act of 
1975, which we are proposing to deal with the 
natural gas shortage. .- .. -'I. • 

PROS::- Such a proposal is significantly different from a 
simple extension of the EPAA and should not hurt 
sustaining the veto. 

. . 

Standby eme:r.:gency ,authorities are needed in any 
event to deal' with the projected natural gas 

' 

shortage.~·this 'winter and this would be an effective.. 
. -- --- --.,~"-mechanism in which to get HclEL,cted petroleum 

authorities. 

CONS: - It will not 0e possible to cast all needed petroleum 
authorities as natural gas related. .. 

\ '.,. 	 ..<,J .. 
... . 



SuboEtion D. Propose legislation to implement the 39-month 
. . decontrol plan in addition to one of the above 

options. . . 
. . .. .. 

PROS: Places the blame back on Congress for allowing 
'. . . " . immediate 	petroleum..price increases ~ 
. : ... . 

It is a gradual decontrol program, with slight 
economic impacts. .. 

.. 
. CONS: 	 Will lead to some confusio~ as to the Administration's 

true position because you are now supporting 
immediate decontrol • 

.. .... 

.•... - ','.' .... ~ - Since the 39-month .administ.rative decontrol plan 

. - '. " was not accepted.by the House, the chance of 


.'. '" ~ . :~~:: , .,,
. ... : -acceptance is slim and would require even further 

compromise. 

Under th"e administrative option, onLy'a yes or 
no vote could be cast. This plan-could and would 
be. greatly modified on the floor"_ .. J 

Recommendation: Suboption _..G _-: integrate selec~ed petroleum 
authorities with standby authorities ne~ded to 
deal with the natural gas shortage. Do not resubmit 
the 39-month decontrol plan. 

Presidential Decision: 
, 
,
" 

. Agree 

-"! ' # 

Disagree 

In the event your veto is overridden, there are several 
administrative options to choose from to continue moving 
toward decontrol without submitting another plan to Congress. 
~hese specific options are being developed now and will be' 
submitted to you later this month. 

, ,
TIMING AND FOCUS · OF PRESIDENTIAI, STATEMENT 

S.1849 will not reach.y9ur desk until late in August. There 
are .several possibili~~~s for a public statement prior to the 
recc:-~.lvening of .the~..f~~·;rress on September 3 which are outlined 
below. ..; ., 

---- ----- , 

... 
_ .. ....... .. . ' . .. . . -:- .. ____ 4
~ .. ....... '." .., _A. 	 . -....__ ..__._- .,' . .. . .,""""--,..-_ ..._--_. 
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Option 1. Public statement just covering the decontro~issue 


: and the rescinding of the . i.mport fees on crude · 

. '., ". , and products th~s week.: :: .~. , , ,' , . .. 

.. ' . ,~ ., ; ; ~' : . .' . .... - . . , ~ . ' . ':.~' ,' : ~· . ·, ~ ~_~.,~ .''-' ,	 - '. . ·~~~:,'~,: ··_i_ _
,, : . . .. .,' . ' .'. ~ ;'. ';~:., o. •• : . "': : . ; . : _ 

<- PROS: - The timing for this J?essage is very good as you 
'" present your case to ' the people and the press ea~ly 

. in August. , . 
- -	 : --!'. -: -~.". - ,_. • •• .. 	 . .~ , ....: 

••,,:, ' ' . : r • •• , 

, 

~~ >.: It. allows you to speak forcefully ' on ' the iss~;-~: ' 
. . . ' , -. ... . . ',; during your public engagements throughout the rest 

, ' ,. of August • ., ' ," ~" ~ ' :Eiit=:':-;.· :" ~:.;.:::C~ . \ , , ' :f.~ ,~\ ;. ' 
·.' i ' . - . 	 .' . ':' .. . '.., .. ~ ~~: ...,... . .' :'-.. .~~ ~'':.~:.:. ' '> ' · ,:'~-~~tii· ~ · .~ '. .. :'~.~"~:;;i.~~.-: ::'.- .' 

" 4.,.," ,. '. - ' An early address and 'specific removal of fees will 
.' . ' allow Administration spokesmen the time during . , 

August to present your case~:on the positive energy 
effects and minimal economic :impacts to the Nation. 

- ' >.-'- -,' ~. 

'CONS: Will lose the opportunity to ' compromise on. the $2 
import fee just b~fore Congress recoD~enes which 
may los~ impact on Congress ,to sustain the veto_ 

I 	 . ' -:.' ., ... - " .'.: ~...:..:.. ,. 
There id not adequate staff time to adequately' ~, ~ '.. .:. : .-'. ....":. 

brief all interest groups or, prepare. specific 
options for ' your decision on windfal'l px::ofit taxes, 
rebates, or the form of your legislative' proposals~ 


:. . 	 .....J..•: _ . ~ 

, " . -.- --
. .- .~.,,: ... :- . . ' By giving up the fees now, you wilJ, '105e your ".:' 

oppor.tunity to giVe"the.lll up later when OPEC raises ' 
'. world prices ~ ,' :.~'-:,:"'_'l..:~;' . " _' , . -~ " c,: , ',<;:-;'.j'i' , ',', , " .',.,~;:~. -,: 

. ,. " . ,I ..·'·-r-.... • .- " .~~ . .0' ... -. <.:~!.~. • .' . .-' : .;. . ~ ?:--~ 

Option 2. 	 Presidential message to be" "given du~ing your " ,- -. ~ '- .. _:.:", 
vacation ei,ther at· Vail or at one of your pub}·j c 
speaking engagements during mid-August. 

PROS: . 	 Gives you and A~~inistration officials more time 
to prepare for a speech. ."., , " 

. ' ..... ~...... 

Stillleavps adequate time for Administration ' 
' : ':' . spokesmen to reinforce message during August. 

.CO!.'::;: 	 Neither Vail ~or anyone of your oth'er public~ .> ..~ ..
engagements. ~'s the best setting since they involve 
either your;.:vacation or political fund raising - '. 

events • ..J~,,~"~I , ' . '.' ,.... ' ;" :. . ~ ". : ;:' . - . ,
.t'-	 . . . .. 

Delay until mid-August may give the impression of 
indecision on your part. 

.' 9 • 
• " .1 ' . ' _ .' ,:'. .• ':: . . , ... ... .. . .; '. ;, ~ -. ,.-.. .. ~....~ 
. .." " ... .' . .~, ' -. ' . .• .. .' :~~ '! .. :\' I•• : .. ·., " . •~ ~.•:.;. ,~'.1 

' . . '; ' . 

.- ' -~ -. 
. . . .. ': ;, .-	 .. -. ......... ......

, . .,'. ' - ~ ; . " '/ 	; ~.~: ;.:.~ 
J • : ' • 

.. . ....-. ".:.:.. , .:,L.i~· 
~ ... ... .' 	 .•. 
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Option 3. A b~oad Pr~sidential message after you return 

from Vail after August 25 but before September 3 


. ' when Congress reconvenes. " Stich an energy policy 

' -, ' speech would include your position on decontrol 


but could a~so include the following major policy 

. ;- . issues now under review in ERC and scheduled for 

your decision prior to the end of August. 

, "'-The Energy Resources Finance, Corporation (ERFCO) '.' ," 	 • • c 

'. . . - - Implementation of the synthetic fuels goal 
announced ,in your State of the Union Message • 

." . -... 	 ~ "
" ,. '., . 

'- A much exp'anded voluntary' energy conservation 
,',' ':_ effqrt. " "':. ;::. ~.-.:. 

. .. .- ~ 

: . 
'" I. :- :·..,5,"' ...4.·: 

A comprehensive plan for dealing with the winter 
natural gas shortage. 

Recommendation: A broad Presidential television' message 
, ' 	 after your return from Vail and before the Congress 


reconvenes on September 3. Have Frank Zarb and 

Alan Greenspan inf-orm the press of your decision to 

veto the simple extension and if th~ veto is 

sustained to immediately remove the $2 import fees. 

This will allow Presidential spokesmen and yourself 

to speak forceably during August while still 

getting maximum press impact in early September 

with"a major energy"policy speech • 
.... 

Presidential Decision: 

Agree 

Disagree 
.J 

". ". 
. .., -.. 

. , 
.-, 

: ' 
, :,."j 
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FEDERAL ENERGY AD11INISTRATION 
WASHINGTON, D.C. 20461 

.OFFICE OF THE AD~UN1STRATOR 

- August 6, 1975 

MEMORANDUM FOR THE PRESIDENT 

THRU: Rogers C. B. Morton. . 

FROM: Frank G. Zarb ~ 
SUBJECT: Natural Gas Shortages 

BACKGROUND 

At your direction, the Energy Resource~~ Council formed 

an interagency task force, directed by the Federal 

Energy Administration, to assess the magnitude of 

the upcoming natural gas shortage, its potential 

and likely economic impacts, and to recomnend action 

to mitigate the problem. 


This is a vital issue which affec-ts our entire economy 

and we will continue to improve our anaJyses of the 

sbortage and impacts, as well as provide further 

policy recomrnendationsthronghout th€: summer and 

fall. . 


The re~aj ~~Jrandum StlJi1;;":''::.T iz.e:s Ollr 

·----rDld±ngS~·and recornrriendations. The atlachmcn-L pro
vides more details on the shortage, its economic 
impact and the policy recommendations. 

.I ...... r 
~-.. 

" 

t 
1. 

.: . 
" 
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THE SHORTAGE 

.The natural gas shortage ha's been growing rapidly. 

o 	 In 1970, curtailm'ents were O. 1 Tc f or Ie s s' tha.n 1 
percent of consumpti.on. Last year curtailments were 
up to 2.0 Tcf or 10% of total demand (see Figure 1). 

,0 For 1975 they are forecaSt to increase by 45% to 2.9 
Tcf (about 15 percent of demand) • 

The shortage is most'severe in the winter. 

O. 	 This winter curtailments will be 1.3 Tcf, up from 
1.0 Tcf last winter. This lower than expected increase 
is due to the lag in demand growth as the economy 
begins its upswing. 

o 	 A very cold winter (ollce every 10 years) would r.aise 
the shortage to about. 1.45 Tcf. 

Even with natural gas cl.eregulatioTJ I vlhich is our pr imary 
long term policy object..ive-, 'shortages can ,be expected 
to grow in each succeeding winter for. severa) years and 
could approach 1.9 Tcf in the 1976/1977 heating season. 

ECONOMIC IMPACT THIS \'iIN'l'ER 

Because of the economic slowdown and much higher 
pri6es, no shortage an~ possiLly a surplus exists 

,in the intrastate markets, primarily Louisiana,/ Texas, 
and Oklahoma. 

Economic impacts last· winter were very scattered and 
not significant.nationwide. This was due to: 

o 	 Alternate fu~l-s\\Tere avail~ble and many gas consumer ~ 
switched Eo-propane and oil • 
.--. , 

_----~The economic slowdown and mild weather reduced demand. 

o Conservation programs were implemented in some local 
areas. 

o 
01 •• ~I.' 

Some emergency natural gas deliveries 
under existing FPC autl1orit,ief;;. 

were allowed 

, ..... 

http:consumpti.on
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To the extent there were economic impacts, they 
were localized mainly in eastern and midwestern 
states. 

- This. coming winter the shortage will increase by 
about 0.3 Tcf and this is probably the most accurate 
measure of economic impact. 

This shortage is likely to be focused in about 15 
stat~s on the mid-Atlantic coast ,(from New York to 

~\ 	 Georgia) and the Midwest (including Ohio, Missouri, 
Indiana, and the farm belt), along with California. 

o 	 Table 1 shows the potential economic impact in the 
most affected states. As indicated in this TabJe, 
the shortage in these ten statec accounts for more 
t~an half the national total. 

o Local communi ties wi t,hi~l these stat.0S are .li k ely 
to feel an even greater impact where a fabtnry, 
which is a major employe!', may be forced to shut. 
down or reduce output .'-' 

The economic impact could be magnifjed many fold by 
a concurrent Arab embargo, as alternate fuels would 
be unavailable. 

POLICY GUIDELINES 

Policy recommendations should at least cover the 
.' increment.al shortage,. Hov.>ever, because it wi] 1 

be growing in successive 'years and given the 
uncertain rate of economic recovery, the weather 
or Congressional response, actions to deal with 
the total shortage shou].~ be proposed. 

Recommending a comprehens.ive program will: 
• I 

o Put the Pre~t in the most desirable public 
posit;ian, even if we can scrape through with less 
th~ is requested of the Congress. 

"'-'O~/'" 	 , •
Take account of lpng legislative lead times for 
succeeding wint~is.'. 

o 	 Reduce dO\'lnside problems in the event of a 
simultaneous embargo . ., 

http:increment.al
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Specific policy recommendations should: 

o Reduce demand and increase supply by national 
actions to alleviate the shortage to the extenL 
practicable.· . 

-o Avoid a nationwide Federa.l allocation program, except 
in the event of an _oil embargo. 

o 	 Take national action to assure that available 

supplies can move among customers and from 

intrastate to interstate markets. 


o Set up ~ffective Federal/State mechanisms to deal 
with the local problerr.$ --- primarily by Stat.e and 
local officials. 

POLICY RECOMHENDATIONS 

There are no decisions re:uu i red at tb:i s time since your 
advisers agree on the bro~d administrative, legis'Jative 
and taxini tiati ves we shouJ d tc.ke.· Their impact. is 
summarized in the table below. 

Impact of RecOfillltended Progr am 

Savings 
Winter 
1975/76 
..L~cfl_ 

Administrative 210 

. Legislative 375 

Tax 600 

Total 1185 


At your dj.):.G£:tion--&he--executive branch agencies will 
jJnpl-e~~t the following administrative actions: 

Action 

o 	 Establish an intensive and immediate FEA 

energy conservatidn public ed~cation 


program to redu!=.~" inefficient uses of 

natural gas. 

" 
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Action 

o Complete hearings and approval process 
for new pipelines. to transpbrt inter~ 
~tate gas. 

o Exhort gas producers to increase 
production from shut-in we11s. 

o Alter practices and priorities of 
natural gas use in utilities. 

o Increased emergency ·use of stoY(!c1 
gas as a result of FPC hearing 
conclusions. 

Agency 

FPC 

FEA 

FPC; FEA 

FPC 

We are now drafting a Natural Gas Emergency Standby Act 
of 1975 to be submitt:ed to the Con~Jress upon 
containing the following .provisions: 

Titles 
I .. -. -. 

o Permit interstate pipelines to purchase 
gas from the intr~~tatc market on an 
emergency 180 da~ basis.at current 
market pr.ices. 

o Allow end-user purchases of uncolluni tted 
gas from the intrastate market at 
current market prices. 

o Provide temporary.standby aut.hor.ity 
to allocate natural gas between 
interstate pipelinos as· weI] as 
intrastate pipelines in the event 
of an embargo or similaz:' emergency. 

o Previae temporary authority to place 
At- ·1'~ederal moratorium, if necdeCi, on 
all new residential t cOlluncz:ciaJ, and 
utility connections of natural gas. 

o Provide temporary'auLhorityt6 mandate 
electric utili~i·and industrial boiler 
us~ conversiori from g~s to oil or coal. 

:i ts return 

FPC 

FPC 

I-'EA; f:'PC_ 

E'EA 

http:basis.at


State 

New'Jersey 

Maryland 

•...Virginia . . 
• 

North Carolina ~ 

South Carolina 

Pennsylvania 

Ohio 

New 1'~ork 

Missouri 

Iowa 

Total (10 States) 

% of u.s. 

~,/,.",-- {:.£/~~;-' 

/ ''''to\ 
i :" \I
I (~" 

,'.c;f 

., 1.8""<:\,,,1'
\ -!...~ ,':;'/ ~ 

'"' .,,-'~.i:'; ",**", pl "#iMFPt,t 'K ' ".'" i.i.c +iE ,,'Ow ~.' 

