
Alcohol Fuels/Biomass/Urban Waste 

Agency: Department of 
Energy 

Funding 
CARTER BUDGET: 

Budget Authority 
Outlays 

PROGRAM CHANGES 
Budget Authority 
Outlays 

REAGAN BUDGET: 
Budget Authority 
Outlays 

Functional 
Code: 276 

Budget Reform 
Criterion: 7 

($ in millions) 
1981 1982 1983 1984 1985 1986 

0 0 0 0 0 0 
107 28 13 15 15 15 

-741 0 0 0 0 0 
-103 -28 -13 -15 -15 - 15 

-741 0 0 0 0 0 
4 0 0 0 0 0 

Agency: Department of 
Agriculture 

Funding 
CARTER BUDGET: 

Budget Authority 
Outlays 

PROGRAM CHANGES 
Budget Authority 
Outlays 

REAGAN BUDGET: 
Budget Authority 
Outlays 

Functional 
Code: 271 

1981 

525 
56 

-505 
-46 

20 
10 

1982 

104 

-94 

10 

($ in millions) 

Budget Reform 
Criterion: 4 

1983 1984 1985 1986 

Program Description 
This program provides financial incentives for alcohol fuels, biomass and energy from municipal waste 
projects through feasibility studies, cooperative agreements, direct loans and loan guarantees. Budget 
authority of $1.27 billion was appropriated in 1980 to cover both DOE and USDA programs on a 
multi-year basis, with $745 million allocated to DOE and $525 million allocated to USDA. 

Proposed Changes 

Terminate the program. Rescind $1246 million in budget authority used by DOE ($741 million) and 
USDA ($505 million). 

Rationale 

These financial incentive programs would be terminated as a result of applying sound criteria to 
economic subsidy programs. Additional direct government spending programs are not needed in light 
of the other incentives for alcohol fuels, biomass and urban waste. 

• Gasohol (a mixture of 10% alcohol and 90% unleaded gasoline) currently receives a subsidy 
as a result of being exempt from the 4 cent per gallon federal excise tax. This subsidy 
amounts to $16.80 per barrel of alcohol and reduces the cost of gasohol to the point where it 
is competitive with gasoline. In addition, approximately 30 states provide tax credits for 
gasohol ranging from 2 to 10 cents per gallon. The federal excise tax exemption will result in 
estimated tax expenditure of approximately $200 million for gasohol production in 1982, and 
could total over $2 billion over the next five years. 

• Capital investment in alcohol fuels, biomass and urban waste projects are made even more 
attractive because certain types of plant and equipment are eligible for an investment tax 
credit of 20%. In 1982, these costs will result in tax expenditures of over $200 million. 

In addition, the President's economic recovery program includes new initiatives which will provide 
further incentives for alcohol fuels, biomass and municipal waste. 
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• The removal of price control from domestic crude oil will restore market forces in the energy 
field and make these alternative energy sources more competitive with petroleum. 

• The President's tax proposals, including the income tax reductions and the accelerated 
depreciation proposal, when coupled with the Federal spending and credit reductions, will 
result in a significant increase in the amount of capital formation in the private sector for all 
types of investment projects. This should increase capital availability for alcohol fuels, 
biomass and urban waste projects without the need for government intervention through loan 
guarantees and other financial incentives. Also, unlike other forms of alternative fuels, 
alcohol fuels, biomass and urban waste projects are a less risky investment because the 
technology is proven and the economic feasibility can be estimated relatively accurately. 

These incentives will ensure that alcohol fuels, biomass and energy from municipal waste will be able 
to compete effectively with conventional energy alternatives without the need for additional 
government sudsidies through loan guarantees, feasibility studies and cooperative agreements. 

Key Facts About the Program 

TAX EXPENDITURES FOR ALCOHOL FUELS, BIOMASS AND URBAN WASTE 

(S in millions) 
1981 1982 1983 1984 1985 1986 

Excise Tax exemption 121 189 299 478 562 626 
Production Tax Credits 13 35 54 68 80 90 
Investment Tax Credit 158 207 225 354 423 276 

TOTAL 292 431 628 900 1065 992 

PLANNED ALCOHOL FUELS PRODUCTION 

Results of National Alcohol Fuels Commission (NAFC) Survey 
• 340 plants are planned, which would result in production of 4.5 billion gallons of ethanol per 

year. 

• The Commission's forcast estimates 1983 capacity of 850 million gallons per year, slightly 
lower than the 1982 goal of 920 million gallons in the Energy Security Act. 

• The 1985 forecast ranges from 1.4 to 2.1 billion gallons per year, depending on oil prices, 
corn prices, capital availability and limits on construction and equipment capability. 
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Department of Energy Administration/Overhead 

Agency: Department of 
Energy 

Funding 
CARTER BUDGET: 

Budget Authority 
Outlays 

REESTIMATES & ADJUSTMENTS: 
Budget Authority 
Outlays 

PROGRAM CHANGES: 
Budget Authority 
Outlays 

REAGAN BUDGET: 
Budget Authority 
Outlays 

Functional Budget Reform 
Code: 276 Criterion: 7 

(S in millions) 
1981 1982 1983 1984 1985 1986 

303 402 387 397 409 412 
294 370 355 392 404 415 

-20 -129 -118 -127 -139 -142 
-2 -107 -86 -122 -134 -145 

283 273 269 270 270 270 
292 263 269 270 270 270 

Program Description 
Most funding for Departmental Administration (indicated in millions of dollars) is for overhead 
functions (personnel, accounting, etc. totaling $326) but also included are department-wide 
crosscutting activities such as policy analysis ($29); international affairs ($12); outreach (e.g., 
intergovernmental, consumer affairs) programs ($46); facilities planning and in-house energy 
conservation ($90) and miscellaneous activities (e.g., inventory changes, reimbursements) including 
revenues (-$100). 

Proposed Changes 

1982 funding would be decreased by a total of $129 million (32 percent). Specific decreases (in 
millions) are: management and support (-$44); policy analysis (-$11); international (-$7); 
intergovernmental and consumer programs (-$14); facilities planning and in-house conservation (-$41) 
and miscellaneous activities (-$12). 

Rationale 

Decreases reflect President Reagan's effort to impose fiscal restraint on programs of national interest 
and, especially, to cut Government overhead costs. 

• Overhead function workload is keyed, with some time lag, to direct program workload in the 
Department and may be reduced in accordance with direct program cuts. 

• There is now less need for policy, international and outreach activities since market forces 
will be playing a larger role in resolving energy issues and guiding energy consumer and 
producer decisions. 

• In-house conservation and miscellaneous activities are decreased to reflect only the highest 
priority projects and activities. 

Key Facts About the Program 

GENERAL MANAGEMENT AND SUPPORT 

Support sendees are reduced, and staff decreased by 490. full-time positions. 

POLICY ANALYSIS 

A decisive Reagan energy policy based upon a limited Government role permits a 40 percent 
reduction in funding for energy policy studies. 
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INTERNATIONAL AFFAIRS 

The energy planning program for other countries is eliminated since they can obtain consulting 
expertise without U.S. Government assistance. Staff is substantially reduced to eliminate duplication 
with State Department and CIA. 

