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ENERGY TAX ACT OF 1977

. MONDAY, AUGUST 8, 1077

U.S. SENATE,
Coumyirree oN Finance,
Washington, D.C.

The committee met, pursuant to notice, at 10 a.m., in room 2221
Dirksen Senate Office Building, Hon. Russell B. Long (chairman of
the committee) presiding. '

Present: Senators Long, Talmadge, Matsunaga, Packwood, Roth,

Also present : Senator Melcher.

The Cuamyan, The hearing will come to order.

First, let me explain that these hearings were called only about 1
week before the recess, and many Senntors%sad made their plans, which
precluded them from being here,

Senator Packwood assured me that he could be with me to help con-
duct these hearings. The Majority Leader, Senator Byrd, asked that we
Froceo.d with this measure as soon as possible and that we consider

10lding hearings through the recess.

I have a letter from Senator Dole complaining that he had made
other plans, and 1 will make that available for the record.

. [The letters from Senators Byrd of West Virginia and Dole
follow:]

U.8. SENATE,
OFFICE oF THE MAJORITY LEADER,
Washinpgton, D.G., July 28, 1977,

Hon. Russgrl B. Long,
Chairman, Committee on Finance,

U.S. Senate, Washington, D.C.

DEeARr Russkr: Pursuant to our several conversations on the subject, I slmply
wigh to volce agrin my hope that your committee can proceed with hearings on
the tax aspects of the President’s energy package prior to or during the August

recess, if at all possible.

I am aware of the inconvenience that will be caused you and your committee by
the fact that the House will not be getting its energy bill over to the Senate
until just prior to the August recess. However, in looking toward our hoped-for
October adjournment date of the 8th, I respectfully make the foregoing request,

With highest personal esteem always, I am, belleve me,

Cordially yours,
Roseer C. BYRp, Majority Leader,

U.8. SENATE,
COMMITTEE ON FINANCE,
Washington, D.C., August 8, 1977,

Hon. RusseLr Loxg, .
Chairman, Senate Finance Committee,
U.8, Senate, Washington, D.C.

DEAR MR. CHAIRMAN : It i8 unfortunate that the Finance Committee's energy
hearings come at a time when I, and g0 many of my colleagues, have prior com-
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mitments to other legitimate Senate business that must be honored. I wish at the
commencement of this week's activities to express my concern and displeasure
that the hearing schedule conflicts with other recess activities. The decisions
made in this committee will have a major Impact on this Nation’s energy pro-
gram and on our way of life for decades to come. Consequently, the committee’s
work is deserving of the full attention and participation of each member.

Energy Is important to all Americans and has been n special concern of mine
for many years, especially so since Kansags is a significant producer of both oil
and gas. I intend to clogely study the testimony of witnesses and the record of
the proceedings. I hope that I, and other absent members, will have the right to
submit questions to the witnesses and to recall them, if necessary.

The administration's energy tax program is deserving of elose scrutiny as it
fails to adequately assure the American people that the Nation will have the
increased energy supplies it needs now and in the future. In addition, the admin-
{stration's plan does not provide sufficient protection to domestic producers and -
refiners—especially the independents. I intend to legislatively pursue these mat-
ters on my return to Washington. -

Sincerely yours,

Bos Dore, U.S. Senate.

The Cuamman, What we will seek to do is obtain as much informa-
tion as we can for the benefit of all Senators and the Nation as a whole,
We will provide a copy of the witnesses’ testimony to every Senator,
and we will also provide copies of questions and answers that have been
asked prior to this time. With regard to some witnesses—perhaps with
regards to all—members of the committee who had made other plans
and who cannot be here at this time might want to call those witnesses
back and interrogate them with regard to certain matters of concern
to those Senators, If they want that done, that will be done.

Of course, it will require some additional time-hours. and we will
ask them to conduct the hearings during most of that time,

In the view of the chairman, it was very important that we com-
mence these hearings so that everyone could digest the information
that can be made available to us and so that they can be thinking
about it and generating their own ideas, during the recess. When the
other members come back, hopefully they will be in a better position
to make a contribution.

With that understanding, I would like to make a brief statement
about the hearings in other respects. We begin hearings today on one
of the most critical problems now facing our Nation—the energy
problem. We will be meeting the rest of tﬁis week and through Sep-
tember to consider an energy policy with a far-reaching and important
goal, That goal should be to insure that the United States has enough
energy to sustain a healthy and productive economy which provides
job opportunities for all Americans.

By failing to take corrective action in the past, this Nation has
permitted its encrgy problem to reach crisis proportions. We are to the
point of paying $42 billion this year for imported oil. Our oil imports
ave s0 large that we will probably suffer a record trade deficit in 1977
of over $30 billipn. These deficits are a serious drain on our economy.
They point up the importance of taking steps to curb our oil imports.

The bill before us makes a laudable effort to reduce consumption
and make more efficient use of what we use. But if we are going to
fashion a truly effective energy policy, our bill should not overlook
a single opportunity to create more energy su plies.

In my view, the President’s program is lacking with regard to half
of the problem—the desperate need to increase energy production.
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The weakness of the President’s bill is that it calls for sacrifices from
the American public in the form of higher taxes, but it does not assure
more reliable supplies of energy. )

Some people call greater energy incentives a “drain America first”
program, That idea is bankrupt. We have enormous reserves of con-
ventional sources of eneriy-enough to last us for hundreds of years.
Long before they are exhausted, we will have developed solar, geo-
thermal and nuclear power adequate to provide our needs forever.
1 certainly intend to do all that I can in this bill to encourage greater
domestic energy production, )

[The Committee on Finance press release follows. Title 1I of
H.R. 8444, the subject of these hearings appears as appendix A in

part 2 of these printed hearings.]

[Press Release)

FINANCE COMMITTEE ANNOUNCES HEARINGS ON TITLE 11 or H.R. 6881, THE ENERGY
Tax Aor or 1977

The Honorable Russell B, Long (D., La.), Chairman of the Senate Commlttee
on Finance, announced today that the Committee Will hold hearings on the
Energy Tax Act of 1077 beginning Monday, August 8, 1977. The Committee will
neet daily through Friday, August 12, 1977 to receive public testimony concern-
ing this measure. The hearings will begin at 10:00 A.M. in Room 2221, Dirksen
Senate Ofice Building each day.

The hear{ags will continue after Labor Day, beginning Thursday, September 8.

Senator Long stated: “The subject of this legislation is a complex one which
will require detalled review by members of the Finance Committee, and the
sooner members can begin this process the better, I am directing the Committee

" staff to send copies of testimony to all members of the Committee who are unable

to attend the August hearings so that they may use the recess to good advantage
by consldering the specific points raised in the testimony."”

Requests to testify—Chairman Long stated that witnesses desiring to testify
during these hearings must make their requests to testify to Michael Stern, Staff
Director, Committee on Finauce, 2227 Dirksen Senate Office Bullding, Washing-
ton, D.C, 20510, not later than Monday, August 1, 1977. Witnesses will be notified
as soon ay possible after this cutoff date as to when they are scheduled to
appear. If for some reason the witness is unable.to appear at the time scheduled,
he may flle a written statement for the record in lieu of the personal appearance.

Early submiszion of testimony.—Senator Long urged individuals and organi-
zations with suggestions for changes in specific or detailed provisions of the
ITouse bill to submit their testimony early (even if they will be scheduled to
testify later). This will permit Committee members and staff an opportunity
to consider there suggestions in the brlef amount of time available before the
Committes markup begins,

Consolidated testimony.—Chairman Long also stated that the Subcommittee
urges all witnesses who have a common position or with the same general
interest to consolidate thelr testimony and designate a single spokesman to
present their common viewpoint orally to the Committee. This procedure will.
enable the Committee to receive a wlder expression of views than it might
otherwise obtain, The Chalrman urged that all witnesses exert a maximum
effort, taking Into account the limited advance notice, to consolidate and coordl-
nate their statements,

Legislative Reorganization Acl—Senator Long stated that the Leglslative
Reorganization Act of 1046, as amended, requires all witnesses appearing
before the Committees of Congress “to file In advance wrltten statements of their
proposed testimony, and to limit their oral presentations to brief summaries of
their argument.”

Witnesses scheduled to testify must comply with the followlng rules:

(1) A copy of the statement must be filed by the close of business two days
before the day the witness 1s scheduled to testify.

(2) All witnesses must include with thelr written statement a summary of
the principal points included in the statement,

(3) The written statements must be typed on letter-size paper (not legal size)
and at least 75 copies must be submitted by the close of business the day before
the witness 18 scheduled to testify.
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(4) Witnesses are not to read their written statements to the Commlittee, but
are to confine their ten-minute oral presentations to a summary of the points

included in the statement.
(5) Not more than ten minutes will be allowed for oral presentation.

Written testimony.—Senator Long stated that the Committee would be pleased
to receive written testimony from those persons or organizations who wish to
submit statements for the record. Statements submitted for inclusion in the
record should be typewritten, not more than 25 double-spaced pages in length
and mailed with five (5) coples by September 14, 1977, to Michael Stern, Staff
Director, Committee on Finance, Room 2227, Dirksen Senate Office Building,
Washington, D.0. 20510, Copies received by August 19 will be sent to Committee
members during the recess. .

The Crarman. Qur first witness today is James Schlesinger, the
new Secretary of the Department of Energy. Mr. Schlesinger has
just taken the reins of the largest energy bureaucracy ever assembled.
We hope that he will tell us how he will harness this new department
into providing an energy program to meet the Nation’s needs.

If other Senators wish to make a statement, I would be glad to rec--
ognize them. ‘ )

Senator Packwoob, You will put Senator Dole's letter in the record ?

The Cramraan. Yes.

Senator Packwoob. I have no statement.

Senator Rorir. I have a statement. )

Senator Tarmapek. T have no statement, Mr, Chairman,

Senator Roru. Mr, Chairman?

The Crramaran. Senator Roth?
Senator Rorn. First of all, T would like to welcome the new Secre-

tary this year and I want to start out by saying that T do share the
administration’s concern about the seriousness of the energy problem.
I believe that action must be taken to reduce our relinnce on high-
priced foreign oil and to avoid, the energy shortages which disrupted
our energy this past winter.

I agree with the administration that a comprehensive energy pro-
gram must be formulated and T did work with the administration on
legislation to create the Department of Energy.

n all seriousness, I do not helieve that the administration’s encrgy
tax program will solve our energy problem. Its adoption would be an
economic disaster resulting in higher taxes, unemployment, inflation.
If we were voting today, I would vote against the energy tax proposal.

I-feel that the administration’s program is not an energy program;’
it is a massive tax increase program which is another rip-off on the
middle class. The administration is proposing an income transfer pro-
gram raising at least $54 billion in increased taxes over the next 8
years, redistributing some of the money back in the form of a paltry
$22 rebate,

By 1985, this so-called energy program will increase the.tax burden
on the average family by more than $2,000 a year. The increased tax
burden on working Americans will have a devastating impact on the
American economy. According to four separate economic projections,
the administration’s energy tax program will result in lower economic -
growth, higher unemployment, and increased inflation.

I believe that we must reject the administration’s reliance on higher
taxes and greater Tederal control and work for a comprehensive en-
ergy program to conserve scarce energy supplies and to encourage the
increased production of alternate energy resources.
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I believe the American people will be willing to make sacrifices if
presented with an energy program that offers hope for the future eco-

nomic growth and }obs.
I do not believe the American people will accept an energy program

based upon despair, no growth, and higher taxes,

Thank you.
The Criamrman. I think I would do well to read the letter from the

majority leader, Robert Byrd.

Pursuant to our several conversations on this subject, I simp!y wish to volce
again my hope that your Comittee can proceed with the hearings on tax aspects
of the Presldent's energy package prior to the August recers, if at all possible. 1
am aware of the inconvenience that will be caused to you and your Committee by
the fact that the House will not be getting its energy program over to the Senate

untll just prior to the August recess.,
However, in looking for our hoped for October adjournment date of October 8th,

I respectfully make the foregoing request, with the highest personal esteem,
Very truly yours,
ROBERT BYRD.

The Citairman. Senator Dole asked that he have the privilege of
recalling any witness and interrogating him, and of course, that wish

will be accommodated.
Mr. Schlesinger, I would be happy to hear from you and your

assistants.

STATEMENT OF HON. JAMES R. SCHLESINGER, SECRETARY, DE-
PARTMENT OF ENERGY; ACCOMPANIED BY LES GOLDMAN,
ASSISTANT ADMINISTRATOR FOR RESOURCE DEVELOPMENT,
FEDERAL ENERGY ADMINISTRATION AND AL ALM, WHITE

HOUSE STAFF

Secretary Scurrsinger. Thank you, Mr. Chairman.

Mr. Chairman, from the opening observations, I detect that there
may be a greater degree of skepticism in this committee than we have
encountered in other committees, and I will regard it as my duty to
attempt to dispel whatever skepticism may exist.

The CratrMaN, We can be persuaded, Mr. Secretary.

Secretary Sciresixaer. Mr, Chairman, T have a lengthy statement
here, and I am prepared to place it in the record and to summarize
where we stand in relation to three major points.

First, the national problem. '

Second, the legislation that lies before this committee regarding tax
and tax credit measures to deal with our energy problem. _

Third, the issue that yon and Senator Roth have raised regarding
the production of energy.

Mr. Chairman, we face a national {)roblem. Sometime in the 1980,
we will reach a point worldwide in which the production of oil cannot
be substantially expanded. Before then, we will be pressing against our
own limits of capacity and in the 1990’s by all estimates, we will,
worldwide, be peaking out in terms of production of oil.

Weo have, Mr. Chairman, in the last 50 years. and notably since
World War II, become increasingly dependent upon oil, which is
a finite resource, and in which we cannot expect to see substantial
further increages in worldwide capacity. From this point at which
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worldwide we are producing approximately 60 million bavrels a day,
1tdls difficult to see production expanding beyond 80 million barrels
aday. -

For this reason, we must cure our tendency to rely on increases in
supplies of oil before we face the point of strin ncy which has been
projected for the middle 1980%, if we fail to take action, and which
will occur at a later point even if we do take action.

Much will be said, Mr. Chairman, about the economic consequences
of the President’s plan. Without the standby gasoline tax, the impact
on inflation will be between 0.2 and 0.3 percent, With the standby
gasoline tax, were it to be enacted, the rate of inflation would be
augmented by approximately one-half of 1 percent.

But the true issue with regard to economics, Mr. Chairman, will not
be the immediate and relatively small consequences of beginning to
make an adjustment to a future in which our supplies of o1l will fail.
The true economic consequences will flow from our failure to take
action,

If we fail to take action now to begin to adjust the capital stock of
the United States, our homes, our factories, our automobiles, so that
they become less dependent on oil and our technologies can shift in
another direction, then we will be in serious trouble in the middle
1980’s, We will face the situation that Senator Roth projected of
rapidly rising unemployment, similar to what occurred after 1973;
of a rate of inflation that begins to escalate as a result of bidding
by industrial nations and the I.DC’s for a limited supply of oil; and
we will face the severe balance-of-payments problems to which you
referred.

Unless we get control of our importation of oil, we face a serious
balance-of-payments problem. Qur out payments in that period could
reach $150 biilion to $175 billion a year. Needless to say, Mr. Chair-
man, even the United States does not have the financial resources to
deal with that problem.

So we must begin to act now before we face that problem. That is
the objective of the administration’s plan. That is a necessity in our
Democratic society, to have appropriate foresight and vision for a
future set of problems and make the adjustment now. The means
that we have suggested are very clear. They rely, in part, upon con-
servation and fuel efficiency which will maintain our standard of
living and will permit a steady expansion of the economy, both
production and jobs, That is'axiomatic in the President’s plan.

In addition. we plan a switch to abundant fuels, notably coal in the
short run, so that increasingly scarce supplies of liquids will be avail-
able for the transportation market, for which there is no substitute.
For stationary sources increasingly the 11.S. industry should be be-
coming dependent upon the supplies of coal. )

Mr. Chairman, the heart of this program, in a sense, lies before this
committee, It has been approved, in large menasure, by the House of
Representatives. In accordance with the Constitution, measures orig-
inating in the House of Representatives then go to the Senate for re-
view. We have a whole set of tax measures which are being proposed
which will make this adjustment to a period of stringency in the 1980’s
so that the United States can weather what will be a very severe eco-

nomic adjustment, '
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I will not go over all of the measures at this point. The tax credit
measures for solar, for insulation, for business investment, Conserva-
tion devices, and cogeneration devices have all received widespread
approval. ‘

fay I say in passing, Mr. Chairman, that the President’s plan in-
cludes 113 proposals, of which virtually all the legislative proposals
were enacted by the House of Repregentatives, There are somethin
like 106 or 107 parts of the plan which are virtually noncontroversial.
Most of the controversy has focusged on two or three of the tax measures
which we referred to and to pricing with regards to oil and gas. That
is the heart of this dispute.

Before this committee will rest certain measures which have gener-
ated controversy. I will deal with three of them.

First the gas guzzler tax. That tax, in our judgment, should be
strengthened to apply more effectively, and sooner, to antomobiles
that are more fuel ineflicient than the national targets.

Second, the wellhead equalization tax., This tax is designed to end

two things: a situation in which the United States has continuously-

subsidized the importation of foreign oil. Mr. Chairman, I think that
we can all agree that the road to energy independence, or even a higher
degree of independence, cannot be achieved as long as we subsidize the
importation of foreign oil. We have done this in recent years by rolling
in foreign oil at the world oil price and mixing it with lower price
domestic crude. '

The tax will eliminate that. It will also eliminate government regu-
lation. Tt will permit the refineries in the United States to base a single
price for oil and allow us to eliminate the entitlements program which
becomes increasingly hard to administer and increasingly unfair in
its effects.

If we wish to cease what we have done in the past, which is to sub-
sidize foreign oil imports and to establish a mechanism for regula-
tion which is ineffective, we should proceed with the wellhead equali-
zation tax, That tax accepts the general price levels as established by
the U.S. Congress in EPCA and arranges the difference between the
price of old oil and upper tier oil to go to the U.S. Treasury.

It will result in a considerable inflow of revenue to the Treasury,
virtually all of which will be distributed through rebates to American
citizens. \

The only alternative is to allow the world oil price to be applied to
the receipts of America’s major and independent oil companies so that
they wi]f not only be basing a monopolistic price, but be the principal
beneficiaries of monopolistics profits. That is not a situation which we
would prefer.

We have arranged that all new oil discoveries in the United States
come in at the world oil price, $13.50 a barrel. That is a genérous price.
It is generous by the estimates of the industry ; it is generous by world-
wide standards.

In the past, the industry has estimated that at a price of something
on the order of $5.50 or $6 a barrel in 1973 prices, we could achieve
f)nergy independence. Regrettably, those industry estimates proved to

e wrong.

We want to generate as much new production as we can achieve,

Mr. Chairman. That is the reason for compensating those who are

vigorously engaged in exploration with the world oil price.
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On a worldwide standard, Mr, Chairman, the returns to the pro-
ducers will be substantial, In the Middle East, for example, the returns
to producers are something on the order of 20 to 25 cents per barrel as
a fee for lifting oil, In the North Sea, the British Government taxes
the production of the producers at $7 a barrel so that the wellhead
price will be half of what we have in the United States, and that is the -
most comparable number you can obtain,

Generally speaking, the returns offered to producers exceed those
elsewhere in the world by an order of magnitude of tenfold, o fifteen-
fold, to what is obtained elsewhere in the world. This ig very generous
treatment designed to encourage exploration.

Unfortunately, there has been a reaction on the part of the industry
to the effect that, indeed, that is a substantial return, but we want
more, We want to have substantial inventory profits on all of the ex-
isting inventories. No productive purpose is served by that. Mr. Chair-
man, and in addition, it would result in a massive shift of income and
wealth that would be inequitable and thus not in accordance with the
desire of the President to have a plan that is based upon equity,

Mr. Chairman, the third (easure that I shall discuss and that yon
mentioned in your opening remarks, is the question of production.
There is emphasis upon conservation, but there is no immediate pen-
alty. All that we are attempting to do is to reduce the rate of growth
of energy usage in the United States from a historic 4 percent to 2 per-
cent or less, a relatively modest squeeze, giving vast opportunities for
increased fuel efficiency in the American economy. .

By 1985, energy consumption in the United States will only be some
4]percent less than will have otherwise been projected without this

an.

By contrast, Mr, Chairman, the plan calls for a 33-percent rise in the
domestic output of energy. That is based on the desire of the adminis-
tration to eliminate a large number of entanglements that have in the
past prevented effective moves toward the production of energy.

This is most obvious, T think, in the case of nuclear power. The
administration will shortly present a bill to the Congress which will
climinate much of the delay involved in the licensing process. It is
also obvious in the case of coal production. We project an increase to
something on the order of a billion and a quarter tons of coal in 1985
from the present 650 million tons, a vast increase in production and
use.
We shall take those steps tRaf are necessary in order to achieve that
goal, including the exercise of the due diligence provisions with re-
gard to those companies now holding leaseholds in the West,

The issue of production incentives, as everybody understood, comes
down, I think, to the question of oil and gas prices, With regards to
gas prices,’we have raised rapidly in recent years the compensation
offered to the companies. Some few years ago, the price limit in the
interstate market for natural gas was 13 cents per MCF. The admin-
istration’s proposal is $1.75 per MCF, an increase of fifteenfold in the
interstate market in 8 years’ time.

It is 7 times the 26 cents limits that existed at the time, for example,
that I was at the Atomic Energy Commission. It was only 1 year ago
that tho producers were insisting that only $1 would provide them

with ample incentives.
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All producers to whom I have talked have indicated that $1.75 is a
good price and they will make a substantial sum of money for shallow

deposits. In addition to that, the President’s proposal 1s to provide

stability for this industry by having that cap trace the upper move-
ment. of the -Btu equivalent of domestic crnde, so that the industry
looks to a steady increase in prices as the crude oil price in the United
States changes.

'This provides substantial profits, a high rate of return, and assur-
ance of steady growth in both prices and production—once again, a
very generous incentive,

If we look at the price of $1.75, we note, as I indicated, that it is
vastly in excess of t%msc prices which have historically prevailed in
the interstate market, but it is also historically high in relation to the
intrastate market.

In Louisiana, for example, Mr. Chairman, the intrastate price of
natural gas did not reach $1.75 until last winter during what was a
substantial natural gas shortage in the United States.

Just recently, the June statistics of the Federal Power Commission
shows $1.74 per MCF for contracts in the intrastate market overall.

So we have a gap which will prevent sudden explosions of price
which will be devastating to the economy.

Particularly devastating, may I say, Mr. Chairman, to those gas
dependent, producer States, and I think most particularly of all, the
State of Texas, which has widespread most-favored-nation clauses
and redetermination clauses.

During last winter, in a free market, the price of gas per MCF
would have gone to $5.50 or thercabouts. That would have set the
State of Texas on its car. It would have also done considerable damage
in the State of Louisiana. In order to protect the users in these kinds
of States from what is a very imbalanced market, we have set a cap
which is a high cap, and we have arranged for a gradual transition
to higher prices that will not be devastating to the economy.

In addition to that, Mr. Chairman, as you know. there are certain
high cost forms of gas. There are the tight formations in the West
there are deep formations in Oklahoma. There are the geopressurized
domes in Louisiana and Texas, There is devonian shale in Ohio. That
cannot be brought in at $1.75.

In order to provide an inducement to an expansion of these non-
conventional sources of gas, we plan to decontrol those prices so that
those sources whose cost of production is above the projected price
for s]hnl]ow deposits will also come in to augment our national gas
supply.
hrough these measures in the gas market and in the oil market,
we are providing what has been historically and worldwide, very
generous standards in order to maintain our production of oil and
gas. But we should not, Mr. Chairman, be deceived about the longer
term process,

The Geological Survey indicates that the present level of proven
reserves in the United States results in 31 billion barrels of o1l. The
Geological Survey also estimates that there is a potential for an addi-
tional 82 billion barrels, based upon the 50-50 expectancy that that
might be thero. That would have dwarfed the proven existing reserves.

But even if all of those barrels of 0il could be found and recovered,
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the total would be about 120 billion barrels of oil. At the current rate
of consumption in the United States, if we were to rely on that as
our source of supp(lly, we would exhaust all of it—if it could be found,

uced—in n brief period of time, in some 18 years,

In projecting oil consumption and expansion at the historical rate,
we would exhaust that in something like 12 years, so we face, regret-
tably, a condition in which we cannot continue on what has been our
growing oil dependency for a long period of time,

The gas situation is, of course, somewhat more promising, but at
20 trillion cubic feet a year, we would have s gas supply from conven-
tional sources, even if all potential undiscovered.sources that the
Geological Survey estimates would be brought in, for something on
the order of 25 years.

As you indicated, Mr, Chairman, we must begin to make the adjust-
ment, We must have the appropriate foresight and vision to see the
problem that our society will face in a few years time, We must
make that adjustment before the day of grace ends.

Consequently, Mr. Chairman, we must do this in a way that is fair,
which provides an equality of sacrifice, sacrifice that implies an aban-
donment of what has been our casual, spendthrift ways of the past
and a growing consciousness about energy problems.

On the decisions of this committee depends the well-being of future
generations of our children and grandchildren. The time to act, Mr.
Chairman, is now; with the assistance of this committee, we can act

now. \
Thank you, sir. ~

The CHamMAN. Thank you, Mr. Secretary,

In line with our traditional “Early Bird Rule” here, Senator Pack-
wood was the first Senator present, I believe.

I call on Senator Packwood.

I suggest we each take 10 minutes on the first round, and after
that we will take a longer time,

Senator Packwoon. Mr, Secretary, I talked with you 1 night
about 10 days ago about the theory that Barry Commoner has that
there is enough oil in this country to simply skip us by coal and nuclear
and go straight through solar or some other renewable resource. I
know what your response to that is.

I am curious, first about the production side. I will go to con:
servation later, but I’'m interested in your reaction to the GAQ state-
ment of July 25, 1977 that under the policy that you are recommend-
ing the return to the producer is going to be $13 billion less by 1985
than even under the present law.

Isthat an accurate statement ?

Secretary ScHLESINGER. No, sir.

The return to producers, which now runs about 35 percent on ex-
ploration and production should increase under this program. As I
just indicated, they will be receiving $13.50 per barrel of oil. That
is the world price of oil. No other producers anywhere else in
the world obtain anything like that price.

Senator Packwoop. GAO says that under the administration’s plap

for new oil they are going to receive $11.28,
Secretary ScuLEsINGER, No, sir, that is not the plan.
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Senator Packwoop, What is the GAO referring to in this report #
You must be familiar with it, July 25, 1977 evaluation of the National
Energy Plan.

Secretary ScuresiNger. I am not sure to what the GAQ is re-
ferrmg. As we have indicated from the first, we are prepared to pro-
vide the higher price in order to bring about vigorous exploration,
particularly of new frontier oil, to bring in what we have.

That $11.28 price is the present upper tier price.

Senator Packwoon. Is t{:e present what ¢

Secretary ScrresiNger. Upper tier price.

That is below—— .
Senator Packwoop. Let me read this into the record. “Maximum

allowable prices to producers in 1985, by category under existing
policy and administration plan”-—by that, they are referring to the
present administration’s plan—GAQO Report, July 25, 1977, this is

what the GAQ concludes:

The result of these changes is that no category of oll will command a higher
price under the plan than under exlsting pollcy. Hence, there 1a no additional
financial motive for producers to Increase their exploration® and development
activitles. Moreover, according to an administration estimate, lower prices for
most of the oil to be produced between now and 1985 will cut producer's revenues
in 1085 by almost $18 billion in 1977 dollars relative to a continuation of

existing policy.
This, in turn, will presumably reduce their profits and ability to attract new

capital and finance additional exploration. Therefore the plan not only keeps
them sending for new production at current levels, but therefore redices pro-
ducers’ financial ability to increase thelr efforts to produce more oil.

Is that statement wrong#
Secretary ScHLESINGER. Yes, Let me point out the major error that

occurs from reading that particular paragraph. It is true that at the
present time, stripper oil commands the world price of $13.50. We plan
that new finds, new inventories, and frontier oil, will also obtain that
world price. The price will go to the world price, no higher than it
presently exists for stripper oils. It is certainly higher than the existing

- set of prices.

With regard to the question of the financial capacity of the oil
industry, let me indicate profits have doubled in these last 4 years, All
the major companies recognize that they are awash in cash flow. They
are unable to p}nco that cash into exploration.

They will have additional cash. ) i
At the present time, one sees a stream of investments going off to the

purchase of Montgomery Ward or the Irvine Ranch, or what have you,
simply because of the stream of cash flow and the unavailability of
additional sources of supply to investment.

The Secrctary of the Interior has posted a new schedule for the
lcasing of the Quter Continental Shelf. The problems of the oil
companies is not a problem of cash flow.

Senator Packwoop. This GAQ statement is not talking about the
profits or cash flow.

Secretary Sciresixae, Yes; it is talking about cash flow.

Senator Packwoon. No: it is talking about how much return they
will get under existing policy as opposed to the administration plan,

I want to know what mistakes the GAQ has made_in its premise in
analyzing the administration’s plan to come to the conclusion that it
will produce roughly $18 billion less for the producers.
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Secretary ScHLESINGER. Because the GAO, I believe, is assuming

expiration of EPCA—
enator PAckwoon. The exploration of what?

Secretary Scuresinger. EPCA.

Senator Packwoop. What is that ?

Secretary ScrrEsiNeer. Encrgy Policy and Conservation Act of
1975. It is assuming that in accordance with existing policy, the upper
tier will go to the world price. , '

Once again, the $11.28 tier is a very generous compensation by
historical and worldwide standards. It is approximately double what
the industry said just a few years ago would bring 85 percent energy
independence for the United States.

Under the President’s plan, that upper tier oil will continue to
escalate in accordance with the GNP deflator to protect the real value
of the barrel of oil, but it would not go to the world price. ,

If you take the President’s program on oil and gas together, there
is an expansion of revenues of the oil and gas industry relatives to
what would otherwise have been the case with the continuation of
current policy.

Senator Packwoon, Mr, Secretary, T did not understand that.

I want to know about this statement that GAO made in that report,
so when I read it, I can check that off as wrong.

Secretary ScrresiNger. I am not sure. I pointed out it was not
accurate to say that there would be no higher incentives. For the oil
and gas industry as a whole, there would be a higher volume of cash
flow and a higher volume of profits. There would be some reduction
on the order of a couple of billion dollars & year compared to what
would have happened if the upper tier had been folded into the world
price as had been the previous assumption.

Senator Packwoop. I am not sure I understand yet. Let me ask you
another question. ' , '

Under the FEA’s study in 1974, then in 1976, there was some pre-
sumption about business as usual as opposed to accelerated or opti-
mistic demand.

First, in the administration’s programn, you are presuming an in-
crease in demand from 37 million barrels a day to 48.3 million barrels
a day in 1985. Is that right ¢

Secretary SCHLESINGER, Yes, sir.

Senator Packwoon. Roughly an 11.3 increase.

You are presuming an increase in oil production from 9.7 to 10.6?

Secretary ScuresiNeer, That is right. That is basically the inflow
of Alaskan crude.

Senator Packwoop, In 1974, an FEA report made the presumption
that at $11 a barrel, oil production could be ingreased under what _
they called business as usual theory to 15 million barrels a day under
accelerated production to 20 million barrels a day by 1985.

Was that a correct assum%tion in the 1974 report

Secretary ScHLEsINGER. Obviously not; it was wrong. As a matter
of fact, we have a long history of such assumptions. 7

Senator Packwoob. Is there any assumption, possibly correct, other

than yours?
Secretary Sciresinorr. We do not pretend that we have a crystal

ball.
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Senator Packwoop. Whose assumptions are you using?

Secretary ScuLESINGER.. The assumptions that we are using are based
upon the present projections of the FEA. Let me make clear, however,
that if %'ou go back to the 1973 period, we have repeated statements
by the Independent Petroleum Association of America, the National
Petroleum Council, and the Petroleum Independents that guided the
attitudes of the then-Federal Energy Office and the Department of the
Treasury. Those statements said, in effect, that we would have all the
o0il that we would ever want at $5.30 a barrel, or $6 a barrel, or, in the
case of the IPAA which was on the high side, $6.50 a barrel.

Indeed, we have had much higher prices and we have seen a steady
diminution in the flow of oil. It is obvious, therefore, that whatever
one might say about our present projections, those projections clearly
are wrong.

Senator Packwoon. Let us take your present projections. This is the
1976 FEA report made this year during this administration. They
presume business as usual premise to $16 a barrel by 1985 will produce
16.1 million barrels of oil a day production, up from 9.7 to 16.1 at $16
per barrel. This is your current projection, is that right?

Secretary SCHLESINGER. Yes,

Scnator Packwoon. What I was intrigued with, I have asked them
for the accelerated production. We have always had business as usual,
and accelerated. -

I asked my staff to call the FEA. What I discovered is the FEA
was directed by this administration not to make any accelerated pro-
duction shifts, to only make business as usual projections for 1985.

One, is that true? .
Two, can 1 get a current FEA accelerated production on the pre-

sumption of $16 a barrel? ‘

Secretary Scnresinger. The answer to the first question is, T do not
know. You might ask Mr. O’Leary, who is here.

The answer to tho second question is you will have to tell us what
you mean by accelerated production. Let me emphasize, however, that
16 million barrels per day is a very substantial flow of oil, almost
5 billion barrels a year, one-sixth of our present ]l)roven reserves.

No one in history has been able to produce oil with so low a level
of proven reserves,

Senator Packwoon. All T am saying is that the FEA says in the
report dated 1977, based on 1976 statistics, at $16 a barrel, we can
produce 16.1 million barrels a day in 1985,

Secretary Scuirsinger, That_is the national energy outlook that
was projected by the Ford administration, T think you recognize that,
Mr. Packwood.

Senator Packwoon, This is 1977. )

Secretary ScuresiNger, That is the NEO produced by the outgoing

Ford administration. )

Senator Packwoon. Let me ask you one last question, then T will
rield. -
) Secretary Scuiesinorr. If anyone can demonstrate how we are
going to get this additional flow, given the present state of proven
reserves and the expectations of a geological survey, I would like to
know. We are introducing and producing as much oil as we can.

Pl



14

Merely maintaining 11 million barrels a day is going to be hard work
for all of us.

Senator Packwoop. T will yield.

The Cuatrman. Senator Talmadge?

Secretary ScuresiNgeEr. May I add one other word, Senator Pack-

wood
You cited the FEA and GAOQ. Let me cite one other aspect of the

GAQ report.

They estimated our estimates of production were too high.

Senator Tarymapoe. Mr. Secretary, it seems to me under the circum-
stances that confront this Nation at the present time, we must do a
combination of things to deal with our energy program.

First and foremost is to step up exploration. Second, conservation.
Third, develop every alternative source of energy that we possibly can,
particularly coal, which we have in such abundant reserves,

You do agree with that statement.?

- Secretary ScHLESINGER. Yes, sir, absolutely.

Senator Tarayance. The only thing in the administration program to
increase exploration, as I see it, is No. 1, let the price of new natural
gas rise to $1.75 for 1,000 cubic feet. Is that correct?

Secretary ScHLEsINGER. On the gas side. On the oil side—-—

Senator Tarmanae, On the oil side, it would let new oil rise to the
world price.

Secretary ScriLesinaer. To the world price, yes, sir.

.Senator TaLmapce. What are we doing about drilling wells on the
Outer Continental Shelf? Is that under your jurisdicfion, or under
the Secretary of the Interior?

Secretary ScrvesiNger. Under the Secretary of the Interior,

Senator Taryance. Is any effort being made to step that up?

Secretary ScuresiNger. I believe the Secretary has published a new
lease schedule.

Senator Tarancr. I recall Secretary Morton, if I remember cor-
rectly, took several years to make up his mind on one, whether he
would permit the Alaskan pipeline to be built and then finally after he
made up his mind, then the environmentalists tied it up for several
vears, Is that a fair statement { :

Secretary ScurrsiNger. I think it was tied up before Secretary
Morton arrived, starting in 1969, sir,

.St(aln?ator ‘TaLmancr, Tied up while he was trying to make up his
min

Secretary ScuresiNger, I think the tieup on that line extended over
several Secretaries of the Interior.

Senator Taryancr, I have read in a number of publications that the
Japanese, as I recall, can get a nuclear plant onstream in about one-
third the time it takes the United States, which T believe is 11 years. Is
that a fair statement ¢

Secretary ScuLesiNgrr. Yes, sir.

Senator TarMange. Why the delay in getting our nuclear plans
onstream in thistime?

Secretary ScnrLEsINGER. Because of a combination of licensing delays
and problems in construction which we plan to alleviate or solve by

" Tegislation that we will present to the Hill on approximately

September 2d.
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Senator TaLyapge. Will this come under your jurisdiction ¢

Secretary ScrresiNoer. The legislation would apply to the licensing
processes as applied by the Nuclear Regulatory Commaission.

Senator TaLmapoe. Doeg that come under the Department of Energy,
which you now head ? :

Secretary ScHLEsINGEk. The actual licensing would be handled by
the NRC, not by the Deigartment of Energy.

Senator TaLMaDpaE. Do you think you can aid in cutting the redtape
in that regard?

Secretary SCHLESINGER. Yes, sir. .

Senator TarLymapce. I feel confident that you can. I'hope that you
will, because it seems to me that while we bewail the energy crisis,
which I think most Americans now reelize is real, we do everything
we can in an effort to correct it.

Tt seems to me that the utilization of coal, plus nuclear plants, are
for us the best possible alternative for reducing our dependence on the

Middle East? :
SECRETARY SCHLESINGER. Yes, sir, that lies at the heart of the

President’s program.

Senator TALMADGE. In reference to the increased use of coal, I believe
there are a series of taxes and rebates that require certain industries,
such as utilities and those who use fuel in the boilers, wherever feasible
and practical to convert to coal. Isthat not correct ? .

Secretary SCHLESINGER. Yes, sir,

Senator TaLmaper. Is the tax penalty imposed on them if they do
not convert?

Secretary SciLesiNger. That is correct.

Senator TarLmapge. Is there any insurance that that coal will be
available? I hear that while we have plenty of coal reserves that the
increased preduction of coal is developing at a snail’s pace. Is that
correct

Secretary ScHresiNGER. The demand for coal has“been growing
modestly, We hope that the demand for coal will grow much more
rapidly in the years ahead, and that the production will be there to

match it. ) .
Senator TaLyaper. Is the production of coal increasing as rapidly

-as demand {

Secretary ScuLESINGER. Yes, sir. We have not been supply limited
with regard to coal ; we have been demand limited.

Senator Tarmapee. What are we doing, in the way of research or
otherwise, to gasify and liquefy coal as the Germans did very effec-
tively during World War II¢

Secretary Scuresinager. We have many research projects underway.
Wae are looking at the possibility of a commercial plant for gasifying
coal. With regard to liquefying coal, that tends to be a very high cost
at $30 a barrel. We do not believe that that is necessary to introduce
commercially as yet, if we can use_coal in less costly forms, either
burning it directly or burning it through conversion to gas.

Senator Taumanee. If T understand you correctly, the liquefaction
of coal is about $30 a barrel ?

Secretary SCHLESINGER. Yes, sir,

Senator Tar.mapar. In the liquefaction of coal, is the cost still $30

a barrel?
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Secretary ScuLesINGER. A very high cost.

Senator Taryanak. Are they reducing it any?

Secretary ScuresiNger. I will check on that, Senator Talmadge.

Senator Tarmapee. Would additional research enable us to reduce
the cost?

Secretary ScuresiNGer. We are working on the research.

Senator Taramancr. How about the comparative costs of the gasifi-
cation of coal at $1.75 per thousand cubic foot ¢ ,

ggcretary SciLEsINGER. The estimate for that is that it will come in
at $3.50,

Senator Taryapck. Are not some of the utilities now, with no
Government subsidy, gasifying coal and selling it commercially ¢

Secretary SciresiNger. No, sir. T do not believe that there are such
utilities.

].?enator’ TaLManae. They are not mixing it with natural gas and
selling it?

Sec%etary ScnresiNger, Not from coal, no, sir. From naphtha.

Senator Tavyance. In other words, the cost of gasification of coal
would be approximately almost twice what the administration policy

is on the price of coal ?

Secretary SCHLESINGER. Yes, sir.

Senator TaLmapos, Is there any research that has been done now to
reduce the cost of gacification of coal t .

Secretary ScuresiNger. There is very extensive research going on,
on that issue.

Senator Tarmapcr, To what extent is solar energy commercially
feasible, compared to the cost of petroleum, gas, or other alternatives?

Secretary ScHLESINGER. Solar energy is marginal with regard to
solar hot water heating, and to some extent for solar heating and cool-
ing. One of the purposes of this legislation will make that relatively
attractive to business firms and to residences who use those techniques
?mt can be made commergial, Solar clectric is in the more distant

uture,

Senator Taraavar. How about geothermal energy ? Is that competi-
tive in certain areas of the country ¢ .

Secretary ScrresiNGeRr. Geothermal, I believe, will become competi-~
tive in California in the near future.

Senator TaLyance. Is that being developed §

Secretary Sciurrsinger. That is being worked on. One of the pro-
posals here is that you apply the same intangible drilling costs de-
duction to geothermal as we apply to oil and gas.

Senator Taramance. I believe one of the proposals is to raise the tax,
the wellhead tax of petroleum, to make it equivalent to the world rate,
How much would that be per barrel?

Secretary Scuresinger. For old oil, that is now $5.25, so that tax
would amount to something on the order of $8 a barrel.

For upper tier oil which 1s $11.28, it will go to $2 a barrel.

Senator TALMADoE. What will that break down to in refining gaso-
line that will be available to customers?

Secretary SCHLESINGER. 5 to 7 cents is the estimate.

Senator TALMADGE, 5 to T cents.

On these rebates, how do you expect to handle them?
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Secretary Scuvesinger, The Treasury will estimate each year the
amounts of money that will come in and will include a direct reduc-
tion, or tax credit, for each individual based upon his per capita share
of the total take. .

Senator TaLmapce. Take where I live, I am 25 miles south of
Atlanta. Virtually all of my neighbors are blue collar workers. They
work in Atlanta for Delta Airlines, Eastern Airlines, automotive
assembly plants and various jobs of that type.

They already have to travel—there is no other means of transpor-
tation except by automobile—they already have to travel anywhere
from 50 to 75 miles a day to get to and from their job. Many people
in America travel 100 miles or more round trip to get to and from
their jobs.

Do you propose to rebate gasoline taxes to those people who have
no other alternative except to travel by automobile?

Secretary ScHLEsINGER. The proposal on the gasoline tax, like that
of the wellﬂe‘ad tax, is to rebate it on a per capita basis rather than on
the use of the automobile.

Senator TaLmance, On a per capita basis, regardless of whether
th(g;'a travel by automobile and pay the tax or not?

cretary gCHLEBXNGER. Yes, sir; that is corvect.

Senator TALMADGE, In other words, you propose to make the rebate
to a citizen who does not own an automobile, even if he spends nothing
for gasoline while some of these other citizens spend a substantial
portion of their income for gas.

Why would you rebate a citizen who does not own an automobile
his pro rata share of that particular tax?

Secretary ScHLESINGER, The purpose of this is to provide a disin-
centive for those who use energy extensively and—

Senator Tarmapce. He is not using energy extensively. He sits
home. He does nothing except rock in his rocking chair.

Secretary ScrrLesiNger. The receipts of that tax should be generally
distributed to the American citizens; my proposal has been on the
basis of per capita return.

Senator TaLMapck. This rebate would be to every citizen, per capita

Secretary ScuresiNger. Yes.