~... 

TABLE 1 

,ECONOMIC IMPACT IN MOST AFFECTED STATES 


% of State 
Reduction Employment Total Gas Usir 

1974/75 1975/76 1975/76 As,% of 1973 In Nat\lra·1 State Industr} 
Deliveries Reduction Reduction Industrial Gas Gas Using, ,Emp1oymen t 
(Bcf')~ (Bcf) (%) Consumption Industries (In Thousands) 

32% 	 717
263 	 32 12% 41% 


20 	 202 ' 
171, 33 	 19 60 


9 	 116
134 27 	 20 50 


' 33 	 552
134 39 	 29 41 


14 	 29 227
123 '17 	 20 

, 	 , 
! 

854
723 60 8 17· 	 23 


996
1072 98 9 22 	 29 


1249
603 (?) (1) (3) 	 21 


10 31 	 18 249
375 	 37 


"'0 17 22 	 14 101
.169 	 ~" 

3767 368 	 • 
\ 


33% 3~\~ 



-7

Titles 	 Agency 

o 	 Provide tempor cu:y authuloity t.e, bl.ln ),'E1\ 

use of natural ga? for ornamental 
lighting.-

o 	 Provide authority to permit cur FPC 
tailed gas customers to purchase 
gas from uncurtailed gas customers 
at uncontrolled prices. 

In addition, FEA wili continue as the lead agency to deal 
with nutural gas c(lntjng~ncy plCinning and, along with the 
Federal PO\,'er Comrni ssion, will convene a meeLi ng y.'i t.h the 
Governors and key energy advisors in the most affected 
stat.es in lat.e AU(just.. At this mr~et.ing with the Govcrr)(Jr s, 
the magnitude: of t.he problem, and pot.ent.ial F€:deral and 
local actions to mitigate the imp~Gts will be dis~ussed, 

• 
The Administration will conti.nue to press fe-roan excise 
tax on natural gas usc and insulation tax ~re0itB that 
were previously proposed in your State of the union 
Message. 	 - 00', 

' .. 

,, . 
F, 

~. 

I I 
#' •• 

, I. 

J .....' 

" ' 
" 



TAB 1 

NATURAL GAS ASSESSMENT 

SHORTAGE 

The natural gas shortage. has been growing at' an a1arming rate 
in rece~t years. Demand for natural gas has steadily increased 
because of its clean-burning properties, low-cost, and until 
recently, accessibility. It is cO.nsumed by over 40 million 
residences, 3.4 million commercial establishments, and over 
200,000 industrial users. While demand has increased, proved 
reserves have declined since 1967 and production peaked in 1973. 
The decline in production of 1.3Tcf in 1974 is equivalent to 
over 230 million barrels of oil. Further, the regulated price 
in the interst.ate market (5'1 cents per t.housanc1 cubic feet.) has 
resulted in a growing market share for t.he intrastate market 
where prices are unregul ated (ma.rket shiiTe ha.s shifted about 
5 percent since. 1970). 

As demand increased and supply declined, shortages began to 
. develop. In 1970, for the first time, interstate. pipelines 

curtailed' some of their customers. Curtailments' (generally 
defined as requirements less deliveries) grew from 0.1 trill jon 
cubic feet (Tcf) in ~he 1970/7-1 season (April-March) to 2.0 
Tcf in 1974/75, as shown. below: 

Year 
(April-March) 

- '19,0/71 
1971/72 
1972/73 

"1973/74 
1974/75 
1975/76 (expected) 
1976/77 (forecast) . , 

TABLE·. 1 
CURTAIL~1ENT TRENDS 

Annual Firm 1/ 
Curtailments eTcf) 

0.1 
0.5 
.1.1 
1.6 
2.0 
2.9 _ 

about 4. &---------

Heating Season (Nov.-Mar.) 
Curtajlments (Tef) ~ 

---- - -----.-....._--_._ -'" f· 

0.1 
0.2 
0.5 
0.6 
1.0 
1·.3 

about 1.9 

Even with natural gas deregulation, shortages are expected to 
grow JJ:L~h succeeding winter for the next several years, although
..at--a much sloWE;}.r rate t1?-al} without deregulation. 

.' . 

The shortage was also felt in the intrastate market and. curtail . I 
ments were experienced' in several producing states (e.g., Loui~iana). 
In the la,st year, however, the ~ncrease in "intrastate pr ice.sJ'~-·'.:' .... I 

economic slowdown, reduced refinery runs (many refineries fise . ?~:' j. 

natural gas as fuel) and conservation have relieved the int.rastate I 
shortage and resulted in a temporary surplus. The major roducinq! 
states are Texas, Louisiana, Oklahoma, California, New Mex'co, an 
Kansas. 

-11 Pipeline to pipeline curtailments not included in 1974-1976 data •. 
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While curtailments are normally used to measure the shortage, 
the most appropriate and consistent measure of the problem 
we face this year is the reduction in deliveries this year over 
last year, plus any increase in demand. Deliveries are expected 
to decline this winter by about 350 billion cubic feet (Bcf), but 
demand is also expected to decline. Even assuming a normal winter 
the economic recovery will not be rapid enough to increase natural 
gas demand·over last winter. With a normal winter, demand will 
be about 125 Bcf less than last winter; with a Gold winter, it 
will be about level. Thus, the· incremental shortage in this 
heating season over last year will b~ almost 250 Bcf. 

~.- .... 

ECONOMIC IMPACT 

Natural gas shortages are distributed unevenly. Within one 
region or state, some al-eas may have ~dequa.t_e Ruppl ies while 
other areas are being severely curtailed, because the short.age 
depends upon a particular pipeline'~ supply situation. 
Although the average int.e:rstate pipE::ljrse r.eports curtai1ments 
of 19 percent of demind, some pipelines will havi to curtail 
almost half their reql.lLr.ements. National macroeconomi c esti- 
mates of the irnpactq' of the shortage tend to understate its 
severi ty. Thus, rather than ·fry to predict impacts on a national 
level, the task force h~s concentrated on the local areas most 
likely to be aff~cted .. 

Last year, very litt.le unempioyment or plant shutdowns occurred 
as a result of natural gas unavailability •. Most plant closings 
.occurred because of the recession and m~ny shutdowns were avoided 

_	bravailability of alternate fuels (propane, butane, distillate 
or residual oil), .emergency diversion of natural gas, mild weather 
or conservation. There. wel:e scatte:r.ed examples of plant closings 
during the heating season. in Virginia, North Carolina, New 
Jersey and other states, but in general, almost everybody was 
able to squeak through. 

As a result of the analysis of last year's impacts, it 15 
apparent ~hat the major policy actions should concentrate on 
reducing-the additional shortage expected in this heating 

___ ~ri; maintaining 
preparing for even 

The areas likely. to 
this ,..,inter are the 
New York to Georgia 

the availability of alternate .fuels, and 
greater shortages next year. . 

experience the greatest economic impact 

mid~Atlantic states stretching from Southern 

and several midwestern_states, such ~ 


!~~' \i~~ 
-':;,U

• 	 I 

http:scatte:r.ed
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west Virginia, Kentucky, Missouri, Illinois, Iowa, and Nehraska. 
California, which used over 1.5 Tcf last year could also 
experience substantial impacts. 

In North Carolina, which is probably the most s'everely 
.impacteg state and is served primarily by the heavily 
curtailed Transcontinental Pipeline Co. (Transco), it is 
estimated that about two-thirds of the industrial customers~ 
will be cut off from natural gas. Most of these firms .-- . 

. primarily textile, chemical, and glass -- do not have alternate 
fuel capability. In New Jersey, which is also heavily cur

~ tailed by Transeo, the northern part of the state is ~elatively 
free of curtailments, while Southern New Jersey's chemicar' 
industries'may be affected. Ohio's industrial curtailments 
could' reach 60 percent, but most impacts will be experienced 

. by smaller stone, clay, and glass industries in the' central 
part of the state. Even in states thnt are not as short of 
gas, such as Indiana, a utility serving 50 small tmvns each 
wit;h only one industry may have to shut down 9ne-third of these 
plants. ' .. 

.' 
In some communities the impacts could be especjally severe. In 
Danville, Virginia last year, concerted action by local govern
ment officials, industry, and-residential gas users avoided 
the shutdmm of four major manufactur j fig- plants ·(Dan River 
Textiles, Corning Glass Works, Goodyear Tire and Rubberts 
largest truck and airplane tire facility, and U.S. Gypsum) 
employing over 10,000 of the area's SO,OOO·residents. A massive 
public education media. campaign and conversions to alternate 
fuels bya local-hospital saved almost 15 percent of the ci.ty's 
heating, requirements in about half the wini.E~r • 

. 	Since residential and commercial users receive first priority 
under Federal Power. Commission guid~, natural gas cur
tailments generally aff~ most. In particular, 
industries which cannot switch to alternate fuels or are not 
prepared,-t;.Q switch (such as chemicals, motor vehicle parts, 
textiles, fertilizer, and glass) may experience 

. considerable impacts. Even when alternate fuels are available, 
their use will increase costs and will put nome companies at a' 
competitive disadvantage with companies in other states that 
are no~_ exper.iex:cing curt.ailments. 
__ .__ 	 "T~. ___ _ _ 

~As indicated-..in Tabl.e 2~ .more. than half the reductions i.~· ~"f~ 
deliveries .wil~ occu~ in. ten ~tates. In ~01l1e of these .~tatcs~'0. 
the reductlon ln dellverles wlll be more than half the '~973 ~l 
industrial gas consumption. Also, in some states l aboUi~ one- ~'i 
third of industrial emp10yment is in industries that usa natur~ 
gas. Nevertheless, it should be recognized that availab~~ 
of alternate fuels can substantially reduce the unemployment 
effects, but the accompanying higher priced fuel may result in 
economic problems. 
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TABLE 2 
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ECONOMIC IMPACT IN MOST AFFECTED STATES 
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I,t '/ 
I 	 , of State 

Ii " 

Reduction .. ' Employment Total Gas'Using 
" 

As % of 1973 In Natural .State Industry1974/75 1975/76 1975/76 
De1iveri~s Reduction ': Reduction Industrial Gas Gas Using ~ Employment 

(Bcf) (%) Consumption Industries, '(In Thousands)!.te' . 
(Bcf) 

\ ' 

32% 717 tII', J~rsey' \ 263 32 12% 41% 
I, 

I 

I, 20 	 202'ryland 	 \171 33 19 60 
I' 	 \ 

, ... ., 	 116 ~ 

' 
'cgillia .:.~.. 1~4 27 20 50 ..; 9 . 	 " 
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~ 
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' 
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!L. 
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, 

29 	 996 

York 	 603 (4) (1 )' (3) '21 1249 ;. 
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POLICY RECOMMENDATIONS 

A wide range of potential Federal and local government policy 
actions has been reviewed. .Every conceivable alternative 
was evaluated for its feasibility, possible energy and economic 
impact, ease of implementation, legislative requi,rements, and 
timing of effects. .-
The policy options have been evaluated with the following basic 

guidelines: 

The intrastate market is likely to be saturated 
and some surplus gas may be available. 

The ~ajor problems 'to he solved now are a national, 
shortage of 250-400 Bcf above last winter' 
and several loca1i.zed situatioliz,. 

Po1i.cy recommendations' should try to accomplish 
more than the incremental shor~age over last year, 
since weathe~ could be severe, economic ~ecovery could 
be more rapid than expected, and imp1ementing:these 
actions may take some t.ime. 

( -.. 
There are a number of .action~ that must be taken to 
begin solving next yem:' s grmo1,ing problem. 

Federal policies should attempt to bring the national 
shortage to a manageable level, while providing assis
tance to state and lo"cal governments in! solving their 
'particular problems. ' 

We should,ask for more than is really needed to manage 
the problem so ,that the Executive Branch can be postured 
as dealing fully' \'1i th the shortage and to prepare for 
any unexpe~ted events, such as an oil embargo. . 

Recommend all actions that~~ good pub1~c po1,icy, 
'even if they h~impact than requ:i,red, .. -' 
,~t'hen proceed to add measures that a.re needed to 
deal with local problems. 

Natural gas allocation programS should be avoided 
except in the event of an' oil embargo. 

I ...• 

.; 
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The recomme~ded administrative and legislative policies shown 
in Table 3· can reduce this year's shortage by about 1.2 Tcf if 
the 37¢/mcf excise tax were enacted and by about 0.6 Tcf without 
the excise tax. The administrative actions save'slightly less 
(about 210 Bcf) than the incremental shortage over last winter, 
but augmented by the legislative actions could relieve almost 
the entire shortage. These are Federal policy aqtions which 
make sens'e to initiate, can be implemented this year, and can 
reduce the shortage to a level below that of last year. These 

'measures·allow the marketplace to allocate supply to the 
maximum extent possible and contain few ,negative features. 
Consumer groups, however, are likely to claim that purchase of 
gas in the intrastate market for shipment v'ia interstate pipe
lines is a backhand w~y of achieving deregulation of gas prices • 

.;, 	
Some of the legislati.ve authorities are needed on a. ---,-/ 
standby bas-is or to cope: with an even larger shortage next 
year. These actions involve a larger use of regulatory powers 
to conserve or allocate natural gas supplies. The greatest 
potential relief of the natural gas problem in the next few 
years could be achieved through forced conversion$ of power
pla;nt and industrial boiler use of natural gas ..... ".About one-third 
of gas consumption continues to be used in the, generation of 
stearn (about 6 Tcf), mostly in the South,.·:est. With gas more' 
plentiful in these areas because of higher prices, there have 
been few curtailments and little incc~tive to switch to oil or 
coal. Further, environmental restrictions and the cap1tal cost 
to convert have deterred such shifts. Although mandatory con
versions' and moratoriums on ne\'J resident.ial or commercial 
connections may be desirable p~blic policy, it should be 
recognized that these actions will have considerable cost and 
would represent Federal intrusion into private decisions at, 
tqe local level. 

The allocation of natural gas has considerable allure on ehe 
surface. By allocating about 330 Bcf, the curtailment on 
almost every pipeline could be reduced to 25 percent. However, 

"allocation presents several problems: 

'. 

. ,
.' ... 

oI.~~ 

"..: ,. 
.;: .., 

'..",,- /'-:~.•. r,J~~!'" .,], 

------_.- ---,'- 

.. 	 ,0 <'i\/~<. ~~.'7JIi 
, ;0

\ ' ~. 
,,..... . .. 
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TABLE 3' 
POLICY RECOt-tMENDATIONS 

ACTION 

ADMINISTRATIVE: 

0 Expedite new pipelines 
0 Intensive public education prog~arn 

to reduce inefficient gas use 
0 Exhort production from shut-in 

wells 
.;, 0 Alter utility practices 

0 Increased emergency use of 
stored gas 

LEGISLATIVE: 

o Stimulate and allocate propane, 

o 
 AII'ow end- user gas purchases" 

o 
 Allow 180 day emergency pipeline 

gas 
o Standby allocation authorities 

o 
 Permit swaps among end-users--
o Mandatory boiler use conversions 
o Moratorium on new rezjdential, 

commercial, and utility gas 
connections 

o Ban on ornmnental lighting .. 
PREVIOUSLY RECOMMENDED: 

o Natural gas deregulation 
o Insulation tax credits·" 

o • Excise tax on naturClJ.~UsE::: 


AGENCY 

FPC 
FEA 

FEA 

FPC/FEA 
FPC 

FEA 
FPC 
FPC 

FPC 
FPC 
FEll. " 
FPC 

FEA 

FPC 
Treasury 
Treasury 

THIS W1N'l'ER I f; 


EXPECTED GAS 

SAVINGS (Bcf) 


40 
65 

5 

50 
50 

50 
75 

I 250 

Minimal 
Min:inwJ 

Min:i roesl 

Min:irnaJ 
Minimal 


600 


.. . ,.. , . 