OUTREACH PROGRAMS 

Public Affairs is limited to communicating broad, general DOE policy and program information to the 
media and the public; more specialized education/information activities are reduced or eliminated. 
Intergovernmental Affairs will focus solely on necessary coordination with other levels of government; 
most direct financial aid to State and local groups is eliminated. Consumer Affairs is limited to 
advising the Secretary on the impacts of DOE policies and programs on consumers and ensuring 
public participation; special education and training programs are eliminated. 
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Energy Conservation Programs 

Agency: Department of 
Energy 

Funding 
CARTER BUDGET: 

Budget Authority 
Outlays 

REESTIMATES & ADJUSTMENTS: 
Budget Authority 
Outlays 

PROGRAM CHANGES17: 

Functional 
Code: 272 

Budget Reform 
Criterion: 4 

(S in millions) 
1981 1982 1983 1984 1985 1986 

753 872 813 635 579 576 
705 931 959 810 638 576 

Budget Authority -207 -677 -631 -461 -408 -407 
Outlays -42 -442 -645 -623 -467 -407 

REAGAN BUDGET: 
Budget Authority 546 195 182 174 171 169 
Outlays 663 489 314 187 171 169 

17 The Carter budget already included some savings for energy conservation reflected in a proposed 1981 rescission with outlay 
impacts in 1981 through 1983. Total savings expected are as follows: 

1981 1982 1983 1984 1985 1986 
Budget Authority -254 -677 -631 -461 -408 -407 
Outlays -60 -460 -657 -623 -467 -407 

Program Description 
The Department of Energy conducts energy conservation programs in three areas: 

• Technology development, including both near-term, product-specific, as well as long-term, 
generic research and development. 

• Standards, technical assistance and information, including standards for buildings and 
appliances, mandatory, utility-delivered residential/commercial conservation services, and the 
Federal Government's own energy management efforts. 

• Financial assistance, including grants for low-income weatherization, for schools and 
hospitals conservation measures and for state energy conservation and emergency planning 
and management. 

Proposed Change 

For technology development, support only long-term, generic and high risk, but potentially 
high-payoff, research. Withdraw support from projects where commercial viability can be tested by 
the private sector alone, including energy from urban waste, consumer products, advanced automotive 
engine design, demonstration of electric and hydbrid vehicles, and industrial processes. 

For standards, technical assistance and information, eliminate funding for development and 
implementation of building and appliance standards and for the residential/commercial conservation 
services program. Reduce funding for various technical assistance, public service information and 
Federal energy management programs also. 

For financial assistance, eliminate grants for State energy conservation and energy emergency planning 
and management, but retain grants for schools and hospitals conservation measures. Eliminate funding 
for DOE's low-income home weatherization assistance program and fold it into the community 
development support assistance program in the Department of Housing and Urban Development 

No change is proposed for the energy conservation tax credit, which is expected to provide at least 
$739 million in support of private sector conservation during 1981 and $799 million during 1982. 
Reductions in Department of Energy conservation activities thus represent a decrease of less than 26 
percent in total Federal support for energy conservation in 1982. 
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Rationale 
This proposal is part of the Administration's effort to apply sound economic criteria to subsidy 
programs. Motivated by rising energy costs and substantial Federal tax credits, individuals, businesses 
and other institutions are undertaking major conservation efforts. Decontrol of oil prices and 
continuation of tax credits can be expected to accelerate these efforts. Some Federal conservation 
programs, therefore, are no longer necessary, while others may impede private initiative by imposing 
too great a regulatory burden on the public. More specifically: 

• Technology development reductions are appropriate because rising energy prices will increase 
demand for energy-efficient products and thus stimulate private sector development of 
near-term, product-specific technologies. 

• Standards, technical assistance and information reductions are warranted because, with rising 
energy prices, -consumers are demanding and manufacturers are producing more 
energy-efficient products and buildings without mandatory Federal standards. These trends 
also obviate the need for much Federally supported technical assistance and public service 
information. Similarly, where conservation is an economic alternative to new generating 
capacity, utilities are developing their own conservation programs. 

• Reductions in financial assistance are called for because State energy conservation planning 
and management grants do not merit Federal support, given the widespread public awareness 
of energy conservation benefits and the high level of private investment in energy 
conservation. 
The schools and hospitals grant program, however, yields measurable benefits that would not 
otherwise occur, because of the difficulty localities have in obtaining front-end financing for 
new public facilities. Further, these grants have proved their value in financing cost-effective 
conservation improvements in public facilities not eligible for tax incentives. 
Combining the Department of Energy weatherization program with the Housing and Urban 
Development Department's community development block grant is an example of 
Administration efforts to shift resources and decisionmaking authority to State and local 
governments through block grants and program simplification wherever possible. By shifting 
responsibility for weatherization efforts entirely to the local level, communities will be able to 
devise approaches most appropriate to their needs and circumstances and achieve greater 
levels of efficiency and productivity. 

Key Facts About the Program 
Evidence is ample that increasing energy prices already are inducing substantial energy conservation: 

• In the six years after the Arab oil embargo, total U.S. energy consumption increased only six 
percent, compared with an increase of 29 percent in the six years prior to the embargo. 

• While fossil fuels prices in constant dollars have doubled since 1973, energy consumption per 
GNP dollar (the best indicator of the Nation's overall energy efficiency) has declined every 
year since that time, decreasing by a total of nine percent. 

• Annual growth in energy demand declined from over five percent in 1976 to less than one 
percent in 1979 and to minus four percent in 1980. 

• Fuel use for home space heating declined at least 15 percent between 1979 and 1980. 
• Industrial energy use is almost the same as it was in 1972 despite a 20 percent increase in 

real industry output. 
• Average miles per gallon of fuel consumed by U.S. passenger cars rose from 13.1 mpg in 

1973 to 14.29 mpg in 1979. 
• Average annual fuel consumption per car declined 12.9 percent from 1973 to 1979. 
• An April 1980 national survey by Pat Caddell found that nearly 90 percent of the 

respondents were concerned about the rising costs of gasoline; nearly 80 percent had received 
information in the past month from newspapers, television and radio on improving their 
gasoline mileage; and over 70 percent reported reducing gasoline use. 

• The private, nonprofit Advertising Council has sponsored five national energy conservation 
campaigns since 1975. All advertising agency staff time and media coverage (TV, radio, 
newspapers and magazines) was donated free, of charge. The Council estimates the minimum 
value of media coverage contributed between 1975 and 1979 at nearly $200 million. 
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Energy Information Activities 

Agency: Department of 
Energy 

Funding 
CARTER BUDGET: 

Budget Authority 
Outlays 

REESTLMATES & ADJUSTMENTS: 
Budget Authority 
Outlays 

PROGRAM CHANGES: 
Budget Authority 
Outlays 

REAGAN BUDGET: 
Budget Authority 
Outlays 

Functional Budget Reform 
Code: 276 Criterion: 6 

($ in millions) 
1981 1982 1983 1984 1985 1986 

105 127 135 144 153 161 
102 127 135 144 153 161 

-14 -47 -61 -67 -73 -78 
-12 -49 -61 -67 -73 -78 

91 80 74 77 80 83 
90 78 74 77 80 83 

Program Description 
The Energy Information Administration (EIA) collects and publishes energy statistics; prepares 
forecasts and analyses; and provides data collection services for other components of the Department 
of Energy. The budget for EIA has grown significandy from less than $50 million in 1977 to the 
Carter proposal of $127 million in 1982. The result has been new or more detailed data systems and 
refined analyses of limited value which have created a growing demand for energy consultants and 
statisticians. Also, extensive and costly reporting burdens have been imposed on the private sector. 

