
THE IMPACT OF THE PRESIDENT'S ENERGY PLAN ON
THE NORTHEAST

HEARINOG
BEFORE THE

SUBCOMMITTEE ON ENERGY
OF THE

JOINT ECONOMIC COMMITTEE
CONGRESS OF THE UNITED STATES

NINETY-FIFTH CONGRESS

FIRST SESSION

MAY 13, 1977

Printed for the use of the Joint Economic Committee

U.S. GOVERNMENT PRINTING OFFICE

97-013 0 WASHINGTON : 1977

For sale by the Superintendent of Documents, U.S. Government Printing Office
Washington, D.C. 20402



JOINT ECONOMIC COMMITTEE

(Created pursuant to sec. 5(a) of Public Law 304, 79th Cong.)

RICHARD BOLLING, Missouri, Chairman
HUBERT H. HUMPHREY, Minnesota, Vice Chairman

HOUSE OF REPRESENTATIVES SENATE

HENRY S. REUSS, Wisconsin JOHN SPARKMAN, Alabama
WILLIAM S. MOORHEAD, Pennsylvania WILLIAM PROXMIRE, Wisconsin
LEE H. HAMILTON, Indiana ABRAHAM RIBICOFF, Connecticut
GLLTS W. LONG, Louisiana LLOYD BENTSEN, Texas
OTIS G. PIKE, New York EDWARD M. KENNEDY, Massachusetts
CLARENCE J. BROWN, Ohio JACOB K. JAVITS, New York
GARRY BROWN, Michigan WILLIAM V. ROTH, JR., Delaware
MARGARET M. HECKLER, Massachusetts JAMES A. McCLURE, Idaho
JOHN H. ROUSSELOT, California ORRIN G. HATCH, Utah

JOiNI R STAR, Executive Director

Louis C. KRAuTNoYF 11, Assistant Director
RicHARD F. K^upmAN, General Counsel

WInUAM RF BuEcHNER
G. THoMAs CAToR
WnLLAM A. Cox

RoBeRT D. HAmErN

ECONOMISTS
KENT H. HuGHES

SARAH JACKSON

JOHN R. KARLix
L. DOUGLAS LEe

MINoarry

CHARLES H. BRADFORD STEPHEN J. ENTIN

M. CATHERINE MILLER

GEoRGE D. KRuMBHAAR, Jr.
MARE R. PoucINsel

SUBCOMMITTEE ON ENERGY

EDWARD M. KENNEDY, Massachusetts, Chairman

SENATE HOUSE OF REPRESENTATIVES
JOHN SPARKMAN, Alabama GaLlIS W. LONG, Louisiana
WILLIAM PROXMIRE, Wisconsin CLARENCE J. BROWN, Ohio
JAMES A. McCLURE, Idaho
ORRIN G. HATCH, Utah

JERRY BRADY, Professional Staff Member

(II)

PHInP MCMARTIN
DEsoRAN Noammu
GEORGE R. TYLzE

1��



CONTENTS

WrrNESSES AND STATEMENTS
FRIDAY, MAY 13, 1977

p.-Z

Kennedy, Hon. Edward M., chairman of the Subcommittee on Energy: Opening
statement ......................................................................................................................

Heckler, Hon. Margaret M., member of the Joint Economic Committee: Open-
ing statement ........................................................... 3

O'Leary, Hon. John F., Administrator, Federal Energy Administration ............. 6
Sullivan, Hon. Christine B., secretary, Massachusetts Department of Consumer

Affairs............................................................................................................................ 25
Schneiderman, Natalie, chairperson, Energy and Utilities Committee, Massa-

chusetts Fair Share ........................................................... 28
Burkhardt, Charles H., executive vice president and managing director, New

England Fuel Institute ............................................................. 30
Jefferson, Wilson, Springfield Action Commission ................................................... 37
Buckley, John G., vice president and director, Northeast Petroleum Industries,

Inc ........................................................... 40
Nichols, Guy, president, New England Electric Systems ..................... ................... 97
Syron, Richard F., assistant vice president and economist, Federal Reserve

Bank of Boston ........................................................... 103
Lubber, Mindy, staff researcher, Massachusetts Public Interest Research

Group.............................................................................................................................. 110
Halpern, Harvey, Boston Clamshell, Clamshell Alliance ........................................ 114

SUBMISSIONS FOR THE RECORD
FRIDAY, MAY 13, 1977

Buckley, John G.:
Prepared statement with attachments ............................................................ 44

Burkhardt, Charles H.:
Prepared statement ........................................................... 34

Halpern, Harvey:
Prepared statement................................................................................................. 117

Kennedy, Hon. Edward M.:
Letter to Senator Kennedy, dated May 12, 1977, from Hon. Michael S.

Dukakis, Gov: cior of the State of Massachusetts, regarding President
Carter's proposed energy program.................................................................... 27

Lubber, Mindy:
Prepared statement ............................................................ 112

Nichols, Guy:
Prepared statement ........................................................... 101

O'Leary, Hon. John F.:
Prepared statement ........................................................... 11
Response to additional written questions posed by Senator Kennedy .......... 14

Syron, Richard F.:
Prepared statement .10........................................................... 5

(HI)



IV

APPENDIX

Letter to Senator Kennedy, dated May 12, 1977, from Barry Tepper, dealer, Page

marketing representative, Daystar Corp., Burlington, Mass., regarding the
solar energy portion of President Carter's proposed national energy plan...... 123

Letter to Senator Kennedy, dated May 12, 1977, from Lew F. Boyd, president,
Solar Solutions, Inc., Sudbury, Mass., regarding the implications in President
Carter's proposed national energy plan for the solar industry in Massachu-
setts ........ ,. . . . . .,. 123

Statement of K. Heinz Muehlmann on the National Energy Plan .124
Statement of Jesse M. Calhoon, president, Marine Engineers' Beneficial

Association...............................1..........................2.............5.............. . ........ ......... 125



THE IMPACT OF THE PRESIDENT'S ENERGY
PLAN ON THE NORTHEAST

FRIDAY, MAY 13, 1977

CONGRESS OF THE UNITED STATES,
SUBCOMMITTEE ON ENERGY

OF THE JOINT ECONOMIC COMMITTEE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 9 a.m., in room
208, John W. McCormack Post Office Building, Boston, Mass., Hon.
Edward M. Kennedy (chairman of the subcommittee) presiding.

Present: Senator Kennedy and Representative Heckler.
Also present: Jerry Brady, subcommittee professional staff

member; and Charles H. Bradford and George D. Krumbhaar, Jr.,
minority professional staff members.

OPENING STATEMENT OF SENATOR KENNEDY, CHAIRMAN

Senator KENNEDY. The hearing will be in order.
This is a hearing of the Subcommittee on Energy of the Joint

Economic Committee of the House of Representatives and the
Senate of the United States.

I want to welcome you to this morning's hearing on the impact
of the President's recently announced energy plan. It is especially
appropriate that the Joint Economic Committee is beginning its
deliberations with the people who pay the bills, haul the fuel oil,
search their imaginations for alternative solutions, and care about
their environment.

In coming to New England the subcommittee has come to the
right place. Where else could the subcommittee begin and find a
region which has borne the full impact of the four fold jump in
world oil prices; a region which has already devoted itself whole-
heartedly to conservation and; a region which is searching with so
much enterprise for ways to use alternative fuels.

Just consider these facts: Over 80 percent of this region's energy
needs are provided by petroleum, the highest percentage in the
country. When combined with New York, New Jersey, and Penn-
sylvania this region consumes over two-thirds of all the residual
and distillate fuels in the country. Of the 31 utilities ordered to
convert to coal last month, 16 are in New England.

New England is using nuclear power as an energy source more
than any other region, with over 30 percent of our electric power
now provided by nuclear energy. New England is farther ahead in
adopting conservation measures than any other area, and Massa-
chusetts has the most advanced State conservation plan in the
Nation.

(1)



2

The search for alternative sources of energy, from solar heat,
wind and wood is far advanced here. More exciting, original think-
ing and community organization is going on in New England con-
cerning these topics currently than at any other time in our
postwar history.

In many ways the debate and turmoil the country is experienc-
ing about energy can be the basis of our renewal. We must move
from an ethic of wanton consumption of energy and resources to an
ethic of conservation. If we are wise in our decisions this year and
next, we will be laying the groundwork, not for a time of austerity,
but for a new era of energy security and economic progress.

President Carter has made a strong beginning. I commend him
for the plan he presented to the Congress on April 20 and for the
legislative package of April 29. In calling us to the challenge, the
President revived the words of William James who, 65 years ago,
suggested that all citizens should be called upon to serve their
country for 2 years. If, as the President has suggested we are
engaged in the "moral equivalent of war," then New England has
already enlisted. For those of you who are asking yourselves
whether you want to sign up, we hope these hearings will be the
first step in an effort to insure that the burdens will be borne
fairly.

In the hearing today we will be looking at questions of equity.
We will also be looking for practicality. Will the President's plan
be fair to all regions of the country? Will it provide evenhanded
treatment for consumers? Is it possible to mine, transport, and
assure an adequate supply of the coal New England is being asked
to burn?

We are assured that the plan's ultimate effect will be beneficial
to New England but we would not be New Englanders if we did not
look this gift horse in the mouth, count its teeth, and feel its nose.

I would like to draw special attention to the President's emphasis
on conservation. I believe conservation is our long suit and should
be pursued for all it is worth. Last year I sponsored legislation
which promoted conservation in homes, apartments, industries,
public buildings, and nonprofit institutions. I also proposed a spe-
cial program for weatherizing the homes of low-income families.
Some opposed this program on the grounds that what we needed
was production, not conservation. But the Congress saw otherwise
and approved a $200 million demonstration program of incentives
for conservation in homes and apartments, a $2 billion loan guar-
antee program for industry, Government, and nonprofit institu-
tions and a $200 million program for low-income weatherization
was enacted into law. Now we see this approach at the heart of the
President's program and I could not be more pleased.

To cite just one example of what is possible, the American Insti-
tute of Architects has calculated that by 1990, 12.5 million barrels
of petroleum per day-about one-third of our current national
energy use-could be saved just by employing energy-efficient sys-
tems in old and new buildings. To generate this much energy by
traditional, centralized energy systems would require a capital in-
vestment of $415 billion and require consumers to pay more than
$1 trillion for unneeded energy. Certainly the message is clear
enough to speak for itself.
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Today we want to let the people of New England speak for
themselves. Since the President announced his comprehensive plan
last month I have received over 600 letters from people in New
England-people who welcome the President's initiative and his
pledge that the plan will be equitable.

These letters, and the calls and visits that have been made to my
office in Boston and in Washington also show that there are many
unanswered questions on the minds of the homeowners, business
men and women, and consumers of New England. These are the
questions that we want our witnesses to bring to us this morning.

We will begin our hearings with a panel of witnesses concerned
about the impact of the President's plan on homeowners and con-
servation. Then we will hear from Mr. John O'Leary, Administra-
tor of the Federal Energy Administration, whom we hope will
remain with us throughout the morning. Mr. O'Leary will be fol-
lowed by a panel on oil, coal conversion, and employment, and we
will then hear from a panel on nuclear and alternative energy
sources.

At the conclusion of the hearing we will ask Mr. O'Leary to
respond to the questions that concern our panels. And if we can't
get the answers today we will take these questions back to Wash-
ington to be fully examined in further hearings.

The people of New England need the facts before a new energy
policy goes in place-not after. This is the objective of the hearings
we are beginning today.

Your prepared statements, if they are summarized, will be made
a part of our hearing record.

But first we will hear from the distinguished Congresswoman
from the 10th Congressional District of our State, Margaret M.
Heckler, who is a very active member of the full committee, and
we welcome her comments.

OPENING STATEMENT OF REPRESENTATIVE HECKLER

Representative HECKLER. Thank you very much, Mr. Chairman,
and I wish to commend you, for your initiative in bringing the
Subcommittee on Energy to Massachusetts, and for your leadership
on the question of energy in the Joint Economic Committee in
Washington.

I, too, have heard responses from my constituents on the ques-
tion of energy. A few of these comments indicate to me that there
is great hope in the minds of the people of Massachusetts and a
willingness to sacrifice, but there is a question about the equity of
the program and some of these issues will be explored in our
hearing today.

From Wellesley, one constituent wrote:
President Carter's emphasis on energy conservation is a long overdue point of

view for our country, for if Europe can have as high or higher standard of living
using far less energy, why can't we?

From Marion I heard:
While we are both Republicans, this is clearly a matter that should transcend

partisan politics. It is extremely important at this time that definite steps be taken
to curb energy outflow while also taking into account the sources of energy avail-
able.
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. From Halifax:
Overall the proposal contained a good balance of rewards and punishments. Even

the less appealing parts are easier to swallow at this time, this way, than the more
drastic shortages and price increases in a few years.

Thus it seems clear to me that we have our mandate and that
the people of New England are watching and are supportive of the
thrusts which the President's proposals have raised. However,
there remain a number of questions which must be answered.

The President has proposed a comprehensive program. I have
reviewed this in part and I find a summary of the program runs to
over 100 pages. The bill itself is over 300 pages long. According to
one prominent Washington official, it is the most comprehensive
program he has ever seen. It is the very comprehensiveness of this
program which raised an issue. All too often in Washington we
suffer from big-picture-itis. We take a comprehensive view of
things, forgetting that the country is divided into regions, and that
the regions are composed of cities and towns and villages, populat-
ed by individual citizens with individual points of view. And thus,
the hearing today is significant.

The chairman of the present Council of Economic Advisors testi-
fied yesterday on the overall economic impact of this plan. His
assessment was that the impact would be neutral. In other words,
he is satisfied with the aggregate numbers. But doesn't this mean
that some people will win and some people will lose? Who are the
winners from this plan? Who are the losers? These questions have
to be answered.

We get some idea of the winners and losers when we look at the
question of the proposal for pricing natural gas versus crude oil.
These two energy sources will be controlled at comparable prices
on a pretax basis. Then the tax changes in the energy program will
leave oil at a higher relative price than gas. Does this mean that
oil dependent New England will still have to pay higher prices for
energy than the rest of the country?

Thus we can go on from one aspect of the program to another,
but just yesterday Mr. Shultz emphasized repeatedly that the
future is wrought with uncertainty. One thing that is certain is
that the program constitutes a massive increase in taxes. I question
what the plan for redistributing the taxes will be. How will the
rebate tax credits aspect of this program work?

As anyone in Washington who has had any experience knows,
when Washington funnels out money to the States and to local
government, a lot of money sticks to the funnel, and I am worried
about how much of the rebate will stick to the funnel and how
much of it will actually go back to the people.

Another area that concerns me is the question of environmental
standards and requirements of the administration's plan to convert
to coal usage from other fuels. Massachusetts is a downwind State.
We import a lot of pollution, thrown up into the air by other
States. Therefore we already start at a disadvantage from an envi-
ronmental point of view.

What does coal conversion mean in this setting? Reports that I
have read from economists familiar with the New England situa-
tion raised problems of prices, and also the problem of transporta-
tion-how to get the coal from coal producing areas to our utilities
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in Massachusetts. I wonder if our Federal policy planners have.
considered that and have an alternative in response, on that very
serious question.

These and many other issues will be explored in our hearings,
not only today but at hearings in the future in Washington. I
suppose most important of all will be the question of the incentives
for homeowners to make their own houses energy-efficient.

How will the plan work? Will the sudden demand for insulation
and related materials caused by the program raise the prices so
that in the final analysis the Federal Government ends up lining
the pockets of the insulation manufacturers? Are the incentives for
solar energy really sufficient to promote solar energy conversion as
a viable source of heat and power?

This is a partial list of some of my constituents' concerns. I come
with questions and I am seeking answers. I am very impressed
with the list of witnesses which you have assembled, Mr. Chair-
man. I look forward to the testimony of the panels, of the experts
of both panels, who will speak to the issues. I particularly welcome
Mr. O'Leary who has met with the New England caucus and has
been very willing to face the problems of New England earlier, and
continues to do so. It is with this spirit of support and questioning
that I participate in this hearing. Thank you, Mr. Chairman.

Senator KENNEDY. Thank you very much, Mrs. Heckler, for a
fine statement. We had invited the Governor to participate with us
today but he had another commitment outside of the city however
we do have the Secretary of Consumer Affairs, Christine Sullivan,
who will place into the record a statement by the Governor.

We welcome as our first witness the Honorable John F. O'Leary.
We are delighted to have him in Massachusetts today. I can tell
from personal conversations and communications that he has a
grasp of the energy problems we are facing in New England. I
must say it was a pleasure this winter when we were facing some
very real challenges, to be able to meet with Mr. O'Leary about our
particular problems and to get a very positive response regarding
entitlement programs which mean a lot to the continuation of the
supply of natural gas. Although other parts of the country were
unable to obtain adequate supplies of natural gas-we were able,
through the entitlement program, to give the assurance of continu-
ity for the homeowners and industry here in our State. Mr. O'-
Leary has been responsive and has an understanding; we look
forward to hearing him this morning.

Mr. O'Leary, I think Congresswoman Heckler raised many of the
questions as we tried to in our statement, and we now look forward
to your comments. As I mentioned, there is probably no place in
the country where really the energy issue is of greater importance
'han this area of New England.

Over the years we have been closed out of the oil overseas when
it was cheap, and then required to buy it when it was expensive.
We have been opposed and denied refineries in our part of the
country by many of the different oil groups, and we have been
discriminated against in terms of transportation and movement of
energy resources here to our areas, and so we have a great willing-
ness to work closely with the President and we are delighted that
he has underlined both conservation as well as establishing a pro-
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gram of equity and fairness between the regions. We are looking
forward to hearing how that is going to be done.

We want to welcome Mr. O'Leary.

STATEMENT OF HON. JOHN F. O'LEARY, ADMINISTRATOR,
FEDERAL ENERGY ADMINISTRATION

Mr. O'LEARY. Thank you very much, Senator. It is a pleasure
being here and a pleasure to see both you and Congresswoman
Heckler this morning. I want to tell you that to an O'Leary,
coming to Boston is like coming home.

Mr. Chairman, during the 1950's and 1960's, the real price of
energy in the United States fell 28 percent. During the same
period, U.S. consumption of energy increased at an average annual
rate of 3.5 percent. As a result of the availability of cheap energy-
and if there is anything that was a hallmark of U.S. energy policy
over the last 50 years it's the provision of cheap energy-the
United States has developed a stock of capital goods, automobiles,
appliances, buildings, industrial equipment-which uses energy in-
efficiently.

To meet its growing energy demands, the United States has been
forced to turn increasingly to oil imports as domestic production of
oil and natural gas peaked. The crux of our energy problem is
clear: Economic and national security considerations make future
reliance on unrestrained growth of oil imports unwise. At the same
time, massive development of U.S. energy resources would have
severe economic and environmental consequences.

The national energy plan addresses our energy problems compre-
hensively. It proposes measures that would reduce imports to a
manageable level, rather than incur the full costs of eliminating
imports completely.

It proposes effective measures to gradually shift our existing
stock of capital to a more energy-efficient one, without changing
our basic standard of living or interfering with continued economic
growth.

It would provide generous incentives for new energy production,
without providing profits to producers disproportionate to the eco-
nomic risks assumed.

And it would encourage increased reliance, in both the near and
longer term, on more abundant energy resources, with appropriate
concern for human health and the environment.

Our analysis of the economic impacts of the national energy plan
indicates that if we begin now to become more efficient users of
energy, we can make the transition to the period of world oil
scarcity with virtually no negative impact on the economy.

In my testimony today, I will first discuss the overall results of
our macroeconomic analysis and then address the effects of major
components of the plan. I will then turn to a discussion of the
impacts of the President's energy proposals on New England.

Macroeconomic forecasting is, by its very nature, imprecise.
Given the many uncertainties surrounding the response of the
different sectors of the economy to a program as comprehensive as
the national energy plan, the estimates of the macroeconomic ef-
fects of the program are, at best, suggestive.
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Several analyses have been made of the impacts of the plan.
They all suggest that the macroeconomic impacts on the economy
will be quite small. In general, the plan is projected to have no
significant impact on the growth of real GNP or on unemployment,
and a measurable, but modest net inflationary impact.

The administration's macroeconomic analysis covers the period
1978-81. Estimates were made of the impact of the national energy
plan with and without the gasoline tax, since it is hoped that
gasoline consumption can be reduced to the target levels without
triggering the gasoline tax.

Depending on the econometric model used and upon the subper-
io>, the effect of thUe progxram=without the _ gaslin Ax-o th
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annual growth rate of real gross national product over the next 4
years is estimated to range from minus 0.1 percentage points to
plus 0.1 percentage points.

The plan is estimated to result in a small increase in inflation.
Over the next 2 years, the annual rate of inflation would be 0.3 to
0.4 percent higher than it would be without the energy program. In
the subsequent 2 years, the price impact would be smaller, with an
increase in the annual inflation rate of 0.1 to 0.3 percent.

If the gasoline consumption targets were not met, and the gaso-
line tax were triggered in each year, the annual rate of inflation
would be higher by an additional 0.2 to 0.3 percentage points over
the period 1978-81. The impact of the gasoline tax on real GNP
would generally depend on its effect on consumer purchases of new
automobiles. The annual growth rate in real GNP could be 0.2
percentage points lower than otherwise projected if the tax result-
ed in a reduction in vehicle miles driven. This could have the effect
of extending the life of the existing stock of automobiles, thus
lowering automobile sales. However, the net impact of the gasoline
tax on real GNP could be zero if the tax acted to reinforce the gas-
guzzler tax and rebate to further stimulate the purchase of more
fuel-efficient cars.

There are, of course, major uncertainties associated with evaluat-
ing the overall economic impact of the plan.

The analysis assumed that OPEC oil prices would rise at the
same rate as the general price level, whether or not the national
energy plan were implemented. However, it is reasonable to expect
that over the next decade, reduced U.S. dependence on imported oil
will induce OPEC to restrain price increases. Even a slight modera-
tion in OPEC price increases would offset a sizable fraction of the
inflationary impact of the program.

With regard to the oil pricing provisions and wellhead tax, the
plan's net effect on oil prices is expected to add approximately $5
billion to expenditures on oil products by 1981. However, this esti-
mate assumes that only two-thirds of the wellhead taxes will be
passed through into increased product prices. This assumption was
based on the likely prospect that profit margins at the refinery
level will be reduced due to the pressure of world prices on domes-
tic market prices. However, some macroeconomic models assume
implicitly that all of the tax will be passed through to product
prices, sometimes with an additional markup. This latter assump-
tion would, of course, result in substantially greater expenditures
for oil products.
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I think you will note, Mrs. Heckler and Senator, that this will be
one of the open points for debate for the next month or two until
the figures begin to settle down. This is an area that really isn't
thoroughly understood yet.

The effect on the automotive industry of the gas-guzzler tax and
rebate is likely to be a small increase in the number of vehicles
sold, assuming that the share of imported cars remains unchanged.
This increase is expected to be accompanied by a very small reduc-
tion in the total dollar value of sales for the industry, due to the
shift in demand from relatively expensive fuel-inefficient cars to
less expensive, more efficient cars. However, some of the savings to
the consumer due to the shift to more efficient cars may be offset
by cost increases necessary to achieve better fuel efficiency. The
impact of the plan on the automobile industry is further clouded by
the uncertainties I mentioned earlier regarding the effect of the
gasoline tax, if it were imposed.

Although investment behavior is difficult to predict, it is likely
that the national energy plan will have a positive net effect on
investment. The plan will in some cases induce, and in other cases
mandate, investment in equipment and facilities to replace those
now burning oil and gas. The amount of investment in conversions
will, to a large extent, depend on the degree to which major indus-
trial and commercial users respond to the consumption taxes on oil
and gas, and to the rebates and investment tax credits. There will,
however, be a positive impact on investment from industrial coal
conversions, as well as from consumer expenditures on energy-
conserving measures. This increased investment will to some
degree be offset by lower investments in new electric-generating
capacity as a result of more efficent use of existing generating
capacity due to peak load pricing provisions.

We recognize that there will be some transitional effects on the
economy over the next few years as we implement the plan. The
automotive industry will need to move more rapidly to fuel-effi-
cient vehicles. Industries that are induced or mandated to convert
to coal may experience technical problems or equipment shortages.
Although those potential problems will require monitoring, we do
not expect the transition to the national energy plan to create any
severe shocks to the economy. This is a point I really want to
underscore. I think we can achieve that without seriously disrupt-
ing the economy.

I will now turn to a discussion of the impact of the President's
program on New England, since I know that this is an area of
special concern to the group gathered here today.

In the recent past, New England has been heavily dependent
upon oil for generation of electricity. In 1975, 58 percent of electric
generation was from oil-fired plants. Although New England utili-
ties have already begun to reduce their oil dependence, there is a
need to accelerate this trend. The President's program attacks this
problem in three ways.

First, conservation measures of utility customers result in re-
duced demand, lowering the demand for electricity to 5.2 percent a
year through 1985 as opposed to the 5.8 percent which otherwise
would have occurred.
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Second, through consumption taxes on utility users, it is expect-
ed that some oil-fired plants will be retired early and replaced with
new coal-burning or nuclear units.

And third, the extension and modification of the Energy Supply
and Environmental Coordination Act of 1974 will allow for contin-
ued orders to utilities with coal-burning capability to switch to
coal, as well as to prohibit the construction of new oil-fired plants.
The net result of these initiatives is that oil dependence for electric
generation in New England is expected to be substantially reduced.
An aggressive program of oil to coal conversion and construction of
new coal plants will be required.

While the burning of coal will be greatly increased in New
England, the President's program requires that the best available
technology be used to mitigate the environmental impact. In addi-
tion, a rebate mechanism against oil and gas consumption taxes is
incorporated for qualifying replacement investments to facilitate
the financing of these programs.

As you can see, the program is expected to achieve a major
objective of substantially reducing oil dependence. It is also impor-
tant to note that New England which has had high electricity
prices relative to other parts of the country, will be in a better
price position in 1985. I think we should underscore that.

Senator KENNEDY. That is a question, I think, that we want to
deal with during the course of the morning. We will hear later
from other witnesses, including Mr. Buckley, who states in his
testimony that the 1979 industrial users of residual oil in New
England will pay the equivalent of $7 per barrel more compared to
industrial users of natural gas, and by 1985, this disparity will be
$3 a barrel. Even with the movement into coal it seems that we are
going to be in a similar kind of position, that we are going to have
additional costs over the rest of the country. What can you tell us
about this?

Mr. O'LEARY. Let me go on and I think this will help you on
that, Mr. Chairman.

In 1975, the residential and commercial sectors of New England
paid electricity prices that were 39 percent higher than the nation-
al average. In 1985, under the President's program, the difference
will be reduced to 21 to 24 percent. It won't be eliminated, but it
will be about cut in half, and I think this is congruent with the
testimony you will receive later on this point.

Senator KENNEDY. What can we do to try and even bring that
down further? The goal ought to be of establishing equity between
regions. The President has stated that as a goal, and I think that
the people of this area of the country have warmly welcomed that
fact. If we recognize that this is basically a national issue and a
national crisis-if we were talking about national defense, we
wouldn't expect Texas to do more than Massachusetts. We now
have a national energy problem and it seems to me that in address-
ing that, the President put his finger on it when he said he wanted
to reduce 'the inequities in different regions, to make sure that if
we have to tighten our belt as a country, that all of us tighten it
together. We want to reduce these inequities. And yet with your
own figures, with implementation of the President's program, there
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will be a differential between 21 and 24 percent. How are we going
to explain that to the people of Massachusetts or New England?

Mr. O'LEARY. I think this is a problem that we are going to have
to cure over time, Mr. Chairman. I am really heartened by the fact
that this extreme imbalance between New England and the rest of
the country, almost 50 percent, is being cut approximately in half
in this relatively short period, that the plan will bite between now
and 1985. Remember in only 6 years we will have real impacts
upon relative energy costs.

Now, let me tell you while we are on the subject, that the
regional impacts are not by any means confined to New England.
We have had discussions across the entire country and I will give
you an example or two. In Texas today, most of the electric power
generation comes from natural gas. Under the plan that will be
eliminated by 1990. There is not going to be conversion of those
plants, to coal, because you can't convert them. It is going to mean
a wholesale rebuilding of the entire electrical plant down in that
part of the country over the next 12 to 13 years. They will be going
from, I would say, 6, 7, 8 mil power on the plants that were built
prior to 1970, to plants that will cost between 30 and 40 mils for
electricity at the bus bar. The cost of those plants as they stand,
probably was on the order of $100 per installed kilowatt and they
will be turned over for plants, either coal fired or nuclear, that will
cost almost $1,000 per killowatt. I give this to you just as an
example.

New England has severe problems in the energy sphere, largely
because, Mr. Chairmen, of history and geography. You are where
you are, at the end of the pipeline from the Southwest as far as
natural gas is concerned, and of course your history has mitigated
against the siting of refineries here. Within the limits of the art of
the possible, however, this plan I believe is going to bring New
England closer to the national norms in energy over time, because
we will make continued progress after 1985 and I think that is
going to be good for the New England economy and, indeed, good
for the U.S. economy as a whole.

Senator KENNEDY. Which areas of the country will benefit and
which will suffer? Are we going to lose those industries we have to
other parts of the country? Is there going to be another new
southern region, a new Sun Belt, in some other part of the coun-
try? Under your assessment in which New England will reduce the
cost differential approximately by half, and you go up somewhat
over a long-term utilization in the Southwest, what is going to
happen to the Sun Belt and areas where we traditionally have lost
a good deal of our industry?

Mr. O'LEARY. Mr. Chairman, I think that if we can move to the
point where solar energy becomes a reality over the next 25 to 30
years, there may be some advantage conferred on the Sun Belt as a
result of the fact that they are the Sun Belt. This plan, however,
will arrest the tide of outflow of industry from New England to
other parts of the country. You know that New England lost indus-
try to the Southeast and particularly to the Southwest as a result
of the availability of low-cost labor and low-cost energy. Of course
the plan doesn't address the first of those, but this evening of
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national energy cost that is a by-product of the plan, I think that
will be beneficial.

Senator KENNEDY. In terms of jobs and business requirements,
your testimony is that this differential of energy costs will be

significantly reduced in the period of the next 8 years.
Mr. O'LEARY. Yes. Let me say another word about that. The gas

market has been, although national in scope, much more intensive

in the gas producing regions. Even in the interstate market you

find that Louisiana for example, draws very substantial volumes of

gas from the interstate market at prices that to its industry have

been well below both the replacement cost for natural gas and of

course The COm petitiVe ost for o1il. I eth effect Or the will hp

to force increases in the acquisition cost to industry to the extent
that they have been benefiting from this cheap natural gas down

in that part of the country. I think one of the side effects of that is

quite clearly to reduce the economic advantage that that part of

the world has had over New England and consequently, as I see it,

this is going to mean major pluses from the standpoint of jobs,

industrial expansion and other measures of economic growth for
this part of the world. Thank you.

Senator KENNEDY. Thank you, Mr. O'Leary.
[The prepared statement of Mr. O'Leary, together with answers

to additional written questions follow:]

PREPARED STATEMENT OF HON. JOHN F. OLEARY

Mr. Chairman, it is a pleasure to appear before your subcommittee today to

discuss the National Energy Plan and its economic impact.
During the 1950's and 1960's, the real price of energy in the United States fell 28

percent. During the same period U.S. consumption of energy increased at an aver-

age annual rate of 3.5 percent. As a result of the availability of cheap energy, the

United States has developed a stock of capital goods-automobiles, appliances, build-

ings, industrial equipment-which uses energy inefficiently.
To meet its growing energy demands, the United States has been forced to turn

increasingly to oil imports as domestic production of oil and natural gas peaked.

The crux of our energy problem is clear: economic and national security consider-

ations make future reliance on unrestrained growth of oil imports unwise. At the

same time, massive development of U.S. energy resources would have severe eco-

nomic and environmental consequences.
The national energy plan addresses our energy problems comprehensively. It

proposes measures that would reduce imports to a manageable level, rather than

incur the full costs of eliminating imports completely.
It proposes effective measures to gradually shift our existing stock of capital to a

more energy-efficient one, without changing our basic standard of living or interfer-

ing with continued economic growth.
It would provide generous incentives for new energy production, without provid-

ing profits to producers disproportionate to the economic risks assumed.

And it would encourage increased reliance, in both the near and longer term, on

more abundant energy resources, with appropriate concern for human health and

the environment.
Our analysis of the economic impacts of the national energy plan indicates that if

we begin now to become more efficient users of energy, we can make the transition

to the period of world oil scarcity with virtually no negative impact on the economy.

In my testimony today, I will first discuss the overall results of our macroecono-

mic analysis and then address the effects of major components of the plan. I will

then turn to a discussion of the impacts of the President's energy proposals on New

England.

OVERALL ECONOMIC IMPACT OF THE NATIONAL ENERGY PLAN

Macroeconomic forecasting is, by its very nature, imprecise. Given the many

uncertainties surrounding the response of the different sectors of the economy to a
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program as comprehensive as the national energy plan, the estimates of the macroe-conomic effects of the program are, at best, suggestive.Several analyses have been made of the impacts of the plan. They all suggest thatthe macroeconomic impacts on the economy will be quite small. In general, the planis projected to have no significant impact on the growth of real GNP or on unem-ployment, and a measurable, but modest net inflationary impact.The administration's macroeconomic analysis covers the period 1978-1981. Esti-mates were made of the impact of the national energy plan with and without thegasoline tax, since it is hoped that gasoline consumption can be reduced to thetarget levels without triggering the gasoline tax.Depending on the econometric model used and upon the subperiods, the effect ofthe program-without the gasoline tax-on the annual growth rate of real GNPover the next four years is estimated to range from minus 0.1 percentage points toplus 0.1 percentage points.The plan is estimated to result in a small increase in inflation. Over the next twoyears, the annual rate of inflation would be 0.3 to 0.4 percentage points higher thanit would be without the energy program. In the subsequent two years, the priceimpact would be smaller, with an increase in the annual inflation rate of 0.1 to 0.3percentage points.
If the gasoline consumption targets were not met, and the gasoline tax weretriggered in each year, the annual rate of inflation would be higher by an additional0.2 to 0.3 percentage points over the period 1977 to 1981. The impact of the gasolinetax on real GNP would generally depend on its effect on consumer purchases of newautomobiles. The annual growth rate in real GNP would be 0.2 percentage pointslower than otherwise projected if the tax resulted in a reduction in vehicle milesdriven. This could have the effect of extending the life of the existing stock ofautomobiles, thus lowering automobile sales. However, the net impact of the gaso-line tax on real GNP could be zero if the tax acted to reinforce the gas guzzler taxand rebate to further stimulate the purchase of more fuel-efficient cars.

EFFES AND UNCERTAINTES OF MAJOR COMPONENTS OF THE PLAN
There are, of course, major uncertainties associated with evaluating the overalleconomic impact of the plan.
The analysis assumed that OPEC oil prices would rise at the same rate as thegeneral price level, whether or not the national energy plan were implemented.However, it is reasonable to expect that over the next decade, reduced U.S. depen-dence on imported oil will induce OPEC to restrain price increases. Even a slightmoderation in OPEC price increases would-offset a sizeable fraction of the inflation-

ary impact of the program.With regard to the oil pricing provisions and wellhead tax, the plan's net effect onoil prices is expected to add approximately $5 billion to expenditures on oil productsby 1981. However, this estimate assumes that only two-thirds of the wellhead taxeswill be passed through into increased product prices. This assumption was based onthe likely prospect that profit margins at the refinery level will be reduced due tothe pressure of world prices on domestic market prices. However, some macroecono-mic models assume implicitly that all of the tax will be passed through to productprices, sometimes with an additional mark-up. This latter assumption would, ofcourse, result in substantially greater expenditures for oil products.The effect on the automotive industry of the gas guzzler tax and rebate is likely tobe a small increase in the number of vehicles sold, assuming that the share ofimported cars remains unchanged. This increase is expected to be accompanied by avery small reduction in the total dollar value of sales for the industry, due to theshift in demand from relatively expensive fuel-inefficient cars to less expensive,more efficient cars. However, some of the savings to the consumer due to the shiftto more efficient cars may be offset by cost increases necessary to achieve betterfuel efficiency. The impact of the plan on the automotive industry is further cloudedby the uncertainties I mentioned earlier regarding the effect of the gasoline tax, if it
were imposed.

Although investment behavior is difficult to predict, it is likely that the nationalenergy plan will have a positive net effect on investment. The plan will in somecases induce, and in other cases mandate, investment in equipment and facilities toreplace those now burning oil and gas. The amount of investment in conversionswill, to a large extant, depend on the degree to which major industrial and commer-cial users respond to the consumption taxes on oil and gas, and to the rebates andinvestment tax credits. There will, however, be a positive impact on investmentfrom industrial coal conversions, as well as from consumer expenditures on energyconserving measures. This increased investment will to some degree be offset by
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lower investments in new electric generating capacity as a result of more efficient
use of existing generating capacity due to peak load pricing provisions.

We recognize that there will be some transitional effects on the economy over the
next few years as we implement the plan. The automotive industry will need to
move more rapidly to fuel efficient vehicles. Industries that are induced or mandat-
ed to convert to coal may experience technical problems or equipment shortages.
Although these potential problems will require monitoring, we do not expect the
transition to the national energy plan to create any severe shocks to the economy.

I will now turn to a discussion of the impact of the President's program on New
England, since I know that this is an area of special concern to the group gathered
here today.

IMPACT ON THE PRESIDENTS PROGRAM ON THE ELECTRIC SECTOR IN NEW ENGLAND

In the recent past New England has been heavily dependent upon oil for genera-
tion of electricity. In 1975, 58 percent of electric generation was from oil fired
plants. Although New England utilities have already begun to reduce their oil
dependence, there is a need to accelerate this trend. The President's program
attacks this problem in three ways. First, conservation measures of utility custom-
ers result in reduced demand, lowering the demand for electricity to 5.2 percent a
year through 1985 as opposed to the 5.8 percent which otherwise could have oc-
curred. Secondly, through consumption taxes on utility users, it is expected that
some oil fired plants will be retired early and replaced with new coal burning or
nuclear units. And thirdly, the extension and modification of the Energy Supply
and Environmental Coordination Act of 1974 will allow for continued orders to
utilities with coal burning capability to switch to coal, as well as to prohibit the
construction of new oil fired plants. The net result of these initiatives is that oil
dependence for electric generation in New England is expected to be substantially
reduced. An aggressive program of oil to coal conversion and construction of new
coal plants will be required.

While the burning of coal will be greatly increased in New England, the Presi-
dent's program requires that the best available technology be used to mitigate the
environmental impact. In addition, a rebate mechanism against oil and gas con-
sumption taxes is incorporated for qualifying replacement investments to facilitate
the financing of these programs.

As you can see, the program is expected to achieve a major objective of substan-
tially reducing oil dependence. It is also important to note that New England which
has had high electricity prices relative to other parts of the country, will be in a
better price position in 1985.

In 1975, the residential and commercial sectors of New England paid electricity
prices that were 39 percent higher than the national average. In 1985, under the
President's program, the difference will be reduced to 21 to 24 percent. Also, the
New England industrial sector electricity prices which were 67 percent higher in
1975 are expected to be only 31 percent higher than the national average in 1985.

INDUSTRIAL COAL CONVERSION

In order to stimulate conservation and shift consumption away from oil and
natural gas, the President has proposed that taxes be imposed on oil and natural
gas used by large industrial consumers, beginning in 1979.

It is expected that most of the large users will take advantage of either the
augmented investment tax credit or the tax rebate mechanism to initiate conversion
to coal or other abundant fuels. To New England this would mean a substantial
increase in coal use by the industrial sector with corresponding decreases in distil-
late and residual fuel oil consumption. Although the industrial program has the
potential for increasing adverse environmental impacts, the President has proposed
additional measures to mitigate them. These measures include support of legislation
requiring best available air pollution control technology; support for non-significant
deterioration policies to protect areas with clean air; a 20 percent business energy
tax credit for pollution control equipment required by Federal, State and local
regulations or a credit against oil and gas consumption taxes for pollution control
equipment; and support for accelerated research and development programs on
pollution removal techniques and fluidized bed combustion.