, . 
. .. . " , 

., 
" 
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It represents a bail-out for poor planning in some 
areas and involves taking away gas from some pipelines 
which have previously managed t(J avoid substantial 
curtailments 

-By removing gas from an area that had not experienced 
curtailments, economic problems could be created 
since users who would now be curtailed may not be at 
all prepared for such shortages and' may not be able to 
secure or use alternate fuels. These problems may be 
larger than those being solved in the areas receiving 
allocated gas. 

Once the framework for an allocation system is in place, 
there is tremendous pressure to utilize it and special 
interests are. built-up. 

The data base needed to allocate effe~tively is not 
yet available. , 

Pipeline interconnections to support reallocatjo~c may 
not always be readily.. §1vailahle. 

Despite the cautions about allocation, mlch authorities may be 
desirable to deal wit.h local emergencies and may be needed in the 
event of an oil errilivrgo. If an embargo vlere to occur, the alter~' 
nate fuels would be in extremely short supply, and"the available 

gas ·will need. to .be allocated •. 

Some·of the actions being proposed ior next year could have an 
. impact before the end of this year's heating season. Anything 
that can stimulate purchase and installat.ion of insulation can 
reduce heating requiren\en:ts and make more gas av~i~a1?le for 

~ essential industrial use. Further, although most supply 
enhancement activities will take time to irrrplem(mt, some 

.could·pay off jn 1976-1977. .. 
The un'even';d:Lstribution of naturaI-gas shortages means that 
some state·s· or local are§.S-wrll experience adverse economi c 
impacts while othersw:tll have no proble.m if these Fcc1E!)-aJ 
actions grl'" i~ented. Ratlwr than a Federal re<Ju1a lory 

_ ---upproacfi to solve these problems, it is suggested' tha t local 
governments ::ec~ive Federal guidance, but t.ry t.O help t.hE;!l'l$/JR·::-". 
selves. It 1S recommended that. the governors of the most~'se~,ely 
impacted s t.ates and.their. ener.gy adv; sers be i nvited t.",(~!~il r.hi n~on

'0., 
" 

. f 
• J 

~, 
'f. 



9 

FEA and FPC and be given a. thorough briefing of 
to meet with problem and that a discussion of policies be .
the expected A number of suggested local actions could be 
carried out. 

this meeting, including: ... 	 . '--"discussed at 

Tbe Federal government will provide each state 
with its entire data base. concerning expected 
shortages and their impacts; monitor changes 
in supply, demand, and alternate fuels; and 
provide technical assistance to the states to 
help manage the problem. 	 . 

_ 	 Intensive conservation programs for boiler use of natural 
gas, residential, and commercial users, including case 
histories of residential-industry cooperation. Boiler 
fuel. use represen~s over 1/3 of the natural gas market. 

Use of surcharges for consumption above a certain 
base level. used last year, along with r~bates for 
consumption much less than last year. For' example, 
then.: could be a 100 percent surcharge - for consump
tion above 90 percent of last year's residential 
use', with some rebates 'for consumption below 80 

percent of last year. 
-

Application of a voluntary "buy-back" procedure, 
in which pipelines buy back ~Jas from users with 
alternate fuel capability at a price equal to the 
price of the alternate ~uei (over $2~00 per mcf) 
and then sell the gas at the hi gber pr:i ce u) nner s 
without alternate fuel capability. This could be 
implemented by a state .pubJ.ic ut.ility comnd ssion. 

Greater use of peak load pricing to reduce peak 
consumption .of electrici.ty, which is often 
generated by natur.al gas. 

In considering thes~~ecammended policy actions, a number of" 
other alternatives were examined and rejected for a variety of 
reasons. A list of these options is given in rJ'ablc 4. ;. 

TIMING OF ACTIONS 

It is recommended that .. the following sequence of 
by the time the Congress returns: 

Announce immediate implementation of admfnis 

actions. . , 

Designate FEA as the lead Federal agency to dea 
with natural gas contingency plannjng «no imple

mentation. 

http:natur.al
http:electrici.ty
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TABI.E 4 ;' 
OPTIONS ELIMINATED FROH CONSIDERATION 

Options Reason for Elimination 

Increase LNG imports from Algeria 

-

Negotiate increased imports from 
Mexico and Canada 

Accept payment in-kind for pro
duction from fede.·ral la.nds and 
allocate to interstate pipelines 
most in need 

Increase production from offshore 

shut-in wells 


4, 

. 
Increase LNG imports from f\laska 

Increase domestic production 

through in-field drilling in 

the Blanco-Mesaverde gas fields 


Increase production of the Hugot~m 

gas field through override of 

Kansas gas production rules 


'' 
Define and prohibit non-essential 
uses of naturar.gas consumed on-
site by end-users in the resi- ~. 
dential and commercial sector~~ 

.. 

i·· 

There are no actions which can 
be tak~nby' the government to 
increase LNG imports for the 
75-76 winter heating season. 

There is little potentjal for 
increased imports from these 
countries. 

Most royalty gas is presently 
sold to pipeljnes experiencing 
curtailments 

There is no way to significantl: 
increase producLion from nhuL
in wells £O'l:' t.:he 75-·76 ""int.(:)' 
through- a· ...regulatory appro~(!h 

Potential is too small (3-6 Bcf 
in compar j son to t.he expected 
oPPoRitjori of the requjyod 
·legislation 

Small poLeritjal per added 
. dr illing rig, and extr.eme 
difficultjes in obt~jnjng 
required drilling rjgs 

Lead time~ for new compreccor~ 
are too long, even if override 
of Kansa~ product jon TuJe~ 
could be obtajned 

Setfe elimj nat jon of· tij J ot 
-1ights.would require excessjve 

lead times and requiTeR furUle 
'analygi ~ 

c 



--- ----------------- - -----------------

, . . . - 11 - , 

Invite Governors of most impacted states to a White 
House meeting in early September to discuss expected 
shortages and possible local measures to reduce its 
impacts. 

Submit legislative package to the Congress -in early 
September containing immediate, standby, and longer
t€rm measures. 

The recommended actions, both inune,diate and standby could Isubstantially reduce the impact of shortages and would be Isupplemented by existing emergency relief procedures. . ! 
~, 

...'" .'~ 

-I ... ~I.· 

,'.
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-',' MEMORANDIDl FOR TIlE PRESIDENT 

FROl'l: FRANK G. ZARB 

THROUGH: ROGERS C.D. MORTON 

SUBJECT: BRIEFING PAPERS FOR THURSDAY ENERGY REVIEt'l 

Attached for your revie\.,r is a briefing book on the two 
energy subjects to be discussed tomorrow. 

Tab A: 0 tions and timin of major events 
during August. 

B: Preliminary policy recommendation for the 
natural gas shortage this winter. 

. . 
AD: EZausner :maf: rm. 3212: x8233: 'd/bFI5 

cc: AE 
Zausner 

- 0. 
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FEDERAL ENERGY ADMINISTHATION 
WASHINGTON, D.C. 2Q.J61 

.offiCE OF mE "'D~lINiSTRATOR 

- August 6, 1975 

MEMORANDUM FOR THE PRESIDENT 

THRU: .Rogers C. B. . Morton 

FROM: Frank G. Zarb ~ 
SUBJECT: Natural Gas Shortages 

BACKGROUND 

At your direction, the Energy Resource~ Council. formed 
an interagency task force, directed by the Federal 
Energy Administration, to ass€~ss the TnC::9nitude of 
the upcoming natural gas shortage, its potential 
and likely economic impacts I and to reco~nend action 
to mitigate the problem. 

This is a vital issue which affects OUT entire economy 
and we \-:111 continue to impr()ve our aTJ",) yses the(jf 

~bo~tage and impacts, as well as provide further 
policy recorrunendatiorlS throllg-hout the: SUJilTnCT and. 
fall. . 

The remajnogr of ti1is memorandum SUJi1;"l~.':r.iz8s our 
r1ndilll:)s and recomrriendatiolls. The att..acru11enL pro
vides more details on the shortage, its economic 
impact and the policy recommendations.. , 

.I .••••• 

, . 
" 

, 

, . 
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THE SHORTAGE 

.The natural gas shortage ha~ been growing rapidly. 

o 	 in 1970, curtailments were 0.1 Tcif or les~ than 1 
percent of consumpti.on. Last year curtailments were 
up to 2.0 Tcf or 10% of total demand (see Figure 1). 

o For 1975 they are forecast to increase by 45% to 2.9 
Tcf (about 15 percent of demand) . 

The shortage is most'severe in the winter . 

O. 	 This winter curtailments will be 1.3 Tcf, up from 
1.0 Tcf last winter. This lower than expected increase 
is due to the lag in demand growth as the economy 
begins its upswing. 

o A very cold winter (onee every 10 years) would raise 
the shortage to about 1.45 Tcf. 

Even with natural gas aeregulati"ofl l vlhich is our pr imary 
long term policy objec"live", . shortages can ,be expected 
to grow in each succeeding winter for severa] years and 
could approach 1.9 'rci in the 1976/19"n heat.ing season. 

ECONOMIC IMPACT THIS WIN~ER 

Because of the economic slo~down and much higher 
prices, no shorta.gc anC1 possibly il. surplus 8x:i Slf; 

,in the intrastate markets, primarily Louisiana, Texas, 
and Oklahoma. 

Economic impacts last'winter were very scattered and 
not significant.nationwide. This was due to: 

o Alternate fuels \Vere avail:!ble and many gas consumer~ 
switched to propane and oil. . . 

• The economic slowdown Clnd mild weather reduced dellland . 

o Conservation programs were implemented in some local 
areas. 

J ._ •••• 

o Some emergency natural gas deliveries were allowed 
under existing FPC authorit:i(;,f..i. 

~ 
/ "". 

http:shorta.gc
http:consumpti.on
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To the extent there were economic impacts, they 
were localized mainly in eastern flnd midwestern 
states. 

- Thi~coming winter the shortage will increase by 
about 0.3 Tcf and this is probably the most accurate 
measure of economic impact. 

This shortage is likely to be focused in about 15 
states on the mid-Atlanlic coast (from New York to 

~ 	 Georgia) and the Midwest (including Ohio, Missouri, 
Indiana, and the farm belt), along with California. 

o· 	
Table 1 shows the potential. economic impact in the 
most affected states. As indicated in this Tahle, 
the shortage in these ten state~ accounts for more 
than half the national total. 

o Local communi ties wi t.hin these stet t.es are .1i kely 
to feel an even greater impact where a fa~tory, 
\olhich is a major empluycr, may be forced to shut. 
down or reduce output _".. _ 

The economic impact could be magnjijed many fold by 
a concurrent Arab embargo, as alternate fuels would 
be unavailable. 

POLICY GUIDELINES 

Policy recommendations shauId at lec.<sl cover the 
'"incremenlal shortage. However, because it wi]] 

be growing in successive years and given the 
uncertain rate of economic re6overy, the w~ather 
or Congressional response, actions to deal with 
the total shortage shoule: be propo~;ed. 

Recommending a comprehensive program will: 	 ". 
• I 

o Put the President in the most desirable public 
position, even if we can scrape through with less 
thpn is requested of the Congress. 

o Take account of long legislative lead times for 
succeeding win~~is.

'. 
o Reduce downside problems in the everlt of a 

simultaneous embargo . ., 
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Specific policy recorrunendations should: 

o 
Reduce demand and increase supply by national 
actions to alleviate the short~ge to the extenl 
practicable. ' 

-o 
Avoid a nationwide Federal allocation program, except 
in the event of an ,oil embargo. 

o 	
Take national action to assure that available 

~upplies can move among customers and from 

intrastate to interstate markets. 


'0 	
Set up ~ffective Federal/State mechanisms to deaJ 
wi th tbe local problerr,s -_. pr imar ily by State and 
local officials. 

POLICY RECOr.1t'>1ENDi'.TIONS 

There are. no decisions l"E::ul'i red at tb:i s time since your
~ 	 , 

advisers agree on the broad admirlistrative, legis·JativE.! 
and tax initiatives we:: sbouJd telke.· Their impact. is 
sununarized in the tabl€; below. 

Savings 
Wint€;'r 
1975/76 
1.~c:~1_ 

Administrative 210 

Legislative 375 

Tax 
 600 
Total 1185 

At your dirertion the executive branch agencies will 
irople~n~t the following adrninist.rati ve actions: 

Action 

o 
Establish an intensive and immediate FEA 
energy conservation public education 

program to redu~,q,' inefficient uses of 

natural gas. " 
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Action Agency 

o 	 Complete hearings and approval process FPC 
for new pipelines. to transport inter-' 
~tate gas. 

o 	 Exhort gas producers to increa~e PEA 
production from shut-in wells. 

o 	 Alter practices and priorities of FPC; FEA 
natural gas use in utilities. 

o Increased emergency "use of ston::cl 
gas as a result of FPC hearing 
conclusions. 

We are now drafting a Natural Gas Emergency Standby Act 
of 1975 to be submit,ted to the Con~jress upon :i l:s returrl 
containing the following ,p~ovisions: 

Titles .4. 

I .. -'., . 
o 	 Permit interstate pipelines to purchase FPC 

gas from the intr~stat"c market on an 
emergency 180 da~ basis,at current 
market prices. 

o Allow end-user purchases of uncommitted FPC 
gas from the intrastate market at 
cu~rent market prices. 

o Provide temporary standhy aut.1'ior.ity I"EA; FPC ~ 
to allocate natural gas between 
interstate pipelines as' well as 
intrastate pipelines in the event 
of an embargo or similar emergency.-

o Pr0vide temporary authority to place FEA; FPC 
a "F~deral moratorium, if needed, on 
all new resid~ntial, cOil@crcial, and 
utility connections of natural gas. 

o Provide temporary' authority to mandate FEA 
electric utiliti'and industrial boiler 
use conversiori from g~s to oil or coal. 
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Titles 	 Agency 

o 	 Provide tempolc".ry Clut.hlJlity leI b"n ),'Eh 
use of natural ga~ for ornamental 
lighting.-

o Provide authority to permit cur	 FPC 
tailed gas customers to purcha Sl:-~ 
gas from uncurtailed gas customers 
at 	uncontrolled prices. 

In addition, PEA wilj. cont.inue as the lead agency to deal 
with nClotural gas ccmtjngency plC'1nning and, alollg with the 
Federal Pm,'er Conllni ssion, will COllverle a meet:i ng ",.'.1. th the 
Governors and key energy advisors in the most affected 
stales in late AU0ust.. At this Tilr~eting with t he GOVCT.TI()Y S, 
the magnitude of the prob]~n, and potential Federal and 
local actions to mitigate the imp~Gts will be djs~ussed . 

• 
The Administration will conti.nue to press for'an excise 
tax on natural gas US0 and insulatjoD tax ~re~its that 
were previously proposed in your St~l8 of the Union 
Message. 	 ", . , 

• I .. .~ 

,. ' 

J .. .... 

" ' 

" 


., 
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State 

New Jersey 

Maryland 

Virginia ..... 
, , 

North Carolina 

South Carolina 

Pennsylvania 

Ohio 

New ~~ork 

Missouri 

Iowa 

Total (10 States) 

% cf U.S. 

".~. 