Proposed Change 
The Reagan budget reduces Carter EIA funding by 37 percent in 1982 and by even larger amounts in 
the outyears, approaching 50 percent by 1986. This will reverse the trend toward ever more detailed 
statistics and assessments. EIA will focus on basic oil, gas, coal, and electric utility data systems, with 
improvements in these systems as warranted, and on publications of proven value, such as the 
Monthly Energy Review. Emphasis will be on national level data; State level data, costly to collect, 
will be cut back. Recently created systems that have produced information readily available elsewhere 
will be significantly reduced or eliminated. Analytical efforts will be reoriented to provide faster, 
more relevant analysis and eliminate duplication with other Department of Energy offices. Reduced 
activity of other Energy Department units will also reduce the need for EIA support.' 

Rationale 

In times such as these, requiring fiscal austerity, the benefits of ever more data and statistical precision 
fall short of the costs, which include significant costs inflicted on the private sector in burdensome 
reporting requirements. Therefore, EIA will go back to basics and not try to satisfy each and every 
demand for energy data and analysis. There will be less need for such services as energy consumers' 
and producers ' decisions are guided more by the free play of market prices than by Federal planning 
and regulation. 

Key Facts About the Program 

EXAMPLES OF ACTIVITIES ELIMINATED: 

• Collection and publication each month of State, by State consumption data for six fuel types. 
This imposes a significant burden on the private sector and Government. EIA can focus on 
national level data, with little loss to decision making necessary for national energy policy. 

• Collection of financial data from oil companies which in part is already reported to the 
Securities and Exchange Commission and is available in company financial reports. 
Department of Energy reports indicate there are no "scandals" to uncover with this 
information. Continued collection of these data is a luxury incompatible with the need to 
reduce the budget. 
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EXAMPLES OF ACTIVITIES CUT BACK OR REORIENTED: 

• Forecasting of petroleum prices to the year 2000. The limits of analysis are such that we 
cannot predict oil prices even for next year with a high degree of confidence. 

• General energy modeling, used as a framework within which to address broad issues. Such 
modeling will be simplified and more focused on specific public policy needs. At present 
this activity suffers from too much operations research input and too little economic input. 

WHAT REMAINS? 

• For its three principal program responsibilities—collection, analysis, and data services—EIA 
will focus more on basic data series and systems for oil, gas, coal, and utilities and focus less 
on discretionary data and systems that try to satisfy every conceivable "need." Validation 
(quality assurance) efforts will continue within these programs. In addition to the savings of 
$47 million in 1982, all these changes will eliminate a need for some 390 Federal employees. 
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Energy Regulation 

iVgency: Department of 
Energy 

Funding 
CARTER BUDGET: 

Budget Authority 
Outlays 

REESTIMATES & ADJUSTMENTS: 
Budget Authority 
Outlays 

PROGRAM CHANGES: 
Budget Authority 
Outlays 

REAGAN BUDGET: 
Budget Authority 
Outlays 

Functional Budget Reform 
Code: 271 Criterion: 6 

($ in millions) 
1981 1982 1983 1984 1985 1986 

331 270 248 238 238 230 
291 300 249 240 234 230 

-111 -159 -143 -136 -133 -123 
-68 -179 -145 -138 -129 -123 

220 111 105 102 105 107 
223 121 104 102 105 107 

Program Description 
The Carter budget assumed decontrol of crude oil and remaining petroleum products (gasoline, 
propane) would not take place until September 30, 1981. A wide range of other energy regulations 
were to continue without major change. This included programs of the Economic Regulatory 
Administration, the Office of Hearings and Appeals, the Federal Energy Regulatory Commission, and 
gasoline rationing preimplementation. 

Proposed Change 
President Reagan's commitment to ending unnecessary Government regulation will permit a sizable 
reduction in spending and removal of large numbers of Federal employees from Government payrolls. 
Department of Energy activities such as the oil price and allocation regulatory functions of the 
Economic Regulatory Administration, interventions in State public utility proceedings, mandatory 
fuel-use restrictions, and the cumbersome coupon rationing system will be eliminated. The proposed 
reductions total $159 million, or a reduction of 59 percent from 1982 budget authority levels. 

Rationale 

These changes are part of the President's policy to impose fiscal constraint on programs of national 
interest. The economic impact of energy regulations is enormous. For more than nine years, 
restrictive price controls held U.S. oil production below its potential and artificially boosted energy 
consumption. These price controls and the related entitlements program subsidized importation of 
foreign oil, made us more dependent on OPEC, and aggravated our balance of payments problems. 
Removal of these controls is a positive step toward allowing our free market to promote prudent 
conservation and vigorous domestic production. Oil decontrol has also enabled the President to 
propose elimination of the Department of Energy regulatory activities that were designed to 
compensate for marketplace imbalances caused by price controls on oil — e.g., energy use restrictions 
as in the Powerplant and Industrial Fuel Use Act. 

Key Facts About the Program 
Sizable direct savings of $51 million in 1982 budget authority result from oil decontrol since this 
eliminates administration of complex regulations, reduces compliance work, reduces the hearings and 
appeals, and reduces program overhead. For example, the Office of -Hearings and Appeals has 
quickly resolved almost two-thirds of the cases pending 'at the time of the decontrol action. 
Indirect savings totaling $104 million in 1982 budget authority also result from oil decontrol. Other 
regulatory activities designed to compensate for the market distortions caused by oil price controls can 
be eliminated, including: 

• Repeal of the coal conversion program under the Fuel Use Act requiring utilities and others 
to switch away from oil. Reliance should be on market forces. Only three powerplant units 
have converted to coal under the program in two years, and they did so voluntarily. 
(Savings of $31 million.) 
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• Termination of assistance for, and Federal interventions in, Stale utility rate proceedings. 
These Federal activities aided State utility commissions in complying with the Public Utility 
Regulatory Policies Act of 1978. This need will have been met by the end of 1981. (Savings 
of $21 million.) 

• Termination of planning for government petroleum allocation during supply disruptions (as 
under the Emergency Petroleum Allocation Act) and reliance on market forces. Federal 
allocation programs have been unsuccessful. Rigidities in the past allocation system gave rise 
to petroleum shortages in recent years. (Savings of $17 million.) 

• Termination of activities to implement gasoline rationing,, authorized by the Energy Policy 
and Conservation Act, as amended by the Emergency Energy Conservation Act. Rationing 
would fail because of its complexity, vulnerability to fraud, and extraordinary regulatory 
burden. The Department of Energy will pursue alternative strategies relying on market 
forces. (Savings of $35 million.) 

Two other changes saving a total of $4 million in 1982 budget authority are proposed to curtail the 
Federal Energy Regulatory Commission hydropower program authorized by the Federal Power Act: 

• The first would raise the threshold for hydropower projects that are partially exempt from 
Commission jurisdiction. As a result, small projects could be placed in operation in much 
less time. 