OVERALL CONSUMFI'ON AND PRICE IMPACTS

The National Energy Act is a comprehensive proposal which deals with many
supply and demand factors of the energy problem. One of its fundamental principles
is that it be fair. The solutions ask equal sacrifices from every region, every class of
people, every interest group. I would now like to address the question of the impact
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of the entire proposal with respect to energy prices in New England. I recognize
that New England has paid very high energy prices in the past few years and that
the region seeks to reduce its price disparity relative to other regions of the United
States. I believe the President's proposal will result in both an improved price
position for New England and also lower expenditures on energy consumption in
the region than would otherwise have occurred.

In 1975, the weighted average residential price for all forms of energy in New
England exceeded the national average by 27 percent. Under the President's plan, it
is expected that this difference will decline to 12 percent in 1985.

The differential in the commercial sector in 1975 was. 5 percent. By 1985 under
the President's plan, the average commercial energy price in New England may
actually be less than the U.S. average.

Historically the largest price difference has been in the industrial sector; the New
England average price was double the national average in 1975. With the Presi-
dent's plan, New England's price difference would only be 44 percent in 1985.

The President's program generally results in lower 1985 national average energy
prices for the residential and commercial sectors than what would have otherwise
occurred. Although the program results in slightly higher prices for New England,
it nonetheless results in reduced regional price disparity.

Further, the conservation impacts result in significant savings in energy expendi-
tures. The combination of the conservation savings and the price changes is expect-
ed to result in New England saving about $280 million in the residential sector, $90
million in the commercial, $130 million in the industrial, and about $40 million in
the transportation sector as compared to what would have been spent in 1985
without the plan. The potential conservation savings are of major importance.
Certainly this is an area in which New England has demonstrated a strong interest
and is already moving ahead with implementation of conservation programs.

Although we have not estimated the employment effects on a regional basis, I
might mention that FEA has a study currently in progress with the State of
Massachusetts to estimate the economic impact of energy alternatives available to
the region. I am sure that much of the information to be derived from the study will
provide an even more detailed analysis of employment and income effects.

I want to thank you for the opportunity to appear at your hearing today. I believe
it is important to publicly discuss energy policy, its objectives and impacts. I hope
that my testimony has been of assistance to you and I would be glad to answer any
questions you may have.

RESPONSE OF HON. JOHN F. O'LEARY TO ADDITIONAL WRITrEN QUESTIONS POSED
BY SENATOR KENNEDY

Question. You mentioned the Department of Transportation would soon start the
Administration's analysis of coal shipments and the state of the rail network. You
indicated you would be receiving a preliminary analysis in a short time. Can you
tell me when this information might become available?

Answer. An integral part of the National Energy Plan is a study of the National
Energy Transportation System. The President has announced that he will create a
commission to study the Nation's energy transportation needs and to make recom-
mendations to him by the end of this year. The study is in its formative stage, and I
cannot predict when preliminary results will be available. We anticipate, however,
that the President's time frame of "recommendations to him by the end of the year"

will be adhered to.
Question. What are the present estimates of the transportation costs of coal

delivered to New England from mining sites.
Answer. For the purposes of determining the economic feasibility of burning coal

at electric utilities in New England, the Federal Energy Administration estimates
transportation costs rom East Kentucky to destinations in New England to be $15
per ton for an all-rail shipment and $11 per ton for a combination rail/barge
delivery to the Boston area.

Because of stringent air quality standards in New England, a low sulfur coal is
called for. East Kentucky is the nearest source of available coal that meets these
requirements.

Although the rates cited above are representative, it should be understood that
they are subject to negotiation.

Question. The point was brought out at the hearing that the FEA is currently
studying, with the State of Massachusetts, the economic impact of energy alterna-
tives to the region. You indicated you would have information on employment and
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income effects. What information is currently available and when can we expect a
report?

Answer. FEA awarded a $75,000 contract to the State of Massachusetts on behalf
of all New England States to study the economic impact on New England of
alternate energy policies. It is expected that the final report will be completed in
October 1977. The work to date has consisted of compiling historic data, analyzing
trends and published information, conducting a survey on New England business
attitudes, and calibrating two models for use in forecasting direct and indirect
impacts.

It is expected that several sections of the final report will be drafted before
October. I am enclosing the section on the business survey findings. If you wish to
obtain other sections as they become available you may contact either Robert W.
Mitchell, Regional Administrator, FEA Region I (617/223-3701) or Paul Levy,
Deputy Director, Massachusetts Energy Policy Office (617/727-4732).

Representative HECKLER. Mr. O'Leary, I am encouraged by your
long-range forecast in terms of the equalization of opportunity
because, as you know, we have not only had an energy problem we
also have the exodus of industry to the Sun Belt. We are experienc-
ing that right now. But it seems that in the short run, not looking
at 1985, 1984, 1983-but 1977 and 1978, we are faced with the
potential mandate presently, since our Federal courts are involved
in this right now, of coal conversion.

I question what is going to be the total cost of coal conversion to
the industrial and utility companies in New England, and what
will be the cost of coal conversion this year in other sections of the
country?

Mr. O'LEARY. Mrs. Heckler, the fact is that this is another
matter of a regional bias that is introduced into the system inad-
vertently.

Representative HECKLER. It's a bias against New England, isn't
it?

Mr. O'LEARY. Yes, it is. The New England industry has built to a
larger extent than most other parts of the country what we refer to
in the business as switch-burning capability. That is, they played a
basic Btu market and they could switch between oil and gas de-
pending upon which was the most attractive in the short run. Now,
some time ago as a result of two factors, New England switched
away from coal to oil. First the price of residual fuel oil coming in
from Venezuela was very low, and that went, Mr. Chairman, I will
remind you, to 30 cents a million Btu's in the mid-1960's as a result
of discriminatory pricing by the Venezuelans. They sold as much
crude as they could and then they installed topping plants which
topped off the heavy oil, the resid, and moved that into the United
States in competition with coal. Well, as a result of the Venezuelan
incursions into the heavy oil market and second, as a result over
the same time period of immergence of concern for clean air, New
England and indeed the whole eastern seaboard, switched away
from coal to residual fuel oil.

Representative HECKLER. Yes, but you are mandating that they
switch to coal immediately. Now, who will pay the capital cost of
this?

Mr. O'LEARY. The capital costs, of course, are incurred for coal
capable plants. We are directing this program, Mrs. Heckler, at
plants that do have the capability as demonstrated by the fact that
they at one time burned coal.
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Representative HECKLER. Are you saying industrial plants as
well as utilities?

Mr. O'LEARY. No, the orders that we have out are directed at
utilities. These are the ones that are causing the concern in New
England.

Representative HECKLER. How are you going to bring the coal to
New England, considering the state of our roadbeds, the inadequa-
cy of railroad services and transportation facilities and so forth?

Mr. O'LEARY. In the course of the development of the notices of
intent that were issued approximately a month ago, we examined
the quality of the coal that was available, the overall question of
the availability of coal, and the economics. And indeed I am
pleased to be able to tell you that in most cases the net result on
prices of the conversion to coal, will be a reduction in cost of
electrical energy. I think that is one of the things you might--

Representative HECKLER. The net result after the capital cost?
Mr. O'LEARY. After the capital cost has been made.
Representative HECKLER. And who will absorb the capital cost?
Mr. O'LEARY. The capital cost will be absorbed, of course, by the

ratepayer. But the ratepayer will benefit by reducing his cost of
acquisition of the oil from somewhat more than $2 a million Btu's
to something in the range of $1.10 or $1.25 for coal. So in the
analysis that I have seen, plant-by-plant, most plants will show a
net saving in the cost of generation of the electricity which after
all is the point they are interested in.

Representative HECKLER. What is the time lag between the time
the capital investment is made, then passed on to the ratepayer,
and the time in which the ratepayer enjoys a lower .energy bill as a
result of the savings?

Mr. O'LEARY. This depends upon the practices of local public
service commissions, Mrs. Heckler. Generally speaking the public
service commissions around the country do not permit a utility to
earn revenues on construction work while it is in progress, so
generally speaking the rate impacts are felt after the equipment
goes into operation and of course that is the time when the rate
savings are effected due to the conversion from a high-cost oil to
the low-cost coal.

Representative HECKLER. What about this transportation ques-
tion? How are you going to transport, and what quantities of coal
are you talking about right now?

Mr. O'LEARY. I am sorry, Mrs. Heckler, I don't have those num-
bers at hand, but they are not, in terms of strategic movements,
enormous. They are substantial but they are not enormous. My
understanding is that in all the examinations of this that have
been done over the last 2 years, by the FEA staff, that they have,
in consultation with the railroads, concluded that there was no
logistics bottleneck that couldn't be overcome relatively easily, on
the basis of a small expenditures principally in rolling stock. And
in looking at rolling stock, you can augment the supply of both the
cars and the engines to pull the cars in a matter of 6 to 9 months. I
think that when we find this conversion process proceeding it will
take much longer than 6 to 9 months so that transportation will
not be a constraining factor.
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Let me just describe the process as I understand it. We have now
issued the notices of intent. We are in the process, in some parts of
the country, of holding hearings.

Representative HECKLER. Isn't it just New England, though? How
many plants are

Mr. O'LEARY. I think the last round was 29 plants altogether and
16 in New England. We have plants in the Southwest as well-
Texas, Oklahoma plants, that are also having hearings.

The hearings must be concluded by June 30 because at that point
our current mandating authority disappears off into the blue some-
where. By that time we will have to have digested the hearings and
we will then, in the event that our Dreliminary judgment that was
incorporated in the notice of intent stands up, issue an order. At
that time, I would assume, there will be some challenges to the
order. When those challenges are completed, or indeed if there is
not a challenge, the utility will proceed to the capital investments
required in order to get it to the point where it will meet the air
quality requirements, as well as accommodate the coal. This pro-
cess will take anywhere from-I would suspect-a minimum of 1
year up to maybe 4 or 5 years. So we are not looking for a sudden
rushing of an enormous volume of coal into New England. It will
come quite slowly spread out, simply because of the different posi-
tions of the several plants that are involved. This will come over
the next 3 or 4 years; perhaps as long as 5 years.

Representative HECKLER. The Center for Energy Policy prepared
a study last year on the impact of powerplant coal conversion on
New England energy policy, in which they said, after the conver-
sion to coal in order to recover the cost of conversion and higher
operating costs, the utility would need to obtain higher rates from
the Department of Public Utilities and public utility commissions
of the appropriate States. Do you agree with that?

Mr. O'LEARY. In most of the assessments that I have seen, Mrs.
Heckler, we find that, as I pointed out earlier, I think with only
one or two exceptions in New England, the rate actually goes
down. This is the sort of thing that the hearings are designed to
determine. We have done paper studies, essentially internal stud-
ies, of the best assessment we could make of (a) the conversion cost,
which of course is a key factor in the ultimate impact on the
ratepayer, and (b) the cost to bring the coal into the plant. We
know pretty well the trade-off cost of the oil. And from those
studies we have concluded that at worst, in one or two cases, there
may be a modest increase in rates. I think less than 10 percent. In
other cases there will be a significant reduction in rates, running
from a few percent to quite a few.

I would be glad to share that with you, Mrs. Heckler. I don't
have the data with me, but when we return to Washington I will
ask Mr. Hanfling to get in touch with you and he will provide the
plant-by-plant detail behind our notice of intent. I want to make it
clear that the order will not be issued until the public hearing is
completed. The public hearing is designed to hear the other side.
We have made out analysis and it is the best professional assess-
ment that we can make. Now it is the utilities' turn and the Public
Service Commission's turn and the ratepayer's turn to come in to
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these local hearings that we are having and saying, "No, you're
wrong," and to make their case.

I have to stress that we are not going to get into the issuing of
orders until sometime just prior to June 30.

Representative HECKLER. June 30, 1977?
Mr. O'LEARY. Yes, a month and a half from now. And during

that period of time we want to hear from the people. The utilities,
of course, have known about this all during the last 3 years. They
are thoroughly prepared to provide their own counteranalysis and
we are going to assimilate that analysis as rapidly as we can and
where we are thoroughly off base we will not issue the order.

Representative HECKLER. In those cases in which there might be
an enormous capital cost which would necessitate further action by
the State Department of Public Utilities, which would have to be
passed on to the consumer, and everything is always passed on to
the consumer-in those cases, should the data support that conclu-
sion, you would be willing to reconsider issuing an order?

Mr. O'LEARY. Let me make it, as we say, perfectly clear what I
am saying. Your enormous might not be my enormous, for one
thing, and what we are interested in is the impact on the rate.
Now let me tell you why there is resistance in the system, Mrs.
Heckler, on this point.

Up until 3 or 4 years ago there was substantial regulatory lag in
the regulation of public utilities, including the electric utilities,
that ran in the favor of the utility. Their costs were by and large
going down as they got bigger and bigger plants, greater and
greater efficiency, and as I pointed out earlier, they got more and
more cheap oil from abroad. That meant that they were quite
willing to make investments because they were in a good cash flow
position. Over the last 4 or 5 years, and this started well before the
Yom Kippur war, but has been accentuated by the post impacts of
the Yom Kippur war, the utility industry has been starved for
funds. I think that you could look to the near disaster of Con-Ed,
the Consumers Power, this occurred all over the country. Compa-
nies missed their dividends; Con-Ed had to sell one of its nuclear
plants to the State of New York in order to stay solvent, and so on
it went. We had a disastrous situation that was not addressed, one
that I think is probably as significant a situation with regard to
the long term future of this country in the energy business as we
have before us. It is essentially a local problem the way things are
constructed in this world of ours, but the fact is that the utility
industry was put into a position with regard to cash flow where it
was starving to death. That has been changed modestly, principally
by one factor, the decline in the growth of electric energy require-
ments. What we find is instead of having the continued capital
requirement that I think would have brought this to the point of
crisis proportions and probably brought the Federal Government
into a massive bail-out operation, the Yom Kippur war had, among
other things, one good effect in that it depressed the demand for
electrical energy. And the consequences is, that in New England
for example, reserves instead of being the historical 20 percent are
about 40 percent as a result of investment decisions that were
made 10 and 12 years ago. Powerplants were dedicated then, and
are coming on now, in anticipation of great growth at the conven-
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tional levels but the great growth hasn't materialized. Consequent-
ly you've got a lot of excess capacity.

If we didn't have that factor, if we had the investment require-
ments going forward now, we would have a full-blown crisis in the
electrical industry. Fortunately we don't. That is one of the good
sides of the coin, of the steep change in oil prices that caused so
much disarray in our energy economy.

The result, however, has been that the electric utility industry
understandably doesn't want to invest a dime in anything at the
moment.

Representative HECKLER. But, Mr. O'Leary, I am concerned with
what the consumer is going to pay. i am concerned about my
constituents. I understand some of the intramural disputes between
your agency and the utility companies and various other factors
and so forth, and there are many legitimate points that can be
raised on both sides, but ultimately our people have suffered a
great deal, as Senator Kennedy has said. We have been through an
economic wringer in Massachusetts, and the question is we want to
support the President's program and we want a sound energy
policy. At the same time there is just so much capacity for our
people economically to endure, and the question I am concerned
with and I won't prolong this, is what is the bottom line to the
consumer?

Mr. O'LEARY. My examination of the data to support our order-
ing program indicate, one, that the bottom line is a net benefit not
a disadvantage to the consumer, and two, if that proves to be
incorrect with respect to particular plants as a result of evidence
developed at these hearings that are either proceeding now or will
be proceeding in the next week or two, then we are quite prepared
to reexamine our orders.

Senator KENNEDY. In terms of the transportation of freight rates,
you are very much aware, I am sure, of the ICC ruling that there is
a discriminatory freight rate system and in the challenges that
have been made by industry and business from the New England
area, the ICC has said. "It is true that freight rates are discrimina-
tory but we haven't found injuries." It is some of the most convo-
luted thinking that you can imagine from the regulatory agency,
although we see an awful lot of it.

Can we expect something from the administration to help in
terms of the equalization of the freight rates? All of us know that
basically it was a political decision made years ago to bring some
strength to the Southern railroads. Now they are the most profit-
able in the country, and we paid the price for that. I just want to
flag that issue with you, and I hope that in looking at our particu-
lar problems, that this is something that we could expect some
leadership on.

Mr. O'LEARY. Mr. Chairman, you may have noted that the Presi-
dent has called for a study of energy transportation as part of the
plan. The Department of Transportation will be taking the lead on
that as I understand it, and I think you will see that this problem
will be addressed in the course of the next few months.

Senator KENNEDY. There are some very substantial studies that
have indicated that you can't move coal from the Western part of
the country competitively or at reasonable cost coming east past, as
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I understand it, about the Pittsburgh line. Once you move further
east than that, it gets virtually prohibitive and this is going to be
an essential question.

Beyond this, I understand the figures which you extrapolated on,
has coal at $30-or what dollar a ton?

Mr. O'LEARY. Approximately $30 a ton, delivered. But that does
vary.

Senator KENNEDY. As I understand, the projections over any
kind of reasonable time period have that price going up anywhere
from $30 to $50.

Mr. O'LEARY. Well, Mr. Chairman, without getting into a long
debate on that, I look upon coal as something that there is just so
darn much of that it isn't going to flow with oil. It isn't going to
follow oil and gas prices. Coal competes with coal, always has. The
price that we just have been talking about on a Btu basis is about
$1.10 a million Btu's. There are roughly in these eastern coals, 25
million Btu's per ton-24 to 26. I think what you will find is that
there will be an inflation rate on that and maybe a little bit more,
but it is not going to go up at the rate that oil has gone up.

Senator KENNEDY. The long-term commitments of the coal com-
panies to the utilities, as I understand their contracts, are already
committed through 1985.

Mr. O'LEARY. Yes. Virtually all of the coal-I would say at the
monient probably something approaching 80 percent of the coal, is
mined on the basis of long term contracts. Coal producers simply
won't go out today and make a merchant mine. They construct a
mine on the basis of the contract and the utilities in New England
I am sure are going to have to confront this over time. But the fact
is, there is plenty of coal around. There is plenty of capabilities
within the limits of the tonnage that we are talking about for New
England to mine it, and I don't think we are going to see a
runaway market, Senator.

Senator KENNEDY. When does your study on the pricing of trans-
portation start?

Mr. O'LEARY. My recollection is that it will start up in the next
few months and be completed probably in a 6-month time frame, in
that sort of a time frame. Let me check my recollection, Senator,
and get back to you.

Senator KENNEDY. Fine. Why don't we continue with your state-
ment. I don't know whether or not you would like to summarize
those points.

Mr. O'LEARY. I tell you, I think we have probably talked about
the important things, Mr. Chairman. Why don't I just submit the
rest for the record. I was going to talk about the coal conversion
program and a couple other things, and I will just let those go in.

Senator KENNEDY. We will make it a part of the record as if
read. I think another issue regarding coal is the environmental
aspects. We have stricter laws here in this State than in other
parts of the country, and how do you quantify those various dis-
tinctions between Massachusetts versus the rest of New England
and also in terms of cost? How are we going to deal with those?

Mr. O'LEARY. This is the situation as I see it. From the stand-
point of the overall future of the United States, we are going to
have to move to coal and we are going to have to do it without
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doing damage to air quality. The act under which we are now
operating and the act that we hope will go through, keeps us in.the
coal conversion business, and requires that the conversions be ac-
complished within the limitations of both Federal and State law. In
our examination, for example, just recently of these new orders, we
found that some probable changes in the State implementation
plans, the SIP's, would make it futile to go forward. There was an
obvious tightening up and it was beyond the capacity of the plants
to get into a frame where they could meet that, and so there were
a few last moment deletions in the plans for ordering. I stress that
just to let you know our sensitivity to the air quality requirements.

This is a matter that, I hate to tell you, is not resolved. It has
been a debate, as you know, for the last 5 years. How do you work
out the national requirement to go to coal with the national re-
quirement for cleaner air? I think that there are two things we are
going to have to do in the next few months. We are going to have
to put ERDA more deeply into the business of improving the tech-
nology for coal handling, particularly the fine particulates which
from where I stand are the worst technological problem associated
with burning coal now. Similarly we have a problem with NOX,
that we don't understand and that we are going to have to under-
stand a little bit better. So I think there is a need for research on
this.

In the meantime I am working with Doug Costle of EPA in the
development of a common ground that meets his requirements
fully, and I want you to understand that we will not sacrifice air
quality, but at the same time we will meet the national imperative
for conversion to coal. So we are very much aware of the problem.
We don't have the final answers, but we are coming along.

Senator KENNEDY. In Mr. Buckley's statement he indicates that
under the Carter plan, users of home heating oil will be paying
approximately 10 cents a gallon more on a Btu basis. than the
residual users of natural gas.

Mr. O'LEARY. I think what he is saying is, we are, as you know,
going to assure that the purchaser of home heating oil is not
influenced adversely by the excise tax. We are at the same time
going to do the same thing in a slightly different way for the small
burner of natural gas. I think what he is referring to is probably
some historical accident. We are where we are on natural gas
prices, and we are where we are on oil prices. There is very little
really in this plan that we can do about that unless we choose-we
can't reduce arbitrarily the price of oil without doing all sorts of
violence on down through the system. I don't think it would be
desirable to increase arbitrarily the price of gas to householders in
order to get that sort of an equalization, although that increase
will occur over time. You understand that as we roll over the
cheap old gas and replace it with the much mon. expensive new
gas, we are going to come in time to equalization here.

Here again, Senator, I think if you look at the short term effects,
we may have these residual discriminatory elements in the pro-
gram. Over time, however, it will tend to equalize.

Senator KENNEDY. What kind of withholding should the consum-
er expect regarding these rebates? As I understand it, you have
anywhere from $27 to $30 billion that you expect to collect in
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wellhead and natural gas taxes. Now, when consumers see this
they wonder if this means that they are going to be the ones to pay
for the tax. Then they hear about the rebating program and are
told they are not going to be discriminated against, they really
wonder about this, as I wonder about it. Could you tell us how you
are going to give assurances to those in our part of the country
who are 80 to 85 percent dependent on home heating oil-how this
will work?

Mr. O'LEARY. It is going to work in this part of the country in
two ways. Let's first of all get to how the tax is collected. The tax
will be collected by the refinery. What will happen is, the refinery
will intake its oil at a variety of prices-$5.25 for some, $11.28 for
some, the world price $13.50 for some-and it will send us a check
at the end of every month-I wish it were us. It is not the FEA. It's
the Treasury-send a check at the end of every month that repre-
sents an equalization up to the imported price. As soon as that gets
in the Treasury's hands, if this works right and we haven't final-
ized the decisions on this, this will come back as a reduction in
withholding for the people who are buyers, less the amount of
money that is involved on a one-for-one reduction in the income
tax on the people who are involved in burning oil in households.
One is sort of an averaging. Everybody in the country will receive
a rebate on a pro-rata basis which as I understand it runs ultimate-
ly to around $50 per person. A family of four, for example-the net
effect would be a reduction in his income tax of about $200.

With regard to the specifics of the person who uses oil for house-
hold heating, he does what he does now with his gasoline tax.

Senator KENNEDY. Is that refundable?
Mr. O'LEARY. Yes. He gets a direct refund.
Senator KENNEDY. But what if he doesn't fill out the tax form? If

this system functions like the work credit, which is targeted in to
the neediest people, the poorest people, but it is vastly underuti-
lized.

Mr. O'LEARY. This will take the form, if it works right, that the
Internal Revenue Service actually will be looking for you with a
check, which is a refreshing change, I might add.

Senator KENNEDY. How are they going to find them?
Mr. O'LEARY. This is something you will want to talk to the

Treasury people about, I'm sure. But it is not our intent to have
any glue in the funnel. This is ultimately your disposition. I think
here more than any other part of the plan-Congress is going to
have to say now we have a large pot of money coming in. Are there
other better things we can do with it? And if it is to get back to the
people, and my own judgment is that it should get back to the
people, we are all going to have to exercise a certain amount of
discipline.

Senator KENNEDY. What is the administration's feeling? What do
they want to do with the dollar that is collected? Is the administra-
tion going to earmark it for other programs or is it going to be
programed for refundability?

Mr. O'LEARY. They want to use it for refunds in three ways. The
one-for-one refund for the householder. The general per capita
rebate that we just discussed and the construction or development
of a fund for reinvestment back into industrial improvements,
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which of course the company if it pays the tax gets the tax rebate
on its own operation. So far as I am concerned, I think we should
discourage other uses of this, and if we want to do social programs
or something, go to the regular tax route. Not use this as the
vehicle. But here again, I think we have a long way to go on this,
Senator, and I am sure you want to discuss this at length with the
officials of the Treasury Department.

Senator KENNEDY. I think we are going to be very reluctant to
support new taxes until we are sure about how this is going to
come back out.

Mr. O'LEARY. You are dead right.
SenIGatoK 1XNEDY. .Thi is comLplex, involvd, aU- Is .- oing to tLake

a lot of doing. Since we do expend more in terms of energy, regard-
ing our part of the country, we are still going to have the cost
differential, anywhere from 24 to 30 percent higher. We want to
make sure our people are going to get the additional kind of return
and that it isn't sort of spread out. Any time you have that formu-
la, we don't do quite as well. It varies more with some programs
than with others, but that is going to be a factor to go into with the
administration, and I know you are sensitive to it.

Mr. O'LEARY. Hearings will begin at House Ways and Means on
that on Tuesday, and shortly before Senator Long's committee and
I think we will all have to pay very careful attention to that.

Representative HECKLER. Well, I would like to pursue the same
point because I think the rebate that goes to everyone regardless of
who paid the tax, can only penalize New England. We are paying a
heavier share and therefore we should receive a greater return. It
would seem to me, at least, that those who pay the most should
receive the most. I think there is going to be a great deal of
pressure to recycle this funding, and incidentally, the figures vary
and that bothers me. I have heard $27 million today, and yesterday
I believe that Secretary Blumenthal said $51 million by the time
you add on the gas guzzler, the stand-by gas tax, the wellhead tax
and the utility tax.

Mr. O'LEARY. The gas guzzler tax is an equalizing tax. What you
capture with your left hand you release with your right, if it works
right.

Representative HECKLER. But then Secretary Blumenthal also
said the gross tax would be $100 million which is a very, very
substantial amount of money.

I am concerned with the rebate and how this money will be
recycled to the people. What the returns will be to our regions-
and I am also concerned about your transportation study. I think it
is very important that you are conducting it, but there is a very
serious flaw in the timing, it seems to me. If all utilities are going
to be mandated to have coal conversion on stream by June 30, and
your transportation report is coming in 6 months-are we putting
the cart before the horse?

Mr. O'LEARY. No. I predict that the first ton of coal burned as a
result of our ordering authority, will be way, way, way long in time
after that study is published, digested and possibly forgotten.

Representative HECKLER. May I ask, is this a correct statement of
the central essential issues, that there would be three components
to the problem? One of the energy component, one the environmen-
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tal component and one the economic, and all are equal? Is that
true?

Mr. O'LEARY. Yes. Here is the thing. If you look at the strategy
of it, we've got to change the life style, the economic underpinnings
of this society without doing violence either to the environment or
to its economic prospects. It is very easy to achieve any one of
these three. We can have a strong, dirty economy that falls off the
cliff in 10 years. We can have an environmentally pristine economy
that goes nowhere, with great human suffering, and what we are
trying to do really is to find the art of moving between these more
or less competing objectives and get a public interest result. And
believe me, the people who are involved in this have a full under-
standing of the desirability of retaining a strong, vigorous economy,
regionally and nationally, of continuing the enormous progress
that we are making environmentally and at the same time meeting
this imperative of getting our energy economy under control.

Representative HECKLER. I certainly would agree with you in
terms of setting those aims as a target. I would like to ask just one
other question. On the issue of scrubbers that you read about and
hear about, in terms of achieving the compatibility between tech-
nology and economy and ecology, the best available technology is
what you are requiring. Are scrubbers the best available technol-
ogy? What about the waste that they would emit? Would that
involve the construction of a chemical plant beside the utility
plant? How are you looking at this concept of scrubbers as being
one of the essential ingredients in this coal conversion?

Mr. O'LEARY. A very useful way to look at the scrubber waste
problem is to quantify it as about comparable to the existing ash
problem. It is one that was vexing when we first began to worry
about disposal without messing things up. It has been handled now.
It is not an aggravation. As a matter of fact there is a ready
market for the ash, and from the standpoint of tonnage and poten-
tial contamination, it is about the same sort of a problem. It is
doable. It is not an easy task. The ash solution was not easy. Given
time, and we do have some time on this-the technology of scrub-
bing has been demonstrated at several plants-one in Kentucky
and the so-called Mojave module is another. However, I went
through that story of the economic woes of the utility industry in
part to tell you that they don't want to make these investments
and there is some small technological question associated with
some coals. However, I think that we have to get over that because
we've got to go to coal nationally and we've got to do it in ways
that are consistent with protecting clean air.

Representative HECKLER. I agree with you. Now you have said,
the notice of intent, as I understand it, will expire and result in a
further proceeding on June 30?

Mr. O'LEARY. No. The notices of intent that we issued in early
April, mid-April, will result in hearings about now. Those will
culminate in an order, if the order is appropriate, prior to June 30.
That will then take us through a procedural mode, into a procedur-
al mode, where possibly some people will appeal into the courts for
a time after June 30, or if they don't they will begin the engineer-
ing and design of the stuff that they are going to have to put on
the plant.
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Representative HECKLER. From a practical point of view, when
are we realistically thinking of coal conversion as--

Mr. O'LEARY. One to 2 years is the minimum.
Representative HECKLER. Thank you, Mr. O'Leary.
Senator KENNEDY. I want to thank you very much, Mr. O'Leary.

I would appreciate it if you could perhaps stand by for a short
while.

Mr. O'LEARY. I would be delighted, Senator.
[Witness withdraws.]
Senator KENNEDY. We now have a panel of home owners and

those interested in conservation. We will have Christine B. Sulli-
van, secretary of the Massachusetts DeDartment of Consumer Af-
fairs representing Gov. Dukakis. Natalie Schneiderman, who is the
chairperson of the Energy and Utilities Committee, Massachusetts
Fair Share. Charles Burkhardt, executive secretary of the New
England Fuel Institute; and Wilson Jefferson, of the Springfield
Action Commission.

What we will try to do is ask each of you to make a brief opening
comment, maybe 4 or 5 minutes, and then we will get into some
interaction with you. If you have a longer statement we will make
that a part of the record, as if read.

Ms. Sullivan, would you begin first.

STATEMENT OF HON. CHRISTINE B. SULLIVAN, SECRETARY,
MASSACHUSETTS DEPARTMENT OF CONSUMER AFFAIRS

Ms. SULLIVAN. Thank you, Mr. Chairman. First of all I want to
thank you for entering Governor Dukakis' letter in basic support of
the Carter program into the record. Second, I would like to make a
brief statement in the interest of time and relate four points.

I would point out that my title is Secretary of Consumer Affairs
and I have a great interest in that field. Part of my job also is the
entire State energy policy, so it is a combination and a coincidence
of interests which are particularly relevant today.

First of all, I wholeheartedly endorse President Carter's basic
plan. There is an energy crisis. Existing supplies are going to run
out. We must conserve and the use of the price mechanism to
encourage conservation is, in my opinion, the most effective and
efficient approach to the problem. I am not going to speak to the
particular problems of poor people this morning. Others on the
panel, I know, are going to address it, but it is a very important
problem that we must address.

No. 2, in the short range, energy conservation is the most impor-
tant action that the American consumer can take. Contrary to
prevailing opinions, energy conservation does not have to mean a
diminshed lifestyle. Conservation in the home will save money on
fuel bills and in no way diminish the quality of life in the home.
Buying automobiles with higher gas mileage conserves gasoline,
saves money, and still gets you where you are going.

However, there is one side effect of a major energy conservation
effort that concerns me. This is the potential for consumer fraud in
the home insulation field. In fact, it seems to me that the worst
consumer rip-off for the next few years may potentially lie in that
area. The proliferation of the fly-by-night insulation company is
going to cause untold grief and financial loss to many consumers. I



26

would hope that the Congress and the administration would assist
the States in warning people about this future problem, in educat-
ing consumers about how to buy insulation, and how to insure its
proper installation. The Federal Government might wish to consid-
er establishing some basic standards. If it does not, I would hope
that there would be strong encouragement to States to do so. We
are working on various alternatives now in Massachusetts.

I am particularly excited about provisions in President Carter's
plan to encourage the growth of the solar energy industry. Our fuel
bills in Massachusetts are 38 percent above the national average.
Solar energy offers us the potential to lower our bills without
pollution. It also offers New England an energy source which does
not have to be transported thousands of miles. Most importantly,
solar energy will provide Massachusetts with thousands of new
jobs. The State Energy Policy Office, part of my secretariat, esti-
mated last year that even minimum increases in solar installations
would create 11,000 new jobs in the plumbing and carpentry sec-
tors by 1985. If the Carter tax credit plan passes, we now estimate
that those 11,000 jobs will be created by 1982. The Dukakis admin-
istration is committed to doing everything it can to encourage the
development of a solar industry in Massachusetts. The Carter plan
will help us enormously.

I am also concerned about consumer fraud in the solar area. The
actions to protect consumers, which I outlined in point two above,
should also be taken to ensure consumer protection in the solar
field. We hope by the end of this summer to have put together a
series of measures to ensure that a consumer purchasing solar
equipment will be fully protected in Massachusetts. But the prob-
lems any consumer encounters in Massachusetts will also be faced
by the rest of the Nation.

Finally, I have one concern about the Carter plan-a concern
that the plan does not go far enough. I do not believe that any of
us can ask the people of this country to sacrifice indefinitely with-
out providing some clear-cut effort at finding the ultimate solutions
to our problems. Our energy policy has been a piecemeal one. We
talk about alternative energy sources and scatter our dollars into
research efforts on a number of fronts. The Carter plan has ad-
dressed clearly our short-term and near-term energy goals.

But basically it seems to continue our scatter-shot approach on
long-term goals. We need some clear vision of how we are going to
solve this crisis. Some, such as myself, believe that we need a
commitment equal to that of the Manhattan project on solar
energy. Without a clear and total commitment to finally solving
our problem, I am afraid we will extend this crisis for years longer
than necessary. Thank you.

Senator KENNEDY. Thank you very much, Ms. Sullivan.
Governor Dukakis' letter will, without objection, be printed in

the hearing record.
[The letter referred to follows:]
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THE COMMONWEALTH OF MASSACHUSETTS,
ExEcuTivE DEPARTMENT,

STATE HOUSE, Boston, May 12,;1977.

Senator EDWARD M. KENNEDY
John W Mcnormack Federal Building, Boston, Mass.

DEAR SENATOR KENNEDY: Thank you for this opportunity to express my views on
the President's energy proposals. The subject of energy is much discussed these
days, but we have a great deal of work still to do to educate and inform our citizens
about the complex choices facing us. Your public hearing is an important and
valuable part of this process.

President Carter's proposed.energy program is a welcome and long-overdue relief
to Massachusetts citizens. His realistic assessment of the value of conservation
reflects our own philosophy here. For too long, national energy policies have empha-
sizednreaa--ing supplies Mt the enp of eoneprvatinn. Clearlv. an intelligent
policy must incorporate both of these necessities. This, President Carter has done.

For the past three years, Massachusetts residents have led the nation in energy
conservation. Because we pay the highest energy prices in the country, we have
been forced, by economic necessity, to become pioneers in energy efficiency.

Much that the President proposes has already been started here. We have turned
down our thermostats. We have launched Project Conserve, an extensive energy
conservation outreach program to educate and inform Bay State citizens. We are in
the process of changing our state's building code, to make it more energy efficient.
We have begun a widespread and effective carpooling program for employees of
Massachusetts firms. We have passed legislation mandating life-cycle costing in all
state and municipal buildings. We have provided tax incentives to corporations for
the use of solar energy systems, granted homeowners protection from having their
property taxes increased as a result of their investments in such systems, required
state bidding procedures to include estimates for the cost of alternative energy
systems, and begun a Solar Action Plan to educate businessmen, unions, contrac-
tors, and builders about the present availability of solar energy.

In fact, we believe that solar energy constitutes an exciting new industry for
Massachusetts and that President Carter's plan of tax incentives, if passed, will
create 11,000 new jobs in the plumbing and carpentry fields by 1982. When solar
really gets going, the job potential will soar to many thousands more.

I have one long-term concern about the plan. Although I certainly support conser-
vation, coal, and solar energy programs as outlined, they deal mainly in short-term
measures. We cannot expect the American people to sacrifice for decades on end
without a clear government commitment to long-term solutions. By this, I mean we
should look specifically at our energy research and development program. The
present emphasis on nuclear power, with a scattergun approach towards other
areas, needs to be reworked. We should therefore encourage Washington to reset
priorities to reflect three major concerns: (1) use of solar energy; (2) technologies to
clean coal before and during burning; and (3) advanced energy conservation technol-
ogies.

But there is much, much more to be done. And the energy conservation program
President Carter has outlined will be of enormous help to us in our work here. We
will finally have the federal commitment necessary for a full, comprehensive ap-
proach to energy. Let me cite a few specifics.

First, we support the use of federal tax incentives for energy conservation and for
solar energy systems. Without this kind of economic benefit, many of our ctizens
and businesses may find it difficult to make these investments. It is critical that
Congress pass these tax credits as soon as possible, since many people are awaiting
their enactment before making such conservation investments. Delay will cause us
to miss a building season in which hundreds of solar collectors could be installed,
and will put tremendous pressure on the price of conservation materials.

Second, the President has made it clear that we must conserve on our use of
gasoline. He has suggested a tax on large, gas-guzzling cars, and a tax on gasoline
itself. As controversial as these measures may be, I am concerned that they may not
really be enough to significantly cut gasoline consumpton and that we may have to
consider more drastic options, such as banning the use of large, gas-guzzling auto-
mobiles altogether.

Obviously, such a ban would have to be thoughtful and intelligent in its workings,
with provisions made for necessary large cars such as station wagons. But in
general we believe such strong alternatives must be considered. In fact, in a recent
statewide poll, taken by our Energy Policy Office, 33 percent of those surveyed
supported such a ban. Only 11 percent supported the idea of a tax on large cars. In
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many ways, the public is ahead of us in their awareness of the energy problem, and
their willingness to change.

Third, we believe the President is moving in the right direction with his home
insulation program. But, we think he should also consider involving other groups
bsides the utilities in this process. Banks, oil dealers, and non-profit organizations
might have a valuable contribution to make in such a program.

We are also concerned that renters and apartment dwellers be included in any
comprehensive public education and conservation program. Many of these people
pay their own heat and utilities, and could well profit from conservation assistance
and advice.

Finally, we support the general concept of pricing energy supplies so that their
prices reflect their actual cost. We await further details on how the proposed rebate
program would work. We believe it is important that this proposed adjustment to
the pricing mechanism not harm low income families, already so hard pressed to
pay for home heat.

President Carter has put forth a strong energy program for the country. He has
given us a new direction and clarified the terms for the much-needed debate and
discussion to follow. While we may have differences with certain aspects of his plan,
I believe it is crucial that all Americans join in pursuing the long-range goals the
President has specified. We, in Massachusetts, stand ready to help implement this
program, and to do whatever we can to ensure that energy conservation become an
active reality in this country. Our citizens are overwhelmingly aware of the need for
conservation, and for moving toward a more balanced energy mix. We understand
that the President's program is only the first step in a long, difficult, and urgent
task. We pledge him our fullest support and cooperaton.

Sincerely,
MICHAEL S. DUKAKIS,

Governor.

Senator KENNEDY. Ms. Schneiderman, please proceed.

STATEMENT OF NATALIE SCHNEIDERMAN, CHAIRPERSON,
ENERGY AND UTILITIES COMMITTEE, MASSACHUSETTS FAIR
SHARE
MS. SCHNEIDERMAN. Good morning. My name is Natalie Schnei-

derman and I am a lifelong resident of Chelsea, Mass. I am also the
chairman of the Energy and Utilities Committee of Massachusetts
Fair Share, the statewide citizen action organization.