~, 

~! 

f', ; 

J 

, 
~ 

~.. 
TABLE 1 

ECONOMIC IMPACT IN MOST AFFECTED STATES 

Reduction 
1974/75 1975/76 1975/76 As,% of 1973 
Deliveries Reduction Reduction Industrial Gas 
(Bcf')· (Bcf) ( %) Co~sumption 

263 32 12% 41% 

171. 33 19 60 

134 27 20 50 

134 39 29 41 

123 17 14 20 
. i 

723 60 8 17· 

1072 98 9 22 

503 (?) (1) ~ 3) 

373 37 10 31 

.169 "'0.GJ 17 22 

3767 368 • 
\ 

33% 3'::\~ 

-...--...~ ,-",.,-.-.. . ....... ~::tMC .i.,~ 

% of State 
Employment Total Gas Us 
In Nat\lra'l State IndusL 
Gas Using. .Employment 
Industries (In Thousand. 

32% 717 

20 202 

9 116 

. 33 552 

29 2 .......
L I 

23 854 

29 996 

21 1249 

18 249 

14 101 

,. 
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. ,f "'.NATURAL GAS ASSESSMENT / 

/ 

SHORTAGE 

The natural gas shortage. has been growing at an a'larrning rate 

in rece~t years. Demand for natural gas has steadily increased 

because of its clean-burning properties, low-cost, and until 

recently, accessibility. It is co.nsuI1led by over 40 million 

residences, 3.4 million commercial establishments, and over 

200,000 industrial users. While demand has increased, proved 

reserves have declined since 1967 and production peaked in 1973. 

The decline in production of 1.3 Tcf in 1974 is equivalent to 

over 230 million barrels of oil. Further, the regulated price 

in the interstate market (51 cents per thousand cubic feet) has 

resulted in a growing market share for the intrastate market 

where prj.ces are unregulated (market share has shifted about 

5 percent since. 1970). 

As demand increased and supply declined, shortages bcqan to 
.. _c:1evelop. In 1970, for the first time, interstate.. pipelines 

curtailed some of their customers. Curtailments' (generally 
defined as requiremiI1ts less deliveries) grew from 0.1 trill j on 
cubic feet (Tcf) in the 1970/71 season (April-March) to 2.a 
Tcf in 1974/75, as shown. below: 

TABLE.l 
CURTAILJ'.lEN'I' TRENDS 

Year Annual Firm 1/ Heating Season (Nov.-Mar.)(April-March) Curtailments (Tcf) -----..£~.E~aj Imen_ts_(TE.!J__.___.__ 

'19,0/71 0.1 0.11971/72 0.5 0.21972/73 .1.1 0.5·1973/74 1.6 0.61974/75 2.0 1.0
1975/76 (expected) 2.9 1·.31976/77 (forecast) about 4.0 about 1.9 

Even with natural gas deregulation, shortages are expected to 
grow in each succeeding winter for the next several years, although 
at a much slower rate t~a~ without deregulation. 

The shortage was also f~lt in the intrastate market and curtail 
ments were experienced in several producing states (e.g., Loui~iana). 
In the last year, however, the increase in intrastate prices, 
economic slowdown, reduced refinery runs (many refineries use 
natural gas as fuel) and conservation have relieved the intrastate 
shortage and resulted in a temporary surplus. The major producing 
states are Texas, Louisiana, Oklahoma, California, New Mexico, and 
Kansas. 

-
1/ Pipeline to pipeline curtailments not included in 1974-1976 data •. 



# -.\ _..... 

-2

While curtailments are normally used to measure the shortage, 
the most appropriate and consistent measure of the problem 
we face this year is the reduction in deliveries this year over 
last year, plus any increase in demand. Deliveries are expected 
to decline this winter by about 350 billjon cubic feet (Bcf), but 
demand is also expected to decline. Even assuming a normal winter 
the economic recovery will not be rapid enough to increase natural 
gas demand over last winter. With a normal winter, demand will 
be about 125 Bcf less than last winter; with a cold winter, it 
will be about level. Thus, the· incremental shortage in this 
heating season over last. year will be almost 250 Bcf. 

ECONOMIC IMP:P.CT 

Natural gas shortages are di~tributed unevenly. Within one 
region or state, some areas rnayhave ~dequate supplies while 
other areas are being severely curtailed, because the shortage 
depends upon a partjcular pipeline'~ supply situatjon. 
Althou9h the average inter state pir.,(d j ne reports curtaiJ ments 
of 19 percent of demind, some pipelines will hav~ to curtail 
almost half their r~C]uiJ:ements. NaU.oflaJ macroeconomj c esti- 
mates of the impact~ of the shortage tend to understate its 
severity. Thus, rather than iiy to predict impacts on a national 
level, the task force h~s concc~trated 0D the local areas most 
likely to be aff~cted .. 

Last year, very little unem~ioyrnent or plant shutdowns occurred 
as a result of natural gas unavailability .. Most plant closings 
.occurred because of the rE'ces~ion and TToAny shutdowns were avoided 

. by-availability of alternate fuels (propane, butane, distillate 
or residual oil), .emergency diversion of natural gas, mild weather 
or conservation. There.we~e scattered examples of plant closjngs 
during the heating season_ in Virginia, North Carolina, New 
Jersey and other states, but in general, almost everybody was 
able to squeak through. 

As a result of the analysis of last year's impacts, it is 

apparent ~hat the major policy actions should concentrate on 

reducing the additional shortage expected in this heating 

season, maintaining the availability of alternate .fuels, and 

preparing for even greater shortages next year. 


The areas likely to experience the greatest economic impact 

this \~inter are the mid~Atlantic states stretching from Southern 

New York to Georgia and several midwestern_states, such as Ohio, 
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West Virginia, Kentucky, Missouri, Illj.nois, Iowa, and Nehraska. 
California, which used over 1.5 Tcf last year could also 
experience substantial impacts. 

In North 'Carolina, which is probably the most severely 
.impacte~ state and is s~rved primarily by the heavily 
curtailed Transcontinental Pipeline Co. (Transco), it is 
estimated that about two-thirds of the industrial customers~ 
will be cut off from natural gas. Most of these firms ~- . 

. primarily textile, chemical, and glass -- do not have alternate 
fuel capability. In New Jersey, which is also heavily cur

~" 	 tailed by Transeo, the northern part of the state is ~elatively 
free of curtailments, while Southern New Jersey's chemicar' 
industries·may be affected. Ohio's industrial curtailments 
could' reach 60 percent, but most impacts will be experienced 
by smaller stone, clay, and glass industries in the central 
part of the state. Even in states thnt are not as short of 
gas, such as Indiana, a utility serving 50 small towns each 
with only one industry may have to shut down 9ne-third of these 
plants. , , .. 

In some communi ties the impacts could Df; especj ally sever8. In 
Danville, Virginia last year, concerted action by local govern
ment officials, industry, and"residential gas users avoided 
the shutdown of four major manufacturjng plants ·(Dan River 
Textiles, Corning Glass Works, Goodyear Tire and Rubber 1 s 
largest truck and airplane tire facility, and u.S. Gypsum) 
employing over 10,000 of the area's 50,000 residents. A ~assivc 
~ublic education media campaign and conversions to alternate 
fuels by a local' hospi.tal saved almost 15 percent of the city' §~,__. 

~eating requirements in about half thf~ vT:i.n1.E~r. ,< '0 <:>\ 

c..

. 	 Since residential and cominercial users receive first priority '~, l. 
under Federal Power. COITll11issi.on guidelj 1105, natural gas cur
tailments generally affect industry mos~. In particular, 
industries which cannot switch to alternate fuels or are not 
prepared -to switch (such as chemicals, motor vehicle parts, 
textiles, "fertilizer, and glass) may experience 

. considerable impacts. Even when alternate fuels are available, 
their use \ViII increase costs and will put ~';OIilC companies at a' 
competitive disadvantage with companies in other states that 
are no~_ experie~cing cu~t~ilments. 

-	 . - 
As indicated. 

~ 

-in Table 2 ~ -IDore than half the reductions in 
deliveries will occur in ten states. In s-olnc of thesE! st.a tes, 
the reduction in deliveries will be more than half the 1973 
industrial gas consumption. Also, .in some states, about one
third of industrial emp10yment is in industries that use natural 
gas. Nevertheless, it should be recognized that availability 
of alternate fuels can substantially reduce the unemployment 
effects, but the accompanying higher priced fuel may result in 