Senator Tarmapce. Would that include infant babest
] %ecretary ScHLESINGER. Yes; anybody for whom a tax exemption
is drawn,

Senator TauManer. In other words, if I had & wife and five chil-
dren ages one through seven, we would get seven different rebates in
the Talmadge family?

Secretary ScHLEsiNGER, Seven times the average rebate.

Senator TaLMapae. Would that not be a pretty complicated and
complex way of handling itt

Secretary SciresiNGeR. No; you would just handle it on the income
tax the way you have always handled such exemptions.

Senator TaLMapce. You have read some of these articles in the
Wall Street Journal that if prices are sufficient we would have enough
energy to last us for a thousand years?

Secretary ScuresiNoer. I have not read those articles carefully.
They seem to me to be based on smoking pot. :
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Senator TarLMabak. Have you also read some of the articles where
some geologist, either in Texas or Louisiana, say that there is plenty
of methane gas in the Gulf of Mexico that would last us for hundreds
of years?

Secretary ScHLesiNGer. Yes, sir.

Sgnator Taraapge, Is that an accurate statement or an inaccurate
one

Secretary ScuresiNaek. There are the geopressurized domes to
which T referred in my colloquy with the chairman. Those are in
Texas and Louidiana. ERDA has sunk its first successful well; the
return of methane was excellent.

We intend to continue to use Federal funds for the development
of that process, and we also have indicated plans to decontrol.

If indeed the technology proves out, and we hope it will, that should
be a substantial addition to the supplies of gas.

Senator Packwoon, Would the Senator yield?

Senator Tarmapes. 1 yield,

Senator Packwoop. I would like to read an exchange between Mr.
O’Leary and myself in a hearing on June 20 before this committee:

Senator Packwoon. You, I presume, from what you say, at a price there i3 no

energy shortage in this country?
Mr. O'LEARY. Absolutely true, Senator, I have described the present difficulties

of the United States and the world as a stupldity crisis, not a resource crisis.
Senator PAcEwoop. We have almost unlimited oll of one form or another at a

price?
Mr. O'LEary, Indeed. The difference that characterizes coal versus ofl is that

coal is 1 mite cheaper, prospectively.
* * * L 4 | ] *

Mr. O'LEARY. There 18 no question if the price incentives are there, I am sure
“;ed would find enough conventional or nonconventional oll to meet all of our
n 8, -

Secretary SciLesinger. I think the reference to nonconventional oil
is quite pertinent. Once again, we are working very hard in the Gov-
ernment on tertiary recovery.

Senator Packwoep. The point that Senator Talmadge is aiming at,
we are not short of energy in this country at a price.

Se(;retary ScrrrriNGER. That is plumb wrong. We are going to run
out of oil.

Senator Packwoon. O'Leary thinks that with oil, conventional or
unconventional oil—

Mr. Q'Leary. That unconventional refers to oil from shale, tar, and
coal, not looking at $13.50 per barrel, but $30 or $40 per barrel.

Senator TatManar. In that connection, some lobbyist from Texas
Eroposed to me a year or two ago that if the price were right we could

ring in gas from northwest Georgia. Can anyone here answer the
question {

Secretary ScHLESINGER. Quite possibly, that is the case. I would not
expect a substantial amount, )

enator TALMADGE. Suppose you have to go to extreme expenditures
to get gas from northwest Georgia or what you referred to in Okla-
homa, or methane in the Louisiana or in the Caribbean. Is there any
ceiling on that particular gas price ¢ o L

Secretary SCHLESINGER. At the present time, there is, sir. We indi-
cated that when the Department of Energy comes into existence, it
is our intention to decontrol in these high-cost areas to provide the

.
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producers with the certainty they will be able to cover their expendi-
tures with price, insofar as the market is concerned, without the
intervention of Government prices.

Senator Taraapce. The ceiling on that new gas, regardless of its
cost, would not be & cap of $1.65¢

Secretary ScHLESINGER, That is correct,

The CuamrMaN, If I could interrupt, if you decontrol the high-
cost Georgia gas, how are you going to get somebody to buy that if
the controlled gasisavailable to imf

Secretary ScHLEsINGER, The question is how to augment supplies.
At the present time, we have between 25 and 80 trillion cubic feet
of demand and about 20 trillion cubic feet of supply.

We will leave it to those who want to go into that area to decide
whether indeed that is a profitable return.

At the present time, as indicated earlier, naphtha is being used to
generate gas. The price of gas from the North Slope should run
something on the order of $3.50, so we are indeed spending money
on that higher cost form of gas because we have a relative s ortage,

Senator TaLmancE, We have a 55 mile an hour speed limit law.
Everything I get on that expressway and reduce my speed to 55 miles,
I feel like I am backing up. '

Would the enforcement of that law come under your jurisdiction
and your administration

Secretary Scuresinger. No, sir, that is a part of the authority of
the Department of Transportation, The law permits that the Secre-
tary of Transportation cut off highway funds in the event that a
State does not effectively enforce that law.

There has not been much eagerness on the part of the State to have
that particular incentive applied.

Senator Tarmapce. Have you had any discussions with Secretary
Adamsin that regard{

Secretary ScHLESINGER. Secretary Adams is a strong believer in
the 55 miles per hour law.

Senator TaLmapae. What does he Eropose to do to enforce it?

Secretary ScHLESINGER. I will let him reveal it at the appropriate
time.

Senator TaLmapgr, It is understood that both of you work for the
same Glovernment, do you not #

Secretary ScHLESINGER. Yes, sir,

Senator TaLmange. Thank you, Mr. Secretary. I have no further
questions, . i .

Secretary ScniesiNger. Mr. Chairman, this question of incentives
has been going around some, 8o I would like to introduce into the
record a recent article from Forbes Magazine which says:

Go get it fellows, There I8 a lot more oll and gas waiting to be found in the

United States. For all the moaning and groaning you have heard, President
Carter's energy program gives olimen powerful incentives to find it.

It goes on to a discussion of these incentives, It says:
You would never realize all of this in reading most acéounts of the energy pro-

4 gram, which tend to put a gloomy interpretation on the program's incentive as-

pects, You would never realize it, either, from reading the public pronounce-
ments of most oilmen. But do not be decelved. Privately, many oflmen will con-
cede for new ofl, at least, the program contains strong incentives.
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Why, then, is the industry crying poor mouth? In large part, be-
cause 1t knows too well its open approval would amount to a kiss of

death,
The rest of the article is also interesting.
[The article referred to follows:)

[From Forbes Magasine, June 1, 1877)

Go GeT IT, FELLOWS!

There's a lot more oil and gas waiting to be found in the U.8. For all
the moaning and groaning you've heard, President Carter’s energy pro-
. gram does give ollmen powerful 'ncentives to find it. )

Many businessmen were disappointed that President Carter's energy program
did not permit the price of domestic oil to rise to world levels, But it is wrong
to conclude, therfore, that the program does not contain any worthwhile incen-
tives for finding oil and gas. The program does contain a very major incentive:
The price of newly discovered oil would be allowed to float up toward world
prices. This is a hefty incentive indeed. The world price at present 13 $13.50 a
barrel, while under present laws and regulations “new” U.8, oll brings only
$11.28. The extra $2.22 ought to make a great deal of difference toward producing
the new oil and gae the Administration privately concedes the U.8, needs for the
rest of the century.

Natural gas? There are incentives here, too. “New" new gas would be price
controlled at $1.75 per thousand cubic feet. This is less than new gas produced In
Texas sells for in Texas these days (intrastate gas would be brought under the
same cellings as Interstate gas under the Carter program). But it is considerably
more than gas sells for elsewhere In the nation today. The new price makes the
interstate market attractive and assures drillers—who have to see $1 per mef
before they'll even think about drilling these days—that the price ¢rend for gas
is up in the U.S.

You would never realize all this from reading most accounts of the energy
program, which tend to put a gloomy interpretation on the program's incentive
aspects. You would never realize it, either, from reading the public pronounce-
ments of most ollmen. But don't be deceived. Privately, many oilmen will concede
that—for new oll at lest—the program contains strong incentives. Why, then,
{8 the Industry crying poor mouth? In large part, because it knows too well that
its open approval would amount to a kiss of death.

The world market price for oil, which would be adjusted continually for domes-
tic infiation, 18 the kind of money and policy that is likely to bring about an
{ncrease in new-field exploratory drilling. This kind of drilling has been declining
gince 1974, according to Petroleum Information, Houston's influential statistical
service. PI points out that while 25,704 oll and gas wells were drilled last year,
the number of them that were In new flelds—nttempting to establish new re-
serves—fell 3%, to 6,289,

There 18 more drilling going on in the U.8. today than at any time in almost 20
years, but the trend has been toward repumping more from reservoirs that were
not payworthy when oll was much cheaper. This kind of drilling does not add to
proven reserves,

The Carter program means to shift the emphasis to true exploration. If the
program—or the pricing part of it—gets through Congress, the way 18 clear eco-
nomleally for drillers to go deeper into the Gulf of Mexico and to the frontier
areas on the U.8. outer continental shelf,

It costs between $6 and $8—from lease purchase through production—to bring
in a barrel of new oil in the U.8. today. At $11.28, the more difficult parts of the
game may not be worth the risk;-at $18.50, indexed to inflation, they may well
be. Oilmen privately concede the price is an incentive. Energy Secretary James
Schlesinger 18 certain: “The ol companies can make more money in the United
States than anywhere else in the world” he says. After all, the Georges Bank off
Massachusetts I8 no tougher or rigkier than Britain’s North Sen.

Is the ofl there for the finding? A good deal certainly is. The U.S8. Geologleal
Survey estimates that, at a statistical mean, there are 82 billlon barrels of undis-
covered recoverable reserves of oll in the U.8. That dwarfs the current 39
million barrels of proven reserves. The Geological SBurvey also eatimates that 484
trillion cubic feet of natural gas remain to be discovered—roughly equsl to the
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total U.S. gas production to date, Eixxon 18 a little more conservative in its esti.
mates of attainable new reserves, preferring 63 billion barrels of oil and about
287 trillion cuble feet of gas. Shell Ofl, on the other hand, is a bit more optimistic
than the Geological Survey. It is a choice of riches,

And the oll companies have the cash flow ready and waiting to plunge into a new
round of exploration, Exxon alone is running a cash flow of more than $4 billion
a year; Mobll, Texaco and Standard of Indiana are each at $1.5 billion. The North
Sea and North Slope are producing, begining to return the Investments made
in them by the oll companles since the mid- to late-Sixtles. The costly Alaska
pipeline will begin throwing off cash rather than swallowing {t. The industry's
capital and exploration budget for this year runs to $30 billion, estimates Dallas
authoritative Energy Management Report. In 1973, before the oil price rise, it
stood at $9 billlon. The ofl companies want to put it into exploration in the U.8.
because geologlcally its attractiveness is second only to the Persian Gulf, and po-
litically there 18 no place as attractive.

Frederick Z. Mills, the respected ofl services and equipment analyst of Rotan
Mosle Inc.,, has just taken a look backward and forward. He notes that 1958 was
the last time the major oll companies plowed back as great a percentage of their
wellhead revenues for drilling in the U.8. as did the independent producers.

There began a long decline in real terms and the majors began in a big way to
shift their exploration overseas and to put their investments into refining, trans-
port and marketing and into diversification, importantly to chemicals. But now
wellhead revenues in the U.S, are rising again, and Mills sees the majors putting
more*of their rising revenues into U.8. drilling, not just this year, or next, but
out to 1990.

Last year the oil industry pumped up $1.1 billion for leases in the Baltimore
Canyon off New Jersey. That nothing has happened off the New Jersey coast to
date is not the industry's fault, but is due to a court battle in which environ-
mental groups and the Long Island counties of Nassau and Suffolk are trying to
prevent development, preferring to get their ofl and gas from offshore Galveston
if not offshore Saudi Arabia.

About the only thing, then, that could prevent & vast new drilling and explora-
tion boom is environmental polities. But Interlor Secretary Cecll Andrus, him-
self a noted environmentalist, has just committed the nation to about the fullest
possible development of the areas offshore, where our potential reserves lie.
There will be a lease sale in the Gulf of Mexico this month, in Alaska’s Cook
Inlet in Qctober and off Massachusetts in November. Next year will see three
additional sales in the Gulf of Mexico and two more in Atlantic waters. Besides
these, Andrus promises more to come in Alaska and offshore betore 1080,

Andrus noted the “critieal need” to develop U.8, oll and gas resources in an-
nouncing his lease schedule May 17. He Is under no illusions about how long it
will take to shift the U.S. energy base. Like Carter, Amdrus sees conservation
and conversion to coal alleviating U.8. dependence on forelgn oil in the long run.
“But we have to produce more oil and gas in the short range-—or we have to buy
more foreign crude, and I'm not In favor of that.” That is why Andrus {8 oppos-
ing the environmentalists in the Baltimore Canyon case: He wants to get U.8.
exploration off the dime,

Some complications may be added by the pending amendments to the Outer
Continental Shelft Act of 10563, which the Congress takes up this summer. The
worst effect of the amendments proposed for the OC8 Act Is that they would
lengthen the time between lease sale and production of oll by two years—to nine
years from seven. Under some clauses supported by Senator Henry M. Jackson of
Washington, the government Itself would hire a drilling contractor to go out on
the shelf and drill s few to see what I8 there. The ofl industry sees in this the
shadow of the national oll company they suspect the Washington bureaucracy
dreams about. ’

Don’t be surprised, therefore, if the oil industry continues to meet roadblocks.
But the problem Iz not lack of incentive. At $18.50 a barrel, there is all the incen-
tive any oilman would want to go out and search for oil in the hard and risky

places.

The Cnairmax. First, let me say that I agree in general with what
has been suggested in this bill with regard to conservation. My only
criticism is that you ought to do a little more, and I propose that

we do more.
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I would move more in your direction than the House did with re-
gard to the gas guzzler tax, among other things. I do find myself,
however, at odds with you to the extent that you secem to feel that the
free enterprise system in this area offers so little hope.

I would just like to look first at the question of whether we have
enough energy resources in this country. How much do you estimate
the western shale reserves could produce if we had to rely on them?
What is your estimate? How long could shale carry our Nation if
we had to use it ?

Mr. O’LEary. It is about a trillion barrels, It would take us a very
long time to use that up and in the meantime we would have chewed
up the Colorado plateau in getting to it.

The Crarrman. I understand that it would cost money; you would
have to chew up some rock to get it. I understand that. -

How long would that provide this Nation with its energy needs?

Mr. O’Leary. Some hundreds of years.

The Criamrman. Although we are not producing a barrel of oil now
for experimental purposes, I have been hearing similar testimony for
25 years by people before committees on which T have served. .

Secretary ScHLEsINGER. We are getting oil from experimental

pu'ﬁ)oses.
e CHAIRMAN. Are we producing any commercially ?

All right. T have been hearing testimony around here for years from
people in the oil industry who have been buying shale reserves, includ-
ing former Senator Milliken from Colorado, He thought enough of it
to invest his own private money in shale because he felt sure that new
production would come on.

The testimony from the oil companies went something like this:
That if the price were somewhat higher, as the price of oil went
higher, that shale would be commercially feasible, Companies would
then be mining that shale and making energy. So far, they are not
producing any,

- As far as we know, we can produce shale oil, can we not$ That is
energy we could use?
" Secretary ScnresiNGER. Yes, sir.
The estimated cost would be, $18 to $20 per barrel, sort of the stand-
i)nrd ﬁ]gure, Occidental believes it can bring in shale oil at $10 to $12 a

arrel. i
' The Cramrman. I am thinking about what I can advise my constitu-
ents. Twenty years from now, we will not. have any energy. Our chil-
dren will have to deal with that. I am thinking in terms of whether we

will have energy. i
How long do you think that the known coal reserves would last us

if we had to rely solely on coal ¥
Secretary Scurksinaer, That depends on your assumptions about the
growth of demand. .
The Cuamryman. T am thinking about the case in which we did not
have anything else—say, if we were like West Germany and we did
not have anything but coal to turn to. How long would it last us?
Secretary ScHLESINGER, A couple of hundred years, :
The Crairmaw. That is if we were supplying all our energy needs

with coal?
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Secretary ScuLesinger, Essentially all.

The Crairyan. If we did not have any oil or any gas to take care of
our needs, you say a couple of hundred years just with our coalt

Secretary ScHLESINGER. Yes, sir,

The Cuarman. You add that to the shale and you have about 400
years of reserves right there, it would appear to me. Now, we have so
far thought so little about methane gas, between 17,000 and 25,000
feet deep in Louisiana and over in east Texas, Nobody has even given
much thought to it.

People tell me it could last us 100 years, Is that a fair estimate?

Secretary SCHLESINGER, Yes. .

The Cuarraan. That is 500 years, just in those three items. Further-
more, if you bring that methane gas up, it will come out in hot salt

" pressure per square inch, and 450 degrees Fahrenheit. Is that your

estimate? ,
Secretary SCHLESINGER, Yes, sir.
The Cruarraan. If it were that hot, you could use the heat for indus-

trial purposes. You could use it both for heating and use it for your
?ir-conditioning as a byproduct of the methane gas that you produce
rom it.

Furthermore, you could put a turbine on top and generate a lot of
electricity from the pressure down below.

The thing that impresses me about that is that heat when you go
down 5 miles into the earth and you encounter a sand zone down there,
with those kinds of temperatures even after that gas pressure is gono—
it might be gone in 10, 15 years or 20—you could still push water down
there. You could push down ordinary water and bring it back up at
450 degrees Fahrenheit temperature because of the heat of the Earth,
T would think. -

The inside of the Earth is just a molten mass. After you get down
about 5 miles into the Earth, you are tapping that molten mass. That

is expensive heat.
Secretary ScHLESINGER. We hope it may be cheap  heat, Mr.

Chairman.

The Cramuman. You hope to make it cheap some day. I have high
hoFes that in energy development that you will bring that on, and we
will have a tremendous energy source.

Incidentally, if we could use that source, that it is an inexhaustible
source, is it not ¥

Secretary ScHLESINGER. Yes, sir,

The CuamrMan. If you drill about 5 miles deep, you just push water
down into it and it comes up steam, with the result you are tapsxing the
heat of the Earth. Is that an inexhaustible source, more or less

Secretary ScuresiNgErR. Yes, sir, the hot rock experiment was
a;xocessfully concluded by the Los Alamos Laboratory, we are delighted

report.

The Cuairman. I am satisfied, Mr. Secretary, that anything they are
doing now will look like it was made in a creamer compared to what
they wiil do 20 years from now. We are just now dealing with the
potential of solar, but T just watched a television program explaining
the tremendous progress made in that area, far beyond what anybody
estimated, in bringing on solar. The progress is tremendous.
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Frankly, we have tremendous potential for solar that we are just
talking about now. But if we are worried about running out of energy,
it seems to me that the breakthroughs that we will make, plus atomic

" energy, are such that we do not have to worry about running out of
energy.

- What we will have to concern ourselves with is that the very cheap
energy is behind us. It is going to cost more in the foreseeable future
to produce it, but the cheap part is gone. There is plenty of energy and
there always wil be, it seems to me, It is just not going to be cheap.

It is obnoxious to pay a high price for something, but I do think
that we ought to take a look at the fact that the free enterprise system
does seem to work,

A while back with the worldwide shortage of sugar, we were paying
as much as 70 cents a pound for sugar. If we had not been so busy roll-
ing back the price of oil, I would have thought we would have done
something about the price of sugar at that time.

But what happened ? Everybody who made nioney rushed out and
bought himself more equipment, expanded, and put more land into
production hoping it would last for awhile. Farmers increased sugar
production by 20 percent, as did everybody else around the world, and
the price is now below 10 cents. They are now telling us they are all
going to go broke if we do not save them.

That-is how the free enterprise system is supposed to work.

. When somebody makes a lot of money. he thinks “Gee, this is a great
thing. I think I will put more into it’ The profit he makes he plows
back, and anybody who is looking for something to invest in puts
money into it, and the first thing you know, there is a surplus of pro-
duction. Then the price goes way down. It gets so low that competitors
are squeezed out of business. :

I would hope that in looking at what the alternatives are, we will be
talking in terms of not only conserving energy. I am with you on that;
I applaud it. I will try to go a mile beyond what the House did.

It seems to me that we ought to press to produce more. That is an
area in which from my point of view, the bill leaves something to be
desired.

My bell rang on me Mr. Secretary. It is your turn to answer. T will
not respond at this point,

Secretary Scuresineer. Mr, Chairman, I am delighted with what
you say. I agree with virtually the entirety of what you say.

In the first place, we should underscore repeatedly that we are deal-
ing with a transition period in which the world runs out of what has
been the preferred source of energy. oil and gas. That does not mean
that there will not be energy in the long run.

The new technologies to which you refer are, indeed, promising. We
cannot absorb the fruits of those technologies until we have demon-
strated them.

Of the three sources you mentioned. the President’s program does
move toward the use of coal. We would hope, indeed, to make a use
of nuclear power, shale oil, and geopressurized brine; shale oil and
}:;eopressurized brine depend on these new technologies that are not

ere.

Indeed, we intend to use—we trust the free enterprise system. That

is what lies behind all of the proposals which lie before your commit-
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tee, to give the appropriate price signals so that we begin to move
through this period of transition.

We do not think that the Government is capable this kind of central
direction of the economy and therefore, we provide approi)riate signals
to which the enterprise system can respond. I am hopeful that as soon
as the current contretemps is over regarding oil and gas pricing that
the oil and gas industry will turn its powerful talents to the search
for new oil and gas rather than the ?ruitless arguments about the
speculative profits to be made in the existing inventories,

We have, indeed, relied on the free enterprise system. The price
of shale oil will be the world price of oil. As the price rises, there
should be substantial opportunities to increase our production. Be-
cause of environmental problems, it is estimated that that production
will probably remain at about 2 million or 8 million barrels a day for
the foreseeable future.

We are very hopeful about geopressurized brine. That is why
ERDA has been sinking wells in those areas, but there are some very
servere technical problems as the brine emerges. It is highly corrosive,

What kind of mechanical c‘%ﬁ ment can be designed to stand up
against the corrosive effects of the brinef

In addition, one has to deal with the caustic problems represented
by hundreds of millions of barrels of brine a day. We do not know
whether we should pump it back down into the ground. There has
been some preliminary, sensitive discussion about putting this into

the Gulf of Mexico. }
But these technologies have to be in place before we can actually

use them. ) )
In the period up to 1985, we are not going to get a substantial
amount of additional resources from unproved technologies, »

The CrairMan, Senator Roth ?
Senator Rorm. Mr. Secretary, in my opening remarks I talked about

* a ripoff of the middle class, which I think is pretty touchy language.

Secretary ScuLesiNemm. It is also inaccurate, Mr. Senator,

Senator Roru. Vergl' candidly, if I understand the administration’s
proposal, that is exactly the impact that it has,

For example, if we look at the energy program No. 6 that we put
out by the Ways and Means Committee, economic and budget con-
siderations, it shows that the increased change in tax liability fop
those between $10,000 and $30,000 income is over $7 billion.

I maintain that that is a substantial amount of money. According to
this schedule, the people making $10,000 to $15,000 will be {)aym
in additional direct and indirect energy taxes something like 33
billion. For the $15,000 to $20,000, it goes up to $2.2 billion. For $20,000
to $30,000 it goes up to $2.5 billion,

We recently had the Department of Labor come out with a study
showing that a family of four earning $20,000 in a major city has
s minimnm standard of living, with very few luxuries.

We are proposing, by 1985, that those éarning not $20,000, but
$10,000 to 215,000, pay an additional $2 billion a year.

In the case of those earning less than $5,000, they come out much

‘better. Those under $5,000 will be getting additional income in the

way of rebate, and T guess other credits, of $786 million, if I under-
stand these figures. ‘
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What bothers me, Mr, Secretary, in a way it seems to me what
wo have here is not really a conservation program but what I would
call an income transfer program, We are raising something like $18
billion by 1980, nearly $19 billion in additional taxes on individuals,
both direct and indirect, -

Wa are rebating roughly $9 billion of that money,

Secretary ScirLesiNaer. Most of the moneys you refer to come from
the wellhead equalization tax. The first issues that must be decided
are whether or not the price of oil should go to the world price level,
whether it should only be new exploration or oil oil, whether indeed
the United States will accept that high world oil price as established
by OPEC.

If indeed, and T infer from your opening remarks about produc-
tion that you would prefer to move to that world oil price, there is
a very simple issue to be resolved: Who will be the beneficiary, The
transfer to which you refer, if it is applicable, is from the potential
gains of the oil companies to the generality of American citizens.

Senator Rorii. You are putting words in my mouth, Mr, Secretary.

I feel very strongly that if you are going to ask people to pay
additional taxes, they will be willing to do so if they feel that these
additional taxes are going to be use(f to solve the energy crisis. But a
lot of them are going to be very concerned when they see that a major
part of the additional cost to them—and it is indirect as well as direct
taxes—is going to be used for the purpose of rebates to other people.

Let me go one step further to point out that the fellow earnin
$10,000 to $15,000 will also have to pay additional taxes because o
increased inflation. If I understand these charts—and I do not guaran-
tee that I do—but on page 12 of this same folder, we see in the first 3
years some economic analysts saying that the Consumer Price Index
will be an additional 3 percent.

For example, Data Resources says there will be a 3-percent impact;
Wharton, a total of 1.6; Chase, 1.8, The administration says 1.1;
CBO says 1.6.

I wonder, Mr. Secretary, if you have any figures showing what
will happen to the income, figuring both inflation and additional
taxes, say to a family of $10,000, $15,000, $20,0007

Secretary ScriresiNoer, We have that data and we can insert that
in the record.

Senator Roti. I would appreciate it if it would be inserted.

[The following material was submitted by the Department of
Energy:] '

A. The Federal Energy Administration has done an analysis of the effects of
the National Energy Plan in 1985 on direct household energy expenditures hy
average households within differ nt income classes. The analysis was done on

the basis of constant 1975 doliars. Therefore, the reanlts shown in the attached
tables do not show the effects of inflation on elther disposable Income or energy
expenditures,

Our analysls of the effects of the P'lan on direct consumer energy expenditures
indicates that the Plan would not discriminate agninat any income group in
terms of the net effect of the program as a percent of real disposable income.
The program appears to be slightly progressive. Other analyses of the Plan's
impaet on consumers, and particularly that done by the Congressional Budget
Office, are in general rgreenient with this conclusion.
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As ghown in Table I, the effects of the program on home fuel bills vary some-
what by income group. An average household in the less than $6000 income group
e cost of home fuels of about £60 in 1885, com-

would experlence a reduction in th
not {implemented. That same household

pared to Its fuel bill If the program were
crude oll equilization tax of about $3%. Thus,

would receive a rebate from the
that household’s savings in fuel billa plus the rebate would be about $100, or

ahout 3 percent of its disposable income.

An average household in a higher income group would experlence a greater
gavings in absolute dollar terins than the lower Income household. However,
higher income households tend to spend much more on both home.fuels and

ne fuels to the higher income households due to the

gasoline, The savings on los
President’s proposal would represent about the same proportion of their fuel

expenditures, a reduction of about 11 percent.
An average household with a real disposable income of $24,000 to $30,000

would spend about $90 less on home fuels under the program. This average house-
hold would also receive a larger rebate, about $80, than the lower income house-
hold, since the average higher income household hag more persons, However, the
net direct effects of the program, that is the savings in fuel bills, plus the per
capita rebates to the higher income family, would represent a smaller propor-

tion of disposable income, about .5 percent.

With regard to gasoline expenditures, our analysis Indicates that implementa-
tion of the Presldent's proposals would result in no measurable difference in
average household expenditures for gasoline, assuming the gasoline consumption
targets were met and the standby gasoline tax were not triggered, Although
the crude oll equalization tax would result in, higher gasoline prices, by 1985
the increased price effects would be offset by the reduction in ghsoline consump-
tion due to more efficient awrtomobiles,

Table IT shows the direct effects of the standby gasoline tax and rebate on
the average household by Income class. Table IIT shows the combined net direct
effects of the NEP including the standby gasoline tax on houseliold Income.

In summary, our analysis shows that the net direct effects of the NEP with
or without the garoline tax or rebate on real disposable income is likely to be
positive for average households in all income groups, and likely to be slightly
progressive. However, part or all of this positive effect may be offset by the in-
direct, or inflationary, effects of the program.

NATIONAL ENERGY PLAN
TABLE 1,~AVERAGE DIRECT IMPACT ON HOME FUELS EXPENDITURES PER HOUSEHOLD IN 1985

11975 dollers)
Home fuels expenditurey—
N oft Net eff

Without the With the Welthead N«im?o%' o e :'f
President’s  Prasident’s olltax  Prasident’s isposable
Income class program program ! rebate program income?
$591 3.1
% w3 1 1% iu
142 664 70 148 1.0
A A
i m 8 12 NA

¥ Includes home hesting oil rebata,
2 Porconta jculsted on the basis of the midpeint of each income class.

[
LAverage mnhdd folis within this Income group,
Source: FEA housshold energy expanditures model.
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TABLE 2.--AVERAGE DIRECT IMPACT OF GASOLINE TAX AND REBATE PER HOUSEHOLD IN 1965

11975 dotlars]
Gasoline expenditures— Net offect on
Income of
Presidant’s Increase in gasoline tax  Net effect as
wwamllthm- M:u.sm:it'l; foxmmir:: .g:twlno and rebate l rccntb;n
fram rom rebate per f average $ [
Incoms class ! tax  gasoling tax § tax housdlgl.d p'houu [} Im\o 1
Under $6,000............. 190 253 163 - 100 3.3
000 to $12,000. . ..... s521 ‘695 ?93 s247 + 73 g .8
i el S S B B B
,200 ta $24,1997, . , .
&4’,2(!) f0 $30,299....... 97 1,332 335 !ZO 33 .1
,S00Land ovel....... 1,032 1,319 7 379 32 NA
1 Parcentages calculated on the basis of the midpoint of each incoma class.
3 Average muhotd falls within this Incoms uosg.
Source: FEA household energy expenditures model,
TABLE 3,—~AVERAGE DIRECT IMPACT ON HOUSEHOLD INCOME IN 1985
11975 dollars}
Toinl fust expanditures— Net ofect on
e Rebates from income of  Net effect a3
Without the With the welihead  Prosident’s rcsnt of
President’s  President’s tax and program Isposable
Incoms class program program?  gasoling tax  with rebates income 1
Under $6,000.... . s 5188 ) +5194 6.5
6,000 to § 1184 1,287 302 9 2,2
12,100 to $18,199. Lan 1,649 3% 214 1.4
18,200 to $24,199%. . ... .. . oiaien.n 1,4 1, 985 437 199 i.s
20010 $30,299. ... . ooevnann s 1,830 2,004 450 206 . 8
,300 8110 OV .o oeceorecvrnarannen 1,904 2,154 464 +214 NA

1inciudes home hutlu oif rebate.
* Percentapes calculated on the basis of the midpoint of each income class.
1 Average household falls within this income group,

Source: FEA household snergy expenditures model.
TABLE 4.—PROJECTED 1985 HOUSEHOLDS AND PERSONS BY INCOME GROUP

A
houm Numberof  Number of

size  houssholds rmm Parcant of

{ncome (1975 dollars) . (persons)  (thousands)  (millions)? populat

Lot then $6.000. ... . cvvevaensnnennsoccsceunvnnnsn .55 , 925 2.4 ",
to $12,099. .. . 35 21, 31 50.2 21.2
12,100 to $18,199.. 30 18 308 549 287
to l,gg X 12,91 .2 19.22
,200 to .5 6,626 53. 2 10.09
,300 and Over.. .. _.eiiiiinniann. . 36 6,975 5.1 10.91
ureau of Census national projection (middie series).... 2.64 82,188 230.2 100, 00

1 Does not 8dd due to rounding.
s::ru: Calcuiations from Labor Dapartment figures for 1973 sdjusted to Buresu of Census’ national projection (middle

HousenoLp ENERGY EXPENDITURE MobDEL

QGENERAL DESCRIPTION

The Household Energy Expenditure Model (HEEM) s designed to provide
analysis of the soclo-economic Impacts of energy price Increases on household
energy expendltures generally, and on low-income groups in particular. It is based
on an energy data flle for a nationally representative sample of approximately
50,000 U.8. households (excluding Alaska, Hawall, and Puerto Rlco.) Given the
specified sample size, the model provides no further geographic breakdown than
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the nine Census Divisions. Using existing data flles, and thus avolding the cost
and delay associated with a large survey, energy expenditures on various energy
typés—including electricity, natural gas, fuel oil #2 and gasoline—were imputed
for each household depending on their usage. The primary data source was the
Pullic Use Sample of the 1970 Census of I’opulation, supplemented by travel in-
formation from the Natlonwide Personal Transportation Study. The data file
thus contains a rich assortment of housing and household informatlon in addi-

tion to geographic location and energy expenditures.
Using the Transfer Income Model (TRIM,) the demographic characterlstics

and population size, unemployment and income, and energy consumption were up-
dated to 1973, and 1978 dlsposable income was computed for each household by
simulating the national tax and transfer system. These 1978 energy expenditures
were valldated by a comparison with national control totals and the preliminary
results of the 1972-1873 Consumer Expenditure Survey of the Bureau of Iabor
Statlstics, A close correspondence was observed, although natural gas expendi-
tures may be overestimated by 16 percent, and gasoline expenditures may be
overestimated by 20 percent for households with disposable income above $15,000
Energy expenditures in 1974 were estimated on the basis of these 1973 ex-
penditures, the national price increase for each energy type from 1073 to 1974
and the FEA short-run residential price elasticities of demand. Thus it was pos-
sible to.calculate the first-round, direct effect of energy price increases on house-
hold energy expenditures. In a sense, thig measure can be interpreted as the tax
on Income by energy price increases but is only partial In nature. It includes only
the effect on direct energy purchases; no account is taken of the indirect pur-
chases of energy by the household. In addition, no estimate {8 made of the direct
effect on the income distribution of higher energy prices by altering the demand
for varlous types of labor and other factoras of production. Further, when pro-
viding estimates for later years, no attempt is made to adjust the various dis-
tributions, i.e. household stock by fuel type, income, employment, etc. to be rep-
resentative of the projected year of interest, Therefore, it i8 necessary to assume
that these distributions remain constant over time during projection year
processing.
Senator Rorit, I am sure you agree with me that whatever the
ackage is, it should be on the basis of equity and fairness. I do not
ow if you had a chance to read the New Republic last week, or one
of the recent issues, where they make the charge that those of us in

Washington take care of ourselves.

If I understand the impact of the energy proposals, and I ask you
whether this will index Federal programs payments tied to CPI.
Part of the rebate money, “includes the effect of the energy proposals
on Federal pay and on Federal programs indexed to the cost of
living, including social security, civil service, military retirement,
food stamps, and the school lunch program.”

Now, I am curious, Perhaps it should be done—I am not evaluating
it. But it appears from that we will make a Federal employee whole,
is that correct, under this indexing programf

Secretary ScuresiNger. I beg your pardonf

Senator Rorin. We have a total of $11 billion for rebates. That
includes indexing Federal pay and several Federal programs.

Does that, in effect, mean that the Federal employees will be kept
whole while those in the private sector will suffer the whims of their
employment { What is the purpose of indexing Federal pay{

. Secretary ScurrsiNger. I did not pass that legislation, T assume that
is an issue that the U.S. Congress will resolve.

Senator Rorir. Mr. Secretary, you are correct in the case of certain
Federal programs—I am really not addressing that so much as effect
of the energy proposals on increasing Federal pay, which will require

future legislation by the Congress.

94382 017 -3
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I am not clear as to what you mean. Will part of that $11 billion
mean that the salary of Cabinet members and Members of Congress
will be kept whole? )

Secretary ScHresiNGER. I think most of that $11 billion is for social
security.

Senator Rorn. It is not clear. I would appreciate a breakdown on
what is meant by indexing Federal program payments tied to the
CPI, because it does include Federal pay. The only point that I am
making, Mr. Secretary, is that I think we have to be careful if we are
asking those in the private sectors to make a sacrifice, that we place
ourselves in the same position. .

It would appear here that we would intend, and maybe we should,
but I guess the whole point of theso taxes is to make fuel more expen-
sive so that people use less, is that correct

Secretary ScurLesiNgER. There are two points. One is to provide an
inducement to shift to coal or to other abundant resources; and the
other point is, through hiiher prices, particularly in regard to oil, to
induce some conservation. Knergy prices, aside from oil, hopefully will
not rise significantly.

Senator Rorir. It that is the case, on the second point, do you think
the $786 million rebates for incomes under $5,000 going to create much
conservation at that level #

Secretary ScuresiNakr. 1t depends on the pattern of behavior, If
you take the cases to which Senator Talmadge carlier referred, 1
would think there might be some impact on conservation,

Senator Rotit. Mr. Chairman, my time is up. My concern is that the
average American, if he is asked to ray additional costs, both through
inflation and taxes, may well be willing to do so, if he feels that these
funds are being used to increase energy sup’{‘)ly and production, The
American people want to see some solutions. They do not. want a pessi-
xfnistic picture, going downhill. They want to see some hope for the

uture,

What concerns me is that much of the money from the cnergy pro-
{(ram is being used for rebates and income transfer, That really has
ittle relevance in this program. We ought to be considering it, in my
judgment, in the welfare reform.

I think, from that standpoint, the program has missed the point.

The Ciamaraxn. Senatot Matsunaga ¢

Senator Matsunaca. Thank you, Mr. Chairman.

Mr. Secretary, I am inclined to agree with the chairman that the
administration’s program seems to lack any real effort toward in-
creasing production. And I am of the view that while conservation.
especially of imported oil, is a laudable objective, if we go into the
development of alternate sources of energy with the same determina-
tion and resolve that we placed a man on the moon—we did that in-
8 ycars—if we can develop solar energy, geothermal energy, wind
energy, oceanthermal energy, with that same resolve, I do not think
we need to worry about the shortage of energy.

I will give you one example of how we have been able to conserve
in Hawaii. I was somewhat disturbed in listening to your statement
that solar energy is in the more distant future.

Secretary ScuresiNger. No, sir, solar electric is. Solar hot water
heating and solar heating and cooling are here now.
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Senator Marsunaca. Fine. Solar heating and cooling. Tet’s talk

about solar heating.
_ In Hawaii, practically every new home subdivision has solar heat-
ing for the purpose of producing hot water, It has been shown that
the individual family saves anywhere from 25 percent to 40 percent
on_its monthly electric bill simply by installing solar water heaters.

If this can be done throughout the country, the savings would be
25 percent to 40 percent. Taking the average of 30 percent savings on
electricity, we certainly could save a lot of 0il where electricity is pro-
duced by oil,

In the area of geothermal research, I wish to commend the admin-
istration for going into this area, as it has in Hawaii and California.
Here, again, 1s a great alternate source that definitely could make at
least. portions of the Tnited States self-sufficient. Hawaii, I am sure,
can become self-sufficient with solar energy and geothermal energy,
and so can some of the Western States of the Union.

We ought to look into these arcas and take up crash programs and
even use Hawaii as the base—I say this not because I represent Hawaii,
but because it is the reality of the situation that Hawaii can be used
as the laboratory of the United States for the development of solar
energy and geothermal energy and oceanthermal energy, wind cnergy.
and so on—and if we can prove to the world that solar energy can

Do developed to a point where the technology can be readily trans-

ferred from our country to other countries, I do not think we need
to worry about the breeder reactor.,

When we talk about France and Germany and Japan going into the
development of breeder reactors, if we can show them the feasibility
of solar and geothermal technology, that we do not need breeder
reactors, then they too, will abandon nuclear cnergy dind make the
world a whole lot safer place in which to live,

So we would be accomplishing that objective also.

Now, I do not know when this statement of yours was prepared, Mr.
Secretary, but T note that you are still requesting this committee, in
the face of what the House did, to preserve the gasoline standby tax. 1
heard over the radio this morning when I was shaving that the admin-
istration had abandoned that tax. The way the radio announcer put it,
“insofar as the standby gasoline tax is concerned, the administration
has thrown in the towel.”

Is this truet

Secretary SciLesiNGER. No, sir.,

Senator MatsuNaas, Tt is not ¢

Secretary ScHLESINGER. I refer you to my statement, We trust that
wa will face up, as a country, to the fact that most of the oil which will
be harder to get in the future goes into transportation, much of it
through the automobile. We must face that problem someway.

The standby gasoline tax represents a challenge to the American
people to conserve on motor fuel,

Senator Matsuxaaa, I doubt very much, Mr, Secretary, that your
position is a realistic one. I doubt very much that the IHouse is going
to change its position and I doubt very much that the Senate is going
to agree with you on the standby tax.

Secretary Scuresinoer. The problem is real and 1 hope we will be
realistic about the problem.
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Senator Mamsunaca. The problem is real, but I have family mem-
bers who work at hours when public transportation does not operate,
so that they have to drive a car. You cannot stop pcople in like posi-
tion, like circumstances, from driving their cars no matter how much
taz§you put on gasoline.

ou say there is a rebate, but the rebate proposal of yours is a night-
mare,. I do not know who tflought it up, but we can have a situation of
one driver in the family with 10 children drawing rebates 11 times the
taxes he paid. That is more like a welfare program through the gas tax.

I just cannot see that.

If you take a poll here, I do not seec anybody who can agree, anyone
would agree wit fyou on your tax rebate proposal ; and that would be a
good sampling of what the entire Senate will think of it.

So the standby gas tax and the rebate program, as I say, hinge on
being a nightmare.

Coming back to production, in response to a question put to youn hy
the chairman relative to shale oil, you said that the shale oil would be
selling at about $18 or $19 a barrel.

Secretary ScuresiNcer. That is the standard estimate, somewhere in
that range.

Senator Matsunaca. Yet you said one oil company would be able
to produce shale oil at $12 a barrel. Was that correct !

ecretary ScuresiNaer. That was that company’s cstimate, which
differs from the gencral reality of estimates,

Senator MaTsunaas, Why could we not go into that area if, as you
g'stimnt?o, shale oil will provide about 200 years of supply to the United
States

Secretary ScHLesiNger. That is what is being done, Senator. We do
not have that technology now. We do not have that supply now.

Senator Matsunaas. We do not have the technology ?

Secretary ScirrsiNaer. That is correct. We do not have the tech-
nology that provides the oil at a competitive price in an environ-
mentally acceptable manner.

Senator MatsuNaaa, Would $12 a barrel be a competitive price with
foreign import oil ¢

Secretary ScurrsiNaer, Absolutely. Wa have encouraged Occidental
to go out and take advantage of the opportunitics offered by the free
enterpriso system.

Senator Matsunaca. The imported oil now sells for $15 to $16¢

Sceretary ScrrxsiNger. Sells for $13.50 a barrel,

Senator Marsunaaa, For $13.50. At $18 to $19 a barrel, what would
tho estimated cost to the consumer be t

Secretary ScnresiNoer. I think that the standard add-on to the
burner tip is something on the order of $4 or $5 a barrel, so it would
come through at $22 or $23 transportation cost, distribution cost.

Senator Matsunaaa. I have one other question relative to tax credit
for tax payers to encourage them to insulate their homes, install solar
heating units.

There are, as you readily concede, many low-income families who
cannot benefit from any tax credit for the reason that they would not
be paying taxes on which they could take the credit, yet the conserva-
tion program should apply to the poor who could not benefit from tax
credits as well as people who are on the tax rolls.
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Does the administration have any proposal to encourage those not
-on the tax rolls to go into solar heating units, et cetera?

Secretary Scrresinaer. We have weatherization programs for low
income groups. There is no supplement for solar units for low income
people. There is o weatherization program for insulation, storm win-
dows, storm doors and the like, ’

Senator MaTsuNaAoA. I see my time is up, Mr. Chairman.