• The second would eliminate the hydropower resources analysis program that develops river 
basin use plans. This would provide less Federal interference for planners at the local, 
regional and State levels. 

In addition to the dollars saved, the reductions will eliminate the need for almost 1500 Federal 
employees from current on-board levels. 
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Energy Sciences 

iVgency: Department of 
Energy 

Funding 
CARTER BUDGET: 

Budget Authority 
Outlays 

REESTIMATES & ADJUSTMENTS: 
Budget Authority 
Outlays 

PROGRAM CHANGES 
Budget Authority 
Outlays 

REAGAN BUDGET: 
Budget Authority 
Outlays 

Functional Budget Reform 
Code: 271 Criterion: 6 

($ in millions) 
1981 1982 1983 1984 1985 1986 

263 346 373 396 417 437 
263 346 373 396 417 437 

-2 -54 -60 -64 -68 -71 
- 1 - 54 -60 -64 -68 - 71 

261 292 313 332 349 366 
262 292 313 332 349 366 

Program Description 

This DOE program supports basic research in such areas as coal chemistry, materials effects, corrosion, combustion, 
catalysis, etc. necessary to the effective long-term advancement of new energy technologies. It also includes special 
programs in University Research and Advanced Technical Assessments. 

Proposed Change 

Reductions will generally be taken across the board. Core areas of expertise in all fields will be 
maintained. The integrity and general thrust of the program is preserved. 

Rationale 

Although these programs are in the national interest and appropriate for federal support, the level of 
increase proposed in the Carter budget cannot be sustained in a period of fiscal constraint. 

Key Facts About the Program 
• The Administration remains committed to a strong Federal role in long term energy research 

which the private sector is not able to support sufficiently in the national interest. 

• These programs support long-term research which will lead to future improvements in the 
energy production technologies. 

• These activities are conducted as a large number of small research programs conducted, 
primarily at universities across the country. 

• The Basic Energy Science program operates and supports unique materials research facilities 
with considerable corporate participation and funding. 
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Fossil Energy 

Agency: Department of 
Energy 

Funding 
CARTER BUDGET: 

Budget Authorit^ 
Outlays 

REESTIMATES & ADJUSTMENTS: 
Budget Authority 
Outlays!/ 

PROGRAM CHANGES 

Functional 
Code: 271 

Budget Reform 
Criterion: 4 

(S in millions) 
1981 1982 1983 1984 1985 1986 

929 1008 1253 1230 1344 1376 
942 1048 1218 1198 1319 1369 

Budget Authority -70 -359 -500 -560 -613 -861 
Outlays -40 -332 -381 -501 -594 -516 

REAGAN BUDGET: 
Budget Authority 859 648 753 670 731 861 
Outlays 902 716 837 697 725 853 

17 Includes Fossil R&D and non-solar parts of Energy Production, Demonstration and Distribution account including the Naval Petroleum 
Reserve. 

Program Description 
DOE currently supports a wide range of activities aimed at developing and improving technologies for 
producing and using coal, oil shale and oil and gas and for assisting the adoption of these technologies 
by private industry. These activities also include funding for the operation of major fossil energy 
demonstration projects and pilot plants. 

Proposed Change 

Focus support for fossil energy demonstration projects in the Synthetic Fuels Corporation and 
terminate on-budget support in the DOE; phase out support for two major coal liquefaction pilot 
plants; and refocus remaining R&D activities on long-term high risk R&D with potentially high 
payoffs. Also terminate all commercialization activities. 

Rationale 

Costly near-term activities, such as construction and operation of pilot plants and the operation of 
demonstration plants using company-specific processes, subsidize individual companies while 
producing rapid and uncontrollable growth in the Federal budget. 

The budget in this area has increased dramatically in the last seven years, increasing over seven-fold 
primarily because of pressures from private firms to have Federal funding spread among many 
potential private competitors. 

These Government outlays are less needed now because the energy industry has stepped up its 
research and development investments, having increased its 1979 spending 25% over the previous 
year's level. Deregulation of energy prices will provide additional incentive to continue this trend, 
while other Administration policies such as the proposed tax incentive for investment through 
accelerated capital recovery and removal of excessive regulatory burdens will further enhance the 
private sector's ability to develop and introduce new technologies. 

By relying on private market forces and the assistance of the newly created Synthetic Fuels 
Corporation, near-term technology development and commercialization activities can proceed without 
direct Federal funding. Federal research support can be focused on relatively less costly high-risk, 
longer-term, high-payoff activities that the private sector traditionally has been less willing or able to 
undertake. 
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Key Facts About the Program 
• In the enhanced gas recovery area the Administration's FY 1982 budget calls for an $18 

million reduction under Carter level to $10.7 million in budget authority. About 25 percent 
of this is due to cutoff of DOE geologic assessment activity which is being done by the 
private sector. In addition, with price increases under the Natural Gas Policy Act, drilling has 
increased from 11,378 wells in 1978 to almost 15,000 last year according to some estimates. 
Largest drilling increases were in the higher cost gas categories (deep and unconventional 
gas) and preliminary estimates suggest new gas discoveries in 1980 will exceed withdrawals. 

• In oil shale a reduction of $11 million in budget authority is proposed under Carter budget. 
Price decontrol, the existence of the Synthetic Fuels Corporation and recent OPEC increases 
have spurred a new wave of private sector investment in commercial oil shale production. 
Seventeen of the top 20 oil companies are now involved in oil shale projects. These 
companies have financial and technical resources to commercialize technology. They do not 
need direct government R&D subsidies to assist their activities. 

• A $174 million reduction in budget authority is proposed for coal gasification and 
liquefaction operating costs. Most of this reduction can occur because of termination of 
major fossil demos in FY 1982. In addition, the budget proposes to phase out Federal 
support for the Exxon Donor Solvent (EDS) and H-coal coal liquefaction pilot plants. The 
Federal government has subsidized the construction of these facilities. The companies 
involved have both the financial and technical resources to continue to operate these facilities 
if they believe it is beneficial. 

• The budget proposes to phase out all magnetohydrodynamics (MHD) activity in FY 1982. 
MHD is a technology that, although it is long term and high risk, does not have a high 
payoff relative to other competing electricity technologies. Other technologies, such as fuel 
cells, promise efficiency nearly as high as MHD, yet they are much closer to market 
introduction. 
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General Science Program 

iVgency: Department of 
Energy 

Funding 
CARTER BUDGET: 

Budget Authority 
Outlays 

REESTEV1ATES & ADJUSTMENTS: 
Budget Authority 
Outlays 

PROGRAM CHANGES 
Budget Authority 
Outlays 

REAGAN BUDGET: 
Budget Authority 
Outlays 

Functional Budget Reform 
Code: 271 Criterion: 6 

(S in millions) 
1981 1982 1983 1984 1985 1986 

504 607 653 708 759 801 
510 597 651 708 755 801 

— -40 -44 -60 -76 -83 
— - 24 -43 -60 -72 - 83 

504 567 608 647 683 717 
510 573 608 647 683 717 

Program Description 

The DOE supports basic research in high energy physics, nuclear physics, and nuclear life sciences at 
National Laboratories (inherited from AEC) and in universities. This research is analogous to the 
type of basic research supported by the NSF in all disciplines of science. 