problems. 	 . 
~~~~~~~~~~ 

http:COITll11issi.on
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TABLE 2 . 

ECONOMIC IMPACT IN MOST AFFECTED STATES 
, I 't " I 

. , 
'f , 

% of State ,. 

" Reduction ',. Employment Total Gas Using 
1974/75 1975/76 1975/76 As % of 1973 In Natural .State Industry 

, l
De1iverie,s Reduction ': Reduction Industtial Gas Gas USlng Employment 
(Bcf) (Bcf) (%) Consumption Industries (In Thousands) 

,Jersey' 263 32 12% 41% 32% 717 
.. 

171 33 ' , 19 60 20 202' 

.. , 
" ",. ... 134 

t, 

27 20 50 " .: 9 116 

I 

'Carolina' 
, 

~.:< '. 13 <\ . 39': 29 41 33 552
.. -..-, .. ' . 

123 17 14 20 29 227 
'1, 

....it723 60·· -, 8 
t:. 

"17 " 23 , ..'·854 
, ~ 

.. 
1072 98 9 22 29 996 

York G03 (4) (1 )' (3) '21 1249 
" 

375 37 10 31 18 249 

169 29 . 17 22 14 101 .. 
(10 States) 3767 368 \. 

\\ .... 
of u.S. 33% 54% 

, . 

.' 

f' 
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:. 
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A wide range of potential Federal and local government policy 
actions has been reviewed. Every conceivable alternative 
was evaluated for its feasibility, possible energy and economic 
impact, ease of implementation, legislative requi.rements, and 
timing 2f effects. . 

The policy options have been evaluated with the following basic 
guidelines: 

The intrastate market is likely to be saturated ,, . . and some surplus gas may be available . 

The ~ajor problems'to hc solved now are a natj.ona), 
shortage of 250-400 BCl above last winter' 
and several locali.zed sit.uationz·. 

Policy recommendations· should try to accomplish 
more than th8 incremental shor~age over last year, 
since weathe~ could be severe, economic r~covery could 
be more rapid than expected t ana implernenting:these I, ,. 

~i'~~: 
actions may take some time. 

t - •• - ,,.:t' 
I ,........T ~ ,
There are a number of .actions that must be taken to ':.-.J.,J-. 

begin solving next year's grm",.ing problem. 
i., 

r 
Federal po1.icies shoul d attem[;,t to bring the national F 
shortage to a mc:.nagcab1e level, while providing assis J 
tance to state and lo~~l governments in/solving their ;;;:; ; 

'particular problem~. ~ 

We should. ask for more than is really needed to manage 
the problem so·that the Executive Branch can be postured 
as dealing fullY'with the shortage and to prepare for. 

-any unexpected events, such as an oil embargo .. 

Recommend all actions that are good public pol.icy. 
even if they have greatcI: impact than requ~red, 

_'then proceed to add measures that are needed to 
deal with local problems. 

Natural gas allocation programs should be avoided 
except in the.event of an oil embargo. 

I.···· 
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-in T-able 3, can reduce this year's shortage by about 1.2 Tcf if 
the 37¢/mcf excise tax were enacted and by about 0.6 Tcf without 
the excise tax. The administrative actions save slightly less 
(about 210 Bcf) than the incremental sho~'tage over last winter, 
but augmented by the legislative actions could relieve almost 
the entire shortage. These are Federal policy actions which 
make sense to initiate, can be implemented this year, and can 
reduce the shortage to a level below that of last year. These 

'measures'allow the marketplace to allocate supply to the 
maximum extent possible and contain few ,negative features. 
Consumer groups, however, are likely to claim that purchase of 
gas in the intrastate market for shipment v~a interstate pipe .! 
lines is a backhand w~y of achieving deregulation of gas prices. 

Some of the legislative C:tuthorities are needed on a. "-7 

standby basis or to cope, with an even larger shortage next 

year. These actions involve a larger use of regulatory powers 

to conserve or allocate natural gas supplies. The greatest 

potential relief of the natural gas problem in the next few 
 r'· ~'fyears could be achieved through forced convcr9ion~ of power

pla~t and industrial boiler use of natural gas.-~About one-third 

of gas consumption continues to be used in the, generation of 

stearn (about 6 'I'cf) , mostly ir! thE'! South....·est. ~Vith gas more' 

plentiful in these areas beca.'usc of higher prices, there have 

been few curtailments and little ince~tive to switch to oil, or 

coal. Further, environmental restrictions and the capital cost 

to convert have deterred such shj,fts. Although mandatory con

versions' and moratoriums on nevJ resident.ial or commer.c:iaJ. 

connections may be desirable p~blic policy, it should be 

recognized that these actions will have considerable cost and 

would represent Federal intrusion into private decisi,ons at 

tlle local level. 

'T&e allocation of natui~l gas has considerable allure on ~he 

surface. By allocating a'bout 330 Bcf, the curtailment on 

almost every pipeline could be reduced to 25 percent. However, 


"allocation presents several problems: 

". 
. , 

oI .. ~~ 

.. -: .' 

;' .~. q '~""" ';' ,
" '.. '.', ~·f ".

/" - \" 
i:. • 

:: .... 
j, 

.. '.,. I 

',:~-

" . 



I ,
L, 

- 7 -	
I 
I' , 

f,.: 
~ ~ y. .• 

TABLE 3' 
POLICY RECOMMENDATIONS ...._-- 

THIS W1N'l'ER' S 
EXPECTED GAS 

ACTION AGENCY SAVINGS (Bcf) 

ADMINISTRATIVE: 

o Expedite new pipelines 	 FPC 40 o Intensive public education prog~am FEA 65 
to 	reduce inefficient gas use 

o Exhort prod0ction from shut-in FEA 5 
wells 
Alter utility practices FPC/FEA 50 o Increased emergency use of FPC 50 
stored gas 

LEGISLATIVE: 

o Stimulate and allocate propane. FEA 	 50 o All6w end-user gas purchases F'pe 	 75 o Allow 180 day emergency pipeline FPC 250 
gas 

o Standby allocation authorities FPC 
o 
o 	

Permit swaps among end-users-- FPC 

Mandatory boiler use conversions FEl>. 
 Minimal o Moratorium on new resjdentj.al, FPC Minjmc;)
commercial, and utility gas 
connect.ions 

o Ban on ornillnentaJ lighting 	 FEA Min)I"lIcl1 
I. 

PREVIOUSLY RECO~~ENDED: 

o 	 Natural gas deregulation FPC Minj rnn] 
o 	 Insulation tax credits .. Treasury Min j !fI(:~ 1. 

o • Excise tax on natural ga5'US~ 'l'reasury 
 600· 

... , 
..... 

'... 	 ( .-, 

. \ ", 
, 
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It represents a bail-out for poor planning in some 
areas and involves taking away gas from some pipeJ.ines 
which have previously managed to avoid substantial 
curtailments 

-By removing gas from an area that had not experienced 
curtailments, economic problems could be created 
since users who would now be curtailed may not be at 
all prepared for such shortages and' may not be able to 
secure or use alternate fuels. These problems may be 
larger than those being solved in the areas receiving 
allocated gas. . 

Once the framework for an allocat.ion syst.(~m is in place, 
there is tremc-mdous prc~ssure to utilize it and special 
interests are built-up. 

The data base need8d to allocate effe~tiveJy is not 
yet available. 

Pipeline interconnections to support reallocatjo~c may 
not always be readil~.?vailable. 

Despite the cautior.n about ;:;J 1 ()catic.'fi, D,;ch autbc)r :i. ties HloY be 
desirable to deal wilh local emergencies and may be needed in the 
event of an oil emb()rgo. If an emhargo v!ere to occur I the alter" 
nate fuels would be in extremely shnrl ~~pply, and. the ~v6iJabJ~ 
gas ·will need. to .be allocated .. 

Some·of the actions being pro~oBcd ior next year c0uld have an 
'i~pact before the end of this year's heating season. Anything 
that car. stimulate purchase and inst:"llc:;.tion of insuJ n.tion can 
reduce heating requirelil\~n~s and make more gas availa1?le ,for 

. essential industrial use. Further, although most supply 
enhancement acti vitics ....'ill take time to impJ ement I some 

.could·pay off ~n 1976-1977. 
.. 

Th~ uneven';distribution of natural gas shci~tages means th~t 
some state~ or local areas will experience adverse economic 
impacts while others will have no problem if these Fec1(!)"aJ 
actions arp implemented. Rather than a Federal reguJ.a~oTY 
approach to solve these problems, it is suggested'that local 
governments rec~ive Fedcial guidancp, but try t.O help them
selves. It is recommended that the governors of the most severely 
impacted states and.their energy advisers be invited to W~nhjngton 

... , 
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FEA and FPC and be gi VE..:rl o. thorough briefing ofto meet with problem and that a dj~cussion of policies be .the expected 
A number of suggested local actions could becarried out. 

this meeting, including:discussed at 
~ ... 

'Tl4-e Federal government will provide each state 
with its entire data base. concerning expected 
shortages and their impacts; monitor changes 
in supply, demand, and alternate fuels; and 
provide technical assistance to the states to I 

! •
help manage the problem. . 

Intensive conservation programs for boiler use of natural 
gas, resjdential, and commercial. users, includjng case 
histories of residential-industry cooperation. Boiler 
fuel use represent.s over 1/3 of t.he nat:ural gas lTIar)~et, 

Use of surcharges for consumpt.ion above a certain 
basE.' level used last year r along with r:cbE.ltes for 
consumption much less than last year. For'example, 
there could be a 100 percent surcharge-for consump
tion above 90 percent of last yearls resj.dential 
use', with some rebates 'for consumption below 80 
percent of last year. 

, 

Application of a volunt.ary ttbuy-back" procedure, 
in which pipc15nes buy back gas from users wi.th 
alternate fuel capability at a price equal to the 
price of the alternate tuel (over $2'.00 per mcf) 
and then sell the gas at the highcx pr1ce to u~ers 
without alternate fuel capability. This could be 
implemented by 3. st.ate .pubJ,ic ut.ili ty comnd 851.on. 

Greater use of peak load pricing to reduce peak : 
consumption .of elect~'j city, which is often 
generated by natur.al gas. 

In considering these reconuuended policy act.ions, a number ot:· 

other alternatives were examined and rejected for a variety of 

reasons. A list of t.hese options is gi ~Jen in rj'clblc <1 ...' 


TIMING OF ACTIONS 

It is recommended that. the follmving sequence of events take pla<.:e 

by the time the Congress returns: 


Announce immediate implementation of administralive 
actions. 

Designate FEA as the lead Federal agency to deal 
with natural gas continqency plannjng "nel implC!
mentation. 

http:natur.al
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TABLE 4 
OPTIONS ELIHINATED 

Options 

Increase LNG imports from Algeria 

Negotiate increased imports from 
Mexico and Canada 

Accept payment in-kind for pro
duction from feder~l lands and 
allocate to interstate pipelines 
most in need 

Increase prodUction from offshore 

shut-in wells 


.... 

Increase LNG imports from f.la ska 

Increase domestic production 
through in-field drilling in 
the Blanco-Mesaverde gas fields 

Increase prou\.lctioh of the H-ugoton 
gas field through override of 
Kansis gas production rules 

'.,0 

Define and prohibit non-essential 
uses of naturaL.gas consumed on
site by end-users in the resi 
dential and commercial sectors 

.' 
i·· 

.. 

l 

FHOr.\ CONSIDERATION 

Reason for Elimination 

There are no actions which can 
be taken by' the government to 
increase LNG imports for the 
75-76 winter heating season. 

There is little potentjal for 

increased imports from these 

countries. 


Most royalty gas is presently 

sold to pipe]jnes experiencing 

curtailments 


" 

There is no way to significant) 

increase procJucLi,on from r.hut:" 

in wells f~O'l: the 7S-'~/G \>,lint-c)' 

through a" regulatory ap'prc>~ch . 


Potential is too small (3-6 Bc:f 

in comparjson to the expected 

opponitjori of the 10qujTed 

'legislation 

Small polcntjaJ. PCT ~ddcd 
. drilling rig, and extreme 
difficuJ.ties in obt~jnjng 
required drilling rj.gs 

Lead times' for neVi c(>mpj'e[~f:cJ)'~: 

are too long, even if over:c ide ~&~~~~, 

of KanEl(; g proc1.ucti'on TU] e:=: 

could be obtained 


Safe elindnC'ttion of· j'jj]ot. 

lights. would require excessive 

lead tim~s and requ.i:res ftlrt.lJ~ 


.anaJy!=:i fi 

\, 

-'~J' ,c, ),_ 

,~ 

http:ftlrt.lJ
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= Invite Governors of most impacted states to a WhitE! 
House meeting in early September to discuss expected 
shortages and possible local measures to reduce its 
impacts. 

Submit legislatj~e package to the Congress in early 
September containing immediate, standby, and longer
term measures. 

The recommended actions, both inune,diate and standby could 
substantially reduce the impact of shortages and would be 
supplemented by existing emergency relief procedures. 

."---j 

..~ 
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FEDER,\L EN FE(;Y AD~ 11 N 1\'1'1\ XrION 

(HI' ICE OF Ti IE II I )~lI;,I :, I'i,_\ I (>!( 

hU~Iust 6, 1975 

TIlRU: 

PHor,1 : 

SUB~TECT : 

.--=-w_'_ ____-_ 

At your direction, t.hc Energy f.;esc)l:j:C:C:~: Counc:i.l i()rTnc:d 
an intE.':ragency to_ ~;k force ( Cii ..·cctc·o by the Fcc(:;'r<lj 
Ener9Y 1,Grli.nistrrd:jO )l( to Ll~-'·S(·r;s the )n(;CJ(;itud (~ ('Jf 

the upculiting na::lJ.rc;l 9dS shclll- a.ge , its potc:nt;ilJ. 
and likely economic ilTli:'ClctS i D.nrJ to recom!Llen~ action 
to mitigutE:' the; problem. 

This is a. vital issue which affp.cts 0l1.1 entire economy 
and we ,-:ill conLinnc to :im[.JIU\;C ou:c arJ<; )ysc~: (d: the: 
sl)ortage and impacts I as '-,7ell as provide further 
policy reco)[lJ(r cnc1a ti c·ns thrc}ll(jhout the '<~U)ll)nc:r clnd 
fall. 

The rcma Jnel c r 0 [ th i:.:; nlClnc il·a.n Cl nl~-t Sur.-lllli::r :i;t. E-: S Oln

fin d :i. n 9 S (i n c1 r e COl !tTl1 c n cJ a t i 0 1 IS. '1' h C i1 t t a cl une n t p r (>-

vide:.:; more details on th~ shortage, its economic 
impact and the pol icy rCCOllli\\Cncla tiens. 

J ••••• 

. 
" 
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THE SIIOR'rAGE 

The natural gas shortage ha~ heen growing rapj.dly. 

1n 1970, curtailments were 0.1 TeL or less thon 1o 
percent of consumpti.on. Last yeiJr curtailment.s were 
up to 2.0 Tcf or 10% of total demand (see Figure 1) .. 

For 1975 they are forecast to increase by 45% to 2.9o 
.Tcf (about 15 percent of demand) . 

The shortage is most' severe in the winter . 

. 0, 'l'his winter curtai1m0.lit:s will· be :t. 3 'rcf I up f)~om
1.0 Tcf last winter. This lower than expected increase 
is due to the lag 5n demand growth as the economy 

begins its upswing. 

o 	 A'very cold wintf!)- (once every 10 years) \,,(;u1<3 ra:ifJp. 

the shortage to about 1.45 Tcf. 

Even with natural gas d8regulatio~, which is our primary 
long term policy objcct..ive~ . shortages can be e:<pected 
to grov.' in each succ~C'di.ng '.'linter for several yeC1Ts and 
could approach 1.9 'ref. in the 197 G/) 9', 7 he("j Li. 1"Ig scc.. son. 

ECONOMIC IMPACT THIS \~IN'i'I:;R....- -_-_._ ... __ ..__. 
..---- 

Because of the economic slo'vldo\llD and much higher 
prices I no shortCl.gc ancl possibly ;) f·~urplus c>::i ~tf; 
in 	the intrastate markets, primarily Louisiana, Texas, 

and Oklahoma. 

Economic impacts last'winter were very scattered and 
not si9ni £ icant . nett i onw:i de. • '1'h:i 8 \-la's due to: 

Alternate fuels were available and many gas consumcr~ o 

switched to propane and oil. 


The economic sl0\100\\Tn Clnd mi 1d wcat.}1er reduced c1c\IIand.o 