For the last 3 years we have been working for reforms in the
electric rate structure-eliminating the declining block rate
system, providing lower cost electricity for basic needs and promot-
ing conservation by larger residential, commercial and industrial
users. It has been a lonely fight. Very few politicians had the
foresight and courage to work with us on these reforms. Just last
fall the basic elements of the Carter proposal on utility reform
were being denounced in this State as unsound, bad for business,
and unfair. Now many of the same political figures are calling the
same programs necessary, farsighted and responsible. Members of
Fair Share feel that we have been slightly ahead of our time.

In general we support the Carter program. Electric rate flatten-
ing on a national level, as provided in the Carter proposal, will
mean fairer rates for small users and encourage conservation by
larger users. We wrote this type of reform for Massachusetts. We
support it nationally. Rate reform should be adopted nationally to
prevent the larger users who benefit from unfair rates from play-
ing one State off against another, as was done here last fall.

We support the emphasis on conservation, even though some of
the proposed taxes would raise the price we consumers pay for oil
products. I think that you will find that the American people are
willing to sacrifice if they believe that the sacrifice is needed and
that the burden is fairly spread around. The rebate program is
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very confusing. I think I like the rebate program, but I'm worried
about how it will work out for poor people. I think that most
people will have trouble figuring out what it is supposed to do and
if it does it.

Fair Share members generally like and support the plan's pro-
motion of solar power, hydro-power and other renewable sources of
energy, and we hope that these new techniques and technologies
will become available to the people who really need them.

During the campaign for flat rates in Massachusetts, we discov-
ered that many industries had recently switched from generating
their own power to buying electricity from the utilities and that
residential customers were being charged for the new powerplants
needed by these industries. We applaud the Carter proposal to
encourage industries to go back to providing their own electricity.

We believe that the biggest problem with the plan for the people
of our neighborhoods is that we don't believe that there is a real
shortage of oil, at least not now. We have been through too many
scares before-oil scares, gas scares, sugar scares, and coffee scares.
Every time the price goes up, the shortage we're supposed to be
scared of disappears. No wonder everyone is skeptical.

Fair Share believes that with the waste of oil in this country,
sooner or later we're going to run into serious problems if we don't
start conserving. We cannot replant oil. We cannot get back a
natural resource that we have drained dry. So even though we
believe that the oil companies are holding back oil and gas and
gouging the public, we also believe that we must conserve, and that
the supply of oil is limited.

We believe that the price of oil has been going up because the oil
exporters and the oil companies think that they can get away with
raising the price of oil-and no one will ever convince that the
price increases are legitimate. But we will support the conservation
measures, the utility rate reforms, the conversion to new energy
sources and so on just don't insult our intelligence by telling us
that the oil business is playing fair with the American people.

The Carter proposal has several major flaws which should be
corrected before the final legislation is passed.

One, the programs to encourage conservation don't deal with the
problems of really poor and many working people.

Encouraging people to use smaller cars is fine-if you can afford
a new car. I can't. In fact, I'm having trouble paying the insurance
bill on my old car. Higher gas prices mean that I can't drive as
much, and mean that my neighbors who have to drive to work end
up with less money. And the program does not include any money
for better public transportation.

All the programs to encourage home insulation are fine-if you
own your home. I don't. And I probably never will. My landlord
wouldn't even buy new valves for the radiators, l1 alone put
insulation in the walls or buy decent storm windows. So once again
the Carter proposal does not address the problem of really poor
people, or most tenants, for that matter.

The program for protecting heating oil customers from the tax
increase is fine-if you can afford to pay for heating oil now. I
can't. There is no system of credit, no special allocations for help-
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ing to pay back bills. Once again, a lot of poor people are going to
be left out in the cold.

It bothers me that helping the poor is either left out, mentioned
in a little paragraph at the end of the proposal, or dumped into a
general reform of the welfare, which will happen sometime in the
future. I've been on welfare for 4 years, and I've seen a lot of
sometime in the future reforms come to nothing. Most people are
not on welfare, but most of us either can't afford a new car, or
don't own our own homes. A lot of us are going to be in trouble
unless these problems with the Carter energy package are correct-
ed.

I don't think that President Carter got enough input from the
people who are getting hurt the worst by the energy price in-
creases. We could have told him that tax credits wouldn't get most
landlords to insulate their houses.

We're worried about pollution and safety in the program. In
Chelsea, we live in the middle of the largest storage facilities for oil
and liquified natural gas in the country. We have special dangers
because of airport approaches going right over the storage tanks.
We have the further blessing of being downwind from several
powerplants which the Carter proposal would convert to coal. And
the oil companies are proposing to drill off our coasts. We hope
that the solution to the national energy problem will not be to
cover us with coal dust, turn our already polluted shores into oil
slicks and then blow us up in an LNG accident. We don't want
poor and working people, the environment and public safety to be
the casualties in the energy war.

The problems with the program are serious. Yet, as I said at the
beginning of my statement, we generally support the program
anyway. These specific problems can be resolved by your commit-
tee proposing the right changes in the Carter proposal, and then by
passing the whole improved program.

I would really like to say that this is a perfect package, since the
major attacks on the plan seem to be coming from the utilities, the
oil companies and the businessmen who don't want to conserve.
But the program does not provide enough protection for the work-
ing people and the poor people who have been hurt worst by the
energy crisis. The Carter plan must be modified and passed. I hope
that you will support the changes in the plan which I have men-
tioned, and we would be very happy to participate further in
designing the details of these changes.

Thank you very much for the opportunity to address this
committee.

Senator KENNEDY. Thank you. That was an excellent statement.
We will not hear from Charles H. Burkhardt, executive vice

president and managing director, New England Fuel Institute.
STATEMENT OF CHARLES H. BURKHARDT, EXECUTIVE VICE

PRESIDENT AND MANAGING DIRECTOR, NEW ENGLAND FUEL
INSTITUTE
Mr. BURKHARDT. Mr. Chairman, I am Charles H. Burkhardt, and

I am executive vice president and managing director of the New
England Fuel Institute.
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The New England Fuel Institute is an association of 1,300 inde-
pendent retail and wholesale heating oil distributors out of the
2,200 in New England. These independent marketers serve over 2.4
million retail home heating oil consumers and they market 85
percent of the 4 billion gallons of No. 2 home heating oil sold in
our area at the retail level and 40 percent of the gallonage sold at
wholesale. What is more important, 71 percent of all of New Eng-
land's buildings and 74 percent of its population are heated by oil.
Members of our association also market residual fuel oil at the
wholesale and retail levels.

New England Fuel Institute is highly pleased with the Presi-
dent's energy message and program. There are a number of details,
however, which we feel the mechanisms would be detrimental to
the economy of New England, to the consumer of New England
and to the 2,200 small businessmen who deliver this heating oil.

We would like to take this opportunity to thank Senator Kenne-
dy, the chairman of this subcommittee, for the opportunity to
appear here and many times before, to plead for the consumer and
small business.

As the leader of the New England delegation on the vital issue of
energy policy, Senator Kennedy is well aware that the shape and
contents of the President's national energy program will have pro-
found and lasting effects on our region and its citizens.

The first part of the energy program that we are pleased with is,
the carrying forward and strengthening of the conservation efforts
of the Federal Government. For a long time there has been no
continual motivation whatsoever, especially through the last ad-
ministration, to do anything but talk about conservation rather
than bring it into reality. The present administration is now at-.
tempting to make an effort that would provide long term motiva-
tion on the part of the public both economic and psychological, that
would result, we believe, in substantial conservation.

Second, we strongly support and recognize the special recognition
given in the national energy program to the home heating oil
consumers and the independent retail dealers who serve them.
NEFI and the members of the New England delegation have fought
long and hard for such recognition. The President's plan is based
on two vital facts-that the price of fuel has escalated rapidly since
1973, doubled in price, and has already led consumers to make
serious conservation efforts. And that fuel oil will continue to play
an essential role in the heating of homes for many decades to
come.

Acting on these facts, the President has developed a plan which,
with a few changes set forth below, we believe would be in the best
interest of the New England fuel oil consumer.

The national energy plan in theory is intended to embody the
basic principles of regional equity and equal pricing for all fuels.
This is a wise and important goal and is to be commended. Howev-
er, we are disturbed that a permanent cost advantage for natural
gas of about 10 cents per gallon has been built into the price
relationship between that fuel and home heating oil. This is clearly
unfair and must be changed to insure the equity of pricing for
competing fuels, and also to assure regional equity in the cost of
energy consumed.
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We have serious doubts about the cost impact of this plan on the
New England economy. While as indicated, the home heating oil
consumer is given recognition, consumers of other fuels in our
region, particularly industrial consumers of residual fuel oil, appar-
ently have not been. We cannot, of course, comment in detail on
this aspect of the President's plan, but wish to urge the subcommit-
tee to examine it closely. A proposed tax of $3.50 per barrel on
residual oil for industry and a $1.50 per barrel for residual oil for
utilities to encourge the transition to coal, imposes a tremendous
economic burden during the transition period that would effect our
economy and its job related capacity.

Now we have some specific comments-four of them, which
relate to the legislation and provisions that have already been
submitted to Congress.

First, the rebate for home heating oil consumers. Under this
provision, which is found in section 1402 of title II, a rebate of the
crude oil equalization tax is to be provided directly to the retail
heating oil dealer. We represent 1,300 of them. "The ultimate
vendor" is the terminology used, who must then pass this rebate on
to the consumer. NEFI is directly opposed, as is our entire member-
ship, to this rebate going to us, the retail dealers. We believe it
should go to the consumer directly. We believe to interpose 11,000
independent heating oil distributors between the 12 million retail
customers in the United States is a monumental administrative
absurdity and completely unnecessary. This money should go di-
rectly to the 12 million consumers, and it can be done in a very
simple manner.

Just as the Federal Government or IRS receives a certification
from a bank or a corporation on dividends, a 1099, certifying that
so much money was paid to the taxpayer, our individual dealers
can issue an equivalent of the 1099 to the consumer stating that he
paid for 1,800 gallons of oil and then the tax rebate could be
calculated on that figure right on the 1040 return. But in no
manner or means are we agreeable to having this entire rebate
come to our individual dealers. We believe it to be an administra-
tive monstrosity and one that really could not be handled. When
you consider that the average heating oil dealer in the United
States employs 18 people, and runs three and a half trucks, you
cannot impose a tax collection burden on him and a redistribution
burden of hundreds and hundreds and millions of dollars. There is
something wrong in that type of thinking and something must be
done to see that this rebate goes directly to the consumer.

In a little while NEFI will submit a detailed plan including this
sort of reporting that will authenticate the amount of oil used or
paid for by the consumer, to facilitate our recommendations.

Second, the tax credit for home conservation: This provision,
found in section 1101 of title II, is a major step forward. For this
first time, a President has recognized that effective conservation in
the home involves not just storm windows, caulking, and insula-
tion, but also the home heating system itself. We have 2,433,000 of
these home heating plants operating in New England at the pre-
sent time. We have 30 percent of these furnaces and boilers that
are 18 to 20 years old. You can imagine how efficient they are! The
present tax rebate system will provide a rebate or tax credit,
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rather, just for the replacement of the burner, but the most impor-
tant piece of equipment which is the furnace and the boiler, is
completely left out of the tax credit system. We feel that unless
this larger equipment, furnaces and boilers, are included in the tax
credit system and not just the oil burner, it is going to be complete-
ly ineffective. It is like providing a tax credit for an old automobile
so you can get new tires, and doing nothing about rebuilding the
engine.

Senator KENNEDY. How much are we talking about, and what is
the cost?

Mr. BURKHARDr. The cost of an installation like this could run
from $1,200 to $2,000, and we are talking about approximately 30
percent of 2,433,000 of them, or roughly 740,000 installations,
which are operating at sub-efficiency because the equipment is so
old.

The potential for conservation is immense here, if there can be
some recognition that it is not just the oil burner itself, but the
boiler and furnace which is the important factor. Part of this, of
course, was recognized in Senator Kennedy's conservation legisla-
tion passed by Congress last year. It recognized a number of these
facts. So a tax credit for full heating equipment is important.

However, the specific language of the credit does not provide
sufficent coverage to meet the real needs of New England ho-
meowners and must be broadened. As I mentioned a moment ago,
the replacement of the oil burner itself is not enough. Therefore,
NEFI strongly recommends that the language be amended to in-
clude: "A replacement burner, boiler or furnace which device is
designed to reduce the firing rate or to achieve a reduction in the
amount of fuel consumed as a result of increased combustion or
absorption efficiency."

Such an amendment would assure New England homeowners of
a tax credit to install a completely new, more efficent oil heating
system and will insure that the most effective energy conservation
measures are adopted. To install a brand new oil burner in a 20-
year old furnace is a form of folly, and to encourage that by a
limited tax credit just for the oil burner is a compliment to that
folly.

NEFI is concerned that the administration is not providing suffi-
cient support and encouragement to the independent fuel oil deal-
ers to participate in the residential energy conservation programs.
Under title I, part A of the President's plan, the major responsibil-
ity and emphasis is placed on the electric and gas utilities. We are
frankly confused and alarmed. The fact sheet and other back-
ground material released by the White House clearly stated that
the fuel oil dealers would also be encouraged to provide these
services. Unfortunately, the legislation is silent on this issue.

In view of the serious anticompetitive impact of granting exclu-
sive control of home insulation and equipment installation business
to a monopoly-the utilities-and in view of the serious cost impact
on consumers who would be deprived of the benefits of competitive
service, NEFI urges that this subcommittee seek clarification of
this vital issue.

I would like to bring to the subcommittee's attention that there
is a single dealer who has already over a period of 2 years reinsu-



34

lated 3,000 homes. Why should he not benefit under this program,
with all of the experience he has had in doing this in 2 years, and
why should the benefits go to utilities only? These 2,200 dealers in
New England, back in 1962, handled 18 percent of all the insula-
tion business in New England at that time, but have gradually
gone out of it. They should be encouraged to come back.

NEFI supports the commitment to solar energy in the Presi-
dent's plan.

Senator KENNEDY. These are all worthwhile points, but why
don't you just summarize them.

Mr. BURKHARDT. Well, I'm at the last one. I am finishing now,
with this paragraph.

Fourth, NEFI supports the commitment to solar energy in the
President's plan. For more than 2 years, the New England Fuel
Institute has played a leading role in the field of testing of solar-
adjunct equipment and the training of solar heat technicians. In
September our technical training center will begin offering the
first complete vocational training course for solar heating installers
and service technicians in the Nation, fully approved by the Massa-
chusetts Department of Education.

In addition, we have over 121 installations in at this time to test
the application of solar heating as an adjunct to oil systems.

Now, there is just one other point. We feel that the legislation as
it is put forth now, fails to provide independent marketers with the
basic procedural rights to a hearing on the record, and the right of
appeal to a Federal court system that are afforded independent
marketers by all other cabinet agencies. This is a serious threat to
our survival. It is an unwarranted and dangerous grant of power to
a Government agency, particularly one with the power and juris-
diction of the proposed Department of Energy.

On behalf of all members, of NEFI, we would like to ask Senator
Kennedy, as a leading member of the Judiciary Committee, to take
an active role in assuring that we are granted in this legislation
the fundamental due process rights as guaranteed by the Constitu-
tion, which essentially would be public hearings.

Thank you.
Senator KENNEDY. Thank you, Mr. Burkhardt.
[The prepared statement of Mr. Burkhardt follows:]

PREPARED STATEMENT OF CHARLES H. BURKHARDT

Mr. Chairman: My name is Charles H. Burkhardt. I am executive vice president
and managing director of the New England Fuel Institute. NEFI is an association of
1,300 independent retail and wholesale home heating oil distributors throughout the
6-state region. The independent marketers serve over 2.4 million retail home heat-
ing oil consumers and market 85 percent of the 4 billion gallons of No. 2 home
heating oil sold in our area at the retail level and 40 percent of the gallonage at
wholesale. Seventy-one percent of all of New England's buildings and 74 percent of
its population are heated by oil. Members of our association also market residual
fuel oil at the wholesale and retail levels.

On behalf of all the members of NEFI, I wish to express NEFI's appreciation to
Senator Kennedy for convening these hearings and for inviting us to appear. As a
leader in the New England Delegation on the vital issue of national energy policy,
he is well aware that the shape and content of the President's National Energy
Program will have profound and lasting effects on our region and its citizens.

We are particularly pleased to offer comments on the impact of the National
Energy Plan on the thousands of independent retail fuel oil dealer-distributors who
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are members of NEFI and who serve the millions of fuel oil consumers in New
England.
L General Comments

In general, NEFI supports the thrust and intent of the National Energy Plan
presented to the Congress on April 20 and embodied in a massive legislative pack-
age transmitted on April 29. The President deserves the commendation and support
of all Americans for attempting to develop a comprehensive national energy policy.
Congress in general and leaders such as Senator Kennedy in particular have al-
ready done much to alert the nation to the energy crisis and, in fact, have supported
and enacted a number of major bills, including the Emergency Petroleum Allocation
Act of 1973, the Energy Policy and Conservation Act of 1975 and the Energy
Conservation and Production Act of 1976. Therefore we feel it is important to view
the President's Plan in the context of existing legislation and policies.
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the conservation efforts of the Federal Government. Senator Kennedy was, of
course, the sponsor of the major conservation legislation passed by the Congress last
year in Titles HI and IV of P.L. 94-385 (the Energy Conservation and Production
Act). As a consistent, long-term supporter of conservation of fuel oil, NEFI is
pleased that the President has placed major emphasis on this area.

Second, NEFI strongly supports the special recognition given in the National
Energy Plan to the home heating oil consumers and the independent retail dealers
who serve them. NEFI and the members of the New England Delegation have
fought long and hard for such recognition. The President's Plan is based on two
vital facts: that the price of fuel has escalated rapidly since 1973 and has already
led consumers to make a serious conservation effort and that fuel oil will play an
essential role in the heating of homes for many decades to come. Acting on these
facts, the President has developed a Plan which, with a few changes set forth below,
is in the best interest of the New England fuel oil consumer.

Third, the National Energy Plan is intended to embody the basic principles of
regional equity and equal pricing for all fuels. These are wise and important goals
and the President is to be commended for supporting them. (We might note that
NEFI last month invited Senator J. Bennett Johnston of Louisiana to speak at our
15th Anniversary Celebration here in Boston. That occasion marked, we hope, the
beginning of a more fruitful constructive dialogue between the great oil producing
and great oil consuming regions.) Unfortunately some parts of the Plan undercut
these principles of regional equity and equal pricing, and we urge this Committee
and the Congress to examine the specific legislation closely and adopt the changes
necessary to make the specifics consistent with the President's general principles.
We are deeply disturbed that a permanent cost advantage for natural gas of about
10 cents per gallon has been built into the price relationship between that fuel and
home heating oil. This is clearly unfair and must be changed to insure equality of
pricing for competing fuels.

Fourth, NEFI has serious doubts about the cost impact of this Plan on the New
England economy. While, as indicated, the home heating oil consumer is given
recognition, consumers of other fuels in our region, particularly industrial consum-
ers of residual fuel oil, apparently have not been. We cannot, of course, comment in
detail on this aspect of the President's Plan but wish to urge the Committee to
examine it closely.
II. Specific Comments

NEFI would like now to present comments on four specific provisions of the
legislation that have been submitted to the Congress.

First, the rebate for home heating oil consumers. Under this provision, which is
found in Section 1402 of Title II, a rebate of the crude oil equalization tax is to be
provided directly to the retail dealer ("the ultimate vendor') who must then pass
this rebate on to this customer. As indicated, NEFI is very pleased at this recogni-
tion of the vital interests and severe financial difficulties of the fuel oil consumer.
However, we are worried about the complexity of the draft legislation, the bureau-
cratic morass it creates for the small fuel oil dealer, and the difficulty of implemen-
tation without resort to a massive system of price controls and audits. In brief,
NEFI strongly favors the rebate principle, but believes that a better mechanism can
be developed-one that will insure the fullest cost reduction to the homeowner at
the least cost and difficulty to the independent retail dealer. The Fuel Oil Supply
Study Committee of NEFI is presently developing such an alternative and respect-
fully requests permission to submit its recommendation to the Chairman and the
Committee in the very near future.
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Second, the tax credit for home conservation measures. This provision, found in
Section 1101 of Title II, is a major step forward. For the first time, a President has
recognized that effective conservation in the home involves not just storm windows,
caulking and insulation, but also the home heating system itself. NEFI's experience
in the field has shown that the installation of a new oil burner and furnace or boiler
can result in fuel savings of 25-40 percent. When one recognizes that the average
heating plant in New England is 14 years old and that 30 percent of the furnaces
and/or boilers are from 18-20 years old, the potential for conservation is immense.
NEFI, of course, strongly supported Senator Kennedy's conservation legislation
passed by the Congress last year, which was based on a recognition of these facts.

That is why the tax credit for equipment is so important. However, the specific
language of the credit does not provide sufficient coverage to meet the real needs of
New England homeowners and must be broadened. As the Committee will; note,
Section 44B(cX4XA) includes only "a replacement burner for a furnace", which is
one, but not the major, heat transfer part of the heating plant. The remaining
integral part-the furnace (for hot air heat) or boiler (for hot water heat) is not.
Therefore, NEFI strongly recommends that the language be amended to
include: . . . a replacement burner, boiler, or furnace which device is designed to
reduce the firing rate or to achieve a reduction in the amount of fuel consumed as a
result of increased combustion or absorption efficiency.

Such an amendment will insure that New England homeowners are given a tax
credit to install a completely new, more efficient oil heating system and will insure
that the most effective energy conservation measures are adopted.

Third, NEFI is concerned that the Administration is not providing sufficient
support and encouragement to the independent fuel oil dealers to participate in the
residential energy conservation programs. Under Title I, Part A, of the President's
Plan, the major responsibility and emphasis is placed on the electric and gas
utilities. NEFI is frankly confused and alarmed. The Fact Sheet and other back-
ground material released by the White House clearly stated that the fuel oil dealers
would also be encouraged to provide these services. Unfortunately, the legislation is
silent on this issue.

In view of the serious anti-competitive impact of granting exclusive control of the
home insulation and equipment installation business to a m6nopoly-the utilities-
and in view of the serious cost impact on consumers who would be deprived of the
benefits of competitive service, NEFI urges that this Committee seek clarification of
this vital issue. It would be ironic indeed if the independent companies who have
been deeply involved for many years in the installation of heating equipment and
insulation were suddenly shut off from this business, and the utilities-who have
little or no experience-were given exclusive or major responsibility. In view of his
position as Chairman of the Senate Antitrust Subcommitte, NEFI earnestly requests
that Senator Kennedy take particular interest in the impact of this provision on the
small, independent fuel oil dealer.

Fourth, NEFI supports the commitment to solar energy in the President's Plan.
For more than two years, the New England Fuel Institute has played a leading role
in the field testing of solar-adjunct equipment and the training of solar heat techni-
cians. In July our Technical Training Center will begin offering the first complete
vocational training course for solar heating installers and service tehnicians in the
nation, fully approved by the Massachusetts State Department of Education.

NEFI has long believed that, while solar energy cannot provide all the heat for a
New England home, it can provide a supplemental energy source for the hot water
used in washing and the water or air used in heating and can do the same for oil
heating. We believe that, when the technology is fully developed, solar energy can
replace up to 25-30 percent of the oil or other fuels used to heat New England
homes. This is an area of great potential. NEFI welcomes the President's support
and pledges its continuing efforts to provide the best equipment and service-solar
as well as conventional-to the consumers of New England.

Before concluding, NEFI wishes to call to the Chairman's attention a matter of
grave concern to the independent fuel oil dealers and small businessmen of New
England. Earlier this week, the Senate Committee on Governmental Affairs report-
ed out S. 826, the bill to establish the Department of Energy. Unfortunately, that
bill fails to provide independent marketers with the basic procedural rights to a
hearing on the record and the right of appeal through the Federal Court system
that are afforded independent marketers by all other Cabinet agencies. This is a
serious threat to our survival; it is an unwarranted and dangerous grant of power to
a Government agency, particularly one with the power and jurisdiction of the
Department of Energy. On behalf of all members of NEFI, I should like to ask that
Senator Kennedy, as a leading member of the Judiciary Committee, take an active



37

role in assuring that we are granted in this legislation the fundamental due process
rights as guaranteed by the Constitution.
III. Conclusion

In summary, the New England Fuel Institute strongly supports the basic princi-
ples of President Carter's National Energy Plan-the emphasis on conservation,
regional equity, equal pricing of all fuels, and competitive equity for the small
independent fuel oil marketer. Unfortunately, perhaps through an oversight, the
draft legislation sent to the Congress does not fully embody these vital principles.
Therefore, NEFI urges the Chairman, this Committee and the Congress to support
the amendments necessary to insure that the President's principles are translated
in legislative reality. The specific issues outlined above-particularly the tax rebate
for fuel oil consumers, the tax credit for fuel oil equipment and the role of fuel oil
dealers in the residential conservation program-are of "ital concern to the thou-
sands of fuel oil dealers in New England and the millions of consumers they serve.

Thank you very much.

Senator KENNEDY. Before turning to Mr. Jefferson, I would like
to ask Mr. O'Leary what reaction he has to the Burkhardt proposal
in terms of that rebate.

Mr. O'LEARY. I think that is something we really ought to think
about.

Senator KENNEDY. You are familiar with the procedure which he
outlined, and also the form?

Mr. O'LEARY. Yes.
Senator KENNEDY. Will you look into that?
Mr. O'LEARY. We will take a look at that. I made a note as he

was speaking to do that. I think that is an excellent thought and
we ought to look at that very carefully. The difficulty is the real
time problem. That's a once a year event and what we were trying
to do on the other proposal was to give it back to you more or less
as you were spending the money. Maybe there is something in
between that we could find, so you don't have to wait until April
for all the expenditures of the whole cycle to get your money back.

Senator KENNEDY. Mr. Jefferson directs the work of the Spring-
field Action Commission in weatherizing low-income housing. This
is a program that I sponsored in the Senate last year and we are
delighted to have you with us. You have one of the most successful
programs in the country and we want to hear from you.

STATEMENT OF WILSON JEFFERSON, SPRINGFIELD
ACTION COMMISSION

Mr. JEFFERSON. Thank you very much, Senator. Our program is
geared to servicing low-income families, by providing insulation
and all types of weatherization. Weatherization basically is pre-
venting the loss of heat, and the infiltration of cold. This is a very
substantial program and I think most of the supports that go along
with it are good.

But I have one basic problem that I have run into continually.
This concerns the administrative end of the program. The program
itself services the maximum amount of people but it is so tied up in
redtape that we can't move along and get the job done. I think a
lot of this is because of the way the legislation is written. It doesn't
give access to the people who have to do the job. You write a
program on paper and it looks good, but when we try to go out and
do the job we run into problems. For instance, most of it is federal-
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ly funded-there are proposals involved so we can't stray very far
from our grant when we carry out the program.

How do we know 6 months down the line whether we are going
to need an extra piece of equipment to do a job? What about
transportation to the job? This is not written into these grants. We
are given money to do the job but no transportation. How can we
be expected to take weatherization to somebody's house if we don't
have a vehicle? No one seems to have an answer to this, so it is
just more or less going along step by step, making whatever make-
shift arrangements we can. This severely restricts myself and other
directors like me.

This cold season we successfully have done 70 homes, totally
insulated. But we have 250 people waiting. We can't get to them.
We don't have the people. We have a problem with personnel
regarding CETA Title 6 legislation, which is a manpower legisla-
tion. The grant we operated under last year for the 1976-77 year
ended in January. We lost 18 personnel, with the stipulation that
we assumed we had an approval grant from CETA to go in effect
no longer than 2 weeks after losing these people. I'm still waiting
for the CETA people. This is May. They were supposed to be on
May 15 and now they tell me they won't be there until June.

These are the problems. I think if the Federal Government had a
little input from the working staff, the people that actually go out
and do these jobs we might be more useful. It's a very valid
program. A lot of people need it. There is no doubt about that, but
some of the administrative redtape has to be cut out of the project,
and I think it is going to be just as bad this year.

I am open for questions if you have any, but that's, in essence,
what I have to say.

Senator KENNEDY. Could you tell us a bit about the kinds of
homes you have done and what the cost has been of those homes,
and what you think some of the savings would be?

Mr. JEFFERSON. We are operating under the CSA guidelines,
which are for low-income people, and we can service, I &uess, 90
percent of the people under the program. I have one case in mind
where we installed insulation in a lady's home; the fuel bill was
something like $275 a month. She is on a fixed social security
income and there is no way in the world that she could approach a
businessman to do the job. We insulated her house and the follow-
ing month the bill went from approximately $275 to about $140 a
month, just with insulation which she could not afford to have
done out of her income.

Senator KENNEDY. What was the cost of the insulation?
Mr. JEFFERSON. The cost of the total job was approximately $350,

which is the maximum we are allowed to spend. There could have
been a little more work done, but the guidelines wouldn't allow us
to spend any more than that on the property.

I had another case of an elderly person on a fixed income who
has a single home. She was on the verge of moving out. Last year
she had to live in a friend's house because she couldn't stay warm
in her own house. We effectively insulated that home and she still
has a problem paying for her fuel but it is not as bad. As a rule
there is probably a 65-percent savings after the total job is done.
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Senator KENNEDY. Those are impressive statistics and figures. To
tell you the truth, I am prepared to do a pilot study to see what
works more effectively-this kind of direct expenditure or the tax
credit. I have serious reservations with relying upon the tax system
to get things done. There are a great number of people who do not
use the tax credits and unfortunately these are the people who
stand to benefit the most from the program.

I have some serious reservations and questions about the method
and the process involved. We will certainly look into it. I represent
about 22 in the Senate on it. I think the last vote was about 77 in
favor of it. I've seen the incremental aspects of the tax program,
the credit prograum, in termls of trylng t to arget in to a certi

income group, but in most circumstances it is basically an under-
writing for what they would be doing in any event because of the
savings on it.

The program you have mentioned here is a central part of the
administration's program and I am a strong supporter of it being
even more so.

It would be very helpful to us if you could give us 10 or 12
different specific examples about bills. I imagine it would be both-
ersome for you, but it would be very helpful to us. I can assure you
I will use it in the Senate. Just give us what people paid prior to
the insulation and what they are paying now. I think that can be
very useful.

Representative HECKLER. It would be of great interest to me, too.
I have to say I think this is fascinating.

Senator KENNEDY. Find out who it is in the weatherization pro-
gram and ask him to come out to Springfield, or Boston, a mutual-
ly convenient place, and have you sit down and go over this thing
and see if we can't get it on track. Let's see if we can get you
together with the people and see what can be done.

Mr. JEFFERSON. Thank you.
Representative HECKLER. I would like to ask about the training.

For example, in one community in my district, insulation was put
in by the family itself, without any training, reading a manual, and
they had a very unfortunate experience. There was a heavy snow-
storm. The snow remained on the roof and the roof caved in. This
actually happened in Mansfield. So obviously there is a degree of
training required. How do you become trained? And is this some-
thing that someone can learn fairly quickly with a degree of exper-
tise that the people can make valid judgments?

Mr. JEFFERSON. It is something that can be learned. Basically we
developed our method by trial and error, but not to anybody's
detriment. Basically what we did was ask for input from the com-
panies that are our suppliers-Owens-Corning, Monsanto. They've
been really great in training our crews to do the proper implemen-
tation of the insulation. Then it is just a matter of handling it on
as new crews come on hand. We also train them at the skill center
in Springfield in the basic mechanical aptitudes that they would
need to do the job. It is a manpower job-oriented school and they
have assisted us in our trainees.

Senator KENNEDY. I think Mr. Burkhardt brought up the point
that there are only three major producers of insulation-and in
terms of achieving the President's program they can't produce the
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amount that is needed. The other kinds of problems in terms of
credits, is no matter what we do if we provide tax credits, that is
just going to be the cushion by which prices will be increased. So
basically we are underwriting that particular kind of factor.

Mr. JEFFERSON. I have that problem now. Insulation has gone up
10 percent in the last 2 months.

Senator KENNEDY. This is something we are going to follow very,
very closely. We raised these issues with Attorney General Bell in
terms of the antitrust implications.

Thank you. We will follow up on that with you.
We have a panel now on oil, coal conservation, and employment.

John G. Buckley, vice president of Northeast Industries; Guy Ni-
chols, president of New England Electric Systems; and Richard
Syron, assistant vice president, Federal Reserve Bank of Boston.

Mr. Buckley, we will start off with you and perhaps we can keep
each statement down to about 7 minutes. This is going to be
important to Mr. O'Leary, too.

STATEMENT OF JOHN G. BUCKLEY, VICE PRESIDENT AND
DIRECTOR, NORTHEAST PETROLEUM INDUSTRIES, INC.

Mr. BUCKLEY. Thank you, Senator Kennedy. I think it is fair to
say that all of the independent marketers are very pleased that
you are taking an interest in the national energy plan. The
manner in which it is finally adopted is of crucial importance to
the economic viability of this region. The New England congres-
sional caucus, which Congresswoman Heckler is very familiar with,
has certainly emerged in the last 2 or 3 years as a very important
element in national energy policy adoption, and of course your
interest, Senator, goes back a long time and we marketers who do
play the predominant role here in distributing to the homeowner
and to business and industry, appreciate your continuing interest.
We know you bear a very heavy schedule and staying involved in
energy this year is going to be very important.

We certainly welcome the President's initiative in putting forth
this national plan. We welcome the national debate that now has
to take place. We share your praise for Mr. O'Leary. I certainly
don't blame him for the negative parts of this program because he
came into his job a few months ago in the midst of a crisis with
millions of people unemployed. He had to get involved immediately
in crisis management and certainly in connection with our own
energy problems here and the shortage of home heating oil, showed
he could act quickly and effectively to help us.

I think if there is any one criticism I would have to make of the
President's plan, it is its overreliance on the computer-Mr. O'-
Leary suggested that the computer analysis was not precise and at
best suggestive of answers. But this plan is an extremely complex
one and it goes into great detail. It represents a very massive
Government intervention into every facet of the energy industry. I
think Mr. Jefferson's testimony was very eloquent in showing that
you can't pass a law or put the Government in, without causing
problems. Moreover, sometimes you end up with a far less efficient
and effective method of coping with things than if you didn't have
the Government involved at all.
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I think if there were one or two difficulties I would want to
emphasize with the plan, they would be to question the assumption
that coal is going to solve all of our energy problems. That's naive.
The numbers that Mr. O'Leary used in connection with lessening
the impact on New England are very soft numbers, I think. It's
going to be a long, long time, if ever, that industry uses coal in
New England.

The President asked for a national objective of 400 million tons
of extra coal by 1985, but as Mr. O'Leary pointed out, over 80
percent of that is already committed through 1985 on long-term
contrat'ts. There isn't much available, if any, for industrial conver-
sion. The President very rightly has indicated there will be no
compromise on environment. Health and safety are put first, as
they should be. But you have to recognize it is going to be very
difficult to meet the production goals for coal and nuclear and
liquified natural gas under the constraint of no compromise on the
environment.

I no.tice that you are going to hear from nuclear opponents next.
The President has indicated he wants a very fast timetable on
nuclear. The national energy plans call for 11 percent of our
energy to be nuclear by 1990, as compared to 3 percent today. That
represents more than 31/2 times current growth. And he proposes to
streamline Federal guidelines to achieve that. I suggest to you that
even if he streamlines Federal guidelines, the President's own lan-
guage on nuclear as a fuel of last resort is going to be watched and
listened to very carefully by the citizens who live in the some 200
communities where the 200 new nuclear plants are going to have
to be sited. And there will be law suits and environmental con-
cerns, and I just don't think it is practical to assume you are going
to achieve 11 percent of our energy with nuclear by 1990. Or that
we are going to be able to double coal in the next 7 or 8 years. Or
that the people who are asked to take LNG tanks in order to have
a larger supply of gas are going to take them lightly when the
President's own message says that we are going to foreclose the
possibility of siting them in densely populated areas.

Why? Because obviously they are dangerous. But people who live
in a town of 300 or 400 population love their children just as much
and they are not going to say, "Well, it's OK because we are not
densely populated, we are remote?" They are not going to like that.
You have to recognize no matter what the computer says, that we
are going to fall somewhat short of a few trillion tons of LNG,
certainly somewhat short of 11 percent contribution to energy by
nuclear, and even if we meet our coal objectives we are going to
use a lot more oil in 1980, 1985 and 1990.

Representative HECKLER. Mr. Buckley, you are an expert in oil,
particularly. As I understand it, oil and gas will be sold at compa-
rable prices on a pretax basis under the President's plan, but that
the tax changes in the energy plan will leave oil at a higher
relative price than gas. Is that correct?

Mr. BUCKLEY. That's correct.
Representative HECKLER. Is that going to negatively impact New

England, or is it not?
Mr. BUCKLEY. Well, even now we are disadvantaged in terms of

price on oil and gas. Gas has been held down artificially for a long
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time. What was encouraging in the President's message was that
he said he wanted-and I think I will use his exact words-roughly
the same or reasonably uniform energy prices in all sections, in all
regions. Now, 10 cents a gallon difference is not the same. And that
10 cents is after the home heating oil user gets his rebate.

On the industrial side, certainly for the next 7 or 8 years, we will
be much more severely impacted because since there isn't enough
coal, even under the most optimistic assumptions of production,
our industry is going to be on oil and starting in 1979, which is a
year and a half from now, our companies have got to start paying a
tax because they are not converting to coal even though they can't,
and they are going to end up in 1985 paying a tax of $3 per barrel.

Representative HECKLER. They will pay a tax because they
cannot convert to coal?

Mr. BUCKLEY. That is correct. That is a tax to spur them to
convert, but there is no coal to convert. There is no transportation
method to get the coal here if it could be produced. The coal is
mostly committed already.

Representative HECKLER. Even though it is absolutely impossible
for them to get coal, they are going to be taxed for not using coal?
That is an all time absurdity, even for the Federal Government.

Mr. BUCKLEY. U.S. industry today burns the equivalent in oil and
gas of 700 million tons of coal. The President has asked for extra
production of 400 million, almost 90 percent of which is already
committed, leaving 10 percent for conversion, or 30 or 40 million
tons, assuming we can reach those objectives in production. And
here we are with 700 million tons needed to convert. So obviously,
people at the far end of the supply line are not going to get the
coal, and are going to pay the tax, and are going to end up in 1985
at a price for their oil being used to fuel industry here at $3 above
OPEC. That means our industry not only is not going to be com-
petitive with the rest of the industry in this country that is burn-
ing gas or coal, but we are not going to be competitive with France
or England or Germany or Japan either, because they are at OPEC
level-not OPEC plus $3.

Representative HECKLER. And this would impact equally on all
sections of New England.

Mr. BUCKLEY. It certainly will. Just in Massachusetts the cutoff
point for industry with this tax-qualified by Btu use per hour-
leaves some 165 companies that would be impacted in this State
alone.

Representative HECKLER. What size companies would they be?
Mr. BUCKLEY. These would be the medium to large factories. The

165 largest factories. And that is the great bulk of our manufactur-
ing and employment base.

Representative HECKLER. There would be great impact.
Mr. BUCKLEY. That is correct. And small paper companies, textile

mills, electronics, jet engines, you name it-any of our key manu-
facturing facilities would be directly impacted. In New England as
a whole, probably 300 companies would be affected; in the United
States, something over 2,000 companies. There is a procedure
whereby they can get an exception. But they have to have a
hearing and you may have 2,000 companies coming in to get an
exception because the coal isn't there. They all have to have panel
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hearings. I don't know how many hundreds of thousands of people
are going to work for this energy department, but I suggest to you
that nationally we are already going to coal. The economic incen-
tives will be much greater to go to coal with these new taxes they
are putting on crude oil and higher prices for oil and gas. I don t
think anything else has to be done and I am certainly not in favor
of forming a big bureaucracy to try to force conversion to coal. I
don't think this bureaucracy will force anything except perhaps
slow us down so we do not get there quite as quickly as we would
without it.

The plan is far too complex. There are many, many holes. I just
have great trouble with computer analysis. It is only a-- good -s

what you put into it. Mr. O'Leary mentioned the $5 billion impact
on oil prices by 1980-81. I suggest to you that no matter how you
look at it, using reasonable assumptions the impact has got to be
more nearly $50 to $60 billion-inflationary impact on oil prices.