Proposed Change 

The Administration proposes a reduction of $40 million in the Department of Energy's general science 
programs in life sciences and nuclear medicine, high energy physics, and nuclear physics. These cuts 
are both across-the-board reductions in activity spread across the community and stretchouts or 
deferrals of existing or newly initiated construction projects. 

Rationale 

Although these basic research programs represent an appropriate Federal commitment and are in the 
national interest, the level of increase proposed by the Carter Budget was too large to be sustained in 
a period of fiscal austerity. 

Key Facts About the Program 
• As evidenced by the 12% increase over 1981 the Administration supports a Federal,role in 

long term research in frontier areas such as high energy physics and nuclear physics. Such 
fundamental programs not only provide clearer understanding of the basic constituents of 
matter but can also lead to technological spin offs. 

• This increase will cover anticipated inflation in recognition of the importance of basic 
research in these and other fields of the natural sciences as an investment in the Nation's 
future. 

• The proposed 12% increase over 1981 will compensate for anticipated cost increases due to 
inflation. 

• The 1982 request will permit continuation of existing construction projects for high energy 
physics with perhaps some stretch in schedule. The level of experimentation, despite rising 
dollar levels, will remain esentially constant 

• The construction schedule on the ISABELLE facility (Intersecting Storage Ring Accelerator) 
at the Brookhaven National Laboratory will probably be stretched. This is dictated by 
technical problems associated with magnet design as much as by budget constraints. It is still 
too early to determine whether a change in project scope or total estimated cost is warranted. 
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Magnetic Fusion 

iVgency: Department of 
Energy 

Funding 
CARTER BUDGET: 

Budget Authority 
Outlays 

REESTIMATES & ADJUSTMENTS: 
Budget Authority 
Outlays 

PROGRAM CHANGES 
Budget Authority 
Outlays 

REAGAN BUDGET: 
Budget Authority 
Outlays 

Functional Budget Reform 
Code: 271 Criterion: 6 

(S in millions) 
1981 1982 1983 1984 1985 1986 

394 506 580 680 770 835 
443 563 575 630 690 750 

-11 -46 -86 -155 -216 -253 
-8 - 84 -65 -105 -136 - 168 

383 460 494 525 554 582 
435 479 510 525 554 582 

Program Description 

The DOE magnetic fusion program consists of basic plasma physics and engineering development 
which are being integrated into a technology feasibility program to demonstrate energy production 
from fusion. 

Proposed Change 

This proposed reduction will cancel the Fusion Materials Irradiation Test Facility (FMIT), a materials 
support device at Hanford, Washington, and will also cancel the ISX long pulse experiment at Oak 
Ridge. The schedule on construction of the Fusion Engineering Device (FED) has also been slowed. 
The Center for Fusion Engineering and the commitment to an FED remain as part of the FY 1982 
budget 

Rationale 

The magnetic fusion reduction from the Carter Budget was taken in 1982 as part of a general 
reduction in Federal expenditures even in programs of national interest. The cancellation or 
slowdown of facility construction (FMIT, ISX, FED) should not significantly effect nor unduly delay 
development of the magnetic fusion program. 

Key Facts About the Program 
• These 1982 reductions from the Carter Budget do not represent any basic change in the 

Administration's strong commitment to the development of this inexhaustible energy supply 
option. 

• The revised 1982 request still shows a 5% increase over the 1981 level of effort. 

• Thirty million net out of the $46 million decrease is due to the cancellation of the Fusion 
Materials Irradiation Test Facility (FMIT) that was to be built at Hanford, Washington. 
DOE is now studying less expensive ways to conduct materials research for the fusion 
program. 

• The present program continues to maintain a broad science and technology base. This will 
enable DOE to exploit any successes in new fusion concept experiments. Experiments such 
as EBT at Oak Ridge, Spheromak at Princeton -and OHTE at General Atomics are important 
insurance that the best ftision concept will emerge as an eventual reactor candidate. 

• The cancellation of the ISX experiment (another $8 million) for long pulse operations to be 
conducted at Oak Ridge represents a legitimate technical judgment by the DOE. More cost 
effective alternatives exist to provide the same scientific data. 

123 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

April 1981



• The Fusion Engineering Device (FED) has been slowed by approximately one year. The 
additional time should permit a better definition of the goals, concept and design of this 
facility. 

• Some have suggested that fusion should be slowed down in the interest of developing the 
breeder. This is not the Administration policy. These are complimentary nuclear 
technologies with different development and deployment schedules. They both represent 
reasonable energy supply options and will receive appropriate levels of support in the future. 
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iVgency: Department of 
Energy 

Funding 
CARTER BUDGET: 

Budget Authority 
Outlays 

REESTIMATES & ADJUSTMENTS: 
Budget Authority 
Outlays 

PROGRAM CHANGES 
Budget Authority 
Outlays 

REAGAN BUDGET: 
Budget Authority 
Outlays 

Other Energy Supply 

Functional Budget Reform 
Code: 271 Criterion: 6 

(S in millions) 
1981 1982 1983 1984 1985 1986 

688 602 639 683 716 734 
657 636 623 647 685 728 

-147 -223 -212 -209 -196 -195 
- 70 -195 -215 -205 -197 - 204 

541 379 427 474 520 539 
587 441 408 442 488 524 

Program Description 
These programs include geothermal, small hydropower, electric energy systems, energy storage, 
environment, uranium resource assessment, energy impact assistance and general plant projects. 

Proposed Change: 

By applying sound criteria to these programs, primarily involving economic subsidy, it is proposed 
principally to terminate near-term demonstration, commercialization and subsidy activities which 
should be a private-sector responsibility and which, in many cases, the private sector is already 
supporting. 

Rationale 

The specific reductions in the area of technology development and their rationale are to: 

• terminate geothermal loan guarantees that serve merely to reallocate capital from more 
productive investments; 

• eliminate funding for additional Government-supported commercialization of geothermal 
technologies that can and should be supported by die private sector; 

• eliminate development and demonstration programs in electric energy systems and energy 
storage that can and should be supported by the private sector; 

• terminate subsidies for additional small hydropower demonstrations, because sufficient 
incentives already are provided through a 21% investment tax credit and through credit 
programs in the Department of Agriculture. 

In addition to the above reductions in technology support programs, other actions are proposed to: 
• eliminate energy impact assistance grants to the States that unnecessarily assume 

responsibility for activities that are more appropriately undertaken by .State and local 
governments with industry support and duplicate other sources of Federal assistance. 

• terminate environmental studies that are ineffective and duplicate efforts at the 
Environmental Protection Agency and other Federal agencies; 

• phase out uranium resource assessment activities because this program is no longer necessary 
to meet nuclear nonprolioferation objectives and because adequate data on uranium 
resources is already available; 

• stretch-out lower-priority construction projects at Department of Energy multi-purpose 
laboratory facilities during this period of needed restraint. 
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Key Facts About the Program 

1981 1982 
Carter Reagan Carter Reagan 

BA BO BA BO BA BO BA BO 

Hydropower 22 23 - 3 20 3 16 0 10 
Electric Energy Systems 40 42 35 38 39 38 10 9 
Energy Storage 72 74 52. 52 60 64 39 44 
Geothermal 199 160 164 157 97 123 49 84 
Environment 237 230 227 225 280 275 231 234 
Uranium Resource Assessment 
(.NURE) 31 47 31 47 25 25 10 19 

Energy Impact Assistance 62 63 10 30 48 65 0 16 
General Plant Facilities 25 18 25 18 50 30 40 25 

Total 688 657 541 587 602 636 379 441 

HYDROPOWER: 
The private sector is now actively pursuing small hydro development. No further DOE spending is 
needed. 