conservatiori programs were implemented in some localo 


areas. . . 

01 •• ;'·'

Some emergency natural gas deliveries were allowedo 

under existing FPC Clut.l1orit.jc'1;. 


" . ~--~-. 

http:shortCl.gc
http:succ~C'di.ng
http:consumpti.on
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To the extent there were economic impacts, they 
were localized mainly in casl.ern nn~ midwestdr~ 
states. 

This coming winter the shortage will increase by 
about 0.3 Tcf and this is probably the most accurate 
measure of economic impact. 

This shortage is likely to be focused in about 15 
states on the mid-Atlantic coast (from New Yor.k to 
Georgia) and the Midwest (including Ohio, Missouri, 
Indiana, .and the farm belt) I along with California. 

o 	 Tabl~ 1 shows 
most affected 
the shortage 
than half the 

the potentia). economic impact in the 
stat.es. As indjc~Lea in this Tahlc 1 

in these 'Len st.i1tes a~countf.; ic)r mOTe 

natioDbl total. 

o 	 Local communi t.ies wi t.hin these E;U!t.CS are .I:i };ely 
to feel an even greater impact where a fabtory, 
"'hich is a rnajo:r emplC>~lcr I may be :f.orcE~d t_c ~;hl\t. 
down or reduce output , .... 

The economic impo.ct. cOLlld be masnjJ.jed many fo.!c1 by 
a concurrent Arab embargo, as alternat.e fuels would 
be unavailable. 

POLICY GUIDELINES 

Policy recommendations should at leust cover the 
.' incremental shortage. However, because it wi) 1 

b'e grmving in successive years and given the 
uncertain rate of economic re6overy, the weather 
or Congressional responsci, actions to deal with 
the t6tal shortage shou]~ be ·proposed. 

Recommending a comprehensive program will: 

o 	 Put the President in 
posi tion, even if \-,7e 
than is requested of 

. . 
o 	 Take account of long 

succeeding wint~i~ . .; 

the most desirable public 
can scrape through \."j. t.h less 
the Congress. 

legislative lead times [or 

o 	 Reduce downside problems in the event of n 
simultaneous embargo. )i;~"~:l 

••.•, '_I c.:J . .... :r~ 
.....~.. 

. ../C

http:E;U!t.CS


," 
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Specific policy recorrunendelt.ion~:; shou] d: 

o 	 Reduce demand and increase supply by national 
actions to allevia t.E' t:he shortClgc to t.he ex t en L 

practicable. 

o 	 Avoid a nationwide Federal allocation program, except 
in the event of an oil embargo. 

o -Take national action to assure that available 

supplies can move among cu~;tomers and from 

intrast.ale to int.eJsla1~e ma:r:-kets" 


o 	 Set up effective Federal/State mechanisms to de;)] 
with the Ioca] prC)blen,~~ -~ l-lr iTflclr ily by St;:d c: i1nc1 
local officials. 

POLICY RECOV;}mND7'.TICJNS 

There are. no decisioIls j"E:01.,j red at tl,:i ~'; time ·~.:.:i nce your.. 	 ' 

advisers agree on the broad adm:irJistrative, legis'Jative 
and tax initiatjves we !::l')()u)rl telke. Thcjr :i.mp('l.ct. :i.s 
summar iZed in t:he tablE'; be. 1m') . 

Savings 
'~:i Ji.t~r 
1975/76 
JP.c:~1_._ 

2].0Administ.rative 

375
. Legislat.ive 
600Tax 

11~5Total 

At your direction the executive branch agencies will 
implement the following ndminist.rati V~ acl:i.oll~-': 

Action 

o 	 Establish an intensive and immediate FEA 

energy conservation public 0ducatj.on 

progrmn to rcdu~.c..' inefficient u.ses of 

natural go s. " 

http:0ducatj.on
http:i.mp('l.ct
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Action 

FPCo 	 Complete hearings and approv,d. proces~~ 
for new pipelines. to transport inter
state gas. 

FEA o 	 Exhort gas producer s t.O incl: ei~ ~;(' 
production from shut- in well~;. 

FPC; FEI\ 
o 	 Alter practices and priorj.iies of 

• natural gas usc in utilities. 

Fl'C o 	 Increased emergency u::-:e of stor (:(1 

gas as a result of FPC hearing 
conclu.sions. 

We are now draLt:ing a Nat m:al Gas Emergency SU1.lldby Act 
of 1975 to be ~~ul.:md.t.t.co to t:l1(~ C(';n~jx-e'ss upon :; u·; red uu) 

contuining the fo:Llovli.llg p.L\)'iisi OliS: 

Titles 

o Permit int.en:t:ate pipelines to pUTchrlse FPC 

gas from t.he j nt:J.";; f'.t('ltc market (In an 
emergency 180 day basis at current 
markc::t. prices. 

o Allovl end··user purchdsc:S of uncormfli tted FPC 

ga's from the intl:astat.e. rn<~rl,et ;d: 

current market prices. 

o 	 Provide tempoJ: ary stw.ldJ·y aUU'Jor j ty 
to allocate natural gas between 
interstate pipeljnos as wei] as 
intrast.ate pipel incs :i n t.hc (:vcnl 
of an embargo or similar emergency. 

.FEl\; FPC o 	 Provide temporary authority to place 
a Federal moratorium, if needed, on 
all new rcsich.'nt:i al I COlhlllcrcieJJ ,und 
utility connecti.ons of natural guB. 

FEA o 	 Provide tcmpor ary' 2I~ llJori ty to mi"lmla tc 
electric utility"and industrial boiler 
use convC:'rsioI'i from q;l!;; t<) oi J or c()(I1. 

http:ul.:md.t.t.co
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Titles 

o 	 Provide tempor r:.:.l."y (lut.hu·l ity tu bun 
use of natural gas for ol:I1';lmcntcJJ. 

lighting.
. . 

FPC 
o 	 Provide authority to permj.t cur

tailed gas customers t.o. p\.lrchas(-~ 
~as from uncurtailed gas customers 

.at uncontrolled prices. 

In addition, PEA wili continue as the J.ead agency to deal 
with natLlraJ gas C'c..mt:in9cncy plCiqninCj ano, aJ(lllg \d.t.h the 
Federal PO\\'er COTlllr:i ~~sion will convene a rncE:t.i ng v.'i Lh theI 

Governors and key energy a~visors in the most affected 
stat.es in lat.e 1\U,]1)5t.. At this Ti!c'(~ljIJS \-lith t 1-,c G()vcrn(})~s, 
the magni t.nde of t.hc prob) ('jl~, ()}"I(l pot.ential Fu3era 1 and 
local actions to mitiqate the imp~~ts will be djsrl)Ssed . 

.. 
The Administrat.ion \vi 11 continue to press for" on excise 
tax on nattu'al gas U~::(· and j.n:;;ulC'ltj on t.i'J.X 'ere,';'j t~~ that 
were prev.iously propo[;eo ..i~1 your SUJtE.! of the Union 

Message. 

J ••1.' 

.. 
" 
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TABLE 1 
ECONOMIC IMPACT IN, MOST AFFECTED STATES 

• 	 % of State 
EmploymentReduction In NaturalAs % of 19731975/761974/75 1975/76 	 Industrial Gas, Gas UsingReductionDeliveries Reduction 	 Industriesco~~tion(!;;}(Bef)(Bef)State 

263New Jersey 

171Hary1and 

..... 134virginia . 
134North Cat'olina 

~ 

17.3Sout!'. Ca::-olina 

723. Per.nsylvania
-1 

1072Ohio 

<.3'::3Ne·~·l :"'~ork 

375Hisso·.1ri 

159
~'1:'~1~o"'a1/ ," (!:, o. 

3767{ . $t.: (10 Statesl 
\, ,',I c , ., '~% .c.o ." 33% 
~.¥~¢t;, C .. \.I.'::. 

i 

.-, . ""7"--:""", ........ --- ~~~=~~..:). ; Nfl" ¥@ • a j )4;;[ lL§QQiJ,;S2pt .) J ~
•	 ~.. ~7""''''''~Y·'. 

32 12% 41% 32% 

33 19 60 20 

27 20 SO 9 

39 29 41 33 

17 14 7.0 29 

50 8 17 23 . 

98 9 22 29 

(l.) (1) ~ 3) 21 

37 J. 'J 31 13 

2S' 17 22 14 

368 

3L~ ~ 

.. 


Total Gas Using 
State Industry 
Er::ployr::ent
(In Thousa::.ds) 

717 


202 


116 


552 


2...... 
.<.' 

854 
I .... :.. 

co996 I 

1249 


249 


101 


http:Thousa::.ds
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NATURl\L G1\S 1\SSESSMJ:1'l'l' 

SHORTAGE 

The natural gas shortage.. has been grmo/irlg at an cil arming rate 

in recent years. Demand for natural gas has steadily incre~sed 

because of its clean-burning properties, low-cost, and until 

recently, accessibility. It is, consunic.:d by over 40 mil1iol1 

residences, 3.4 million COMncrcial establishments, and over 

200,000 industrial users. ~'lhi 1e demand has increased, proved 

reserve's have declined sjnce 1967 and proG.ucUon peaked in 1973. 

The decline in p=oduction of 1.3 Tcf in 1974 is equivalent to 


·over 230 milliori barrels of oil. Further, the reguJRtcd price 
in th~ interst.ate maJ:ket.. (51 cents PCl" thousand cubic feE~t.) l)as 
resulted in a growing market share for the intrastat..e market 
where pd ces arE unreg'll} Clted (m~rl,et sbc:.re has shift.ed about: 
5 percent.. since 1970). 

As demand incre.ased and suppl y de81 :i.neo I ·shoy. t..agE:s bcqc:n to 
.develop. In 1970, for t..hE.: fiT.'!o,t ti:1'Ic, interstat~ pipelines 

curtailed some o~ their customers. Curt..~jlments (generally 

defined as requirement..s less deliveries) grew from 0.1 trj].]jon 

cubic feet (Tcf) in the 1970/71 SCaS(ln (7\pril-Earch) to 2.0 

Tcf in 1974/75, as shown below: 


TABLE J. 
CURTAIL!'-lEN 'I' TRENDS 

Year Annual Firm 1/ Heating Season (Nov.-Mar.) 
(April-I-larch) Curtai~~en~_~_JTcfL _~':l.Eta j l!~~C:-]'I..t:3 . .-.lTc!.l.______... __ 

197'0/71 0.1 0.1 

1971/72 0.5 0.2 

1972/73 J. .1 0.5 

1973/74 1.6 0.6 

1974/75 2.0 1.0 

1975/76 (expected) 2.9 1.3 


about 1.91976/77 (forecast) about 4.0 

Even with natural gas deregulation, shorlages are expcc~ed to 
grO\Y' in each succeeding winter for the next several years, although 
at a much slower rate thaif without deregulation . 

The shortuge was also felt in the intrastate market and curtail 
ments were experienced in several producjng states (e.g., Louitiana) 
In the last year, however, the increase in intrastate ~riccs, 
economic slowdown, reduced refinciry runs (many refineries use 
natural gas as fuel) and conservation 113ve relieved the j nlrilst:atc 
shortage and resulted in a temporary surplus. The major producing 
states are Texas, Louisiana, Oklahoma, 'Cal ifornia, Ne\'J t1cxico, and 
Kansas. I 

t!/ Pipeline to pipeline curtailments not included in 

... 

• 

http:shift.ed
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While c.rtailments are normally •••• tD .e •• thc .hort••·, 
the ,"ost appropriatc and consistcnt meesure ot the problem ted 
we face this year is the rcdUcUo," in del ivaries this year over 
last year, pl.s any increase in dcmand . Deliverics ar. expccl 
to decline ~i. win by abo.' 3.0 billion c. ' •• ' (Dc')' bu'al 

tcr cread~ana i ••lso cxpe to ••cllne. Even ••••• 

bic 

Ing " norm. winterhctedthe cconomic recovery will not be rapl. eno.g to in •• nat••Ol eE 
gas demand over la. winter. with. nor. winter, dcmand will 

tbe abo. It. Dcf l •• s than la.t winter, with a cold win. , it 

will bet about lev.l.. ThU', t.he incremental .hortag- in this 

heating season over last year will be oln,o.t 2.0 Bd. 

Naturalgas shOrtages 2.r. ,11" t.";bu" eo unevenly. \-Ii th' none e 

region or state, soroe ••e.' m~ h.V•••e••••• .upplie. while 

other area. are being sev.rely cm·C.' 1.<0, because the s,,ortag


ta
depend upon a par t' enl a. P' pol' n e '" ."'PI'ly • ituat' on . 
Al thOU0 r, the ave,ag i"t«"tate piVd ""· ,·eport. ""r ' 'n,'·"'·o eof 19 percent of demand, so~ pipelin•• will have to curtail 
almost half the I. , r.~uiE .n,er,l.0· . Nal' or,a:l ",a.;·".co",,,,,1 C ,"sol· 
mate. of the to unders • ,tsi.~act. of th••hoxtaO" tend 

ta e 

severity . Th.s, r ath. ct,.r, try to pr cd iet impacts on a nationa I0 
rlevel, the task for.. has co,;.c;t,·· ted nr' the 10 • I.E'''''' mo'· t 

likely to be aff~cted. 
Last yea" verY IHtl ur,empi",.",ent or plant shutdoWns oe,,"T''''' 

eas a result of natU. g•• unavailability. ~.t plant closingslaCaloccurred bec."•• of tha rece•• lon and many e wereshutdowns avoided~.•vailability of altcro • t • fual s (prop"·' b.t•• , distil sin• 
or residual oil), em.rg div.r • ion of natural g.s, mild weather ency WscattR'.~ ••••pl.s of pl.nC cloor conservation. There were •• 
during the heaCing se"son. in virginia, No,:th carolina, NaralJersey and othcr states, but in gen. , al~st everybody was 

able to Squeak through. 
As a oldresult of ~e analyais of last yoar'. i~acts, it is 
apparcnt that the major policY actions sho concentrate on 
reducing the a.ditional shO,tage ateexpected jn this hcating 
season, maintajning altcro .ndthe .vail.blliLY of ar fuelS,t
 
preparing for even greater shOrtaga. na. . yc . 


test
 mThe areas likelY to expericnce the gre. . cconomic impact
this "inter arc the mi.CAtlantiC states stretchinq f.o Sou',h"EnN~ york to Georgia rind scveral mi."e.tcrn .tatc.; such •• Ohio, 

.', 
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West Virginia, Kent-.ucky, r-li~.souri, Jllinoif:, Iowa, imd Nehr:lska. 
California, which used over 1.5 Tcf last YCdr could also 
experience substantial impacts. 

In North Carolina, which is probably the most severely 
.impacted state and is srizved primarily by thc heavily 
curtailed Transcontinental Pipeline Co. (Trunsco), it is 
estimated that about two-thirds of the industriul customers" 
will be cut off from natural g<.,1S. Ivlost.. of these firms - 
primarily textile, chemical, and glass -- do not.. have alternate 
fuel capability. In New Jersey, which is also heavily cur
tailed·by Transco, the northern part of the state is ~elatively 
free of curtailr;~ents, while Southern New Jersey's chelnical 

• 	industries may be affected. Ohio's indusLr ial curtailments 
could reach 60 percent, but most impacts will be experienced 
by smaller stone, clay, and glass inclnstries in the central 
part of the state. Even in st",tes t.h'd are not as short_ of 
gas, such as Indiana, a utility serving 50 small towns each 
with only one industry may have to shut down one-third of these 
plants. 

In some commi.1ni ties tbe:; ilnpact!" could bf, r:spcc;j ally severe,. In 
Danville, Virginia last.. year, concerted action by local govern
ment officials, industry, and'~esidential gas users avoided 
the shutdown of foul' ITIv:jor rnarJufactllJjrJ,] pl,mt,; (Dun Hive)' 
Textiles, Corning Glass ~orks, Goodyear Tire and Rubberfs 
largest truck and airplane tire facility, and U.S. Gypsum) 
employing over 10,000 of the area's ':,0,000 :r.e~:idents. l\ rnas;;:i.vC! 
public education medi c;. campc:.jgn, Clna cOl,versions to alternate 

\ 	 fuels by a local hospital saved almost 15 p~rcent of the city's 
heating requirements ill about. half tJJf' wi rli E'r. 

r 

since residential and com~ercial users receive first priority 
under Federal POI'Je:r, COITuliission guide::lj ncs, natural gas cur-· 
tailment..s generally affect industry most. In particular, 
industries which cannot switch to alternate fuels or are not 
prepared to switch (such as chemicals, mot..or vehicle parts, 
textiles, fertilizer, and glass) may experience 
considerable impacts. Even when alternate fuels arc availuble, 
their usc \'lill increase costs and \... :i.ll pu L r;ornc companies at a 
competitive disadvantage with companies in other states that.. ,are not experie~cing cu~t0ilments . 

As indicated in Table 2, more than half the reductions in 
deliveries will occur in ten stc-lt.CS. In fH..lIIIC' of thes(~ st..illes, 
the reduction in deliveries will be more than half the 1973 
industrial gils consum?tion. Also, in some states, about OIlC

third of industrial employment is in industries that m;e ncltuxal 
gas. Nevertheless, it should·be recognized that availability 
of alternate fuel!; can subs tan lially r'('c1ucc: the UJ)clllp.loymen L 
effects, but the accompanyin9 higher priced fuel 
economic problems. . 

'" , 	 " .- ....... 


.,. 
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..TABLE 2 ' 

ECONOMIC IMPACT IN MOST AFFECTED STATES 


.. 
1974/75 

} Deliveries 
~tate (Bef) 

~ew Jersey 263 

-1aryland 171 

lirginia ' .. . 134..... ;0 

. '. 
::\:. 134~orth Carolina 

.. e .. •.. • 

3cuth Carolina 123 

.?ennsylvania . 723 . 
')hio 1072 

, ':ew yo:::,~ G03 

-1isso'.lri 375 

.rowa 169 

rotal (10 Stat~s) 3767 

% of V.S. 33% 

l/~-' .. . c:: 
l 

: . 
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A wide range of potential Federal and loc<.ll government policy 
acti6ns has been reviewed. Every conceivable alternGtivc 
was evaluated for its feasibility, pos~ib)e energy ~nd econolnic 