Representative HECKLER. How do you compute $50 or $60 billion?
Mr. BUCKLEY. You look at the tax they are going to put on

controlled oil prices, to bring them up to OPEC levels. You make
assumptions on inflation, on a relatively modest, say 6 percent a
year growth in OPEC prices, and by 1980 that means that just
from crude oil alone you are going to have 14 cents added to every
gallon of petroleum product made in the United States. It is going
to cost money to store that higher cost crude, to store the products,
refining costs are going to go up. It costs more to buy a truck
today. It is going to cost more to run the truck, maintenance is
going to go up. So you are looking really at an 18- to 20-cent gallon
increase in every gallon of petroleum product used whether it is for
petrochemicals, synthetic fibers, running a car, or running a diesel
truck to bring agricultural product to the market. That is an
enormous inflationary jump.

So I have grave reservations about the computer analysis which
shows a $5 billion impact on oil prices as a result of the tax and
pricing policies. Our own analysis indicates that the direct infla-
tionary jolt on oil prices alone by 1980-81 will be between $50 and
$60 billion with another $25 to $30 billion in ripple impact. That is
the kind of inflation that this Congress and this subcommittee
particularly must be very concerned about. You have to make sure
that if we go this route-and I am in favor of bringing all energy
costs up to the cost level of alternate energy to promote conserva-
tion-we have got to be very careful particularly in this region, not
to impact negatively on the economy.

Representative HECKLER. There is a very substantial disparity
between Mr. O'Leary's figure of $5 billion and your figure of $50 or
$60 billion.

Senator KENNEDY. Why don't you submit to us the method and
statistics as to how you reached those figures, and we will try and
follow up with Mr. O'Leary's end and find out the terms of the
disparity.

Mr. BUCKLEY. I would be happy to. I did put a good deal of it into
my statement, which I assume will be put in the record.

I have two quick final comments. One, I really hope this Con-
gress doesn't get stampeded into having to do something just for
the sake of doing something. This is far too critical a problem. It
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covers the rest of the century. Ninety days is not enough to formu-
late a rational policy. I hope you take the whole year. You notice
that Mr. O'Leary said the President has got a committee that is
going to report to him on health and coal next fall. Well, if Con-
gress has enacted this legislation and then the health people find
out the coal particulate matter and the sulphur and all the other
things are really going to pose a health problem, where are we?
You ought to know what those health issues are and whether we
are going to be able to meet our coal objectives before you pass this
legislation. So I hope you will do it slowly and in a deliberative
way and the country will have to recognize that it is too important
to rush through.

Finally I would like to suggest, Senator Kennedy, one immediate
problem that has to do with energy and specifically S. 826. Mr.
Burkhardt alluded to it. That bill is coming up for floor debate
next week. If it is passed as it is now presented by the committee
to the Senate for a vote, this will become the only Cabinet depart-
ment in the United States to which the Administrative Practices
Act does not apply and it is going to squeeze thousands of indepen-
dent businessmen; the decisions FEA makes and the Department of
Energy makes are of direct and obvious concern to us; we will not
have access to U.S. district courts; will not be able to have a
hearing and confront the facts and the adverse witnesses. I would
hope that in the next week we can at least make this Energy
Department to the same constraints and the same due process
rights for independent businessmen and other businessmen that
every other Cabinet department has.

Thank you very much for asking me to come today. I look
forward to working on these issues over the next year.

Senator KENNEDY. Thank you very much. As the former chair-
man of the Administrative Practices and Procedures Subcommittee
I have more than a passing interest in it. We have changed and
altered that board to try to make it much more responsive, to
speed up cabinet responses in a wide variety of areas. I think it has
an extremely important function in the protection and due process
area.

[The prepared statement, with attachments, of Mr. Buckley fol-
lows:]

PREPARED STATEMENT OF JOHN G. BUCKLEY

My name is John G. Buckley. I am a Vice President and Director of Northeast
Petroleum Industries, Inc. of Boston. I am a former fuel oil chairman of the
National Oil Jobbers Council and currently on the Steering Committee of the Fuel
Committee of NOJC. I am also a member of the Utility Advisory Committee to the
Federal Energy Administration, Washington, D.C. and a member of numerous other
energy-oriented committees dealing with national regional and state energy prob-
lems.

Mr. Chairman, I would like to start by thanking you for the leadership you have
displayed in the development of energy policies during the past 2½2 years of intense
Congressional effort. Of course, your concern and direct involvement in energy and
its impact on the New England region goes back well over a decade. We indepen-
dent companies appreciate the role you have played in trying to win equitable
energy pricing treatment for consumers both at home here in New England and
across the country.

Your hearings this morning are just another example of your effort to make sure
that this region does not pay a disproportionate price for the achievement of
national energy goals and objectives. Clearly, the cost of achieving national objec-
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tives should be borne equally by consumers in all regions and sections of the
country.

In my statement this morning, I should like to divide my comments in two parts:
The first, dealing with aspects of the Administration's program which I believe
deserve both support and approval by the Congress; and, the second, dealing with
those parts of the Administration's program that I believe will be harmful to
Massachusetts, New England and the nation as a whole.

Conservation
On the positive side, I strongly support the basic thrust of President Carter's

Energy Plan to conserve energy and use it more efficiently. I know you, Senator
Kennedy, have played a key role in enacting a number of major bills designed to
conserve energy and use it more efficiently.

The hard reality that we must use energy more efficiently has, of course, already
been brought home to this New England region in the last 3½2 years since the Arab
oil e.hargo of Octobei r 19n7° . New Enjglan5d has been forced t. o conserv through thc
higher energy prices that resulted from that embargo and the subsequent fourfold
increase in world oil prices adopted by the OPEC countries. This region is unique in
the sense that it depends so heavily upon oil, much of it imported, for its economic
life. So we have felt the burden of higher prices and have conserved. New England
industry has already taken all of the easy conservation steps, as well as many of the
sophisticated measures needed to insure more efficient energy use. On the average,
we believe industry in this region uses 20 percent less energy today than 3½ years
ago to produce the same volume of goods.

Homeowners too have conserved both by lowering their thermostats and by insu-
lating and weatherproofing their homes. Some 80 percent of all the homes in New
England are insulated. That does not mean we cannot do more, but it does mean
that the homeowner has reacted to the tripling of home heating oil prices by using
that energy more efficiently. Heating oil sales data (weather corrected) shows that
the average New England homeowner uses 20 percent less fuel today than just 3½2
years ago.

These conservation achievements suggest that President Carter's objective of sig-
nificantly reducing energy consumption can be achieved and that with the proper
energy package, it will be achieved. These figures also suggest that our experience
in New England in using energy more efficiently gives us a good basis from which
to offer constructive criticism of some of the more questionable parts of the Presi-
dent's National Energy Plan.
Energy Pricing

All of us living in New England can support the President's strong stand on the
principle that the U.S. must solve its energy problems in a manner that is equitable
to all regions and sectors of the country. In his "National Energy Plan" booklet of
April 29, 1977, the President said ". . . the Plan must assure that policies are
equitable across the country and the special needs of each region are met. Prices for
energy should be reasonably uniform to prevent economic dislocations and unjusti-
fied variations in consumer costs." A New Englander could have said it better. It is
the same message that you, Senator Kennedy, have been carrying to four successive
national Administrations. If that principle is really adhered to, we shall indeed have
a national energy plan worthy of support. Unfortunately, the specific legislation
proposed to Congress fails to carry forward this principle. I shall come back to this
subject later.
Stability of Government Policy

We would also single out for strong support the President's clear commitment to
establishing certainty and stability in government policy so that private consumers
and producers of energy can make intelligent investment decisions. The President's
leadership should also stimulate much needed additional legislation to insure that
we will have sufficient energy to spur economic growth and provide the opportunity
for tens of millions of Americans to -achieve a fair share of economic return from
our system. We must not and cannot solve energy problems at tLe cost of severely
limited growth in our national economy. To do so would deny millions of citizens
any chance of improving their standard of living and more importantly would
remove the word "aspiration" from the American vocabulary.

So the Congress, in looking at the President's program, must, as a first principle,
examine the economic impact. And I might say at this point, Senator Kennedy, that
the Congress should not be rushed to judgment. I know the drums have been
beating loudly for action. But this National Energy Plan, covering as it does the
laws and regulations which will govern us for the balance of this century, is simply
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too important to do on a "crash" basis. Unfortunately, the President set a 90-day
schedule on the day of his inauguration-90 days to tackle and master the singlemost complex problem facing the nation. I suggest 90 days was not enough and that
Congress must refuse to be stampeded into any similar 90-day time framework.

Under the time schedule set by the President, a national Plan evolved which
contains a number of serious inconsistencies and structural defects. The Congress
must not, therefore, rubberstamp a Plan which would seriously harm not only this
region of the country but the nation as a whole.
Major Criticisms

The President in his many television appearances on the energy plan constantly
stressed that the program "above all" would be fair and balanced. Yet, an analysis
of the specific legislative proposals submitted to Congress reveals that many aspects
of the plan are neither fair nor balanced. There are inconsistencies, gaps in thedata, conflicting priorities and, I am afraid, an over-reliance on the computer and
an under-reliance on common sense.
Lack of Equity in Oil and Gas Pricing

It is clear from the rhetoric of President Carter's message to Congress and thevarious descriptive material which has been distributed to the Congress and to thepress that the National Energy Plan is supposed to equate on a Btu basis the prices
of alternate fuels such as oil and gas. In this way, residential, commercial andindustrial users of these fuels would pay approximately equal prices. It follows as acorollary that if the taxes that are to be imposed on various fuels and the prices to
be paid to the producers of each of these various fuels are allowed to rise, the"sacrifice" (i.e. price paid) by users in various regions of the country would be
approximately equal.

We fully support this objective. Unfortunately, the legislation proposed to Con-
gress relating to oil and gas pricing will not achieve the objective. For example,
under the Plan, a ceiling is established on the price of natural gas for residential
users. This ceiling is tied to the Btu equivalent of domestic crude oil, excluding
taxes. Residential users of home heating oil, by contrast, have prices tied to the cost
to refiners of all crude oil including a 40 or 45 percent volume of foreign crude oil.To be sure, home heating oil users are given a rebate equal to the tax on price-controlled domestic crude oil but that still leaves them paying approximately 10
cents a gallon more on a Btu basis than the residential user of natural gas. That is
not fair, nor is it balanced. In fact, since about two-thirds of all the heating oil usedin the country is used to heat homes in only nine states (New England, plus NewYork, New Jersey and Pennsylvania), citizens living in these nine states will bear adisproportionate burden and will be asked to "sacrifice" more than citizens in the
states that use natural gas for home heating.

An even more blatant price disparity exists under the. Plan between the cost ofnatural gas and the cost of residual fuel oil (heavy fuel). The proposed user tax
designed to force industrial users and utilities to convert to coal impacts dispropor-tionately on industrial and utility consumers of oil. I would like to submit for therecord a table showing the discrepancies in cost per million Btu's under the Presi-
dent's Plan for industrial and utility users of gas and those who rely on oil. (SeeAttachment A.) Under this Plan, as you can see, in 1979 an industrial company herein New England will be paying about $3.15 per million Btu's of oil consumed. At the
same time, industrial users of natural gas in other regions will pay only $1.95 permillion Btu's. That adds up to a price differential of $7 per barrel in favor of industrial
natural gas users.

Such a regional disparity is enormous. As you know, the New England region
depends on light and heavy fuel oil for some 80 percent of its energy requirements.Other regions are equally dependent on natural gas. Thus New England, indeed the
whole northeast quadrant of the country, would be severely damaged by this formu-
la throughout the transition period from 1979 to 1985. Even at that point, while thedisparity will be less, the oil user will still be paying $3 more than the gas user and
incidentally, $3 more than the then prevailing OPEC price. Our region simply
cannot compete in the U.S. market or indeed in the world market if it is burdened
with such an economic disadvantage vis-a-vis not only other regions of the country
but also other industrial countries around the world.

Utilities here will be operating with the same kind of disadvantage but in theircase there is at least one mitigating factor; namely, some of the utilities may, infact, be able to convert to coal. Unfortunately, for reasons which I will discuss in alater section of this paper, New England industry does not realistically have such
an alternative. They will forever be bearing the costs of coal conversion taxes, thus
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severely retarding their competitive viability. That situation would be neither fair
nor balanced.

In short, the inequities built into the existing energy pricing system need to be
rectified. The obvious step would be to equate the price ceiling for new natural gas
with the weighted average price of all crude (including foreign crude) to the U.S.
domestic refiner. Since that would result in a price level that would yield excessive
profits to gas producers, part or all of the higher gas price could be in the form of
taxes on the new gas produced. I would estimate that the new gas selling price
under such an approach would be about $2.45 per thousand cubic feet rather than the
proposed ceiling of $1.75 per thousand cubic feet proposed by the President's Plan.

Coal Conversion
Perhaps the most vulnerable area of the entire National Energy Plan is the

section dealing with forced or mandatory industrial and utility conversion to coal.
Under this part of the Presidenit's Pla l u you know, Senator Kennedy, a massive
and permanent bureaucracy would be established to tax industry and utilities now
operating on natural gas and oil in order to force them to convert to coal. The
philosophical question is whether the establishment of this bureaucracy, with all of
the attendant inefficiencies, will cause any additional conversion to coal that would
not take place anyway without direct and massive government involvement.

It is clear that utilities and industry are already deeply involved in the switch to
coal from oil and natural gas. I would like to submit for the record a recent
statement by the President of the National Coal Association before Senator Has-
kell's Subcommittee on Energy Production and Supply. (See Attachment B.) You will
note that Mr. Bagge attached to his testimony a recent Federal Power Commission
study on the status of coal supply contracts for new electric generating units covering
the period from 1976 to 1985. The highlight of that report, which included a
nationwide plant-by-plant survey, was that some 358-million tons of new coal have
already been contracted for delivery by electric utilities by 1985. In addition, the study
revealed that no utilities plan t add facilities operating on oil after 1982 and that no
new gas-fired plants were planned after 1979. In short, the switch to coal is already on.

The President has said repeatedly that he wants to increase coal production by
two-thirds by 1985. That would add some 400-million more tons of new coal produc-
tion by that year. The number sounds impressive and one might be quickly led to
believe that the government would have to take extraordinary action to insure that
all this new coal is used by the utilities and industry. The Federal Power Commis-
sion study, however, reveals that 88 percent of that 400-million tons of new coal is
in fact already committed to the utility sector. Moreover, under the crude oil tax
and new natural gas pricing plans, the cost of these fuels will rise quickly to the
world price for oil. Those new higher prices will certainly give great economic
incentive to utilities and to industry to accelerate the use of coal; while the remain-
ing 12 percent of the 400-million tons President Carter wants produced by 1985 is
likely to be committed well before the vast new bureaucracy to force conversion is
established.

In sum, I question the need for the whole coal conversion program. Perhaps this
Committee could ask the Executive Branch to demonstrate effectively how much
more coal conversion will occur because of the Carter Plan than without it, given
the economic incentives that exist already or will be established by proposed price
and tax meaures on oil and gas.
Is There an Over-Reliance on Coal?

The discussion of coal conversion raises another equally serious consideration.
Namely, does the Plan rely too heavily on coal as the single source for solving our
national energy problems? As you know, Senator Kennedy, new federal strip mining
legislation will be enacted this year. In addition, a number of state strip mine rules
are also likely to be tightened this year. As necessary as these measures are, they
will obviously restrict our national ability to expand coal production rapidly.

Coal also faces serious labor problems and the threat of a United Mine Workers
strike later this year is very real. Productivity in the mines is down sharply since
1969. The output per man day of work in deep mines has dropped from 15.6 tons to
8.5 tons over this period. At the same time, output from strip mining has dropped
per man day from 34 tons to 26 tons. This is partly a reflection of new, tough safety
requirements and partly, I think, due to an actual drop in labor productivity.

Coal also faces significant transportation problems as larger volumes move to
market. In parts of the country such as New England there is simply no transporta-
tion network available, and a massive upgrading of rail facilities will be needed
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before any substantial volume of coal could move here. The President recognizes thepotential for transportation bottlenecks and has appointed a task force to study the
matter.

Perhaps more serious than any of these difficulties is the question of publichealth which surrounds the burning of vastly increased amounts of coal in theUnited States. Here, too, the President has recognized that the massive switch tocoal will cause some uncertainty in the area of health and has announced that he
will appoint a committee ". . . to study the health effects of increased coal production
and use, and the environmental constraints on coal mining and on the construction ofnew coal burning facilities". That committee will report to the President next
October.

But even if all of the problems with producing, transporting and burning coal areovercome, the 400-million tons of increased production projected by the Presidentwill still leave us far short of any meaningful conversion by industry from gas andoil to coal. I understand from discussions with people in Mr. Schlesinger's office thatthe President already recognizes that 400-million tons of increased coal production
will not really cut our increasing dependence on additional foreign oil imports andthat there will be a revised target of 600-million tons of new coal by 1985. Reaching
that level-a virtual doubling of coal capacity in eight years-will be very difficultto say the least.

The problem with this excessive reliance on coal as the only bridging fuel to anera when energy growth in the United States can be covered by renewable energysources such as solar power, is that it leaves us no alternatives if our economic
growth or our energy growth vary from the predictions made by Mr. Schlesinger's
computer. Let me illustrate the point. Mr. Schlesinger's office is projecting a growthin energy demand between now and 1985 of 2.5 percent per year. Another well-known organization, the Exxon Company, has recently completed a long-termsupply and demand forecast which projects a 2.8 percent annual compound energygrowth rate. Yet, these two reliable groups, which seem to have adopted verysimilar assumptions, show a wide discrepancy in the volume of oil this country willbe using in 1985. Mr. Schlesinger's team comes up with a little over 18 million b/d,the same volume we are currently using. Exxon shows consumption of over 22
million b/d.

There is one significant difference between the two studies. Mr. Schlesinger
assumed a growth in GNP of 4.3 percent annually while Exxon projected a GNP
annual growth rate of only 3.8 percent. If Exxon's figures are adjusted to reflect Mr.Schlesinger's GNP annual growth rate we would need another 5 million b/d of oil to
meet our energy requirements by 1985. Total imports under that assumption would
be on the order of 15-16 million b/d.

In sum, Senator Kennedy, very small changes in annual GNP growth or annual
energy growth can make an enormous difference in the number of barrels of oil perday we are going to have to import in 1985. And, as you are well aware, no Federalagency or industrial company has ever projected eight years ahead with anywherenear total accuracy in these areas.

That leads us to ask the question: what happens if Mr. Schlesinger's computer iswrong The answer is that the total extra energy needed to keep the economyfunctioning will come in the form of imported refined products. That would be a big
mistake. If we are forced to import more oil, it should be in the form of crude oil,not refined products. Yet there is not one word in the President's National EnergyPlan about United States refining capacity or the need to expand it beyond itscurrent capabilities.

This represents a gaping hole in our strategy for energy between now and the endof the century. Oil is the largest single source of energy. It will still be the largest
source in 1985, in 1990 and in the year 2000. Oil's share of total energy will decline,but I certainly expect it to grow in absolute terms at least over the next 15 years. Itwon't grow as fast as it would without a National Energy Plan but it will grownonetheless. And as it grows, we will need more refining capacity here unless weare to become even more dependent on imports of refined products.
Strategic Storage

As you know, the President has accelerated the plans to achieve a billion barrelsof strategic oil storage by 1981. We strongly support that objective. We would like topoint out, however, that should our dependency on foreign oil involve ever-largerimports of products, the credibility of our strategic storage program will be firsteroded and then destroyed. In short, those foreign producing countries assessing ourimmunity to supply disruptions would know that another embargo could indeed beeffective, for, although our strategic storage program provides us crude oil, our lackof refining capacity provides no way to effectively use such crude oil.
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For this reason too, it is essential that a refinery incentive program be a basic
element of any National Energy Plan.

At present, the total FEA effort through the small refiner "bias" in the entitle-
ments program has done nothing but promote a host of small, inefficient, high cost,
"new" refineries over the last two years. In fact, it could easily be argued that all
the FEA has succeeded in doing over the last three years is to create a cottage
industry in both oil production, with the proliferation of stripper wells, and in
refining, with the proliferation of tiny, high-cost, inefficient 10,000 b/d refineries
designed to make their owners rich in a hurry. No major new large efficient
refinery is under construction in the United States today nor will any be built
unless the National Energy Plan addresses the need and provides the incentive
required for such new capacity.

Mr. Schlesinger's team apparently sees no need to construct new refining capacity
and seems willing to simply rely on foreign capacity to meet our needs. I would like
to insert for the record a recent article entitled "Crunch in the Caribbean" from
Forbes Magazine of May 1, 1977 (see Attachment C) which dramatically illustrates the
risks and the uncertainty of depending on that region for an ever-increasing volume of
product imports.
Inflation

The National Energy Plan will undoubtedly lead to short-term inflation. The
crude oil tax and crude oil pricing arrangements will, by themselves, raise the price
of every gallon of petroleum product used in the country by 14 cents a gallon by
June 1, 1980-just 2½2 years from now. When one considers that refining costs will
also go up, as will the cost of financing crude oil and product inventories, labor, new
trucks, equipment, maintenance and delivery of products, it is clear that President
Carter's Plan will result in price increases of 18-20 cents for every gallon of
petroleum product used by 1980. That is about a $60-billion inflationary impact.
And, of course, there will be a ripple effect of another $25-30 billion:

I don't intend to be an alarmist in making these projections. I favor a crude oil
tax. We need to price energy at its alternate source cost if we are to have effective
conservation and efficiency of energy use. However, the Congress must insure that
the counter measures taken to offset this inflationary jolt are sufficient.

Economic Growth
The President says that the National Energy Plan is designed to have a "neutral"

impact on the economy. Most-economists agree, however, that if the impact is truly
neutral the net result will be a depression in the GNP of about Y2 of 1 percent. We
can't afford that kind of a drag on the economy, which as long last is heading
upward and reducing our unemployment problem. It seems to me that the Congress
ought to link our energy policy actions with a stimulative policy for the economy. I
would like to submit, for the record, a memorandum prepared by Dr. Paul Londn,
Research Director of the New England Congressional Caucus, which argues persua-
sively for the establishment of a stimulative energy policy and for the linking of
economic stimulus to energy reform. (See Attachment D.) This memorandum will be
useful to the Committee in its analysis of the economic impact of the National Energy
Plan, and in developing recommendations to insure that in achieving energy objec-
tives we do not reduce economic growth and exacerbate unemployment.

Gasoline Tax
The proposed 5 cents per gallon tax on gasoline-scheduled to rise to 50 cents per

gallon if we are unable to curb our appetite and reduce gasoline demand-is, I
think, a case of overkill. Even if we accept Mr. Schlesinger s estimate that each 5
cents per gallon incremental tax will reduce consumption by 50,000 b/d (a number
which I feel is much too high) the total program would result in some $50-billion of
new taxes in order to achieve something like a 1.3 percent reduction in consumption
of energy. That is far too high a price to pay for such a modest result. We believe
the legistlation which the Congress has already enacted (in which you, Senator
Kennedy, played such a key role) which requires automobile efficiency to reach 27.5
miles per gallon by 1985, will curb the growth of gasoline demand in the early
1980's and lead to its stabilization or slight decline thereafter. Adding a $50-billion
gasoline tax program and a tax rebate program on large and small cars respectively
is a case of too much fire power against too small a target. There is simply not
much conservation potential left thanks to past Congressional action. I would like to
submit for the record a statement by the Independent Oilmen's Association of New
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England which deals directl and in some depth with the gasoline tax program and
a number of other aspects ofthe National Energy Plan. (See Attachment E.)

SYNTHETIC NATURAL GAS

Ironically, while totally ignoring the need for more refining capacity in the
country, the President's Plan does call for government intervention and support in
the building of new SNG plants designed to triple current production of synthetic
natural gas. Sepcifically, the President proposes to "guarantee an adequate return"
on investment in such new SNG facilities and "assure" that such new plants will
receive adequate feedstock supplies. Again, there seems to be a certain lack of
consistency here. Even at today's feedstock prices, SNG was manufactured this past
Winter at a cost of between $4.50 and $5.25 per thousand cubic feet of gas. That is
the equivalent of $30 per barrel of oil. To propose government action to force the
tripling of plants designed to turn out high cost ($30 per barrel) energy, while
totally ignoring the need for normal conventional refining capacity, does not make
sense. Without additional domestic refining capacity, the feedstock for these new
SNG plants is likely to turn out to be imported foreign naphtha. How will that add
to our energy supply security?

SUMMARY

In closing, Mr. Chairman, I would like again to commend this Committee for
holding these very vital hearings this morning.

This Committee needs to examine each part of the National Energy Plan to see if
such massive government involvement is needed. The test that might be applied is
President Carter's campaign pledge to simplify those Government regulations which
are needed and to eliminate those that are not. The Committee might also by
mindful of OMB Director Bert Lance's comments in the May 1977 issue of Nation's
Business:

. . . The amount of time that people in the business community-chief executive
officers and on down the list-are spending on regulatory problems is almost unbe-
lievable. We are seeing so much of our productivity directed toward something that
is totally nonproductive. It doesn't make any sense. It is costing too much money, it
is imposing too many restrictions. Business people are not able to plan the future of
their companies because they don't know what the results of regulation are going to
be. Government has been terribly unpredictable. (Page 22.)

We need and support a National Energy Plan designed to use energy more
effectively. Congress must insure the plan is really fair and equalizes energy costs
for all sectors and regions of the Nation. It must also protect against inflation and
promote rather than retard economic growth.

Thank you for inviting me to testify. I shall be happy to work with you, this
Committee, and its staff in the weeks and months ahead to insure that positive
legislative action is taken on energy during the current session of the Congress.

ArrACHMENT A

THE NATIONAL ENERGY PLAN

[Cost of fuel-dollars per million Btu]

Industrial user Utility user

New gas I No. 2 fuel 2 New gas I No. 2 fuel 2

1979 ...................................... 1.95 3.15 1.84 3.00
1980 ...................................... 2.17 3.26 1.90 3.05
1981 ...................................... 2 .40 337 1.96 3.10
1982 ...................................... 2.62 3.48 2.02 3.15
1983 ...................................... 2.85 3.59 2.70 3.46
1984 ...................................... 3.07 3.71 2.85 3.51
1985 ...................................... 3.30 3.82 3.00 3.56

"'New" gus at $1.75 per million Btu in 1978, plus "user ta," as appropriate.
'Assuming ln. 2 at $3 per million Btu in 1979 as pmojected in energy plan.
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ATTACHMENT B

STATEMENT BY CARL E. BAGGE, PRESIDENT, NATIONAL COAL ASSOCIATION, BEFORE THE

SUBCOMMITTEE ON ENERGY PRODUCTION AND SUPPLY OF THE COMMITTEE ON
ENERGY AND NATURAL REsouRCEs, APRiL 5, 1977

Mr. Chairman and members of the subcommittee: My name is Carl E. Bagge. I
am President of the National Coal Association, which represents the major coal
producing and sales companies of the nation as well as many other organizations
concerned with the production, transportation and use of coal. We appreciate the
opportunity to present the coal industry's views on the bills you are considering
today (S. 977, S. 272, and S. 273) which relate to the greater use of coal-instead of
oil and gas-by electric utilities and other major fuel-burning installations.

We strongly support the objective of making greater use of coal in supplying the
Nation's growing energy requirements and reducing our dependence on importeu oil
and dwindling natural gas supplies. However, we strongly oppose the mandatory
approach to greater coal use proposed in the bills you are considering.

Since it may seem strange that the coal industry would oppose a bill which has
the stated purpose of increasing coal use, this statement provides in some detail our
analysis of the matter, the reasons for our position, and our suggestions for an
approach that would achieve the desired objectives-without the disadvantages of
the bills you are considering.

Briefly, Mr. Chairman, I plan to cover six major points in this statement:
First, I plan to discuss three governmental requirements-not recognized or dealt

with in the bills you are considering-which are the principal obstacles to greater
use of coal and thus conflict with your objectives. I am referring to requirements
concerned with air quality, electric rate setting, and pricing of oil and natural gas.
Second, I plan to discuss our principal reasons for opposing the mandatory features
of the bills which, in summary, are that:

(a) The mandatory requirements of the bills would add little, if anything, to the
trends toward coal-and away from oil and natural gas-that are already underway
in the case of new electric generating plants and major fuel-burning installations.

(b) The 3-year old FEA coal conversion program has, itself, not contributed
enough to the movement toward coal to warrant continuation or expansion of a
regulatory approach to force conversion to coal.

(c) Efforts to force conversion of existing facilities may even detract from the
overall objective of substituting coal for oil and gas.

(d) The bills would lead to a new or expanded regulatory program and bureaucra-
cy which is not necessary or desirable.

(e) The mandatory conversion requirements of the bills could easily lead to federal
coal allocation and price controls-steps that have proven counterproductive and
damaging in the case of natural gas and oil, and which could discourage planned
expansion of coal production.

Third, I plan to describe the principal issue in the debate over mandatory conver-
sion-as revealed in our detailed analysis of the subject, and summarize the princi-
pal arguments that have emerged.

Fourth, I will outline and recommend an alternative program which would con-
tribute more to the basic objectives of the bills you are considering but which would
avoid the pitfalls.

Fifth, I will discuss the ability of the coal industry to respond to the expected
increase in demands for coal.

Finally, I will list briefly other existing or potential constraints on coal production
and use which warrant attention-so that the matter of coal conversion can be
considered in its proper context.

I would now like to expand upon each of these topics.

1. GOVERNMENT-IMPOSED OBSTACLES TO COAL USE

First, Mr. Chairman, I believe the Congress has an obligation to recognize and
address the obstacles to the use of coal in lieu of oil and gas that are present in at
least three existing governmental requirements. If these conflicting requirements
are not dealt with, your objectives for coal conversion simply will not be realized,
even with "mandatory" features.

A. Air quality requirements. Undoubtedly, the most important obstacle to greater
coal use are state and federal air quality requirements. Several points warrant
attention:

1. State requirements. Sulfur oxide control requirements imposed by many states
are much tighter than needed to meet national health standards and these require-
ments are preventing the use of coal. Such requirements-which were encouraged
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and approved by the Federal Environmental Protection Agency-were imposed
before their implications, particularly for energy, were understood. Instead of deal-ing with this problem, the bills you are considering merely provide that applicable
environmental requirements must be met.

Thus far, the Federal Government has ducked its real responsibility for helping
states to change requirements which are unnecessary and which, in the publicinterest, should be changed. Instead, the Federal Government-hiding behind a"states rights" cloak-has left to Governors and state goverments the burden-
including the political burden-of trying to adopt less restrictive and moere bal-
anced clean air requirements.

The conflict is further illustrated by the fact that another Committee of theSenate is now considering amendments to the Clean Air Act which would make coal
use even more difficult-without adequately taking into account the energy and
economic impacts.

Meanwhile, utilities and other major fuel users are forced to use natural gas or
expensive foreign oil.

2. Doubts about scrubbers and uncertainties about future clean air requirements.
Federal EPA requirements and enforcement actions have been directed towardforcing electric utilities to install first generation flue gas desulfurization equipment
(scrubbers) on many new and existing plants, at great cost to customers. EPAprovides no assurance that scrubbers will work or that they will be adequate tomeet new requirements and standards that EPA or states might establish in the
future. In the face of these uncertainties, utilities quite understandably have beenreluctant to invest additional sums in coal burning facilities and found it easier to
continue burning natural gas and imported oil in existing plants.

B. Regulatory biases against investment in coal-related equipment and in favor ofhigher cost oil. A second obstacle to greater coal use results from state utility
commission treatment of electric rates. In most states, the full cost of fuel-even if
higher priced than alternatives-can be passed through automatically to customers.
Utilities face quite a different situation when they want to invest in coal-related
equipment. In all but a very few states, costs of construction work in progress fornew facilities are not even eligible for consideration in electric rates. New facilities
must be completed and in use before rate commissions will consider including thesecosts in the rate base. This must be done in an often lengthy hearing which resultsin regulatory delay before rates are adjusted. The utility thus faces a cash flow
problem, out-of-pocket costs and the burden of the borrowing needed for the new
facility.

This different treatment of costs provides a powerful incentive to postpone oravoid capital expenditures-even if customers would benefit from lower total coststhrough the use of lower-priced fuel with the new facility. This problem can be
solved to the benefit of consumers and to our national energy situation if ratecommissions acted more promptly and allowed the utilities to earn a return to coverthe costs of construction work in progress by inclusion in the rate base. While it is anational problem, the Federal Government has traditionally failed to deal with it
because it would be necessary to interfere with states' rights to control utility rates.

C. Controls on oil and natural gas prices. A third governmental obstacle toincreased coal use is the Federal controls which hold oil and natural gas prices toartificially low levels. These controls discourage domestic production of these fuelsand encourage greater dependence on imports. Even more important for this forum,controlled prices have the effect of encouraging the use of oil and gas under utility
and industrial boilers, a wasteful practice which these proposed bills are attempting
to prevent. Allowing prices to reach market levels would aid conservaion efforts and
provide an additional incentive to encourage voluntary conversion to the use of coal.

II. REASONS FOR OPPOSING MANDATORY COAL USE

I would now like to turn to the five principal reasons we have for opposing
mandatory coal use requirements.

A. Mandatory requirements would add little to the trend away from oil and gas.First, it is far from clear that a mandatory requirement would add significantly tothe trend away from gas and oil-fired utility boilers that is already well underway.
Recent data from the National Electric Reliability Council (NERC) show that Texas
utilities will depend upon natural gas for only 15 percent of its electric generation
in 1985-compared to 88 percent in 1975. The share going to coal jumps from 10percent in 1975 to 52 percent in 1985. Our computer analysis of data reported to the
FPC on new steam electric plants planned to come on line over the next ten yearsshows no new gas-fired plants are planned after 1979 and no new oil-fired plants
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after 1982. By contrast, the same data, which are summarized in the table at
Appendix A, show an overhelming commitment to new coal and nuclear plants.

The higher prices for intrastate natural gas and imported oil and the uncertainty
of supplies of these fuels are clearly major factors in utility decisions to select either
coal or nuclear for new facilities. This commitment is particularly important since
new plants are much larger and more efficient and can replace several older and
smaller oil or gas-fired plants.

Less data are available on major fuel-burning installations (MFBI's) in industrial
plants, but a trend has emerged toward new facilities with coal-burning capablity-
according to data recently made available to this Committee from the American
Boiler Manufacturers Association.

B. Accomplishments of the FEA program do not justify its continuation or expan-
sion. Our second reason for opposing a mandatory program is our conclusion that
the FEA coal conversion program-though manned by dedicated and well-inten-
tioned people-has not made a significant contribution to coal conversion. In fact,
no coal is yet being burned as a result of an FE&A Urder. Addit4oal coal im being
burned by plants covered by orders that FEA may someday issue, but that is due to
utility decisions-not to FEA prohibition orders. Pertinent factors about the pro-
gram for converting existing plants are summarized at Appendix B. It is clear from
these facts that:

Based on past experience, the potential for converting utility plants from oil and
gas to coal is very limited. The program is cumbersome, time-consuming and bu-
reaucratic with regulations, hearings, orders, findings, exceptions, and people who
may or may not be well-equipped to make decisions that are in the best interests of
the customers served.

The incremental impact of the program-beyond what utilities would do without
the program-is hard to identify.

The cost to taxpayers is high: $6.7 million in FY 1978 and this will increase if
authority is extended.

A few new baseload plants using coal will contribute more than can be expected
from potential conversions.

C. Efforts to force conversion of existing facilities detract from voluntary use of
coal in new plants. Our third reason for opposing a mandatory program is that such
efforts with respect to existing plants would interfere with actions leading to new
coal-burning facilities and greater voluntary uses of coal. It is clear that planned
new facilities are generally larger and more efficient than the older and smaller
units now being considered for conversion and thus represent a much greater
opportunity to switch from oil and gas to coal use.

In fact, mandatory conversions of existing plants may actually divert capital and
manpower from the planning, justifying, siting and construction of new coal burn-
ing facilities. We should emphasize reduced consumption of oil and gas, not conver-
sion of power plants just for the sake of conversion. We should be concerned with
running new and existing coal-fired plants more and running gas and oil plants less.

D. New or expanded regulatory program and bureaucracy are unnecessary. Our
fourth reason for opposing a mandatory program is the fundamental disadvantages
of the regulatory program that is required and the bureaucracy that would be
needed to carry it out. While the purpose of the approach in S. 977 may be to switch
the burden of proof to utilities and industrial organizations, there would remain a
need for a major regulatory program. This means a long string of regulations,
orders, assessments, impact statements, evaluations and administrative costs; a need
to evaluate the justification for the many exceptions and exemptions provided for in
the bill; the potential for considerable litigation if fuel users, their customers or
others affected by enforcement actions disagree; and a large staff of Federal employ-
ees. We believe all of this can be avoided by an effective and realistic program to
encourage-rather than enforce-switching from oil or gas to coal.

E. Mandatory conversion requirements would lead to Federal coal allocation and
price controls. Our final reason for opposing a mandatory program is the consider-
able likelihood that a mandatory program would lead to exter'ive federal coal
allocation and price controls. The Energy Supply and Environmental Coordination
Act (ESECA), which S. 977 would amend, already has provided the basis for FEA's
assertion that it has allocation and price control authority, and FEA regulations
prescribing the circumstances under which it would become operative have already
been adopted.

We are well aware of the damaging effects of federal allocation and price controls
in the case of oil and natural gas-damaging in terms of distorted markets, reduced
competition, reduced incentive for new production and reduced incentive for new
investments. We can only assume that the adverse effects of regulatory require-
ments would be just as severe for coal as they have been for gas and oil. Further,
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allocation and price controls mean still more Washington-dictated standards, crite-
ria, regulations, exceptions, etc., and a larger and more costly government.

We are not concerned about the ability of the industry to meet demands for
increased coal production-as I will discuss in more detail below. Instead, the road
to allocation and price controls could begin-even with ample supplies-with a few
forced conversions where those ordered to act felt that prices were too high or
supplies not readily available under conditions the user so ordered felt were to his
advantage.

Major coal producers have a vivid recollection of the price controls imposed in the
1971-1973 period which were directly responsible for substantial operating losses by
nearly all major companies. Those price controls also prevented the necessary
expansion of coal production capacity which contributed temporary market distor-
tions during the Arab oil embargo. Such losses cannot help but discourage the
increased investments that the nation is counting on to increase coal production in
the years ahead.

m. SUMMARY OF THE PRINCIPAL ISSUES AND ARGUMENTS ON MANDATORY CONVERSION

At this point, I would like to summarize briefly the areas of agreement, the
remaining issues and the arguments for and against a mandatory program.

A. Areas of agreement. There seems to be general agreement on several majorpoints, specifically:
That it is in the national interest, and generally in the interest of consumers

because of the lower cost of coal, to encourage switching from oil and gas to coal
wherever practicable.

That there are powerful incentives now operating on utilities and industries inthe form of fuel price advantages and threats of interrupted natural gas and oil
supplies-to encouraging switching.

There remain some serious obstacles which are discouraging switching such as
unnecessary air quality requirements, regulatory disincentives, and price controls.

That there is a very strong trend toward using coal in steam electric facilities and
an expanded interest in the case of industrial plants.

B. Remaining issues. The remaining issues are (1) whether the trends will contin-
ue and increase, and (2) whether switching back to oil and gas will be avoided-
unless there is a mandatory federal regulatory program.

C. Arguments against a mandatory program. Briefly, the principal arguments
against a mandatory program are that:

It adds very little, if any, of marginal value to the trends that are already
underway due to existing incentives and voluntary actions.

Experience with the FEA program is unfavorable.
Forced conversion of existing facilities could detract from the objective of greater

coal use.
A mandatory conversion program and bureaucracy are inherently costly to the

taxpayer and counter to the Administration objectives of reducing Government
regulations and red tape.

A mandatory program would lead to allocation and price controls.
D. Arguments for a mandatory program. On the other hand, the principal argu-

ments for a mandatory program appear to be that:
Even more conversions should be occurring than are now planned and a manda-

tory program will help.
A mandatory program is necessary to overcome the obstacles such as regulatorybiases which discourage capital investment.
A mandatory program is needed as a "threat" to encourage conversion to coal andto prevent switching back.