• Applications for FERC preliminary permits increased almost 15 times between 1978 and 
1980, to a total of 500 applications. 

• In fiscal year 1981, over 572 applications were received in the first four months alone. 

• A lot of this activity is being spurred by the 21% investment tax credit 

• For small, publicly-owned facilities, credit assistance is still available through USDA. 

ELECTRIC ENERGY SYSTEMS AND ENERGY STORAGE: 
Near term development and demonstration activities — which the private sector is or can be 
expected to supported — are being phased out. For example, the revised budget terminates: 

• development of new and improved chemical batteries for electric vehicle use; 

• demonstrations of the use of battery storage to reduce utility peak power demands. 

GEOTHERMAL: 
The revised budget terminates funding for near term geothermal activity. For example: 

• Near term hydrothermal development such as programs in site confirmation, cost sharing 
commercialization efforts with the States and technical assistance to industry. 

• The demonstration of the binary cycle at Heber, California. 

• Operation of the 5MW.binary pilot project at Raft River in Idaho. 

• The Geothermal Resource Development Fund. Additional guarantees for loans will cease 
which will allow the banks to assess the value of investments in this technology. 

The program for geopressured resource and component development is being reduced to eliminate 
duplication with industry efforts. 

ENVIRONMENT: 

The proposed reduction will terminate duplicative and unnecessary activities while ensuring that 
critical environmental research and assessment activities continue. For example: 

• Short-term, site-specific research activities will be eliminated because they should be a 
private sector responsibility. Longer-term generic work will be unaffected. 

• Duplicative and ineffective environmental assessments, such as the DOE-funded 
water-for-energy studies performed by the Water Resources Council, will be terminated. 
These studies duplicate similar activities required under NEPA. 
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• Environmental control technology evaluations, which are unnecessary to formulate 
energy-related environmental policy judgements, will be terminated, along with other 
evaluations at specific demonstration sites which no longer will be DOE-supported. 

URANIUM RESOURCE ASSESSMENTS (NURE): 
The uranium resource assessment program has essentially completed its original goal to provide a 
comprehensive assessment of national uranium resources. 

• Essential geologic and geophysical data on 144 high priority quadrangles covering most of 
the known uranium-producing and high potential areas has been developed. 

• Projections of future uranium supply and costs indicate adequate supplies into the next 
century. 

• One of the justifications for the program was to prove enough uranium existed to put off a 
decision on building the breeder reactor. The Reagan Administration's policy is to proceed 
with the breeder; therefore this justification for the program no longer exists. 

ENERGY IMPACT ASSISTANCE: 
This program is being proposed for termination because energy development activities partially 
generate sufficient State and local revenues to mitigate the adverse impacts of development without 
Federal assistance. Additionally, a 1978 report to the President identified more than 115 Federal 
programs which could be used to assist communities impacted by energy development projects. 
A 1980 report by the Congressional Budget Office also identified numerous Federal and State funding 
sources for impact assistance, including: 

• the share of Federal mineral lease royalties which are returned to States (50% of royalties 
from coal; 37.5% for other minerals) which total nearly $350 million for FY 1981; 

• loans against future mineral lease revenues, which are authorized by P.L. 94-579 to provide 
"front-end" funding needed by communities; 

• Federal payments in lieu of taxes, which are scheduled to provide $111 million in FY 1981; 

• the reclamation fund established by the Surface Mining Control and Reclamation Act (P.L. 
95-87), funded from a tax on each ton of coal mined, which can be used for impact 
assistance. 

• State mineral severance taxes, which have grown from $686 million in 1970 to $2.5 billion in 
1978. 
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Solar Energy Development 

iVgency: Department of 
Energy 

Funding 
CARTER BUDGET: 

Budget Authority 
Outlays 

REESTIMATES & ADJUSTMENTS: 
Budget Authority 
Outlays 

PROGRAM CHANGES 
Budget Authority 
Outlays 

REAGAN BUDGET: 
Budget Authority 
Outlays 

Functional Budget Reform 
Code: 271 Criterion: 4 

(S in millions) 
1981 1982 1983 1984 1985 1986 

577 583 664 623 595 553 
589 589 650 657 595 553 

-99 -390 -457 -403 -362 -309 
-79 - 380 -443 -437 -362 - 309 

478 193 207 220 233 244 
510 209 207 220 233 244 

Program Description 
The DOE solar program currently includes research and development on a variety of emerging solar 
technologies (e.g. photovoltaics) and market development efforts to promote the use of solar 
technologies ready for commercialization (e.g., active solar heating). The current program also 
includes funds for a permanent facility for the Solar Energy Research Institute (SERI). 

Proposed Change 
The DOE solar program is being reduced by 67% in budget authority frorp the Carter budget for FY 
1982, with cumulative savings of more than $2 billion by the end of 1986. Reductions are proposed 
in all solar technologies to eliminate nearer-term technology development and commercialization 
activities. Long-term high risk, but potentially high payoff, research will continue. Funds for a 
permanent facility for SERI are deleted. 

Rationale 

These changes are proposed to apply sound economic criteria to replace current subsidy programs. 
The DOE reductions are part of a new Federal solar strategy that places greater emphasis on the 
private sector and market forces for the near-term development and commercialization of solar 
energy. Deregulation of oil and the increasing natural gas prices permitted under the Natural Gas 
Policy Act will remove the subsidies for competing oil and gas technologies that have prevented solar 
from achieving its true potential. Under these favorable conditions for solar energy, and assisted by 
continued solar tax credits, it is no longer necessary or appropriate for DOE to support costly 
near-term development, demonstration and commercialization efforts that industry can and will do. 
These changes will have little effect on solar energy use, which will continue a healthy rate of increase 
over time as rising conventional energy prices and the tax incentives stimulate the demand for 
commercial solar products. 

Funds for construction of a permanent facility for the Solar Energy Research Institute are deleted. 
The mission of this organization needs to be better defined and an appropriate staffing level agreed 
upon before any decision is made to proceed. 

Key Facts About the Program 

TOTAL FEDERAL SOLAR SUPPORT: 
The following table compares the Carter and Reagan levels of total Federal support for solar energy. 
It should be noted that total Federal support for solar energy will remain high under the President's 
proposal due to continuation of solar tax credits, which are expected to reduce taxes for residential 
and business investors in solar energy system by $2.6 billion between 1981 and 1986. 
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Budget Authority 
($ in Millions) 

Changes 
Carter Changes Reagan 

1981 1982 1981 1982 1981 1982 

DOE Solar Program 577 583 -99 -390 478 193 
Other Federal Programs 239 388 -47 -92 192 296 
Solar Tax Credits 

(excluding alcohol fuels 
and biomass) 128 216 ^ n 128 1 

Total 944 1187 -146 -482 798 705 

SOLAR TAX CREDITS 
Federal solar tax credits consist of: 

• a 40% residential credit available to homeowners on the first $10,000 of their solar 
investment. 