The Crarratan. Senator Melcher?

Senator MeLcuer. Mr, Secretary, there is an old Scotch saying that
says two heads are better than one—even if one is a sheep’s head. We
have seen in your statement today and the answers to the committee
n pretty broad input to what you are proposing as energy policy by
the administration,

It can assume to be the sheep’s head; there are two points on which
I’ve never had a clear response, Mr, Secretary.

After all, oil is a commodity and we are looking at the start of a
surplus of crude oil on the west coast, notably California. In the
President’s energy message that he sent up here in detail, there was
a very short insert in shutting in the oil from Elk Hills which alarmed
me, I saw no reason for doing so, and Congress seemed to give plenty
of authority to the Department of the Navy to build pipelines out
of Elk Hills anywhere they needed to delivery the crude to where it
could be used.

Is that still the position of the administration that the shut in of
Elk Hills oil is imminent?

Secretary Scuresinckr. No, sir,. The President has requested au-
thority to vary the production at Elk Hills. He does not necessarily
want to operate it at its peak level.

Senator MeLciter. The act of Congress said that the Navy should
reach the maximum efficient rate within a certain length of time, I
think it was 18 months or thereabouts, and the maximum efficient
rate is at 325,000 barrels a day. If we are going to have any limita-
tion of that, it is a shut in to the extent that it is a limitation.

Sceretary Schuesinger, The ]point that I was making is that he
is seeking authority to adjust the rate of production. But that does
not necessarily mean that the production rate will be adjusted.

Senator MeLcuEr. I hope that we work our way through the neces-
sary steps to take the oil from California or the west coast and put
it where it is needed,

Secretary SciLEsINGER. Yes, sir,

Senator Mercier. We are still waiting for a response from you on
what you think about a bill that 20 of us have put in the Senate, and
it has also been introduced in the House, to expedite the Federal
]permittving for pipelines from the west coast in Long Beach to Mid-
and, Tex. and from Port Angeles, Wash. to Clearbrook, Minn.

This bill only deals with Federal permits. It does not preempt the
States and we would hope that by setting the stage for Krompt clear-
ance of Federal permits, perhaps the States would do likewise.

What is your position on that

Secretary ScHLESINGER. As yet we do not have an established posi-
tion. We a with the intent of the legislation to permit us to move
oxpeditiously toward a west to east pipeline. At the moment, negotia-
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tions continue between SOHIO and the State of California. There
are negotiations concerning the ARCO Trans-Mountain project. The
Kitomatic line lingers in the wings, depending upon the decision
regarding ARCO Trans-Mountain.

. I'think that we will have to see whether, indeed, these lines material-
ize without the need for additional legislation. If they fail to do
80, we should move in the direction that you suggest.

Senator MercHer. You did not mention Ig::them Tier Pipeline.
I presume your remarks apply to the Northern Tier Pipeline pro-
posal too?

Secretary ScHLESINGER. Yes, sir. The northern tier is the heart of
your pro .

Senator MELcHER. Mr. Secretary, you stated that we switch to coal
in the shortrun—I do not know what you mean by the shortrun. If
a plant or school or hospital switches to coal it 1s not going to be
in the shortrun, is it? It is going to be in the longrun.

Secretary SoHLESINGER. Absolutely. All that means is here is a fuel
that we can start making more extensive use of in the near term.

Senator Mercuer, The point that you made in the response to
Senator Talmadge in particular on what is being done about research
and engineering to develog better methods of utilization of an ener
source, did not get into the area of magneto hydrodynamics, MHD,
which by all appearances result in much greater efficiency. In gener-
ating electricity we will get 40 to 50 percent more kilowatts out of
each ton of coal. We would not have much problem with air pollu-
tion, no sulfur dioxide problems, no nitrous oxide problems, and we
would not need much water.

Yet President Ford recommended $50 million in his budget ; Presi-
dent Carter did not seek any more; and Congress responded by putting
in $70 million, which is, after all, quite a small amount into engineer-
ing and research for such a promising process.

The blueprints may be drawn for all future generating plants that
would be using coal as early as 1983 and 1984. ) ,

Is this an oversight on the part of the administration in not coming
on more strongly for this method of utilization of coal f

Secretary ScirrsiNoer. I hope that we will review that matter.
MHD has been around for a long time. Its process has always appeared
to be promising,

We had a very brief time to review President Ford’s budget. We
shall be in the process of assessing what our own judgment is of the
prospects of MﬁD and it will be reflected in the next budget.

Senator MeLcuer, I would hope that the administration’s process of
reviewing these potential sources of increasing our energy potential—
after all, if you can get 40 to 50 percent more kilowatts out of a ton of
coal through this process, that is conservation of the greatest order.

Secretary ScuLesiNGER. The concept has always been very attractive.
We would be anxious to prove it. '

Senator MeLchHER, T would hope that there would be more emphasis
on some nearterm solution to problems that are facing us, such as dis-
tribution of the glut of oil on the west coast that will occur when Alas-
kan crude is added to crude available from Elk Hills when it reaches
its maximum efficient rate. Qil pipeline construction from the west
coast to inland States is essential. -
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I would hope in the swing to using more coal that you mentioned in
your statement, to induce electric utilities and firms to shift from oil
and natural gas to coal and other fuels, I think the MHD process seems
to be built to order for encouraging electric utilities to use coal. Gov-
ernment does the primary job in research and engincering, and it fol-
lows that because there js great potential from savings, not only on the
coal jtself, but also in air pollution controls, that. we can expect private
utility companies to switch to coal using the MHI) process.

We have heard members of this committee discuss the tax system
that you propose which may not be acceptable to Congress bnt surely
these good points which I dwelled on are in my judgment acceptable
to Congress, and we could move rather rapidly on that.

Thank you very much, Mr, Chairman.

The CrramrMan. On this round, T would like to ask that the timer
be set for 15 minutes for each Senator,

Senator Packwood.
Senator Packwoop. Mr. Secretary, in the U.S. Geological Survey

of crude oil resources in the United States, not tar, not shale, but crude
oil, they presumed 62 billion barrels known economic—known. They
presumed 50 billion barrels undiscovered, but economic. That is a low

estimate; they go a high of 147, )
And then on the subeconomic, their low estimate is 164 billion

barrels.
What is the administration’s presumption of the cost of producing
the 164 billion subeconomic barrels? )
Secretary ScrrLesingkr. I think it comes in at various places, sir.
Senator Pacewoon. Whose studies did you depend upon to come to

your conclusionsf
Secretary SciresiNaer. We have normally used the Geological

Survey.

Sengtor Packwoon, What figure did they project, then—I cannot
find it in this study—as to the figures they used?

Secretary Scuresinager, They do not project any such figure,

Senator Packwoon. If you go to 164 billion barrels sitting there,
at a price, did the administration make any effort to see what price
it would take to bring them int

Secretary ScnresiNGer. These are, as the survey indicates, very
speculative numbers,

Senator Packwoon, Then most of the things we are talking about
in the future are speculative. Is this simply going to be written off
as uneconomic with no effort made to what it would cost to bring it in?

Secretary ScuresiNger, The administration’s judgment is that we
are now providing substantial incentives for new exploration far
greater than what had been previously anticipated by the industry
and to the extent we are dealing with the pmb{:am of oil, it should be
something on the basis comparable to the world price. As long as
that oil is there, the free enterprise system should go out and find it,
as long ag there is an adequate rate of return.

Senator Packwoon, The administration has no presumption as to
what that price would be to bring in that oil?

Secretary SchuresiNger. As I indicated, that is purely speculative
on the part of the Geological Survey.
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Senator Packwoop. The reason I am asking is that we are talking
about a significant shift to coal, a significant shift to nuclear, and
there are some environmental hazards with either.

I would like to know the comparative costs, if at all obtainable.
What is it going to cost to bring coal on line, whether it be by new
trends, coal slurry, but what is it going to cost to bring on nuclear
power compared to the cost of producing this oil?

If this oil is at all economic to reach, I do not know if it is more or
less than shale, we seem to have a projection on it. Of more or less
than tar which we seem to have a projection on.

Would it not be wise to use this oil as your intermediate step as a
renewable resource rather than going to coalt

_Secretary ScHLESINGER. Once agaln, the price should bring in the
kind of oil that will be available,

Senator Packwoon. Who'’s price is it

Secretary ScHLEsINGER. It is $13.50 at the present time?

Senator Packwoop. Should bring in what ?

- Secretary ScHLEsSINGER. Should ﬁring in oil whose cost ig less than
$13.50 to produce in the future years there will be a rise in the real
cost of oil which will make more of these other resources cconomically
attractive,

Senator Packwoop, The FEA attempted to make those projections.
I take it that you are discounting those FEA projections, the 1974-
76 studies which you discounted. 'ﬁhey attempted to project what kind
of oil you could bring in at $16 a barrel, $13 a barre?.

Secretary ScHLESINGER. I am not sure of that, My recollection of the
FEA projections is that we could bring in thesc amounts at something
like $6 a barrel. We are offering twice that number.

Senator Packwoon. I am talking about the FEA studies, the ones
I asked you about in my opening statement, and you more or less
rejected those out of hand. F‘:)er example, in the 1976 study, where the
FEA estimated that $13 a barrel by 1985, we could be producing on a
business as usual production, 14.7 million barrels a day; on an
optimistic projection, 19.1 million barrels a day.

Secretary SCHLESINGER. Let ug see if they can do that. I am eager to
see that occur. The price being offered is $13.50 a barrel which is higher
than the price mentioned there.

You can wait a few years and see whether the 14.5 million barrels
a day come in or on the optimistic projection, 19 million barrels, It
tends to be inconsistent with the Geological Survey numbers.

Senator Packwoon. What is that f

Secretary ScurLesiNger. Those kinds of projections are inconsistent
with the Geological Survey estimate. '

Senator Packwoon. How can they be inconsistent with the USGS
figures since you just said you have no dollar projection as to what it
will take to bring in those reserves? :

Secretary ScuresiNger. Those cstimates which they have given
apply to existing and potential reserves amounting to 120 billion

barrels.
Senator Pacxwoon, This is what the USGS calls at the moment, the

subeconomic! 4

Secretary ‘SchrLesiNGeER. As I indicated, if we bring in that 120
billion barrels, which will require many years to-do, that the amount
of it is just not sufficient]y large to handle our oil demands.
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Senator Packwoon. To handle what ¢

Secretary Scuresineer. The level of 0il demands,

Senator Packwoon. If you take the entire USGS—this is the low
side, not thie high side, but the low estimate of 276 million barrels, this
is total, not just present production—we have a 42-year use under low
estimates, Tfmt is total U.S. use, not just what we are now producing.

Secretary SciresiNoer. Senator, the problem that we have here is
that almost every estimate suggests that we are too optimistic in our
projections. You cite the NEQ. All of the recent estimates, the CBO,
all of the industry projections, and the GAO suggest we are being too
optimistic. We cannot be both high and low at thesame time, -

Senator Packwoon, T was taking the low estimate of the USGS, not
the high estimates. Their high estimates are about 170 billion barrels
more,

Secretary Scuresineer. Unlike the CBO or GAQ, or the Library of
Congress, the Geological Survey makes no effort whatsoever to relate
speculated resources to the cost of production. For those who are at-
tg(x]]mting to do that, they have all said that we are on the optimistic
ride.

Senator Packwoon, The FEA tries to relate price to production. In
1974, they estimated and in 1976 agaiw; using different costs, different
price per barrel and different production levels, What did the admin-
istration use as the source for the addition of 10.8 billion barrels in
1985% On whose figures was the price envisioned in the administra-
tion's plan?

Secretary Scurrsiyark. The FEA model,

Senator Pacxwoop, You used the FEA model,

Is there anything wrong with the same model which, at $13 a barrel
would produce 19.9 billion barrels a day in 19854

Secretary Sciresinger. If you look at the FEA/FEO projections
over the years, you can ascertain very quickly that they have been
wrong.

Sor:ﬁitor Pacrwoeon. Yon used them for your 10.6.

Secretary ScuLesinger. We used the PIES model.

Senator Packwoon, You used the same figures under the 1976 study
that I am quoting here, and you have come to 10.6 at the dollar figure.

Secretary SCHLESINGER, W):: vill be lucky to get that.

Senator Packwoon. That may be a high estimate.

Secretary Scuresixcer. That is what the CBO, GAO—which I
cited before—and the Library of Congress, all suggest.

Senator Packwoon. You discounted that GAQ study awhile ago that

I cited.
Secretary Scurrsixaer. Well, Senator, once again we cannot both

be too high and too low at the same time,

Senator Pacxwoon, I would like to know the source documents, then,
tha(tl %l?m administration used for its projection. Was that the FEA
mode

Secrotary Scuresinaer. That is the PIES model.

Senator Packwoon. The 1976 model §

. Secretary ScurrstNakr, The revised application of that model and,
if you would care to, we will go into the assumptions and parameters

in that model with you or your staff.
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Senator Packwoon, Under 10.6 in the PIES model, what did you
then presume as the cost. of a barrel of 0il ?

Secretary ScuresiNoer, The administration’s program, which goes
to $13.50 for a new barrel of oil.

Senator Packwoop. You were discounting the old—the last question
I asked, you were discounting the old 1976 study of $13 producing 19.1
as an optimistic, or 14.7 on a business-as- usual assumption ¢

Secretary ScurrsiNaer. Most visibly so.

Let me underscore again the National Energy Outlook over the
lyearz-; has been ludicrously optimistic, They start off by saying, if we
g a price of $6.50 per barrel that we would be producing 85 per-
cent, rm?:glnl ¥, of our domestic demands.

All of those projections have quite visibly gone down the drain.
I regret that there is not more oil around at low cost,

These hearings that we have had repeatedly indicates that those
projections have been falaciously optimistic,

Senator Packwoon. When we come back to the USGS survey, even
on the conservativo side, you are saying: One, that is too optimistic,
or two, it may not be overly optimistic but we do not know what the
cost. would be of bringing in t5w subeconomic projections?

Secretary Scuresinger. Those are purely speculative resources.

Senator Packwoon, What is not speculative ?

Secretary SciLesINGER. Reserves are not speculative.

-Senator Packwoon. Unproven reserves?

Secretary ScuLesINGER. No, unproven reserves are unspeculative,

Senator Packwoon. Even the administration's program is based on
speculation. You are not just talking about the present known
Teserves,

Secretary ScurksiNger. Yes; the administration’s estimates, along
with the estimates of the industry are based, on some degree of un-
certainty, but they are not based upon pure speculation as are the
numbers to which you are new referring.

Senator Packwoon. You are saying the USGS is based on pure
speculation,

Secretary ScuiesiNager. And so labeled ; yes, sir,

Senator Packwoop. No further questions, Mr. Chairman.

The Crairyax. Senator Talmadgef?

Senator Tarmapor. Mr. Secretary, without reference tethe so-called
stundby tax, which the House has rejected, what would be the total of
the new tax of the administration’s proposal on encrgy annually ?

Secretary Scuresinoer, The total receipts from the weilhead tax,
oil and gas usage tax, and the like would run about $22 billion to
$23 billion. -

Senator Taryapar. $22 billion to to $23 billion annually?

Secretary ScutesiNGeR. Yes, sir.

Senator Tarsanae. Does the administration propose to rebate that
initsentirety ? : ) .

Secretary ScnnesiNaer. Most of it would indeed be rebated. The
wellhead tax would be rebated in its entirety. The oil and gas users
tax would be partially rebated. It would all be available to those 1,400
industrial firms that make extensive use of oil and gas as boiler fuel;
if they want to switch to coal, they can use whatever they have paid

in historically to make that switch.
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There will be some $3 billion to $5 billion in that oil and gas users
tax which would come in from firins that are not attempting to move
away from oil and gas, and those would go to the Treasury on balance.

Senator Taryance. What is the estimated per capita annual rebate

under the administration’s proposal?
Secretary ScuresiNeer. The $48, I think, for the erude oil would

be the peak.
Senator Tarance. $48 per capita ?
Secretary ScHLESINGER. Yos, sir.
Senator Taraanar. For a family of four it would be something less

than $200 annually? -

Secretary ScHLEsINGER. Yes, sir.

Senator TaLmancr, Following up on some questions that Senator
Matsunaga asked, you estimated that the cost of production of shale
oil out, 0? petroleum somewhere in the vicinity of $18 to $20 a barrel?

Secretary ScrresiNcer., That i3 the standard industrial estimate.

Senator Tarmanar. You further stated that Oceidental thought that
they could produce shale oil out of petroleum at $12 a barrel which
would be considerably lesg than the import cost at the present time.
What is Occidental doing to produce s}mle oil and petroleum at the

present time, anything?

Secretary ScuresiNaer. I will insert into the record the present
status of their planning, but they have planned to build a facility
which would produce something on the order of 60,000 barrels a day.,

[The following material was submitted by the Department of

Energy ]

STATEMENT BY ROBERT J. FERNANDES 1IN BEHALF oF OcCCIDENTAL OIL SHALE,
INe.

Mpr, Chairman, I am Robert J. Fernandes, I'resident of Qccldental Ofl Shale
Ine. and have heen personally involved with Occidental's ofl shale activities for
the past two years. We are pleased to participate in these hearings to bring you
up to date on Occidental’'s modifled in gitu ofl shale technology.

Senator Haskell, nll of ux who are interested in extablishing an oil shale in-
dustry appreciate your efforts in thiz common purpose, Your current Bill 8, 410
nttests to your interest in expediting the establishment of an ofl shale industyy.

It Is appropriate that this Hearing is being held in Colorado where a significant
portion of the U.N, oll shale reserves are located, llowever, the people of Colo-
rudo must be questioning whether an oil shale industry will ever be established.
They, as we, have observed the history of false starts in the development of an
oil shale industry.

QOccidental, however, has continued its development of its proprietary modi-
fled in situ ofl shale process since 1972 on {ts Logan Wush properties near De-
Beque, Colorado, ns well as condneting an active research and development pro-
gram at its regearch center in LaVerne, California.

At Logan Wash, Occldental has formed and processed three pilot size retorts,
one large comnercial size retort, and has recently rubblized a second commercial
size retort, which we expect to ignite on or about April 4, 1077. We are also con.
structing a third commercinl rize retort, The technology nnd “know how that we
have developed at Logan Wash, namely, mine and retort designs, environmental
control and monttoring procedures, and method of handling oll, water and gas
production will be transferable to the Federal C-b Tract, which we will commer-
clally develop with Ashland Oil Ine.

Ashland Oll, Inc,, ns lessee, and Occldental Oil Shale, Inc., a8 operator for
the C-h Shale 0il Venture partnership, recently flled a Modified Detailed Devel-
opment Plan (DDP) for the Federal (-h Tract, using Occidental’s fn situ oil
shale technology. We are presenting a copy of this DDP to the Committee for
whatever use the Committee desires. :
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The Modified DDP for the C-b Tract specified a start-up of operations, when
the current lease suspension terminates on S8eptember 1, 1977, assuming that the
required government approvals are obtained. The Ashland-Occidental plan will
involve an investment of over $400 million and will result in a shale oll produc-
tion of approximately 57,000 barrels per day in 1983. It is Ashland’s and Occl-
dental's genuine intention to proceed with the deevlopment of the C-b Tract in
a prudent businesslike manner,

At this time I would like to call on Robert A. Loucks, Occidental Oll 8hale,
Ine's Vice President of Operations, who Is officed in Grand Junction, Colorado,
to briefly describe the Modified DDP. Following Mr. Louck’'s presentation, I will

present a few final comments.
A government study shows that raw shale ofl produced by the modified in situ

process can be sold in a price range of $8 to $11 per barrel to yleld a 15 percent

rate of return. These estimates are generally supported by the Ralph M. Par-
sons Company's cost estimate contained in a Preliminary Engineering Plan for
the Development of the C-8 Tract prepared for Ashland.

As a result of these economics, we are proceeding with the plan for developing
the C-b Tract. However, due to this nation’s increasing dependenoy on and ocost
for foreign oil, we feel that development of an oil shale industry, consistent
with environmental protection and consideration of the socioeconomic factors,
should be expedited. -

As you know, Occidental's Chairman, Dr. Armand Hammer has had discus-
slons with the Administration and members of Congress regarding plans to ac-
celerate the establishment of an oll shale industry, At some point in your hear-
ings you may wish to have Dr. Hammer share his thoughts with you and your
Committee.

In conclusion, Mr. Chalrman, we thank you for this opportunity to appear at
this Hearing. We know how {important it is for you to have an accurate back-
ground and knowledge of the status of our technology in order to help you shape
this important legislation oll shale. We hope that we have imparted to you

the feeling that the Occidental modifled in situ oll shale technology is environ- -

mentally sound and economically viable, We believe this technology can play a
major role in developing a new major indigenous source of energy, and will bhe
socially acceptable and economically attractive to Western Colorado.

STATEMENT BY ROBERT A. LOUCKS

The C-b Modified Detalled Development Plan is consistent with the objectives
of the Department of Interior Prototype Leasing Program, namely, the develop-
ment of this tract’ compatible with environmental and soclo-economic require-
ments, and all technical standards. A two-year environmental haseline study has
been recently completed. Interim environmental reports have received a con-
tinual intensive review by the Oil Shale Environmental Advisory Panel, and by
the Area OIll S8hale Supervisor.' This environmental work, coupled with the
economically viable modified in situ plan set forth in the Modifled DDP, should
lead to the succesaful execution of this specific project.

Briefly, the Modifled Detalled Development Plan indicates the following

activities:
September 1, 1977—Start Construction Activities.
May 1, 1980—Start Initial Retorts of Ancillary Facllity.
May 9, 1982—Start Operation of Full-8cale In Situ Plant.

Our process i3 designed so that there will be minimal emissions into the atmos-
phere, As you know, there is presently a situation where a few of the amblent
air quality standards are exceeded In parts of the Plceancs Creek Basin, even
though the area Is undeveloped. If these standards are adjusted to take cognigance
of this fact, we belleve we can operate on the C-b Tract.

'We have found that by using a small amount of water in the proceas we can
Increase shale ofl yleld. We belleve that the increased recovery of shale oll
Justifies the use of this water,

The rock we mine to gain access to the ofl shale will be stored in the gullies
on the C-b Tract. There will he no need for off-aite disposal, We have conducted
experiments in vegetating such mined rock, and will apply this knowledge to
maintain this site in as natural a state as possible.

Because our process is underground, there will be no spent shale brought to
the surface, and hence any problems which could result from the surface leaching

of spent shale will not be present.

iy

<
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One of our objectlves is to achleve maximum recovery of the resource in place,
We calculate that we will recover approximately 40 percent of the in place ofl
and will utilize approximately 23 percent of the low Btu product gas, Tests have
shown this gas can be burned for the generation of electric power using combus-
tion driven turbines, and thus the remaining produce gas can be used for this
purpose. This {s an area in which government or utility companies involvement
in research can expedite achlevement of this objective, We estimate that as much
as 400 megawatts of power can be generated for dellvery to the surrounding

communities.
With full operation there will be ahont 1,600 permanent employees assumed

to be drawn primarily from the local area. During construction there will be a
maximum of about 3,000 people. The communities which will absorb this influx
are primarily Rifle and Meeker. We are working very closely with the officials
of those two communities and have had very harmonious relationships with them,
It is our common ohjective that this impact be to the benefit and not the detriment
of the present inhabltants. At your hearing in Rifle on Monday, I believe that
you will hear that the local residents feel we are working cooperatively toward
a beneficial impact upon the Western Slope.

Senator TarLmance, Is that now in being, or in the planning stage?

Secretary ScnresINGer. In planning,

Senator TaLmapce. Are they getting any kind of Government
subsidies

Secretary ScuvrksiNcer, They are not, at this time,

Senator TaLyapor. Would it not be to our advantage if we could
produce shale oil petroleum, even considerably above $12 a barrel
and heavily subsidize it in order to do so by a tax credit or some other
arrahgement ¢

The reason I make that statement is this. It is my understanding
now that we import 42 billion doHars, worth of petroleum annually
and we realize, of course, that we have the largest balance of payments
deficit in the history of our country. There 1s no way on carth that
we can earn the exchange to pay for it and that is the primary reason
why our dollar is depreciating against the mark, the yen, the Swiss
franc and other currencies.

My question is this. Would it not pay us to heavily subsidize a do-
mestic product if we can avoid this terrible lien against our balance
of payments? :

ecretary ScrLesinNger. That is a good question, We have found to
this point that the thing that the industry required was certainty. That
it could, indeed, receive the world price.

If the-industry could not bring in shale oil at the world price, we
certainly should consider this kind of proposal that you suggest. :

Senator Tavaance. I think that anyt&ﬁng we can do to overcome this
terrible figure of $42 billion a year which is likely to increase on our
unfavorable balances of payments would be to our advantage,

If the Germans could gassify and liquefy gas during World War 11
to keep their war machines going, it seems to me that tI!;e United States
would be wise to consider doing that, to keep our dollar from becoming
worthless overseas.

Would you not agree?

Secretary Scuresinger, It depends upon the amount. of subsidy.

Senator Tar.manee. I would agree with that, of course, but if Occi-
dental is anywhere near correct that they can produce petroleum from
shale oil cheaper than the world price—assuming they are incorrect,
assuming that it is $16 or even your figure of $18, would it not be to this
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Nation’s advantage to subsidize that production of energy rather than
being victims of an Arab boycott and blackmail prices that we are
having to 'pny and a $42 billion a year hemhorrhage on our balance of
payments ’

gecretary ScuresiNger. The effect of the $18 a barrel price would be
to cost the taxpayer about $22 billion a year.,

Senator TaLmanae. That would be spent in the United States, not in
the Middle East, It would not have an unfavorable effect on the bal-

“ance of payments.

Secretary ScHLESINGER. That is why I say the issue is, if you subsi-
dize certain types of production, that is economic terms the equivalent
of a depreciation of the currency and what the precise trade-off should
be is a matter of judgment. We can discuss that further.

Senator TaLmapce. Why is South Africa doubling their expansion
of production of synthetics from coal? I do not know whether Scotland
is increasing their production or not, but I presume it was to protect
the value of their currency plus afford an adequate supply domesti-
cally, was it not{

Secretary ScHLESINGER. That is correct. South Africa has ccrtain
special problems which happily do not apply to the United States,

Senator TaLmapce, I have been reading in the press about the
enormous strike that has been made in Mexico of petroleum and also
gas. Do you have any idea of the size of that strike

Secretary ScuvresiNcer. The Mexicans have stated, I believe, from
certain sources that it is 60 billion barrels.

Senator TaLmanGe. Larger than the North Slope ?

Secretary SCHLESINGER. Yes, sir.

The present estimate for crude Prudhoe is 10 billion barrels.

Senator TALMADGE. Are there any plans to go forward at the present

~time to conduct a pipeline from Mexico to adg to our gas supply ?

Secretary ScHLeSINGER. The Mexican Government has signed a
letter of intent with certain U.S. gas transmission companies and sup-
plc)lr would build up to something on the order of 2 billion cubic feet
n day.

S;znator TaLmangg, Has any agreement. been reached on the price of
gas

Secretary ScuLesiNger. No, sir, none suggested yet.

Senator TaryabgE. Or petroleum

Secretary ScHLEsINGER. None suggested formally, Thero have been
informal suggestions with regard to petroleum. That continues to be
a matter of internal discussion within the Mexican Government.

On the gasside, there is a letter of intent.

Se'nator TALMADGE. Are we importing any petroleum from Mexico
now

Secretary ScHLESINGER. Relatively slight amounts.

Senator TaLyange. At what price?

Secretur;i‘Sanr,smom. The world price.

Senator TALMADGE. Speaking of alternative sources of energy, I do
not know if we have any tar sands in this country. Do we t

Secretary SCHLESINGER. Yes, sir, we have some in Utah,

Senator TaratanaE. In substantial quantity?

Secretary ScuLesiNger. Of much poorer quality than the tar sands

in Canada.
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Senator Taraoce, I understand that there was a movement in

Canada to develop tar sands there ?

Mg,

>

Secretary SCHLESINGER. Yes.

Senator TaLyanoe. Has that been abandoned ?

Secretary ScuLEsiNGER. It has not been abandoned. Some of the
partners have withdrawn and the Canadian Government has come in.

Senator Taramange. What is the cost !

Secretary ScuresiNger. That runs $20 to $30 a Barrel.

Senator Taryapar. Considerably more expensive than our shale

oil in this country ¢
Secretary Scrresinger. We will have to see what each of them costs,

but the estimates certainly are higher.

Senator Taryange. I would urge you and the administration to
look into the idea of subsidizing production domestically of these
alternative sources., It seems from your testimony that I have heard
today that probably the least expensive alternative at the moment
would be shale oil.

Is that correct? -

Secretary ScHLEsINGER. It is likely to be. -

Senator TarMance, T am not referring to nuclear, rather to petro-
leum products. E

Secretary ScuresiNger. It is likely to be. We do-not know enough
about. it. There is a considerable range of uncertainty.

Senator TavLyance, It seems to me that if there is a tax incentive
program of some type, domestic production would be far preferable
than to sending $42 billion overseas and holding ourselves out as
possible victims for a further boycott and have to pay blackmail
prices. At the present time, what 1s the relative cost, energywise, of
a nuclear plant compared to importing petroleum at present prices?

Secretary Scuresinger. It is very hard to make that comparison.
It depends on the efficiency of use of electric power at the source point.

Generally speaking, electric power is more expensive than simply
burning either oil or coal, but depending on the mode of use, it can be
more effective.

Senator Tawymance. You are a former Director of the Atomic
Energy Commission, I assume you know just as much about that
as_anybody in the United States.

Would 1t not be to this country’s advantage to enormously step
up the development and construction of nuclear plants as an alter-
native energy source?

Sccretary Scrresineer. I believe that we should get rid of the
barriers that have existed over recent years. We are going to present
legislation to the Clongress on September 7 to do that,

The question of whether to go coal or nuclear for clectric power
generation, in our judgment, should be left to the utilitics.

Senator TarMapce. Certainly you and the administration, I pre-
sume, are committed then to going forward in both areas as rapidly
as possiblet —

Secretary ScuresiNger. To remove barriers, to make both nuclear
and conl use as cost-cffective as possible.

Senator Tarmavae. Thank you, Mr. Secretary. I have no further

questions.
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The CuarMaN, Mr. Secretary, when one is talking about cost of
producing energy from some of the other sources, I believe that one
tends to overlook the fact that we have a lot of unemployed workers
in America today. We cannot very well put them to work in produc-
ing more farm products; we have a surplus of those, We have a surplus
of shoes and textiles, and of most manufactured goods. )

When we increase production, our foreign competitors complain
that we are squeezing them out of the market.

But in the area of energy, we are serving the whole free world by
producing more, Nobody can quarrel with that,

I would think that nations like West Germany would point a finger
of scorn at the United States and say, “you have the capability of pro-
ducing your own energ(z{y and you should be doing it. If we had the
capability we would be doing it now.” )

When we think about the cost of solving the energy problem, I think
we should crank into the computer the fact that most of these addi-
tional workers would be unemployed otherwise, so that we have a hid-
den cost savings that I do not think is in the computer.

So far, that feedback has not been worked into the cost; has it ?

Secretary ScuLesiNeEr. No, sir.

I think yours is an excellent point, that we should consider those
comparative costs in terms of other expenditures. If we are putting
people to work in production of coal or nuclear plants or what have

you, that is advanm%fous.

Thero is considerablo expansion of employment prospective in terms
of insulation, of conservation, and of fuel efficiency that will absorb
many people from the building trades. 1t is likely to absorb many peo-
ple from the unemployed ranks.

The CrrairMax., I am for that,

When it comes to bringing on these new sources of energy—let’s take
shale, & very good example—it is just a step away from what you were
testifying about.

Asmuch as we might do something in the research and development
area with Government money, my impression is that we will make far
more rapid progress if we provide enough subsidy—I do not think it is

roing to cost us a great deal of money—to get someone into producing,
sed on current know how,

I think we should pass a law that we will provide whatever subsidy
wo think necessary to solve the problem.

For example, if we provide a 60 percent. subsidy, I think almost any
major company, if they look at the large size of the reserves, would
go mto it. The cost would comd down very rapidly. So in due course,
all of that shale out there could be something that could be used to meet
our needs.

I would like for Mr. O’Leary to tell us what he said on television—I
saw it over the weekend—about how the cost of solar has come down.

Would you repeat that, Mr. O’Leary {

-Mr. O’Leary. Yes, Mr. Chairman.

Three years ago, when we were taking a look at what we might
expect over time with regard to the (Fmduction of electricity through
solar means, we were saying it would probably take 50 years or there-
abouts, It was then about two orders of magnitude, or a factor of 100,
away from the crossover with alternative forms of energy.
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On the basis of the best data that I can now obtain from ERDA,
and these are data about a month old that I derived from Dr, Marvin,
you can very confidently project costs for steady state solar electric in
a range of $3,000 to $4,000 per megawatt rather than the $50,000 we
were projecting just 3 years ago,

That contrasts with about $1,000 per megawatt electrical from a
nuclear plant. So instead of being two orders of magnitude out, we
are now out by a factor of two or three. In some locations where you
need reliable service but you are remote from the possibility of estab-
lishing very large facilities, according to that figure, you might be
approaching crossover now.

he CuairmaN. The thought that occurs to me, if we can offer
enough help in this area, not to do it for the whole country, but do
it in the areas where it ought to work the best, With shale, with the
solar energy we can produce, and with geothermal, we can make
tremendous progress and do it soon, and that, to me, would be a far
better investment than just giving this money to middle income people.

I am perfectly willing to give it to the poor who cannot pay the
additional cost, gut I would rather put it into finding a solution, do 1
not think the average fellow understands. You tax his money on the
one hand and give it back to him on the other hand, ;

Obviously, we have to deduct the cost of taking it away and then
passing it Kack through to him. I think he would prefer to he left
alone to begin with,

I am afraid that imposing a tax and then giving the money back
might cause the fellow to say, “I do not have to change my habits
after all. All I have to do is take this dole they gave me as a rebate
on the energy tax and put it into energy, and I go back where 1
started from.”

If you do that, it has defeated its purpose.

It appeals to me to put enough resources into alternatives to make
them work.

For example, if we put enough subsidy into solar energy, we could
induce everybody in the country to use solar energy, or everybody
below the Mason-Dixon line to go to solar to heat their water. Take
areas like the Virgin Islands, Puerto Rico, California and Hawaii—
we could put enough into developing win(i, solar geothermal energy
to make tremendous breakthroughs. _—

Now, Arizona is anxious to get into solar energy. Louisiana has a
fantastic resource that could provide a hundred years of energy that
we are doing nothing with. All they are doing right now is bringing
& little brine up and testing it somewhat to sec what the pressures are
and then pushing it back down where it came from, and that sort of

thing.

If wo approach this as though it were urgent, approach it the way
someone would do looking upon this thing as a matter of great con-
cern, we could make a lot more headway and a lot faster than we are
right now. I would like to see us in this bill, where we are trying to
induce somebody to do something, to increase the tax advantages,
or whatever you want to do, to move on and get the job done. Because
the longer we take, the worse off we are, it seems to me.

Does that appeal to you, Mr. Secretary ¢
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Mr. ScuresiNgER, I think that the allocation of the receipts of these
taxes are, of course, something that the Congress will deliberate. With
regard to tho geopressurized brine, ag I have-indicated, we are plan-
ning to decontrol that price which would, in effect, double or triple
the value to the producer.

We are, at the Federal level, providing some technology. T would
like to see the oil industry get further into the develupment of those
t(i)(:mologios and these more attractive prices are likely to bring that
about, .

One effect of the oil and gas user taxes will be to increase the attrac-
tiveness of a large number of alternative technologies. Now going
beyond that, in terms of general subsidy for a variety of technologies—
conl gasification is one which is normally suggested—it is a question
of how much should be distributed.

If we accept Senator Talmadge's suggestion, or your own sug-
gestion, we are thinking then of something on the order of $20 billion
a year of subsidy in order to provide a 50-percent advantage for
domestic production over the cost of imported oil; $20 billion a year
would be substantial.

The Cunammaxn. If you are just talking about the shale oil, I do not
think you are talking about anything more than porlml)s $100 million.

If you tell somebody, “If you arve going into this thing on a com-
mercial scale, we will give you whatever advantage it takes in order
to make a profit on this thing,” I think that an up-and-coming com-
pany with imaginative executives would jump at the opportunity.
Once they found themselves making money. I would think that others
would expand production and, in due course, you would cut back on
the subsidy. ;

Aot of} people are scured to death that somebody is going to make
a profit. on some of this, It seems to me we onght to hope that some-
one will make some money out of it. If they (ﬁ) not, we are going to
stay in this mess forever—that is, unless the Government is going
totry todoit,

I do not think the Government. can do it a bit more efficiently than
private industry can do it. Judging by things I have seen the Govern-
ment do, it is not that good an operator,

As far as the crude oil equalization tax is concerned, would you have
any objection, or would you support our phasing in the tax in 2 years
'instem{ of 31

Secretary Scuresinaer, No, sir.

The Ciamatay, It seems to me that if yon are going to do something,
you might as well do it. T do not see the point in taking forever to get
around to doing something, Tf the public is going to have to pay for
something, we might as well face up to it and get it aver with, if we
think it is our duty,

T am concerned about the heating oil rebate, When it is in full effect,
it is going to cost us roughly $900 million a year us a subsidy for New
England. It is true they use more heating oil up there than we do in
the Sun Belt and elsewhere in the country, but they have more efticient
transportation. They do not use nearly as much for transportation as
we do, and not nearly as much money for air conditioning as we do
in the Sun Belt.

Taking it all into account, the people in other parts of the country
cannot see for their lives why we should provide a $900 million advan-



¥y

e

47

tage in this bill for New England, when the costs that they have are
offset by costs that we have, )

How" would you feel about it if the committee should decide to
eliminagte that part of the rebate and use it to try to produce more
ener,

Se%{"etary SciresiNger, I would worry about that, Mr, Chairman. T
think there are two points that should be made. - ) )

First, that we have suggested similar ways of protecting the resi-
dential users of natural gas against the abrupt rise in the price of
energy and propane. We have also suggested an alteration to the elec-
tric power rates to protect the residential consumer against the rise in
rice.

: The second thing is that the cost per million Btu’s in New England
is three times the cost in the Southwest so that the energy Brices that -
New England has faced at the present time are considerably higher
than they are elsewhere in the country.

Therefore, easing this transition in this way strikes us as appropri-
ate,
The CHarMAN. One other S)oint, Mr. Secretary. Are we, in all cases,
payin% the producer a price that is adequate to permit him to replace
that which he is producing ¢

In other words, if you look at the old prices on oil and old prices
on gas and assuming we want that producer to go out and find more
oil and find more gas, are we providing him enough income that would
meat the average cost of finding another 1,000 ctﬁ)ic feet of gas or an-
other barrel of oil as he produces what he hast I am talking about the
old oil prices and the old gas prices.

Secretary SCHLESINGER. It is more of a problem, I think, for old gas
than it is for old oil, To the extent that there is primarily old or old oil,
the cost of proving up an additional barrel of oil would exceed the
producers’ receipts.

The CHAIRMAN. It seems to me that if we could say to a producer—
there are contract problems—that we will permit him to produce,
we will permit him to charge a price that will enable him to go out and
find another barrel of oil or another 1,000 cubic feet of gas, pro-
vided that he spends it on exploration, that would be justified, in view
of the fact that it is going to cost more to make this Nation energy
self-sufficient.

I think anyone who would take whatever he is receiving as an addi-
tional L)(:'ico and would put that money into producing more energy
would be helping usin what we are trying to do.

There is more than one way of regulating prices. If you are regulat-
ing railroads, you can regulate prices on the basis of cost. Oftentimes
the costs were increased many years ago and prices have gone up since
that time. Alternatively, you can regulate it based on the cost of
mglacvmcnt. '

f a producer is permitted to get the cost of replacing what he is
selling and if he will use the revenues to replace it, it seems to me that
that would be to the advantage of the industry and to our Yrogrum,

I hope that we will consider that concept in working on this bill and
hope that you find some appeal to that approach.

retary ScuresiNaer. We find it appealing as the rate of activity
continues to expand in oil and gas, the number of drill rigs in opera-
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tion have increased something like 130 percent in recent years. We
hope that expansion continues.

he basic question is, what rate of expansion can be effectively
achieved by this industry.

The CuairyaN. Mr. Secretary, if the States controlled offshore lands
and if there is gas out in the Atlantic Ocean, and we scem to think
that there is, there would be tremendous production out there today.

I hear peoll)le talking about the fragile environment out there, but
that is virtually the same environment as in the Labrador current and
the gulf stream. Companies are drilling up in Canada trying to find
oil or gas in the Atlantic, and we are drilling in the gulf. They are the
same ocean currents,

They are drilling in the North Atlantic, the North Sea. That is a
part of the same general body of ocean.

The President went out to look at an off-shore oil rig. It is a mag-
nificent piece of equipment, and they are losing money with it. I dis-
covered that they are required to make sealed bids in order to win
drilling contracts.

That rig was built with the hope of drilling in the Atlantic. It is a
beautiful piece of equipment. Frankly, I never saw anything so well
kept. I always expect to see some oil smears around here and there—
but of course, they had not found any oil out there yet.

The President is an old Nm?Y man, The President asked, “do they
always keep this place so clean #” and they said, “yes, sir, eveir time the
Pregident of the United States comes onboard it is always this clean.”

When the company bid on this, they knew they were going to lose
money to win the Jease. They were just trying to hold down their Josses.
They had the equipment onhand and were paying all the interest ex-

nse on the investment and the maintenance costs, and so they just

id to lose money to go out there to reduce what they otherwise would
have lost.

We ought to be building all of the equipment like that that we can
build. We ought to be putting it to use.

Someone told me that oil companies drilled about 300 wells in the
North Sea before they made the first big discovery out there, and
so I would think that we ought to be thinking in terms of developing
offshore resources, If we find something out there. it ought to be cost-
competitive to what we are producing in the Gulf of Mexico, which
is one of our big frontiers,

I would hope that we would make those breakthroughs. The people
who built that equipment and the people who operate that kind of
equipment tell me that the laws that have been enacted since this
energy crisis hit have all had one thing in common, that they had
placed more impediments in the. way of producing more cnergy—
more delays, more environmental concerns, more red tape. .

As much as T am concerned about the pristine purity of the Atlantic
Ocean, is the same water that flows through the Gulf of Mexico, the
same water in the North Sea. Even in Louisiana, where we have been
producing oil for 30 years, we have tremendously improved our tech-
niques to prevent oil spills and any sort of pollution, or at least to
hold it to it to a minimum. We had some spills down there, in earlier

years,
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There is no permanent damage to the environment. The precautions
taken now are tenfold of what they were taking 10 years ago. We
should find some way to start drilling as quickly as we can to see if we
have oil and gas resources in the Atlantic.

What are your thoughts about that?

Secretar gcunnsmom. In general, I agree with what you have sug-
gested. I think that we ought to be exploiting at the rapid rate. The
case that you have cited with regard to Baltimore Canyon, of course,
was bought by a private group and it was decided in the Federal
courts.