impact, ease of implementation, legislative requirements, and 

timing of effects. . 

The policy options have been ~va1uat.(':d ",ith the following b:1~;ic 
guidelines: 

The intrastate market is likely to be saturated 
and some surplus gas may be available. 

'1'h€.'- major problcm~. to 'be solved nov! are a naU one)) 
shortage of 250-~OO Bcf above last winter 
and several localiz~d sit..uat50ns. 

policy recorrtmendat:i ons' should try to accomplish 
more than thr: :inc.rcr:lcnt.?-l ~;hort..~CJe over last yCar, 
since weather could be severe, economic rbcovery could 
be more rapid than expected, and implem~nting·these 
actions may take some time. 

There are a numher of actions t.hat IT.ust be taken to 
begin solving next year's growing problem. 

Federal policies should att8';'I,t. to bring the nationc]l 
shortage to a manc;gce.h1 E: level, ,",'hil e prov :i.c1in~l as~,:is-' 
tance to state and loc~l governments in solving their 

\ 	 ·pa.rticu1ar problem~. 

We should ask for more Lhan is really needed to manage 
f 	

the problem so that the Executive Branch can be postured 
as dealing fullY'with the shortage and to prepare fOT 
any unexpected events, such as an oil cmburgo. 

Recommend all actions t.hat are good public policy. 
even if they have greatcr impact t.han required, 
then proceed to add measures that are needed to 
deal with local problems. 

Natural gas allocation programs should be avoided 
except in the e~ent of an oil cmbargo... 

~ ..'.. 
.; 

.... ., ' 	 , . 

" 
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The recommended administraUve ilm1 Jc<]isl.<llivc polidcs ~;h()wn 
in 'fable 3,can reduce this ye,u:'s shorLiI(]c by Llbout 1.2 'ref if 
the 37¢/lIIcf excise tax wer.e en;lct.cd ':11,<1 by alJoul 0.6 'fe[ without. 
the excise tax. The administratj,vc nctions save slightly less 
(about 210 Dc£) than the incrementol ~;hoJ lage over last winter, 

but augmented by the legislative acUons could relieve almo!3t 

the entire shortage. These are Fede:ral policy actions which 

make sense to initiate, cun be implemerl Lcd this year I and can 

reduce the shortage to a level below that of last vear. These 


'measures allow the market-place ·to allocate sUf->ply to the ' 
maximum extent possible and cont..:lin fevlnegative features. 
Consmndr groups, however, are likely to claim thnt purchase of 
gas in the intrastate market for shipment via interstute pipe
lines is a backhand way of achieving deregulation of gas prices. 

The allocation of natural gas has considerable allure on the 
surface~ By allocating a'bout 330 Bcf, the curtai lment on 
almost every pipeline could be r.educed to 25 percc!nt. B()\·,!CvC!r, 
allocation presents several problems: 

.-; .. 

/-~'",'. '... Fa"0
1:'" (..<':0 
r"~ ,,""
'~" .~: ..... 

. . ... U
• " 
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'1'1\I"ILE, :3 ' 
POLICY REcor,lfviENlll\'rlUNS 

"---.---.-.-----.-.~.-.-..- 

ACTION 

ADMINISTRATIVE: 

o 	 Expedite new pipelines 
o 	 Intensive public cc1uc<ltic,J) program 


to red.uce ineffic:ient gas use 

o 	 Exhort production from shut-in 


wells 

o 	 Alter utility practices 
o 	 Increased emergency use of 


stored gos 


LEGISLATIVE: 

o 	 Stimulate and allocate p~opanc, 
o 	 Al16w end-uscr gas purchases 
o 	 Allow 180 day emergency l-'ipcU.l"1C::: 


gas

Standby ci110cht.:Le>r, ouLhc)rit:i.cf;: 

o 	 Permi t s',.;aps amon:,:; cnd- user s ._, . 
o 	 Mandatory boi ler usc c(lllven~i.on'c 

MoratorillH; 011 new re::-.) dE.Ut.i <.:1., 
conunercial, and utility gas 
connections 

o 	 Ban on ornollL~;nt<l] ligbt.:j,TlCj 

PREVIOUSLY RECmlMENDF::r:: 

o 	 Natural gas deregu),atioD 
o 	 Insulation tax credits· 
o 	 Excise tax on na~ural gas·use 

.J ..... 

, . 
" 

• 


AGENCY 

FPC 
FEI'. 

FEA 

FPC/FEI\ 

FPC 


F·EA 
F'PC 
FPC 

J.·;·PC 


FPC 

F'Ep. 

PVC 


FPC 
'l'J"ei.! su r y 
'rrea~ury 

'l'IIlS W:I N'J'EH'~; 
EXl'EC'l'EIJ Ci\S 

SAVI~~~_.J~c:J: L 

40 

65 


5 

50 
50 

Mini lil,,;:1 

j\~:i I'd lil(; ) 

Mjnjm~) 

Min))il';':! 
600 

.<~,/.," '.,
/~J,;" <~. 

l\~ ~.. -. 
....-. 
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It represents a ho.il·-out fOJ" pOOl" planning in some 
areas ilnd involves taking a...,ay gil:' from some pipe).i n(-!s 
",hich have previously mano.ged l(, avoid 5ubstcmtial 
curtailments 

By removing gas from an arca t.lI'lL hCl.d not experienced 
curtailment.s, economj ~ problems could be created 
since users who would how be curt.i1iled may not be al 
all prepared for such shortages and may not be able to 
secure or usc al tcrrlztc fuels. 'J'Lese problems may be 
larger than those being solycrl iI, the areas reccivjnu 
allocat:ed .gas. 

Once the fl:arliC\lOrK foT. all a] JOCot ion Syst(;ll\ is in plc1ce I 
there is tremc~ndon!:. pre!:.snre t,() ut.i 1i ze j t-. ann speci <11 
interests aYE built-up. 

The data. bns(-' necde'Q' \:0 al1c·,·<I"1;( cffe:::U.veJy is not 
yet a\lCiila})]r. 

pj pel j no in t (:)' con), cct:i 0) :~. t(. ;' \j:-" ... ,-:j L reO',:Ll e,ec::.t ;; (m f; rt"I,lV 

not alv.·ays be xeadilY.. §lv"iJabJe: 

Despite the cbutior.;"; .:.bout ,.;~)')"rJ·tic,!), r."c;)-; C:11..1U)or:i.ti('~; )1·1<:::1' be 
desirable to d~al wiLh loc~l cmcrgcn~ie9 Dnd ~uY ~e necdcJ in the 
event of an ojl emb2,rgo. If an C.Hlh<ngo ...:erc 1..0 OCC\1)" , the C11ter· 
nate fuels ",iOu1d be j7) cX\.}:(:)Hcly f;!·,,-;.-t !"1.:;:>ply, vJ1ej ,t.oc iJVD:iJ,:bJ(' 

.gas ·will need. to be alloco1..ed ... 

Some of tlH:: actions }:.v:ing prop()~·,cu for U·;;I,.'.:. y(;i11· c()\11(} h'J·YC an 

impact before the end. (If t.hiri year's hCiiU.ng season. AnyUdng 

that can st:inll.llatf: F\.i.l"chu.~:E: ClDd jn~~1..:;1}2t.·i()!l c)[ :lJls\llnt.:ion cc:n 

reduce heatiJlg requir(;:1tl811~S and maJ;e mono: ga~; avai la.i)lc fo\' 

essentj a1 industrial use. FurU'ler I a.l t.hough most. suppl Y 

enhancem(~nt activit:i.cs \\'.111 t.oke t.ill!0. t(1 :i.:r,pJcmc'nl, some 


_could payoff in 1976-1977. 

Th~ u~~ven distribution of natural gas short~~cs means th~t 
some states or local areas will exp(~ricnce adverse economic 
impacts \...bile others VJill hilVe no problcn if thc:.c Fc:(!(!raJ 
actions are implemented. Rather than a Ye~era1 re~uJ.ilt()ry 
approach to solve these problems, jt is suggested that local 
government~; receivc Feeleral CJtddanc(>. btlt t.ry 1.0 help t-hc'm' 
selves. It is recommended that. the governors of the most severely 
impacted states and. their ener.gy ac1v.i sen; he .i nvi t.ed to \Vilf:hi ngt.on 

• • If,' 

• 

i . 
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to meet with F'El\ and FPC and be giv(:1J <1. thorough briefing of 
the expectc:>d problem and thut ,1 dj~;('us~.ion of policies be 
carried out. A number of suggesled loc~l actions could be 
discussed at this meeting, including: .. 


The Federal government will prov:inc celeh stilte 
with its entire da.ta base. conc.erninq expectC'd 
shortages and their imp'acts; monitor chi.lnges 
in supply, dem2nd, ilnd altern~t(> fuels; and 

• provide technical assistance to the states to 
help manage the problem. 

- Intensive conservation programs for boiler use of natuTul 
gCl~, resjdent,:i.c-.) I and comfltc:rcj"d users, inc)udjnq (;,,';0 
histories of xesidenU.aJ.-industT.Y coo!,)eration. Boiler 
fuel usc rl-'preEent~. cvcrl/.l of the nC),turo,J ga!': Jnc)TJ:ct. 

Use of surctwrges for conf;uIilpt,:i.on· above a certain 
buse J.cvC!l u~::cd lc;st yea).·, il10TlIJ w:iU'J reb"tcs for 
consumption Hlue!! less than last ycar. For" example.·, 
theH: could be a ) 00 pcrccrlt £n'Tcharg2' for consump
tion above 90 perc2nt Llf lasl yeou:' 5 resic1er,U.('; J 
use~ with some rebates ~or consumption below 80 
percent of last y8~r. 

Application of a voluntary "buy~·bz:ck" procedure, 
in whicrJ pipeJ.:i nc!'> b'-l.Y haCK Cj2S fr or" uscr 5 with

\ allernole fuel capability at.. a price equaJ to the 
price of the alternate ~uel (over $2.00 per mcf) 
and then sell 'Lhc g,',-s at the rd r)Jt::r [lr:i CEO' u~;~r~,t.(l 

without alternate fuel capability. This could be 
implemented by a, ~;Latc pub~,ic uUlit.y cornrll:i [:lS) on. 

Greater use cif pecik load pricing to reduce peak 
consumption of elect:d e) t.y, which ):::; ofUm 
genera~ed by natural gas. 

In considering these reconlIllendcd policy acti or!!::; I c: number of' 
other alternatives were examined and rcicctcd for a variety of 
reasons. 1\ 1 ist of t:hcsc opt .i.on~~ :i s 9.1 'len j 11 'J'<rh) C -1 •. 

... 

TIMING OF ACTIONS 


It is rcconunendcd that .the following scquerlce 01: evcn~s t.ake l,>l()(!e 
by the time the Con~J.l:css returns: 

Announce immediate implementation of aelministriltivc 
actions. 

Designate PE1\ as the lead Federal agency to eleal 
wi th natur<ll gilS continqcncy pl 'lllnj 11(1 <Inc] ,1 mplc;'r'.;-7,1':,':-,. 
men ta tion. .'.~"J /;,,') ". 

• J . .. ~. ~ 
" 

• 
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TABLE ., 
OPTIONS ELIHINA'l'ElJ FI{Oi-l CONSIDERATION 

--.--.---....:.----------~----. 

Options 

Increase LNG imports from Algeria 

Negotiate increased imports from 
Mexico and Ca~ada 

Accept payment. in--kind for pro~ 
duction from f('clen,l l<Jlldf:~ and 
allocate to interstate pipelin~s 
most in need 

Increase prodl.lC"tion from offshore 
shut-in wells 

Inc:-ease LNG impdrt:s frore·, ]).la s};,·, -~," 

Increase domestic prc/duction 
through in-field drilling in 
the Blan·co-Mcsilverd c go~· fie] Of 

Increase prouuc.:tiorr of the liu'jc.lofl 
gas field through override of 
Kansas gas production ru].es 

Define and prohibit non-essential 
uses of natural gas consumed on
site by end-users in the resi 
dential and conu-nerciaJ sectors 

" 

. ' ", 

, j. , 

. , 

• 

Reason for Elimination 

There are no actions which can 
be taken by the government t.o 
increase LNG imports for the 
75-76 \"inter heating season. 

There is 1itU e potCllU 01 for 
increased imports from these 
countries. 

Most royalty gas is presently 
so) (1 to pj pel.) 08::-. f",xl'cr ic:ncj nq 
curtailmellts 

There is no way to significant] 
inc)."(:'-<l.sc prucll'ct.1.(Jn ))"(Jill "h\l~
in \,'(:1 J~: i a)" th(~ 'I ~i- -, C \,,.j nLey 
t.hro\lgh (1'- regul a tory arproi:ch. 

Potential is too sma.ll (3-·6 ncf 
in comparjson to the ~xpeetc~ 
0I-'}",('f, i tjc,j·1 c)f the :u:(fld)" ul 
·l<"gi slaU on 

Sn.cd} pou.::ntj C\] j'Jc)" c;('j('ied 

drilling rig, a~d extreme 

difficuJt.i('s in obtrdrdnq 

requir8d drilling rjgs 


Lead tilllE'i.: for nc".' (;OJ"lIj)1"Cf;t·;())" f; 

are too long, even if overrid~ 
of Xan~;(;f: proclnct.i (,n nd <>'1': 

con] cl be obt.cd n(',c1 

SClfc eJindnilUon of J'iLlot. 
lights would require excessive 
lead t iJll('~: [ITlcl reql.l.i )"f:;' furt.lJ(') 

gJ)i1)ysis 

http:inc)."(:'-<l.sc
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Invit.e Governors of )flos't..i fI.pactccl sla les t.o i1 \-Jhit(! 
House )fleeting in early September to discuss expect.cd 
shortages and poss j ble locid TIIC<:lSUJ:es to reduce it.s 

impacts. 

submit legislotjvc packoge t.o the Congress in carll' 
Septcmber containing immedia-Lc, standby, Clnd longer-
term measures. 

The r-ec6rnTnended actions, both immeui ute ai1d standby could 
sUbstantiolly reduce the impact of shortages and would be 
supplemented by existing emergency relief procedures. 

, 

. 
" 

.~ . 
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fEDERAL ENEIZGY ADi\llN rSTRATION 
WASHINGTON, D. C. /0161 

OFFICE OF TlIEADMINIsTRt.-rO)', 

August. G, 1975 

IvlEHORAl'mmi. FOR THE PHESIDEN,)~ . 

Fum1, . FHANK G." ZARD ~~ 
THHOUGH : ROGEHS C. B. I''lORTON 

. , 

SUBJEC'l' = S'l'H1\TEGY ON DECOnrrHOL 

.'"BACKGHOUND .' 

Before ·the recess t the IIOt1.So. passed t .he Staggers p:t:icing 
amendment. to H.R. 7014. rl'h-{s- provl:::;ion rolls back the 
price of new and released oiY to $7.50 per barrel, but pro
vides t.ha t "high cost" oi.l can sell for as mue}l as ·$10. 00 
per barrel. Old· oil pricc~s Hill l:c[(lu.in at: $5,25 pey. baL.cel 
for ten years or more. 

The House the~ defeated your ~9-moDth decontrol compromise 
progrClm and passed S .1849, a simple 6·-mont..h extcn:::ion of 
the p r ice control provisions. Sen,l"t.(J:C 1-1?.nsiield ha_s 
indicClted that this l~gislation vdll DOt. be de1iver8c1 until 
the end of August so Congl:css can act~ C]u:'t.ckly on ~chc veto 
override. If you choose not to s:lg-n the extension, the EPJ>..A 
will expire on Sunday, A~gust 31, 1975. Congress will not 
be able to act on the veto until it returns at noon, \~ec1n0sc1ay I 

September 3. 
., 

In addition to these events, OPEC meetings on pricing 
policies are sch~dulcd for Septerr~er 4 and 24, ~nd in all 
likelihood will result in an announced price increase of 
$1.00 to $2.00 per barrpl by October 1. 

The vote on ovcrriding'· ' .-e~1C veto will be very close and is 
hard to predict". 1'here are several actions which you can 
take -to improve th~ ·:chances of · sllstaining the V(~to. ,)'his 

. memorandum r0CJuests several key c.1ecisionson ·Lhese- actions 
and the thrust and timing of,public announcements on the 
subject . 

.( 
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.' :-,DECONTROL ALTERNATIVES ... . " ... 
. ..~ .~ . 

. ," . "," 

This section presents your alternatives on decontrol, both . ' 'on the veto and actions, to mitigate its effects. '\ .,~ , ., . .' ..':.. "". .;". ~;- " ""' . ';'-' , ' !' " '. :: ... .. . ':" -.: -
Option 1. Veto simple 6-mon~h ~xtension. 

>':..::P~OS: - vlill be major action. -to stimulate s.upply and ,cut 
. , energy demand. " , " 

" t' ~~~ : .:. ,: :' . 
.~ : :,~ 

- Will remove 'a complex and counterproductive regula- . .. . 
. .- :.". >: ·.tory system. . .. . : ~./~.;:...:: : :-, · · :fi::.~:· 

. , . ... . 
. " ' . "i. CONS: - Will result in difficult political problems with.. 


.... ... '. " " ': :'~:--.: .. , respect to price increases and Hi th special ,: . 

"interest groups such as airlj.nes, 'farmers, etc~ ". 


.. . 
- Will leave us temporarily -;,r:i.thout minimally needed 

. authorit.ies to deal with the naturak~gas short';., gc-:s 
. or special petroleum problems such as propane ~ , 

'. 
...~ '". .' • • wo ' • • : 

,.'Reconrrnendation: Veto the 6:;.month extension. 
. , 

. ', ~ ' .' -' f ~- '-" ~ 

Presidential Decision:' .; 
" ... .~ . 

"' . 

Agree 

0' .. .. .' Disagree.·'. ----~----
'", ... 

' . ' ' . , . .- .  Option 2: , Remove the $2.00 and $.60 per'barrel import fees 
on crude aI!_Ur~9.:uctsreSf~~ct.!yeTy' e(Lectl'!.e ,-iE.~ 
the veto is' sustained. 

Removal ' of the import fees couplcC:( \Vi th immcdiclte 
decontrol and the other supply and demand ac'cions 
of your original program will reduce imports by 
approximately 1. 4 million barrels per day in '1':"/77. 
This compares ""ith 1.2 million barrels per day if 
your 39-month decontrol compromise was accepted. 
These import savings remain below th(~ 2 rrd.lliun 
barrels per day of your original program announced 
in January. " 

.,. , . ~ 

, .. '.'
,"" . 

.' 

... 

.' .'"... 
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PROS: - Hill substantially cushion if not eliminate the 
economic ,impact of sudden dccon:tro1. 

.... ,. : 

.Will increase Congressional support for sustaining 

... ' 

your veto of the simple extension of the EPAA~ : .. , 

. CONS: Will lower the conservation savings • 

. ...... .. 
.. ,' . ,. ; , . l~ill reduce Federal revenues, but also decreases . 