IV. A RECOMMENDED ALTERNATIVE

In view of the coal industry's strong opposition to the mandatory features of the
legislation you are considering, it is only reasonable that you expect our industry to
recommend an alternative. We are fully prepared to recommend such a program
which we believe would be effective and meet the arguments of those who support
mandatory coal conversion programs. Our alternative program has three major
parts:

A. Reducing or overcoming obstacles. To deal with the obstacles to coal conversion
identified earlier, we recommend the following steps:

1. In the case of clean air requirements:
(a) The Congress should refrain from tightening clean air requirements as pro-posed in the amendments now pending before Senate and House Committees, and

provide relief from existing significant deterioration and non-attainment regulations
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promulgated by EPA. The Congress should extend deadlines for meeting presently
unattainable air quality standards, particularly since deadlines have passed and in
many instances are not being met.

(b) The Federal government should override state air quality requirements that
are not necessary to meet national health standards when such requirements are
encouraging use of oil or natural gas instead of coal.

(c) The Federal government should guarantee to those installing available pollu-
tion control equipment to comply with Federal or state standards-and to their
customers who must pay for such equipment-that the equipment will be deemed
acceptable and that no new requirement will be imposed requiring additional expen-
ditures or change in operations for at least ten years or until the investment is
amortized-whichever is sooner.

2. In the case of state regulatory biases which discourage investment in new
facilities, the Congress should place restrictions on Federal aid to states which are
contingent upon actions by state agencies to (a) spund up rain revLsUio, tUaU VU)

allow construction work in progress to be included in the rate base.
3. In the case of price controls, the Congress should act promptly to remove

federal price controls from wellhead prices of new natural gas and phase out the
remaining petroleum price and allocation controls.

4. In general, the Congress should accept the obligation of identifying conflicting
requirements before laws are enacted and find a balance among objectives that is in
the national interest-including tradeoffs among environmental, energy and eco-
nomic objectives. In this connection, we were pleased to learn that President Carter
has stated publicly his recognition that environmental tradeoffs will be necessary to
permit the greater use of coal that he favors. He identified tall stacks as an effective
way of controlling air pollution.

B. Providing incentives and encouragement for voluntary conversion. To supple-
ment existing price and supply incentives-and help overcome obstacles, the Con-
gress should:

1. Provide for more rapid writeoff of expenditures for pollution control and coal
handling and utilization equipment and facilities.

2. Increase to 12 percent the investment tax credit for investments in such
facilities.

3. Provide loan guarantees and direct loans-as proposed in Title III of S. 977-
but the purpose of the loans should be expanded beyond pollution control equipment
to include cost of conversion, including coal handling and utilization equipment.

There is one additional incentive that is being discussed and the Congress un-
doubtedly will consider it: an excise tax on the use of oil or gas in facilities that
could and should be using coal. This would have the effect of offsetting artificially
low oil and gas prices which are due to Federal regulation and controls. It would be
far better public policy merely to remove the price controls, particularly since such
a tax does nothing to encourage production.

C. Assuring continued progress toward conversion. There is a much easier and less
costly way of providing a "threat" that would help encourage progress toward
conversions. This approach would avoid the evils of a regulatory approach. Specifi-
cally, I propose that the Congress:

1. Provide such additional authority as needed, if any, to obtain advance informa-
tion from fuel users on plans for building new fuel burning facilities and on the
type of fuels that will be used.

2. Require FPC or the new Department of Energy to monitor the reports and
notify Congress immediately of any significant trends that appear counter to the
objective of greater coal utilization.

This approach would allow the Congress to investigate and, if then found essen-
tial, enact mandatory requirements.

V. ABILITY TO PROVIDE THE COAL THAT WILL BE NEEDED

One matter that is certain to be of interest when considering steps to increase the
use of coal is the ability of the coal industry to produce the amounts required.
Subject to potential constraints which I will list later, we are confident that our coal
industry can increase production to meet expected demand. We base that conclusion
on several important factors:

A. Coal production has, for years, been demand-limited. In 1976 the coal industry
could have added an estimated 50-60 million tons to the 665 million produced.

B. NCA studies of planned new mines and major expansions completed in August
1976 showed cumulative additions planned by 1986 of more than 500 million tons.
(Study provided for the record.)
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C. A recently completed FPC study (summarized at Appendix C) of new coal
supply for new electric generating plants shows that 85 percent of the 173.9 million
of new tonnage required in 1980 and 68 percent of the 357.7 million of new tonnage
required in 1985 is already under contract.

We are also encouraged that a large share of the required new production is
already covered by transportation contracts, particularly in the West. However, the
picture for rail transportation in the East is less promising and additional action
will be needed by several lines to meet demands.

While we are confident of our ability to produce the coal required, several devel-
opments could add severe constraints on that ability. In addition to the air quality
standards mentioned earlier, these include:

Potentially restrictive federal surface mining requirements which could cut ex-
pected production and prevent mining of reserves that already have been assembled
into logical mining units for production in the years just ahead.

Reinstitution of the moratorium on leasing of Federal coal lands.
New mine health and safety law amendments-which could severely cut produc-

tion with no improvement in safety.
Unreasonable water quality requirements imposed under the 1972 amendments to

the Water Pollution Control Act.
Horizontal divestiture requirements which would take away needed capital and

management talent.
Delays by Federal agencies in completing necessary environmental impact state-

ments.

VI. OTHER ELEMENTS OF A FEDERAL COAL POLICY AND PROGRAM
Finally, in order that you might have the full context for the actions you are

considering today, I would like to list other actions that are needed and warranted
as a part of a realistic Federal coal policy and program. These are:

An increase in Federal funding for coal-related research, development and demon-
stration. Particularly important, funding for the development of new mining tech-
nology should be increased to at least $70 million in fiscal year 1978 (compared to
$57.8 million in 1977)-rather than cut to $55 million as proposed in the President's
1978 budget. Improved mining technology is needed to overcome the productivity
loss the industry has experienced since 1969.

Increased support for the Federal share of costs of improving rail and water
transport facilities needed to move coal.

Right of eminent domain for coal slurry pipelines.
Roll in pricing (rather than incremental pricing) by FPC for gas produced from

coal; and assistance for industry to build commercial scale synthetic fuels plants.
Federal encouragement for new uses of coal, for coal exports, and for mining

research and mining engineer training.
A focus for coal-related activities in the proposed new Department of Energy.
In conclusion, we believe the facts and analyses presented herein lead inescapably

to the conclusion that the mandatory features of the bills you are considering are
not in the public interest.

Thank you for the opportunity to present my statement. I will be pleased to
respond to any questions you might have.
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Appendix A
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Appendix B

FAcTs ABOUT THE FEA PROGRAM TO CONVERT EXISTING ELECTRIc GENERATING
PLANTS BACK TO COAL

Steps in the Process.-Once FEA identifies promising candidates (after considering
plant capacity and condition, coal and transportation availability, economics, etc.),
the following steps are needed for each plant:

FEA issues a Notice of Intent (NOI) to issue an order prohibiting the use of fuel
other than coal.

FEA holds public hearing on proposed order.
FEA issues the Prohibition order (PO).
FEA begins an environmental assessment or environmental impact statement

(EIS) on each order.
EPA, if it so concludes, certifies that the ordered conversion can be accomplished

within air quality requirements & standards.
When FEA's environmental analysis is completed (including hearings for EIS's),

FEA can issue a Notice of Effectiveness (NOE) which defines the date and schedule
for implementing the order.

FEA enforces order-which should lead to burning of coal.
Elapse time.-FEA estimates that a period of 4 to 8 years is required to achieve

forced conversion, depending on many factors including whether orders are chal-
lenged by the utility or others.

Approxi-
Approxi- mate

mate capacity
number (mega-
of units Sites watts)

Potential candidates for conversion back to coal:
Boilers identified as potential candidates ............................. .................. 680 ...... ... 62,600
Rejects-considered too old (built before 1950) or too small (25 MGW

or less) 425 80 21,700
FEA's first round orders . 74............................................ . 74 32 11,232
EPA Conclusions on air quality on Ist round:

Eligible for immediate coal use ............. ............................... 11 ........ 938
Can convert only if additional pollution control equipment installed ........................ 51 . ....... 7,716
No conclusion yet reached .......... .................................. 12 . ....... 2,578

Potential FEA second round (before June 30, 19771 ............................................ 65 35 12,350
Potential future orders, if authority extended (identified as of March 1977) ................. 114 50 17,300

Note: No coal is being burned in reconverted plants because of an FEA order. However, utilities especially those in round one are, by
their own choice, burning additional coal in the plants covered by some PO's:
Tons of coal burned (millions):

1973.9.7
1976.14.2

Coal as percent of total fuel bumed:
1973.33
19 7652

Units involved:
1973.74
1976.

Estimated 1978 funding required for FEA program (millions) .$6.7

Appendix C

NATIONAL COAL ASSOCIATION
Washington, D.C, March 10, 1977.

Memorandum to NCA Members.
From: Carl E. Bagge.

The Federal Power Commission has just completed the most extensive study ever
undertaken by a federal agency on new coal supply for new electric generating
units. The attached study, "Status of Coal Supply Contracts for New Electric Gener-
ating Units, 1976-1985," was done by combining existing data with a phone survey
to all of the power companies planning new coal-fired units. The base year is 1975
and the study covers a ten-year period. The major findings were:
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1. The annual amount of coal required by the new units is 173.9 million tons in
1980 and 357.7 million tons in 1985. (The 1985 figure includes the 1980 amount.)

2. The amount of this coal already under contract is 85 percent in 1980 and 68
percent in 1985. See pages 34-37 for a unit by unit breakdown on the amount of coal
contracted.

3. The average length of contracts signed was (by coal-producing area): Appala-
chia, 20 years; Texas, 35 years; Western, 26 years.

4. The projected breakdown by mode of transport is as follows:

1980 1985
(percent) (percent)

Raiiro ~d ............................................................................................ . ..7.......................... ................. . .65 ...... 61
Barge .................................................. 10 8
Truck and conveyor belt (mine-mouth) ................................................. 25 28

Piplinee 3

5. The percentage of coal with a transportation contract by mode of transport is
as follows:

1980 1985
(percent) (percent)

Railroad ................................................................................................................................................. . . . . . . ................... 57 33

Barge ..................................................................................................................................................... . . . . .................... 66 66
Truck and conveyor belt ........................................................................................................................ . . . . . . ................... 92 78
Pipeline ..................................................................................................................................................................................................

6. The following general points were also indicated by the study:
(a) The further you go into the future, the less coal is under contract.
Nb The average length of transportation contracts is for the duration of the

supply contracts.
(c) 94 percent of the coal to be produced West of the Mississippi is projected to be

used West of the Mississippi.
(d) Contractual agreements for transportation are not always concluded simulta-

(e) nlya rlatvelysmal sareof the total projected rail shipments, particularly
fromApplacia o gegrahicregonsin the eastern United States, is committed to

conrac. he eve o cotratsis also low for rail shipments from the Northern

Great Plains, although not as lwas from Appalachia.
(f) The bulk of the shipments by barge will be from Appalachia, and to a lesser

extent from the Interior Basin, to various regions in the East.
(g) Shipments by truck and belt, reflecting the extent of mine-mouth plant devel-

opments, will take place almost entirely in the West.
(h) Coal deliveries across the Great Lakes to new units in the East North Central

Region will originate in the Northern Great Plains and the fmirt leg of the ship-

ments will be by rail
(i) The pipeline deliveries are projected for proposed coal-slurry shipments from

the Rockies to plants in the Mountain Region (from Utah to Utah and to Nevada).
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Also attached are two tables NCA has constructed based on some of the report's
most pertinent data.

I hope that this information will be helpful to you.

TABLE 1. ORIGIN AND AMOUNT OF COAL UNDER CONTRACT FOR NEW UNITS

Coal, Coal,
percent of percent ofDistrict and State 1980 contract 1985 contract

Appalachia:
1. Pennsylvania............................................................................ 1.3
4. Ohio ................................. 10.5
6. West Virginia ...... .4
8. Kentucky, Virginia, Tennessee, West Virginia. 9.5

13. Alabama, Georgia, Tennessee .................................. 1.7

Appalachia total ........... ....................... 23.4

Interior:
9. Western Kentucky........................................... 8.4

10. Illinois ..................................... 11.7
11. Indiana..................................................................................... 3.2
15. Missouri, Oklahoma ..................................... .4

Interior total...................................................................... 23.7

Western:
15. Texas ...................................... 21.4
16. Colorado ..................................... 3.8
18. New Mexico ......... ............................ 9.1
19. Wyoming ........................................ 55.6
20. U h .....................................U 4.5
21. North Dakota ......... ............................ 8.7
22. Montana................................................................................... 19.3

Western total..................................................................... 122.4

Unknown........................................................................... 4.4

U.S. total ............................. 173.9

100 3.2 41
72 11.9 68

100 .4 0
36 30.1 32
58 6.6 46

58 52.2 43

96 12.0 82
99 15.9 95
100 8.5 66
100 2.2 21

98 38.6 80

91 51.4 76
97 4.3 97

100 18.3 94
90 92.6 78
80 15.8 85

100 18.1 100
83 48.4 53

91 248.9 76

17.8

85 357.7 68



Mode/region

1980:
Railroad.
DdlT .................................................................................
Truck and conveyor belt ......................................................

Total................................................................................

1985:
Oailrnr- $

TABLE 2-PROJECTED DELIVERY MODE OF COAL TO NEW UNITS

[Million tons]

Percent Percent Percent Percent
A a- regional regional regional U.S. of

lacJian total Interior total Western total total total

9.8 41.9 18.5 78.1 81.7 66.7 110.0 64.9
11.6 49.6 3.6 15.2 1.0 0.9 16.2 9.5

2.0 8.5 1.6 6.7 39.7 32.4 43.3 25.6

23.4 100.0 23.7 100.0 122.4 :100.0 169.5 100.0

34.1 65.3 28.2 73.1 145.3 58.4 207.6 61.1
16.0 30.7 6.8 17.6 5.4 2.2 28.2 8.3
2.1 4.0 3.6 9.3 88.4 35.5 94.1 27.7

............................................................................................................................ 9.8 3.9 9.8 2.9

52.2 100.0 38.6 100.0 248.9 1.00.0 339.7 100.0

Barge....
Truck- and conveyor belt......................................................
Pipeline ...............................................................................

Tntil

VA

1-ld ................................................................................
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ATrAcHmENT C
[Prom Forbes, May 1, 1977]

CRUNCH IN THE CARIBBEAN-WHAT HOPE FOR THESE CHILDREN?

(BY JAMES COOK)

At the very moment when the U.S. is moving toward restoring relations withCuba, it is faced with the possible eruption of a half-dozen other Cubas in its ownCaribbean backyard. You can blame two factors: the worldwide reduction in infantmortality that has sent populations soaring; the action of the oil barons of theOrganization of Petroleum Exporting Countries in quadrupling the price of oil. The
former is a slow-growing, simnmering kind of problem. The latter hit with all theimpact of a Caribbean hurricane.

Jamaica's wily, sophisticated prime minister, Michael Manley, likes to use a folkparable to describe the petro-situation. Jamaica, he says, is like the yam farmer whoused to get two pounds of salt fish in exchange for ten pounds of yams. Now he getsonly one pound of fish for the yams. How can a man live on one pound of fish? Sohe borrows to buy the extra pound. Pretty soon no one will lend anything to him. Sohe goes without fish.
In Manley's parable, the yams stand for almost everything Jamaica producesthese days-bauxite, sugar, bananas, tourism. The salt fish stand for just abouteverything Jamaica imports-from cornflakes and drugs to automobiles and tooth-paste. The parallel is exact. Between 1973 and 1976, when the value of Jamaica'simports rose by over $186 million, the value of Jamaica's exports rose by only $152million. As the island nation struggled to keep going, Jamaica's external debt roseby over $260 million.
This economically intolerable situation is pushing most of the Caribbean to theleft-in the direction Cuba has taken. Not because the left offers any easy answers,but because it is the path of least resistance for the ruling politicians. Faced withthis situation, the Carter Administration may have a difficult choice: to give strongfinancial support to these still fairly moderate regimes or leave them to their fates.Manley's parable applies to most of the countries in and around the Caribbeanthese days: The yam-to-fish ratio has changed for the worse and probably perma-nently. This applies to the former Dutch, French and British colonies in the islandsand on the mainland of South America, and to long-independent Haiti and theDominican Republic on the island of Hispaniola. Jamaica lives on bauxite and thetourist business; Barbados and the other small islands on sugar and tourism;Guyana and Surinam on bauxite, sugar and rice; the Dominican Republic on sugar,nickel and coffee; Trinidad on sugar and oil; and poor, beautiful Haiti lives onwhatever it can.
The fundamental problem of the Caribbean-and most other poor countries-isthis: They are largely outside of the world "recycling" process. The U.S., Japan andWestern Europe may lose money to the OPEC nations through higher prices, butthey gain it back in the form of investment or from the higher prices they them-selves charge for the goods they export. But the poor countries have little to sell tothe OPEC nations and little to attract OPEC investment. What they do have tosell-sugar, coffee, bauxite-is subject to wild price fluctuations. Take sugar: Theworld price went from 21 cents a pound to 45 cents in 1974, and now runs around 10cents. The result was, when oil sent import bills soaring, export income failed tokeep pace.
One consequence has been that the Caribbean has imported inflation withoutbeing able to export any of it-as the U.S. has done. Recent wage settlements inJamaica have run to 60 percent and better. One cabinet minister tells with outragehow a 26-year-old engineer, only five years out of college, got a job this winter at$44,000. This way spells runaway inflation.
Meanwhile, to maintain their standard of living-to continue buying salt fish, inManley's words-the Caribbean islands had to overspend their income. The resultwas that capital that might otherwise have gone into development began going intofinancing their mounting trade deficits. The oil crisis, Michael Manley announced,is the greatest challenge the Jamaican people have faced in the 20th century." Andnot just the Jamaican people; that goes for the peoples of the entire developingworld.
The bauxite-producing countries-Jamaica, Guyana, Haiti, the Dominican Repub-lic and Surinam-managed to offset a part of the oil price increase with highertaxes on bauxite. At the same time, the price of sugar-the Caribbean's single mostimportant export commidity-soared to unprecendented levels. But the reprieve was
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only temporary. Bauxite demand slackened, sugar prices collapsed, drought and
storms sent agricultural production reeling, the recession kept even the tourists out
of the sun. By 1975, most of the Caribbean countries were in visible financial
trouble.

Guyana, with a population of 800,000 and a gross domestic product of roughly
$500 million, piled up a massive $100 million balance-of-payments deficit in 1976,
and early this year virtually exhausted the foreign exchange it needed to support its
imports. Jamaica's foreign exchange reserves plunged over $200 million into the
red, and some bankers began to worry that it would default on its external debt, or
at least have to reschedule it.

Even Barbados-one of the most fiscally conservative states in the area-was
forced early this year to turn to the International Monetary Fund for the first time
in history to finance its trade deficit. The smaller islands-Anguilla, Dominica, St.
Kitts-Nevis, Grenada and so on-were even more hard-pressed. Only Haiti, which
imparts practily no oil, and hjUnidad, wa -h 1IVUV I ir L'

thus far immune, and Haiti lives such a marginal existence that economic yard-
sticks are irrelevant.

The world's bankers have boasted again and again of the skill with which the
international banking system recycles the tremendous sums of money that have
flooded into the oil-producing countries after 1973. But the recycling has been
lopsided. The OPEC states in a single year acquired surpluses of over $60 billion,
and the banking system efficiently recycled them-back into the developed world. In
the poorer countries, where the trade deficit soared from $8.5 billion in 1973 to $41
billion in 1976, there were no compensating capital flows. So these poorer countries
had no choice but to borrow-not to develop, but to live.

In response, Jamaica and most of the other countries in the Caribbean have
moved noisily to the left. Educated in Britain's liberal economic tradition, politi-
cians like Manley and Guyana's Prime Minister Forbes Burnham had always fa-
vored socialist rhetoric anyway, but after 1973 they began moving away from
capitalism and the free market system. Jamaica firmly resisted the currency devalu-
ation conventional economics would have dictated to solve its problems. "If you
undertook to do that," says Finance Minister David Coore, "you would foment such
a degree of social unrest that we didn't see that that prescription would work." Says
Guyana's Finance Minister Frank Hope: "A reliance on the free market system
would not only destroy the country, it would put us in a position where people can
in fact rebel."

The movement to the left, then, is less a matter of capitalism's failing than it is of
these countries' devising ways to get people to accept a lower standard of living. In
a free society this is difficult; voters would throw the politicians out. The rhetoric of
socialism, however, permits a government to demand sacrifices in the name of
building a socialist society. In this sense, socialism-not religion-is the opiate of
the people. It offers, not a better life, but a more acceptable means of coercing
people into accepting bitter necessity.

The socialist rhetoric itself is nothing new. What is new is the increasing move
toward a socialist reality in the Caribbean. Even in Trinidad and Barbados-where
last fall's elections put ostensibly moderate governments in power-the result was
to strengthen the leftist leanings of the opposition and could conceivably draw even
the incumbents further to the left. In Surinam and the smaller islands-Grenada,
Dominica and St. Vincent-leftist presence is vocal. In the circumstances, the
seeming paranoia of some recent journalism (for example, Newsweek, Feb. 28, 1977)
in alleging an emerging Marxist-Leninist Cuba-Jamaica-Guyana axis does not seem
entirely unfounded.

In Jamaica, Manley began by nationalizing Jamaica's utilities (bus, telephone,
electric power systems), then turned his attention to other essential industries
(bauxite, cement, banking, radio). Even as Jamaica's economic problems worsened,
Manley began to funnel more and more of Jamaica's resources into social services
(free education, land reform, housing, hospitals, family planning and so on) and
then to impose rigid controls on Jamaica's reeling economy (import controls, ex-
change controls, income taxes that fell heavily on Jamaica's rich and on the middle
class).

To curb Jamaica's rising violence, Manley established the so-called Gun Court
that permitted anyone caught carrying illegal firearms to be sentenced, without a
jury trial, to life imprisonment. More recently, he announced a plan to create a
home guard to supplement Jamaica's police force. Critics are inclined to see these
moves as the first steps toward the imposition of totalitarian controls.

In the end, would it really make much differnece if Jamaica, or the whole
Caribbean for that matter, went communist? In economic terms, the region remains
something of a backwater. Including Cuba, the Caribbean has a population of not
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much more than 20 million spread across a sea, one-third the size of the continental
U.S., that extends from Belize to Surinam,-from Curacao to St. Kitts-Nevis. All told,
the 20 states and territories that make up the region have an annual gross domestic
product of no more than $20 billion five days' GDP for the U.S.

Would a socialist Caribbean come under Soviet domination? Where the Soviets
can win a cheap victory, as in Angola, they will unquestionably do so-but more
Cubas? Cuba now costs the hard-pressed Soviet economy $1 billion a year. Moscow
does not want any more Cubas-witness its abandonment of the Allende regime in
Chile. In any case, as one U.S. diplomat puts it: "The Soviets already have an
outpost in the Caribbean and a few more aren't likely to make much difference."

There are, however, other dangers. One such is that the U.S.' emotional and
economic stake in the islands may lead to pressure for Washington "to do some-
thing" about the dfrift to the left, as it did to its sorrow in Cuba. After all, the U.S.
stake is not insignificant: U.S. exports to the Caribbean come to a good $2 billion a
year; imports to some $5 billion. U.S. firms have invested maybe $4 billion over the
years. Thousands of Americans own property there, and U.S. tourists leave hun-
dreds of millions behind when they visit every year.

What matters far more is that the Caribbean provides the U.S. with 60% of its
bauxite and alumina requirements and so forms the base of the $13-billion U.S.
aluminum industry. Even more important, the giant export refineries maintained
by Texaco in Trinidad, Shell and Exxon in the Netherlands Antilles, and Borco in
the Bahamas, provide a good 12 percent of total U.S. oil imports, and, more impor-
tant, close to 40 percent of our imports of gasoline and fuel oil. So, the temptation
for the U.S. to interfere is going to be strong.

THE WEALTH OF NATIONS?

That these Caribbean countries have severe problems is hardly new. But the oil
crisis raises questions of whether the economies of the emerging countries are really
viable. For 200 years most were colonies of Britain, France and the Netherlands,
and when the colonial period ended after World War II, the mother countries kept
the islands going. They poured in capital they could not afford, absorbed the
immigration they did not want. This is one reason why, as island after island
agitated for independence, they got it without much resistance. And why in the
French outposts-Guadeloupe and Martinique even the Communist Party has op-
posed independence: These countries cannot hope to prosper on their own.

As independent countries, their once-vibrant agricultural economics are stagnant
and inefficient, their tourist economies are unstable and psychologically degrading,
and their industrial economies are too small to achieve significant economies of
scale. Worst of all, they have virtually no control over their economic destiny. They
can survive only through trade with the industrial world; yet the prices they get for
their bauxite and nickel, sugar and rice-like the prices they pay for their im-
ports-are set, not by the dynamics of their own economies, but by those of the
larger economies they serve.

The prospects might be considerably less grim if so much of the population were
not unemployed. Right after the war, DDT insecticides finally wiped out malaria
and yellow fever, and infant mortality dropped sharply. Until then death and
disease had provided a grim but efficient population control. Now the population
boomed. By the early Sixties thousands of young people for whom no jobs could be
found were moving into the labor force every year.

With the highest population density of any country in the Caribbean, Barbados
pointed the way out by subsidizing birth-control programs and encouraging emigra-
tion. The programs have been so successful that Barbados' population has held
stable for some years now. But with Britain and Canada tightening their immigra-
tion policies in recent years, the population pressures are beginning to build again.
"We cannot generate enough job opportunities to take care of the demand," says
Barbados Deputy Prime Minister Bernard St. John.

The Caribbean tolerates levels of unemployment that would bring down govern-
ments in most of the industrial countries. Jamaica's unemployment rate runs
around 27 percent, Trinidad's around 15 percent, the Dominican Republic's and
Barbados' 20 percent, Guyana's close to 15 percent (though official figures put it at 7
percent). Such figures do not even touch on the probably equivalent proportions of
the population that are underemployed. Still, except maybe in Haiti, nobody
starves. The climate is benign, and the extended family pattern of the islands goes a
long way toward spreading around whatever income there is. But the explosive
potential is there and growing. Depending upon the country, 50 percent and more of
the population is likely to be under the age of 25, and close to half of that is likely
to be unemployed.
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The trouble with free societies is that they will not long sit still under such stress.
But what can be done about it? Very little, and so the temptation is strong for
ambitious politicians to hoist the banners of socialism-as an excuse to force people
to accept their lot in the name of a better future that may never come.

Jamaica turned out 17,000 high school graduates last year, and 12,500 are still
unemployed. "These youngsters are literate, articulate and they can't get jobs," says
one Jamaican. "It's an explosive situation." And not just potentially. In the early
Seventies, Trinidad and Curacao were rocked by the rioting unemployed. Read the
newspapers: Most terrorists are not people from the rural poor, but educated people
who have turned against the system.

From the time slavery was abolished in the British Caribbean in 1834, the
educated unemployed have tended to disappear into the civil service. But the
already swollen government bureaucracies can no longer absorb unemployment of
fhiq mnignitude. Jamaica. Trinidad and Guvana. as a result, have launched WPA-
style make-work projects to put some of its unemployed to work-sweeping streets,
cleaning gutters and so on. Such projects defuse the political explosiveness of the
situation, but they are costly and do little to solve the problem. The hard truth is
that the real wealth of a society lies not in its natural resources but in its ability to
employ its people productively. The satellite economies of the underdeveloped world
are unable to generate that kind of wealth.

Even natural resources, as Trinidad and Jamaica have discovered, are a mixed
advantage. They tend to generate foreign exchange, not jobs, and what jobs they do
produce tend to push up wages elsewhere in the economy so that agricultural
production, in particular, tends to become uncompetitive. Jamaica's cost of sugar
production now run at twice the world price. Jamaica's best hope of becoming
competitive, as well as Trinidad's, is to mechanize its sugar production. But modern
agriculture is not labor intensive, and mechanization would throw even greater
numbers of people on the labor market. Barbados mechanized much of its agricul-
ture and in the process reduced its employment by 10,000 workers-workers it had
to absorb elsewhere.

One big employment potential, of course, lies in the growth of the tourist trade,
provided people do not balk at becoming waiters, busboys and chambermaids. The
tourist business, however, is extremely volatile, subject to fads and recessions.
Moreover, in the Caribbean, tourism is less of a source of foreign exchange than it
might seem, since so many goods must be imported to support tourists' needs-from
whiskey and wheat flour to Kleenex and razor blades.

Even worse, leftist politics and capitalist tourists do not always mix."People
follow their leaders very quickly," says one Jamaican. "You start saying things that
are antagonistic to capitalism, and you identify tourists with capitalism, and it
trickles down quickly. People react." In Jamaica, as in We Bahamas, the Virgin
Islands, Bermuda and elsewhere, the reactions have been so antagonistic that
tourists have often preferred to go somewhere else, with the result that over the
past two years Jamaica's tourist trraffic has dropped nearly 20 percent. The hotel
occupancy rate has plunged as low as 18 percent and business has been so bad the
Playboy Resort at Ocho Rios shut down last March.

Because of the relatively low cost of Caribbean labor, light manufacturing-
textiles, electronics assembly, garment manufacture-obviously offered at least a
partial solution to the labor problem and a means of developing much-needed
industrial skills as well. But industries were easier to attract than to hold. "They
came for the tax holiday," is the way one Trinidadian puts it, "and when the
holiday was over, they went somewhere else."

Yet despite the advantage of its location close to the U.S. market, the Caribbean
has never been able to attract manufacturers in the volume that Korea or Taiwan
have. Except in Haiti, labor costs are too high, and the labor unions have all the
disruptive patterns of the British unions that fostered them. Worst of all, the work
ethic has never been at home in the Caribbean. Productivity is low and seems to
decline every year. A Haitian proverb suggests the problem: "If work were worth
anything, the rich would already have grabbed it."

Concedes Jamaica's Finance Minister Coore: "Our trade unions take their pat-
terns of expectations not from a realistic assessment of what the local economy can
produce, but from what they see happening in other countries. The day comes when
productivity is still low, but the cheap labor is gone, and so is the incentive for
investment to come in.

As Coore sees it, and as many people have come to see it in the Caribbean these
days, the solution to the region's problems is not industrialization but agricultural
self-sufficiency and production for the export market. Why, he asks, should the
Caribbean import white potatoes from Idaho when it can grow yams or casabas?
Why should Trinidad and Jamaica import a large part of the food they consume
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when they have plenty of rich and unproductive land that could be developed to
meet their own needs and those of other countries? Jamaica at least has launched
an ambitious land-reform program designed to put additional land into production.
One-fourth of the farmland is owned by only 3,000 people, most of whom do not
utilize it.

Again, however, the basic attitude toward work is a hindrance to agricultural
development; people in the Caribbean have the same disdain for backbending work
as people do in the U.S., but without the U.S.'s wealth to justify it. "From the time
they can understand," one Trinidadian explains, "people tell their children to get
off the land. Get out, from the Day One. Now those kids are 14, 15, 16, and you can
talk till you're blue in the face about going to work on the land, and they say, 'No
way!'" In Trinidad, for instance, agriculture employment is off 25 percent since
1971.

In Jamaica the alternatives to agriculture look a good deaf less promising these
days. Jamaica has already gravely damaged its tourist industry, and it's far from
clear whether that damage can be undone. It may have done even more to damage
its industrial potential. Jamaica's OPEC-style bauxite levy brought in $455 million
in three years, with another $200 million in prospect every year in the years ahead.
"There's noway we'd have attracted that much investment," argues Carlton Davis,
head of Jamaica's Bauxite Institute.

The levy, however, served mainly to offset the higher cost of oil, and as essential
as it may be, it's hardly a productive investment. Bauxite was the capital base on
which Jamaica's boom in the Sixties and Seventies depended, and Jamaica's bauxite
levy makes its bauxite just about the highest-cost commercial bauxite in the world,
too high cost, conceivably, to attract additional investment.

Even worse, because of the Jamaican government's efforts to seize "the command-
ing heights of the economy," investors have come to feel that private capital is no
longer welcome in the country-and that may do Jamaica as much damage as the
$200-million tribute it pays to OPEC every year. If the government is right in
maintaining that 5 percent of the population has controlled 90 percent of Jamaica's
wealth, that 5 percent was about the most productive, skilled and motivated seg-
ment of the population-and they are understandably nervous.

According to one observer, "Jamaica has already lost 50 percent of its managerial
class, and the other 50 percent has one foot out. The business confidence that's
important is local, but an American who comes here finds his Jamaican counter-
parts in the process of emigrating, or sending their money out illegally, or in a state
of panic." And as the capital has gone-Manley claims businessmen have smuggled
out over $300 million-so have the entrepreneurs Jamaica needs to run her ailing
economy. Even those remaining have sometimes hedged their bets. At least one
high official has established a second fortune in Britain.

At this point, Manley seems headed in the same direction Guyana took a few
years earlier, which was toward the creation of a centrally planned and controlled
economy. But in so doing Guyana had certain advantages. It was, for one thing,
much poorer and its expectations were low. Guyana had a virtually inexhaustible
supply of land, and more than half of its population was hard-working East Indian,
so that its dreams of self-sufficiency in food-which it has virtually realized al-
ready-and of becoming a major export producer are realistic. Guyana proceeded to
nationalize much of its private business-not only bauxite, but sugar and trade-but
it did so in an economy where the private sector had never done much more than
trade anyway.

In addition to bauxite, Guyana has other, considerable natural resources: Land,
timber, and, most important, rivers, with an undeveloped hydroelectric power poten-
tial of 7.2 million kilowatts, reputedly the lowest-cost such reserve remaining in the
world. To realize that potential, Guyana has launched an ambitious $1.2-billion
hydroelectric scheme. The 3.1-million-kilowatt project would not only free Guyana
from its dependence on imported energy, and open up its interior to development, it
would provide the power for an aluminum smelter and the industrial base that
Guyana sees as its main hope for the future. In Guyana, there is something to start
with. Most of the other countries are not so fortunate. The question is: Can even
Guyana finance a project whose total cost will run over twice its gross domestic
product? And do so in the context of a socialism that inevitably tends to frighten off
private capital? Probably not.

Even that stronghold of Caribbean conservatism, the Dominican Republic, is
hardly a shining example of private enterprise. Not only does the Dominican
government control over 60 percent of the sugar industry, it also controls even more
than that of the nonagricultural economy, and it is still expanding its position. The
Dominican economy is centrally administered and controlled. The government itself
buys and sells most of the agricultural output of the country. It also exerts rigid
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control over other prices and over wages for the 60,000 sugar workers and 200,000
government employees. It exerts strict control over imports and foreign exchange:
Gulf & Western, the largest private sugar producer, has been unable to repatriate
more than a fraction of its Dominican earnings and so has funneled them into a
string of posh hotels.

Insofar as socialism is not a rhetorical position but a structural one, the Domini-
can Republic may be very nearly as socialist as Guyana. But with this difference:
Like Trinidad, which also controls the bulk of its economy, it has been able to
extend its control over the economy without destroying the spirit of free enterprise
or impairing its access to the outside capital it needs for development.

Standing apart from the economic problems of the rest of the region is Cuba, the
biggest and most powerful state in the Caribbean. Cuba's apparent economic success
stems from its connections with the Soviet Union and the communist bloc, and yet,
for both Guyana and Jamaica, Cuba has come to seem a model of what a developing
Caribbean countrv can hone to accomplish.

Michael Manley reportediy came back from Cuba two years ago "a changed man."
Both Guyana and Jamaica have studied intensively the ways Cuba has sought to
raise the productivity of its people-the workers' brigades, the national service
schemes-and attempted to do likewise. "Cuba has developed the sort of educational
emphasis and direction we need for this country," says Guyana's Minister of State
in the Prime Minister's office, Christopher Nascimento, "the mobilization of people
in a direction relevant to development needs and priorities." Nascimento prefers to
overlook the imprisonments and executions, the stifled press, the exodus of Cuba's
once-productive middle class.

Cuba and Jamaica worked out a technical- and cultural-exchange program two
years ago. So far the Cubans have built a $2.7-million secondary school organized on
Marxist principles, built a series of minidams in the mountains, a 500-unit housing
project, and sent a dozen doctors to Jamaica's western provinces. The Cubans helped
Guyana organize its shrimp industry and provided training to its medical students.
"It's better," says Nascimento, "to have people training in a developing country,
with an environment similar to ours, rather than in a very developed, highly
sophisticated society. They will come back here when they're through."

Never mind that most of the Cuban-built dams failed to hold water-the people of
the Caribbean have gigantic problems and they are in the mood for experimenta-
tion. It is not only on the larger islands that the Cuban myth has taken hold. There
are the so-called Associated States-a scattering of 500,000 people on six main
islands with 1,000 square miles of land. Dominica, St. Lucia and St. Kitts-Nevis are
likely to become independent this year, Antigua and St. Vincent soon after. "You've
got a vacuum coming up as the British depart," says one observer, "and that
provides an opportunity to any country that feels that its ideology is the wave of the
future. Maybe the Cubans aren't expansive, but they're attempting to project their
image, their ideology and their way of looking at things beyond their shores, and
there aren't very many countries like that left in the world."

The U.S. now seems likely to follow the rest of the Caribbean in establishing
diplomatic relations with Cuba, and that itself points a lesson for U.S. policy. It is
unlikely that Cuba would ever have achieved the influence and prestige it now has
if the U.S. had not provided the shield of isolation behind which Cuba could work
out her problems. The Caribbean drift to the left is less a matter of ideology than of
political expediency.

To put it bluntly, the small island nations of the Caribbean are in for a rough
time, and the U.S., as their immediate neighbor, will feel some of the backlash-in
streams of emigres and refugees, in lost property rights and, not least perhaps, in
abuse: "Yankee Go Home," "Down With Coca-Cola Imperialism." If the basic prob-
lem is the birthdate and if the immediate problem is the punishing price of oil-
storks and shieks-U.S. "fat-cat" capitalism remains the most convenient scapegoat.
We may not like much of what may happen in the Caribbean over the next few
years, but we are powerless to do very much about it. What we cannot change, we
might as well learn to understand and accept.

ArrACHMENT D

A STIMULATIVE ENERGY PoIucY-A PROPOSAL FOR ECONOMIC "LINKAGE"e

(By Paul A. London)

Most measures which could be included in the April 20 Carter Energy Package to
reduce energy use and increase and diversify energy production must raise consum-

'To the New England Congressional Caucus, March 28, 1977.
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er energy costs either directly or indirectly. This is the political dilemma of energy
policy.

What many people do not understand is that even mandatory conservation mea-
sures raise consumer prices indirectly usually by forcing some energy consumers to
give up a cheap fuel and to use an expensive one. One or two mandatory measures
like auto mileage standards work without raising consumer costs appreciably, but
analogous mandatory conservation standards for homes, businesses and industry
which use 80 percent of U.S. energy are much more difficult.

Moreover, development of renewable fuels can not be made mandatory. If consum-
ers are not willing to pay more for renewable energy because fossil fuel prices are
held down, taxpayers will have to subsidize renewable energy development.

The consumer cost impact of President Carter's energy policy will be the central
political question after April 20, as cost-impact has been the issue for at least 25
years in relation to the Oil Import Quota program and natural gas regulation.
Compromise, I believe lies in "economic linkage": That is higher energy costs to
promote change in our economy should be linked to a commitment from the Admin-
istration not only to rebate tax and cost increases associated with higher taxes and
prices, but to propose a larger stimulus package over and above rebates with this
'excess" stimulus also keyed to conservation and energy development.

In my view, mechanisms for returning energy taxes and spending power to
consumers can do more than limit the economic "damage" of higher taxes and
prices. Done right, an energy-linked stimulus program can be strongly reformist in
a social and economic sense. If a popular stimulus program can be linked to iess
popular aspects of the energy package, it should be possible to get support from
unions whose principal concern is jobs, and from consumer groups, environmental-
ists, and all who prefer economic change and growth to static defensive efforts to
prevent energy price changes and taxes.