I am not sure if those offshore lands were under the jurisdiction of
the States, given the attitude of many clements of the population in
the Northeastern States, that the drilling would proceed any more
exg‘editiously than under Federal control.

he CamrmMaN. Mr. Secretary, when Louisiana went offshore, they
saw the prospect of making money. They were bringing in huge
amounts of money even before they discovered oil, just on the bonus
bids. They saw those royalty receipts and they saw those tax receipts.
They saw those payments, they saw big surpluses in their State
budget, and you could not keep the lcgisﬁzture, or the Governor, or
anybody else from saying “let’s go” and “move ahead.”

f anyone had any environmental concerns they would say yes,
yes, that is fine, it would be looked into; but they went ahead with
the exploration. And I think if Louisiana, prior to the time they
started })roducing offshore, had been confronted with the same ob-
iatacles b: 1at there are for drilling on the east coast, they would never
1ave n.

You s%z it in the case of oil tankers. Now and then a drop of oil
spills out on the water, If that gets on you, you use kerosene or some-
thing on it to remove it. It is a nuisance, if at all,

People complain about it. When they look at big trucks cracking
up the highways and all the inconvenience of having to provide serv-
ices to the offshore industry such as educating more children, pro-
viding them police protection, and that kind of thing, States tend
to wonder why they should cooperate with offshore drilling if there
is nothing in 1t_for them, nothing but the prospect that there might
be a spill or something of that sortt

The problem you are running into is something that I could have
predicted. You do not see the same thing in Louisiana because there are _

" 50 many jobs that depend on it. If you hold up drilling in Louisiana,

everybody complains, even though we do not get any revenues from
beyond the 3-mile limit. Everybody wants to help offshore drilling
because jobs are dependent on it. Thousands of jobs depend on it.

But people on the Atlantic seaboard have not committed themselves
to that, They do not experience the same pressures.

I am not pressing that point at the moment except to say that there
is every reason that dictates, from the Federal F)int of view, that we
should produce in the Atlantic and in the gulf. It is the samo problem.
I cannot see any difference.

Can you tell me any difference, as far as the overall problem is con-
cerned, in the ecology or anything clse with drilling in the gulf as
compared with drilling in the Atlantic?
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Secretary ScuiesiNger. No, sir. We heartily agree with you that we
should have exploratory drilling in the Atlantic,

The Cuamman. I hope that we will be getting on with offshore
drilling in the Atlantic as soon as possible, because we want the
competition and because the Nation needs the energy.

Senator Matsunaga ¢

Senator MaTsunaga. Thank you, Mr. Chairman.

T have been told that the current oil entitlement program has proven
very beneficial to small independent oil refineries. This Government
program is something I have not fully understood. Could you explain
the program, as briefly as you can, and tell us what the present

" administration intends to do about the oil entitlement program?

Secretary ScHLESINGER. The purpose of the administration is to see
ultimately that each refiner is faced with a uniform price for crude.
That creates, as you indicate, some problem with regard to small
refineries which have not been efficient but which have been lured into
production through a variety of incentives.

Far a year or two, we will be faced with this situation, depending
on whether someone goes on with the 3-year phaseout or 2-year phase-
out, as the chairman suggested, but we would retain a considerable
margin for these small refineries. =

The longer term policy for these small refineries will result from our
discussions with the Congress, and that will have to take place during
the next 2 years.

Senator MaTsunaga. I see that it is 12:40 now. I have other ques-
tions, but I will postpone them for a later time.

I want to take this opportunity to congratulate you, Mr. Secretary,
on your appointment and on the greased lightning speed of your
confirmation.

Secretary ScuLesiNger. Thank you, sir.

I thank you for your help in that regard.

The Cuamyax. Are there any further questions, gentlemen?

Thank you very much for your statement, and your thoughtful
questions.

At the hearing in June, Mr, Q'Leary was asked for some informa-
tion. We have not. yet. received those figures, Mr. O'Leary.

Mr. O’Lreary. Thank you.

The Criamraaxn. The committee will be in recess until 10 o'clock to-
morrow morning.

[The prepared statement of Secretary Schlesinger follows:)

PREPARED TESTIMORY oF JAMES R. SCHLESINGER, SECRETARY OF ENERGY

Mr. Chairman and members of the committee, I am very pleased to be here
today to discuss-with you the tax provisions of the proposed National Energy Act.

The diagnosis of the U.S, energy problem is very simple: Demand for energy
i8 increasing, while the available domestic supplies of oll and natural gas have
been declining. The U.B. has met this greater demand with increasing reliance
on imports, adding to vulnerability to supply interruptions,

The principal oll-exporting countries will have severe difficulties in supplying
all the increases in demand expected to occur In the U.8. and other countries
throughout the 1980’s. In 1976, the 13 OPEC countries exported 29 million varrels
of ofl per day. If world demand for exported ofl continues to grow at the rates of
recent years, by 1085 it might reach as much as 50 million barrels per day. How-
ever, many OPEC countries cannot significantly expand production ; and, in some,
production will actually decline. Thus, as a practical matter, overall OPEC pro-
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duction could approach the expected level of world demand only if Saudi Arabia
greatly Increased its oil production. Even if Saudi Arabia did so, the highest level
of OEC-production probably would be inadequate to meet increasing demand
beyond the late 1980's or early 1900’s,

The National Energy Act would establish six ambitious goals for the American
people to be achieved by 1985: —

To reduce the rate of growth of energy consumption to below 2 percent per

ear;
'l‘o’reduce oll imports to less than 6 million barrels per day ;

To reduce gasoline consumption by 10 percent below the current level;

To improve the energy efficlency of 90 percent of residential buildings, schools

" and hospitals;

. T(l) increase conl production to at least 400 million tons above 1976 production
evels ;

To use solar energy in more than 234 million homes.

These goals are established to deal with three overriding objectives. As an
immediate objective that will become even more important in the future, the
U.8. should reduce dependence on foreign oil and vulnerability to supply inter-
ruptiong, In the medium term, the U.S. should keep imports sufficiently low
to weather the period during the 1880’s when world ofl production approaches
its capability limitation. In the long run, beyond 2000, the U.S. should have
available renewable and essentially inexhaustible sources of energy for sustained
economic growth.-

The U.8. should seek to achieve those objectives within the context of certain
fundamental principles. Economlc growth with high levels of employment and
production should be maintained. National policles for the protection of the
environment should be continued. Above all, the U.8, should solve its energy
problems in a manner that is fair to all regions, sectors, and income groups.
¢ To achieve these objectives, the proposed national energy act has four major
eatures:

Conservation and increased fuel efficiency ;

Rational pricing and production policies;

Substitution of abundant energy sources for those in short supply; and

Development of nonconventional technologies for the future.

Integral to the process ofthis program are a series of tax measures that will
be considered by this committee. Tax measures permit the private sector to
achieve the nation's energy objectives while retaining freedom of investment
cholce. By affecting prices and rates of return on investment, tax measures give
clear signals to consumers and investors in a relatively efficient manner, pro-
viding new sources of supply by changing the threshold for investment in new
technologies. Although the energy problem i8 one of the most serious this Nation
has fuced. the measures before this committee would not require a significant
increase In the Federal workforce.

The national energy plan includes a vigorous program to maintain and expand
domestic production of oil and natural gas, Through administrative action under
existing law, the price of newly discovered oil will be permitted to rise over a
three year period to the current world price plus an {nflatlon adjustment, That
price increase will give American ofl producers a return per barrel that is sub-
stant{ally higher than ol companies can obtain anywhere in the world.

For newly discovered natural gas, the pricing provisions of the national
energy act would allow a price equal to the Btu equivalent price of domestic oll.
That price, at the beginning of next year, would be $1.75 per thousand cubic
feet, and {8 substantially above the current price of interstate gas. Indeed,
even in the intrastate market in the State of Loulsiana, the price of $1.75 was
not reached until this past winter.

In addition, by ralsing the price of conventional oil and gas to replacement
cost levels, the price and tax measures in the plan will help create investment
fncentives that will bring into play advanced energy technologies.

Geothermal energy, blomass, shale oil, synthetic gas and other technologies
will be able to meet industrial energy needs at a cost competitive wih the cost
of imported crude oll. This increased competitiveness will result from replace-
ment cost pricing brought about by the crude oil equalization tax and the oil
and natural gas use tax. Thir use of the price mechanism will not only promote
conservation but also accelerate the development of new energy technologies;
it is at the heart of the national energy plan and the legislation that is before you.
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MAJOR TAX MEABURES

The major tax measures proposed by the President may be gro

tlg:r 3!)3?:;1(;:3 of tl;le pl:m. Fordc?nservatlon, the plan c’onmﬁm :lll::ﬂ;;:‘g;;ztll(::
H y gasoline tax; and tax credits for energy co : Y
by households and businesses. ) gY conserving Investments

To bring about rational pricing and production policies, the plan provides for:
a crude oll equalization tax; and removal of the intangible drilling cost deduc-
tion from the minimum tax for independent oil and gas producers,

To encourage substitution of abundant energy sources for those in short supply, ’
the plan imposes: taxes on the use of oil and natural gas by large industrial and
utility consuwers.

Finally, to promote the development and use of nonconventional energy sources,
the plan contains: tax credits to stimulate the widespread use of xolar energy
equipment ; and extension of the deduction for intangible drilling costs to geo-
thermal drilling.

The administration does not seek to reduce energy consumption in absolute
terms. Rather, it seeks to reduce the rate of increase of energy consumption to
less than 2 percent per year. This conservation goal has heen structured to allevi-
ate barriers to achievement of the Nation’s economic geals of low unemployment
and expanding output.

Tax measures play a central role in shifting buying habits toward more energy
efficlent capital goods. Conservation represents a large energy source that can
be tapped more quickly and at less cost than many sources of conventional
energy.

In the transportation sector, two major tax programs were proposed, a tax
on new gas-guzzling automabiles and a standby gasoline tax, as well ay changes
In the tax treatment of intercity buses, motorhoat fuel and general aviation fuel.

The gas guzzler tax is intended to provide additional Incentives ‘for pur-
chasing fuel efficlent vehicles. Since twenty-six percent of American energy con-
sumption {s in the transportation sector and virtually all of that consumption
i3 oll, any serious attempt to deal with the energy problem must seek substan-
tial savings in the use of energy for transportation. Excise taxes on fuel-efficlent
cars would achieve sizeable savings in gasoline consumption.

Tax credits for energy conserving investments by households and businesses
are among the principal measures to bring about energy conservation in the
residential and commercial sector. These tax credits will provide incentives to
individuals and businesses to make energy-saving investments that are needed
to improve the fuel efficiency of the rtock of homes and other bulldings. The
tax credits are part of a broader strategy to encourage greater conservation in
homes and commerelal buildings. Other parts of the strategy Include expansion
of credit facllities, direct Federal grants, and the provision by utilities of infor-
mation, financing, and weatherization services.

Tax measures are an Integral part of the plan to reduce energy consumption
in industry and stimulate conversion from scarce oil and gas to coal and other
more abundant fuels. To achieve Increased energy eficiency in Industry, the
House bill contains special tax credits for investments in equipment that reduces
energy consumption, and equipment for cogeneration of electricity and Indus.
trial process heat. To bring about conversion from oll and gas to other fuels, the
adminlstration has proposed taxes on industrial and utility use of oil and gasa.
Rebates and tax credits would be available for conversion to coal and other
abundant resources, Through these proposals, the national energy plan seeks to
move industry toward a pattern of energy use that can be sustained over the next
two or three decades, and to do so without directly mandating decisions on the
private sector.

The national energy plan calls for rational pricing and production policies as
part of the basic strategy of providing greater incentives for increased supply.
The plan seeks to bring about energy prices that more fully reflect the true
value of energy In order for market slgnals to work in harmony with production
and conservation policles. The proposed crude oll equalization tax, adopted in
the House bil], is designed to make the wellhead price of all domestic crude oll
equal in three years to the price of imported oil. This program Is designed to
eliminate the entitlements program and thereby eliminate Lurc.acratic red-tape.
The tax would eliminate the subsidization of imports that nccurs from “'rolling
in" high priced foreign oll with price-controlled domestic oll. As long as a large
percentage of the oil consumed in this country s imported, the world oil price will
be the marginal cost of every extra barrel we consume. Household and business
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consumers must ‘face up to that necessity so that they will take appropriate
actions to conserve energy and make capital investments In new sources of
energy supply. -

One proposal in the natlonal energy plan is designed to approach greater
equity between major and independent producers. As a result of the 15 percent
minhnum tax requirement enacted in 1976, some independent oll and gas pro-
ducers have lost the full benefit of the intangible drilling cost deduction, although
corporate producers continue to enjoy the deduction, Removal of the Intangible
drilling cost deduction from the minimum tax for these Independents will remove
this distinetion without creating tax shelters for Income earned in other
occupations.

In addition to the incentives created by the pricing and taxing policles, the
plan also provides specific financial incentives to stimulate {ncreased use of non-
conventional energy sources. Tax credits have been proposed to encourage the
widespread use of solar energy equipment in residences and businesses, including
farms, factories and commercial buildings. The tax credit should contribute to
reductions in the cost of solar equipment, brought about by economies of scale
and by increased familiarity with so.ar technology on the part of manufacturers,
installers, and consumers. Current solar collector technology offers the promlise
of decentralized and pollution-free energy, well suited for hot water systems and
space conditloning.

To encourage increased development of geothermal energy, the bill extends
to geothermal drilling the tax deduction for intangible drilling costs now avail-
able for oil and natural gas drilling. Since these activities compete for capital,
we belleve that thelr respective tax-treatment should be more nearly equal.

BTRENOTHENING AMENDMENTS

Mr. Chairman, there are two major areag in which we urge this committee to
strengthen the tax provisions of the energy legislation. The first relates to the
taxes on the use of oil and natural gas by industrial firms and electric utllities.

The second concerns the transportation sector.

OIL AND NATURAI GAS CONSUMPTION TAXES

The proposed taxes on {ndustrial and utility consumption of oil and natural gas
have two principal purposes: to induce electric utilities and industrial firms to
shift from oll and natural gas to coal and other fuels; and, In the case of plants
that continue to use ofl or natural gas, to induce conservation and greater energy
efficlency. Rebates are avallable from taxes collected that can be used to re-
place ofl and gas burning facilitles. With a well-conceived conversion program, &
firm could avold most or even all, tax lability.

The bill that passed the house contains numerous exemptions from the taxes.
Some of these exemptions significantly reduce the effectiveness of the program.
In order to atrengthen the program without unduly burdening any particulnr
industry, the administration proposes a simplification of the industrial use taxea,
which takes into account some of the changes made by the house. This modified
proposal would make the following changes to the house bill,

The natural gas use tax would raise the acquisition cost of natural gas to large
Industrial firms up to the Btu price level of distillate oll.

By equalizing the costs of oll and gas for industry, the exemptions from the
natural gas use tax, except for feedstock use, should be dropped.

A tax of $3 per barrel tax on oil would be levied on bollers, turbines and indus-
trisl processes that can clearly convert to coal.

This proposal would have the following advantages:

1t would apply to industrial use of natural gas the same principle that is
reflected in the crude ofl equalization tax: premium and scarce cnergy sources
should be priced at their replacement cost, particularly for lower priority uses.

It would Increase oil and gas savings substantially.

It would reduce the Inequities among firms and among regions that would
result from the exemptions built {nto the house bill.

It would make additional natural gas available for residences, small busi-
nesses, and those industrial processes that need gas.

The administration also seeks an amendment that will limit the rebate of the
use taxes to utilities to $125 for each kllowatt of capacity retired or derated to
peak load use. This amendment would double the value of the rebate by spread-
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ing it over more conversion projects. It would significantly increase the incen-
tive to shift away from oil and natural gas, and thereby save an additional
800,000 to 400,000 barrels of oil equivalent per day. It would also simplify the
administration of the tax.

Some producing reglons have historically benefittéd from low energy prices,
As a result of increasing energy prices, their comparative advantage will diminish
over time, although they will continue to enjoy fuel costs below the national
average. For example, industrial fuel prices in the southwest are currently only
one-third of those in New England. Under the proposal I have discussed, indus-
trial prices in the southwest would stlll be ouly about 70 percent of prices in
New England.

Overall, during the period through 1085, the program would add 0.8 to 1.5
percent to national industrial production costs, or 0.1 to 0.2 percent annually.
In industries that are not energy Intensive, such as food processing, textiles and
printing, that impact on total production costs In most regions of the country
will be less than 0.2 percent by 1085, In the case of energy intensive industries, the
impacts are larger. However, since they are spread over a seoven year period,
they are well within the capacity of these industries to handle.

- GAB GUZZLER TAX

. ‘The gas guzzler tax passed by the House of Representatives should be strength-
ened if the U.8S, is to achieve the goal of a 10 percent reduction in gasoline con-
sumption by 1985. :

The exemption from the tax for light duty trucks adopted by the House should
be eliminated. Light duty trucks constitute 25 percent of total new sales of cars
and trucks. Bureau of Census data show that 58 percent of light duty truck use
is for personal transportation, including recreation. The exemption for light
duty trucks is a loophole in the tax that should be closed.

The administration believes the tax on gas guzzling automobiles should be
strengthened. First, the tax measure reported by the Ways and Means Committee
and passed by the House establishes a “miles-per-gallon window" in which some
automobiles failing to meet mandatory fuel economy standards by a small
margin, would not be taxed. This window would have been 4 miles per gallon
below the standar.” in 1979, 3 miles in 1980, 1881 and 1982, and 4 miles in 1983,
1984 and 1985. Tue windows established by the committee were based on an
assumption as to what standards would be adopted by the Department of Trans-
portation. The department has now published its standards, which are higher
than those assumed by the committee. Because of the higher standards pro-
mulgated, the actual window increased to 4 miles per gallon in 1882, 5.5 miles per
gallon in 1983 and then decreased to 5 miles per gallon in 1984, The administra-
tion recommends the gas guzzler tax be adjusted to maintaln the original size
of the windows up to 1082, For the years after 1982, when lead times are suff-
clent to enable manufacturers to adjust their product lines, the size of the
window should be reduced from that originally proposed by the Ways and Means
Committee.

Second, the structure of the gas guzsler tax rates should be revised to induce
greater energy savings. The taxes should be increased for gas guzzling cars
closer to the window, so as to provide a stronger incentive to consumer to pur-

. chase vehicles with higher fuel efficiency.

These changes could substantially increase the energy savings from the anto-
mobile gas guzzler tax in 1985, We look forward to working closely with the

conmimittee on alternatives to strengthen the gas guzzler tax,

GABOLINE TAX

The House did not Include any new or additional gasoline tax in the bill it
passed. The standby gasoline tax was designed as a challenge to the American
people (o conserve energy. The administration realizes that any gasoline tax is
controversial but believes that this committee should take action on this proposal.

Mr. Chairman, I want to emphasize that the tax measures now before you
&re 4 necessary part of the President's program to deal with the energy probh-
tem. The principal task facing us is to use the next several years effectively to
improve the energy efficiency of our stock of autowmobiles, buildings, equipment,
and other capital goods, and to provide incentives to increase supply. The ad-
ministration belleves this lengthy and complex process can be carried out most
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efficlency with a minimum of direct Government regulation. For that reason it
has proposed the package of tax measures that is now before you.

My, Chairman, I look forward to working with you and the other members
of the committee on the large and complex task that lies before us. The energy
crisis is probably the most important domestic problem we shall have to address
during the next several years. It is a problem that will test our vision, our
creativity, and our courage. Future generations—including our own children and
grandchildren~will look back at what we did in facing this problem. They will
inquire whether we made effective use of the time avallable to us. It is, there-
fore, essential to have close cooperation between the administration and the
Congress now, while we still have time to deal with the energy problem in an

orderly manner,
[Thereupon, at 12:40 p.m, the hearing in the above entitled matter
was recessed to reconvene at 10 a.m. Tuesday, August 9, 1977.]
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NATIONAL ENERGY ACT

.

TUESDAY, AUGUST 9, 1077

U.S. SENATE,
CommiTTeE oN FINANCE,
Washington, D.C..

The committee met, pursuant to recess, at 10:05 a.m. in room 2221,

" Dirksen Senate Office Building, Hon. Russell B, Long (chairman of

the committee) presiding.
Present: Senators Long, Talmadge, Matsunaga, Packwood, and

Roth,

The CuarMaN. Good morning, Mr, Secretary. We are very happy
to have you here and we will be very pleased’to hear your staterent
and your analysis of the situation. You may proceed in your own

fashion.

STATEMENT OF HON. W. MICHAEL BLUMENTHAL, SECRETARY,
DEPARTMENT OF THE TREASURY

Secretary BrusentaaL. Thank you very much, Mr, Chairman and
members of the committee, T am pleased to have the opportunity to
appear before you this morning to testify in support of the President’s
national energy plan. Without question, this is a program which is
without parallel in importance for all of us, and for the country as
a whole.

I have a prepared statement that I have submitted to you, Mr.
Chairman, T will not read it in its entirety. T will comment on it and
perhaps refer to certain portions of it, with your permission,

T am also not going to go into detail with regard to the specific pro-
visions of the administration’s proposal, since I assume by now they
are quite well known to you and to everyone, since they have already
been substantially debated during the hearings before the House.

May I say, by way of introduction, that the importance of this pro-
gram cannot be overstated. Recent events and recent figures with re-
gard to our foreign trade alone underline the importance of doing
something about our energy program. More than half of our oil needs
are imported at this point. The effects on our balance of trade are very.
very serious. :

You, no doubt, are aware of the figures that indicate that we have
something like a $45 billion oil import bill each year with a $25 billion
deficit in the balance of trade. That means that without this tremen--
dous bill we would actually be in surplus, so it throws our trade pic-
ture, our current account picture completely off, and it is vitally im-
portant from the point of view of the health of our cconomy, and its
international sotting, that we do something.

’ (87)
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We have a further problem in that the growth of oil consumption is
greater at this point than the additions to proven reserves that are
occurring each year. That is really a situation we have to address our-
selves to. : . )

The national energy program is intended to deal with these prob-
lems by first stressing conservation, second, by stressing substitution
to the more abundant. energy resources that are available, and third,
by providing incentives to increased production.

The aim 1s to decrease energy consumption to less than a 2-percent
increase per year, if we can achieve it. The way in which this 1s to be
achieved in the area of conservation is by making consumers of all
products pay the replacement costs of their consumption. by substi-
tuting more efficient modes of transportation for less efficient ways,
by taxing businesses on their use of oil and gas, and by providing tax
incentives for insulation -and other improvement outlays to improve
energy cfficiency, .

The substitution of coal and of other fuels for oil and gas is to be
achieved by providing an incentive in the tax system for businesses to
convert to these alternative fuels. Solar, wind, geothermal cnergy
sources will also be favorably treated to encourage greater residential
and industrial use. _

Additional production will be stimulated by allowing newly dis-
covered oil to be priced at world price levels and by providing an in-
centive price for newly discovered natural gas.

Now, Mr. Chairman, T wonld like to turn to the particular provi-
sions as they have emerged from the House and make some comments
about them and suggest some tightening of those provisions, May I
say, in overall terms, as far as I am concerned, in whatever degree you
can make this program tougher, I will be very happy.

I think we need a tough program. T think that the House has done
an admirable job, in working very hard and in approving many of the
provisions that the President has asked for. Personally, T do not think
that the version as it exists today is tough enongh.

Wherever you ean tighten it and toughen it, I will be very happy
indeed.

Turning to the crude oil equalization tax, T am persnaded that there
are many incentives under this increased price for new oil and gas that
is allowed that provide for substantial incentives for additional pro-
duction. T do not believe that we need a plowback of any of the addi-
tional revenues on old oil because all of the analysis that I have seen
persuades me that there is plenty of cash available, plenty of cash flow
available, plenty of resources available to expand the total supply of
energy resources in this country. '

Second, Mr. Chairman, I think that it would be desirable if the crude
oil equalization tax were extended past 1981, We suggested that it be
for the entire period of the program, I think that would be a desirable
amendment, if you would sce fit to do that, and to make whatever re-
bates that relate thereto coterminous with the period for which you
are imposing the tax. '

Overall, of course the goal of the program that we presented was not
to take any resources out of the economy. We were trying. as best we
could, to have a neutral effect, to put as many funds back into the

economy as we are taking out.
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In all of the calculations that have been made, with all the computers
that we have at our disposal, I would have to say to you that these are
the best estimates that we have, It is very difficult to be so concise. With
different computers and different assumptions sometimes you can come
up with different answers. )

Our goal, as best we can calculate it, was not, of course, to have in
any way a deflationary or inflationary effect—although we recognize
that there is a slight inflationary effect in this program—but not to
have a burden on the average American, but to Lave the program as
neutral as possible.

So if you extend the tax, the crude oil equalization tax, past 1981,
which I would certainly recommend, I would hope that you would
make the provisions for putting the money back into the economy, get-
t-%lng it back to the consumer, coterminous with whatever period you
choose.

I also would strongly endorse the view that the rebates that we are
recommending in this area be done on a per capita basis, They should
be done on a per capita basis not because every man, woman, and child
in this country is a driver of an automobile, but because the impact of
this program, apart from the use of automobiles, really will be felt in a
variety of products, products which use energy, which therefore have
to add somewhat to their cost base.

Therefore, I think as a family is larger, whether these are adults or
children, the cost impact on such a family will be correspondingly
}])arger. Therefore, I think it will be fair to do this on a per capita

asis.
Let me now turn very briefly to the transportation taxes. In the
area of transportation taxes, the recommendations which the adminis-
tration made were somewhat tougher. They involved somewhat higher
taxes and somewhat less exceptions than in the House version which

“has come to you, and again I would recommend that you take a close

look at tightening those provisions, particularly as they refer to the
so-called gas guzzler tax.

One very important element that I hope will be approved by the
Congress is the inclusion of small trucks. These are a very, very im-
portant part of the total automobile sales in the country. They are
really no different than passenger automobiles, and as you know, I
have had some prior associations with that industry. I know the char-
acteristics of these vehicles pretty well, They are like cars in many
ways. They are used as private vehicles in many instances.

Indeed, 53 percent, we calculate, of the use of small trucks is for pri-
vate or recreational nse. To leave them out, I think, would leave an
important loopsole in this particular kind of tax.

They are not an unimportant portion of the total number of cars
sold. The statistics that I have seen indicate that 23 percent of all new
car and truck sales are, in fact, in the form of these small trucks. It
is a very fast growing sector of the total automobile sales picture. It
has increased about 20 percent a year in recent years, and I therefore
think that they clearly ought to be included.

I also think that the present gap that exists between the levels at
which the gas guzzler tax would be triggered on the one hand and the
standards for fuel economy that are set in the law on the other ought
to be closed. At the present moment, there is a gap in the House version.

/\
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This will be another way in which the imposition of this gas guzzler
tax could be tightened and made tougher,

That extension of the 4-cent gasoline tax and the elimination of the
deduction for State gasoline tax is something that we support and that
we believe ought to be in the legislation.

Next, turning to the tax on the business use of oil and gas, I believe
that there are several areas where this tax should be improved, First.
all industrial gas should be taxed at a rate which makes the price of
zas in all cases equivalent on a Btu basis to distillate fuel oil without
exemptions.

When applied in this fashion. the use tax works ag a pricing mech-
anism which makes industrial users pay replacement costs of gas
rather than an artificially low price which encourages excessive use.

This tax should apply to all users without anv excention except for

the small user, defined as a user of 50.000 barrels of oil equivalent per
year,
Second, we think a rebate of the utility tax should be conditioned
on the benefit of the rebate not being passed on to the consumer any
faster than ratably over the life of the asset acquired. This would
make the treatment consistent with the treatment given for the invest-
m?)nt credit which the utilities may take as their option in place of the
rebate,

Third, in place of the industrial oil use tax imposed by the House,
we recommend a single tier tax incorporating the House's tax sched-
ule that starts at 30 cents a barrel until 1985 when it goes up to $3 a
barrel. The only special exception would be for current facilities unable
to convert for environmental reasons,

Turning now to the residential energy credit. The President has set.a
goal of insulating by 1985 90 percent of the homes that presently have
insufficient insulation. The credit provided by the House goes a long
way toward meeting this goal. Expenditures for insulation, storm doors
and windows, clock thermostats. exterior caulking, and the like would
go in that direction.

Tn addition. the solar and wind credit is designed to interest more
homeowners in alternative energy sources. I think that is very
important,

This is really a beginning trend, but I think we can stimulate it.
T hope that the bill will make substantial provisions for that kind
of incentive.

The present cost of solar and wind energy installation is high be-
cause the demand is low, Therefore, whatever we can do through a tax
incentive to encourage Americans to turn to these really inexhaustible
energy sources will help these industries develop to the point where
the Government incentives are no longer necessary and, clearly, we
should get out of that as quickly as we can.

On the business energy tax credits, the House also approved a series
of credits designed to promote the use of energy cfficient insulation, to
encourage commercial and industrial use of solar and other alternative
resources and to promote recycling and cogeneration. These expendi-
tures would qualify for an additional 10-percent investment tax credit
which, T believe, has proved quite effective. That is over and above the
credit which they otherwise would qualify for.
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The House also conserved energy und reduced the revenue loss by
denying accelerated depreciation and the investment tax credit to
purchasers of air conditioners and space heaters fueled by natural gas
or oil. These are initiatives which we endorse.

Turning then, very quickly, to supply incentives, there are two pro-

osals in the House version of the plan which relate to this matter.

irst, the House accepted a proposal to make permanent a provision
that applies the minimum. tax to intangible drilling costs to oil and

as, only to the extent that such costs exceed the sum of the taxpayers’
income from oil and gas production, plus a result of 10-year amortiza-
tion of these costs.

The second provision allows the expensing of geothermal intangible
drilling costs, which extends to geothermal resources the treatment
accorded to oil and gas. Also, the House provided for percentage
depletion for geothermal resources only at a 10-percent rate and only
at the extent of the basis of property.

These provisions will cost about $6 million in 1985 and should save
680,000 to 110,000 barrels of oil a day, and we would endorse it.

So in conclusion, Mr. Chairman, very briefly semmarizing my state-
ment, this national energy plan is very important. It has many tax
features. It is, in many ways, a tax plan.

There are also nontax aspects, but it does rely on taxes and credits
and rebates to move the economy away from its present position with
ro%ard to energy and from the over-consumption of oil and gas which
I think, in the medium and long run, is going to be increasingly damag-

ing to our economies.

ou may ask the question why I support this kind of appreach,
knowing, as you do. that generally speaking I am not in favor of using
the tax code to favor essentially nontax objectives. Particularly in
view of the fact that you also know that in the not too distant future
the administration will be coming before the Congress to urge major
simplification of the tax code which, to some extent, would be directed
toward the elimination of some of these practices in other areas.

The simple answer, Mr. Chairman, is that in the case of energy, the
basic problems are so urgent and the alternative solutions so unsatis-
factory that resort to tax incentives is clearly the proper—indeed, the
essential and probably the only way in which we can get some quick
action, -

Wa could have relied entirely on market incentives conpled with
total deregulation of oil and natural gas prices, but, given the present
distortion in the world market, the relationship of what we do in this
country to what happens beyond our borders, over which we have very
little control, this approach would have created enormous and unjust
windfalls throughout the economy and would not have been effective.
in our opinion,

The American people, with justification in our judgment, would
have rejected such an approach out of hand.

The other alternative, then, was to rely solely on physical controls,

- directives, regulations, getting the Government very deeply involved,

and that, too, is an alternative which would have created an even
larger bureaucracy than we already have, and that clearly would not
have been a desirable alternative.

$4-332 0+ 113
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For that reason, the ony fair and effective solution was to turn to
the tax system and the administration and the American people are
therefore very hopeful that you and your colleagues, with your well-
known expertise and experience and sense of fairness will act in this
direction and come up with a solution to what is clearly one of the most
serious proljlems facing our Nation.

Thank you very much, Mr. Chairman. I would be very happy to
answer whatever questions you may have. -

The CuairmaN. Thank you, Mr. Secretary.

Under our usual rule, Senator Talmadge is recognized.

Scnator Tarmanee. Thank you, Mr. Chairman. ) i

Mr. Secretary, we import how many barrels of foreign crude into
the United States today now {

Secretary BLumeNTHAL. T think that the latest figure that T have
seen is somewhere between 7 and 8 million barrels a day.

Senator TaLMADGE. T to 8 million barrels.

What is the landed cost of that crude?

Secretary BLomenTHAL, T believe that the cost is related to the $13.50
per barrel,

Senator TaLmanar. $13-plus on that oil ¢

Secretary BLusmEenTHAL, Right,

Senator TaLmapor. The cost of that imported crude this year, I be-
lieve, will be what? $42 billion {

Secretary BLomeNTHAL. Tt is likely to be as much as $43 billion.

Senator Taryanek. That will cause our balance-of-payments deficit
to be something on the order of $25 billion to $30 billion{

Secretary BLoMENTHAL. T hope it is not going to be $30 billion, but
it will be $285 billion or mayhe a bit more. Somewhere around $25

billion.
Senator TaLmapae. What is the estimated cost of our imported

crude 5 years from now?

Secretary BroMeNTHAL. I really cannot answer that. Tt would de-
pend on the price at that point.

Senator TarManor. Assuming the price remains the same or in-
creases some 10 to 15 percent,

Secretary BuuseNTian, Without any kind of energy program?

Senator Taryanar, Even with this energy program.

Secretary BuumentHAL. With this energy program. at nresent
prices, if the savings that have been calculated would be achieved—
thoso are substantial ifs—we would be able to reduce imports so that
it would be on the average of about 6 million barrels a day.

Senator TarManae. In other words, you think that the importation

" of crude for this program would go down, not up?

Secretary BLumesTHAL. Through 1885 there would be some mod-
erate reduction in imports because we would be shifting to other
sources of energy in this country,

Senator TarMapar. I thought that the main thrust was to dras-
tically reduce the importation of crude, and it would increase under
this program, but not as rapidly. Do you think it would go down with
this program’s implementation, down, not up ¢

Secretary BLuMenTHAL. Tt is intended to go down by virtue of the
fact that we would be economizing in the sense of reducing the total
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use of energy, the increase in the total use of energy, to less than 2 per-
cent a year. Thercfore, by conservation, by the stimulation of addi-
tional production and shifting to other more abundant uses of re-
sources of energy, we would be reducing the import of oil from abroad,
certainly substantially over what it would have been and in absolute
terms, somewhat slightly over what it is at the present time,

Senator TaLymapee. How have the Germans and the Japanese, with
less domestic energy than we have, managed to still continue to have
a favorable export-trade balance while we have not ¢

Secretary BLoMeNTHAL. I think in the case of the Germans, that is
I think it is a very special case, they have, in the first place, a very
different labor situation than we do. They have a close relationship
with their unions whick has allowed them to keep their cost situation
in a different way than ours has been,

Second, they have concentrated on a variety of export items in which
their special expertise and their delivery, their service, has been very
important. They just have had a very strong economy, with strong
demand, throughout the world for their products and they have done
a very good job in that area.

Senator Tarmange. So have the Japanese ?

Secretary BrumexTinan. For the Japanese, I think T would give a
somewhat different explanation. The Japanese are really an export-
oriented society and economy and the reasons there are somewhat dif-
ferent. but, in hoth instances, they are very export oriented and have
done a very good job.

Senator Tarmanak. Is not the deficit in our trade caused exclusively
by the import of energy? That has been what has caused the value of
our dollar to slide against the Japanese yen, the German mark, the
Swiss frane, and the French frane, has it not ¢

Secretary BuoMeENTHAL, T believe that an important reason for the
weakness in the dollar in relation to the yen and the Deutsch mark
clearly has been on a current account basis, taking not only trade but
capital movements, we have been in deficit. This vear, we are likely to
have a current account deficit of $12 billion or so as against a substan-
tinl surplus in the current account of the Japanese, which may be $6
billion a year and the Germans, which may be about $6 billion a year.

Senator Taramapar. If we continue to have these huge deficits on our
export trade caused by the importation of petroleum, our dollar will
become less and less valuable, will it not.?

Secretary Brusentiar. I think that wonld be a likely consequence,
if other things do not happen.

We do have, on the other hand, a strong and growing economy. We
have many things going for us, Senator. We have a faster growth rate
than most other countries, including the Germans at the moment,

Senator TarLmance. Even with that, our value is losing value and
the market is increasing, is it not {

Secretary BLuMeNTiAL. I think that is one of the offsetting factors,
and that is why, basically the dollar is considered a strong currency
and is maintaining its strength on an overall basis.

The dollar has depreciated on a trade basis against all currency by
less than a half of a percent, as of the latest figures that T have seen.
That is because we also have a lot of capital inflows into this country.
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People are still investing in this country, which offsets this very large
trade deficit of $25 billion,

That is why our current account deficit is quite a bit smaller, So there
are still people who have, and rightfully so, a lot of confidence in the

strength, vitality, and &’mwth of the economy. )
Senator Taryange. We all realize, of course, that the best alternative
source that we have in energy immediately is coal and we want to trans-

for everywhere we can to utilization of coal from either natural gas,
which is in short supply, or petroleum, about half of which we have to
import.

ecretary Schlesinger testified yesterday that we have, T believe,
1 trillion barrels of petroleum locked up in our shale rock. He further
testified yesterday tgat one oil company estimates that they can pro-
duce petroleum from shale rock at $12 a barrel,

His own estimate was that it would cost $18 to $20 a barrel to pro-
duce petroleum from the shale rock.

Assuming the lower figure, that is only $5, or less than 50 percent,
above the cost of imported energy. That being true, there being no way
that this country can continue to function with trade deficits of $42
billion and maybe $50 billion or $60 billion, and if you are wrong
about what imported energy is going to cost us, why would it not. be to
the advantage of this country, if necessary to preserve the value of our
dollar and keep these petroleum jobs at home, to subsidize the produc-
tion of the shale rock, either by tax incentives, subsidies or otherwise,
to produce our domestic needs here in the United States of Americat

Secretary BLumENTHAL, Senator, I am not an expert in this whole

energy field. I follow the literature and listen to the experts,
It 18 my impression that there are many alternative sources of
energy to oil and gas. Shale oil is one of them. Geothermal, solar, and
eventually some of the more e ~otic forms of energy are coming along.
Of course, coal isa very important one.

It is my impression that, in the first place, that conservation clearly
has to be the immediate approach to this problem.

Second, that the technical problems, the technological problems re-
lating to the exploitation of shale are considerable and that what is
needed to work on that, and there are sufficient resources availuble,
before you go into the actual exploitation of this, this will take some
time. Therefore, it is not. the next most wisest step at this point in
order to get the Government involved in a massive subsidization pro-
gram for this particular form of energy.

Senator TaLaapae. My time has expired.

The CrarmaN, Senator Packw

. Senator Packwoop. I am curious, Mr. Secretary, on the home insula-
tion and solar credits. If the purpose is to conserve energy, why does
it only apply to principal residences?

Secretary BLUMENTHAL. I suspect the answer to that is that this is
what the vast majority of residences are, They are, in fact, the ordi-
nary home that a person has.

., Senator Packwoop. The vast number of people live in principal res-
idences? I believe that, but if they have a separate home, call it what
you want, and you want to conserve energy, why not apply the tax

credit there alsof
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Secretary BrusmenTiaL, T understand the business credit applies to
other structures.

Senator Packwoon. Why not a vacation home?

Secretary BrusteNTHAL, If a vacation home is rented out, it would
be covered under the business credit. If it is not rented out, it would
not ¢

Senator Packwoon. Why not ?

Secretary BrumexTtHAL, T think the only answer I can give you,
Senator, is I guess it was felt that the credit should not be made avail-
able to people who own several homes and therefore are in the very
high tax brackets, Essentially, it should be made available to the aver-
ago person to deal with insulating his regular residence. Then if you
have a business of owning other homes that you rent out, then you
would get it under the business side,

Senator Packwoon. That sounds to me more an equality or welfare
concept than energy conservation. If you are really serious, it should
apply to every conceivable thing that we can encourage people to in-
sulate and put in solar energy.

Secretary BLOMENTHAL. You arve quite right. There have been a
number of judgments in the way in which the resources that arve taken
out of the economy are put back in that have had to be made. In each
of these, we have been very conscious of the fact that we did not want
to distribute these moneys back into the economy in a regressive way.

We have wanted it to be at least as progressive as the tax system is.
That is why some of these judgments have been made.

Senator Packwoon. Yesterday, when I was questioning Secretary
Schlesinger, T wag not fully enough prepared to cross-examine him. 1
am today.

Secretary BruseNTiirn, That sounds ominous,

Senator Packwoop. On the U.S. Geological Survey, if I had read
gsome of the statements hefore the House and Mr, Schlesinger, that
it is upon which all the estimates are based. The only difference in esti-
mates is how much you can get out at such and such a price,

There is no serious quarrel with 1.8, Geological Survey’s basic esti-
mate of how much crude petroleum exists, Some of it 13 called eco-

‘nomic, some of it is called subeconomic, and some is noneconomic.

Under the 1.8, Geological Survey’s conservative estimate, there
is enough petroleum to take care of our total use, domestic and im-
ported, at present consumption rates—granted, they may go up—for
42 years. Their best estimate would run 64 years.

Vhy, therefore, the hurry to convert to something? This is crude
petroleum, not. shale, not tar sands. Why the hurry? Why not use bur
petroleum resources for the next 25 or 40 years while, at the same
time, we are converting to renewable energy resources?

Secretary BrumexTHAL Senator, T would have to request when it
gets to the issue of how much is there and how much is there at what
price that I am simply not competent to debate that. I do not know
enough about it.

I would say that I am persnaded by the argumentthutthere is a.
finite amount of oil available. It may be 20 years’ worth, it may be 30,
it may be even 40 years’ worth but from a national point of view I am
persuaded that it is dangerous to use it up as fast as we have rather
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than begin now, which I would prefer, to move us away from the
easiest, most accessible and cheap energy source to others and to en-
courage and to develop the exploitation of those, so we reserve for fu-
ture periods and generations which clearly is going to disappear at
some point or other,

But I really cannot debate with you whether it is 42 years, 30, or 50.
I do not know enough about it.

Senator Packwoop. If this resource becomes too expensive because
at some stage it is going to outstrip coal in terms of the cost, why not
simply go to the market? We have ample resources; nobody disputes
that now we have ample energy in this country at a price, even shift-
ing from oil to go to coal.

‘Why not simply allow the market to produce that and quit worry-
ing about where the energy is going to come from as long as we know
we have the resources to develop.

Secretary BromMeNTHAL. T think that we have a situation in which
we do not have, in regards to energy, a free market, We have not had
it in a long time. There have been all kinds of restrictions.

We are certainly not facing a free market internationally, and we
have not had it domestically. The situation that we have faced has not
led to the development of alternate resources. We have had these vast
coal resources and nothing has happened to move us toward a greater
use of coal. '

Senator Packwoon. Because we have had artificially cheap natural

for too long a period, an unusual situation with oil because of an
international cartel where, at the time, the price was a very low price.

It would seem to me that thé risk you would run in the future is not
high priced foreign oil but what would we do in 1985 or 1990 if coal
were competitive and the overseas nations were to cut the cost of their
oil# It puts coal producers and those who have shifted to coal in & very
difficult position, to be faced with a huge possibility of not $19 oil but
$7 or $8 oil. i

Foreign nations might do that if faced with the loss of their market.

Secretary BrumeNTHAL. That is a possibility. When that happens,
clearly the President and the Congress would have to consider how to
protect coal producers in this country, producers of other forms of
onergy who have made massive investments on the basis of a certain
price pattern that they were led to expect.

Senator Packwoon. You cannot accuse the foreign countries of cut-
ting costs below production, or production costs of oil are so eminently
cheap in the world today that $8, $7, they could make a handsome
profit in the OPEC countries.

Mr. Secretary, T will not quiz you further. T agree with most of the
conservation measures. In fact, I do not think the administration and

‘the House went far enough. The House retreated too far, the adminis-

tration did not start high enough on conservation. .