• a 15% residential credit for landlords. 

• a 15% business investment credit. 

• tax exemption for industrial development bonds (IDB's) for State renewable resource 
programs. 

These credits provide significant tax reductions for solar energy users: 

FISCAL YEAR 
1981 1982 1983 1984 1985 1986 

Residential (including landlords) 112 191 276 360 515 646 
Business Investment Credit 15 24 55 100 160 141 
IDB's for State renewable programs 1 1 3 6 7 _ 2 

TOTAL 128 216 334 466 682 796 
Extensive Federal tax incentives for alcohol fuels and biomass energy are also available. These are 
covered in separate justification papers. States also provide tax breaks for solar energy systems. 
SOLAR INDUSTRY GROWTH: 
Stimulated by rising conventional energy prices and solar tax credits, the market for solar energy 
products is expanding rapidly. 

• Active Solar: The number of solar collector manufacturers has grown from 45 in 1974 to 
223 in 1980—nearly a five-fold increase. 

• Photovoltaics: It is estimated that actual and planned investments by the private sector in 
photovoltaics have totaled nearly $300 million to date. 

• Biomass: Direct combustion of wood already provides 2% (1.5 Quads) of our national 
energy consumption; and annual sales of wood stoves have increased from 160,000 in 1972 to 
over 1,000,000 today. 

• Wind: In the mid-1970's there were about seven importers or manufacturers of small wind 
systems and little private funding of larger systems. Today, there are approximately 37 U.S. 
manufacturers of small wind systems and at least five privately supported developers of 
intermediate and large scale systems. 

EXAMPLES OF ACTIVITIES ELIMINATED OR SIGNIFICANTLY REDUCED: 

• Wind: Design and fabrication of additional intermediate and large scale wind machines. 
With private sales already occurring and companies developing these machines without 
Federal support, no further Federal funding for this activity is warranted. 

• Photovoltaics: Low Cost Solar Array project, which funds quality improvements and cost 
reductions in near-term photovoltaic production processes. This activity will be undertaken 
by the private sector, which has made significant investments in this technology. 
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• Active Solar: Near term technology development and market support for solar hot water 
and space heating systems. With more than 300,000 systems already in place, and annual 
sales of $750 million, product improvements and marketing of these systems can be left to 
industry. 

EXAMPLES OF ACTIVITIES CONTINUED: 
Longer term, high risk, but potentially high pay-off, research such as: 

• Photovoltaics: Advanced research and development on amorphous silicon material and 
devices. 

• Biomass: Identification and exploratory development of potential biomass energy feedstocks 
that have not been investigated extensively (e.g., cultivation of microalgae). 

• Solar Thermal: New materials development and concept definition of advanced solar 
thermal systems for electricity generation and industrial process heat. 
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Synthetic Fuels 

Agency: Department of 
Energy 

Funding 
CARTER BUDGET:17 

Budget Authority 
Outlays 

REESTIMATES & ADJUSTMENTS: 
Budget Authority 
Outlays 

PROGRAM CHANGES27 

Budget Authority 
Outlays 

REAGAN BUDGET: 
Budget Authority 
Outlays 

Functional 
Code: 271 

Budget Reform 
Criterion: 6 

($ in millions) 
1981 1982 1983 1984 1985 1986 

415 858 1064 362 140 25 
275 864 859 676 224 256 

-545 -85837 -1060 -362 -140 -25 
-275 -864 -859 -676 -224 -256 

-130 0 0 0 0 0 
-60 0 0 0 0 0 

1/ 

2/ 
3/ 

Does not include non-svnfuel part of Fossil Energy Construction Budget 
Reduction includes rescission of $300 BA for feasibility studies and cooperative agreements.. 
Does not reflect future FY 82 rescission of S170M of FY 81 funds for SRC II. 

Program Description 
Federal support for synthetic fuels is currently located in the DOE's Fossil Energy construction 
budget, in the DOE's interim Alternative Fuels program and in the Synthetic Fuels Corporation 
(SFC). 

• DOE's Fossil Energy demonstration program currently supports five major synthetic fuel 
projects estimated to cost over $2.7 billion through FY 1985. (This include only construction 
costs and does not include plant operating expenses in the Fossil Energy R&D account 
which would cost an additional $1.9 billion.) These projects, all in the final design or site 
preparation stages, include: SRC I and II direct coal liquefaction, Memphis medium Btu coal 
gas, Conoco high Btu coal gas and Illinois Coal Gas Group's high Btu coal gas project. 

• DOE's Alternative Fuels Program has a total.of $5.5 billion available from 1980 budget 
authority including $0.5 billion for feasibility studies and cooperative agreements and $5 
billion for financial support (i.e. loan and price guarantees) for synfuel projects under the 
Non-Nuclear R&D Act ($2 billion) and the Defense Production Act ($3 billion). 

• The SFC has $12.2 billion to support synthetic fuel projects through price supports, purchase 
commitments, loans, loan guarantees, joint ventures and Government-owned facilities. 

Proposed Change 

Terminate additional subsidies for project feasibility studies and cooperative agreements ($300 million 
savings in budget authority) and DOE funding for synthetic fuel demonstration projects in fossil 
energy construction budget. Consolidate DOE alternative fuels program in the SFC after the SFC is 
declared operational by the President. Under existing statutory authority transfer uncommitted and 
unobligated DOE interim Alternative Fuels Program funds to the SFC on June 30, 1981. 

Rationale 

By allowing DOE synthetic fuel demonstration projects to compete for funding in the SFC a more 
effective and focused synthetic fuels program will result. 

The Administration policy of eventually focusing all synfuels construction projects in the SFC will 
capture all of the important benefits of the previous programs while minimizing Federal costs. This 
policy will have several major advantages: 

• It will allow project selections to be made on technical and economic merit; the independent 
nature of the SFC will help insulate project selection from undue political influences. 
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• It will restore management of the projects to the private sponsors, who will also be expected 
to have a considerably larger financial stake in the success of the projects. By requiring the 
private sector to bear more of the risk for these plants we increase the chances for project 
success, decrease Government costs, provide funding certainty (rather than the uncertainy 
associated with the annual appropriation process) and allow the private companies and 
vendors to fund and manage projects and market products of synfuels plants. As noted in a 
recent General Accounting Office study, Government project management has injected costly 
delays and other difficulties into the construction and operation of major synfuels facilities. 

• It will allow very substantial reductions in Federal outlays. By allowing the SFC to consider 
funding projects currently being funded by DOE, we can save taxpayers over $2.7 billion in 
budget authority for construction over the next 5 years and another $900 million in operating 
expenses. 

These savings can be achieved without compromising the pace of development of synthetic fuels given 
the very substantial support that the Synthetic Fuels Corporation can offer. 

The Administration is also proposing to rescind $300 million in budget authority for additional 
feasibility and cooperative agreement studies. This program basically subsidizes companies to do 
design studies so that they can later ask the Government for construction subsidies. Cutting out 
Federal involvement in this activity will not only reduce the Federal cost of synfuels programs but 
will also encourage companies to develop the capability to do their own studies. It is questionable 
whether any company which does not have either the technical ability or the relatively small financial 
resources necessary to do a feasibility study will be able adequately to share risk or provide the sound 
management necessary to construct and operate a commercial synfuels facility successfully. 