Briefly, taking three broad categories of energy usage, transportation, utilities
and industry, and household-commercial, let me suggest what a reformist and
stimulative program in the energy area might include:
Transportation

1. Gradually increase the gasoline tax with 100 percent of the income from the
tax going immediately to reduce the workers' share of the highly regressive social
security-medicare payroll tax. (The Social Security Advisory Committee has recom-
mended one-third general revenue financing for many years.)

2. Social security benefits should be raised to reflect a calculation of the costs of a
higher gasoline tax on the elderly. (This is net stimulus since 100 percent of the tax
is being rebated to tax-paying workers.)

3. The Federal government should set a goal for U.S. small car production which
will be stimulative, e.g. 13 million cars per year vs. 11 million at present. Workers
in large car divisions could then expect to get jobs in the expanding small car
plants.

Direct policies to encourage early scrapping of older gas guzzlers could be expect-
ed to put money in the pockets of poor people who run these cars. (Net stimulus.)

American companies and workers would need protection against increased im-
ports during the changeover period.

4. Tighter mandatory mileage standards and a high registration tax on new gas
guzzlers would complement the above policies.
Industry and utilities

1. The stick of higher industrial fuel taxes should be linked to stimulation to
make a faster changeover in capital plant and more jobs.

A gradually escalating fossil fuel BTU tax on utilities and industry (probably with
a lower tax on coal BTUs and a higher one on natural gas) should be considered.
The tax could be rebated dollar for dollar (or perhaps slightly more generously) as a
percentage cut in the corporate income tax. For example, if the industrial BTU tax
m its second year raised $5 billion the corporate income tax rate could be moved down
to "give back" $5 billion.

Thus industries using few BTUs would get a tax cut and industries using a lot of
BTUs would face a gradual tax increase. Prices of low energy products could be
expected to fall and prices of high energy products could be expected to rise giving
the consumer exactly the signal he should be getting.

2. Faster tax write-offs for older energy-using machinery and/or special write-offs
for new energy-saving machinery could supplement the BTU tax program. (This
would be another net addition to stimulus.)
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3. An RFC or similar agency might be developed to make generous loans to
industries buying energy saving equipment. (The Japanese government often makes
low-cost loans available to industries which it is forcing to modernize.)

4. As in the case of autos, a balanced system of import protection would have to
be considered to protect U.S. industries against foreign industries with untaxed
energy unless other arrangements could be worked out internationally.

5. A detailed Treasury-CEA-Commerce-Labor analysis of industrial BTU tax alter-
natives should center on the job-creating aspects of the program, and on the rela-
tionship of such a program to longer-term corporate tax reform. The bottom line
should be an insistence that no program which does not create more jobs is accept-
able.
Household-commercial sector

This is the easiest area politically. While ther are strong objections to cost-raising
energy taxes, opposition to tax credits, low-cost loans, and even grants to ho-
meowners is less strong. The willingness to subsidize even well-off household con-
sumers underscores the point made earlier about the consumer-cost issue being the
central problem of energy policy.

1. Household-commercial conservation is a marketing problem because the eco-
nomic incentive for insulation, retrofit and even solar conversion often exists al-
ready. Major merchandisers like Sears, Montgomery Ward, etc., and small contrac-
tors, fuel dealers, etc., need to be motivated to increase their efforts in this area.

The question is what sort of incentives will spur a door-to-door effort. Leaving
home insulation and conservation to utilities risks leaving oil heated homes (about
35-40 percent of U.S. homes) outside of any program.

2. Imaginative credit mechanisms might spur a greater door-to-door effort. A tax
credit of $200 or even $400 will leave most homeowners with $1000 to $3000 to
finance. Home improvement loans are available but they are not easy to get, and
most home heating dealers do not finance homeowner retrofitting because they are
too small to carry the loans themselves. One or several acceptance corporations
might be created to allow small businesses to finance homeowners' conservation
investments and then lay-off their paper with the acceptance corporations.
Summary

In my view, a strong energy conservation and renewable resources development
policy can not be sold politically if it is not linked with a strong stimulative
program which goes beyond merely maintaining purchasing power.

At the same time, a stimulus program is not possible if energy constraints on
faster growth are not dealt with. Those who want stimulus have every interest in
linking it to energy reform, just as those who want energy reform will need to link
progress here to a growth policy.

ATTACHMENT E

STATEMENT OF INDEPENDENT OIL MEN'S ASSOCIATION OF NEW ENGLAND, BEFORE
SENATOR EDWARD KENNEDY'S INQUIRY ON PRESIDENT'S ENERGY MESSAGE, MAY 13,
1977

First, like many Americans, we feel that President Carter's energy message was
and is important since it focuses on a most serious national problem. As gasoline
jobbers remembering the problems created during embargo and other problems
associated with federal control of prices and allocation from that time to this, we
welcome action to insure adequate gasoline supplies for New England consumers.

Unlike the electric utility which has the option of using oil, coal, gas, or uranium
or the heating industry which may eventually deal in solar heat as a supplement,
there is no known practical substitute for fueling the family car with gasoline. In
this respect the transportation sector of fuel use has special problems.

Turning to the President's energy program, we support conservation measures.
Improved mileage for cars, retention of the 55 m.p.h. speed limit, penalties and
premiums for car size are all practical moves.

We also endorse increasing strategic reserves to 90 days, but like' Senator Kenne-
dy feel that this reserve must be dispersed geographically for security reasons as
well as insuring each region can quickly respond to natural disaster, embargos, etc.
We endorse expanded offshore leasing with proper safeguards and utility switches to
coal.

It appears to us that increasing federal gasoline taxes to discourage use is ill-
advisable. And if Uncle Sam uses this tax device, the states will likely feel it is their
patriotic duty to follow suit and the public will suffer. Further, much driving is
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essential and no one has yet proved that a tax will reduce demand. Doubling the
price of gasoline has not reduced demand so far! And, a 50 cent gasoline tax would
cost New Englander's $2,690,332,000 a year.'

Petroleum prices will predictably rise with or without controls as a result of
OPEC activity. It's a poor time to be adding a tax to the gasoline user whose costs
have already doubled in recent years and will predictably increase further. We
doubt the tax will accomplish the objective for which it's designed-lowering
demand.

We would rather see energy prices rise to world levels through smooth transition
making it more profitable to discover more domestic gas and oil. We would agree
energy producers could keep such profits so long as they reinvested in production in
the United States, its waters and possessions. We feel that the largest flaw in the
President's program is that it ignores improving production in the next 25 year
period. We feel that conservation alone will not solve the problem df creating
adequate supply of gasoline. We need conservation and production incentive.

In time we feel coal will help enormously. Not only can coal fuel many utilities,
but it can produce gas for pipelines and liquid fuels including gasoline. There should
be greater incentive provided and a crash program to put through the Congress
research and tax incentives to solve land reclamation and air abatement problems
associated with coal production and use.

Government studies and those of private research groups have consistently
proven that opportunity to save wasted energy is greatest in the electrical power
generation sector. Almost two-thirds of the energy going into production of electric
power fail to be available for our use. The latest issue of Fortune magazine suggests
that new utilities should cease to waste our valuable energy by siting industry next
to the utility plant to use steam which is now lost to cooling towers or heating up
our streams or the ocean. The opportunity to reduce this, our largest segment of
waste, has not been addressed. We feel this need to conserve needs to be mandated
in order to make basic energy more readily available in New England.

Finally, we feel federal assistance in recycling programs should be expanded. We
have the technology to recycle tires, glass, aluminum, paper and glass. Not only
would we save energy by reprocessing since it takes less energy to recycle than
produce the original product, but we save other resources as well. That trash which
we all produce and that portion of trash which is not recyclable is mostly burnable.
These burnables can create energy which will save valuable petroleum products to
heat our homes and power our vehicles.

We hope these suggestions are useful and we pledge our support to aid in conser-
vation measures. We have faith that with reasonable American sacrifice, effort to
increase and expand versus production of energy sources and newer technology can
give us a growing economy and a secure nation. But each element is essential if we
are to avoid shortages and serious national economic troubles.

* See Exhibit 1.

4
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EXHBIT 1

1976 gasoline (gallons)

Massachusetts ...................................................... 2,313,488,000
Connecticut ...................................................................................................... 1,351,553,000
Rhode Island ..................................................... 536,015,000
Vermont........................................................................................................... 240,270,000
Maine................................................................................................................ 536,015,000
New Hampshire ..................................................... 403,324,000

Total...................................................................................................... 5,380,665,000
x $.50

Total...................................................................................................... $2,690,332,500

1975 estimated auto registrations

Massachusetts ........................................................ 2,787,000
Connecticut............................................................................................................ 1,870,000
Rhode Island ........................................................ 510,000
Vermont................................................................................................................. 235,000
Maine...................................................................................................................... 520,000
New Hampshire ........................................................ 418,000

Total........................................................................................................... 6,340,000

2,690,332,500 + 6,340,000 = $424 per car.
Source: NPN factbook.
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Senator KENNEDY. Mr. Nichols, would you like to go ahead now.

STATEMENT OF GUY NICHOLS, PRESIDENT, NEW ENGLAND
ELECTRIC SYSTEMS

Mr. NICHOLS. Thank you. In the interest of meeting the 7-minute
time schedule, I will forego my prepared statement as prepared
and just talk my way briefly through a number of charts. The first
chart just lists the specific goals of the energy package as prepared
and delivered to Congress a week ago this past Wednesday, and I
do want to say I think the administration has done a tremendous
job in a 100 days time to develop such a complex energy package,
and while we may have lots of criticisms about bits and pieces, I

think this 100-day accomplishment has really been amazing. I will
not go through these goals in detail because the Administrator
already touched on them. The principal one is the goal that basic
energy demand growth, will be down under 2 percent by 1985.

Senator KENNEDY. Do you find that you are in the ballpark with
the administration's projections on growth and the New England
situation.

Mr. NICHOLS. I think these are major challenges. I think it is
going to be very difficult to get down to under a 2-percent basic
energy growth rate, and still achieve a viable economy. I share Mr.
Buckley's concern about the soft analysis as far as economic impact
and impact on inflation. Those analyses have been changing rapid-
ly over the past 2 or 3 months and we have all read as each new
study is made what the new numbers are. So I share concern over
the numbers, but I am just listing here the targets and saying that
this package does address these targets.

To achieve these targets, the administration has come up with a
series of program elements. Three of these elements are addressed
in the legislative package. They are: Conservation, expanded use of
coal, and the development of renewable resources. I just want to
touch on two of them at the moment. As far as conservation is
concerned, we strongly support this effort. We think this is abso-
lutely essential. We are pleased as a utility that we were the first
in the northeast to be recognized by the FEA and EPA for our
efforts in that area.

Certainly we believe in the expanded use of coal, particularly for
some of the existing coal plants here in New England. I want to
emphasize here that obviously there is a lot of difference in cost
estimates as regard the impact of coal conversion. There are just
three points I want to make on that.

No. 1, we strongly support the use of coal in a number of our
existing units. We know we can do this and we know we can do it
cleanly and we know that we can save our customers money if we
are allowed to do it as we have proposed. The basic disagreement
in this area comes entirely as regards the additional equipment
that may have to be installed and the specific types of coal that we
may have to burn to meet whatever the then standards may be,
and it is in this area that our numbers tend to disagree with
FEA's.

Under current legislation when and if a utility is ordered to burn
coal and after it has gone through the three-step FEA process, it is
very much like writing a blank check, signing your consumers'
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name to it and handing it to the Environmental Protection Agency
and they get to fill in the amount by dictating the type of coal you
have to use and the type of equipment you have to install.

How much of a swing can we get between doing it the way we
suggest and doing it the way others may suggest?

Let's go back to the 18 months we burned coal immediately
following the OPEC crisis. We burned 90,000 tons of coal a month.
We saved our customers, our 1 million customers, $1 million a
month during that entire 18-month period. However, if we go to
the other extreme, if we install everything anybody might ask us to
install--

Senator KENNEDY. Did you keep records on health and air qual-
ity during that time?

Mr. NICHOLS. Absolutely, and I am pleased to report that we
never exceeded 40 percent of the Federal standards for S02. These
are the primary standards or the so-called health standards. We
had truly an enviable record, but if we have to go to the extreme
we could easily-rather than save our customers $1 million a
month-cost them $11 million a month. And these numbers have
been documented and have been submitted.

I think there are a couple of other areas you would like to have
me get to. As regards nuclear, we are very pleased that the energy
package, as proposed, does place increasing reliance, as Mr. Buck-
ley suggested, on light water reacters. These are the work horses
that have done such a tremendous job here in New England and
we are very pleased to see this effort.

Let me run on to a few charts as regards what is going to happen
with oil. Before getting to it, though, let me say that this next
chart is one person's analysis-mine-of the basic tools that the
administration is proposing to use to accomplish its objectives.

As far as oil and natural gas, my analysis suggests they plan to
control prices down to producers; they plan to raise consumer
prices to the OPEC level with some exceptions; they plan to tax
away the difference and rebate some of the tax-and I want to
come back to how much they are going to rebate because it is
already spelled out in the proposed legislation. There will be spe-
cial additional taxes for utilities and industry. Inefficient users will
be penalized and there will be a reward for efficient users. And
then we have other programs that aren't aimed directly at oil and
natural gas, in the area of insulation, energy efficient changes,
conversion and so forth.

These are the tools that one analysis suggests are being used.
Now let's go on to crude oil. Here is something we are very much
involved in because we are major oil users and in addition we have
an oil and gas exploration company that is involved in this. At the
present time we basically have three kinds of oil, as far as the
producers are concerned, and these are-old oil, which is controlled
at an average of about $5.25; what up until now has been consid-
ered new oil, which will be called the upper tier oil, which is priced
on an average of around $11; and we have stripper oil which is not
controlled and sells at the average free market kind of price and it
currently gets over $13.

Under the legislation as filed, what is going to happen to these
prices? Well, lower tier or old, old oil will be allowed to escalate at
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the U.S. inflation rate, and for purposes of this chart I have as-
sumed a 7.5 percent world inflation rate. They both may be wrong,
but for purposes of display I thought this might be helpful.

We are going to have also a new kind of oil, a new, new oil which
is the oil discovered after April 20, which is shown by the yellow
line. How is that going to be priced? It starts off being priced as
upper tier oil. It will be allowed to escalate up until January 1,
1980, at which time it will be equal to today's free market crude
price escalated at the U.S. inflation rate, so.it is not escalated at
7½2 percent. From there on it will escalate at the U.S. inflation
rate.

We are going to have a new kiud uof oil caliled teiriary oil and itL

will be priced as strip oil is priced, basically uncontrolled, and
therefore this increase in price at the 7.5 percent assumed Free
World inflation rate.

These are the prices that you as producers would be paid for the
oil you take out of the ground, but how much are the users of oil,
the refiners, going to pay?

Now we get to the taxes. These are the taxes that go into what I
call the crude oil equalization pot.

If you are buying old oil, this lower tier oil-starting January 1,
1978, if you pass the proposed legislation-the price you would pay
would go up $3.50. Starting January 1, 1979, the price would go up
an additional amount to the then upper tier price. Those are taxes
paid directly to the Federal Government. As of January 1, 1980, all
three of these lower bands would be taxed on up to the free world
market price for crude oil, which is basically in today's world the
OPEC controlled price. The difference between these dotted lines
and these lower lines are the dollars that would flow into the tax
treasury, and all of these dollars go into what I call the crude oil
equalization pot.

Now let's see what the impact would be on gasoline, because I
find this is the one people are most interested in. There is a little
kicker here that a lot of people haven't recognized as yet, and this
is the crude oil equalization kicker on the price of gasoline. Most of
us have been reading about the 0.05 to 0.50 cent optional gas tax
that we will incur if we don't meet the targets that have been set
for gasoline consumption.

Let's start at the bottom with the dotted blue line. This is the
average price that your local gas station charges to us, the consum-
ers. Here in Massachusetts, it is about 61 cents; 12½/2 cents of that
at the present time, the green band, represents State and Federal
taxes. So actually your retailer is getting about 48Y2 cents at the
present time that he has to pay all of his bills with, including
buying the gas and whatever profit he makes.

What is going to happen price-wise under the present plan? This
48½/2 cents will escalate, we assume, at the U.S. inflation rate out
until January 1, 1978, at which time you see the first of the impact
of the crude oil equalization program. It comes on and will escalate
as shown by this brown area, the impact of the crude oil equaliza-
tion taxes on gasoline prices.

In addition, starting in 1979, we will be subject to the 0.05 to 0.50
steps if we don't meet the target consumption as outlined.
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Let me go on to distillate fuel oil. The utilities use distillate
along with everybody else. Distillate fuel oil is now selling locally
at the wholesale rack for about 37 cents a gallon-retail prices in
New England are averaging somewhere around 44 cents a gallon.
What will probably happen to its price? According to our analy-
sis-this is one group's analysis, and another group might come up
slightly different. The important thing will not be Mr. O'Leary's
analysis or my analysis, but what actually gets passed and what
the then bureaucracy enforces and the courts enforce.

Let's see what we think would happen now. Distillate would go
from its current rack price of 37 cents up at the U.S. inflation rate
and then we would have the impact of the crude equalization
program for everybody except the home heating customers. I will
come back to that one in a minute.

Utilities, the red line, will be hit with $1.50 per barrel tax above
and beyond the impact crude oil equalization, industries by this
point in time would be paying a $3 tax which they get to in a series
of steps.

I mentioned that the homeowners will not be charged the impact
of the crude oil equalization taxes. Why not? Because those taxes
will flow directly down the pipeline as one of our previous speakers
mentioned, up until you get to the home heating dealers. He will
not be allowed under this legislation to charge the home heating
user the amount that includes the tax. He will have to pay it to his
supplier and have to turn around to the Federal Government and
say, "I didn't pass along this amount of tax. Please rebate those
dollars to me now."

John Buckley, I can only say you are faced with a cash flow
problem and I am sure you recognize it fully.

Let's now talk about what is going to happen to the crude oil
equalization pot in total. Three things are going to be deduced from
the crude oil equalization pot, according to our interpretation of
the current legislation.

One, the crude oil equalization impact on home heating oil cus-
tomers rebated to home heating oil suppliers will come directly out
of the crude oil equalization tax pot.

Two, the Federal Government will not get as much in Federal
tax revenues from individuals and businesses because of the in-
creased taxes called for all through this program, and the legisla-
tion requires the U.S. Treasury will be reimbursed out of this crude
oil equalization pot by an amount equivalent to what they will lose
by tax deductions resulting from the program.

Three, the cost of administering the program. That also comes
out. How much that is going to be, I don't know. I would like to
express my complete agreement with Mr. Buckley's analysis that
this is a tremendously complex program, that it is going to take a
huge bureaucracy to implement and it is going to be expensive.

Finally, in conclusion, I agree once again with some of the previ-
ous speakers that commented on the lack of a balancing trade off
between the environment, energy and economy. I really think the
legislative package that has gone up to the Hill does a good job as
regards addressing the questions of energy demand and really does
a good job as regards addressing the questions of environment, if
you believe in an absolutely pristine approach to the environment,
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which maybe we want to believe in as a country. I won't comment
on that. However, Congress has truly been left with the dirty end
of the stick. You are faced with making the economic trade-offs,
and it is not going to be an easy job.

I will be glad to answer any questions. I didn't quite make my 7
minutes, but I think I made it in 9.

Thank you, Senator.
[The prepared statement of Mr. Nichols follows:]

PREPARED STATEMENT OF Guy NIcHoLs

I recognize that we are here this morning to discuss a proposed energy package
that involves higher energy costs for New England, but first I would like, on behalf
of our one-million consumers, to express my great appreciation for your leadership
in attaining for the consumers of New England a share of "old oil entitlements" for
imported oil. This new plan that you and Senator Brooke working together were
able to get implemented has already saved New England energy users nearly 90
million dollars and is continuing to save at the rate of about 7 million dollars per
month.

Now, for the Administration's proposed energy program-I strongly support the
basic efforts to conserve energy and use it more efficiently, to use more coal-to rely
more heavily on light water nuclear reactors-the wonderful workhorses that are
doing such a good job here in New England-and, finally, I support the concept of
pricing energy at or closer to its true market cost.

Increased use of coal is a real possibility here in New England. On behalf of my
own company I would like to emphasize just three points in this regard:

1. We want to burn coal.
2. We can burn coal in many of our existing generating units, and we can burn it

cleanly-our experience in 1974 and 1975 proves this-we burned roughly 90,000
tons per month, saved our customers one-million dollars per month, and never
exceeded the Federal primary ambient air standards for sulfur dioxide-in fact, we
never got above 40 percent of these standards. We are not now burning coal because
despite this excellent record, the administration of the present regulations, by EPA,
will not allow us to burn coal without great added costs to our customers.

3. This brings me to my third point. We do not want our customers to bear any
needless expense while we are burning coal-yet we have recently been ordered to
burn coal, and under the present law this is like writing and signing a blank check
and letting the EPA fill in the amount. They can dictate the type of coal we have to
use and all the added equipment we have to install-rather than our customers
saving one-million dollars a month burning coal-They could easily be incurring
extra costs of more than 11 million dollars per month.

Turning to another aspect of the proposed energy package, that which impacts oil.
I have with me a few charts that show the maximum dollars that will be allowed to
the suppliers of petroleum products as compared with the prices that will be paid by
different classes of customers-it is obvious that we will need a huge bureaucracy to
implement this approach.

Because New England is predominantly reliant on oil, let's start with domestic
crude oil-explain Chart 1 and Chart 1A. Next gasoline-Chart 2 (+2A)-Distillate
3 (+3A)-Resid 4-and Natural Gas 5 (+5A).

Finally, in regard to the overall energy program, you might like to consider it in
the light of the three questions raised in the recent issue of the Economist.

1. Is the target the right one?
2. Will the proposed means reach the desired end?
3. Are there undesirable side effects?
First, is the target the right one? I think the answer here is iffy-yes and no.

Reducing energy waste and increasing the efficiency of energy use are obviously
good. On the other hand, this program which is primarily aimed at depressing
demand, does nothing to adequately stimulate production.

Second, will the proposed means reach the desired end? I believe the answer is-
probably not. This is a British approach. The still upper lip, we can do without it's
approach. This may be okay for the English, but it's not consistent with the
American style. Here we tend to be optimistic, to believe that we can do anything-
we are conditioned to believe in upward mobility and an increasing flow of material
benefits. I doubt that most of our people will be happy in adopting the lifestyle
changes incorporated in this program. I believe the great majority wants and looks
forward to a higher material standard of living.
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Third, are there undesirable side effects? I believe the answer here is yes, despite
the statements regarding increased jobs and little or no impact on our economy or
the rate of inflation.

The energy industries now spend nearly 40 percent of the total business capital
investment in the nation. Drop the energy growth rate in half and there is bound to
be a very definite negative impact on the economy.

We also are asking this nation's industry to go on a strict energy diet. Other
countries, West Germany, France, Japan, for example, are pushing ahead with
emphasis on energy production including the breeder reactor. Their industries may
well have a distinct energy cost advantage in tomorrow's world.

Wednesday's New York Times suggests that organized labor is beginning to
question this energy program-and well they might. If, after eliminating waste and
inefficiency, U.S. industry is to use less energy per unit of output, then the labor
input must increase if GNP is to stand still or increase. Our past history of wage
increases has been based on increasing productivity brought about by improving
technology and increasing energy input per unit of product. With less energy
available, three results may occur:

(A) Labor can work harder or longer and possibly improve its lot, or
(B) Labor continues as is and our true standard of living declines.
Or
(C) We have a technological miracle that permits energy inputs to decline, labor

inputs to stay level or decline and output to increase. A much desired but most
unlikely miracle.

I realize the Administration's proposals leave Congress with the dirty end of the
stick. You have the unenviable task of trying to balance the demands of the
environment, economy and energy.

The proposed legislation is, unfortunately, rather like a collection of bones that
needs to be tied together into a cohesive skeleton and then fleshed out. This job
must be done by Congress or, heaven forbid, the job might be left to bureaucracy.

In conclusion, our System Companies are dedicated to meeting the basic elements
of this program and do it in such a way that will minimize the economic impact on
our customers.

Senator KENNEDY. Your statement is excellent and very informa-
tive. What is your reaction looking at it from the utility point of
view? I think you have answered a bit of that in the earlier
statements, and illustrations.

Mr. NICHOLS. From the utility point of view I really think that
probably our job will be a little easier with the lower energy
growth rate that the administration envisions, if it does develop.
Because during a period of inflation the faster we grow, the faster
we have to build new and expensive plants, the higher the average
cost of energy that must be charged to our customers, the more we
have to go for rate increases, the more difficult it is to get those
rate increases because during periods of inflation the regulatory
agencies are under great pressure from the consumer groups to
hold down cost. We think with the slower growth rate envisioned
by the administration, that we will have an easier job of balancing
all of the interests we have to look to, and these are both consum-
ers and investors as well.

However, that is a rather selfish comment, solely from the utility
viewpoint because I am really not sure that our overall economy
can adjust rapidly to a less than 2-percent basic energy growth
rate, and I am very much concerned about what is going to happen
as regards our position as compared with other industrialized coun-
tries. West Germany, France, and Japan are pushing forward,
pushing forward hard on energy developments, that may put them
in a better competitive position 10, 15 years out than we will be,
because this program, if it has a general overall weakness, and I
think of perhaps two-one is the overall thought that a high
degree of Federal regulation will improve the situation as com-
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pared to what I think John Buckley would suggest, as greater
reliance on a free marketplace. That's obviously one problem. The
other problem is, the program does a great job providing the car-
rots and sticks to insure that energy consumption will be limited,
but I think an inadequate job, and I am sure this can be improved,
but an inadequate current job with regards to improving the incen-
tives to drive up production.

Senator KENNEDY. From a utility point of view, how do you view
New England versus other parts of the country?

Mr. NICHoLs. As regards this program-I tend to agree with Mr.
O'Leary that we will tend to become more competitive in the
future, not hbeicau nf onal hberause unfortunately to the extent we
have to use coal in New England, we will continue to be at the end
of the pipeline and our only hope-to move us more competitively
vis-a-vis the rest of the Nation, lies in nuclear light water reactors,
and that has already started to move us in that direction and I
support Mr. O'Leary's comments in this area.

Senator KENNEDY. I suppose the growth of utility costs in other
parts of the country ought to help us to some extent, too. How do
you view that?

Mr. NICHOLS. Yes, they will come up closer to our costs.
Senator KENNEDY. And if the figures are consistent in either

your analysis or O'Leary's, you see the differential being reduced
by as much as a half?

Mr. NICHOLS. I think that is possible only if we push forward
very quickly and logically on light water reactors. I think that is
the only real route that will accomplish it for New England be-
cause of our transportation disadvantages regarding coal.

One comment on coal transportation. The bulk of the utility coal
will come into New England, I hope, by sea. To the extent we are
relying on railroads we are relying on the Norfolk & Western and
the other railroads down in Kentucky, West Virginia areas.

Representative HECKLER. If I may say, Mr. Chairman, I hope Mr.
Nichols will consider having some of the docking in Fall River
Harbor. I mean it seriously.

Senator KENNEDY. I think it will be useful for Mr. Nichols and
the others to plug in on this study of the costs of movement of
these alternatives.

Would that be all right, Mr. O'Leary? Could you work out some-
thing?

Mr. O'LEARY. I was going to suggest that Mr. Nichols might want
to come down and spend a little time with us. That's an excellent
analysis and I am sure there is a lot more behind it.

Senator KENNEDY. Thank you.
Mr. Syron.

STATEMENT OF RICHARD F. SYRON, ASSISTANT VICE PRESI-
DENT AND ECONOMIST, FEDERAL RESERVE BANK OF
BOSTON
Mr. SYRON. I will be very brief because I know we have a severe

time problem. I must begin by saying that my comments are strict-
ly personal and do not necessarily reflect the official position of the
Federal Reserve System. They reflect my own research on the New
England economy.
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My comments will deal entirely with the potential impact of the
proposed energy program on New England's competitive position
for industry. Overall I would agree with most of what has been
said. The President's program will in general provide a more equi-
table treatment of manufacturing energy costs in New England
compared with the rest of the country. There are a few individual
technical points in the program, though, that should be discussed,and I will try to get to those right away.

As you know, the 1975 recession was particularly severe in New
England. Our employment level dropped about twice as much as
the rest of the country and we are recovering substantially more
slowly. An even more disturbing factor is that the recovery is
particularly slow in the more populous and heavily industrial
southern New England States and the reason for that in no small
part is what has happened to our energy prices. To put this in
perspective, at the end of the Second World War, energy cost per
Btu in manufacturing in New England was twice as much as the
rest of the Nation. Some adaptation took place and by 1971 our
energy cost was about 50 percent more, which reflected more or
less our transportation disadvantage. But now again our energy
cost has risen to about twice that of the rest of the country.

Work we have done indicates that even for energy nonintensive
high technology industries which we talk about as the salvation of
this part of the country in manufacturing-even in these industries
this energy cost disadvantage is equal to about 10 percent of profits
and that is significant over time.

Of course, as you know, the main reason for our disadvantage is
that we rely very heavily on petroleum. It provides more than 60
percent of our manufacturing fuel-and gas only about 14 per-
cent-the reverse of the situation in the rest of the country. The
only way that New England's energy cost disadvantage can be
minimized is by having a more sensible oil and gas pricing policy. I
think the President's proposal to bring that about is the most
important single principle that could be implemented to put New
England in a more favorable competitive position.

I do think there are two questions that have to be asked about
the mechanism to which the principle will be applied. One question
has to do with a point that Mr. Buckley and Mr. Nichols both
raised on the gas-oil equalization tax for industry. As I understand
it-and I don't claim that I know all the particulars in the detail
Mr. O'Leary does-under the proposed energy tax program, new
natural gas will be set at a wellhead price of $1.75. This is less
than the Btu equalization price that would result under complete
deregulation of new natural gas. In order to diminish the resulting
difference in oil and gas costs to industrial users, a tax is going to
be placed on industrial users of natural gas to bring them up to the
Btu equivalency price of distillate oul. Now at this point in the
analysis, the cost for using distillate oil in New England or using
natural gas in another part of the country, would be identical.
However, on top of the other oil taxes that we have talked about at
the wellhead-major users of distillate oil will also have an addi-
tional $3 tax which won't be taken into consideration in setting the
gas equalization price. Thus it would appear that this additional
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tax will perpetuate a long-term advantage of using natural gas
over distillate oil for major industrial users.

There must be a reason why this has been set up as it has, but it
is an issue that needs to be raised and answered-why the equal-
ization doesn't occur after the tax rather than before it.

The other point I have to raise goes along with what Mr. Nichols
had to say. I think a great deal of attention needs to be paid to the
economic feasibility of widespread conversion to coal for industrial
use in New England. Once fuels are priced at their true replace-
ment cost-and that is the whole theme of the President's energy
program-it seems to me that different regions of the country
should use whatevewr fuil snlrce is cheapest for thenr ""h.s won't be
the same for all regions of the country because of different trans-
portation costs. The reason we use oil is because it is relatively
cheap to transport per Btu, and we are at the end of the pipeline.
Thus I am concerned about the feasibility of oil conversion to coal
from oil in New England.

There is another point that has to do with this issue. Manufac-
turing installations in New England use less than half as many
Btu's per empoyee as in the Nation as a whole. We also have a
slightly smaller size average employee unit here as compared to
the rest of the Nation. If you use coal and want to meet environ-
mental standards, you have to use expensive capital equipment to
make the coal clean after it is burned. Because our units are
smaller and use fewer Btu's, capital cost involved in burning coal
will have to be spread over a smaller base. This makes me quite
skeptical about the economic feasibility of widespread coal conver-
sion for industrial use in New England. It may well be that coal
will be the best fuel to use for some applications in New England,
but I just think that we don't know quite enough about it yet to
commit ourselves to that course.

In summary, I think the President's program will help produce
more equitable energy prices in New England as well as solve the
national energy crisis, and those are two objectives that everyone
interested in New England should favor. I just think there are a
few technical points that we have to be very careful of, to make
sure that we don't perpetuate New England's long-term disadvan-
tage in energy prices rather than help to diminish it. Thank you.

Senator KENNEDY. Thank you, Mr. Syron.
[The prepared statement of Mr. Syron follows:]

PREPARED STATEMENT OF RICHARD F. SYRON

My name is Richard F. Syron. I am an assistant vice president and economist at
the Federal Reserve Bank of Boston. I appreciate the opportunity to testify before
this subcommittee concerning the potential impact of the President's energy pro-
gram on New England. I must stress that the views that I am expressing are strictly
my own and do not necessarily reflect the official position of the Federal Reserve
Bank of Boston or of the Federal Reserve System.

The Federal Reserve Bank of Boston follows developments in the New England
economy quite closely and while we are not energy experts we have done some
research in the last few years on energy developments and their effect on the New
England economy. Accordingly my comments will deal with the potential impact of
the proposed energy program on New England's competitive position for industry.
Because the linkage between energy and economic development is so strong New
England has a particular interest in assuring whatever energy program is ultimate-
ly adopted does not further diminish the region's relative economic position. The
information presently available indicates that President Carter's energy program
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would help bring about more equitable treatment of New England's energy needs
and address many issues which have been ignored for too long. There are a few
questions which need to be answered however.

The 1975 recession was particularly severe in New England and there is evidence
to suggest that the region is not recovering as fully as most of the nation. During
the 1975 recession employment declined by 3.0 percent nationally and by 4.8 percent
in New England. Since the bottom of the recession employment has increased by 5.7
percent nationally and there are substantially more Americans working now than
bore the recession. In New England, however, employment has increased by only
4.1 percent and the region has still not reached its prerecession employment level.
In general the northern New England states have performed somewhat better than
the more populous and heavily industrialized southern New England states.

One factor contributing to New England's relatively poor economic performance
in the last few years is a worsening in the region's energy cost disadvantage. New
England has very few indigenous energy resources and is far from most energy
sources. As a result, high energy costs have been a traditional regional problem.
However, there is some indication that our energy cost disadvantage had diminished
somewhat before the imposition of the Arab oil embargo. Immediately following
World War II manufacturing energy in New England cost twice as much per Btu as
elsewhere. By 1971 this disadvantage had diminished to the point where the region's
manufacturers paid only about 50 percent more per Btu than their competitors
elsewhere. However this favorable trend has been reversed and according to the
latest available data New England manufacturers are paying 85 percent more per
Btu for manufacturing energy than their counterparts in the rest of the United
States.

New England firms have adapted to their high energy costs by producing less
energy intensive products and by adopting more fuel frugal techniques. As a result
of this adaptation, manufacturing in New England uses about one-half as many
Btu's per employee as nationally. However this does not mean that energy costs are
still not an important factor to New England manufacturers. Some research we
have done suggests that the differential in energy costs between New England and
the rest of the United States can have an important influence on profits even in
energy non-intensive industries. For example, we estimated that in 1974 energy
costs were equivalent to about 2 percent of sales for nonelectrical machinery produc-
ers in New England compared to about 1 percent in the rest of the United States. A
cost differential between New England and the rest of the United States equivalent
to less than 1 percent of sales wouldn't seem all that important until you consider
that profits before taxes average about 8 percent of sales in this industry. Thus the
differential in energy costs alone between New England and the rest of the United
States even in the energy non-intensive nonelectrical machinery industry is equiv-
alent to about 10 percent of profits. New England's energy cost disadvantage is even
more pronounced in more energy intensive industries such as textiles and paper.

The principal reason for the adverse turn in New England's energy terms of trade
in the last few years is the difference in the mix of fuels used in New England and
the rest of the United States. In the rest of the United States natural gas accounts
directly for about 57 percent of all manufacturing energy, in New England that
share is about 14 percent. New England manufacturers rely on petroleum products
directly for almost 60 percent of their energy use whereas in the rest of the country
the figure is about 22 percent. New England manufacturers also get a substantially
greater share of their total energy from electricity than do their counterparts
elsewhere and our utilities in turn rely heavily on fuel oil, particularly imported
residual. In the period following the Arab oil embargo, oil prices set in world
markets by the OPEC nations increased much faster than natural gas prices set by
the Federal Power Commission.

New England's energy cost disadvantage can never be entirely eliminated; howev-
er, it can be greatly mitigated by more sensible fuel pricing policies. In advocating
the elimination of the difference in cost per Btu of oil and natural gas President
Carter has proposed the single most important step that can be taken to bring New
England's energy costs into closer alignment with the rest of the nation. The
principle of Btu equalization should be endorsed by all of those interested in this
region's welfare. However, I do think there are some questions which have to be
asked about the mechanism through which this principle will be applied.

Under the proposed energy program new natural gas will have a wellhead cost of
$1.75 per MCF. This is somewhat less that the oil equivalency price which would
result if new gas were completely deregulated. To diminish the difference in oil and
gas costs to industrial users a tax would be imposed to bring gas costs up to a target
level. In 1985 this target level would be the Btu equivalent of distillate oil. Thus the
objective of the tax is to eliminate any cost advantage of natural gas over oil for
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industrial users. However, by 1985 oil users would also be paying a $3.00 per barrel
tax. Since the target cost for gas is oil equivalency before the oil tax the effect of the
two programs together would perpetuate a cost advantage of gas over oil. This
approach would seem to institutionalize New England's energy cost disadvantage
and encourage further use of natural gas. If the objective of the program is to make
industries pay the same for gas and oil consideration should be given to equalizing
their after tax cost.

I also think that a great deal of attention needs to be paid to the economic
feasibility of widespread coal conversion in New England. Once fuels are priced at
their true replacement cost different regions should use whatever energy source is
most economical for them. Because of differences in transportation costs all areas of
the country will not find the same fuel mix optimal. The primary reason New
England relies so heavily on oil is that we are distant from most energy sources and
oil is relatively cheap to transport. The feasibility of coal conversion in New Eng-
land as compared to other regions of the United States will depend a great deal on
relative transportation costs. Given the expensive equipment required to burn coal
and still meet environmental standards I am also concerned about the desirability
of requiring new manufacturing facilities in New England to burn coal. Most New
England manufacturers use relatively little energy and thus would have a small
base over which to spread the heavy capital cost of coal. It may well be that coal
will be the best fuel to use for some applications in New England, however, I don't
think we know enough to make that decision yet.

The overall effect of President Carter's energy program will be to move us toward
solving the national energy issues while at the same time reducing regional inequi-
ties in energy prices. Both of these objectives should be favored by those interested
in New England's welfare. However, the program is very complex and careful
attention must be paid to insure that individual aspects are consistent with its
overall objectives.

Senator KENNEDY. How would you suggest we incorporate the $3
tax into the Btu base?

Mr. SYRON. I think there are two points involved. One is, when
you are setting gas prices for industry-what is the proper target?
Is the target distillate oil or residual oil equivalency? A lot of the
research that has been done indicates that if gas were deregulated,
its price would tend to rise toward distillate. If that is the case
what you should do is add the $3 tax into the Btu base when you
are figuring out how much oil costs per Btu, and then figure out
what the gas cost should be per Btu. That would translate to about
a 50 cent addition per MCF of gas.

Senator KENNEDY. Mr. O'Leary, do you understand what Mr.
Syron is saying here?

Mr. O'LEARY. Yes, I sure do. I think it is something we ought to
take a look at. I think he has made a point that is important. The
other side of the coin, of course, is that the thing we want to do is
to get people off of oil, and there is now a very strong tendency to
go to oil-to shift from gas and go to oil-and we want to dampen
that tendency to the extent that we can through price mechanisms.
So there are two points here that have to be borne in mind and I
am sure the analysts will recognize the validity of both. They are
in conflict and we will have to find some way of reconciling them.

Mr. SYRON. That's right. This region's longer term problem is not
that we are converting from gas to oil-we have always had the
oil--

Senator KENNEDY. Maybe there is some way or mechanism of
using a formula by which, if users have used it in the past, there
would be some variation.

Mr. BUCKLEY. Senator, if I might -another way, Dick, to do it
would be not to put the $3 tax on oil and leave the gas system the
way it is. Because if you put the $3 tax on oil and also put it on
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gas, then you end up with every industrial user of oil and gas at $3
above the OPEC price and you severely impede the competitive
posture of American industry to be able to export to the world
market because they are bearing a higher energy cost than any
other industrial country.