I hope we. can toughen the bill on this end. T am frankly discour-
aged by the doom and gloom and pessimism that exists. You would
think that Chicken Little was writing the cnergy projections for the
future of this country. o

The skv is not going to fall: the energy is here. Tt is going to cost
us more than we have ever paid for energy before, but we can be very
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close to energy independence, I do not know if we can make it by 1985,
but we can be close by 1990.

I would hope that the administration would be willing to look more
seriously at the potential for increased crude oil production and other
production without, in any way, lowering the standards. The fact that
we can use all the energy we can waste is no justification for wasting it.

I do not think, by any shot, we are in any way jeopardizing the fu-
ture of this country. We should not frighten ourselves into thinking
we are going to run out of energy, or in any way close to it.

Secretary BruMeENTHAL. Senator, as I have listened to the debate,
there is no intent to frighten, there is no intent to paint a picture that
is an unrealistic one,

I think what we have had in this country is a situation in which
people have not been sufficiently realistically aware ofs the problems
that we face, and clearly that situation had to be reversed by telling
the American people what the real situation is.

1 repeat, to make a real beginning and bringing forth more produc-
tion, I think there are lots of incentives in this program to do so, but
also to encourage people to economize or to shift to other uses.

If we do not tell them the truth, that there is an increasingly serious
problem, we are going to have these huge imports. .

Senator Packwoon. That is a danger. That is a danger economically,
militarily, diplomatically that we ever allowed ourselves to be put in
that position for the last 5 years, since the oil embargo 4 years ago.
President Ford presented an energy policy, like it or not. Congress did
not like it and they came up with no other policy. As yet, Congress has
not come up with any other policy.

They do not like much of President Carter’s policy. Basically this
Congress for 4 years has had a policy of prayer as far as energy is
concerned, whic?: is probably a better other policy than many of the
policies that we have.

That ends my questions. )
The Cunamrmay. Do you want to respond to that, Mr, Secretary{

Secretary BrusmexTtian., I am more of a diplomat than that,

The ('HAIRMAN. Senator Roth?

Senator Rorir. Mr, Secretary, some of the concerns expressed here
are my concerns, I can sce in the administration’s program what I will
call -no-goal of energy sufficiency. T do not think we can ever be in-
dependent, as sometimes we have claimed in the past.

It does seem to me that there is n positive side and somchow we
have to set a goal and a time when we are going to do what is necessary.
T think that is where your program is ina({‘equato and ineflicient.

For example, the whole thing really confuses me, Perhaps T am not
very wise in the ways of Washington. One minute you talk about sac-
rifice and then you put the money back into the economy so that it

has no effect, .
T do not think that we can have it both ways. I also think the prob-

lem with your program is that you are confusing social objectives with

energy sufliciency, I think that is at the heart of your problem.

I talked at great length yesterday. By 1985 you are going to be taking
something like $6.5 billion to $7 billion from those in the income
brackets between $5,000 to $30,000. That is a lot of money.
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What are you doing? You are rebating it in various ways but you
are doing nothing to make this country energy sufficient.

T believe that the American people are probably willing to pay addi-
tional taxes, even though it hurts, if they feel the Government is going
to use that money onan energy program and for some purpose besides
income transfer, and that is all your program amounts to.

I would like to repeat some advice that I gave you earlier this year
on the $50 rebate. I think you ought to throw out this $22 rebate and
do something with that money.

What are we doing in the way of a crash program to develop some
of these other sources of energy  If you are going to ask people to give
up, to do with less—you are going to have to tome up with a real
energy program, '

Look at the U.S. News & World Report. It says that Congressmen
making the rounds of their districts—I have been home the last 2 or
3 days, and I can bear this out—over the August recess we will hear—
the persistent refrain from voters all over the country. People are more and

more infuriated by seemingly endless price hikes. What hurts most is the infla-
tion that they cannot escape: Increases on food, shelter, clothing, transport, It

hits all income levels, all regions. . .

And yet we have a program here that will take billions of dollars
more from middle income taxpayers without doing anything to solve
the energy crisis. . :

It took a great deal of courage, and I congratulate the President
for having the political guts, to turn away from the $50 rebate. I think
the same thing ought to be done with this same $22 rebate, because it is
no{,#oing to accomplish anything.

- Would you care to comment

Secretary BLuMENTHAL. Yes, sir, I would like to comment on each
of the points that yon made, Senator.

First, there are some goals in the program. You know what they are.
If you feel that they are not tough enough, then I think you ought to
make them tougher.

If you feel that we can go further by 1985 in the way of reducing
the consumption of energy without. harming our economy and reduc-
ing our imports without harming our economy, that is fine. T agree
with you: Self-sufficiency in the foreseeable future.

Senator Rorir. May I make an observation o

What I am suggesting here, Mr. Secretary, is that we try to make

" better use of the money you are extracting from working America to

make this country sufficient.
I am not only talking about oil and gas. I think our scientific .

world—you come from the business world—has the means and know-
how to make some major breakthrough. But you do not talk about
that. All you talk about is conservation.

I agree that conservation is essential, but it solves nothing. It does
not create one additional barrel of energy.

Secretary BLumMeNTHAL. Let methen address myself to that question.

T think it is important for the average American that we do not
enter into an energy program which is financed off their backs. T do
not think it is essential that that be done. -
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I think the economic goal of the administration to bring inflation
down gradually and to provide more jobs and to get that 7, at this
point 9 percent, unemployment rate down, can be and should be pur-
sued at the same time,

If we take the money out by taxing gasoline, by taxing the kinds of
things, the energy component, or the sorts of things that the nvorage
American uses, and give it to the energy companies, I do not really
believe that is going to reduce the rate of inflation and reduce the
rate of unemployment. . )

I think all of us would hear a great deal from the average American.

Senator Rorir. If I could comment, every time somebody brings up
the question of supplies, the answer ig, do not give the money to the o1l
companies. I am not suggesting that. There are other businesses, other
scientists, )

I am saying that we should encourage some kind of a program that
is going to make a breakthrough, because time is of the essence.

fwould like to go along just a minute, if I could, with some of the
questions asked by the Senator from Georgia. We are seeing the dollar
going down. Many people think that this is a part of a plan-to reinflate
the world economies, and so forth,

What is that going to do to the price of OPEC oil? Is it correct to
assume that the profit that the OPEC countries make is indexed on the
American dollart -

Secretary Brusenrtuar. The (i)ricing policies are somewhat of a
mystery to e, but they are not indexed.

Senator Rorn. I realize that technically speaking they are not, but is
that the basis of their pricing policy.

Secretary BruMeNTHAL. I really cannot tell. They go through long
and difficult negotiations deciding on what their interests are. T do not
believe that it is indexed in any way.

Senator Rorn. The Congressional Budget Office has predicted the
energy program will cause a 1.8 percent decline in investment, There
hag also been a prediction of considerable inflationary impact as a re-
sult of the administration’s energy program. They vary, but some
forecasters predict that inflation could increase as much as 3 percent
in the next 3 vears.

There is also a prediction that the energy program is going to result
in less jobs. As the individual in the administration most responsible
for the economy, how do you reconcile this energy program with these
projections,

How are we ‘f.,foing to create the 15 million jobs we need by 1983
with this kind of a program?

Secretary BLuMeNTHAL. I think that we cannot do it by taking pur-
chasing power out of the economy because that clearly would lead to
more nnemﬁloyment. I think that there are important elements to this
program which will create additional jobs where there will be whole
new industries that are developed to insulate homes; for R. & D., the
kind of geothermal incentives; for R. & D. in the coal industry; for
better techniques, more machinery,

Some of the changes that have to be made in the automobile indus-
try in order to conform with the standards that are proposed, many of
these things will be job related.
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At the same time, I am hopeful that a tax reform program that we
will be presenting to the Congress in the near future will have features
in it that will stimulate capital formation and will have a positive im-
pact on job creation. So I am quite optimistic, even with this energy

rogram, which clearly has some sacrifices in it and some negatives
in it, otherwise we would not get off the ground. Even with that pro-
gram, with its impact, the total effect on the economy will be one to
increase jobs and to continue to bring inflation down,

Senator Rori. You say you do not want to take purchasing power
out of the economy and yet, under the program by 1985, you will be
éaking roughly $7 billion from those in the pay brackets of $5,000 to

30,000,

Does it not disturb you somewhat that we are having this mam-
moth redistribution of money and the uncertainty that it is creating
for business generally? As a matter of fact, one of the reasons that
economists do not think we have more capital investment is the fact
that there is so much uncertainty. You have the uncertainty-of the oil
prices, the uncertainty of the energy program, the uncertainty of the
so-called tax reform facing the economy for the next 2 or 8 years.

It just seems to me that this program as it is now constituted is
going to be a very negative drag on the economy.

Your own figures admit—I do not mean you personally, I mean the
administration—that unemployment will increase by 200,000 jobs by
1980 because of this program, That is according to the chart pre-
sented on page 12 of the Ways and Means study of the cffects of the
administration’s proposal.

My time is up, Mr. Chairman, but it seems to me, as I said earliery
that if you are going to ask the average citizen—and these people are
having an awful hard time making their budget balance—if you are
going to ask them for more money, the only way that we can go back
and justify it is if we give them some hope in the future that we are
going to crack this energy crisis. I do not see that side of the picture.

I agree with the need for conservation, but I think it is negative in
approach to rely solely on congervation,

ecretary BLuMENTHAL, May T make a brief comment on that?

Our calculations, based on the studies done¢ by the Council of Eco-
nomic Advisers indicates that the sum total effect of this program
will not have any effect through 1985 on the GNP, one way or the
other; that it will not have an effect on employment, negatively or
positively, affect it one way or the other.

—~There will be some increases in prices. It does have a negative im-
patcthoxl inflation. Of course, we are doing a lot of things to counter-
act that.

In the period 1978 to 1979, which is about as far ahead as we can
reasonably see, it will be at most 0.3 of a percent a year.

Therefore, you get to the question of uncertainty. As a former busi-
nessman, Senator, I would have to say to you, yes. there is a lot of
uncertainty. It is an uncertain world. It 1s uncertain for you, me,
and for businessmen and they do not like it, and we can give them
more certainty. We do not have an energy program. They would be a
little more certain, they think. We do not have to do anything about
-taxes-and we would be a little more certain, they think.
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It still will be a very uncertain world. We are all going to have
to live with what cssentially are a lot of hazards.

The alternatives to not proposing these programs is to do nothing,
and if we do nothing, I do not think we discharge our responsibilitics.
I think businessmen will have to recognize it ig better to have a pro-
gram in which the Government takes its responsibility and tries to
make changes that are positive for the country, thereby creating some
uncﬁrtaintyuntil the Congress has acted than sitting back and doing
nothing.

A dognothing policy clearly would not help us.

Senator Rori. Mr. Chairman, with your indulgence, I would just
like to make a comment or two.

I am not proposing that we do nothing, but I do think that in ad-
dition to the program of conservation that we should have a program
to do something positive to make some major breakthroughs.

I think business, as well ag the average citizen, might rally behind
that. Again, I am not just talking about oil, gas, and coal. I am talk-
ing about some major new breakthroughs. It seems to me that this is
within the realm of possibility.

In regard to the economic impact of the program in the June 3,
1977 pamphlet issued by the Committee of Ways and Means, there is
general agreement that there will be a 0.2 percent drop in jobs because
of the energy program. That includes projections made by Data Re-
sources. Wharton, Chase, the administration, and CBO. All have
agreed that by 1980 that is going to be a drop of 200,000 jobs.

It is also agreed that the rate of inflation is going to go up. The real
gross national product, according to these studies, will drop.

The only one that projects no impact. on GNP is the administration.

I am not criticizing your administration. Every administration
paints a rosy picture,

Secretary BrusMenTHAL Senator, may I point out—T gather you are
quoting from table 2 on page 12 of this energy program, which has
been put out, prepared for the Committec on Ways and Means and the
Joint Committee on Taxation.

The unemployment forecast, that is listed as 0.2, 200,000 for the
administration, is an error. That should be zero, and I think that is
simply a printing error which has been recognized by the House Ways
and Means Committee and acknowledged.

—~ T am sorry about that, but that is & printing error.

Senator Rori. I would appreciate it if you would submit for the
record that correction, if that is true,

Secretary BLemexTtnar. Yes, sir.*

Senator Rotu. Thank you, Mr. Chairman.

The Cramraran. Mr. Secretary, this energy crisis first came to the
Nation’s attention in 1973 with the Arab boycott, At that time, Presi-
dent Nixon called on the people who are in the business of producing
energy and asked them, as he explained to some of us, how soon Amer-
ica could be restored to energy independence. .

And those men told him that with complete Government coopera-
tion it could be done in 7 years. -

¢ (At presstime, Aung, 11, 1977, the Information requested had not heen recelved from
the Department of the Treasury. Bee part 2, appendix B, for the responees.)
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And when he announced the so-called Project Independence, he
made that 7-year goal his objective.

Since that time, I have gained the impression that the majority of

Democrats in the Congress did not want that energy goal to be
achieved under a Republican administration, because they surely did
not cooperate with it.

Every bill that was passed imposed environmental obstacles and
said, “Oh, no, we cannot do this, it will mean an increase in price,”
They feared that if the price of the product increased, it might mean
that jobs would be displaced, and so forth.

For example, in the gulf alone, obstacles were placed in the way of
new production. There are tremendous gulf areas that will produce
right now, if one would only go right out there and drill, if one can get
a lease and permission to do it. They tell me that from the time that
one obtaing the lease until the time that one starts drilling is a full
year’s delay.

The bill that we just passed, call it an energy bill, imposed addi-
tional obstacles on offshore drilling. The bill permits every little lady
who might find some spare time to think about it the opportunity to
employ a young lawyer who would like to make & name for himself,
to take oil drillers to court, even though the Government thinks we

should go ahead and produce.
The bills that we have passed in recent years have been along the

same lines. ,

I am ashamed of the energy bills I have voted for, because until now,
all they have done is to impede the production of energy, by imposing
additional environmental contraints, According to the last bill we
passed, the plan is to take all the old mines in West Virginia that have
been sitting idle for the last 30 years and which are no longer produc-
tive, and close all of those old mines over and beautify them. That is
fine, but it is not a priority item as far as getting new production, if
you are short of energy. )

We are now faced with a so-called energy program that retreats
completely from energy self-sufficiency. Is there any day in the future
by which the program we have before us is supposed to give us energy
self-sufficiency in this country ¢

Secretary Brumentiar. This program does not envision energy

sufficiency through 1985, .

The Crarman. Is there any date by which it does envision energy
self-sufficiency ¢

Secretary Br.uMeNTIAL, No, it does not.

The CrrareMan. It seems to me that that is a ead projection for a

nation that has as much energy as we have. The Secretary of Energy
testified yesterday that we have enough oil and gas to do the kind of
thing that Senator Packwood has in mind. I know in the oil area. With
a field that is completely exhausted, where theoretically all the oil that
can be extracted has been taken out, by means of tertiary recovery one
can extract as much additional oil as has already been taken out.
.. That is high cost oil, but it is there. We have a program that makes
it unattractive at this moment for someone to drill for new gas where
they know they are likely to find it, because if he waits, he might be
permitted to sell it for what it is worth compared to the imports that
we bring into this country, rather than selling it at a lower price.
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With regulation, we are tying the industry up in knots. We have
proposals for more and more regulation to impede industry from
doing its job. It has led me to think that perhaps the idea in previous
years was to help elect a Democratic President on the theory that the
worse thesituation got, the more the man in the White House would get
the blame for it, simply because it happened during his administra-
tion, Now that the Democrats are in the White House, I do not see any
point in doing business that way. _ )

It seems to me that we ought to be thinking about moving toward
energy self-sufficiency. There ought to be an estimate in terms of 1977
dollars, or in constant dollars and any base year you select, of what
would it cost us to achieve energy self-sufliciency.

Is there any estimate of that sort anywhere? )

Secretary BLumeNTHAL I am not aware of it, but I can check into it;
if there is one T will submit it.*

The Cuairarax, If there is not, somebody ought to be about it.

What would it cost us? We received testimony yesterday that we
have enough shale alone, as Senator Talmadge pointed out, to last us
200 or 300 years, if we were not relying on anything but. that, It would
cost mrore than what we are now paying for o1l and gas, but it is there.

We have enough coal to last us another couple of hundred years;

we have enough oil and gas, if you really get down to it, to last us for
p}:sx'haps 60 or 70 years. That adds up to 460 years of supply right
there, .
With all that going for us, we have not talked about what can still
be done with atomic power. We are just scratching the surface of what
can be done to develop solar power. We ought to have some estimate as
to what it would cost to develop these sources and we ought to be
thinking abut doing it. e

Of course, that leaves aside the conservation aspects. The conserva-
tionists contend, looking at the cheapest way to produce more energy.
that one would save it cheaper than one could produce it. Instead of
air conditioning the entire home 24 hours a day, one should simply air
condition the bedroom when sleeping in it at night and air condition
the living quarters during the day. That could cut an air-conditionng
bill about 50 percent.

Some of the other conservation methods you talked about are of con-
cern here, It is not likely that much is going to be done about any of
those unless we face the fact that it will cost more to produce the
energy and a higher price would tend to cause people to do more in the
way of conservation.

The German Chancellor was here, and he mentioned the fact that
Germans, with the same standard of living that we have, consume half
as much energy on a per capita basis as in the United States. He said
that it is possible to undertake these various methods that have been
suggested about encouraging people to use less. You and I know that
none of that is going to work unless we raise the price of the product.

That is one unfortunate reality I think we will all have to contend
with. There is no way we can continue to hold the price of the product
low and ever move anywhere near energy self-sufficiency.

*(At presstime, Aug. 11, 1977, the information reauested had not been received from
the Department of the Treasury. See part 2, appendix B, for the responses.) .
[
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. I would like to see us do more about it. I am concerned ahout your
argument that if you let the price go up, a windfall profit ¥ill accrue
to somebody. It ought to be more profitable to produce energy than it
is to invest money in the average manufacturing or any other avail-
able investment, because otherwise one cannot expect people to put
money into energy. i

What is wrong with the concept that we will let people make more
money,'provide that they plow the dollars back into producing more
ener;

Se%{'etary BrumenTtHAL. T am persuaded by the figures that I have
seen, Senator, that would indicate that for new oil the margins that the
producers have in this country are fairly substantial.

I saw the National Petroleum Council in 1974 indicating that half
rice $6.62 a barrel, would bring forth all of the oil that could be -

that
founcIl) and produced and provide the industry with a 15 percent rate
of return. Here they are getting, for new oil and for tertiary recovery

and for stripper wells, they are getting $13.50 a barrel, That ought to
be enough. How much do they need ?
I am not an expert in this industry, but there is a level at which you

would say, giving them increasing— .
‘The Crairaax. What price are you permitting them to charge for

the old oil?
Secretary BuumenTHAL. The old oil, T think they are adjusted for

inflation, the 1977 price, I believe,

The CrArrmMax. What is the price now ¢

Secretary BLumMeNTHAL, It is about $5 a barrel.

The CrrairMaN. Around $5 a barrel.

What is your estimate that it would take nowadays for a person to
find and produce a barrel of 0il¥ What is the average now ¢

‘Secretary BuomexTHAL The only figure that T have here—I do not
have the margins,

The CnairMAaN. What is your estimate in terms of finding and pro-
du(g:?q a barrel of oil today? What do you estimate the cost of it _
to :

My understanding. Mr. Secretary, is that it is estimated to be about
$12, so that if a man is producing a barrel of oil from a well that he
has now and you want him to replace that barrel with another barrel
of oil, are you permitting him to charge $5 for the barrel that he has,
but when he tries to replace that barrel of oil with another barrel of
oil, it is going to cost him $12 on the average?

Secretary BLumenTiAL, Well, Senator, the number that T have here
is that. on the $18.50 price, he would have a margin of $2.40 to $4.40,
~ somewhat lower; but these are the figures that 1 have here, Also, that

the investment required of $15,000 to $25,000 of capital investment
per barrel of oil.

The problem really is that the old oil the producer has in his in-
ventory, he has spent the money for that and any new barre] that he
goes out to discover and to develop, he does get a higher price.

The CrtalrmAN. Tet us analyze that for a moment.

Imagine a fellow with a barrel of oil that you want him to sell. You
want him to go out and find another barrel of oil. Under the program
that you have here, as T understand it. and what vou advocate for the
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ot him sell that barrel of oil for $5. For him to find

future, you will 1 L to fi
ter he has sold that barrel is going

a barrel of oil to replace that onc af
to cost $12. .

If you want him to continue to produce as many barrels that he is
selling now, it seems to me he ought to be able to get the same price,
at & minimum, that it is going to cost him to produce the additional
barrel of oil. . -

Otherwise, your program is going to encourage him to go out of
business or to produce only one-third of what he could produce if he
were permitted to sell his oil on the cost of replacement rather than
the cost of many years ago to find that oil.

You referred to the cost of replacement here in your statement. I
would like to review it when I have more time.

“If you are thinking about the cost of replacement, I do not see how
you can contend that a producer who is willing to spend whatever it
takes to replace what he is producing should not be able to sell what
he has at a price that would enable him to produce it, on the average,

Secretary BLuMeNnTHAL, If T were a businessman, Senator, I would
look at the price that I can get for the new product and the return I
could get on that new product and figure out whether it is advan-
taﬁeous for me to do that, rather than going back and saying what
did I get for it last year.

Every time you asked me to make an investment, I would ask myself,
what is the investment required, what kind of return do I get on it
and then, do I have the cash,

The Cramman. That is the way that you would feel if you were not
Secretary of the Treasury? Now, youn are Secretary of Treasury.

Let me look at it the way I would look at it if T were the Secretary
of Treasury. I would ask how much this oil i3 going to cost. That is
how I think as the chairman of the Finance Committee, What is it
going to cost? That is No. 1. You just told me you do not know. Well.
we ought to find out. ' .

No. 2. Where are we going to get the money? That is how I would
think, as Finance Committee chairman, and I would urge you to think
that way as Secretary of the Treasury. Where ig the investment going
to come from#{

Tt can come from one of two places: It will come from selling oil
from wells and selling gas from wells in the main, or it will come out
of the Federal Reserve. Otherwise, it will come from the banking
system. The end result is the same.

It would seem to me, considering what the cost is and how it must
be produced, you are going to either have to let people charge a price
for the existing production that will bring the investment in, or you
are going to have to borrow the money out of the banking system, or »
combination of the two.

But T think that we ought to have some way of estimating what it
will cost on & year-by-year basis and how we are going to get there, We
can get there with taxes, perhaps, by taxing the money and reinvest-
ing it in more enerszy sources. ;

1 am going to tell you one thing. It will not advance production, to
tax the money and to give it back to the consumer. If you are going to
give it back, you should give it back in some form of investment and



more energy production, and improving homes so they would be more
energy efficient. I do not think we should give it back to the middle-
income taxpayers, The poor, if it is going to press them very hard, we
ought to give it back to the middle-income and upper-income tax-
payérs. I do not see any point to rebating it to them. I do not see why
we should give money back to a single member of this committee or
any member serving on our committee staff. If we are going to give
back the money, it should go back to the poor or return it to them in
either an investment in producing more energy or investment in better
conservation, I would hope that we can modify the bill in that
direction, -

You said that you wanted to make the bill a tougher bill; I applaud
that, if we can put it in order. Does that appeal to you$ Wherever we
raise money, it will be invested either in more energy production or it
would be invested in more conservation,

Secretary BLUMENTHAL. I certainly think that more conservation
and more energy is a good thing. I do not want to carry it so far,
Senator, as to agree with you that giving the companies a higher
price for all of their oil is either necessary or desirable. A higher price
than what we are proposing is either necessary or desirable to ac-
comﬁlish that objective,

There is one other element that we should all look at and that is
what kind of cash flow is available to the companies, either what they
are now Fetting or by what they could borrow or what kind of return

d borrow. Any businessman who has an investment oppor-

they cou
tunity cannot really expect to make all of the capital out of the price

of his product. ,
He has to look at the price of his product and cash flow. I say this

with some diffidence because I know you know a lot more about it
than I do, coming from where you do. But I saw a report in Forbes
Magazine, June 1, 1977, that talks about the huge cash flow that is
available: Exxon, $4 billion a year; Mobil, Texaco, Standard.of Indi-
ana, $1.5 billion each. The industry capital exploration budget is $30

billion available from the cash flow, -
I think we have to look at that in order to see whether they need

a hiﬁher price, as well. :

The CrarMaN. Let us just think, for a moment of the unthink-
able. Let us just think for a moment of what would happen if we
had not had the Government to solve this energy problem for us. Sup-
pose the Government had not been available to us to solve it,

When the Arabs imposed the boycott and they said that oil is going
to cost $13 a barrel where it used to cost $2 or maybe $3, a quadrupling
in the price. If we had not had the Government to save us, what would
have happened ? It would have been the people of America, the Ameri-
can caPitalists. who would have said, “At that price, we will break your
cartel.” It will not have taken very long. The most profitable thing
to invest in would have been energy, and there would have been big
profits in it, If one were ordinarily in the business of producing auto-
mobiles or something else, the idea of investing in energy production
is what wonld appeal, because that is where the big profits would be.

Not only would the people who are in the business making big profits -
you arc afraid of would reinvest because that is the most profitable



h

7

business they could reinvest in, but everybody who was not in the
business would be getting into it, and there would be an enormous
increase in production in energy of all sorts. There would not merely
be a 25-percent or 50-percent increase. In 4 years there would have been
a 300-percent increase in drilling in this country.

By that time, the boycott would have been broken, or the capacity
to boycott would have been broken, and we would have been energy
self-sufficient, least in the followini’( years.

But we worked on the theory that we must be sharing the burden,
No one was allowed a big profit; that would have been unconscionable,
The result is that, after 4 years of the Government’s solving the prob-
lem, oil imports are now 50 percent more than when they were when
it became obvious to us that the policy we had been pursuing was
disastrous. N

All T am speaking to, at this moment, is the thought that we ought to
make it sufficiently profitable for people to invest their money into this
business and to attract capital. The producing indus(t)l('iv ought to be
permitted to make enough to replace what they are producing.

The other approach, it would appear to me, would be to promise
everyone cheap energy. That is what we have been saying for a long.
long time, That is what got us into the situation.

t seems to me that we have to start thinking in terms of finding
some way to attract enough capital or investing enough in to do the
job. If you are not going to let the industry make enough profit to
attract more capital, or you are not going to let them keep enough profit
to expand the way we would like them to do, you would have to take it
out of the banking system. Your administration ought to be finding a
way to extract the money from the banking system rather than in-
vestigating in something else. -

_There should be more production of oil, gas, shale, coal, or whatever
other energy sources are available. We ought to put a priority on pro-
duction, rather than put the priority on holding down the price of the
product. I think it is essential to raise the price of the product,

I cannot see that we have any plan at this time to commit what it is
going to take to make this Nation self-sufficient, how much money is it

ing to take, how much time will it take year by year, and to com-
mit that whatever it takes, we will provide it,

If you do not want to do it the way I suggest it, I would urge you
to show us your own plan. I would like to see a solution to the problem,
not just a matter of spinning our wheels and getting into a deeper rut.
T would like to see us come out of it.

T hope that you would provide us with this information. What is it
going to cost # How are we going to raise the money ? Where is it going
to come from, the banking system or new investment? How do yon
expect to induce it Then, how many years would it take us to reach
self-sufficiency if we would do it.* ..

Senator Matsunaga -

Senator MATSUNAGA. Thank you, Mr. Chairman.

Along the lines that the chairman has been following, Mr. Secretary,
I am concerned about the administration’s effort, or lack of effort, in

¢(At presstime, Aug. 11, 1877, the Information reauested had not been recelved from
the Department of the Treasury. Sce part 2, appendix B, for the responser.)
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seeking alternate sources of energy such as solar, geothermal, wind,
and ocean thermal energy. About the only incentive, as I see it, under
the administration’s program is a 10 percent investment tax credit.

Businessmen have complained that the money market is sluggish.
They cannot even obtain the capital to invest into these areas and, of
course, they see no profit in the early years, even in the first 7 years.
This means that the tax credit, even though an additional 10 percent is
granted, will not mean anything to them,

A suggestion, as you probably recall in carlier testimony before this
committee, has been made to grant a refundable additional 10 perceat
investment credit.

‘What is your view on this? ,

Secretary BLuMENTHAL, Senator, I do think that there are incentives

“in the program to promote the use of, say, geothermal energy to allow

the expensing of intangible drilling costs, and also for providing incen-
tives and rebates to individuals and businesses who want to shift to
solar and wind energy, because here, really, the problem is the volume
of use is so low that the cost is very high.

Therefore, as these incentives begin to work, the cost per unit will
come down and an industry will develop which will be able to operate
at a lower cost and at a higher level of eficiency.

These credits are intended, as I understand it—and I believe they
were—to provide the incentives to do some of that, and therefore, it
is something that T would support, That extra 10 percent credit can be
offset up to 100 percent of the tentative tax liability, so that it is a very
important and powerful tool. :

enator Matsunaea. Of course, the tax liability will not be there if
there is no profit. This is the point I am getting at.

For 5 or 7 years, the business going into the development of these
alternative sources of energy will not anticipate any profit. So, you see,

_ the tax credit, unless it is refundable, would be meaningless to them.

Secretary BrumeNnTiaL. I think that they would have a carryover
so that they could carry it forward until they get into a profitable
position, so that they would have some assurance there, Senator.

Senator Matsuxaca. There is a carryover provision for how many
vearst

Secretary BLuMeNTHAL, Five years,

Senator Marsuxaaa, One of the major parts of the administration’s
program, as T see it, is the conversion to coal. What is the estimated
cost to industry if the administration’s conl conversion program is fully
carried out, .

Secretary BLuMeNTAL. I do not believe I have that number handy,
but I can supply it. T do not believe T have what the total cost to indus-
try is* '

}éenator Marsunaga, The cost of coal conversion to industry will be
expectedly high, and the money market boin{; sluggish as it is now, my
question 1s where is industry going to get the money to purchase the
equipment and meet the necessary expenses to convert?

Secretary BLoMENTHAL. The way the ccaversion pricing system has
been set under this program, they would get tax benefits so that there

Aug. 11, 1977, tﬁe information reqll‘wsted had not been recelved from

* (At presstime,
e for the responses.) _

the Department of the Treasury. See part 2, appendix
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would be quite an important payout during conversion. So, on that
basis; they could go and borrow the money. It would pay them to do-
so, because they would get a very good return on it. .

Senator MaTsunaaa, Do you suppose on that basis that banks and
loan institutions-would be willing to make loans?

Secretary BuusmeNTHAL, 1 think most banks are willing to make
loans, if they can see that the borrower has a good way of investin
them and getting a return on them, and I think these businesses woul
be able to show that the alternative, at a much higher cost, they can
lower their cost, and out of their savings repay the debt and still make
a profit. That would be the idea.

Senator MaTsunaea. As I undérstand it, it is your proposal, whether
it be the administration’s or your personal proposal, that the crude
oil and natural gas equalization taxes which termintte in 1982 under
the administration’s program should be continued and not be returned

to the industry in the form of profits.

Is that your position ¢
Secretary BuMeNTHAL, We would be happy to see the equalization

taxes extended through 1983, for the entire length of this program, and
to have whatever disposition is made with regard to rebating-cotermi-
nous with that timeframe.

Senator MaTsunaaa, If the taxes go beyond 1982, what incentive are
you providing to the ;}:roducer of oil beyond 1982, when the increase
in price is merely in the form of taxes and the producer hinself sees
nothing of that increased price !

Secretary BrumentuaL. There is a possibility—you are talking
about old o1l or new oil?

Senator Marsunaga. New oil. —

Secretary BLumeNnTHAL. The new oil, of course, there is the possi-
bility to adjust the price of new oil as world prices change, although
the President has the opportunity to put some limits on it.

Senator Matsunaga. Coming to old oil, I understand, in talking to
some of the oil producers, that so-called old oil may be produceg in
greater quantities if some incentive is given to the producer.

Secretary BLomenTaL. Old oil would be adjusted only for inflation.

Senator Matsuxaca. Only for inflation.

Secretary BLUMENTHAL. Yes, :

Senator Matsunaaa. What has been the position of the administra-
tion as to the claim on the part of industry that there can be a greater
production of old oil if proper incentives are provided ¢

Secretary BLumenTnAL. That is why we have included the provision

" of tertiary recovery and stripper wells also enjoy the new price, the

much higher price, and that would presumably bring forth some addi-
tional production. i
Senator MaTsuxaca. What is the estimated amount of increased oil

recoverable from old wells with this type of incentivet
Secretary BLuMeNTHAL. I think that is another number. In order to-

be accurate I will get it for you and present it.* ]
Senator MaTsuxaga. No further questions, Mr. Chairman.

The CuAirmaN. Senator Talmadge?

¢ (At presstime, Aug. 11, 1977, the Information requested had not been recelved from
the Department of the Treasury. See part 2, appendix B, for the reeponses.)
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Senator Taraapar. Mr. Secretary, getting back to a point that I dis-
cussed with you in my previous comments, we are paying now $13 o
barrel for 7 to 8 million barrels of imported energy a day.

Occidental Petroleum Co., has estimated that they can prod >
leum from shale at $12 a barrel, They have an experimental plant right
now producing oil at 50,000 barrels a day. Is that correct{

Secretary BLusmenTiar. T am not sure. )
© Senator Taraapcr. Secretary Schlesinger, the other day, testified
that in his opinion converting shale back into petroleum costs $18 to
$20 a barrel. {}sing his lower figure, it scems to me with a little research
that could drastically be reduced.

Doing a little rough computation, the subsequent $5 a barrel, what-
ever you want to put it, in depletion allowance or otherwise, would
amount. to $35 million a day on the importation of 7 million barrels of

troleum from OPEC. On n 30-day month, that would be $1,050 mil-

ion. In 12 months, it would be $12.5 billion.

That rough arithmetic, if you converted the shale oil into petroleum,
would make us self-sufficient; it would break the OPEC boycott; 1t
wou:d provide the jobs here at home: it wonld save us $42 billion a year
in_imported energy.

In other words, every time the Government spent 25 cents convert-
ing shale oil into petroleum, it would save $1 in money that we sent
to the OPLC nations,

Would that not be s better system than yon recommended ¢ Would it
not make us self-sufficient? Would it not break the OPEC boycott?
Would it not save us $42 billion a year on our trade deficits?

Why would that not. be a better solution than what you proposef

Secretary Brusmexrtuar, Senator, all I can say, if by spending $12
billion & year, we would have to find the money someplace, we could
Ech}ove all of the things that you suggest, if that would work, I would

o for it,

Senator Taryance. All right. Let us take it a step further now. Look
at your statement on page 8. You have a table there that follows it,
which is not clearly understood by me.

The first item there is gross crude oil equalization tax collections, I
assume that that is your wellhead tax,

Is that not correct ? )

Secretary BrusMeNTHAL T am sorry. Which table are you referring

to?
Senator TaLmapae. It is a table, not numbered. It follows page 8 of
yaur statement, following the conclusion.

Secretary BLuMENTHAL. Your question is to gross crude oil ¢

Senator TarLmangk. It starts off crude oil and natural gas, liquids,
cqualization tax under title IT of HL.R. 8444, the National Energy Act. -

Do you see that table?

Secretary BLusmenTHAL. T have it.

Senator Taraange. Column No. 1: Gross crude oil equalization tax
collections. T assume that is the wellhead tax that you intend to pro-
pose on petroleum at the present time.

Secretary BLomMeENTHAL Right,

Senator TaLmapce. By 1980, that reaches $11,294 million, is that

correct ¥

uce petro-
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Secretary BLuMeNTHAL. That is correct.

Senator TaLMApoE. By 1981, it is $14,596 million #

Secretary BLumenTHAL. Right. ’

Senator TaLmapge. Accumulated total from 1978 to 1982 is $38,938
million{

Secretary BLoMeNTHAL. Right.

Senator TaLmanee. Why would that tax not do what I stated? .

Secretary BLumenTHAL. You would have to take into account what
happens to the economy as a whole if you take that much money out
of the economy and from individuals whose bills have been increased
and use them for a particular purpose rather than distributing it
somehow back to these individuals, what happens to sales, purchasing
power, and so forth,

I repeat, for $12 hillion taken from here, or from anywhere, if we
could, with a tax of $12 billion, a total of $12 billion, achieve this kind
of independence, solve our balance-of-payments problems and all of
those things, I am for it.

Senator Taruapgr. You would be saving your $42 billion that you
are paying now in imported energy. You would be providing the jobs
here in the United States of America rather than OPEC nations, and
you would be making this country self-sufficient in energy, something
that no one has projected to date.

It looks to me as if that is something worth considering, and T wish
you would put your fertile mind working in that regard and see if we
cannot come-up with something that would break OPEC on the one
hand, save us $42 billion a year in unfavorable trade on another, pro-
vide the jobs here in the United States of America, and make this
country independent in energy, all at one fell swoop.

Is that not what we are all trying to achieve?

Secretary BLUMENTHAL. Absolutely. You make me very enthusiastic.

Senator TarMapce. Would that not be far better than some scheme
to refund $48 a year to every individual in the United States per
capita, including babes in arms?

Secretary BLomENTHAL. I can only repeat, it would be a much better
scheme than what I am suggesting if it could be done for $12 billion.

Senator Tarsapae. Put vour fertile mind to work on that now. It
seemg to me that that would be the proper approach, because, if Dr.,
Schlesinger was correct and your testimony is correct, even without
reducing the cost of this energy, which I am confident that we can do
with more research and development. Any nation that can mobilize its
resources to build an atomic bomb, put & man on the moon, and after
the Axis Powers seized Southeast Xsia—-l believe you were there at
that time—mobilize its resources immediately to provide synthetic rub-
ber because our war machine could not run without it can put the
brains of the country together and use this much money, or less, to
make th}ils country independent in energy. I believe that is the proper
approach, -

t seems to me that that is what we ultimately want to achieve.

You know, and I know, that this country cannot continue to send
$42 billion a year overseas to a forsign entity. We particularly cannot
do it for a group of bandits who recognize oil as a weapon and are
threatening us with a boycott at any time. Any time that they impose
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a boycott again, it will be much more severe than it was before, It will
stop the wheels of industry in this country, which is something that is

absolutely unthinkable, N
We have to consider ultimate decisions- rather than stop-gap

decisions.

I am all for the conservation idea, but I do not think it goes far

enough. I was questioning Dr, Schleginger yesterday. We have got a
55-mile-an-hour speed limit in this country, which I voted for, It 13 the
law today. Every time I drive on the expressway, if I am limited to 55
miles an hour T feel like my automobile is in reverse, and yet T know
when I drive iny automobile at a moderate rate of speed, I save 10 to
15 percent more energy than I do when I am driving 70, 75, 80,
- Yet, our Government is doing absolutely nothing to enforce that
lnw, Secretary Schlesinger told me that it came under Secretary Adams
of the Transportation Department, for whom I have great admiration
and affection. T believe that the Secretary will gently tell them that
under the law, T am authorized to cut your highway funds. I think
that we would have patrolmen all over the State enforeing the law.

That would give you a good deal of conservation right there.

Let us look at the suggestions I have made, T think if yvou explore
it further, you will find it is cheaper and more productive and would

make us oner%y independent, ~
Secretary Brusexrtoar. T will certainly look into them very

carefylly.

Senator Taramancee. Thank you.

No further questions, Mr. Chairman.

The Criairaaxn. Senator Packwood,

Senator Packwoon. One question Mr. Secretarv—and Dr, Wood-
worth ean answer, if he wants. '

I understand what the ITouse has done. and it is a change from what
the administration offers, under the rebate a single person gets a rehate,
o married person gets a double rebate, head of houschold gets a double
rebate. Tf vou are head of household with two children, get divorced
and split the kids, then you each get a double rebate, Wouldn’t the
Treasury’s position be that this is a divorce incentive?

Secretary BrumEenTiAL That is getting technical enough that M.
Woodworth will have to take over.

My. Woopwortir. Your analysis of the Flouse bill is correct and the
comments about it, T think, are also true.

Senator Packwoon. The administration’s initinl provision was a

straight-out per capita rebate.

-~ Mr. WoonworTit, The administration’s position is still in support of

the per capita rebate.
Senator Packwoon. Which youn would say is not a divoree incentive?

Mr. Woonwortit, That is correct,

Senator Packwoon. T have no further auestions. Mr, Chairman.

The Criaimax, Mr, Secretary, T think Senator Talmadge has made
a good noint. T believe that it is also correct that what he is secking to
do can be done even cheaper with coal, could it not? My understanding
is that oil can be made from conl a lot cheaper than from shale, Ts

that right or wrong? ‘

3
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Secretary BLumentiaL, I really do not know. I do not know enough
about the technology of this to be able to answer that. :

The Crairman. We will ask that an answer be obtained then, be-
cause I think that it is cheaper to do it with coal than to do it with
shale, That is onc of the alternatives that should be considered, and
of course, if we remove some of the 4- to 6-year delay in the time that
it takes to drill offshore for oil and gas, it could be quicker still.

Someone came to see me the other day and discussed the potential
of solar energy, and it was a very simple matter: Solar has u lot of
potential for the future, but for the time being, energy from fossil
fuel is cheaper. So from his point of view, other than hot water heat-
ing in the Sun Belt area, in terms of what it costs to do it, heat is
cheaper with the conventional fuels that we are using at the moment.

To me, it boils down to a question of price. The reason we are not
using oil shale right now is that it would cost more to use shale than
to use the other means available to us. That is the reason we are not
using more solar right now: It would cost more to do it that way, We
should be improving our methods. We ought to use the technology in
the areas where it makes economie sense and where it works efficiently.

I certainly would like to see us go into shale in a big way, because
I think it wonld do a lot of good. In time, that may well be our prime
source of energy. We ought to at least experiment with it,

If we could find a way to expedite the time betwéen when a person
seeks to obtain a lease in the Atlantic Ocean or in the Gulf of Mexico
and the time that he can drill it and bring it into production, that
would be the cheapest alternative of them all, and that is the one that
we would like to expedite. ST

You and I know why we cannot do that, because the Congress has
been passing laws not to reduce the lead time for drilling but to in-

crease it.

In the Gulf of Mexico, we are told that there-is-no permanent--

damage to the environment from offshore production, and the pre-
cautions that are taken against a blowout now are 10 times as ef-
fective as were used in the early days of offshore drilling.

The President recently visited an offshore oil rig. He saw the situ-
ation out there, that the fish are attracted to those rigs. You can just
see fish all over the place, jumping up out of the water in some cases.
On underwater closed circuit television drilling operators will show
you the fish swimming around, right around the drilling pipe itself
and around the rigs. Schools of fish swim all around the rig, They like
that environment. Yet, we have people who object to offshore drilling.
I hope that we can do something about it. Something ought to be done.

I wish that you would check the figures for us and give us your
estimate in terms of what it would cost to solve this energy problem
using coal and what it would take to solve this problem using shale.*

Senator Matsunaga {

Senator MaTsUNAGA. One further question.

Yesterday it wag brought up that th«;;roroeed rebates out of the
standby taxes, alone would amount to $28 billion. Is that correct?

¢ (At presstime, Aug. 11, 1977, the ll;iomnllon uested had not been received from
-the Department of the Treasury. Bee part 2, appendix B, for the responses.)
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Secretary BrumenTtaaL. I think that is about right. This is the
standby gasoline tax, the 50 cents?

Senator Matsu~xaca. Right.