. • . ='windfalls to petroleum industry. 	 ':" 
. ... o(~ 

' . . . ' . 	 Comes at an 'inopportune time vis-a-vis OPEC price,~ , . 

- ' .' " :.' .~' : .,- .- . 
.. ' , ; .. increases. 


.. ' " ':.'- .: .Recommendation: Remove both .the crude and product import: 
 , .' ~' ~ ' . -': ., . . 
fees effective when the veto is sustained . 

.' '... ' ,-:' , , ,' :, " 

Pre~idential Decision: 

Agree 

. Disagree - , " 

._-;c.......... . ';.-	 ~ , .
 

. ,'. 
option 3. 

The Senate Finance COffimi tu~c has alreu.dy votf~d out 
,a windfa l l profits I tax: effec~~ive wi th inunedia te 
decontrol which is' 'similar to the Administr a tion's 
proposal and which allows for consumer reba tes. 

PROS: 	 Tax will remove vlinc1falls and help cushion ecc;>nomy 
from effect.s ··of decontrol... 
Suppor"t:, \o'lill help sustain tbe. veto .. 

Administration support of this bill will help. -.... 
" Chairman Long and Hill increase the likelihooCl of 
. rapid enactment. 

The tax is probably somewhat more harsh than the 
Administra~~9n \Yould propose. 

- " 
Recornmendation'; sUPP'cif:,t' the' Finance Committee legislation in 

concept .find basic p~ovisions and indicate that 
. rebatc~ should not exceed raV8nues venerated from 
the tax. 

:..' ..' ,. ~~.- ... ' 
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Pr6sidontial Decision: 	 ," ' , ' 

..' .,Agree 	 . ':~ .; ,. ' 	 . :: ':,:; -, .~ ;-: ' .' ... . ..... ~ 


, . . . . ~ '. - : '- . 
Disagree 

.. 
Option 4. 	 Jawbone industrY...._to case t.r(ln_~_~ tion during the 

feH months fol10'.oJinq, i mmedia t e d econtrol. 

PROS: 	 Such action would make the transition to full 

decontrol easier in terms of supplier-purchaser 

relationships, regional problems, etc. , ~ 


, , 

:,.~ Would ,reduce adverse political backlash if the, : 
'::i.-:',, ':,'veto is sustained. 	 ' .. ..... ...: ._; 

Could be viewed publicly as the President taking 
action to assure oil cOI!l.p(mic~; act respon!:~i}) ly ~ 

. ' ,. .. .,f . . 
" 

CONS: 	 Could prove to be ineffective if indu s try doesn't 

respond accordingly. 


Could be interpreted as lTlr'J. jor Ad.rninistration con-
cern on the problc-JnS wi,th jrnlllcdiat.0 dcc onb:oJ.. 

Might appear as industry/I\(l.'llI:i.nistration, col1uf;ion. 

Recommendation: -. Begin early But quiet jawboning for 
voluntary coo~cration~ 

Presidential Decision: 
-.' 

Agree ... 

Disagree 

-
Option 5. New Legislative Initiatives 
" 

There are four basiclegisJative suboptions which 
could be proposed either before or after tho veto 
vote to 	prov~de needed authorities and allay fears 
about the impact of decontrol. 
. .' . ', ;' .. . 

J""""" 
,Suboption A. Propose legislation which would merely convert 

the EPM from a manc1ator:{ to i1. standby basis . .' 

.. ~ 



. " 

.. ' - 5 
:..... 

PROS: - A re'latively 'simple proposal which Hould diffuse 
any fight over the specifics of allocation 

.: Cluthor.i tics ~ . . 
.:. .:: 

Would help to convince interest groups w{th 
. :. ~ identified problems ,that FEA still has authority 

to allocate if neces~ary. 

. CONS : 	 would hurt chance~ of sustaining the veto since 
such a proposal is so silnilar to a simple extension 
of the EPAA. 

. ...... . . 

_Suboption B. Request limited n e ,,,, authoritics to deal only 
with identified proble ms ~uch as propane or 

- -, " ,~ndependent marketers. 	 . ' ' . . .  . ' . .. .. ~-- . 
, 

PROS: - Deals specifically .."i th prohlem areas caused 1)y ' 
immediate decontrol and would thus help to sustain 
your veto. 

It is significantly differ'ent from a simple con~' 
tinua tiori of the EPAA in ei ther a rnancl a tory or' 
standby'form. 

CONS: - It could be.easily "Christmas treed" by : special 
interest groups. 

- May only serve to l)~ighten conceJ.:'ns about lett:in9 
controls lapse. I . 

" 

Special interest groups which are not included 
will fight· for veto override . 

Suboption C. Integrat'e selected petroleum authori ties 
with th~ Natural Gas Emergency Standby Act of 
1975, which we are proposing to deal \'7ith t.: he 
natural gas shortage. .. .... 

" 

PROS: - Such a proposal .is significantly different from a 
simple e xtension of the EPAA and should not hurt 
sustai ning' the veto. 

Standby eme:r:gency .authorities are need e d in uny 
everlt to dear with the projected natural gas 
shortage;this ~inter and this would be an effective 
mechanism in which to ge"\.: ~;elcctC!d petroleum 
authorities. 

CONS: - It will not be possible to cast all needed petrole um 
authorities as natural gas related. 
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Sub~tion D. Propose legisl<.:ttion to implement the 39-month 
decontrol pl<.:tn·in addition to one of the above 
options. : I 

PROS: 	 Pl<.:tces the bl<.lme back on Congress for allowing 
immedi<.:tte petroleum ,price increases. 

I 
It is a gradual decontrol program, with slight I
economic impacts. 	 ~ I 

~~•• 0. 

I 
CO~S; - Hill lead to some confusion as to the Administration's 

true position because you are now supporting 
immedia te decont.rol. 

" 	 " . 

Since the 39-month administrative decontrol plan 
was not accepted .by the House, the chance of 

"acceptance is slim and would require even further 
compromise. 

Under the administrative option r onJ.),' a yes or 
no vote could be cast. This plan- c~~ld and would 
be greatly modified on the floor._ 

Recommendation: Suboption,c . -: integrate selected petroleum 

authorities with standby authoritie~ needed to 

deal with the:: natm.:al ga~> ·shortage.. ))0 not l.-esuDmit: 

the 39-month decontrol plan. 


, "Presidential Decision~ 
, " 

. Agree 

Disagree 

In the event your veto is overridden, there are several 

administrative opt'ions to choose from to continue mov ing 

toward decontrol without su~mitting another plan to Congress. 

These specific options are being developed now and will b~' 

submitted to you later this month. 


TIMING AND FOCUS OFPRESIDEN'l'Il\L STATm·1ENT 

'5.1849 Hill not reach.y~ur desk until late in August. There 

are.several possibilitids for a public statement prior to the 

reconvening of .the ~6jl'g~ess on Septcmber 3 which are outlined 


~. _, • ~ ....,.lbelow •. " . 
~
", 

" 

:.. 



~, .' . ':, 
' . I . , 

7 ;... 
'''!'-' .. , ... .,. , 

," I 

optio~. 

.. PRO'S: 

, .... 

. CONS.: 

Option 2. 

PROS: 

CONS: 

Public statement just covering the decontrol issue 
und the rescinding of th(! import fees on crude 
and products this week. 

~ ' I " 
',,: ~, ' ~ 'I .. • • __ .,! ':.: .. 

The timi~g f~r this messag'~ : is very :;ood as y;-u" 
present your case to' the people and the press early 
in August. 

It allows you to speak forcefully on the issue ,. 
during your public engagements throughout the rest 
of Augusi.:. ... '. ..' .~:: ·_c .. > '.'.:, " . ::... ,:-" .. . , 

. , " '" ,.>'(~~E~-",;~~'.~ . .. ~.,~~ c,:< ' '. ~. "';::'~,: '~~ ': ,, ' 

An early address and ' spec~i:f.ic removal of fees ~JilJ. 
' . allaH Administration spokosrnen the ·time durin.g 
August t~o present your (:3.80.-.;: on the posi tive energy 
effects and minimal economic. impac'ts to the. Nation ~ 

,- .. 

'dill lo s e the opportunity ·to compromise Oil the $7
import fee just b~fore Congress reco9~enes which 

may lose impact on Congress to sust~in the veto~ 


There is not adeq'.J.a.te staff time to adequately- ' ~
brief all interest groups or prepare specific 
options for your decision on windfal~ profit t~xes{ 
rebates, or the form of yoLir legislative- proposals. 

By giving up the fees nol'?/ you \-1ilJ, ' lose yoU):' 
oppor.tunity to g·ive'··the.'TI up later when OPEC raises 

\"orld prices. . ',' . <: ;':\ ~.:~ . .. "., .-..' , .'::.:\f:. 
,' ,' . '~.' ' . 

Presidential message to bci ~iven during your 

vacation ei·ther at· vail or at one of your publi.c 

speaking engagemen-ts during mid-August. 


Gives you and A~ninistration officials more time 

to prepare for a speech. " .. 
..... 

Still leaves adequate time for Administration 
spokesmen to reinforce message during August. 

Neither Vail ~or anyone of your other public 
engagements :~s the best set ·t.ing since they .-involve 
either your. ;vacation or poli tic2tl fund rais ing 

.J ,...... ' events . .';. 
4 

~',: . 
Delay unti.l mid-August may give the ir.·lpression of 
indecision on your part. 

. . .. 

• I • . 

> ",' 

... .. "-- 

- " 

'1. .. . . . 

.. ': ': 

-..', . 
. .:. .... 

'.. ..... ~.. . 

" 
• ":":.•• t • 

• • , ' f • 

.... . . 
. .. 

• #~ . .... .

http:adeq'.J.a.te
http:spec~i:f.ic


• 

", 
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]I,. broad Presidential meSS':lgc after you return 
from Vail after August 25 but b e fore S~ptcmber 3 
when C0:10rc ::: s n ::convene s . ;:; nch <111 CD C 19y pol icy 
speech "lould include your posi tion on decontrol 
but could also include the following major policy

" issues now under review in ERC and scheduled for 
your decision prior ~o the end of August. 

The Energy Resourc~s Finance Corporation (EItFCO).' 

Impl cment.ation of the synthe t.ic fuels goal 
announce d ,in your State of the Union Message. 

A much expanded voluntary energy conservation 
effort. .. ...... , 

. .. " 

A comprehensive plan for dealing with the winter 
natural gas shortage. 

Recom.'rnendLll.:ion: 11.. broad Pr'esiden'cil-:.J. tc:levis:i or{messaqe 
------·-·--aftcr your return from Vail D,nd before the Congress 

reconvenes on Septc:mber 3., Ha.ve Fronk Zarb anel 
Alan Greenspan i~form the press of your decision to 
veto the simple ext:ension and if tl1E~ veto is 
sustained t.o irrJ"licd.iatcly :cc:movc -the $2 import fees. 
This will allow Presidenti~l spokesmen a nd yourself 
to speak forcea.bly durin~; I\u~~lJst while still 
getting ma, y.imu~l press in1pDc)c in ea.rly Septerctber 
w~th"a major energ1'policy speech . 

... . 

Preside nti,al Decision: 

Ag:rce 

Disagree 

'0 

.' 

, : '.j 
.. 

" ..I.:..~~" 
~~..~; .' 

, , 

" 
._._ ......_....-- .. ...
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WASHINGTON, D, c. ,20,161 
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) 

OHlCE OP Til EIIDMINISTRA'lOll. 

August G, 1975 

MEHORA:i-lDUa FOR THE PRESIDENT , 

FROl1: . FRANK G.". ZARB ~~ 
THROUGH: ROGEHS C. B. }lORTON 


, . 

STRi\'rEGY ON DECON'fROLSUBJECT: 

"BACKGROlmD 

Before the recess, the Ilous.c::..p~ssec1 the St.aggers pricing 
, amendment to H.R. 7014. 'Ihis provision rolls back the 
price of new and released oiY to $7.50 per barrel, but pro
vides that "high cost" oil can sell for as much as '$10.00 'c per barrel. Old'oil prices will remain at $5.25 per barrel 
for ten years or more. 

, ~. 
The House theri defeated your ~9-month decontrol compromise 
program and passed S .1849, a simpls 6'-mont.:h extension of 
the price control provisions. Senc\t.(J:C Iv1ansiield has 
indicated that this l~gislation will not be delivered unt.il 
the end of Angus·t so CODg!:8SS, can act; quickly on "che vetq 
override. If you choose not t.o sign U1e extension, the EP~.A 
will expire on Sunday, A~gust 31, 1975. Congress will not . 
be able to act. on the veto until it returns at noon I \\lednt='.sc1ay I 

September 3. ' , -• .. 
In addition to these events, OPEC meetings on pricing 

" policies are scheduled for September 4 and 24, and in all 
likelihood \vill result in an announced price increase of 
$1.00 to $2.00 per barrpl by October 1. 

The vote on ovcrriding"'.-el,le veto will be very close and is 
hard to predict'. 'J;here are several actions which you can 
take to impJ~ove th~ ,;chances of'sustcJ.ining the V(!to. I)'his 

.memorandool requests several key decisions on ~hese actions 
and the thrust and timing of,public announcements on the 
subject. 

c 
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." 
PROS: - A re'latively' 'simple proposal \~hich '-lou).d diffuse 

any fight over the specifics of alloc~tion 
•. I 

... Cluthor.itics~. '" 
" 0" •••• 

. . ~.::' . - . 

~ Would help to convince interest groups with 
. :.: identified problems ·that FEA still has authority 

to allocate if necessary. 	 . ' 

.,' .. CONS : - vlould hurt chances' of sust<lining the veto since . 
. -. such a proposal is s6sbnilar t~ a 'simple extensiori 

of the EPAA. 	 ,:: ~'.. 
. ,..... . 

.. .
:, Suboption B. Request limited· ne\oI authorities to deal only 

wi th identified problems such as propane ox' ...... "... -.... ...~ 

-.";. ~ndependent marketers., . . .' : ~.':.~'.':.'" . 
Deals specifically with probl(~m areas caused })y.PROS: 

I,im..T!1ediate decontrol. and "iOuld thus help to sustain 
I .your veto. 	 ,

..,.':7 
....oJ 

It is significantly different from a simple con
tinua tiori of the EPAA in ei ther a manda·tory ox' 
standby" form. 

CONS: - It could be, easily "Chri8trrla~ treed 11 by:special 
interest groups. 

_ 	 May only serve to ~~ighten concerns about letting 
controls lapse. I. 

'.' 

Special interest groups which are not included 
will fight for vetp override • 

. ' 

§uboption~. Integra t'e selected petroleum authorities 
with th~ Natural Gas Emergency St~ndby Ac~ of 
1975, 'o,lhich we are proposing to deal \vi th 'the 
natural gas shortage. ' ...• 

" 
, . 

Such a proposal is significantly different from iPROS: 
simple extension of the EP~A and should not hurt 
sustaining the veto. 

Standby eme~~ency .authorit5.es are needed in any 
everlt to dear with the projected natural gas 

,shortage:.::this 'winter and t.his \>lOuld be an effective 
'mechanism in. ,vhich to get: ~;C!lcctC!d petroleum 
authorities. 

CONS: - It will not be possible to cast all needed petroleum 
authorities as natural gas related. 
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S~boption D. Propose lcgisluti.on to implement the 39-month 
decontrol plan,in addition to one of the above 

PROS: . ~ .. 

...... " .... ,. 

COJ'lS; 
.....' 

., 
~ .. 

options. 

Places the blame b~ck on Congress for allowing 
immediate petroleum,price increases. 

It is a gradual decontrol program, with slight
e,conomic impacts. . ;. 

Will lead to some confusion as to the Administration's 
true position because you are now supporting
immediate decontrol. 

. . .

. ..·.1. 

Since the 39-month administrative decontrol plan 
was n6t accepted by the House, the chance of 

'acceptance is slim and would require even. further 
compromise~ 

Under the administrative option, onJ..y' a yes or 
no vote could be cast. This plan· c~uld and would 
be greatly modified on the floor._ ~ 

Recommendation: Suboption "~ ,~ integrate selec1;-ed petroleum 
authorities with standby authorities ne~ded to 
deal \'lith the natural gas ·shortage. Do not resubmit: 
the 39-month decontrol plan • 

Presidential Decision~ 
. , " 

'Agree 

Disagree 

.. , " 

In the event your veto is overridden, there are several 
adininistrative options to choose from to continue moving 
toward decontrol without submitting another plan to Congress. 
These specific options are being developed now and will b~' 
submitted to you,later this month. 

TIMING AND FOCUS' OF PRESIDENTIAL STATm.mNT 

"5.1849 will 
are ,several 
reconvening 
below •. 

not reach,y~ur desk until late in August. There 
possibilities for a public statement prior to the 
of , the ~6ii'gi'ess on September 3 which are outlined 

~.... "-".' ...",. 

. ... ....- ...  ".. . ~ -....... . . 

J~-}' 

. I' 
! ~•. 

... . .... 
r· .

I; 
I'; . 
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