Mr. O'LEARY. Senator, one of the things we have to bear in mind
is the balancing function the industrial use of gas is going to
perform in a market that is dominated by residentials. The residen-
tial load factor is very uneven. You run at 100 percent in the
winter and you run at zero on a hot summer day, and you have to
keep some buffering in there over and above the amount of gas
that can go into storage. That is another implicit reason behind
this differential that ought to be recognized when you come to a
result. It isn't simply a matter of getting equality, because really
we are dealing with quite different market balances.

Mr. NICHOLS. Senator, if I may for just a moment-we have been
talking about a lot of taxes that are going to raise energy prices in
New England and elsewhere, and I would be remiss if on behalf of
the over 1 million customers we serve, I didn't publicly express
appreciation for the leadership that you gave us, and Senator
Brooke, and Congresswoman Heckler, gave us in gaining a share of
old oil entitlements for the residual fuel oil coming into New
England. This has already saved New England consumers nearly
$90 million. It is currently saving at about the rate of $7 million a
month, and I just wanted to say thank you for that effort to get our
prices down. We appreciate it.

Senator KENNEDY. Let me just say, we got our message from you
people and we got the response from Mr. O'Leary and the adminis-
tration, in a very, very positive way which, at least to me has been
enormously reassuring about the sensitivity of our particular prob-
lems.

I think particularly this point, which is enormously complex in
terms of balancing, our region's interests, traditional use, national
interest and concern about increased growth of oil vis-a-vis our
international competitive status. I hope you people will work close-
ly with Mr. O'Leary and his shop and give us some alternatives
which might help to achieve their objectives the alternatives
should meet some of our national objectives, but also should be fair
and equitable to us and relate to the broader question of interna-
tional trade, which is also a national question.

Representative HECKLER. Senator, if I might say, I think that all
of those are components, but I am also concerned about the small
business impact and it seems to me after listening to Mr. Nichols
that the utilities, if you are representative of everyone else in the
field, are perhaps the best prepared in this whole society to face
the kinds of things that you are dealing with today because you
have already started to assess the cost benefit ratio, your alterna-
tives, and you already have a notice of intent on some of your
plants, and so forth.

But for the industrial users-Mr. O'Leary, I am comforted by
your earlier expression that you intend to try to avoid shock ther-
apy. I can only visualize deep shock and trauma in industries in
my district who would be forced almost overnight to either pay an
excrutiating tax or convert, without having the potential of a
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viable fuel available. Obviously you must be thinking of other
alternatives in terms of this, because really this is an absurdity to
tax people because they are not converting at a time when they
have no other source.

Mr. O'LEARY. That is why the taxes lag. It doesn't come in as a
bucket of cold water. It comes in by the drop.

Representative HECKLER. But there are so many businesses that
are so marginal and staying in Massachusetts really because of
family ties and old associations, we are struggling to keep our
industrial base. It is a fragile economy that we are dealing with
here. I hope that you will take into account what the impact in
terms of costs would be on business decisions-simDlV close shop,
go.south, or retire. These things can impact very negatively for us.

Mr. BUCKLEY. If I could just add, Mr. O'Leary, I think the con-
gresswoman is absolutely right. You are lagging until 1979, but you
have to know that coal is not going to be able to carry this burden
until the year 2000 even on the most optimistic assumptions. It is
certainly not going to touch New England, apart from some utili-
ties that already have coal burning facilities, by 1985.

Mr. O'LEARY. I disagree with that. I think you could make very,
very substantial conversions by 1985.

Mr. BUCKLEY. Where are you going to get the coal? It is already
committed.

Mr. O'LEARY. My friend, you provide the market. I'll provide the
coal.

Mr. BUCKLEY. Well, the Federal Power Commission doesn't agree
with you.

Mr. O'LEARY. The Federal Power Commission doesn't know any-
thing about the subject.

Mr. BUCKLEY. They made a plant-by-plant survey nationwide of
utility contracts for coal, which showed 365 million tons of the 400
million the President wants, already committed under 25-year con-
tracts on average. That doesn't leave you much coal.

Mr. O'LEARY. Those contracts, Senator, are suggestive and really
if we could get our game together, there is no reason why we
shouldn't have ample coal to meet any of these requirements over
this period of time.

Senator KENNEDY. I am glad we flagged this area because this is
where some work will have to be done.

Representative HECKLER. Mr. O'Leary, is there an interrelation-
ship between your agency and the Federal Power Commission?

Mr. O'LEARY. I made that comment as being the Chief of one of
the Bureaus-one of the two bureaus of the Federal Power Com-
mission for 2 years. They are very good on gas, very good on
electric, but they tend to read reports when it comes to coal.
They've got one fellow over there that knows anything about coal.
He is very good; but institutionally, what we are getting here is a
reporting system that asked the utilities, "What are your plans?"
The utility writes back, "Our plan is for 365 million tons." Next
year we will find a 30-million ton slip in that, so as we have found
historically it is a very, very weak statistical base.

Senator KENNEDY. OK. I want to thank you very much. We have
a final panel to hear from, but first we will take a short recess.

[A short recess was taken.]
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Senator KENNEDY. We will now hear from a panel on nuclear
and alternative energy sources. Mindy Lubber, Massachusetts
Public Interest Research Group, and Harvey Halpern, of the Clam-
shell Alliance. Welcome.

STATEMENT OF MINDY LUBBER, STAFF RESEARCHER,
MASSACHUSETTS PUBLIC INTEREST RESEARCH GROUP

Ms. LUBBER. I would like to thank Senator Kennedy for inviting
us here to make our views known to you. My name is Mindy
Lubber. I am a staff researcher for the Massachusetts Public Inter-
est Research Group, a State-wide Ralph Nader inspired, environ-
mental, and consumer protection group. I am testifying here today
on behalf of the Massachusetts PIRG as well as Friends of the
Earth.

I would like to pay high compliments and praise to President
Carter for most of the central concepts outlined in his energy plan,
a program I feel was designed to offset our ever apparent energy
crisis, by rewarding consumers with tax breaks, credits, and re-
bates. Further, I would like to very much applaud the President's
attempts to develop alternative energies, such as the Sun. He ex-
pressed and I qoute, "The use of nonconventional sources of energy
must be vigorously expanded."

Massachusetts and New England particularly are in need of the
development of these alternative energy sources. Massachusetts
consumers spend $1.4 billion per year for fuel to heat their homes
and buildings and their water. That is 35 percent, or almost twice
the Nation's average of total energy consumption in this State.

I would like to look at the application of Carter's 10th principle,
what it would mean to New England and Massachusetts and would
like to address five points.

The first point I would like to address is the tax credit, minor
modifications I think we might need, and the entire provision.
President Carter's plan for a residential tax credit could aid the
Northeast by stimulating solar industries and providing an incen-
tive for consumers to install current solar technology. I would like
to stress the importance of the tax credit being implemented now,
today, or as soon as possible. What we are finding, I think, is a
decline in the solar industry. The solar industry has come to a
small depression. People are waiting for tax credits. I think it is
important that this declining retroactive tax credit be recognized
and be implemented to turn around that slow-down in the solar
industry.

Two specifics of the residential tax credit I would like to address
will need modification, and I suggest that, Senator Kennedy, your
subcommittee try to look into these further and I will give you
what we feel is important.

First this tax credit might not be adequate for retrofitting of
homes since existing homes have disadvantages over new homes
for adapting to solar energy. Our State, here in Massachusetts, and
other States in New England, have an adequate housing stock so
we need to proliferate the solar industry by bringing solar to the
older houses. There is little hope for too much housing that will be
new to this area. Therefore we must concentrate on the benefits of
the retrofitting of our older homes. There is no standard course for
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retrofitting. I don't believe there have been any studies into look-
ing into how much greater the cost is to retrofit an older home.
Therefore to insure the proliferation of the solar industry in New
England we must give some special consideration to those existing
homes that lack the capability to acquire less expensive solar heat-
ing systems integrated into the construction and design. I ask
Senator Kennedy and the subcommittee to be aware of this and
possibly pursue it, if they feel the same way we do.

The second modification needed, relative to the residential tax
credit, is the definition of residential building. Referring to Presi-
dent Carter's utility programs definition, the term residential
building is defined to mean anv building developed fnr rPeidPntial
occupancy which contains no more than two dwelling units. Most
other housing legislation defines residential as one to four dwelling
units. This point I believe is especially significant in New England
and Massachusetts particularly since we have a large number of
three family, owner-occupied dwellings, which obviously would not
be covered under these residential guidelines. Again I ask the
subcommittee to further study that, but I believe that is the case.

Speaking to the second point important to the application of the
Carter's 10th principle, the legislation lacks specific provision for
three essential programs. One, consumer education; two, training
for technicians and plumbers; three, citizen participation.

Consumer education must be a priority with nationwide efforts
made by the Federal Government through the media to familiarize
the public with solar energy systems. We have recently completed
a solar energy study addressing the public opinion of those resi-
dents of Massachusetts and what they feel about solar energy. Our
findings were that there are incredible misconceptions throughout
the State as to what people feel about solar energy. The average
group of residents don't feel that it is possible for New England.
They are not about to buy a solar system when they don't under-
stand that it is a reality here and it is possible in our State.

I believe that a consumer education program, and it should be a
priority for the immediate future, to begin the proliferation of our
solar industry must be put forth now through the media to famil-
iarize the public with those solar energy systems. This could aid
the Northeast by creating an awareness amongst the population of
the nature, benefits, and limitations of this energy source.

To go on further, I feel that President Carter must establish a
mechanism to encourage citizen participation in the energy policy
process.

To turn to the next application point, establishing standards and
certifications. The legislation describing President Carter's pack-
age, describes solar energy systems and asks that they be in confor-
mity with such criteria and standards as shall be prescribed by the
Secretary in consultation with the administration of the Federal
Energy Administration. I would like to ask that the standards be
set up now, to restrain those solar charlatans who according to the
Wall Street Journal in an article of last week or the week before,
are already preying on the unaware consumers. These regulations
can help stimulate a reliable solar industry within the region by
development of appropriate standards and certification.



112

The fourth point I would like to make is State laws. I believe
President Carter urged the States to enforce State property taxes
and solar right laws. Most Northeastern States have begun to deal
with these problems. Yet, as usual, the legislative wheels are slow
to turn. Early solution could aid the increased use of solar energy
throughout the region. Therefore we urge the President to speak
out on these two matters with vigor and frequency.

Finally, we ask that this legislation provide adequate funding for
development of solar energy. If the consumer is to have access to
lower cost solar equipment, the Federal Government must allocate
adequate money to solar research and development. Research must
be done on solar applications which are specifically tailored to the
unique conditions of New England.

This five point platform supplementing and amplifying the Presi-
dent's stated commitments can make a substantial difference in
turning the country away from the scarce fossil fuels and nuclear
power and for its clean renewable sources. With the President's
consistent and determined leadership and the Congress' commit-
ment to an orderly, comprehensive adequately funded solar pro-
gram, we can harness the Sun's limitless energy potential safely,
productively, and economically, not 3 decades hence, but almost
immediately, and make the light of day save us from an energy
crisis that we can no longer wish away. Thank you.

Senator KENNEDY. Thank you.
[The prepared statement of Ms. Lubber follows:]

PREPARED STATEMENT OF MINDY LUBBER

My name is Mindy Lubber. I'm a staff researcher for the Massachusetts Public
Interest Research Group (Mass. PIRG), a statewide, Nader-inspired environmental
and consumer protection group. I am testifying today on behalf of Mass. PIRG and
Friends of the Earth, a nationwide environmental lobbying group with sister organi-
zations in eleven foreign countries. We appreciate this opportunity to make our
views known to you.

High compliments and praise are deserved for most of the central concepts
outlined in President Carter's Energy Plan, a program designed to offset our ever
apparent energy crises by rewarding with tax breaks, credits and rebates those
people who conserve energy and who move toward alternative energy systems.
Further, we applaud the President's attempts to develop alternative energies, such
as the sun, as expressed in his 10th principle, and I quote: "that the use of
nonconventional sources of energy must be vigorously expanded. Relatively clean
and inexhaustive sources of energy are a hopeful prospect as supplements to con-
ventional energy resources in this century, and as major sources of energy in the
next. Many of these sources permit decentralized production, and thus provide
alternatives to large, central systems. Traditional forecasts of energy use assume
that nonconventional resources, such as solar and geothermal energy, will play only
a minor role in the energy future. Unless positive and creative actions are taken by
Government and the private sector, these forecasts will become self-fulfilling proph-
esies".

Massachusetts and New England are particularly in need of the development of
alternative, nonconventional energy resources. Massachusetts consumers spend $1.4
billion per year for fuel to heat their homes, their buildings and their water. Thirty-
five percent (or almost twice the nation's average) of the total energy consumption
in this state is for space heating. Therefore it is particularly essential that the state
actively explore alternatives to fossil fuels and ascertain the economic and technical
feasibility of these alternatives.

Let us look at what the application of Carter's tenth principle would mean to New
England, and I would like to address five points:

Emphasis on and minor modification of the residential tax credit provision.
A program for training plumbers and technicians and programs for consumer

education and participation.
Establishing standards and certification.
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A stronger statement urging state laws.
Emphasis on adequate funding for research.
President Carter's plan would provide a residential tax credit which would aid the

Northeast by stimulating local solar industry and providing an incentive for con-
sumers to install current solar technology. The use of solar energy as a source of
residential water heating and space conditioning is estimated as nearly competitive
with other sources because of New England's climate and high energy costs.

The importance of this declining retroactive tax credit must be recognized to turn
around the temporary slowdown in the solar industry. Immediate legislation is
needed for homeowners awaiting tax credits from the federal government.

Two specifics of the residential tax credit, however, will need modification if the
credit is to benefit the metropolitan areas of New England.

First, this tax credit might be inadequate for retrofitting existing homes, since
existing homes have disadvantages over new homes for adapting to solar energy use.
With adequate housiing stock in New England, there is little hope for too much new
housing, therefore we must concentrate on the benefits of retrofitting older homes.
There is no standard cost for retrofitting, but the costs are often higher than a new
system might be expected to cost. Therefore to insure the proliferation of the solar
industry in New England, we must give special considerations to those existing
homes that lack the capability to acquire less expensive solar heating systems
integrated into construction and design.

The second modification needed relative to the residential tax credit is the defini-
tion of "residential building". Referring to President Carter's utility program's
definitions, the term "residential building" is defined to mean any building devel-
oped for residential occupancy . . . which contains no more than two dwelling units.
Most other housing legislation defines residential as one to four dwelling units. This
point is especially significant for New England since we have a large number of
three family owner occupied dwellings which would not be covered under the
residential guidelines.

Speaking to the second point important to the application of Carter's tenth
principle, the legislation lacks provision for three essential programs: consumer
education, citizen participation, and training for technicians and plumbers. Consum-
er education must be a priority, with nationwide efforts made by the federal
government through the media to familiarize the public with solar energy systems.
This could aid the Northeast by creating an awareness amongst the population of
the nature, benefits and limitations of this energy source.

Further, this legislation has no specific program for the training of technicians
and plumbers who will be expected to install solar systems. This gap could be filled
by working either with the HVAC (the Heating, Ventilating and Air Conditioning
Industry) to set up a training program, or with the Energy Extension Service, a
federally funded informational program which funds the states to develop informa-
tion and training for various energy projects such as those in the solar energy
program. If the energy extension service is not given the mandate to do this, we
suggest something else be set up that will serve this function.

The third needed program is to establish a mechanism to encourage citizen
participation in the energy policy making process.

Now to turn to the next application point-establishing standards and certifica-
tion-the legislation describes solar energy systems and asks that they be in confor-
mity with such criteria and standards as shall be prescribed by the secretary in
consultation with the administration of the Federal Energy Administration. We ask
that standards and certification be drawn up with all due speed to restrain those
solar charlatans, who according to the Wall Strreet Journal are already preying on
the unaware consumer. These regulations could help stimulate a reliable solar
industry within the region by development of appropriate standards and certifica-
tion and training mechanisms.

The fourth point-state laws-is one that needs stronger statement. Carter's
energy program urges states to enact laws providing solar property tax exemptions
(which Massachusetts already has), and clarifying solar access rights. Most North-
eastern states have begun to deal with these problems. Yet, as usual, the legislative
wheels are slow to turn. Early solution could aid the increased use of solar energy
throughout the region, therefore we urge the President to speak out on these two
matters with vigor and frequencey.

And finally, this legislation must provide adequate funding for developing solar
energy. If the consumer is to have access to low cost solar equipment, the federal
government must allocate adequate money to solar research and development. The
solar budget must be larger if we want President Carter's proposition #10 to see the
light of day. The small increase in the allocation for solar energy this year ($183.1
million to $249 million) is not enough to nurture this industry's successful develop-
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ment. New England must be considered as the prime area for the Solar Research
Subsidiary facility presently being considered. Research must be done on solar
applications which are specifically tailored to the unique conditions of New Eng-
land. Greater concentration of effort should be given to reducing costs since cost
reduction is a major requirement for expanded solar use.

Our five-point platform supplementing and amplifying the President's stated com-
mitments can make a substantial difference in turning the country away from
scarce fossil fuels and nuclear power and toward clean, renewable sources. With the
President's consistent and determined leadership, and the Congress's commitment
to an orderly, comprehensive, adequately funded solar program, we can harness the
sun's limitless energy potential safely, productively, and economically not three
decades hence, but almost immediately. May the light of day save us from an
energy crisis that we can no longer wish away.

Senator KENNEDY. Now, Mr. Halpern.

STATEMENT OF HARVEY HALPERN, BOSTON CLAMSHELL,
CLAMSHELL ALLIANCE

Mr. HALPERN. Thank you, Senator. As you know, I am with the
Boston Clamshell, a member of the Clamshell Alliance. On April 30
over 1,800 of us, 1,800 citizens of New England, followed the path of
their conscience as they nonviolently occupied the site of the pro-
posed Seabrook Nuclear Plant. Knowing full well that our actions
could result in the loss of our freedom and a possible criminal
record, we nevertheless put our bodies in the way of a nuclear
plant. Why?

Why should 1,800 of us feel this strongly? We look at the facts of
nuclear energy and we get a very clear answer why.

Utility companies would like the public to think that the danger
of nuclear plants starts and stops at the gates of the plantsite. On
the contrary, nuclear powerplants are only one step in the nuclear
fuel cycle and many of the greatest dangers occur along the way.

First uranium must be mined. This operation has increased lung
cancer rates in certain miners up to 2,400 percent, depending on
the cumulative exposure. It must then be transported to a milling
site. It must be milled. Then this uranium is transported again. It
is transported to enrichment sites. Enrichment is an incredibly
energy intensive operation. There is one enrichment plant in Ohio
that uses 10 percent of Ohio's energy.

Then we have uranium oxide being transported again. This time
to a fuel fabrication plant. It is inserted into fuel rods and trans-
ported again. This time to the powerplant. They then remove the
used fuel rods, insert the new ones, and then they transport the
used ones into cooling ponds because these contain very hot-both
radioactively and thermally-wastes.

The next step is transportation to reprocessing plants. At least
that is the theory. As you know the theory and the cycle is broken
down because there are no commercial reprocessing plants in the
country now, and according to President Carter there won't be any.

Now we are presented with high level wastes, wastes which
theoretically can be separated from each other. But without a
reprocessing plant, a very dangerous reprocessing plant, that won't
happen.

You may have noted that between each step of the nuclear fuel
cycle there is transportation and there is, of course, a danger of
transportation accidents. At every point along the line there is also
the chance of floods, hurricane, et cetera, and the likelihood of
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human error, all capable of unleashing health hazards of incalcula-
ble risk. Consider the Atomic Energy Commission's estimate that
the controversial breeder program would require 100,000 shipments
of plutonium annually. President Carter has come out against the
breeder reactor, but in favor of conventional uranium reactors,
which still necessitate transportation at each and every point in
the nuclear fuel cycle.

Here in New England we saw and were horrified by a transpor-
tation accident involving 6 million barrels of oil, because of human
incompetence and shoddy equipment. If that had been but 60 kilo-
grams of plutonium which represents approximately one-third of
the plutonium waste generated each and every year by the pro-
posed reactor for Seabrook, we would have seen a disaster which
instead of threatening George's Bank would threaten all human
life on the Northeast seaboard. This would not be a spectacular
ending for us all, such as a nuclear explosion, but it would cause
lung cancer mortality rates to skyrocket after a latent period of
between 10 and 20 years.

The frequent transportation of deadly radioactive materials and
waste is but one of the problems of nuclear power. After the waste
has been transported, how and where can it be stored? Every year
a thousand MW nuclear reactor produces as much high level radio-
active waste as 1,000 Hiroshima size atomic bombs. These wastes
include plutonium 239, a substance that is frightening not only
because it is the most carcenogenic substance known, but also
because it lasts virtually forever. With a half life of 24,600 years,
plutonium must be stored and stored perfectly for a half million
years. Perfection is required because only one-millionth of a gram
of plutonium is needed to induce a fatal lung cancer, that is if it is
inhaled.

If plutonium escapes into the biosphere, it threatens life on this
planet as we know it. Dr. John Goffman has calculated that if only
0.01 percent of the 440 million pounds of plutonium that could be
produced by 2020 in commercial reactors-the results would be
25,750,000 lung cancer fatalities each and every 50 years for the
next quarter of a million years. That alone is fairly frightening.
What hope is there that the nuclear industry or the U.S. Govern-
ment can store these to that degree of perfection?

In the military waste storage facility in Hanford, Wash., there
have been leaks totaling a phenomenal 537 gallons of high level
waste. Of course this is not too surprising as this waste which will
have to be stored for thousands of years is presently stored in steel
tanks designed to last 30 to 50 years. That is according to the
Atomic Energy Commission.

Let me return for one moment to what is to many of us the most
frightening aspect of waste storage. It must be forever. With pro-
duction of waste such as plutonium 239, we threaten all of our
future generations' health and existence for an expensive energy
source that could be replaced by clean, renewable energy sources.
How will we store these poisons? No one knows. That includes the
Government.

How can we guarantee that they won't enter the biosphere at all
for the next one-half million years? No one will and no one can
guarantee this.
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The list of dangers from nuclear plants themselves includes more
than the real danger of a major plant accident. For instance,
nuclear powerplants constantly release low dose radiation and as
the U.S. sponsored BIER Report-"Biological Effects of Ionizing
Radiation"-there is no safe lavel of radiation, no matter how
small. Any dose a person receives increases their chances of getting
cancer.

Mr. John Goffman has estimated that if we all received our legal
permissible dose, that means 32,000 extra cancer fatalities each
year. Now, utilities will argue that people won't ever receive this
amount of radioactivity. Yet, they have lobbied extensively against
any reduction in permissible dose for the general population. Per-
haps they realize the difficulty and expense in meeting lowered
standards when there are 1,000 nuclear plants that are spread
across the face of our country.

The issue of plant safety itself is still largely a question of
probabilities. The Rasmussin Report was computed after only 927
reactor years and without any attempt to include terrorism, acts of
God, or perhaps more importantly as we have seen, the ever incur-
ring human error which has accounted for such disasters as the
$150 million Browns Ferry Fire. Yet that same report predicts a
major disaster every 10 years if we allow 1,000 reactors to be built.
However, the people of America and the people of New England
won't allow the construction of 1,000 nuclear plants. The large
health hazard strike against nuclear plants would alone be enough
to mobilize citizens across the country against Nukes, but safety is
not the only issue. On the contrary, nuclear power is an economic
disaster as well. It produces far fewer jobs than any other form of
producing energy. For instance, Boston Edison's oil-fired West
Medway Plant produces 6.3 times as many jobs per kilowatt hour
as Boston Edison's Pilgrim 1 plant. Conservation is our No. 1 job
producer per unit of energy and we feel it is unlikely that the
workers of this country, once they have been told the facts, will
allow us to spend billions of dollars on capital intensive nuclear
plants.

Nuclear power is bad for consumers as well as for workers.
Consumers will end up having to pay higher electricity rates if
utilities continue building nuclear plants. Construction costs have
increased 1,000 percent since 1964, while the consumer price index
has risen only 77 percent during that same period. The price of
uranium has gone up from $7 a pound in 1973 to over $50 present-
ly, another increase passed on to an already overburdened consum-
er.

In addition to safety and economic problems, nuclear power pre-
sents severe threats to the principles of democracy upon which this
country is founded. Plutonium in the hands of terrorists could
become a weapon of devastating potential. In event of the threat of
nuclear terrorism, authorities would have no choice but to dispense
with civil liberties.

Unsafe, unnecessary and uneconomical plants such as the $2
billion Seabrook disaster are clearly unacceptable to the people of
New England for a variety of very convincing, very frightening
reasons. Many of us feel strongly enough to put our freedom on the
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line in order to stop the nuclear insanity. Many more are begin-
ning to feel this way.

Seabrook will not be built. Pilgrim 2 will not be built. The
citizens of this country will not allow it. That is how the Boston
Clamshell and the Clamshell Alliance and many people across New
England feel about nuclear power, that we cannot allow it to
continue. Not a single plant. Not another single plant to be built.
Thank you.

Senator KENNEDY. Thank you, Mr. Halpern.
[The prepared statement of Mr. Halpern follows:]

PREPARED STATEMENT OF HARVEY HALPERN

Boston Clamshell Statement on Nuclear Power
On April 30th over 1,800 people followed the path of their conscience as they

nonviolently occupied the site of the proposed Seabrook Nuclear Plant. Knowing
full well that their actions could result in the loss of their freedom and a possible
criminal record, these people nevertheless put their bodies in the way of nuclear
power. Why? Why should 1,800 of us feel this strongly? A look at the facts on
nuclear energy supplies the answers.

Utility companies would like the public to think that the danger of nuclear plants
starts and stops at the gates of the plant site. On the contrary, nuclear power plants
are only one step in the nuclear fuel cycle, and many of the greatest dangers occur
along the way.

First, uranium must be mined-an operation which has increased lung cancer
mortality in miners by up to 2400 percent, I depending on cumulative exposure.
Second, this uranium ore must be milled, a process that isolates about four pounds
of uranium oxide in each ton of ore, leaving residues called tailings which contain
radioactive radium. Homes and schools have been built from such tailings in Grand
Junction, Colorado, showering their inhabitants with increased radiation. Third, the
uranium oxide must be transported to an enrichment plant because the "reactive"
isotope (uranium 235) comprises only 0.7 percent of naturally occurring uranium,
while reactors require 3 to 4 percent uranium 235. The enrichment process is
tremendously energy intensive-a single enrichment plant in Ohio consumes 10
percent of that State's total electricity.

After enrichment this uranium oxide is transported again, this time to fuel
fabrication plants where it is shaped into ceramic pellets and sealed into metal fuel
rods. Once again, radioactive materials must be transported, this time to the reactor
site where the reactor is shut down to replace used fuel rods. These used rods are
tremendously hot both radioactively and thermally. They too must be transported to
concrete cooling ponds for periods of up to a year. The next step is transportation to
reprocessing plants. No commercial reprocessing plants exist, however, so the cycle
comes to pieces here. Now we are presented with these high level wastes, such as
plutonium 239, cesium 137 and strontium 90, which theoretically would be separat-
ed from each other and then transported again to either permanent storage or back
again to a fuel fabrication plant. You may have noted that between each step of the
nuclear fuel cycle there is the danger of transportation accidents. At every point
along the line there is also the chance of floods or hurricanes and the likelihood of
human error, both capable of unleashing health hazards of incalculable risk. Consid-
er the AEC estimate 2 that the controversial breeder reactor would require 100,000
shipments of plutonium annually. President Carter has come out against the breed-
er reactor but in favor of conventional uranium reactors, which still necessitate
transportation at each and every point in the nuclear fuel cycle. Here in New
England we saw and were horrified by a transportation accident involving 6 million
barrels of oil because of human incompetence and shoddy equipment. If that had
been 60 kilgrams of plutonium, which represents approximately one third of the
plutonium waste generated yearly by the proposed reactor for Seabrook, we would
have seen a disaster which instead of threatening the Georges Bank would threaten
all human life on the northeastern seaboard. This would not be a spectacular
ending for us all, such as a nuclear explosion, but would cause lung cancer mortal-
ity rates to skyrocket after a latent period of 15 to 20 years.

See footnotes at end of statement.



118

The frequent transportation of deadly radioactive materials and wastes is but one
of the problems of nuclear power. After the waste has been transported, how arid
where can it be stored? Each year a 1000 megawatt nuclear reactor produces as
much high-level radioactive waste as 1000 Hiroshima-sized atomic bombs. These
wastes include plutonium 239, a substance that is frightening not only because it is
the most carcinogenic substance known, but also because it lasts virtually forever.
With a half life of 24,600 years plutonium must be stored-and stored perfectly!-
for half a million years. Perfection is required because only one millionth of a gram
of plutonium is required to induce a fatal lung cancer. If plutonium escapes into the
biosphere, it threatens life on this planet as we know it.

Dr. John Gofman, formerly of the AEC's Lawrence Livermore Laboratories, has
calculated 3 that if only 0.01 percent of the 440 million pounds of plutonium that
will be produced by 2020 escaped, the results would be 25,750,000 lung cancer
fatalities each and every 50 years for the next quarter of a million years. That alone
is fairly frightening-but what hope is there that the nuclear industry or the US
government can store these to that degree of perfection? Of the industry Robert
Gillette of Science magazine has noted: "The record reveals a dismal repetition of
leaks in glove boxes; of inoperative radiation monitors; of employees who failed to
follow instructions; of managers accused by the AEC of imeptness and failing to
provide safety supervision or training to employees; of numerous violations of feder-
al regulation and licensing requirements; of plutonium spills tracked through corri-
dors, and in half a dozen cases, beyond plant boundaries . . . " 4

The record of the government is perhaps even more frightening. In the military
waste storage facility in Hanford, Washington, there have been leaks totaling a
phenomenal 537,000 gallons of high level wastes between August 1958 and July
1973.5 This is not too surprising as this waste-which will have to be stored for
thousands of years-is stored in steel tanks designed to last 30 to 50 years, accord-
ing to the AEC. Strontium 90 produced by the year 2000 from commercial reactors
alone would require approximately one fortieth of all the water on the earth to
dilute to "theoretically safe" levels.

Let me return to what is for many of us the most frightening aspect of waste
storage-it must be forever. With the production of wastes such as plutonium 239
we threaten all of our future generations' health and existence for an expensive
energy source that could be replaced by clean renewable energy sources. How will
we store these poisons? No one knows. How can we guarantee that they won't enter
the biosphere at all for the next one half million years? No one will, no one can.

The list of dangers from nuclear plants themselves includes more than the real
danger of a major plant accident. Nuclear power plants are engineered to routinely
release into the atmosphere twenty-eight different radionuclides. In addition, un-
planned releases happen frequently. For instance, the Vermont Yankee plant
dumped 83,000 gallons of radioactive water into the Connecticut river last
July.6 During the first few months of 1976 there were 56 unplanned releases I from
commercial reactors in the US. Nuclear plants constantly release low dose radiation
and, as the US-sponsored BEIR (Biological Effects of Ionizing Radiation) report
stated, there is no safe level of radiation, no matter how small. Any dose a person
receives increases their chances of getting cancer. Dr. John Gofman has estimated
that if the entire population were to receive their legally permissable dosage of
radiation from nuclear plants, an additional 32,000 a people would die each and
every year from cancer. Utilities argue that people won't ever receive this amount
of radioactivity, yet they have lobbied extensively against any reduction in permis-
sable dose for the general population. Perhaps they realize the difficulty and ex-
pense in meeting lowered standards when there are 1,000 nuclear power plants
spread across the face of our country.

The issue of plant safety is still largely a question of probabilities. The Rasmussen
report was computed after only 927 reactor years without any attempt to include
terrorism, acts of God or, perhaps most importantly, the ever-occurring human
error which has accounted for such disasters as the $150,000,000 Browns Ferry Fire.
Yet the report predicts a major disaster every 10 years, if we allow 1,000 reactors to
be built.

However, the people of New England and America won't allow the construction of
1,000 nuclear plants. The large health hazard strike against nuclear plants would
alone be enough to mobilize citizens across the country against nukes, but safety is
not the only issue. On the contrary, nuclear power is a economic disaster as well. It
produces far fewer jobs than any other form of producing energy. For instance,
Boston Edison's oil-fired West Medway plant produces 6.3 times as many jobs per

See footnotes at end of statement.
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kilowatt as Boston Edison's Pilgrim I nuclear plant." Conservation is our number
one job producer per unit of energy and we feel it is unlikely that the workers of
this country, once they have been told the facts, will allow us to spend billions of
dollars on capital intensive nuclear plants.

Nuclear power is bad for consumers as well as workers. Consumers will end up
having to pay higher electicity rates if utilities continue building nuclear power
plants. Construction costs have increased 1,000 percent since 1964 while the Con-
sumer Price Index has risen only 77 percent during the same period. The price of
uranium has gone up from $7 per pound in 1977 to over $50 presently-another
increase passed on to an already-overburdened consumer.

In addition to safety and economic problems, nuclear power presents severe
threats to the priciples of democracy upon which this country is founded. Plutoni-
um, in the hands of terrorists, could become a weapon of devestating potential. In
the event of threats of nuclear terrorism, authorities would have no choice but to
dispensep with civil liberties.

The NRC's Barton report explains: "Increased public concern with nuclear terror-
ism, coupled with the possibility of greatly increased use of plutonium in civilian
power reactors, are leading the -US Nuclear Regulatory Commission to consider
various forms of intensified safeguards against theft or loss of nuclear materials and
against sabotage (of nuclear plants). The intensified safeguards could include a
nationwide guard force, greater surveillance of dissenting poitical groups, area
searches in the event of a loss of materials and the creation of new barriers of
secrecy around parts of the nuclear programs." 10

Unsafe, unnecessary and uneconomical plants such as the $2.0 billion Seabrook
disaster are clearly unacceptable to the people of New England for a variety of very
convincing, very frightening reasons. Many of us feel strongly enough to put our
freedom on the line in order to stop the nuclear insanity. Many more are beginning
to feel this way. Seabrook will not be built. Pilgrim II will not be built. The citizens
of this country will not allow it.
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Senator KENNEDY. Tell me a bit about how you see the solar
coming in? What is your time frame in terms of meeting needs
here?

Mr. HALPERN. The way we visualize solar is decentralized solar
systems. Rather than using solar power to creat electricity with
large centralized powerplants which is still economically question-
able, although they would be very labor intensive, we see a decen-
tralized solar, heating and cooling of buildings. That's the major
use of energy in America-it goes to the heating and cooling of
water. Solar power is here today. The technology is here today to
do that. We can heat and cool a great percentage of the energy we
need-the heating and cooling energy we need in America right
now with the technology that exists today. What is needed is the
pushing for decentralized solar power. Of course there is not a
great lobby behind that. The utilities don't like that. Exxon doesn't
like that. No one can own the Sun. Decentralized power is hard to
monopolize. Yet that is what seems to be necessary in our minds as
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far as solar power goes. We would like to see the Government
really pushing that.

Senator KENNEDY. You have seen that FEA study of what would
be available in terms of solar energy by 1985?

Mr. HALPERN. Yes.
Senator KENNEDY. Does that conform with what you estimate as

to the amount that could be made available?
Mr. HALPERN. Well, we are much more interested in what the

American Institute of Architects and Amory Lovins, a physicist
with Friends of the Earth have come up with-what decentralized
solar power can do. They talk about between conservation and
solar power, saving 4 to 6 billion barrels of oil a year by 1990, as
well as producing 2 to 3 million jobs annually.

Senator KENNEDY. What is your assessment of Carter's program
in terms of decentralization of solar energy? Do you have any
reaction to that?

Mr. HALPERN. I've got a few reactions to Carter's program. Many
of the things I applauded. However, President Carter seems to be
going back on what he said about nuclear reactors. He is pushing
for light water reactors. I have heard figures from between 200 and
400 by the year 2000. Totally unacceptable. He does not seem to
have pushed decentralized solar as far as it could be. We have
talked mainly about private homes, and there are a great number
of poor people in this country who don't own private homes. Many
of us in cities don't own private homes. We need decentralized
solar and insulation which will talk to our problems. President
Carter did not say anything about mass transit.

Mass transit is necessary if this country is to save energy. It is
all well and good to talk about smaller cars, but unless you talk
about people coming together and using mass transit, you are
really not talking about significant energy savings.

Representative HECKLER. I want to know whether you are equal-
ly opposed to the light water reactor as you are to the breeder
reactor? Is your opposition the same to both, even though they do
involve different processes?

Mr. HALPERN. They do involve different processes. Both produce
waste. Both produce plutonium. In any case, you are going to have
material that has to be stored for a quarter to a half million years,
which we have no way of guaranteeing that that will happen. We
are totally opposed to all nuclear powerplants, light water, and
plutonium breeders. And personally I am more opposed to plutoni-
um breeders because they are totally insane. They have a chance of
actually having a nuclear explosion. That is not possible in the
uranium reactor, as you know. But it is possible in the plutonium
breeder. The breeder program is absolute insanity and Carter has
seen that-President Carter has seen that.

A lot has been said about nuclear proliferation and it seems to
me that people are attempting to persuade the public that if we get
rid of the breeder program, if we don't have reprocessing, we have
eased off on the problem of proliferation. That just doesn't look at
the facts.

The separation of plutonium from the other transuranics and the
other waste materials is a simple chemical process. To make fac-
tories which do it that are safe is difficult. But we have already
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seen India, which was not sold the reprocessing plant, produce its
own atomic bomb. It did not have a breeder reactor. It was not sold
a reprocessing plant. So to try to convince the public that by
getting rid of the breeder program, by not selling reprocessing
plants, you've gotten rid of the nuclear proliferation, is just totally
wrong and historically' that is not the case, and if you look at the
science involved, that s not the case.

You might also be interested to know that today the remaining
550 people incarcerated in New Hampshire are getting out.

Senator KENNEDY. I want to thank you. It was very good testimo-
ny. Tell me just a little bit about your own background.

Mr. WATDERN. I did cancer research at mftsn Medical Center
about a half mile away from here for a couple of years, but I
switched over to become a full-time antinuclear activist because I
thought if we really wanted to cut down on cancer rates in this
country, that that was the most important way of doing it.

Senator KENNEDY. Were you in medical school, or a researcher?
Mr. HALPERN. I was assistant to Dr. Henry Wortis at the Pathol-

ogy Department, Immunology Research.
Ms. LUBBER. I have recently finished graduate school and am

working full time as a staff person with the Massachusetts Public
Interest Research Group. Throughout college and graduate school I
worked as a student with PIRG's as they are across the country,
and felt that could make a very sufficient impact on this country's
policy and enjoy the chance of being able to do it full time.

Senator KENNEDY. Thank you all very much for coming.
The subcommittee will stand adjourned.
[Whereupon, at 12:30 p.m., the subcommittee adjourned subject

to the call of the chair.]
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APPENDIX

DAYSTAR CORP.,
Burlington, Mass., May 12,1977.

Senator EDWARD M. KENNEDY,
UySq Senaten Wa-ehin-ommn 7l.

DEAR SENATOR KENNEDY: Daystar Corporation is a major supplier of solar energy
equipment in New England and is now marketing throughout the eastern half of
the United States. Our primary market outlet is a network of independent dealer/
installers. As the East Coast dealer marketing representative for Daystar, I am
sensitive to the residential, small commercial, and small industrial markets. Within
these markets, some of the motivations for buying solar energy equipment include
energy conservation, ecology, public relations, and social status. However, by far the
largest motivating factor is economics: energy dollars saved compared to solar
installation and operating costs.

The solar industry and potential solar consumers waited with anticipation for the
President's Energy Message. The solar portion of the new policy was well received.
However, the question of effective dates for financial incentives has seriously dis-
turbed solar equipment manufacturers, dealer/installers, and potential consumers.
Wherever economics is a major factor in the buyers' decision, purchases will be
postponed until the eligibility date question has been answered. Therefore, the
announcement of financial incentives to solar buyers without the clarification of
eligibility dates may actually drive small manufacturers and solar retail establish-
ments out of business.