Instead of rebating $23 billion, why not use the money for the de-
velopment of alternative sources of energy such as solar energy ¥ We
are told that the development of solar electric energy is way off into
the future because of the high costs involved. If you were to use this
$23 billion for the development of golar electricity to a s)oint where it
can be reasonably provided to the consumer, then I think that the
Members of the Congress may be willing to go along with the tax.
But you must use the tax for the purpose of increasing the production
of energy domestically. I would be more than happy to support such a
program rather than getting into this nightmarish rebate for every
individual in the Nation, _

I do not know whether the administration’s position is irreversi-
ble at this time. If the Congress should come forth with such a pro-
gram, would the administration be willing to accept it. In your ca-
pacity, Mr. Secretary, would you recommend a veto of such a bill?

Secretary BLUMENTHAL. I cannot really speak to that, T would have
to see what the specific provision is, Senator.

T would sav that we have what we think are adequate incentives for
R. & D. and for the development of alternate sources of cnergy.

T would like, if you wish, to present perhaps a summary to the com-
mittee, and to you, showing the amount of R. & I, that is spent for

- the development of shale. for conl, for solar, because there is a level
beyond which spending more money is not going to get you very much.*

The additional payout from spending additional moneys is not very
great, so that I think that you can see that substantial moneys are being
spent privately and supported publicly through Federal funds, and if
vou put those amounts alongside the incentive for geothérmal and other
conversions to coal that are in there. we think that thev are adequate
and we are concerned about taxing middle America, the lower-to-mid-
dle-income taxpayers, and not giving them the money back in some
way. We would be concerned about that.

Senator MaTsuNaaa, Assuming that the administration’s program,
as proposed. would be adopted by the Consgress and enacted into law.
what would be the increase in the cost of living for the average citizen?

Secretary BLumexTraL, We think it is about 0.2 percent to 0.3 per-
cent in the rate of inflaticn. .

Senator Matsuxaaa. Two-tenths percent to three-tenths percent

Secretary BLumMenTHAL Per vear.

Marsuxaaa. No further questions, Mr, Chairman,

The Cuamman. Thank you very much, Mr. Secretary, for your testi-
mony here, I think we all owe it to your to carefully read every word
that you have in your prepared statement, i

’l;he problem is very challenging, and we look forward to working
with you.

I igst want to add one additional point, If some of us on this com-

" mittee can find it within our hearts to lead the charge for a tougher
bill than you have here, T hope that you will not be in the position of
just saying, “Well, the Treasury does not oppose the amendment,” and
that you can find the courage to help toughen this bill. I hope you

-~ ®(At presstime, Aug. 11, 1977, the Information reouested had not been recslved from
the Department of the Treasury, See part 2, appendix B, for the responses.)
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would helr increase the gas guzzler tax, or find the political courage
to make this bill more realistic in meeting the energy shortage.

I hope that if we are willing to charge up the hll and try to do
something more than the House did about this matter that we will not
see you back down at the bottom of the hill saying that you have no .
objection. We would like to have you in the troops charging up against
the ramparts saying that you are all for this effort. .

I do not enjoy leading charges of the Light Brigade. To me it is not
pleasing to have a lot of soldiers shot down to be back to where I
started from.,

- If we are going to try it, I hog)e that we can have the afirmative
support of the Treasury, not just a *no objection.”

Secretary BLUMENTHAL. Senator, it afl depends in which direction
you are charging, If you are charging in tfnc right direction, I can
assure you that Treasury will be right abreast of you and, in any case,
I certainly promise you that we will work very closely with you and
g.(;la]l that we can to support and in improving and toughening the

ill,

Senator Marsuxaaa. I must say, Mr, Chairman, appearances are
deceptive; because you appear to be really enjoying leading the charge.

The Cuairman. Everett Dirksen used to tell a story that he said he
heard from my father. It had to do with a man who was facing death,
who wrote down the inscription he wanted on his tombstone, It went -
something like this: “Remember, man, as you pass by that as you are,
8o once was I. Prepare for death, and follow me.”

His wife looked at that tombstone after he was gone and she said,

- “Well, if T am going to lic beneath the same stone, I would like a cou-

ple of more lines on it. “To follow you, I am not content, until I know

which way you went,’ ¥
We will try to let you know which way we hope to head.
Thank you very much.
-Secretary BuuMenTrAL, Thank you very much, Mr. Chairman.
The CamyMaN. The committee will stand-in recess.
[The prepared statement of Secretary Blumenthal follows:]

STATEMENT oF HoN, W. MIORARL BLUMENTHAL, SECRETARY OF THE TREASURY

Mr, Chairman and members of this distinguished committee, it is an honor to
appear before you to discuss the Natlonal Energy Plan.

THE NEED FOR AN ENEROY PLAN

Tll)lle plan answers a clear need for a concerted national attack on our energy
problems,- "

Our dependence on fmported crude oll has been rising steadily, Today almost
one-half of the oll consumed in the United States is imported. Much of our im-
ported ofl comes from insecure forelgn sources, Importing this amount of ol also
has serious balance of payments effects: the estimated $25 billion trade deflelt
torfth;a current year would be a surplus of about $20 billion if we imported
no fuel,

Bven dlsmnrdlng these fnternational conalderations, we face an obvious perll :
Our consumption of oil and gas is growing considerably faster than sare proven
domestic and forelgn reserves, Unless restraint is shown now, and we prepare
to'shift to alternative energy sources, we risk potentially severe shortages of oil

Wk



The National Fnergy Plan alms to encourage energy conservation, the sub-
stitutlon of alternative fuels for oll and gas, and increased production of all
forms of energy.

Conservation lles at the center of the Plan, We are not seeking an absolute
reduction in energy consumption, Rather, we are aiming to reduce the rate of
increase in energy consumption to less than 2 percent per year, This is a feasible,
prudent, and essential objectlve, It poses no threat to our equally important
economic objectives,

Conservation I8 to be achieved by making consumers of oil products pay the
replacement cost of their consumption, by substituting more effici 2nt modes of
transportation for less eficient ones, by taxing businesses on their use of oil and
gas, and by providing tax Incentives for insulation and for-other improvement
outlays to Improve energy efficlency.

The substitution of coal and other fuels for oll and gas i8 to be achleved by
providing an incentive in the tax system for businesses to convert to these alter-
native fuels. Solar, wind, and geothermal energy sources will also be favorably
treated to encourage greater residential and industrial use.

Additional production will be stimulated by allowing newly discovered oll to
be priced at world price levels and by providing an 1ncentlve price for newly

discovered natural gas.
THE PLAN'S PROVIBIONS

In general, the House did an admirable job with the energy bill. However,
there are some areas where additional measures need to be considered. Addi-
tional energy savings can be accomplished by changes that I would like to offer
to the Committee for thelr consideration,

Crudo oil cqualization tax .

- The importance of the crude oll equalization tax cannot be overestimated,
The tax would {nsure that by 1980 consumers of oil pay the true replacement cost
of their consumption. This is clearly necessary to achieve conservation and to
stem imports,

While promoting conservation, the National Energy I'lan will also encourage
the development of domestic oil and gas resources. This is because newly discov-
ered ofl-—so-called new new oll—can be sold, free of the tax, for the world market
price of $18 a barrel, or more. This price factor is a powerful incentive and pro-
vides domestic oil producers a profit margin that is among the highest in the
world for the production and exploration of new ofl.

The bill provides a similar incentive to remove a higher percentage of oil from
existing flelds. This results from allowing ofl from stripper wells and oil obtained
by tertiary production to be sold at the world price, without the payment of any
crude oll tax,

These price incentives are fully adequate to encourage and reward new pro-
duction. The House wisely rejected all attempts to give the oil producers part of
the crude oll tax to plow bhack into ofl and gas production. The Administration
strongly opposes a plowback. A plowback would unbslance the program both
economically and in terms of equity. Such a scheme would defeat the purpose of
the crude oll tax, which is to raise the price of new oll to consumers but at the
same time to relmburse the average consumer for his consequent losg of
purchasing power. The prospect of $13 a barrel oll will bring forth exploration,
discovery, and production of new oll. A plowback provision would glmply be a
windtall to producers, who currently have ndequate capital for exploration and
development.

The House version of the crude oll tax does need some improvement, First, it
would be hetter if the tax were extended beyond 1981 ; we should not leave pro-
ducers and consumers in a state of uncertainty albout our long-term policy in
this vital area. Becond, the rebate of net proceeds of the tax should be a perma-
nent feature, rather than stopping after one year. Finally, it would be. better if
tre credit system were on a per capita rather than a per taxpayer basis: The tax
affects the purchasing power of all consumers of ol products, not merely those
consumers who pay income tax.

The House credit ofl tax I8 expected to rnize $38.9 billion during the perlod
1978 through 1982, However for one year at least, the amount collected under the
Honse hill will ha rannid to the consmmers. On a net hasly, thia hrings the col-
lections down to $27.5 billion. The energy savings associated with this tax is esti-

. mated at nbout 280,000 harrels of oll per day by 1085,
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Transportation .

In the transportation sector, the Administration's objective is to encourage the
shift away from energy inefficient means of transportation. Qur major proposal
in this sector was the gns guzzler tax and rebate. We are not suggesting the
restoration of the rebate. We do ask the Senate to strengthen the House version
of the gas guzzler tax itself. We ask the Commlttee to conslder imposing some-
what higher taxes than does the House bill

We believe that a strong gas guzzler tax is the key to achieving more rational
and efliclent use of automobiles. Reducing the number of gas guzzlers on the
road will make the gasoline avallable for domestic consumption provide more
transportation than is true with our current fieet of automobiles,

Strengthening the gas guzzler tax is important to our program, since we be-
lleve the current standards will not achieve the necessary savings. We need to
keep the pressure on gas guzzling automobiles until the national automobile stock
is truly fuel efficlent. We also need to apply the gas guzzler tax to the smaller
trucks, which can be inefficlent and contribute to the problem along with gas
guzzling automobiles.

In the transportation area, the House added several provisions. It extended the
current 4-cents per gullon excise tax on gasoline beyond 1979, repealed the pet-
sonal deduction for state and local gasoline taxes, repealed the exclses on buses
and bus parts, revised the tax on motor hoat fuels, removed the discrimiuatory
1ax on new oil used in rerefined lubricating oll and provided a credit for the
purchase of electrde cars. We consider these reasonable measures to promote more
efficient modes of transportation and better uue of oil,

The energy saving for these provisions s estimated at 275,000 barrels of ofl
per day. The total revenue gain of the various transportation proposals is $20.5
billion for the period 1978 to 1985. However, $21.2 billlon of this amount merely
represents an extension of the present 4-cent tax on gasoline scheduled to be
;‘idumnsg cents in 1079. Presently, this iz a source of revenue for the Highway

us X

Tax on busincss use of oil and gos

The ofl and gas use tax on industry and the utilities was desighed to achleve
energy conservation and conversion to energy sources other than oil and gas,
Industries and utilitles consume oil and gas in many nctivities where coal and
other nonfossil fuels could be used. The House use tax, while providing incentives
for conversion and conservation, falls short of the use tax we would like to see
enacted. The level of use tax on ofl passed by the House varies depending upon
whc’ather ut‘ixﬁ tlyndustrinl process has conversion potential, conservation potential
orisa ,

The gas tax passed by the House Is a varinble tax based on the difference be-
tween the user’s acquisition price and the cost of a Btu equivalent amount of
distillate oil. For utilities, however, the gas tax would be a flat tax such that the
price of gas to a utllity including the tax cannot exceed the price of restdusal oil.

To encourage conversion to coal and other fuels, a rebate of this tax ug to the
annual user tax lialdlity is allowed for qualified expenditures in bollers, burners
and other equipment which do not use ofl or gas. In lieu of the rebate, an addi-
tional 10-percent investment tax credit would be allowed. .

Where a utility elects to use the rebate ogtlon, a state utility commission
could require a utility to pass the henefit of this rebate on immediately to con-
sumers. On the other hand, If the utflity elects the investment credit, the benefit
of the credit can be passed on to the consumer only over the life of the asset,

There are several areas where the use tax passed by the House should be im-
proved. First, all industrial gas should be taxed at a rate which makes the price
of gas In all cases equivalent on a Btu basls to distillate fuel ofl, without exemp-
tions. When applied in this fashion, the use tax works as a pricing mechanism,
which makes industrial users pay the replacement cost of gas rather than an
artificlally low price, which encourages excessive use, This tax should apply to
all users without any exceptions except for the small user (50,000 barrels of oll
equivalent per year) exemption.

Second, we balieve that a rebate of the utility tax should be conditioned on the
benefit of the rebate not being passed on to the consumer any faster than ratably
over the life of the msset. This would make the treatment consisteat with the

-treatment provided for the investment credlt, which the utilities at thelr option

may take in place of the rebate.
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Third, in place of the Industrial oil use tax proopsed by the House, we suggest
a simplified single tier tax on bollers, turbines and kilns, incorporating the
House's tax schedule, which starts at 30 cents a barrel and in 1985 goes up to
$3 a barrel. The only special exemption would be for current facilities unable to
convert for environmental reagons,

The House bill on a net basis—after the rebate—would collect $2.0 hillion
over the period 1979 to 1085. There would also be a revenue pickup from the
denial of the regular investment credit on that inanced out of the rebate, Finally,
it Is estimated the bill will save 1.0 to 1.4 milllon barrels of ofl equivalent per

day by 1985,

Reatdential energy credit

The residential energy credit provides incentives for homeowners and renters
to buy energy conservation equipment and solar and wind energy equipment.

The President has set a goal of insulating by 1985 90 percent of the homes
that presently have insufficient insulation, The credit provided by the House bill
goes a long way toward the fulfillment of this chjective. Expenditures for insula-
tion, storm doors and windows, clock thermostats, exterior caulking and weather
stripping and certain modifications to furnaces qualify for the credit.

The solar and wind credit is designed to interest more homeowners in alterna-
tive energy sources, Both the solar and wind energy industries are in their in.
fancy. The potentinl benefits to all Americans from developing nse of solar and
wind devices are great and justify a temporary tax incentive, The present cost of
golar and wind energy installations is high hecause demand is currently low. This
tax incentive will encourage more Awmericans to turn to these Inexhaustible.
energy sources and will help these industries develop to the point where gov.
ernment incentives are not longer necessary.

The cumulative cost for the residential credits will amount to $4.8 billion for
the perlod 1978 through 1985, It 1s projected that these proposals will save about

800,000 barrels of ofl per day by 1985,

Busincas encergy toae credits

The House also approved a serles of businesa energy tax credits, These credits
are designed to promote the use of energy efficlent insnlation, to encourage com-
merclal and Industrial use of solar and other alternative resources, and to pro-
mote recycling and cogeneration. Expenditures in these areas will qualify for
an additional 10-percent investment tax credit above the credit for which they
otherwise qualify. The House also conserved energy at the same time it also
reduced the revenue loss by denylug accelerated depreciation and the inveatment
tax credlt to air conditioners, space heaters and boilers fueled by natural gas or
oil. We endorse these House initiatives.

The expected net revenue cost of these credits is $2.8 billion from 1878 through
1985, The energy savings is about 850,000 barrels of oil equivalent per day.

Bupply incentives

The House adopted two proposals in the National Buergy Plan relating to the
supply of energy resourcer. First, the House accepted a proposal to mmake perma-
nent a provlslon that appiles the minimum tax to intangible drilling costs for oll
and gas only to the extent that such costs exceed the sum of the taxpayer's
igcome f{om oll and gas production plus the result of 10-year amortization of
these costs. M

The second provision allows the expensing of geothermal intangible drilling
costs, which extends to geothermal resources the treatment accorded ofl and gas.
Also, the House provided percentage depletion for geothermal resources, but only
at a 10-percent rate, and only to the extent of haais in the property.

Together these provisions will cost $800 million through 1983, The geothermal
provisions should eave 60,000 to 110,000 barrels of oll per day.

CONCLUBION

‘Mr. Chalrman, the National Energy Plan ig in large measure a tax program.
There are non-tay aspects also, but the Plan relles cruelally on n battery of new
taxes and new tax credits to move our economy away from its present, dangerous

position of over-consumption of oil and gas.
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As you know, I am generally opposed to using the tax code to further non-tax
objectives. In the not too distant future, I will be back before you to urge a major
simplification of the income tax code. But In the case of energy, the basle prob-
lems are #o urgent and the alternative solutions so unsatlsfactory. that resort to
tax incentives s clearly proper, Indeed essential.

We conld have rellied entirely on market incentives coupled with total deregula-
tion of oil and natural gas prices. But, given the present distortion of world mar-
kets, this approach would have created enormous and unjust windfalls through-
out our economy. The American people, with justification, would have rejected
such an approach out of hand. The other alternative was to rely solely on physi-
cal controls, directives, and regulations, But this would have created a giant
bureaucracy and injected the heavy hand of government regulation into every
facet of the economy.

Thus, the only reasonable, fair, and effective solution lles with the tax system.
The Administration and the American people are now looking to this Committee,
with its well-known expertise, experlence, and sense of responsibility in matters
of taxation, for a solution to the most serious problem fac.ng the nation. I hope
to work closely with you in dealing with this challenge.

Thank you.

CRUDE 011 AND NATURAL GAS LIQUIDS EQUALIZATION TAX UNDER TITLE 1] OF H.R. 8444, THE NATIONAL ENERGY

ACT AS PASSED BY THE HOUSE OF REPRESENTATIVES—RELATIONSHIP OF THE GROSS TAX TO AMOUNTS AVAIL-

ABLE FOR CREDITS AND PAYMENTS
{In millions of doliars]

Fiscal yoars-
1978 1979 1980 1981 1982 1978-82

Gross crude oil aqualization tax col»
fection: 'q .................. 1,897 6, 49 1,24 14,596 4,802 18,938
Reduced refiners’ Income lax.._...... ~305 =97 1,720 ~], 944 -~500 5,810

Refuad for oil usad to mdm thl
sli uids at uﬁmv LR, -29 -97 -~168 ~211 -68 ~573

-476 -688 -193 -~18 —2.%’20

-S54 ~80 ~-91 -20
L -2,
m 8,638 11,587 36 27,452
[t T Gemevonnen ~866

3,108 4,6 11, 587 3,633 2,506

Source: OfMce of the Secretary of the Treasury, Office of Tax Analysis, Aug. 8, 1977,

EXCISE TAX ON BUSINESS USE GF 0IL AND NATURAL GAS UNDER TITLE i} ON H.R. 8444, THE NATIONAL ENERGY
ACT, A8 PASSED BY THE HOUSE OF REPRESENTATIVES—RELATIONSHIP OF TAX WITHOUT INVESTMENT REBATE

T0 FINAL TAX!
{in miltions of dollars}
Fiscol yoars—
174 1980 1981 1 ] 1983 1984 1985 1979-85

T bate for qualle .

] """3‘.'&2.., ..... ‘. ............... L1 2,79 3,642 4608  15M 354 n.gs

dlm vestmenirebats............. ~1,298 ~2,686 3421 -3 ~8,651 7,506 25,
odmdlndmmmmm' -2 -3 ~22 57 - -0 ~140 ~A488

Netoflectonreceipts.. * 25 . n 164 592 n " 2,908

t Indu: uodu(m taxes, -
kn g’ n full psssthrough ol 1ax o prices,

" Sowses: OMce of m Secratary of the Treasury, Office of Tax Analysis, Adg. 6, 1977,
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ESTIMATED RECEIPTS EFFECTS OF TITLE I OF M.R. 8444, THE NATIONAL ENERGY ACT, AS PASSED 3Y THE HOUSE OF REPRESENTATIVES

. fin miltions of dolars]
' . Fiscal years—
1978 1979 1960 1981 - 1982 1983 1934 1985 197885
Pt 1, residential energy -:‘ndit::
Credit for inselation other energy-conserving com-
vm: ...... ~361 —466 —481 —518 —~546 -~5718 --608 ~541 -4, 107
Credit for soler and wind energy sxpeaditures__________ —25 -—54 —62 -Nn —387 ~111 —1480 —169 —120
Tobal, Plbeee e ~—~387 —520 —553 —589 —633 —637 —748 -—710 -4, 827
ru m tax provisions:
udectax. . ____ PR, 100 100 100 135 150 160 170 915
of deduction for State sad focal tax oo — 115 780 899 944 1,039 1,143 1,257 1,383 1,50
of existiog tax rate on gasoline and
e e e - T i 3.302‘ SJD: 3.452 3,53§ 3-571 3.7T§ 2‘-132;
mamma beses..... .. 77 —13 -9 — -5 —5 1 —5 -9 —76
Repasl of excise tax oa buspants.. ..~ "7 -3 -3 -3 -3 -3 -3 -3 -3 —24
demummwh
R —-13 -13 —13 -13 —13 -13 —-13 —13 —104
Cnﬁt for qualified electric motor vebicles...._..____ ® » -1 -1 -2 e -3
Tuplll.....-- e 37 59 4,239 4,426 4,647 4,853 5073 S, 304 29,438
Pt Hi, crude WNMNWW.-.- —347 3,971 8,638 11,557 3,63 27,452
Business uss of oil and natural gas: .
H;:V Y, mmmbmmdaladm
Industty e e mmne ~25 398 164 882 715 ;) 716
Utility e oo et me e e e e e ee e oe eem et ettt e e et e e n e e e eeee e ™ 2 132
Total, ot IV, V. e -~25 398 164 592 813 o 2,98




PL WA, denisl of investwent credit on property Simamced
w&:nﬂil: .

o : ¥ e B T T
Toll Voo eeeeeeaee 57 134 238 231 25 3n 414 1,79
- Total, busiosss woe ot oil snd aataraiges ... . » 582 26 395 887 L1u 1,292 4,658
m«wmmuwm .
 arestive Almruative conservation sad sew techaclogy credits_. . _ —415 ~516 ~673 L] . L S —-3,283
kseou ol o s beang compene 2 a0-
ing and space hesters. ... ... ... . ... s m 121 14 103 L] 93 88 822
Total, business credits. ~316 ~304 —395 —558 —686 -3 3 88 —2,471
. Pt Vi1, meiachileneons provisions *
IMdmt“euhhrmd n __35' - —a % -5 - Zwa
mm v fomg wodts o0 grabermd -5 -1 -1 =2 -2 -2 - —54 -1
e g oL e B = - =] =] 33 = 4
Total, pt. W41 - -9 —46 ~58 —68 ~73 —81 —102 ~133 —570
Total, receipts effects, pbs. FVH. ... ... ~972 392 12,453 15,093 L,m 4,500 5,500 58 53,710

'Tnndmh-&ﬂd ralunds and after per taxpeyer credits.
2 Tax mat of income tax eliset

Source: mthuhTmy.MdTumm& 1977,

16
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BoamMAaRY or Tax Paovisions or H.R, 8444
A, BESIDENTIAL ENERGY OREDTT

1. General provisions
A nonrefundable Federal Income tax credit is provided for individuals who

make certain energy-related expenditures. The credit is available for installa-
tions of qualfied property made from April 20, 1977 through December 81, 1064,
Qualifying installations may be made only with reapect to the principal residence
of the taxpayer and only {f that residence Is located in the United States. Thus,
installations made with respect to vacation homes will not qualify. If less than 80
percent, of the use of a residence is solely for residential purposes, a proportionate
allocation of expenditures must be made to the nonresidentlal use. The amount of
expenditures eligible for the credit must be reduced by any prior expenditures
taken into acccunt in determining the credit.

Ownery (ircluding co-op and condominium owners) as well as renters are
eligible for the credit. A change of principal resldence restarts the amount of
qualified expenditures eligible for the credit. The credit mmust be allocated where
a single principal residence is jointly occupled. Frr administrative convenience,
no credit of less than $10 per return will be allowed. All eligible property must
meet performance and quality standards prescribed by the Secretary of the
Treasury which are in effect at the time of acquisition. The original use of the
property must commence with the taxpayer, To the extent that the tax basls of
the resldence is increased by the qualifylng expenditures, the basis must be re-

duced by the amount of any credit allowed.

2. Energy conscrvation oredit

This portion of the credit I8 avallable only for residences substantially com-
pleted before April 20, 1977, The amount of the credit 18 equal to 20 percent of
the first $2,000 of qualified expenditures on insulation and other energy-con.
serving components (Including original installation thereof) for a maximum
credit of $400. Insulation means any ltem that is specifically and primarily
designed to reduce the heat loss or gain of the residence or a water heater
therein, and which may reasonably be expected to remain In operation for at least
8 years, Thia would include attic, floor, and wall Insulation made of flberglasa,
rock wool, cellulose or styrofoam. Energy-conserving components include a re-
placement burner for a furnace that provides increased combustion efficiency,
devices to modify flue openings, furnace ignition systems that replace a gas
pllot light, exterior storm or thermal doors or windows, clock thermostats, and
exterior caulking or weatherstripping of windows and doors. The Secretary of
the Treasury may add to the list of energy-conserving items other items that are

designed to increase energy efficlency.

8. Solar and wind energy credits

This portion of the credit Is available for new as well as existing reaidences,
The amount of the credit 18 equal to 80 percent of the first $1,600 and 20 percent
of the next $8,500 (for a maximum total credit of $2,160) of qualified expendi-
tures on solar and wind energy equipment, including certain labor costs alloca-
ble thereto. Bxpenditures on new and reconstructed dwellings are treated as
having been made when original use begins, Bligible property must reasonably be
expected to remain In operation for at least 5 years. ,

Qualified solar energy property uses solar energy for the purpose of heating or
cooling the residence or providing hot water for use thereln. Qualified wind
energy energy property uses wind energy. for any nonbusiness residential pur-
poses. Back-up systems of conventional heating or cooling equipment and ex-
penditures properly allocable to swimming pools are not included in this credit.

B, TRANSPORTATION

1. Gas gussler laz

A manufacturer's exclse tax {8 imposed upon the sale of new auntomobiles
based upon thelr EPA-certified fuel efficlencies, The tax first applics to 1079
model year automobiles with fuel eficiencies of less than 18 mlles per gallon.
The minlmum fuel efficlency above which no tax is imposed increases each year
80 that, for model years 1988 and thereafter, the tax applies to automobiles whose
fuel efiiciency I8 less than 23.8 miles per gallon. (These threshold levels range
from 3 to 5.5 miles per gallon below the fleetwide average standards imposed



applies to automoblles

Policy and Conservation Act.) The tax
under the Energy Pollcy D s mot apply £0

with gross vehicle welghts of not more than 6,000 pounds,
trucks with a cargo capacity of at least 1,000 pounds.

The tax on automoblles with a given fuel efficiency Increases each year, For
example, the tax on a 14-mile-per-gallon automobile starts at $389 for the 1079
model year, Increases to $428 the next year, and increases further to $2,688 for
1985 and later model years. The maximum rate of tax applies to automobiles
with less than 18 or 12.5 mile-per-gallon efficiencies, and ranges from $553 for
the 19,9 model year to §3,856 for the 1985 model year. }

The tax applies to new and used lmported cars, according to !2eir model year,
and is Imposed on the importer. Where automobiles are leased by the manufac-
turer, the firat lease i3 treated as a sale subject to the tax. The amount of the
gas guzzler tax may not be Included in the owner’s tax basis for the nutomobile
for any purpose. Thus, no Income tax benefit may be derived from payment of the
gas guzzler tax, thereby excluding investment tax credit and depreciation

benefits.

All gas guzzler tax revenues are to be deposited into a Public Debt Retirement
Trust Fund, the proceeds of which are to be used to retire obligations of the
United States-that are included in the national debt.

2. Repeal of personal deduction for Statc and local taxes on gasoline and other
motor fuels

Effective after December 81, 1977, the personal deduction for State and local
taxes on gasoline and other motor fuels ia repealed.

3. Extension of cacisc taw on gasoline and other motor fuels

Tha Federal excise tax of 4 cents per gallon on gasoline and other motor fuels
will be continued at that rate through September 30, 1085, Thia tax is currently
scheduled to be reduced to 1% cents per gallon after September 30, 1979. The
Committee took no action with respect to the Highway Trust Fund, which ia
scheduled to be phased out after September 80, 1979. Accordingly, after that date,
gasoline tax receipts will be pald over Into the general fund of the Treasury.

4. Amendment of motorboat fuel provisions

The Act repeals the 2.cents-per-gallon refund payment to the purchaser of
gasoline and special motor fuels used in a motorboat. The motorboat fuel pay-
ment {8 presently made because this is a nonhighway use of gasoline, The Act
conforms the tax on motorboat use of fuel to the tax on highway use. Following -
the treatment accorded to the current 2-cents-per-gallon tax, the Increased tax
on motorboat fuel will ulso go into the Land and Water Conservation Fund.

&, Repeal of cxoise tay on buacs and bus parts

The 10-percent excise tax on sales of buses and the 8-percent excise tax on
sales of bus parts and accessories will be repealed. Floor stocks refunds (as of
the date of enactment) and consumer refunds (as of April 20, 1977) are provided
where the 10-percent excise tax has already been paid. Parts and accessories that
inay be Interchangeable between trucks and_buses will continue to be taxed on
sale unless the purchaser provides an exemption certificate which indicates that
the part or accessory {s purchased for use on u bus,

8. Removal of exoise taxes on dlems wsed with oeriain buses

The Act repeals the exclse taxes on tires, inuer tubes and tread rubber, gasoline
and other motor fuels, and lubricating oil sold for use with interclty, local, and
school buses. With respect to these excise taxes, this action places private transit
and private school bus operators on a par with governmental and nonprofit school
hus operators. :

This action applies to an jutercity or local bus, and a school hus. The term
“Intercity or local bus” means a bus used predominantly in furnishing passenger
land tranaportation to the general public for compensation if such transporta-
tion Is scheduled and along regular routes or the passenger seating capacity of
the bus is at least 20 adults, not including the driver. The term *school bus”
means a bus substantiglly all the use of which i3 In transporting students and
employees of schools.

7. Taz credit for electric motor vehicles
New electric cars acquired for personal use after April 20, 1977, and before
January 1, 1983, will be eligible for a Federal income tax credit of the first $300

ﬂl-!ﬂ Oe1edt
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of the purchase price. A quailfied electric motor vehicle {8 a four-wheeled vehlcle
manufactured primarlly for use on publiec ronds that is powered primarlly by
an electric motor which draws current from rechargeable stornge batteries or
other portable gources of electrical current,

C. CRUDE OIl, EQUALIZATION TAXES AND REDATES
1. Crude ofl equalization tar -

An excise tax {s imposed on the first purchase (generally, by the refiner) of
domestically-produced crude ofl, The purpose of this tax is to increase the cost
of such oil to the world market price. The definitlon of crude oil subject to the
tax is substantially similar to the definition found in current price control regula-
tlons. The tax applies to crude oil produced in the United States, Puerto Rico
and the possessions, and on the related continental shelf areas,

The tax {8 brought into effect in three annual stages. In 1078 and 1679, the
tax 13 imposed on lower tier controlled ofl only, and 18 equal to 50 percent (1978)
or 100 percent (1879) of the difference hetween the ceiling price of upper tier ol
and the celling price of lower tier oit of the rame classiflcation. In 1880 and there-
after, the tax applies to all controlled crude oll, and is equal to the difference
hetween the controlled price and the world market price for crude ofl of the same
classification, The tax terminates after September 30, 1981, Lower tier oll is the
amount of ofl produced on a property, up to the lesser of 1972 or 1975 production,
and I8 now controlled at an average price of $5.16 per barrel, Upper tier ofl ig oll
produced on a property in excess of the lower tier production level. Upper tler
ofl {8 now controlled at an average price of $10.97 per barrel.

Crude ofl used in the production of crude oll, natural gas liquids, or natural gas
8 not subject to the tax. In addition, the crude oll tax does-not apply to the
extent crude oil Ig reflned into products that are in turn used in the production
of crude oil, natural gas liquids, or nutural gas.

A credit or refund of the crude oil tax is also provided for crude oil that is
used as a raw material to produce natural gas liquids, but only if the refiner
demonstrates that he has not passed on the crude ofl tax attributable to his
production of natural gas Hquids.

2, Natural gas liquids rquulization tar

‘This tax 18 imposed after December 31, 1977, on sales for end use( a8 opposed
to flrst purchases), and on certain uses where there is no prior sale, of natural
gas lynids, The tax applies to lquids sold or used in the United States, Puerto
Rieo and the possessions, and in the related continental shelf areas. The purpose
of thia tax is to bring the price of controlled natural gas liquids up to the price
of etiergy-equivalent No. 2 distillate ofl. Accordingly, the tax is based upon the
difference betsveen the price for No, 2 distillate in the region in which the taxable
snle or use occurred (adjusted for differences in energy content and seasonal
variations price) and the controlled price of the natural gas liquld. The tax is
brought into effect in three equal annua)l stages In 1978, 1979, and 1080, The tax
terminates on September 30, 1081,

Exemptions are provided for agricultural uses, uses in a residence, hospital,
school, or chureh, and use as a feedstock in the production of natural gas liqulds.

3. Presidential authority to suspend cqualization lares

The President 1s granted authority to suspend all or any part of an equaliza-
tion tax i{ncrease which would result from an increase in the world price of ofl
where such tax Increase will have a substantinl adverse economic effect. A tax
incrense suspension may not exceed a period of 1 year, and 1s subject to veto by
efther house of Congress within 15 legislative days after submission by the
President of n plan implementing such suspension.

4. Crude oil taw credits, special payments; and refunds

Taw credits—The net receipts from the crude oil equallzation taxes in 1078
will bo allocated to each adult. Net receipts are equal to gross revenues derived
from these taxes, less: (a) the reduction in Federal income taxes resulting from
the imposition of the crude ofl taxes, (b) the administrative costs related to the
tax credit, special payment, and refund programs, (c) the amount of the heating
oil refund, and (d) the amounnt of the refund to refiners for refining crude ofl

{nto natural gas lquids.
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Single taxpayers and married persons filling separately will each be entitled
to one tax credit, Married persons filing joint returns and heads of households
will be entitled to two credits. The tax credits are limited to the taxpayer's tax
liability, except for taxpayers entitled to the earned Income credit. Withholding
tax schedules for 1978 will be adjusted to reflect these tax credits, Estates, truats,
and nonresident allen individuals are not entitled to this credit.

Speoial payments.—Special payments are provided for adulta who are not tax-
payers. Thesé payments will be made In May or June of 1970 to reclpients of
benefits under Soclal S8ecurity, Rallroad Retirement, and supplemental security
income programs. To the extent not rovered under these programs, individuals
nmay receive payments through State ald to families with dependent children pro-
grams. The amount of the special payment {8 equal to the amount of the tax
credit referred to above, reduced by the amount of any crude oil tax vredit
claimed Ly the individual. Adults who do not recelve a tax credit or a speclal
payment may flie an appropriate form with the Secretary of the Treasury in
order to receive the payment,

Lump-sums payments are also authorized for the governments of Puerto Rlco
annd the possessions if accetpable plans are submitted to the Secretary of the
Treasury for the distribution of amounts under programs similar in effect to
the tax credlt and special payment programs described abeve. These lump-sum
payments are In lleu of individual tax credits and special payments.

Refunds—An exemption is provided from the crude oil equalization tax for
heating oil used in residences, churches, schools, and hospitals, Distributors of
heating oil for such uses will receive a refund of the equalization tax for each
gallon sold provided that the amount of the refund is passed through completely

to the customers ln the form of lower prices.

5. Miscellaneous

Study of small and Mdepcndt'nt refincrs.~—The Secretary of Energy s to con-
duct a study of the impact of the crude oil ‘tax on the competitive visibility of
small and independent reflners. The Secretary I8 to report to the Congress not
later than 90 days after the date of enactment of the tax with his findings,
together with legislative recommendations.

Natural gas contracts—The crude oil taxes are not to be taken into account
for purposes of determining or redetermining natural gas prices under any con-
tract which was entered into before the date of enactment of the Act.

D. TAX ON BUBINESS USE OF OIL AND OAB' AND RELATED CREDIT

1. Usc taz

In general.—An cexcise tax would be iImposed on the use after December 31, 1078,
of oil or natural gas ag fuel in a trade or business, Three different sets of tax
rates are provided: the highest rates (referred to as tier 2) apply where conver-
sion to a fuel other than oll or gas 18 feasible; & lower industrial rate (tler 1)
applies where conservation in fuel consumptlon i3 feasible; and a third rate
(tler 8) applies to electric utility use (Including production of steam by an elec-
trie utility), certaln industrial electric generating use and use In a qnnlttylng
cogeneration facility. Tler 2 applies generally to uses in a boller or in a turbine
or other internal combustion engine, except for such uses classified in tier 8.
Tiers 1 and 2 apply to uses in 1070 and thereafter; tier 3 applies to uses in 1088
and thereafter,

Tax on oil.—The tler 2 tax begine at 30 centa per barre! in 1979, and increases
to 3 per barrel in 1985 and later years. The tier 1 rate begins at 30 cents per
barrel in 1979, and increases to $1 per barrel In 1081 and later years, Tier 8 uses
are taxed at a rate of $1.50 per barrel In 19838 and later years. Inflation adjust.
ments apply to 1981 and later year rates. Oil subject to the tax Includes crude
ofl, reflued petroleum products, and natural gas liquids (other than liguids which
have an API gravity of 110 or more) but excludes natural gas, gasoline, and
substances that are not generally marketable for use as a fuel.

Taz on natural gas—A variable tax is imposed, based upon the difference be-
tween a target price and the user's acquisition cost for natural gas. The purpose
of this variable tax system is gradually to raise the price of natural gas to
slightly less than the price of energy equivalent oil. Accordingly, the target price
13 based upon the cost of all No. 2 grade distillate oil sold in the relevant region.
adjusted by a subtraction factor (which decreases each year, thereby increasing
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the after-tax price of natural gas) and for inflation. Tier 3 use of natural gas
is subject to a tax rate beginning at 55 cents per million Btu In 1983, and reach-
ing 70 cents per million Btu in 1985 and later years. (One thousand cuble feet of
natural gas containg approximately one million Btu.) These rates would be
adjusted for inflation beginning in 1981, The tier 8 tax rate is limited so that the
cost of natural gas never exceeds the cost of energy equivalent residual oil in the
region where the gas is used. A 10 percent discount js provided for tier 1 and tier
2 uses subject to interruptible contracts.

Natural gas subject to the tax includes natural gas, petroleum, or a product of
natural gas or petrolenm, having an ADlI gravity of 110 or more, The tax does
not apply to substances that are not generally marketable for use as a fuel, such
as still gas.

Suspension power~—The P'resident may suspend the imposition of part or all of
the use tax for a period of up to one year if he determines that the imposition of
such tax would have an adverse economic effect, A suspension plan must be sub-
mitted to Congress, and would be subject to a veto by either house of Congress
before the end of 15 legislative days after submission.

Ercemptions.—Since the tax applies only to use as fuel, uses of oil and natural
gas as raw materials, such as petrochemical feedstocks, are not subject to tax.
An industrial process use would be exempt from tax where the use of any fuel
other than oil or gas would materially and adversely affect the manufacturing
process or the quality of the manufactured product, or the use of such alternative
fuel would not he economically and environmentally feasible. Also exempt are
uses in: any residential facility; any vehicle, aircraft, vessel, or transportation
by pipeline; agriculture; nonmanufacturing commercial buildings; and the ex-
ploration, development and production of oil and gas. An exemption is provided
where use of fuel other than oil or gas is precluded by applicable air pollution
control laws,

In addition, each taxpayer is provided an annual exempt amount equal to the
energy content of 50,000 harrels of oil. For this purpose, greater-than-50-percent
commonly-controlled organizations, whether or not incorporated, are considered
a single taxpayer. Where a taxpayer suffers a substantial regional competitive
disadvantage as a result of the use tax, the Secretary of the Treasury may pro-
vide additional exempt amounts for individual plants. The Secretary Is required
to publish the names of taxpayers and plants receiving such additional exempt
amounts,

Reclassifications.—The Secretary of the Treasury must establish a procedure
for reclasifying taxable uses to lower rates of use tax. Reclassification may
include complete exemption from the tax, Reclassifications are to be made only
if the Secretary determines that such action is not inconsistent with the goal of
encouraging the conversion from, or significant conservation in, the use of oil and
gas as a fuel. The Secretary is not nuthorized to reclassify a use to a higher rate

of tax.

2, Credit against use tax

In general.—A\ person subject to the use tax may elect either an additional
10 percent investment tax credit (discussed below), or a dollar-for-dollar credit
against the use tax, for qualified expenditures made in alternative energy prop-
erty, The credit is allowable up to current use tax liability, Excess credits may
be carried forward. In addition, 1979 and 1980 taxes (including any tax carried
forward from 1979) which are not offset by the credit may be earried over to
1981, Qualified progress expenditures are availalle under rules similar to the
investment tax credit rule. The credit terminates after 1990 except for carry-
overs and where constructlon of alternative energy property began, or such
property was acquired, before the end of that year.

Alternalive energy property.—Qualified investments (which generate the use
tax credit on a dollar-for-dollar basis) consist of investments in alternative
energy property. Generally, this is new tangible property used in the taxpayer's
trade or business, which is subject to the allowance for depreciation (or amortiza-
tion), which has a useful life of at least 3 years and which is not used pre-
dominantly outside the United States, The determination of whether property
is “new” depends on the extent to which it is constructed. or whether it is ac-
quired, on or after April 20, 1977. The original use of acquired property must

begin with the taxpayer.
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Alternative energy property consists of: (a) a boiler not fueled by oll or gas;
(b) & burner for a combustor (other than a boiler) not fueled by oil or gas;
(¢) nuclear, hydroelectric, or geothermal energy equipment; (d) equipment
for producing synthetic gas; (e) pollution coutrol equipment required in (a),
(b), or (d); (f) coal utilization equipment; and (g) the basis for plans and
designs for all of the above equipment. Alternative energy property does not
include buildings and structural components thereof and property used in the
trade or business of leasing.

Election—A taxpayer must specifically elect to treat qualified investments as
a credit against the use tax. Otherwise, such Investments will be available only
for the investment tax credit. This election applies to all the alternative energy
property of the taxpayer. For this purpose, greater-than-50-percent commeonly-
controlled organizations, whether or not incorporated, are considered a single
taxpayer. Where the qualified investment exceeds the tax liabhility for a calendar
year, the excess may be treated as eligible for the regular (but not the addi-
tional 10 percent) investment tax credit. To the extent such election is made,
the uge tax credit is no longer available. Normally, qualified investments used
to offset the use tax would not be eligible for either the regular or the addi-
tional investment tax credit, but would otherwise be treated as part of the tax
basig for the property.

Special rules—Dispositions of alternative energy property are subject to
recapture rules similar in form to the rules for the regular investment credit,
In addition, utilities are allowed the credit against the use tax for investment
in new bollers only to the extent that old oil or gas boilers are replaced or
phased down. For this purpose, phase-down is based upon less than 1500 hours
of use per year. Special penalties and recapture rules apply to phased-down
boilers that are subsequently used for more than 1500 hours per year.

Property which is financed by industrial development bonds is eligible for
only a 50-percent use tax credit. No Federal income tax deduction is allowed
with respect to any portion of the use tax offset by the use tax credit,

E. BUSINESS ENERGY TAX CREDIT AND SPECIAL INVESTMENT CREDIT AND DEPRECIATION
CHANGES

1. Businecss cnergy credit

In gencral.—An additional 10 percent investment tax credit is allowed for
business investments in qualifying property intended to reduce energy consump-
tion in heating or cooling or in an industrial process. The additional credit is
avilable for qualifying investments made after April 19, 1977, and before Janu-
ary 1, 1983, In the case of alternative energy property, the additional credit may
offset up to 100 percent of the taxpayer’s income tax liability as opposed to the
50 percent limitation provided under current law, This additional credit may be
elected as an alternative to the credit against the use tax.