May I respectfully suggest that the legislation being considered, which will offer
financial incentives to purchasers of alternate energy equipment and conservation
measures, include retroactivity at least as far back as January 1, 1976. It would
seem unfair to exclude those individuals and businesses which have been conserving
our precious natural resources even before the incentives were mentioned. What-
ever the eligibility date chosen, it should be published as quickly as possible, in
order to get the solar marketplace in gear again.

Very truly yours,
BARRY TEPPER,

Dealer, Marketing Representative.

SOLAR SOLUTIONS, INC.,
CONSULTATION IN ENERGY CONSERVATION,

SUDBURY, MASS., May 12, 1977.
Senator EDWARD M. KENNEDY,
US. Senate, Washington, D.C.

DEAR SENATOR KENNEDY: This letter is to express our deep concern over the
implications of the President's energy package for the solar industry in Massachu-
setts, particularly for those of us involved in the "commercialization" of solar
energy.

We are of course pleased with the much needed boost to sales that the proposed
legislation could provide. However, the fact that there has been no firm clarification
of whether or not the tax credits will be retroactive has already had a disastrous
effect. The public, quite understandably, has decided to defer solar purchases until
such time as a tax credit or rebate is assured. Well meaning though it may be,
therefore, the federal tax incentive could end up being the death blow to many
firms such as ours.

Solar should be a growing industry in Massachusetts, a state ideally suited to
both its technical development and its commercialization. Potentially it could pro-
vide not only sorely needed jobs for our area, but also clean, renewable energy. It

(123)
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will be tragically ironic if the government's first efforts to support solar energy for
the homeowner put us and others like us out of business through lack of clarifica-
tion of policy.

What is needed is a clear statement from you now that the proposed solar
legislation will not only pass in this session of Congress but will definitely be
retroactive to April 20, 1977. Such a statement would help us to get solar installa-
tions started in the spring and summer when they are practical. Without it, a year
will be lost when time is precious, both to us and a country in need of new sources
of energy.

I urge you to use your offices to reassure the public at this critical time. Please
call on us if we can be of any assistance whatsoever.

Yours sincerely,
LEw F. BoyrD,

President, Solar Solutions, Inc.

STATEMENT OF K. HEINZ MUEHLMANN ON THE NATIONAL ENERGY PLAN
Before going into some of the details of the Carter Energy Plan, we would like to

briefly comment on what we like about the Plan itself.
The two major underlying concepts, Conservation and Price Equalization, will

definitely reduce Massachusetts' competitive disadvantage in the energy area. Mas-
sachusetts, along with the entire Northeast, has been forced into major conservation
efforts mainly due to the fact that our economy is heavily dependent on imported
petroleum products whose prices cannot be controlled.

While the rest of the nation even today is still substantially sheltered from
normal market forces by federal price controls, our consumers and industries have
benefited little from these controls. In short, with the exception of a small segment
in our economy, consumers and businesses alike have adjusted to the fact that
"cheap" energy is a distant thing of the past.

A national energy policy which is designed to reduce and ultimately eliminate
subsidization of energy nationwide will also reduce the present large cost differen-
tial between energy users in Massachusetts and the rest of the nation. Since we are
painfully aware that our economic growth has been reduced as a result of our high
cost of energy, President Carter's energy program will definitely be an economic
plus for this State and our region in general.

It is our hope that despite all of the fine print and the prolonged interference
with free market forces, our national energy policy will be flexible enough to allow
each region to develop its own least expensive forms of energy that meet regional
needs. Only in this manner will scarce resources be allocated for the benefit of the
entire economy of this country. We think that if Massachusetts can freely compete
for energy in the national and international market our own economy will find its
best competitive industrial mix to provide the job growth which is needed for a
secure economic future.

And now some observations on specific program ingredients. In the area of conser-
vation proposals: Massachusetts will be affected less adversely in most instances
since Massachusetts drivers consume less gasoline per capita than their national
counterparts. Our automobile population is already more heavily geared toward
smaller cars and our buildings are more energy efficient, etc. As to the effect of new
pricing policies for oil, gas and petroleum products-even though the program will
result in higher product costs in Massachusetts-which will be hard to swallow-
our cost increases will be substantially less than those in other regions and states.

Our greatest concern is the proposal for a tax on the consumption of petroleum
products for industrial and utility use. Approximately 95% of fuels used by utilities
and industries is in the form of petroleum products. We do not see coal as a viable
alternative for conversion since our older power plants are not equipped to comply
with environmental regulations. Capital costs of conversion are simply too high to
be economically feasible. Hence, this tax would merely add to the cost of electricity
and heating in Massachusetts without any other redeeming effects.

As far as other programs are concerned which might result from conservation
initiatives contained in this Plan, we see new job opportunities for our high technol-
ogy industries such as computer and instruments through normal technological
demand from the economy to reduce energy waste, as well as jobs in the R & D area
where federal investments will be forthcoming.
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In closing, we would be willing to work with you and your committee as this
proposal undergoes the serious and detailed analysis something of this importance
and complexity deserves.

STATEMENT OF JESSE M. CALHOON, PRESIDENT, MARINE ENGINEERS' BENEFICIAL
ASSOCIATION

Meeting New England's Energy Needs With a Regional Strategic Petroleum
Reserve

Mr. Chairman, the Marine Engineers' Beneficial Association would like to thank
this committee for the opportunity to submit a statement which puts forth our
proposal for meeting New England's energy needs by establishing a Floating Re-
serve within the Strategic Petroleum Reserve.

When it established the Strategic Petroleum Reserve, Congress sought to mini-
mize the disruption to the economy brought on by artificial curtailments of import-
ed oil. The legislation which establishes this reserve directs that special attention be
given to those regions of the country which are most heavily dependent on oil
imports.

High on the list of import-dependent regions is New England. Over 70 percent of
that region's residual fuel needs are imported. Eighty percent of its total energy
needs are met by petroleum, and 64 percent of its electricty is produced by plants
which are fueled by petroleum.

When compared to any other area of the country, New England has a far higher
dependence on petroleum imports. While the Federal Energy Administration ex-
pects the national dependence on residual fuel oil to decrease by 1980, FEA also
predicts that New England will be importing as much residual in that year as was
imported in 1975.

During 1975, New England used 138.7 million barrels of residual oil. Almost 93
million of those barrels came from refineries in the Caribbean; and almost 19
million of those 93 million barrels came from crude oil which originated in the
Middle East. Thus, it can be assumed that-for the foreseeable future-at least 19
million barrels of New England's residual fuel supply is vulnerable to an embargo
by the very countries which imposed an oil embargo on the United States during
1973-74.

Based on storage capacity and current storage patterns, New England has no
more than 14 days of spare residual fuel oil. If there is no regional reserve of
residual, FEA estimates that it will take 7 weeks before centrally-stored crude will
reach refineries, and then even more time before the residual oil would actually
reach New England.

If New England had a regional reserve equivalent to a 90-day supply (4.7 million
barrels) or a 180-day supply (9.4 million barrels) of residual fuel oil, it would be able
to withstand another oil embargo. Without a regional reserve, New England-far
more than any other region of the country-will be vulnerable to petropolitics; and
if just one major area of the country is vulnerable, the entire country becomes
vulnerable.

An oil embargo during the winter months would make home heating oil scarce. It
would sharply reduce the oil needed by New England's electric utilities; and it
would undoubtedly result in the closing of factories, businesses and schools. These
effects can be mitigated with the establishment of a regional reserve of residual fuel
oil for New England.

The Federal Energy Administration, however, has decided against establishing
such a regional reserve. That decision was based in large part on the projected costs
of underground mine storage and the construction of new above-ground tank stor-
age in New England. Both of these alternatives are excessively costly when com-
pared to central storage of crude oil in salt mines located near the Gulf Coast.

In fact, FEA should have considered the storge of a regional reserve of residual oil
for New England aboard tankers stationed off the New England coast. This Floating
Reserve would be more efficient and less costly than storing crude oil in Gulf Coast
salt mines.

The Floating Reserve would consist of U.S.-flag tankers currently laid-up and
inactive together with foreign-flag vessels which would be purchased for this pro-
gram, modified to meet U.S. standards, and then registered in the United States.
There are a number of recent-vintage foreign-flag vessels with capacities of from
100,000 to 200,000 deadweight tons which are either in lay-up or headed for the
scrap heap due to the severely depressed nature of the world tanker market.
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Over a 15-year period, the cost per barrel per year for tanker storage would be
about $4.25, compared to $4.34 for salt mine storage of crude oil near the Gulf
Coast. The cost of underground storage of crude oil in New England would be about
$6.10 per barrel, while the cost of new above-ground tank storage would be over $10
per barrel.

Tanker storage of reserve residual will provide a regional reserve, giving New
England quick access to emergency supplies in the event of another embargo. The
Floating Reserve would consist of groups of six or more ships, with each group
served by a "mother ship" which would privde power for the other ships in the
group. Anchorage systems would be installed to minimize the possibility of spillage
during rough weather, and each group of 6 ships would have a crew of 24 which
would be berthed aboard the "mother ship'.

The accompanying report discusses this proposal in detail, providing cost, environ-
mental and energy analyses which demonstrate that the establishment of a Floating
Reserve of residual fuel oil for New England is both necessary and practical.

The soundness of using a Floating Reserve lies in the fact that it provides a
region of the country which has almost no refining capacity of its own and which is
heavily dependent on imported oil with easy access to residual fuel oil at minimal
cost to the taxpayer. In addition, tankers are flexible while other forms of storage
are not. They can be moved as the need arises, and they will disappear when the
Strategic Petroleum Reserve program is terminated.

Attachment.

A PROPOSAL FOR ESTABLISHING AND STORING STRATEGIC REsRsvEs OF PETROLEUM,

In the aftermath of the crisis brought on by the 1973-74 Arab oil embargo,
Congress sought a means to insulate the United States from the effects of any such
future embargoes. If foreign nations could disrupt our economy to the extent experi-
enced during that embargo, it was reasoned, then they could use that weapon to
affect our national policy.

One method chosen by Congress to provide insulation was the establishment of a
reserve of petroleum which could be used to cushion the impact of any future oil
embargo. Therefore, a Strategic Petroleum Reserve was established under the
Energy Policy and Conservation Act of 1975.

The Act provides for the storage of at least 150 million barrels of crude oil and
petroleum products by December 22, 1978, with further authority to store up to 1
billion barrels. These 150 million barrels are part of the Early Storage Reserve
authorized by the Act to protect against near-term embargoes. To the maximum
extent practicable, they are to be stored in existing capacity.

The following are the specific targets established in the Act for the Strategic
Petroleum Reserve Plan: June 22, 1977: 50 million barrels; December 22, 1977: 112Y2
million barrels; December 22, 1980: 325 million barrels; December 22, 1982: 500
million barrels.

The Act also authorized the establishment of a Regional Petroleum Reserve in or
readily accessible to any region of the country which imports more than 20 percent
of its residual fuel oil or refined pretoleum product demand during the preceding 24
months. The quantity of petroleum products in this special reserve is to be credited
towards the statutory requirements for the Strategic Petroleum Reserve.

On December 15, 1976, The Federal Energy Administration presented to the
Congress its Strategic Petroleum Reserves Plan. This plan, which took effect on
April 6, 1977, has the following major features:

1. It provides for a Reserve of 500 million barrels by 1982.
2. The Reserve will contain only crude oil.
3. The crude oil will be acquired "through the normal Federal procurement

procedures" under regulations which will permit the oil to be acquired at near the
national composite price for crude oil.

4. The crude oil will be stored underground in salt dome caverns or mines or in
rock caverns.

5. No Regional Petroleum Reserve will be established.
6. The June 22, 1977 deadline for storing 50 million barrels will not be met

"because of technical requirements, environmental hazards and high costs."
Some of the deficiencies of this plan will be discussed in this report.

'Prepared for the Marine Engineers' Beneficial Association, by Ruttenberg, Friedman, Kilgal-
lon, Gutchess & Associates, Inc., Washington, D.C., May 1977.
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Oil import dependence in the United States
As of 1976, the United States imported nearly 40 percent of all crude oil refined

in this country and 11 percent of all petroleum products consumed. For major
petroleum products, the level of import dependence is- 2

US. dependence on imports for petroleum products

M otor Gasoline ..........................................................................................................
Jet Fuel.......................................................................................................................
Distillate Fuel............................................................................................................
Residual Fuel.............................................................................................................
Liquefied Gases..........................................................................................................

Percent
1.9
7.7
4.6

50.2
12.5

When these statistics are broken do-n-. on a r 5 onah ba:a-, they reveal that OUL
regions of the country are more dependent on imports than others:

REGIONAL PETROLEUM PRODUCT IMPORTS AS A PERCENT OF LOCAL DEMAND

Pad district I I II IlIl IV V Total

Motor gasoline ..................................... 5.0 0.04 0.6 . .......... 0 .4 1.9
Jet fue ..................................... 19.2 . .......... . . 8.2 7.7
Distillate tuel.. .. ................. 6.....................................................................9.. .. .. ............ ................ 2.5 4.6
Residual fuel .................................... 8 0.8 11.0 1.5 ..... 3.8 50.2
Liquefied gases........................................................................................ 8.3 16.3 4.9 34.8 33.3 12.5

I For outline of PAD districts, see fig. 1, p. 4.

*- FIGURE 1

PETROLEUM ADMINISTRATION FOR DEFENSE (WAAD.) DISTRICTS

In addition, the United States imports an ever-increasing amount of crude oil. The
following table traces those direct crude oil imports which come from the countries
which embargoed U.S. oil ships in 1973-74:

'All petroleum statistics based on U.S. Bureau of Mines, Mineral Industry Surveys, unless
otherwise attributed.
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U.S. CRUDE OIL IMPORTS FROM EMBARGO NATIONS 1976

PAD district I 11 Ill IV V Total

Percent of crude imports from embargo nations ............... 68.2 50.1 47.4 ................... 27.9 44.8
Crude imports from embargo nations (thousands of

barrels) ....................................................................... 353,221 183,222 308,593 ................... 105,828 867,532

In terms of direct products imports, the U.S. has only a slight dependence on the
embargo nations. For all petroleum products, .3 percent of domestic demand (or
about 45,392 barrels per day) come from the embargo nations. Half of these imports
(or 23,764 barrels per day) are accounted for by residual fuel imports to PAD I.

Finally, none of these statistics adequately reflects the impact of indirect imports
which come from the Middle East. For example, almost 90 percent of U.S. residual
fuel imports come directly to the United States from the Caribbean. Some of this
Caribbean residual originates in Venezuela, but a large percentage originates in the
Middle East which ships crude to the U.S. Virgin Islands where it is refined and
then shipped to the United States. Thus, the U.S. dependence on the embargo
nations for crude oil and petroleum products is actually far higher than the statis-
tics cited above would indicate.
Existing emergency stockpiles of petroleum

There are currently two sources of emergency supplies of petroleum. The first is
that oil which comprises current petroleum inventories. During 1976, the United
States had just under 1 billion barrels of crude oil and petroleum products stocks.
While the total number of barrels which this level of inventories suggests would
appear to be adequate to offset the effects of a 6-month oil embargo, it is highly
unlikely that the actual use of current inventories would come anywhere close to
meeting that objective.

The following table demonstrates that current stocks are not well distributed
among petroleum products:

CURRENT EMERGENCY STORAGE CAPACITY

[Millions of barrels]

1976 average Days
1976 average daily usable'

Product stocks consumption storage

Crude oil ............................. 278.4 213.42 20.8
Motor gasoline.................................................................. 233.2 6.98 33.4
Jet fuel ............................. 15.6 .99 15.8
Distillate fuel ............................. 197.4 3.13 63.1
Residual fuel ............................. 73.2 2.79 26.3
L iqu efied ga ses . ................................................................ 110.4 1.04 106.0

'Average stocks dividMd by average daiy cnsumption.
'Crude inpu to refinries used as crnumpton mesuse.

In addition to this uneven distribution of product inventories, FEA (in its 1974
Project Independence Blueprint) estimated that only one-half of existing inventories
could be used to meet shortages caused by an embargo. The other half represents
products which are merely being stored for a short period of time. They would be
needed locally, and their use in other parts of the country would cause local
shortages beyond those caused by the embargo itself.

In terms of the crucial product of residual fuel, which not only heats homes but is
used in industry, the United States has less than a 30-day supply. Using FEA's
guideline, less than 15 days of this supply could be used to offset the impact of an
embargo.

The other, more promising, existing source of petroleum reserves is oil found in
the Naval Petroleum Reserves. These reserves were established between 1912 and
1924 to provide an assured defense fuel supply. The four naval reserves contain at
least 1.16 trillion barrels of oil and 1.34 trillion cubic feet of natural gas. Elk Hills,
California-the most important of these reserves-contains 87 percent of the proved
reserves of petroleum and natural gas in the total Naval Reserve system.
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These reserves statistics do not, by any means, represent the full potential of the
Naval Reserves. Under current methods of estimating proved reserves, the extent of
reserves estimated is a direct function of the degree of exploratory drilling which
has taken place. Despite the drilling of more than 1,000 wells at Elk Hills, there are
major segments of that reserve which have yet to be adequately explored. In
addition, the reserve in Alaska has yet to experience any significant exploration.
Thus, the extent of its reserves are likely to be far higher than presently estimated.
The Buena Vista Hills reserve is now fully developed, and the Teapot Dome reserve
in Wyoming has the capability of producing 2,000 barrels per day without additional
drilling. Neither of these latter two reserves is capable of producing a significant
amount of petroleum.

The Elk Hills reserve is presently capable of producing about 160,000 barrels of
oil per day (or 58.4 million barrels per year). By April of 1979, it will be producing
at its maximum efficient rate of 300,000 barrels per day (or 109.5 million barrels per
year). it i estimated "hat t magmum- rate of production can be maintained for.
about five years, with a gradual decline in production capability thereafter.,
The use of Elk Hills oil for the strategic reserve

The use of Elk Hills oil for both the Early Storage Reserve and the Strategic
Petroleum Reserve is attractive because it avoids buying high-priced oil on the open
market, as has been proposed by the Federal Energy Administration. Under the
Naval Petroleum Reserves and Production Act (Public Law 94-258), 80 percent of
Elk Hills oil can be transferred to the petroleum reserve at cost. 4

The cost to the federal government of lifting a barrel of oil from Elk Hills is about
25 cents.5 When investment expenses are amortized, the total cost per barrel is no
more than $2.00.6

FEA has stated that it will not use Elk Hills oil to fill all, or any portion, of the
Strategic Petroleum Reserve because Elk Hills oil would have higher costs than the
national average composite price, and that it "may" cost more than obtaining oil at
world prices.7 These statements are inaccurate.

With the amortized cost of Elk Hills oil of $2.00 per barrel and transportation
costs of no more than $3.00 per barrel (taking into account the necessity of using
small tankers to transport the oil through the Panama Canal to Gulf and/or East
Coast ports), the total cost of a barrel of Elk Hills oil would be around $5.00. FEA
cites a recent sale of Elk Hills oil for $12.31 a barrel to justify its statements on
cost, but this sale was under another provision of the law which permits Elk Hills
oil to be sold without regard to any price controls.

The December, 1976 national average price for domestic oil (the latest period for
which figures are currently available) was $8.62. Elk Hills oil would be more than
$3.50 cheaper. The landed cost of Saudi Arabian crude during the same period was
$13.02 a barrel. Elk Hills oil would be more than $8.00 cheaper. The composite
refiner acquisition cost of both domestic and imported crude oil for the same period
was $11.34. Elk Hills oil would be more than $6.00 cheaper.

While it may appear that the government could profit more by selling Elk Hills
oil without price controls on the open market than by using Elk Hills oil for the
Strategic Petroleum Reserve, it is an elusive profit. The statute provides that, if Elk
Hills oil is sold on the open market, revenues from the sale would have to go toward
the continued exploration and development of both the Elk Hills and the Alaska
reserves. These exploration and development expenditures, however, will be made
regardless of whether or not Elk Hills oil is sold on the open.market. No matter
what is done with Elk Hills oil, the American people will pay the costs of further
reserve development. The difference which results from selling Elk Hills oil on the
open market and buying Strategic Petroleum Reserve oil on the open market is that
the oil industry is permitted to increase its profits. If Elk Hills oil were used to fill a
portion of the Strategic Reserve, the oil industry would lose out on a source of
additional profits.

When the Navy testified before a joint meeting of two Senate committees in 1975,
it was clear that the first priority for Elk Hills oil would be the then-embryonic
strategic petroleum reserve: "We have identified as first priority sending the oil to

Statement of Assistant Secretary of the Navy Jack Bowers before joint hearings of the
Senate Armed Services and Interior Committees, March 11, 1975. (Hereinafter cited as "1975
Hearings").

'10 U.S.C. 641, para. 7430(k).
«Statement of Assistant Secretary Bowers, 1975 Hearings, op. cit.
OIbid.
I Statements of Assistant FEA Administrator Thomas E. Noel in a letter to Jesse M. Calhoon,

President, National Marine Engineers' Beneficial Association, March 9, 1977.
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the strategic reserve. The next priority is to top off the mobilization reserve stocks
for the military. . .. The third priority is to sell the oil." 8

The reference to selling Elk Hills oil did not mean sale on the open market: "Our
natural recourse would probably be to sell the oil to ourselves, and in so doing we
would free other oil currently being purchased (by the U.S. government) to the
public economy.... 9

In its report to Congress on plans to establish the Early Storage Reserve, the
Federal Energy Administration identified three alternative means of providing the
government's portion of that reserve: '°

(1) use or exchange of government royalty oil
(2) purchase or exchange of domestic or foreign petroleum products
(3) use or exchange of Naval Petroleum Reserve oil

At that time, FEA recognized that "the NPRs [Naval Petroleum Reserves] could
produce enough petroleum to meet ESR [Early Storage Reserve] and SPR [Strategic
Petroleum Reserve] requirements." 11 FEA also recognized that the problem of
transporting Elk Hills oil to the Midwest and East could be resolved by exchanging
Elk Hills oil on West Coast markets for similar quantities and types of crude oil or
petroleum products located elsewhere.

President Carter has asked Congress to provide funds for storing 250 million
barrels in the first stage of the Strategic Petroleum Reserve by the end of 1978. If
Elk Hills oil were used for this purpose, American taxpayers would save $1.58
billion. Savings in later stages would be even greater as the cost of open market oil
escalates.

TANKER STORAGE OF A PORTION OF THE STRATEGIC RESERVE

A. New England's dependence on oil imports

In establishing an emergency supply of petroleum, Congress sought to minimize
the disruption to the economy brought on by artificial curtailments of imported oil.
The legislation directs that, in the establishment of this reserve, special attention be
given to those regions of the country which are most heavily dependent on oil
imports.

High on the list of these regions is New England. Over 70 percent of that region's
residual fuel needs are imported. 12 Eighty percent of its total energy needs are met
by petroleum, and 64 percent of its electricity is produced by plants which are
fueled by petroleum. "3 When compared to any other area of the country, New
England has a far higher dependence on petroleum imports. While the Federal
Energy Administration expects the national dependence on residual fuel oil to
decrease by 1980, FEA also predicts that New England and the remainder of PAD I
to be importing as much residual in that year as was imported in 1975. 1

Based on storage capacity and current storage patterns, New England has no
more than 14 days of spare residual fuel oil." If there is no regional reserve of
residual, the FEA estimates that it will take 7 weeks before centrally-stored crude
will reach refineries, and then even more time before the residual oil would actually
reach New England.

FEA estimates that some of this time lag will be accounted for by shipments en
route to the United States at the time of the imposition of an embargo. This
estimate is based on two erroneous premises. First, oil destined for the U.S. will not
necessarily reach this country because the oil companies-even U.S. companies-
will act as they did during the 1973-74 embargo and act as oil managers. In that
capacity, they will begin to redistribute oil supplies throughout the world in an
attempt to "equalize suffering"." Thus, the supply of oil en route to the United
States will actually be reduced. During the previous embargo, statistics show that
the oil companies chose to supply Japan more generously than they did the United
States or Western Europe." In effect, therefore, the amount of oil redistributed

* Statement of Assistant Secretary Bowers, 1975 Hearings, op. cit.
'Ibid.
"Federal Energy Administration, Early Storage Reserve Plan, April 22, 1976.
"Ibid.
"Testimony of Zeb D. Alford, Chairman, Energy Committee, New England Council, before

House Energy and Power Subcommittee, February 16, 1977.
"Statement of Massachusetts Lt. Governor Thomas P. O'Neill, Jr. before the House Energy

and Power Subcommittee, February 16, 1977.
,Testimony of John H. Lichtblau, Executive Director, Petroleum Industry Research Founda-

tion, Inc., before the Senate Committee on Interior and Insular Affairs, February 4, 1977.
"Alford testimony, op. cit.
"Robert B. Stobaugh, "The Oil Companies in the Crises", published in Daedalus, Fall, 1975.
"Ibid.
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cannot be predicted. In fact, the record shows that only. one large tanker carrying
Saudi Arabian crude loaded before the embargo actually reached the United States
after the embargo was imposed. a

Second, the oil companies do not have total control over much of the fleet which
carries their oil. Nearly all ships carrying oil to the U.S. from foreign countries are
registered under foreign flags. Only about 3.5 percent of imported oil is carried by
U.S.-flag ships. Any of these foreign countries could act to prohibit ships of its
registry from carrying oil to an embargoed country. Furthermore, the Arab coun-
tries have been amassing a sizeable fleet of their own tankers since the embargo.",
That fleet is expected to amount to 20 million deadweight tons by 1980. By 1978,
Saudi Arabia will export 50 percent of its own oil in Saudi Arabian ships. By the
end of the current year, the Arabs will control more than 5 percent of the world's
tanker capacity.2 0 What this means is that the oil companies may lose what ability
they now possess to redistribute oil supplies on an even-handed basis during any
future embargo

With this as a base, it is possible to determine New England's residual fuel oil
dependence on the embargo nations. New England's annual residual fuel oil demand
during 1975 was 138.7 million barrels.21 An examination of FEA records shows that
about 67 percent of residual fuel oil imports to the East Coast of the U.S. comes
from the Caribbean. Assuming the same percentage also applies to imports of
residual to New England alone, it can be estimated that New England receives 92.9
million barrels of residual fuel oil from the Caribbean (138.7MmBbl. x .67).

Based on FEA data provided by Texaco-one of the biggest importers of residual
fuel oil to the eastern United States-it can be estimated that the Middle East
supplies about 20 percent of the crude oil from which residual fuel oil is extracted
at Caribbean refineries and then sent to the U.S. Thus, it is calculated that New
England depends on the Middle East for 18.6 million barrels of residual fuel oil per
year (92.9 MmBbl. x .20). A supply equivalent to 90 days of Middle East-originated
residual would therefore be 4.7 million barrels (18.6 MmBbl./yr. divided by 4).

If New England had a regional reserve of 4.7 million barrels of residual fuel oil, it
would be able to withstand at least a 90-day embargo. However, the Federal Energy
Administration has decided against establishing such a regional reserve. This deci-
sion was based in large part on the projected costs of underground mine storage of
petroleum in New England. Two mine sites were examined by FEA, one in Massa-
chusetts and one in Connecticut. The respective per barrel costs of storage deter-
mined by FEA were $6.10 and $8.95.22

In fact, FEA should have considered alternatives to underground storage. Residu-
al fuel oil must be stored in a heated environment. FEA did consider above-ground
tank storage, but found its costs to be in excess of $10 per barrel. 2

B. Use of tankers to store residual for New England

The use of tankers to store residual reserves for New England is both logical and
practical. Tanker storage is more efficient, less costly, and more environmentally
sound than storing crude oil in salt domes or mines located near the Gulf Coast.

The Floating Reserve which is proposed would be comprised of tankers leased by
the federal government from private owners. Some of these vessels would be those
U.S.-flag tankers currently laid-up and inactive. Others would be U.S.-flag vessels
which are presently in uneconomic use. Still others would be foreign-flag vessels
which are either laid-up or under construction and destined for lay-up due to the
severely-depressed state of the world tanker market.

There are presently a number of foreign-flag Very Large Crude Carriers (VLCCs)
with capacities of from 100,000 to 250,000 deadweight tons which are either in lay-
up or headed for the scrap heap. Most of these vessels are 10 years old or less. With
world tanker prospects likely to be depressed for the next 10 years, and since these

"Ibid.
"V. H. Oppenheim, "Arab Tankers Move Downstream," in Foreign Affairs, Fall, 1976.
"Hanns Maull, Oil and Inflation: the Weapon Examined, International Institute for Strategic

Studies, Adelphi Papers No. 117, 1975.
2" Federal Energy Administration, Strategic Petroleum Reserve Plan, Table V-1, p. 99; Decem-

ber 15, 1976.
"Federal Energy Administration, Strategic Petroleum Reserve Plan, ap.?cit., Table V-3, p.

105.
" Ibid., Table V-4, p. 106.
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vessels are generally too small for use by the Arab nations which are expanding
their fleets, there is no market for these VLCCs. They can be purchased for $2 to $4
million-one-fifth to one-tenth of their normal market value.

To make use of these foreign-flag vessels, Congress should enact legislation autho-
rizing the Secretary of Commerce to establish a program which would:

(1) make subsidies or loans to private U.S. shipping companies for the purchase of
foreign-flag ships for use in the Floating Reserve; or, in the alternative, permit the
federal government to purchase foreign-flag ships for use in the Floating Reserve;
and

(2) authorize the government to enter into long-term charter arrangements with
the private owners of such ships for use in the Floating Reserve, providing the ships
have been registered under the U.S. flag.

This approach to establishing a Floating Reserve would result in the acquisition
of significant tonnage capacity at very low cost.

The floating Reserve would give New England easy access to emergency supplies
of petroleum. Tankers could be anchored in calm waters off the New England coast
or near the Port of New York to provide direct access of their residual fuel cargoes
to New England pipelines or New York-area refineries. The time lag in getting the
reserve residual from the tankers to New England would be a matter of a few days,
rather than a matter of weeks as under the FEA proposal.

C. Environmental and cost factors in tanker storage

The Federal Energy Administration states that it has considered the possibility of
using tankers to store a portion of the Strategic Petroleum Reserve. While stating
that tankers "would provide a flexible means of storage near major ports and
coastal refineries," FEA concludes that this alternative is not acceptable when
environmental and cost factors are taken into account. 24

The Federal Energy Administration has made the following cost estimate for
tanker storage of oil: 25

Item coat in $/bbL
Tanker Purchase ......................................................... $4.22
Refurbishing after lay-up......................................................................................... .14
Movement to U.S ........................................................ .28
Vapor recovery system............................................................................................. .56
Anchorage system..................................................................................................... .11
Crew, maintenance, etc .......................................................... 1.82
Evaporation loss ........................................................ .30
Tanker sale (cost recovery)...................................................................................... .01)

Total discounted present value................................................................... 6.42

This cost analysis was based on a study conducted for FEA in January, 1977 by
the Institute for Defense Analyses. That study made the following assumptions:

(1) foreign flag tankers could be purchased at no less than $30 per deadweight ton;
(2) non-recurrent costs (such as costs of acquiring the ship and moving it to the

U.S.) were not separated from recurring costs;
(3) a vapor evaporation system would have to be installed to reduce evaporation

loss;
These assumptions lead to the cost estimates listed above. In several respects,

they are invalid.
(A) foreign-flag tankers in good condition can be purchased for $20 per deadweight

ton (or about $2.82 per barrel); -
(B) refurbishing costs as estimated by the FEA study are 10 times the Maritime

Administration estimate of $.014 per barrel.27 A careful reading of the FEA study
indicates that the contractor merely guessed at its cost estimate.

(C) a vapor recovery system is not needed for the storage of residual fuel oil.
Residual is heavy oil with very little evaporation. The FEA study relied on the
evaporation experience of crude oil, which contains light fractions which do evapo-
rate during storage. Residual contains very few light fractions.

-Federal Energy Administration, Early Storage Reserve Plan, April 22, 1976.
uStatement of FEA Administrator John F. O'Leary, reprinted in the Congressional Record,

daily edition, March 7, 1977, p. S 3624.
2 U.S. Maritime Administration, "The Cost of Using Tankers for the Strategic Petroleum Re-

serve Program", October, 1976.
w7rbid.
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(D) the study added a cost for transporting the foreign-flag vessel to the U.S. and
then used this cost to compare tanker storage unfavorably with salt dome and mine
storage. In fact, much of the oil being placed in the Strategic Petroleum Reserve
will come from foreign sources, thus necessitating ship transportation across the
Atlantic. This will be two-way ship trasportation, at least 50 percent of which is
required by law to be composed of U.S.-flag ships. By contrast, acquiring foreign-flag
tankers for the Floating Reserve will require only one-way transportation. Either
U.S. crews will be flown overseas to pick up the ship, or foreign crews will be flown
overseas after the ship has been delivered to the U.S. Taking these factors into
account, it is doubtful that the cost of moving a foreign-flag ship to the U.S. will be
any different than moving foreign oil to the U.S.

A more accurate estimate of-the costs of storing a barrel of residual fuel oil
aboard a tanker would be:'a

Item
Tanker Purchase ............................................................ $2.820
Refurbishing at End of Program ............................................................ . 2.014
Movement to U.S ............................................................ '.490
Modification to meet U.S. standards..................................................................... 4.282

Anchorage system..................................................................................................... 5.111
Crew ............................................................ .239
Fuel, Food, Insurance, Miscellaneous ........................................................... '.170
Loss due to evaporation and in distribution ........................................................ ' .300
Salvage value .......................................................... 9 (2.820)

Total cost of tanker storage......................................................................... 2.116
'Based on $2 million cost for 100,000 dwt vessel.
'Based on Maritime Administration estimate, see footnote 26.
, Based on full rate charged on recent Saudi Arabia to U.S. voyage.
I Based on Maritime Administration estimate, see footnote 26.
'Includes additional anchor cable for stern anchorage, anchorage surveys, "Yokohama Fend-

ers" between anchored ships, and galvalum anode system for hull corrosion inhibition. Based on
Maritime Administration estimate, see footnote 26.

'Assumes that ships will be anchored together in groups of at least six. One ship will act as a
"mother ship" for the others, providing all power and heat needed and housing the crew. The
crew includes: 3 deck officers, 3 engine officers, 1 radio officer, 1 steward/cook, and 16 unli-
censed deck and engine officers for each group of six ships.

I Based on shipping company sources.
'Based on Maritime Administration estimate.
'Non-discounted salvage value assuming ship can be sold for same amount as purchase price.
These costs can be better understood if they are spread over a period of time to

separate recurring from non-recurring costs and to take into account the decrease in
the value of the dollar.- Using a 15-year period, the costs of tanker storage as
calculated by the FEA study and as calculated using the data listed above are as
follows:

FIFEEN YEAR COSTS OF TANKER STORAGE OF RESIDUAL OIL
[Dollars per barrel]

FEA MEBA
Item study study

Initial costs:
Tanker purchase ..................................................... 4.22 2.82
Movement to United State s ..................................................... .28 1.00
Anchorage system.......................................................................................................................... . 11 .11
Modification to meet U.S. standards .......................................................... .28
Vapor recovery system..56......................5

Recurring costs: Crew, fuel, food, etc.1.82 .41
Program termination costs:

Refurbishing after layup................................................................................................................. . .......................
Loss due to evaporation and in distribution................................................................................... . 30 .30
Salvage value................................................................................................................................. (1.01) (.67)

Total discounted present value cost .................................................. 6.42 4.24
Total per year .................................................. .43 .28

"-The Japanese have estimated the cost of tanker storage at $1.60 per barrel per year. Petro-
leum Intelligence Weekly; September 6, 1976.

" A 10 percent discount factor has been chosen in accordance with Office of Management and
Budget Circular A-94.
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These costs can be compared with the cost estimates for storing crude oil in salt
domes: "

FIFTEEN YEAR COSTS OF TANKER STORAGE VS. SALT DOME STORAGE

[Dollars per barrel]

Regional Central
tanker salt mine

Item storage storage

Initial costs:
Site land...0.50
Dome leaching....50
Facilities....30
Fil costs .64
Movement to United Ste s ................................................... 1.00 1.00
Tanker purchase............................................................................................................................ . .......................
Anchorage system .......................................................................................................................... . ....... .11 .
Modification of Tankers ................ .28 .

Recurring costs:
Static operations .... . . . .18
Crew, fuoel, food, etc ....... .41 .

Program termination costs:
Additional shipping costs . . ........ .84
Loss due to evaporation and in distribution .................................................. .30 .38
Salvage value. ...............................................................................................................................Sl.( .......................7)

Total discounted present value cost ................................................. 4.25 4.34
Total per year ........................................... ...... . 28 .29

Esnirmoted U.S.4talg shopping anst from Texas ports to Boston.

The costs of tanker storage and central salt mine storage are, thus, comparable.
However, the tanker storage is a regional reserve which provides New England with
quick access to emergency supplies of residual fuel oil, while the salt mine storage
option elected by the Federal Energy Administration makes use of central storage
sites near the Gulf Coast. These central sites will hold crude oil only, thus necessi-
tating a delay of several weeks before residual oil could reach New England.

D. Anchorage sites for the floating reserve
Based upon criteria such as adequate water depth, ocean-bottom composition, low

volume of vessel traffic, isolation from high density population, sheltered anchorage,
and environmental pollution considerations, the Maritime Administration has found
five sites which would be suitable for anchoring vessels in the Floating Reserve.
Three of those sites are in Long Island Sound: Mattituck, Rocky Point, and Mulford
Point. The other two are in Narragansett Bay and near Portland, Maine. 0 Both the
Coast Guard and oil company personnel have agreed that these are suitable anchor-
age sites.'

"Salt mine storage costs derived from Institute for Defense Analyses, Use of Tankers for
Stockpiling Petroleum (January, 1977) and U.S. Maritime Administration (see footnote 26).

"See footnote 26.
31 Institute for Defense Analyses, Use of Tankers for Stockpiling Petroleum, January, 1977.
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Due to the anchorage systems to be employed and the stationary nature of the
Floating Reserve, spillage resulting from weather or accidents is highly unlikely.-2
It is conceivable that, during an embargo period, tankers in the Floating Reserve
might be subject to deliberate attack. In the event of an embargo, the risk of
deliberate attack could be minimized by increasing Coast Guard surveillance of
stationary Floating Reserve vessels. Of course, during an embargo, the vessels in the
reserve would move immediately to port to discharge their cargoes. Thus, the risk of
deliberate attack would be minimal.
E. Size of floating reserve

To store the 4.7 million barrels of residual fuel oil necessary to insulate New
England from a 90-day embargo, the equivalent of 6.6 100,000 dwt vessels would be
required. Should the amount of residual stored be greater, or should the size of the
ships used be smaller, a larger number of vessels would be required.

CONCLUSION
The establishment of a Strategic Petroleum Reserve is essential for the security of

our country. We must not be in a position where we are vulnerable to the use of
petroleum blackmail by foreign governments.

In establishing the reserve, policies which emphasize the minimization of cost and
the maximization of flexibility and utility should be adopted.

The soundness of using Elk Hills oil lies in the fact that 80 percent of the oil in
that reserve is already owned by the government and can be produced at a very low
cost. No additional legislative authority is needed. However, in light of the Federal
Energy Administration's unwillingness to consider this alternative, Congress should
amend existing law and requlre YEA to give first priority for the use of Elk Hills oil
to filling the Strategic Petroleum Reserve.

Similarly, the soundness of using a Floating Reserve to store residual fuel oil for
New England lies in the fact that it provides a region of the country which is
heavily dependent on imported oil with easy access to residual fuel oil at minimal
cost to the taxpayer. The cost of establishing other forms of regional storage for
New England would be far higher than using tankers, and tankers are flexible
while other forms of storage are not. They can be moved as the need arises,4and
they will disappear when the Strategic Petroleum Reserve program is terminated.

Congress should act to include the use of tankers as a storage alternative to be
used in those instances where a regional reserve is called for and where alternative
forms of storage are either more costly or less efficient in providing access to stored
petroleum in time of emergency.

Only with this additional legislation can the United States establish an effective
Strategic Petroleum Reserve Plan.

,2Ibid.
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