Qualifying property—~Energy property eligible for the additional investment
tax credit consists of : (a) alternative energy property (as deseribed above in
the use tax credit explanation); (b) the expanston of cogeneration capacity
{c) advanced technology property; (d) specially defined energy property; and
(e) certain recycling equipment. Alternative energy property is eligible for a
maximum additional investment tax credit of 10 percent, even if described in
another category of energy property. Advanced technology property uses solar,
geothermal, or wind energy to provide heat, cooling, or electrielty in connection
with an exlsting bullding and (where applicable) an existing industrial or com-
mercial process. Speclally defined energy property (such as recuperators, heat
wheels and energy control systems) includes equipinent which would recover
waste heat in gases or otherwlise reduce energy consumption, and equipment to
modify existing facllities to allow the use of oil or gas in conjunction with an-
other fuel.

Energy property must be completed or acquired after April 19, 1977, in con-
junction with a bullding or other structure located in the United States. Such
property must be subject to the allowance for depreclation (or amortization) and
have a useful life of at least 3 years. All business energy property (other than
alternative energy property) must meet performance and quality standards which
have been prescribed by the Secretary of the Treasury, and which are in effect at
the time the property is acquired or constructiop is begun.
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Utllitley are subject to a phase-down requirement similar to the requirement
incorporated in the use tax credit provision. In the case of property financed by
industrial development bonds the additional energy investment tax credit is b
percent,

Insulation installed in connectlon with an existing bullding or industrial facil-
ity will be made eligible (to the extent not already eligible) for the regular in-
vestment tax credit through 1982, Insulation must be specifically and primarily
designed to reduce the heat loss or gain of an existing building or facility. The
original use of the property must Legin with the taxpayer. In addition, the
property must reasonably be expected to remain in operation for at least 3 years,
and meet performance and quality standards prescribed by the Secretary of the

Treasury.

——2.Denial of investment credit and accclerated depreciation

Alr conditioning units and boilers fueled by oil or gas will no longer qualify
for any investment tax credit. In addition, such boilers will be limited to straight-
line depreciation and denled the 20-percent variance from guldeline lives under
ADR. If the use of a fuel other than oil or gas is precluded by applicable air
pollution laws or qualifies as an exempt use under the oil and natural gas con-
sumption tax, these restrictions on the investment credit and depreclation will
not apply.

3. Accelerated depreciation for phased-down boilers

If a taxpayer certifies that he plans to replace or retlre a hoiler or other com-
bustor which uses oil or gas, he may depreciate the remaining basis of such prop-
erty over the phase-down period. Under current law, the taxpayer would ordi-
narily deduct the remaining basis when the old equipment is retired.

F. MISCELLANEOUS PROVISIONS

1. Minimum tao on intangible drilling cosis

The Act makes permanent a provision applicable only for 1977 that applies
the minimum tax to intangible drilling costs for oil and gas only to the extent
that such costs exceed the sum of the taxpayer's income from oil and gas produc-
tion plus the result of 10-year amortization of the intangible drilling costs.

2. Tax treatment of gcothermal cxpenscs

The expensing of intangible drilling cost treatment now provided for oil and
gas will be extended to the exploration and development costs of geothermal
resources. Such intangible drilling costs will be subject to the same minimum tax
treatment described above for oil and gas, except that oil and gas properties will
be treated separately from geothermal properties for purposes of determining
income. The recapture rules and at risk rules applicable to oil and gas are ex-
tended to geothermal properties.

Percentage depletion is provided at a 10-percent rate for geothermal deposits,
subject to the limitation that the total amount of depletion may not exceed the

taxpayer's adjusted basis in the property.

3. Rercfined lubricaling oil.

New lubricating oil would be exempt from the 8-cents-per-gallon excise tax if
such oil i3 combined with rerefined oil and. the new oll makes up not more than 55
percent of the mixture. If the new ofl in the mixture exceeds 55 percent, the ex-
emption would apply only to the new oil that would make up 565 percent of the
mixture, In any case, the mixture must contain at least 25 percent waste or re-
refined lubricating oil in order to quality for the exemption.

4. Annual report by the President

Beginning in August 1978, the President will report each year to the Congress
on the revenue fmpact, and increased energy conservation and production result-
ing from the tax provisions of the Act.

[Thereupon, at 12 noon, the hearings in the above-entitled matter
were recessed, to reconvene at 10 a.m., Wednesday, August 10, 1977.]
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INTRODUCTION
7

This pamphlet provides a description of title IT of H.R. 8444 (“Thé&
Energy Tax Act of 1977""), as passed by the House of Representatives
on August 5, 1977.

The first part gives a summary of the energy tax provisions in the
House bill. The second part gives a section-by-section explanation of
the energy tax provisions in title II of H.R. 8444. :

In addition, the third part of this pamphlet shows the estimated
budget effects and the energy savings of the energy tax provisions
of title 11 of H.R. 8444, as passed the House.

v}
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1. SUMMARY OF TITLE II OF H.R. 8444
A. Residential Credits
Residential insulation and energy conservation credit

The House bill provides a credit of 20 percent on the first $2,000
of cumulative expenditures on home insulation and other energy

- conserving components, for a maximum credit of $400. The credit

would be available for installations made from April 20, 1977, through
December 31, 1984,

Insulation means materials that will reduce the heat loss or heat
gain of a residence. Attic, floor and wall insulation made of fiber-
glass, rock wool, cellulose or styrofoam are examples of insulating
materials. Energy conserving components include & replacement burner
for a furnace that provides increased combustion efficiency, devices to
modify flue openings, automatic ignition systems that replace a stand-
ing gas pilot light, exterior storm or thermal doors or windows, a
clock thermostat and exterior caulking or weatherstripping.

The expenditures must be made for a principal residence that was in
existence on April 20, 1977. Vacation homes and other residences do
not qualify for the credit.

If a taxpayer moves to another principal residence after taking the
credit on a previous principal residence, qualifying expenditures on the
other residence would be eligible for the $400 credit. —.

Owners and renters will %e eligible for the credit. Cooperative and
condominium housing owners are each eligible for the $400 credit on
their proportionate shares of the common qualifying ‘expenditures.
The credit is allocated among joint occupants of a principal residence.

Residential solar and wind energy equipment credit

A credit up to $2,150 would be available on the first $10,000 of
expenditures on solar and wind energy equipment. The credit is 30
percent of the first $1,500 spent and 20 percent of the next $8,500
spent for installations of this equipment from April 20, 1977, through

ecember 31, 1984,

Eligible equipment ¢overs equipment that uses solar energy to heat
or cool, or to provide hot water for a principal residence, and equip-
ment that uses wind to generate electricity and other forms of energy.
Solar and wind energy equipment only need to be installed in connec-
tion with a residence rather than in or on it, but they do not include
backup s]yst,ems of conventional heating or cooling equipment.

For solar and wind energy equipment, the principal residence may
be either an existing or newly constructed residence. Owners and
renters are eligible for the credit. Members of cooperative and con-
dominium associations are each eligible for the $2,150 credit to the
maximum amount for their proportionate shares of the common
qualifying expenditures. The credit is allocated among joint occupants
of a principal residence. -

(1)
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“B. Transportation Tax Provisions

Gas guzzler tax

Imposition of the tax

Under the House bill, a gas guzzler tax would be imposed on each
sale or initial lease by the manufacturer of an automobile that falls
below efficiency standards established for each model year. The
efficiency standard increases for each model year 1979 through 1985.
The standards start from 3 to 5.5 miles per gallon below the fleetwide
average standards imposed nnder the Energy Policy and Conservation
Act (EPCA). The tax applies to automobiles weighing no more than
6,000 pounds; but it does not apply to trucks with a cargo capacity
of at least 1,000 pounds.

A separate tax table applies to each model year 1979 through 1985;
the table for 1985 applies to later model years as well. The lowest tax
increases from $339 for an automobile with an efficiency rating of 15
miles per gallon in 1979 to $397 for an automobile with an eficiency
rating of 23.5 miles per gallon in 1985 and later years. The highest tax
each model year applies to vehicles with efficiency ratings at or below
12.5 or 13 miles per gallon and increases from $553 in 1979 to $3,856 in
1985 and later model years. ‘

The tax will apply to new and used imported cars, according to their
model years, and the taxis to be imposed on the importer.

The basis of the automobile is to be reduced by the amount of the °
gas guzzler tax. In other words, the amount of this tax is not to be
taken into account in computing depreciation, the investment tax
credit, or gain or loss on resale.

Trust fund -

The House bill also establishes a Public Debt Retirement Trust

Fund into which the proceeds of the gas Fuzzler tax will be deposited.

The proceeds are to be used to retire obligations of the United States
that are included in the public debt.

Repeal of personal deduction for State gasoline tax

The House bill repeals the personal deduction for State and local
government taxes imposed on the purchase of gasoline, diesel fuel and
other motor fuels used for nonbusiness purposes, effective for purchases
after December 31, 1977. -
Extension of excise tax on gasoline and other motor fuels

The current Federal excise taxes of 4 cents a gallon on gasoline and
other motor fuels will be continued at that rate through September 30,
1985. These taxes are currently scheduled to be reduced to one
and one-half cents a gallon after September 30, 1979. The House bill
does not affect the current Highway Trust Fund, which will continue
to7receive these funds under present law through September 30,
1979. o
Repeal of refund of motorboat fuel tax

The House bill repeals the 2-cents-a-gallon reduction (through
refund, credit or exemption) of the excise taxes on gasoline and special
motor fuels used in a'motorboat. The increased texes on motorboat
fuel will go into the Land and Water Conservation Fund (as do the
present 2-cents-a-gallon taxes).

I

9
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Repeal of excise taxes on buses and bus parts

The 10-percent excise tax on buses and the 8-percent excise tax on
bus parts and accessories are repealed under the House bill. Parts
and accessories that may be interchangeable between trucks and
buses will be taxed on sale unless the purchaser provides the manu-
facturer with an exemption certificate which indicates that the
part or accessory is purchased for use on a bus. If tax-paid parts are
acquired from a dealer and are used on a bus, a credit or refund is to

be available.
Removal of excise taxes on items used with certain buses

The House bill removes the excise taxes on tires, inner tubes, tread
rubber, and lubricating oil sold for u%,on or in connection with privately
owned intercity, local, and school buses. It also provides a credit or
refund for the taxes imposed on gasoline and other motor fuels to the
extent the fuels are used in qualified operations of privately owned
intercity, local, and school buses.

Tax credit for electric motor vehicles

New electric cars purchased for personal use by individuals on or
after April 20, 1977, and before January 1, 1983, will be eli%ible for a
tax credit equal to the first $300 of the purchase price. A qualified elec-
tric motor vehicle is a 4-wheeled vehicle manufactured for use on public
roads that is powered by an electric motor which receives electric cur-
rent from rechargeable storage batteries or other portable sources.

C. Crude Oil and Natural Gas Liquids Equalization Taxes
and Rebates '

Crude oil equalization tax _

“Under *he House bill, an excise tax is imposed on the first purchase
(generally by the refiner) of price controlled, domestically produced
crude oil. The tax increases the cost of all crude oil to the world
price by 1980. The termination date of the tax is September 30, 1981.

The tax is imposed in three stages. In 1978, the tax is imposed on
lower tier oil (old oil under current regulations) and is equal to one-half
the difference between the controlled price of new oil .and the con-
trolled price of old oil of the same classification. In 1979 the tax on
lower tier oil will be raised so that the cost will be identical for lower
tier and upper tier oil of the same classification. In 1980 and for the
duration of the tax, the tax will equal the difference between the well-
head prices of uncontrolled and controlled crude oil of the same
classification. As a result, the price of controlled oil plus the tax will
be raised to the world price of oil in 1980. ' S ‘

There are exemptions for oil used to extract oil and natural gas and

for oil used to produce natural gas liquids.

Natural gas liquids equalization tax

A tax is imposed on sales to end users of natural gas liquids, and it
is based upon the difference (the price gap) between the cantrolled
price of the liquid and the wholésale price for No. 2 distillate in the
region, adjusted for differences in Btu content. The tax will be equal to
one-third of the price gap in 1978, two-thirds of the gap in 1979, and
equal to the entire gap in 1980 and later years. L

3
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There are exemptions for natural gas liquids used in residences, on
farms and in churches, schools and hospitals.

Presidential authority to suspend the tax

The President is granted authority to suspend any or all of any in-
crease in the equalization tax, if he determines that there has been a
significant increase in the world price of oil that will result in a higher
equalization tax and will have a substantial adverse economic effect. A
suspension plan would have to be submitted to Congress and would be
subject to a veto by either House within 15 days of submission.

Crude oil rebates

Taxpayer credits.—The net receipts from the equalization taxes will
be apportioned equally and returned to each taxpayer in 1978 through
a new tax credit. Single taxpayers and married persons filing sepa-
rotely will receive a single payment, and married persons filing joint
returns and heads of households (single persons with dependents) will
receive a double payment.

The bill instructs the Secretary of the Treasury how to estimate
these tax credits.

The credit will be limited to a taxpayer’s tax liability, except
for recipients of the earned income credit. The estimated amounts
?f these payments will be reflected in the withholding tax schedules

or 1978,

Special payments.—Special payments will be made in 1979 to adults
who are recipients of monthly benefits under social security, railroad
retirement or supplemental security income. These payments will be
made in the Fall oF 1979 and will equal the credits rebated to individual
taxpayers. Special payments will be reduced by any tax credit re-
ceived, in order to avoid double payments.

Special payments also will be made to adults who receive aid to
families with dependent children. Other adults who do not receive a
tax credit or special payment under one of the programs referred to
above may file an appropriate form with the Secretary of the Treasury
in order to receive a roundup payment.

The House bill also authorizes payments to the governments of
Puerto Rico and the possessions, if tgey submit acceptable plans to the
Secretary of the Treasury for distribution of amounts similar to the tax
credits and special payments. ~
Heqting oil refund

An exception.is provided from the crude oil equalization tax for
heating oil used in residences, churches, schools, universities and hos-
pitals. Distributors of heating oil will receive a refund of the equaliza-
tion tax for each gallon sold to one of these users, so long as the refund
is passed through completely to the customers as lower prices.

D. Tax on Business Use of Qil and Gas and Credit

Exéise tax on business use of oil and gas

Imposition of tazx
A tax would be imposed on the use of oil or natural gas as fuel in
a trade or business. Three levels of tax would be imposed: Tier 1
which would apply to an industrial use where conservation in fuel
consumption is Kmsible ; Tier 2 which would apply to uses of oil or

4
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natural gas in which conversion to another fuel is feasible; and Tier 3
would apply to electric utilities, industrial producers of electricity
using boilers with a total rating of at least 100 megawatts per plant
-and industrial cogenerating facilities.

The House bill only imposes the tax on the larger industrial and
-utility users of oil and gas. An exemption is provided which limits the
tax only to those firms which use more than 50,000 batrels of oil per
year or the Btu equivalent of gas (i.e., 300 billion Btu). In cases of a
regional competitive disadvantage, the Secretary of the Treasury may
provide additional exempt amounts for individual plants, and he 1s
required to publish the identification of taxpayers and plants which

receive additions to their exempt amounts.

Determination of amount of tax
The tax on Tier 3 uses and on use of oil in Tiers 1 or 2 would be
determined according to the following schedules:

Tax on natural
gas (per mi}l}lion

Tax on oil (per barrel) tu)

Conservation Conversion Electric Electric

tier tier utilities utilities

Year of use (Tier 1) (Tier 2) (Tier 3) (Tier 3)
1979 ... __.. $0. 30 $0. 30 None None
1980 ... ... . 60 . 60 None None

1981 ..o .. 1. 00 1.00 None None
1982 . . ._.. 1. 00 1. 45 None None

1983 e 1. 00 2. 00 $1. 50 $0. 55

1984 .. .. ... 1. 00 2,50 1. 60 .65
1985 and . :

thereafter. . 1. 00 3.00 1. 50 .75

The House bill provides a variable tax on the industrial use of
natural gas in Tier 1 and Tier 2 categories which would be determined
by subtracting the user acquisition price (per million Btu of gas)
and a cost differential from the target price (per million Btu of gas)
for the region in which the gas is used. The cost differential will

change each year—declinin

annually from $1.35 in 1979 to $.30 - _

in 1985 and later years for Tier 1 use and from $1.05 in 1979 to 2éro
for Tier 2 use in 1985 and later years. The natural gas target price is
determined by the average regional price of all No. 2 grade distillate
oil sold during the preceding calendar year in the region, adjusted for
differences in energy (Btu) content between such oil and natural ges.
In cases where natural gas is purchased under an interruptible con-
tract, the users tax would be subject to a 10-percent reduction.
Beginning in 1981, the tax rates would be adjusted annually for
inflation that occurs after 1979. The implicit price deflator for the.
gross national product is to be used as the index of inflation. The
index for the calendar year preceding the current calendar year would
be used in order to inform the tax%ayer as early as possible in the

current year what the tax rate would

5
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" In the case of the tax on the use of natural gas in the production of

electricity for sale, there would be a limit to the tax se that it would
not exceed the amount necessary to make the firm’s cost of gas (includ-
ing the tax) equal to the cost of the residual oil (including the tax) in
the region where the gas is used. ‘

Suspension of taz B
The President could suspend the tax for a period up to one year. i
he believes it would have an adverse economic effect. A suspension plan
would have to be submitted to'Congress and would be subject to a veto
by either House within 15 days of 1ts submission. '

Ezemptions from taz

(1) Industrial process use would be exempt from the tax when
the use of fuels other than oil or natural gas would materially and
adversely affect the manufacturing process or the quality of the
manufactured goods, and when the use would not be economically
and environmentally feasible. ,

(2) An exemption from the tax would be provided to nonindustrial
uses of oil and natural gas in residential facilities, in transportation
(including pipelines), on a farm for farming purposes, in nonmanu-
facturing commercial buildings, and in the exploration, development
and production of crude oil and naturalgas. — -

(3) Oil and natural gas would be exempt from taxation if used in a
facility that was in existence or under construction on April 20, 1977,
and which was precluded from using coal by State air pollution regula-
tions in effect on that date or by Federal air pollution regulations.
State regulations in effect on that date would also be grounds for
exemption if such regulations were necessary to meet a requirement of
Federal law. A regulation of a local agency having jurisdiction over a
facility under an approved State Implementation Plan also would be
the basis for an exemption.

Reclassification of uses
- The Secretary of the Treasury would establish a procedure for re-

classifying uses to a category which is taxed at a lower rate or which
is exempt from tax. In considering requests from individual firms, the

Secretary is to take into account the potential for conversion or

conservation in the use of oil and natural gas and would also consider
environmental, economic, as well as technological factors relevant to

the individual case.
Credit against tax on business use of oil and gas
Under the House bill, a taxpayer may elect a credit against the use

tax of $1 for each dollar of qualified investment, up to 100 percent of
the taxpayer's oil and natural gas use taxes. If the amount of invest-
ment is in excess of the amount of use taxes for the year, a carry-
forward of this investment is permitted against use taxes in future
years. Any use tax liability for 1979 and 1980 may be carried forward
to 1980 and 1981, respectively. - ' ’

- Utilities would be allowed to carry forward qualifying investment
expenditures to offset use tax liabilities incurred beginning in 1983.
Utilities would be allowed a credit to the extent that old oil and gas
boilers are replaced or phased down for peakload or standby use (1,500
hours or less a calendar year). The extent to which this credit is

8 .
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plowed through to consumers in the form of lower prices is left to the
discretion of State regulatory agencies,

Where a phased-down old boiler is used between 1,500 and 2,000
hours in a calendar year, a penalty egual to the use tax would be
imposed. Taxes paid in such cases would not be available for offset by

usalified investment expenditures. Where old boilers are used more
than 2,000 hours in & calendar year, there would be a recapture of
credits against tax. :

The credit would not be available after 1990, except for qualified
property on which construction had begun.

Qualified energy investment which could be a credit against the
use tax includes the cost of alternative energy property placed in serv-
ice during the year or, if the taxﬁayer elects, the progress expenditures
made for that property during the year. It does not include a building
or its structural components and does not include property to be use
in the business of leasing. It includes—

(1) a boiler whose primary fuel is an alternate substance,

(2) a burner and equipment necessary to supply fuel to a
combustor other than a boiler for which the primary fuel is an
alternate substance,

(3) equipment used in the production of enerﬁy by nuclear,
hydroelectric, or geothermal power other than the fuel, steam,
turbines or equipment beyond the turbine stage,

(4) equipment for converting an alternate substance into
synthetic gas, b

(5) pollution control equipment required to be installed in
equipment described above (other than equipment required to
be installed on a facility using coal as of April 20, 1977).

(6) equipment used for unloading, transferring, storing, re-
claiming from storage and dpreparation of an alternate substance
for use in the equipment descriped above or in a facility which
uses coal as a feedstock for products other than coke, and

b(7) ‘the costs for plans and design for equipment described
above. :

An alternate substance would be a fuel that is not oil, natural gas
or their products. . o

' The taxpayer could receive the regular investment tax credit on his
qualified energy investment expenditures only to the extent that a
credit against the use tax was not claimed for the same investment

outlay.

E. Business Energy Tax Credft; Investment Credit and -
Depreciation Changes

Business energy credit

A 10-percent business energy tax credit is allowed under the House
bill in addition to the investment credit provided under present law
for investments by business in qualified property intended to reduce
the amounts of oil, natural gas or other energy consumed in heating
or cooling a building or used in an industrial process,

_The credit woullclllie available for investments in qualifying property
made after April 19, 1977, and before January -1, 1983. Where credits
are generated by investments in alternative energy property, they may
be applied against 100 percent of the taxpayer’s income tax liability,
rather than the 50-percent limitation that is now generally available.

7
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The business energy tax credit would be available for alternative
energy property as an option to the use tax credit for taxpayers who
would be liable for the oil and natural gas use taxes. The taxpayer
vould elect either the dollar-for-dollar credit.of the use taxes or the
business energy credit for investments in alternative energy property.
A taxpayer who elected the credit against the use-tax would receive
the regular investment credit only on the amount of the investment
that was not credited against the user tax.

Qualifying lproperty.—-—For the business energy tax credit, qualifying
property includes alternative energy property which is described
above. Other types of property which would receive the 10-percent
additional energy imvestment credit are:

(1) installation or expansion of cogeneration property in an
existing facility;

(2) advanced technology property which would use solar, geo-
thermal, or wind energy to provide heat, cooling or electricity;

(3) specified items of equipment (such as recuperators, heat
wheels, and energy control systems) which would recover waste
heat and gases or otherwise reduce energy consumption, and also
equipment to modify existing facilities to allow the use of oil
or natural gas and at least 25 percent of some other substance in
a combustor or to produce an industrial feedstock; and

(4) equipment to recycle solid waste and to sort and prepare
solid wastes for recycling.

In order to qualify, property or equipment in these categories
generally must be new property which would be used in cennection
with a building or facility in existence or substantially completed by
April 20, 1977. Where the property would be added to an industrial
process, this process must have been carried on as of April 20, 1977.

Business insulation :

For purposes of the regular investment credit, insulation installed
in connection with an existing building or industrial facility would be
“qualifying property through 1982. Insulation includes storm doors
and windows, thermal glass and double glazing.

Denial of regular investment tax credit and accelerated depre-

ciation -

The regular investment credit would be denied for air conditioners
and space heaters. ‘

The regular investment credit also would be denied for new oil and
fas boilers. In addition, straight-time depreciation would be required
or these boilers, and the 20-percent variance from the guideline lives
for depreciable property under ADR would not be available for these
boilers. These limitations, however, would not apply where the use of
coal as an alternative fuel is preciuded by Fe(Karal or State regula-
~ tions or where the use of oil or natural gas qualifies as an exempt

process use.

These rules would be prospective with exemptions only for binding
contracts in existence on April 20, 1977. ‘

Depreciation adjustment for planned retirement of boilers
If a taxpayer certifies that he plans to replace or retire a boiler
or other combustor which uses oil or natural gas as a fuel before a spec-
ified date, the undepreciated value of the equipment would be deduct-
ible using the straight line method and a useful life equal to the period
8
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from certification to the specified date for retirement. Interest would
be charged on the tax benefit that would accrue as a result of this pro-
vision, if the retirement takes place later than the specified date.

F. Certain Deductions for Qil and Gas Wells and Geothermal
Expenses

Tax treatment of geothermal expenses

Under the House bill a current deduction would be allowed for in-
tangible drilling costs related to the exploration and development of
geothermal resources. To the extent that these intangible drilling costs
exceed the taxpayer's income from the production of geothermal re-
sources, these costs would be subject to the minimum tax on preference
items.

In addition, the bill provides percentage depletion at a 10-percent
rate for all geothermal resources, subject to the limitation that the
total amount of depletion allowed with respect to any property is not
to exceed the taxpayer’s adjusted cost basis in that property.

Minimum tax on intangible drilling costs for oil and gas wells

The House bill extends beyond 1977 the provision in present law
(enacted for 1977 only in the %ax Reduction and Sim}l)liﬁcation Act of
1977) relating to the minimum tax on intangible drilling costs. As a
result, the minimum tax on preference items applicable to intangible
drilling costs for oil and gas wells would be modified to treat these
intangible costs as preference items only to the extent they exceed the
taxpayer’s oil and gas production income.

G. Other Provisions

Rerefined lubricating oil

New lubricating oil would be exempt from the 6-cents-per-gallon
excise tax, if it is combined with rerefined oil and the new oil makes
up 55 percent or less of the mixture. If the new oil in the mixture ex-
ceeds 55 percent of the contents, the exemption would apply only to
the new o1l that would make up 55 percent of the mixture. In any case,
the mixture must contain at least 25 percent waste or rerefined lubri-
cating oil in order to qualify for the exemption.
Annual report on energy savings and revenue effects

Beginning in August 1978, the President would be required to report
each year to the Congress on the savings in energy use accomplished,
the revenue received, and the revenue disbursed under each specific
program contained in Title II of H.R. 8444, “The Energy Tax Act of
1977.”

9 _
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II. SECTION-BY-SECTION EXPLANATION OF TITLE II
OF H.R. 8444

A. Residential Energy Credits

1. Section 2011 of the House bill—Residential energy credit for
insulation and other energy-saving components

Residential energy credit—Section 44C of the Code

(a) A credit is allowed to individuals for qualified energy con-
servation expenditures.

(b) The amount of qualified energy conservation expenditures for
which the credit may be allowed is 20 percent of the first $2,000 of
expenditures (a maximum credit of $400) made in the tax year.

he maximum expenditure amount is to be reduced by earlier
expenditures which were taken into account in computing a credit
for an earlier tax year in the credit period. Therefore, the maximum
credit may be taken only once for each succeeding principal residence
of the taxpayer. However, an individual will be eligiblé for the maxi-
mum credit each time he changes his principal residence, regardless
of expenditures he made for a prior principal residence, and regard-
less of expenditures made by prior residents of his present principal
residence.

For any credit to be allowed, a minimum credit amount of $10 is
required with respect to each return (joint or separate). This minimum
credit amount is for the combination of insulation and other energy-
conserving component expenditures and for all solar and wind energy
expenditures made in the taxable year.

he credit is nonrefundable, i.e., it cannot exceed the individual’s
tax liability in the year for which the credit is claimed.

(¢) To qualify for the credit, installations of insulation and other
energy-conserving components must be in or on an individual’s prin-
cipal residence, and that residence must be located in the United
States. The credit is available only for installations in or on residences
the construction of which was substantially completed before April 20,
1977.

Qualifying insulation is an item specifically and primarily designed
to reduce, when installed in or on a dwelling (or water heater), the
heat loss or gain of the dwelling (or water heater). A quahfying
erﬁe_r -conserving component is any item (other than insulation)
which is:
(1) a furnace replacement burner designed to achieve a reduc-
tion in the amount of fuel consumed as & result of increased com-
bustion efficiency;

(2) a device gc’)r modifying flue openings designed to increase
the efficiency of operation of the heating system;

(3) an electrical or mechanical furnace ignition system which
replaces a gas pilot light; ‘

()
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(4) a storm or thermal window or door for the exterior of the
dwelling;

(5) a clock thermostat;
| (6) caulking or weatherstripping of an exterior door or win~

- dow;or , . _ )

(7) an item of a kind which the Secretary of the Treasury
sl[)ecli]ﬁes by regulations as increasing the energy efficiency of the
dwelling.

In the case of both insulation and other energy-conserving compo-
nents, the original use of the property must commence with the tax-
}myer. Both must also be reasonably expected to remain in operation -

or at least three years and to meet performdnce and quality standards

prescribed by the Secretary of the Treasury after consultation with
the Secretary of Energy, Secretary of Housing and Urban Develop-
ment, and other appropriate Federal agencies. These standards are
not to apply to property purchased prior to the promulgation of the
standards. ’

The Secretary of the Treasury may issue regulations specilying
property which qualifies as insulation or as sn energy-conserving
component,

To qualify for the credit, expenditures for insulation or other
energy-conserving components must be ‘“made’” during the credit pe-
riod. Under this provision these expenditures are treated as “made”
when the origina{ installation of the insulation or other energy-con-
serving component is completed.

The entire cost of qualifying property is allowed toward the credit
only if at least 80 percent of the property’s use is for personal resi-
dential purposes. If less than 80 percent of the use of the property is
for personal residential purposes, the amount of the expenditure
which is allowable towar(i) the credit is reduced proportionately. For
purposes of this provision, use for a swinming pool is not treated as a
personal residential purpose. ‘

Under this provision, a dwelling is considered a taxpayer’s princi-
pal residence during the 30-day period prior to the time it would
otherwise be considered the taxpayer’s principal dwelling. As a result,

ualifying expenditures made by a taxpayer on a residence within 30
gays of occupation of that residence as a principal residence will
qualify for the credit. - :

(d) Qualifying expenditures by individuals jointly occupying a
.dwelling as their principal residence are apportioned toward the
credit among those individuals as if they were one taxpayer. As a
result, a total of $2,000 of qualifying expenditures may be made for
their residence, rather than $2,000 for each of the occupants. The
amount of the credit allowed to.each occupant is to be apportioned
according to the same ratio as the amount of qualifying expenditures
made by that occupant bears to the total amount of qualifying ex-
penditures made by all the occupants. . ;

Cooperative housing association stockholders and condominium
management -association members (as well as owners and renters) will
be eligible to claim the credit. The cooperative stockholder’s allocable
:share of the qualifying expe i[,ures is.to be the same as his propor-
tionate share of the cooperative’s total outstanding stock, The condo-
minium management association’s member’s allocable share is to be
the amount he is assessed by the association as a result of the insula-
tion and other energy-conserving component expenditures. -

12
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(e) In order to avoid a double tax benefit (the credit plus a reduced
gain on a subsequent sale of the residence), what would otherwise be
an increase in the tax basis of the residence because of qualifying
expenditures is to be reduced by the amount of the credit aﬂowe for
these expenditures.

(f) These amendments to the Internal Revenue Code of 1954 are
to apply to taxable years ending on or after April 20, 1977, for ex-
penditures considered made on or after that date and before 1985.

2. Section 2011 of the House bill—Residential energy credit for
solar and wind energy equipment

Llesidential energy credit—=Section 44 € of the Code

(a) A credit is allowed to individuals for qualified solar and wind
energy expenditures.

(b) The amount of qualified solar and wind energy expenditures for
which the credit may be allowed is 30 percent of the first $1,500 of
expenditures and 20 percent of the next $8,500 of expenditures (a
maximum credit of $2,150). :

The maximum expenditure amount is to be reduced by earlier ex-
penditures which were taken into account in computing a credit for
an earlier tax year in the credit period. Therefore, the maximum
credit may be taken only once for each succeeding principal residence
of the taxpayer. However, an individual will be eﬁzigible for the maxi-
mum credit each time he changes his principal residence, regardless
of expenditures he made for a prior principal residence, and regard-
less of expenditures made by prior residents of his present principal
residence.

For any credit to be allowed, a minimum credit amount of $10 is
required with respect to each return (joint or separate). This mini-
mum credit amount is for the combination of all solar and wind
energy expenditures and for all insulation and other energy-conserv-
ing component expenditures made in the taxable year.

he credit is nonrefundable, i.e., it cannot exceed the individual’s
tax liability in the year for which the credit is claimed.

(¢) To qualify for the credit, installations of solar and wind energy
property must be in connection with an individual’s principal resi-
dence, and that residence must be located in the United States. The
credit is available for both existing and newly constructed dwellings.

Qualifying solar property is equipment which uses solar energy to
heat or cool the dwelling or to provide hot water for use within the
dwelling. Qualifying wind energy property is equipment which uses
wind energy for personal residential purposes. Qualifying property
does not include any swimming pool used as an energy storage medium, -
nor does it include any other energy storage medium which serves a
dual purpose.

In the case of both solar and wind energy property, the original use
of the property must commence with the taxpayer. Both solar and
wind energy property must also be reasonably expected to remain in
operation for at least five years and to meet performance and quality
standards prescribed by the Secretary of the Treasury after consulta-
tion with the Secretary of Energy. the Secretary of Housing and
Urban Development, and other appropriate Federal agencies. These
standards will not apply to equipment purchased prior to the promul-
gation of the standards. :

13
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Qualifying expenditures include not only the cost of the solar or wind
energy property itself, but also the costs of the onsite preparation,
assembly, or installation of the property.

To qualify for the credit, solar and wind energy expenditures must
be made within the credit period. These expenditures are generally
.treated as made when the original installation of the property is com-
pleted. However, in the case of solar and wind energy expenditures in
connection with the construction or reconstruction of & dwelling, these
expenditures are treated as made when the taxpayer commences
on’%inal uge of the dwelling as his principal residence.

he entire cost of a qualifying property is allowed toward the credit
only if at least 80 percent of the property’s use is for personal residen-
tial pur{)oses. If less than 80 percent of the use of the property is for
personal residential purposes, the amount of the expenditure which is
allowablé toward the credit is reduced proportionately. Use for a
swimming pool is not treated as a persormﬁ) residential purpose.

Under this provision, a dwelling 1s considered a taxpayer’s principal

residence during the 30-day period prior to the time it would otherwise
start being considered the taxpayer’s principal dwelling. As a result,
gualifying expenditures made by a taxpayer on a residence within 30

ays of occupation of-that residence as a principal residence will
qualify for the credit.

— (d) Qualifying expenditures by individuals jointly occupying a
dwelling as their principal rasidence are apportioned toward the credit
among those individuals as if they were one taxpayer. As a result, a
total of $10,000 of qualifying expenditures may be made for their
residence, rather than $10,000 for each of the occupants. The amount
of the credit allowed to each occupant is to be apportioned according
to the same ratio as the amount of qualifying expenditures made by
that occupant bears to the total amount of qualifying expenditures
made by all the occupants,

Cooperative housing association stockhelders and condominium
management association members (as well as owners and renters) will
also be eligible to claim the credit. The cooperative stockholder’s allo-

.cable share of the qualifying expenditures is to be the same as his
proportionate share of the cooperative’s total outstandin§ stock. The
condominium management association’s member’s allocable share is to
be the amount he is assessed by the association as a result of the solar
and wind energy expenditures.

(e) In order to avoid a double tax benefit (the credit plus a reduced
gain on a subsequent sale of the residence), what would otherwise be
an increase in the tax basis of the residence because of qualifying
expenditures is to be reduced by the amount of the credit allowed for
these expenditures. :

(f) These amendments to the Internal Rovenue Code of 1954 are
to apply to taxable Xeqrs ending on or after April 20, 1977, for ex-
pemﬁtures considered made on or after that date and before 1985.

14
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B. Provisions Relating to Transportation

Section 2021 of the House bill—Gas guzzler tax

Gas Quzzler Taz—=Section 4064 of the Code

(a) A gas guzzler tax would generally apply to automobiles which
fall below the mandatory fleetwide automobile efficiency standards of
present law (that is, from more than 3 miles per gallon to more than
5.5 miles per gallon, depending upon the year involved). The tax
would apply to 1979 and later model year automobiles.

The amount of the tax applicable to an inefficient automobile would
be prescribed in separate rate tables for each of the model years,
1979 through 1984, and the table for 1985 also would apply to all
subsequent years. The tax would range from $339 to $553 for 1979
model year automobiles, $249 to $666 for 1980 model year automobiles,
$245 to $1,216 for 1981 model year automobiles, $266 to $1,565 for 1982
model year automobiles, $345 to $2,134 for 1983 model year automo-
biles, and $397 to $3,856 (for an automobile rated below 12.5 mpg) for
1985 and later model year automobiles.
~ (b) The gas guzzler tax generally applies to velicles which are
manufactured primarily for use, on public streets, roads and high-
ways and which are rated at 6,000 pounds gross vehicle weight or less.
However, the tax would not apply to trucks with a cargo capacity of

1,000 pounds or more, i .
. (¢) The bill prescribes specific mileage standards and specific test-

ing procedures (which are, in general, the same procedures that are
currently followed by EPA). These standards and testing procedures
are not tied to any changes which might be made by an administra-
tive agency at a later time.
Reduction in basis of automobile on which gas guzzler tax was
imposed—Section 1016(c) of the Code _

A purchaser of an automobile subject to the gas guzzler tax would
be required to reduce his basis in the automobile by the amount of the
tax for all purposes, including depreciation, the investment credit and
gain or loss on sale. This ru?e applies only if the vehicle is less than
1 year old when purchased. ‘

Denial of exemptions and refunds—>Sections 4221, 4293, and
" 6416 of the Code _ .

The gas guzzler tax (unliké other manufacturers excise taxes) would
apply to vehicles purchased by State and local governments and by
tax-exempt .educational institutions (without provjsion for refund).
Also, the Secretary of the Treasury would not have the authority to
“waive the application of the tax to automobiles purchased by, the
United States Government. | I R
- ' Leases of automobiles subject: to' the gas guzzler' taz—Section

4217 (e) of the Code AL SO

If a manufacturer leases automobiles rather’than sells”them;:the
first lease would be treated as a sale and the gas guzzler tax would be
collected in the portion that each lease. payment, bears to the total
lease price. .- . N e T
Y (16)
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Section 2022 of the House bill-—Trust fund for purposes of reduc-
ing public debt : )

The proceeds of the gas guzzler tax would be appropriated to a

newly created Public Débt Retirement Trust Fund which would be

utilized to retire a portion of the national debt.

Section 2023 of the House bill—Repeal of deduction for Stat
and local taxes on gasoline and other motor fuels .
Repeal of deduction for State and local taxes on gasoline and other
motor fuels—Section 164(a)(5) of the Code : .
The itemized deduction presently allowed for the State and local
taxes imposed on gasoline and other motor fuels used for nonbusiness
%urposes would not be allowed for amounts paid or incurred after
ecember 31, 1977.
Section 2024 of the House bill—Extension to 1985 of existing rate
of tax on gasoline and other motor fuels
Extension lo 1986 of existing rate of tax on gasoline and other
motor fuels—Sections 4041, 4081, and 6421 of the Code
The current Federal excise taxes of 4 cents per gallon imposed on
gasoline, diesel fuel, and certain special motor fuels, which are pres-
ently scheduled to be reduced to 1% cents per gallon on October 1,
1979, would be extended through September 30, 1985. .
Section 2025 of the House bill—Amendment of motorboat fuel
provisions -
Retailers excise tax on special motor fuels—Section 4041(b) of
the Code
The retailers excise tax on special motor fuels (other than diesel)
would be revised by providing that a full tax of 4 cents per gallon
(rather than a special 2-cent-per-gallon net rate) would apply to fuels
sold for use in motorboats. ‘
Partial refund of gasoline taxes for nonhighway use—Section
6421 of the Code
Under present law, gasoline is generally taxed at 4 cents per gallon,

but a 2-cent- er-%:zllon-reduction is available, by way of credit or
refund, for off-highway use. The bill denies this refund or credit if

the gasoline is used in a motorboat.
These provisions would become effective on October 1, 1977.
Section 2026 of the House bill—Removal of excise tax on buses
- Excise taz on buses—Section 4063(a) of the Code
‘The 10-percent manufacturers excise tax en buses (which is reduced
to 5 percent on October 1, 1979) is repealed for sales of buses occurring

on or after April 20, 1977, ~
Floor stock refunds and consumer refunds are provided for sales of

buses on or after April 20, 1977, and on or befaore the date of: enact-
ment of the Act. o L
Section 2027 of the House bill—Removal of excise tax on bus parts
 and accessorles . .. i . e Co
it ‘Ez‘m’ptibm“fof"(&iwggfunds‘ of) excise tax on parts and accés-
g goré:a Jor buses— ections, 4221(¢)(6) and 6416(b)(2) of the
The 8-percent manufacturers excise tax on bus parts (scheduled to
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be reduced to § percent on October 1, 1979) is repealed with respect
to sales on or after the first day of the first calendar month beginning
more than 10 days after the date of enactment. This provision is
designed to provide either an exemption from the tax or a refund or
credit of the tax in situations where parts (including parts which may
be used interchangeably on a truck or a bus) are used on a bus.

Section 2028 of the House bill—Removal of excise taxes on cer-
tain items used in connection with certain intercity, local or

school buses
Ezemption from excise taxes on highway tires, inner tubes and
tread rubber—=Section 4221 (e) (5) of the Code -
The excise taxes on highway tires, inner tubes and tread rubber are-
ﬂOL to apply to with respect to items used on intercity, local, and school
Uuses.
Definitions of bus operations qualifying for exemplions—Section
4221(d)(7) of the Codz
To qualify for the exemption from (or refund of) the taxes on
tires, tubes, tread rubber, or lubricating oil, the items must be used on
or in an ‘“‘intercity or local bus” or a ‘“school bus.” An “intercity or
local bus” is any bus which is used predominantly (that is, more than
50 percent) in furnishing (for compensation) passenger land trans-
portation available to the general public, if either (1) the transporta-
tion is scheduled and along regular routes, or (2) in the case of
charter or other non-scheduled operations, the passenger seatin
capacity of the bus is at least 20 adults (pot including the driver).
“school bus” means any bus with respect to which “substantially all”
(that is, at least 85 percent) of the use involves transporting students
and employees of schools.
Repayment of tax on lubricating oil in intercity, local, or school
uses—Section 6424 (a) of the Code -
A credit or refund will be provided for the excise tax paid on lubri-
cating oil used in intercity, local, or school buses (as defined above).

Refund or credit of excise taxzes on gasoline or other motor fuels for
wntercity, local, or school bus operations—Sections 6421(b) and
6427 (b) of the Code

The taxes paid on gasoline and other motor fuels will be refunded or
credited to the extent these fuels are used in a bus engaged (1) in fur-
nishing (for compensation) passenger land transportation available to
the general public or (2) in schoolgbus transportation operations. The
allocation of fuel to these nontaxable uses may be determined on a

mileage basis or on an actual fuel use basis.
Section 2029 of the House bill—Tax credit for gqualified electric

motor vehicles _

Taz credit for qualified electric motor vehicles—Section 44D
. of the Co&f o ‘
A nonrefundable tax credit (i.e., the credit cannot exceed the tax-
payer's tax liability) would be provided for the first $300 of the pur-
chase. price of a new electric motor vehicle (designed for highway
operation) purchased by an individual for personal use on or after

April 20, 1977 and before January 1, 1883. This credit applies only to
new vehicles, not to used vehicles or yehicles converted to electricity.

- ‘ 17
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C. Crude Oil and Natural Gas Liquids Equalization Taxes and
Rebates

Section_2031 of the House bill—Crude oil equalization taxes

Imposition of tax—Section 4986 of the Code

(a) An excise tax is imposed on the first purchase of domestically
produced crude oil. Only lower tier oil is subject to the tax in 1978
and 1979. Between 1980 and the termination date, all price-controlled
oil is subject to the tax.

(b) In 1978, the tax on lower tier oil is one-half of the difference
between the controlled price of new oil and the controlled price of old
oil of the same classification. (Classifications are to be based on grade,
type, and location.) In 1979, the tax on lower tier oil is the full dif-
ference between the controlled prices of lower and upper tier oil of
the same classification. Between 1980 and the termination date, the
tax on all controlled oil is equal to the difference between the controlled
price of each classification of crude oil and the uncontrolled price for
that classification of crude oil. This rate of tax will generally increase
the lprice of "all controlled crude oil to what its uncontrolled price
would be were there no price controls.

(c) An excise tax is also imposed on the sale for end use of natural
E}ns liquids after December 31, 1977, and before the termination date.
xemptions from the tax are provided for natural gas liquids that
are used as feedstocks to produce natural gas liquid products and
liquids used on a farm for farming purposes or in a church, residence,
school or hospital. s
- (d) In 1978, the amount of the tax on controlled natural gas lignids
is one third of the difference between the controlled price of the
natural gas liquid and the wholesale price, by region, of No. 2 distil-
late oil, adjusted for the difference in Btu content of natural gas
liquids and No. 2 distillate oil. (This difference is called the “price
gap.”) In 1979, the tax is two-thirds of the price gap. In 1980 and there-
after, the tax is equal to the price gap.

(e) The taxes on controlled crude oil and natural gas liquids ex-

pire on September 30, 1981 (the ‘“termination date’).
Provisions of common application—=Section 4987 of the Code

(a) The first purchaser of the controlled crude oil is liable for the
crude oil equalization tax. Generally, the first purchaser must pay the
tax. The tax is due by the first day of the fourth calendar month after
the month of the first purchase. I-{owever, where the first purchaser is
a nonresident alien not doing business in the United States, or in other
cases where there is a substantial likelihood that the first purchaser

will not pay the tax, the Secretary may provide by regulations 'for‘

the collection of the tax from a subsequent purchaser.

-(b) The natural gas liquids tax is imposed on the purchaser for
end use and collected by the seller. The tax is payable on or before
the 15th day of the second month after the sale for end use.

(18) :
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- (¢) Where crude oil is used to produce natural gas liquids, a credit
or refund of the crude oil equalization tax is provided for the crude
oil used to produce the natural gias liquids. The credit or refund is
available only if the refiner establishes that the price of the natural
gas liquids has not been increased by any portion of the crude oil
equalization tax. For each barrel of crude oil used to produce natural
gas liquids, the credit or refund equals the average per barrel crude
oil equalization tax for all oil consumed in the United States.

(d) The President is granted standby authority to suspend any in-
crease in the equalization taxes where he determines that the increase

-will cause a substantial adverse economic effect. However, either House

of Congress can veto any suspension plan within 15 days of its sub-
mission to the Congress by the President. Moreover, no suspension can
last for more than one year without additional Presidential action and
additional Congressional approval. : T
Definitions and special rules—Section 4988 of the Cod

(a) This section provides a number of definitions, including defini-
tions of crude oil, natural gas liquids, and lower and upper tier crude
oil. Generally, these definitions are similar to the definitions used for
price control purposes. -

(b) The crude oil equalization tax applies only to crude oil produced
in the United States including its possessions and the continental shelf.
The natural gas liquids tax only applies to natural gas liquids sold or
used in the United States.

(c) Where crude oil is refined, exported or otherwise used before its
first purchase, the first purchase is deemed to occur at the time of re-
moval from the lease. An exemption is provided for crude oil and cer-
tain refined products that are used on the lease for the extraction of
crude oil or natural gas. )

(d) A number of definitions are provided for determining uncon-
trolled price and controlled price. The controlled price is the ceiling
price under price control regulations. The uncontrolled price is the
price the oil would have sold for if there were no price controls. Where
no uncontrolled price for a particular classification of crude oil is avail-
able for comparison, the Secretary is authorized to determine the un-
controlled price on the basis of the best available information. These
determinations are to be made in such a way as to prevent undue hard-
ships and windfalls.

(e) The tax applies proportionately to fractional barrels of oil or
natural gas liquids. -

Section 2032 of the House bill—Miscellaneous provisions

‘(a) Study of small and independent refiners.—This section requires
the Secretary of Energy to conduct a study 'of the effect of the im-
position of the crude oil equalization tax and any phaseout of the
entitlements program on small and independent refiners and to pre-
sefanti1 thk?ﬂxieport to Congress within 90 days after the date of enactment
of the bill, o ) )

(b) Effect of crude oil equalization tazes on certain natural gas
coniracts.—This section provides that the crude oil equalization taxes
shall not be taken into account in determining the price of natural gas
under contracts entered into before the date of enactment of the bill.
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Section 2033 of the House bill—Establishment of trust fund for
the return of crude oil equalization taxes

() A trust fund is established for the return of equalization taxes
on crude oil and natural gas liquids. :

(b) The trust fund will receive the amount of the equalization taxés
for 1978, less related reductions in income taxes arising from the im-
position of the equalization taxes and less payments to refiners who
produce natural gas liquids from crude oil.

(c) The trust fund can only be used for the return of equalization

taxes as provided in the committee_amendment.
_(d) The trust fund terminates on December 31, 1979.

Section 2034 of the House bill~Per taxpayer credit of crude oil

equalization tax receipts
&%e ol equalization tax receipts credit—Section 44E of the
o

(a) Generally, the equalization taxes are returned in the form of an
income tax credit to all taxpayers for 1978. The amount of the credit
will be reflected in the withholding tables.

(b) Joint returns and heads of households are entitled to twice the
usual credit. .

(c) The amount of the credit (called the ‘“crude oil payment") is
(1) the estimated amount of equalization taxes for 1978, less (2)
the estimated loss in income taxes resulting from the imposition of
the equalization taxes, and less (3) the estimated administrative costs,
divided by (4) the estimated total number of crude oil payments. This
will be the amount which causes all of the net revenues raised by the
taxes to be returned to consumers.

(d) Except for persons entitled to the earned income credit, the
credit may not exceed tax liability,

’3(3.) Trusts, estates, and nonresident aliens are not eligible for the
credit.

Section 2035 of the House bill—Special payments to recipients of
benefits under social security, railroad retirement, and sup-
plemental security income programs :

Payments equal to the crude oil payment are to be made to each
individual who received either a social security, railroad retirement,
or supglement&l security income check in June 1979, Child benefici-
aries of social security (except disabled adult children) are excluded.
This payment will be reduced by the amount of any crude oil equaliza-
tion tax receipts credit allowed to the individual on his 1978 income
tax return. These payments are to be made by September 1979 and are
to be paid out of the trust fund.

Section 2036 of the House bill—Special payment to recipients of
afd to families with dependent children under approved State
plans ‘

This section provides that a payment equal to the crude oil payment
is to be made by the States to each parent or relative receiving aid to
families with dependent children, with two p?jyments being made
where the individual is & head of housshold. (Child beneficiaries of
AFDC are excluded.f These pa¥ments are to be made by September 30,
1979. The States will be completely reimbursed out of the trust fund
for the costs (including administrative costs) of the payments.
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Section 2037 of the House bill—Other special payments

The Treasury is required to pay to any resident adult (age 18 by
December 31, 1978) who had not received the full crude oil payment as
a credit or other payment the amount of his remainicg crude oil pay-
ment. Heads of households are entitled to two payments. These in-
dividuals would claim their payment by filing a form with the
Treasury.

Section 2038 of the House bill—Provisions applicable to special
payments generally _

This section provides rules to facilitate the making of the crude oil
payments, including rules for the exchange of information to prevent
double payments and relief from liability for Government officials
where double payments are unavoidably made. The tax credits in
excess of tax liability and the special payments are to be disregarded
in determining eligibility for, or benefits under, Federal or Federally
assisted aid programs.

Section 2039 of the House bill--Refunds of crude oil equalization
taxes for residential, etc., use

Heating oil refund for residences, hospitals, schools, and
churches—Section 6429 of the Code
This section provides for a refund of the crude oil equalization tax
to retailers of heating oil for oil that is used in a residence, hospital,
church or school if the retailer establishes that his price to these con-
sumers has not been increased by the crude oil equalization tax.
Retailers of heating oil are to receive advance payments in order to
alleviate any cash-flow problems from paying higher prices for heating
oil before they receive the refund.
Section 2040 of the House bill—Payments to Puerto Rico and the
possessions of the United States
This section authorizes payments to the governments of Puerto Rico
and the possessions of the energy payments for their residents contin-
gent on these governments submitting an acceptable paln to the Secre-
tary of the Treasury providing for the distribution of these amounts to
their residents in a manner similar to the program applicable to resi-
dents of the United States.
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D. Tax on Business Use of Oil and Gas and Credits

Section 2041 of the House bill—Excise tax on business use of oil
and gas ‘
Imposition of tax—=Section 4991 of the Code
(a) An excise tax is imposed on each taxable use of oil and natural

gas.
(b) The amount of the tax on oil is shown in the following table
(the Tiers are defined in section 4993):

The tax per barrel is—

~ Tier 1 Tier 2 Tier 3
If the taxable use occurs during
calendar year— .

1979 e $0. 30 $0. 30 None
1980 e .60 .60  None
1981 el 1.00 1.00 None
1982 e 1. 00 1.45 None
1983 e 1. 00 2.00 $1. 50
1984___._. e mmecmmecma——ea 1. 00 2. 50 1. 50
1985 or thereafter. . ... ..... 1.00 3.00 1. 50

The tax for 1581 and each year thereafter is adjusted for inflation.

(c¢) The amount of tax per million BTU on Tier 1 and Tier 2 uses
of natural gas is the excess of the applicable natural gas target price
per million BTU over the user acquisition cost per million BT%. These.
terms are defined in section 4994.

The tax on a Tier 3 use of natural gas is not imposed for years
before 1983. For 1983, the rate is $.55 per million BT'U, for 1984, $.65,
for 1985 and thereafter $.75; these rates are adjusted for inflation for
1981 and each year thereafter. The tax on Tier 3 use of natural gas
is subject to a cap described in section 4994.

(d) The inflation adjustment is made by comparing the implicit
price deflator for the gross national product for the preceding calendar
year with the deflator for 1979.

(e) Taxes are to be rounded to the nearest whole cent.

(f) The tax for any calendar year is to be paid by the user.

(g) The tax is due on or before July 1 of the succeeding calendar

year. ,

(h) If the President determines that the imposition of the tax would
have an adverse economic effect, he may submit to the Congress a
plan providing for the suspension of all or part of the tax for up to
one year. This plan would have to describe the considerations which
caused the President to propose the suspension. The suspension would
take place only if neither House of Congress adopts a resolution of
disapproval within 15 days of its submission,
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Tazxable use defined—Section 4992 of the Code

(a) Taxable use of oil or natural gas does not include any exempt
use or the exempt amount. :

(b) Exempt uses include use in residential facilities, use in a vehicle,
aircraft, or vessel or in transportation by pipeline, use on a farm for
farming purposes, use in a facility which is not an integral part of
manufacturing, processing, or mining, and use in the exploration for,
or the development, extraction, or storage of crude oil, natural gas,
or natural gas liquids.

Exempt uses also include exempt process uses; this term does not
include any use in a boiler or in a turbine or other internal combus-
tion engine. It does include the use of oil or natural gas in any manu-
facturing process if there is no substitute fuel which may be used
without materially and adversely affecting the manufacturing process
or the quality of the manufactured goods, and the use of which is
economically and environmentally feasible.

Exempt use also includes use in certain facilities subject to air
pollution regulations. If a facility was in existence or under construe-
tion on April 20, 1977 (or if on this date there was a binding contract
for the construction of a facility), and the use of coal in this facility is
precluded by Federal or State air pollution regulations, then the use
of oil or natural ga sin this facility 1s to be exempt from taxation. The
State law exemption is only available, however, if State regulations
precluding the use were in effect on April 20, 1977, or if the Secretary
determines after consultation with appropriate Federal and State
agencies, that the adoption of the State regulations are necessary to
meet & requirement of Federal law. Regulations of any local agencies
which have jurisdiction under a Federally approved State Implemen-
tation Plan would also be taken into account if these regulations were
in existence on that date or they are necessary to meet a requirement
of Federal law.

(c) The exempt amount for the taxpayer for any calendar year is
the BT'U content of 50,000 barrels of o1l. Persons who are members of
.the same controlled group of corporations and trades or business
(whether or not incorporated) which are under common control are to
be treated as one taxpayer. If the taxpayer owns a plant and there are
other facilities in the same region which are competitive with the
plant which have no users tax liability because of the exempt amount,
and if the tax liability on the taxpayer’s plant would result in a sub-
stantial competitive disadvantage to the taxpayer, then the Secretary
iz to provide an additional exempt amount for this plant to the extent
necessary to alleviate the competitive disadvantage.

Tig:de of tax, downward reclassification—Section 4993 of the

(a) The taxable uses of oil and %a.s are classified by tiers accord-
ing to_their level of tax. Tier 1 applies to process uses in which con-
servation of fuel is feasible. Tier 2 includes any use in a boiler or in &
turbine or other internal combustion engine (not covered in Tier 3). -
Tier 3 applies to electric utilities, any other production of electricity
using generating facilities with a rated capacity of at least 100 mega-
watts and industrial cogenerating facilities.

(b) Uses may be reclassified downward by the Secretary of the
Treasury to a lower tier tax or an exempt use catego;i' on a temporary
or permanent basis. Reclassifications can be made only after consulta-
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tion with appropriate Federal agencies and only if it is determined
that the reclassification is not inconsistent with the goals of conserving
oil and gas or converting to other fuels.

Amount of natural gas taxz—=Section 4994 of the Code
. (a) The natural gas talget.l})rice per million BTU applicable to gas
e __used in any region 1s the BTU equivalency price for this region minus

the taxable use adjustment.
(b) The taxable use adjustment is a number from the following

table (adjusted for inflation beginning in 1981 as specified in section

4991):
The amount The amount
subtracted for subtracted for
Tier 1 is— Tier 2 is—

If taxable use occurs during calendar
year—

1079 e ccemamn $1.35 $1.05
1980, . o .70 .40
1981 e .65 .35
1982 e .55 .25
1983 . e . 50 .20
1984 . . e .45 .15
1985 or thereafter. . . _ ... _._.___ .30 Zero

(c) The Btu equivalency price for any calendar year for any region
is to be based on the average regional price per barrel of all No. 2
grade distillate oil sold in the region during the preceding calendar
year, bur does not include the Section 4991 tax on this oil.

(d) The user acquisition cost per million Btu for any person is the
average cost of natural gas for any use. In the case of natural gas which
is used by gas producers or by any business under common control with
the producer, or which was not acquired in an arm’s-length transac-
tion, the user acquisition cost is not to exceed the maximum lawful
price applicable to a sale by the producer of such natural gas under -
% the law of the United States. User acquisition cost does not include in-

creases in State user taxes after April 20, 1977, but does include a
réasonable allowance for transportation costs, not to exceed the cost
which would be incurred in an arm'’s-length transaction.-

(e) For Tier 1 or Tier 2 gas purchased under an interruptible con-
tract, the applicable tax is to be reduced by 10 percent.

(f) The ’lpier 3 tax is subject to a cap, so that the tax cannot bring
the cost of gas used for Tier 3 purposes above the Btu equivalency
priti:a q{ residual fuel oil, including the section 4991 tax imposed on
such oil. ,

(8) The Secretary of the Treasury, after consultation with the
Secretm?' of Energy, is to divide the United States into appropriate

o ,

regions for purposes of this tax.
Definitions and special rules—Section 4995 of the Code
' Oil means crude oil, refined petroleum products,:and natural gas
liquids, but does not include natural gas and gasoline. Natural gas in-
. % ¢ . ' B
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cludes natural gas, petroleum, or a product of natural gas or petroleum
which has'an API gravity of 110 or more. Neither oilgnor natural gas
is defined to include any substance of a kind not generally marketable
for use as a fuel. )
Section 2051 of the House bill—Credits against tax on business
use of oil and gas
Allowance of credit—=Section 4996 of the Code

(a) A credit is allowed for investments in qualifying alternative
energy property which may be offset directly against the oil and gas
consumption tax liabilit{y. :

(b) The Secretary of the Treasury may prescribe regulations to
carry out the purposes of the credit.

(c) No credit shall be allowed for any calendar year after 1990 ex-
cept to the extent of any carryovers arising from qualifying invest-
ments madc in years prior to 1991 and for expenditures for property
the physical construction, reconstruction or erection of which began
before January 1, 1991.

(d) The credit against the users tax is allowed only where the tax
payer has made an election pursuant to section 4999(a) between the
users tax credit or the energy tax credit.

Amount of credit—=Section 4997

(a) The credit is an amount equal to 100 percent of the qualified

energy investment for the calendar year but cannot exceed the users
tax. .
(b) Qualified energy investment generally is the cost of alternative
energy property, referred to as ‘‘section 4996 property’ placed in
service by the taxpayer during the calendar year together with the
qualified progress expenditures for such property during the year.
The credit is limited to the users tax liability for the calendar year,
but any excess investment may be carried forward and treated as
qualified energy investment fof the following calendar year.

(c) The credit for any calendar year is limited to the users tax for
that year. The users tax for 1979 and for 1980 (including any tax car-
ried forward from 1979) in excess of the qualified energy investment
for each such year may be carried forward and treated as a users tax
imposed in the following year. Where any credit is allowed in 1980
or 1981 solely as a result of the tax carryover from the previous year,
the credit so allowed shall be treated as an overpayment.

(d) Where the qualified energy investment is financed by the pro-
ceeds of any industrial development bond, the interest on which is
tax exempt by reason of section 103, only 50 percent of the investment
is to be taken into account in determining the amount of the credit
against the users tax.

Section 4996 property—Section 4998 of the Code

(n) The credit is allowable for investments in alternative energy
property facilitating the use of fuels other than oil and gas, provided
that the property 1s (1) new; (2) is used in the taxpayer’s trade or
business; (3) is eligible for depreciation (or amortization); (4) has
a useful life of 3 years or more; and (5) is not used predominantly
outside the United States.

(b) Alternative energy property is defined to include certain boilers;
burners; advanced technology equipment for nuclear, hydroelectric,
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or geothermal power; gasification eqlt;ipment; pollution control equip-
ment; handling equipment for fuels other than oil and gas; and
Flans and designs for such equipment. A partial credit may be claimed
or certain boilers which reduce their oil and gas use to at least 25
percent but not more than 50 percent of their total fuel.

Special rules—Section 4999 of the Code
(a) The election to take the credit must be made on the taxpayer’s

income tax return for his first taxa.bhiaﬁyear,ending after December 31,
e

1978 in which the taxpayer has qualified energy investment. Once an
election is made, it applies to all taxable years. It may be revoked only
with the consent of the Secretary or his delegate. The election shall be
effective for all qualified energy investment made by the taxpayer.

Where the taxpayer has made an election to take the credit against
the users tax with respect to any qualifying ene:'g{ investment, no
energy investment credit against the income tax be allowed, and
the regular investment credit would be allowed only to the extent that
current year’s investment exceeds the tax for the year, and only if,
the taxpayer elects to forego any carryover of the excess investment
against the users tax which may be imposed in a later year. A regu-
lated public utility has until its first taxable year ending after Decem-
ber 31, 1982 in which it has qualifying energy investment to make
the election.

(b) For purposes of these rules, the taxpayers under common con-
trol include all members of the same controlled group of corporations
as that term is defined in section 1563 of the Code, but with a 50-
percent control test (instead of 80 percent), together with other
entities, whether or not incorporated, which are under common con-
trol. The Secretary shall prescribe rules consistent with the principles
of section 1563 in applying the control test.

(c) Rules similar to the rules of the regular investment credit are
provided for recapturing the credit where qualifying property is
disposed of or ceases to be qualifying property within 7 years from the
time the property is placed in service by the taxpayer. -

(d) In the case of a regulated public utility (as defined in section
7701(a)(33) of the Code) whose principal activity is the sale of elec-
tricity, a credit shall be allowed for a boiler only to the extent that a
boiler, which was in existence on April 20, 1977, and used oil or natural
gas as its primary fuel on that date, is replaced or phased down. A

oiler shall be treated as phased down only where the boiler was used
more than 1500 hours in 1976 and will not be used more than 1500
hours in any year following the year in which the new boiler is placed
in service (or after 1983 where the new boiler was placed in service
before 1983).

Utilities may treat qualified progress expenditures as qualifying
investment for any calendar year where the utility certifies to the
Secretary or his delegate that the eventual replacement or phase-down
of the old boiler will occur in the year following the year in which the
new boiler is placed in service, provided the new boiler is to be placed
in service within 3 years after the end of the first year for which the
certification is effective. '

Further, the bill provides that where a taxpayer has treated a new
boiler as qualifying investment and subsequently the phased down

" boiler is used more than 1500 hours but not more than 2000 hours, the

taxpayer’s users tax on the oil or gas used in the additional hours shall
26
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be double the normal users tax. In the case of oil, the tax would be $3
per barrel ($1.50 regular tax and $1.50 additional tax). The additional
tax would not be eligible for the rebate and could not be reduced by
reason of the 50,000 barrel exempt amount (discussed above in connec-
tion with the tax.) If the phased-down boiler is used more than
2000 hours, the new boiler is to be treated as having been disposed of
in the year in which that excess use occurs and the normal disposition
rules will apply. :

(e) No income tax deduction is available for the amount of the tax
offset by the credit.
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E. Business Energy Tax Credit; Investment Credit and
' Depreciation Changes .

Section 2061 of the House bill—Changes in business investmeni
credit and depreciation rules
a. Business energy investment credit-(secs. 2061(a) and 2061(c))

A special 10-percent investment credit against income tax liability
is provided to business and industry (including agriculture) for in-
vestments in certain types of energy-related property made after
April 19, 1977 and before January 1, 1983,

This 10-percent business energy investment credit is in addition to
the regular investment credit, which is presently also at a rate of 10
percent but which is scheduled to decline after 1980 to 7 percent gen-
erally, 4 percent for utilities. The business energy credit is available
only where qualifying ;l?lro erty is used in connection with a building
or structure located in the United States. The property must have been
completed or acquired by the taxpayer after April 19, 1977 and before
January 1, 1983, and the credit generally applies to the costs incurred
during this period. In order to qualify the property must also be new
property subject to depreciation and which has a useful life of 3 years
or more.

Definitions of energy property

Qualifying energy property is defined to include alternative energy
property, that is, the same group of equipment which is eligible for
the business oil and natural gas use tax credit. A taxpayer may elect
either the use tax credit or business energy tax credit for alternative en-
ergy property. If a taxpayer elects the use tax credit, he may claim the
regular investment credit against that part of his investment in alter-
native energy property which is not offset by the use tax credit. If the
taxpayer elects the energy investment credit for alternative ener%y
property, that credit and the energy investment tax credit may be
used against all the taxpayer's income tax liability. The same rules
agply to_the replacement or phase-down of an electric utility boiler
that apply for purposes of the use tax credit.

Eligible energy property also includes property which allows a tax-
payer to make more efficient use of his available energy resources by
cogeneratin , that is both to generate electricit{ and to provide some
other useful form of energy, such as steam, by adding equipment
to expand or to create cogenerating capacity in an existing facility,
Equipment which uses solar, geothermal and wind energy is made efir-
gible for the credit, as is & variety of industrial heat recovery equip-
ment to recapture and use otherwise wasted heat and gas. The other
categories of eligible property are equipment used exclusively to
recycle solid waste and equipment which enables a facility to reduce
consumption of oil or natural gas as a fuel or feedstock by at least 25
percent by also using coal, waste, or some other material.

Except for alternative energy property and recycling equipment,
the business energy credit generally will apply only to energy property
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used in connection with a building (or industrial process, where ap-
plicable) in existence on April 20, 1977. All categories of energy prop-
erty other than alternative energy property must also satisfy perg)rm-
ance and quality standards set by the Secretary of the Treasury.

The rate of the energy investment credit will ge reduced to 5 percent
where any qualifying property is acguired with the proceeds of a tax-"~
exempt industrial development bond.

b. Investment credit for business insylation (sec. 2061 (b))

Business insulation will be treated a5 qualifying property under
the regular investment credit (presently 10 percent; 7 percent after
1980) for the period from April 20, 1977 through December 31, 1982.
For this purpose, insulation means property which meets standards
for reducing heat loss or gain set by the Secretary of the Treasury,
including structural insulation, insulating glass, and storm doors and
windows.

In order to qualify, the insulation must be used in a building or
facility placed in service before April 20, 1977. In addition, it must be
new property which has an estimated useful life of at least 3 years.
The credit 1s reduced for insulation with.a useful life of less than
7 years.
' ¢. Limitations on investment credit and deprectation for certain

property (sec. 2061(d) and (e))

Under this provision, the regular investment credit is denied for
portable air conditioners and heaters, which tend to use energy in-

reciation
(under accelerated methods and shortened useful lives) are also denied
for new oil and gas boilers and other combustors placed in service after
June 20, 1977, in those cases where the taxpayer is not prevented by
State or Federal air pollution regulations from burning coal as a fuel
and where this use of oil or natural gas is not an exempt use for pur-
poses of the oil and natural gas use tax. -

d. Rapid depreciation for retired or replaced oil and natural
gas combustors (sec. 2061(f))

Under this provision, where a taxpayer expects to retire or replace
an existing oil or gas boiler or other combustor before the end of its
useful life, the taxpayer’s unrecovered costs for this combustor may be
depreciated over this shortened geriod. In order to qualify for this
provision, the taxpayer must establish to the satisfaction of the Secre-
tary of the Treasury that this early retirement will in fact occur. If
the early retirement does not occur by the expected date, the taxpayer
'is required to repay, with interest, any tax benefit it realized through
increased depreciation deductions under this provision.
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F. Certain Deductions for Oil and Gas Wells and Geothermal
Expenses

Section 2071 of the House bill—Intangible drilling costs for oil
and -gas wells o

Section 2071 of the House bill extends for all future years the
minimum tax provision (essentially, a 15-percent tax imposed on
specified items of tax preference) on intangible drilling costs cur-
rently applicable for 1977. As a result, intangible drilling cost deduc-
tions for oil and gas wells (i.e., generally expenditures made by the
owner of an operating interest in an oil or gas well for wages, fuel,
repairs, hauling, supplies, etc. incurred in preparing a drill site, drill-
ing and cleaning a well, and constructing assets which are necessary
in drilling the well and preparing it for production, such as derricks,
pipelines and tanks) would be included in the minimum tax base of
individuals only to the extent that those costs, over the amount of
those costs amortizable on the basis of a 10-year life, exceed the tax-
payer’s income from oil and gas properties. The amount of any excess

- intangible drilling costs would constitute a tax preference item and be

subject to the minimum tax.

Section 2072 of the House bill—Intangible drilling costs for geo-
thermal resources .

a. Deduction of costs -

Section 2072(a) of the House bill provides taxpayers with the op-
_tion to deduct currently, rather than to capitalize, intangible drilling
and development costs related to the exploration for, and the develop-
ment of, geothermal resources to the same extent and in the same .
manner as those expenses are deductible in the case of oil and gas
wells. Geothermal deposits are defined by the bill to mean geothermal
reservoirs consisting of natural heat which is stored in rocks or in an

aqueous liquid or vapor (whether or not under pressure).

b. Application of minimum taz .
Section 2072(b% of the bill provides that the excess of the intangible
drilling and development costs over the amount of those costs which
would have been amortizable on the basis of a 10-year life and which
further exceeds the taxpayer’s income from the production of geo-
thermal resources constitutes a tax preference for purposes of the
minimum tax. Income from geothermal properties would have to be
computed separately from the calculation of income from oil and gas
properties. In general, the effect of this n?rc)vision would be to apply
the minimum tax to these deductions only with respect to investors
who are not engaged actively in geothermal energy production.
c. Gain on sale or other dispogition of geothermal property
Section 2072(c) of the bill provides that gain realized on the dis-
position of geothermal properties is subject to recapture (i.e., treated
(80)
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as ordinary income rather than capital gain) to the extent the gain
does not exceed the amount by which the intangible drilling cost
deductions exceed the amount of those deductions which would have
been allowable had the costs been capitalized and deducted through
cost depletion. Current law applies this rule to gain realized on the
disposition of oil and gas properties. - . oo
d. Deduction of losses .

. Section 2072(d) of the bill provides that the amount of any loss
(otherwise allowable for the year) which ma{ be deducted in connec-
tion with exploring for, or exploiting, geothermal resources cannot
exceed the aggregate amount with respect to which the taxpayer is at
risk at the close of the taxable year (1.e., generally the amount of an
otherwise allowable loss for the year cannot exceed the taxpayer’s
basis reduced by any nonrecourse borrowing to which thé property is
subject), as determined under existing law %sec. 465 of the Code).

Section 2073 of the House bill—Percentage depletion for geo-
thermal resources

Section 2073 of the House bill provides a 10-percent allowance for
percentage depletion for all geothermal resources, regardless of whether
the resource would qualify for depletion under present law or whether
the resource in fact is renewable. However, the amount of allowable
depletion with respect to any property in any year may not exceed the
taxpayer’s adjusted cost basis in that property. Thus, once the tax-
payer has recovered the cost of the property, through any combination
of deductions or basis adjustments, no depletion deductions would be
allowable. o .
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G. Other Provisions

1. Section 2074 of the House bill—Excise tax on rerefined lubri-
cating oil -

Section 2074 of the House bill exempts the sale of new lubricating
oil from the 6-cents-per-gallon manufacturer’s excise tax where the
lubricating oil is sold for use in mixing with previously used or
waste lubricating oil which has been cleaned renovated, or refined.
For the exemption to apply, the blend of oil and new oil must consist
of 25 percent or more of waste or refined oil. All of the new oil in a
mixture is to be exempt from the excise tax if the blend contains 55
percent or less new oil. If the mixture contains more than 55 percent
new oil, the excise tax exemption applies only with regard to the por-
tion of the new oil that does not exceed 55 percent of the mixture.

2. Section 2075 of the House bill—Annual report on energy and
revenue effects of the energy tax provisions

The House bill requires the President to submit an annual report
to the Congress every August after 1977. The report is to provide
estimates of the amount of revenue increases or decreases resulting -
from each of the provisions of this bill and an evaluation of the
extent to which eacg of the provisions has resulted in increased energy
conservation and production. The bill also requires that the President
provide such other information as he determines is relevant for an
evaluation of the energy tax provisions of the bill.

3. Section 2081 of the House bill—Congressional procedures for
either House veto of suspensions with respect to certain
energy excise taxes

This section of the House bill provides procedures for either a

House or Senate veto of a Presidential suspension of the crude oil

and natural gas liquids equalization taxes or the tax on business

use of oil and natural gas. ‘
(32)
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ITII. ESTIMATED BUDGET EFFECTS AND ENERGY
SAVINGS OF TITLE II OF H.R. 8444

A. Budget Effects of Energy Tax Provisions

Table 1 summarizes the estimated budget effects of title II of H.R.
8444, as passed by the House, for fiscal years 1978 through 1985 it also
shows the cumulative budget effect through 1985 by part of the
energy tax provisions in title IT of the House bill, -

By the end of fiscal year 1985, the net revenues raised under the
bill’s energy tax provisions are estimated at $52.9 billion. The major
revenue raising provisions during this period are in part II of title II
(Transportation Tax Provisions) and part III (Crude Oil Equaliza-
tion and Natural Gas Liquids Taxes), which are expected to yield
$29.5 billion and $26.6 billion, respectively. In addition, the excise
tax on business use of oil and natural gas is expected to yield $2.9
billion after the rebate allowed to encourage conversion from oil and
gas to coal. The major revenue losing provisions of title 1I, totaling
$6.1 billion for fiscal years 1978-85, are in part 1 (Residential Energy
Tax Credit), part VIy (Changes in Business Investment Credit), and
part VII (Miscellaneous Provisions).

The overall net budget effect of title IT of H.R. 8444 on fiscal year
receipts if $1.0 billion decrease in 1978, and increases of $3.1 billion in
1979, $12.5 billion in 1980, $15.1 billion in 1981, $7.3 billion in 1982,
$4.6 billion in 1983, $5.5 billion in 1984 and $5.8 billion in 1985.

Table 2 shows the budget effects of the energy tex provisions in
greater detail and classifies them by section or by major provision.

Table 3 shows the relationship of the gross crude oil and natural
gas liquids equalization tax to the amount available for credits and

ayments. )
P able 4 shows the relationship of the gross excise tax on industrial
use of oil and natural gas to its net effect on budget receipts.

Table 5 shows the revenue impact of the business energy conserva-
tion, conversion and advanced technology tax credits by type of credit.

(38)



Table 1.—Summary of Estimated Budget Effects of Title II of H.R. 8444, as Passed by the House, by Part, Fiscal Years

1978-85
{In millions of dollars]
Total,
1978
1978 1979 1980 1981 1982 1983 1984 1985 1985
Part:
I.___ Residential energy tax credits... —387 —520 —553 —589 —633 —687 —748 —710 —4,827
II_.._ Transportation tax provisions. .. 87 859 4,239 4,426 4,647 4,853 5,073 5,304 29,488
HI.._ Crude oil equalization and nat- ,
ural gas liquids taxes *________ —347 3,106 8,638 11,557 3,633 _______.______________ 26, 586
IV, V. Excise tax on business use of oil
and natural éas after business
income tax offset and rebate__._______ —25 398 88 164 592 813 878 2,908
VI___ Changes in business investment .
: credit._ .. _________________ —316 —247 —211 —321 —455 —g7 464 502 —681
VII._ Miscellaneous provisions.._____. -9 —46 —58 —68 —73 —81 —102 —133 —570
Total, allparts___________ —972 3,126 12,453 15,093 7,283 4,580 5,500 5,841 52,904

"1 The amounts shown for fiscal years 1978 and 1979 are net of business income tax offset and ref unds and after per taxpayer rebates
and special payments to rebate the tax collected from 1978 calendar year liability to the general public.
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Table '2.—~—Esﬁgnated Budget Effects of Title II of H.R. 8444, as Passed by the House, by Part and Provision, Fiscal

Years 1978-85
[In millions of dollars]
) Total
Part and section 1978 1979 1980 1981 1982 1983 1984 1985 1978-85
Part I. Residential energy tax credits:
Sec. 2011:
Credit for insulation and other .
energir-conserving components... —361 —466 —491 —518 —546 —576 —608 —541 —4,107
Credit for solar and wind energy
- expenditures____._________ T _ —26 —54 —62 —71 —87 —111 —140 —169 —-720
= Total, Part I.________________ —387 —520 —553 —589 —g33 —687 —748 —710 —4,827

Part I1. Transportation tax DProvisions:
Sec. 2021-22: Gas ertax...____.________ 100 100 100 135 150 160 170 915
Sec. 2023: Repeal of deduction for State :

and local tax on gasoline____________ 115 780 859 944 1,039 1,143 1,257 1,383 7, 520
Sec. 2024: Extension of existing tax

rate on gasoline and other motor fuels

______________ 3,302 3,404 3,496 3,585 3,677 3,772 21, 236
Sec. 2025: Amendment of motorboat
fuel provisions___._________________ 1 4 4 4 4 4 4 4 29
Sec. 2026: Repeal of excise tax on buses. —13 —9 -9 —9 -9 —9 —9 -9 ~76
Sec. 2027: Repeal of excise tax on bus
parts .. —3 -3 -3 -3 -3 -3 -3 -3 —24

8ee footnotes at end of table.
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Table 2.—Estimated Budget Effects of Title II of H.R. 8444, as Passed by the House,

Years 1978-85—Continued

{In millions of dollars)

by Par(t and Provision, Fiscal

Total
Part and section 1978 1979 1980  198F 1982 1983 1984 1985 1978285
Part II.—Continued !
Sec. 2028: Removal of excise tax on
certain items used in connection with
buses...__ .. ________ -3 —-13 -13 —-13 -—-13 —-13 —13 —13 —104
Sec. 2029: Credit for qualified electric
motor vehicles.____________________ ™ * —1 —1 -2 -4 ... —8
o Total, Part II....‘j _________________ 87 859 4,239 4,426 4,647 4,853 5,073 5,304 29,488
=3 :
Part IIl. Crude oil equalization and !
. natural gasliquids tax after rebate'*._. —347 3,105 8,638 11,557 3,633 _____ ' __ ____ 26, 586
Parts IV, V. Excise tax on business use
of oil and natural gas after income
offset and rebate: ‘
Industrial ®___ . _______________ . —25 398 88 164 592 715 - 784 2,716
Utilities - T 98 04 192
Total, Parts IV, V_________________________ -25 398 88 164 592 813 878 2,908

Part VI. Changes in business invest-
ment credit to encourage conserva-
tion of or conversion from oil and

gas or lo encourage new energy
technology:

861



£ -
; Alternative conservation and new ‘
v - technology credits*__ ______~_______ —409 —415 —516 —673 —789 —491 ___.__________ —3,293
- Investment credit disallowed on prop- | )~
oW ertly financed with credits:
' ndustrial ___ L __.____ 57 184 238 231 261 298 345 1,614
U tlteS - - - o 3¢ 73 69 176
Investment credit denied, and depre-
_ciation limited to straight-line on oil
or gas burning equipment, and air-
... conditioning and space heaters______ 93 111 121 114 103 ° 99 93 88 822
Total, Part VI___________________ —316 —247 —211 —321 —455 —97 464 502 —681
Part VII. Miscellaneous provisions:
., . Sec.: 2071. Treatment of intangible
w0 drilling costs for purposes of mini-
~ mum $8X. ..ol —32 —37 —42 —48 —56 —65 —74 —354
Sec. 2072. Option to deduct intangible
illing costs on geothermal deposits.. —5 —10 —17 —21 —20 —20 —32 —54 —-179
Sec. 2073. 10-percent depletion i case
of geothermal deposits_________._____ —1 —~1 —1 —2 —2 —2 —2 —2 —13
Sec. 2074. Rerefined lubricating oil..____ -3 —3 —3 —3 —3 -3 -3 -3 —24
.Total, Part VIX_ ___________________ -9 —46 —-58 —68 —73 —81 —102 —133 —570

Total, Parts I-VII_________________. —972 3,126 12,453 15,093 7,283 4,580 5,500 5,841 52,904

1'The amounts shown are net of business income tax offset and 2 For additional detail see table 3.
refunds and after per taxpayer credits and special payments to

1 For additional detail see table 4.
rebate the tax collected from 1978 calendar year liability to the ¢ For additional detail see table 5.
general public.

*Less than $500,000.
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Table B'3.("I—Crude Oil and Natural Gas Liquids Equalization Tax Under Title II of HR. 444, as Passed by the House:

ationship of Gross Tax to the Amounts Available for Credits and Paymen

Fiscal Years, 1978-82

{In milliona of dollars]
' Total
1978 . .1979 .1980 1981 1982. 1978-82
Gross crude oil equalization tex collections_ _______ flecmees 1,807 6,349 11,294 14,596 4,802 38,938
Reduction in income tax liabilities of business resulting from
less than full passthr;:ifh of tax to prices.___._____________ ~305 —971.—1,720 —1,944 —900 —5, 840
Refund for oil used to produce natural gas liquids at refineries_._.  —29 —97 —168 —211 —68 —573
¢ Refund for oil used to heat: T ’ - o : .
Homes . . i —82 —476 —688 —793 —181 —2,220
+ Hospitals, schools and churches.._____________ . _____~ —9 —54_ —80 —91 —20 —254
Estimated per taxpayer credits.._______._ _________________ —~1,819 —~780 ... ______________.____ -2, 599
Net effect on budget receipts________________________ —347 3,971 8,638 11,557 3,633 ..27,452
Special ﬁgments to refund tax collected from 1978 liabilities A
to qualified recipients___________ e e e —866 ... el ___._ —866
Amount available for return to general public in future years - . S : AEEE IR
from equalization tax liability mcuneg after 1978_________. —347 3,105 8,638 11,557 3,633 26, 586
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Table ft.-—Excisé on Tax aniness Use! of Oil and Natural Gas Under Title II of H.R. 8444, as Passed by the House:

Relationship of Gross Tax to Net Effect on Budget Receipts, Fiscal Years. 1979-85 ’
{In millions of dollars]

Total,

1979 1980 1981 1982 1983 1984 1985 1979-85

Gross tax before rebate for quali-
& _fiedinvestment________________
Rebate for qualified investment_____________ —1,298 —2,686 —3,421 —3,990 —4,780 —5,714 —21, 889
uction in income tax liabilities . .
of businesses resulting from less ‘ ‘ ' ‘
than full passthrough of tax to :
Pprices

m------c- L34 2,796 3,642 4,678 5,605 6,638 25,003

...... —25 398 88 164 592 715 784 2,716
» 1MherMuﬁKty. oot
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Table 5.—Business Energy Conservation, and Advanced Technology Tax Credits Under Title II of H.R. 8444, as
Passed by the House, Fiscal Years 1978-85

{In millions of dollars]

’ ) - o Total,
Credit provision 1978 1979 1980 1981 1982 1983 1984 1985  1978-85

Credit for nonrebate alternative (

en property.._____._.______ —23 —21 —32 - 50 —58 —34
Credit

________________ —218
or cogeneration pro .. —28 —41 —80 —127 —159 =9l . —526
Credit for advanced tecm

&  property (solar, geothermal, and ' - ) .

wind-related equipment) !_______ —15 —19 —26 —42 —58 =37 .. —197
Credit for speci:ﬁy defined energy = - ’ oo B :

property (primarily heat recov- . L L

ery ec}uiegment ; also' includes ]

mixed fuel burning equipment) '. —224 —218 —250 —306 —350 —225 .. -1, 573
Credit for recycling equipment___. —29 —28 —-30 . —34 . —37 .. .—21 .. .. T —179
Credit for business insulation prop- AP

OTty . -9 -8 —98 —114 —127 —83 ________________ —600

Total _______ . =409 —415 —516 —673 =989 —491 ._________ —3,293

1 Only if applied to or within a structure in existence before April 20, 1977.
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B. Energy Savings Estimates of Energy Tax Provisions

Table 1 displays the estimated energy savings of oil and gas under
the tax provisions of the House bill. The table entries refer to savings
of oil and gas in thousands of barrels of oil in 1985. Overall, the tax
provisions of the House bill will reduce the use of oil and gas by the
equivalent of from 1.7 to 2.5 million barrels per day in 1985. The
residential insulation and solar tax credit will reduce oil and gas con-
sumption by the equivalent of from 270,000 to 333,000 barrels of oil

er day-in 1985. The transportation provisions will save the equiva-
ent of from 173,000 to 255,000 barrels of oil per day in 1985. 1t is
estimated that the erude oil equalization tax will save the equivalent
of from 430,000 to 650,000 barrels of oil per day in 1985. The business
use tax and energy investment tax credits are estimated to save the
equivalent.of from 830,000 to 1,250,000 barrels of oil per duy. Also,
it is estimated that the incentives for geothermal energy will result in
savings of the equivalent of from 6,000 to 11,000 barrels of oil per
day in 1985. )
(41)



i

144

)

Table 1 —-Estimated Energy Saving of Major Tax Provisions of

Energy Bill (Title II of

R. 8444) in 1985

[Range of savings in equivalent of 1,000 barrels of oil per day]

Provision House bill

Residential insulation and solar tax v’credits:
Insulation. ... . ..._.... 245— 295
Solar_ . o 26— 36
Subtotal ........................... 270— 330

Trans rtatxon tax provisions:

83 guzzler tax. .. ... ... ... 140— 210
Extension of existing gas tax....__.__.__. 35— 45
Subtotal . - . . 176— 255
Crudse oil equalization tax._ ... ... _..__._. 430— 650

Busmess use tax and energy investment tax
................................. 830—1, 250
Other (geothermal) ........................ 6— 11
Total (range) . ... ... 1, 711—2, 496