Key Facts About the Program 
• The following demonstration projects, currently part of the DOE Fossil Energy program, will 

be affected by this policy. These project sponsors may submit proposals to the SFC. 

Project/ 
Process 

SRC-1 

Proposed Location 

Newman, KY 

SRC-II Morgantown, WV 

High-Btu Gas Noble County, OH 
Demo/BGC-Lurgi 
Slagging 
Gasifier 

High-Btu 
Gas Demo/ 
COGAS 

Med-Btu 
Gas Demo/ 
U-GAS 

Perry County, IL 

Memphis, TN 

Industrial Sponsors Description 

International Coal 
Refining Co. (ICRC) 
(Wheelabrator-Frye, 
Air Products & 
Chem.) 

SRC International Inc. 
(Gulf Oil subsidiary 

Conoco Coal Develop-
ment Co. (with 9-
member consortium) 

Illinois Coal Gasifi-
cation group (ICGG) 
(5 Illinois gas 
utilities) 

City of Memphis, 
Light, Gas & Water 
Division 

Demonstration module to 
convert 6000 t /d of high-
sulfur coal into solid 
and liquid fuels equivalent 
to 20,000 b /d of crude oil 

Demonstration module to 
convert 6000 t /d high-
sulfur coal into 20,000 
b /d (equivalent) of 
liquid fiiels. 

Demonstration plan to 
convert 1270 t /d high-
sulfur coal into 19 
million cubic feet/d of 
pipeline quality gas. 

Demonstration-plan to 
convert 2210 t /d high-
sulfur coal into 23 
million cubic feet/d of 
pipeline quality gas & 
1720 bbl/d of liquids 

Demonstration plan to 
convert 3110 t /d high-
sulfur coal into 154 
million cubic feet/d 
of industrial fuel gas 
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• Private sector cost sharing for most of these projects is minimal, in some cases less than 5% 
of the total project cost which could exceed $2 billion for some projects. It will be necessary 
for the private sponsors of the DOE demonstration projects to restructure their current 
financial arrangements in order to compete for SFC support. But in a time of severe fiscal 
stringency, it is unconscionable to allow projects to proceed on the current basis of minimal 
private contribution and enormous taxpayer support. 

• A recent GAO report, which examined Federal costs for the coal liquefaction program, 
concluded that "premature commitment to contracting and poor construction and contract 
management — greatly increased costs and schedule slippages." GAO concludes that, "larger 
investments by private sponsors and sharing of cost growth provides an incentive to private 
sponsors to control costs and helps to assure that each party is fully committed to the success 
of the project." 

• There is a danger that by subsidizing too many projects too early, we increase chances for 
bottlenecks and key component shortages. This will substantially increase delays and total 
costs of the program. 

• Supporters of the Memphis Project have said that funding the project in SFC could save up 
to $200 million and reduce project delays resulting from the existing Federal procurement 
process and project management. 

• Recently one of the supporters of a proposed high Btu coal gasification demonstration 
announced that it no longer supported construction of the project and that it supports the 
President's policy in the synfuels area. The Company allegedly will build a smaller diameter 
gasifier with several other companies using private funds.. 

• The DOE demo projects could be supported by the SFC either as full scale synthetic fuel 
projects using loan and price guarantees, purchase agreements or loans, or as synfuel project 
modules using the joint venture provisions of the Energy Security Act (ESA) (42 U.S.C. 
8736). There clearly does not have to be any amendment of the ESA to allow projects 
presently being supported by DOE to apply for or receive assistance from the SFC. 

133 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

April 1981



Uranium Enrichment 

Agency: Department of 
Energy 

Funding 
CARTER BUDGET: 

Budget Authority 
Outlays 

REESTIMATES & ADJUSTMENTS: 
Budget Authority 
Outlays 

PROGRAM CHANGES 
Budget Authority 
Outlays 

REAGAN BUDGET: 
Budget Authority 
Outlays 

Functional 
Code: 271 

Budget Reform 
Criterion: 6 

($ in millions) 
1981 1982 1983 1984 1985 1986 

1174 423 135 144 153 161 
76 124 -178 -134 277 248 

-843 ^ 1 3 5 + 64 -5 -41 -29 
-355 -22 -16 -27 - 48 

331 68 200 96 160 230 
76 -231 -200 -150 250 230 

— Reduction in contract authority not appropriation. 

Program Description 
The Uranium Enrichment program produces fuel for all domestic and many foreign nuclear power 
plants. Its obligations and expenditures are offset to a great extent by revenues generated from the 
sale of enriched uranium. 
Fuel (enriched uranium) is currently produced at the three gaseous diffusion plants (GDPs) located at 
Oak Ridge, Tennessee; Paducah, Kentucky; and Portsmouth, Ohio. 
Construction of the Gas Centrifuge Enrichment Plant (GCEP) is under construction at Portsmouth, 
Ohio using advanced and more efficient gas centrifuge technology. 

PROPOSED CHANGE: 

• In FY 81, a reduction in contract authority, a type of budget authority, which the program 
no longer needs because incoming revenue is now sufficient to cover expenses. 

• In FY 82, a drop in production from the gaseous diffusion plants which will reduce power 
requirements for the plants by 1000 megawatts below the Carter Budget. The reduction will 
yield a savings of $189M in FY 82 with no disruption in meeting demand. 

• In FY 82, an increase in the price of Separative Work (SWU) yielding an additional $149M 
in revenues. The price increase will be accomplished by raising the interest rates on plant 
and capital and by factoring in a reduced level of production. 

• In FY 83 to 86 changes in power cost estimates due to higher power escalation rate 
projections and increases in revenues resulting from the FY 82 price increase. 

Rationale 

The reduction in operating levels of the gaseous diffusion plants will save $200M in FY 82 and can be 
accomplished without impairing the Department's ability to meet demand for enriched uranium. The 
price of the product is being increased in keeping with the Administration's concern that the costs of 
special government programs be borne more directly by those whose receive the benefits. 

Key Facts About the Program 
• The FY 82 level of production is 9.5 million Separative Work Units (SWU's). This is the 

same as the FY 81 level but 4 million SWU less than the Carter level. 

• The reduced operating levels in FY 82 at the GDP plants will provide enough production to 
meet demand by drawing down the SWU stockpile of 30 million by 4 million SWU's. 

• Current demand by domestic and foreign customers in FY 82 is 14 million SWU's. 
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• A normal stockpile requirement (e.g., for working inventory) is 14 million SWU's (16 million 
less than DOE is presently maintaining). 

• These reductions in operating levels will have no effect on employment at the GDP plants. 

• The SWU price increase in FY 82 will increase the electricity rates for those consumers 
served by nuclear power by less than 1%. 

• The SWU price increase will continue to make the US produced enriched uranium the most 
competitive in the world. The price increase of $11 per SWU will put the DOE price at 
$130 per SWU which is $30 below the market price charged by foreign competitors. This 
increase is the legal limit permitted by legislation. 

• Continuation of GCEP funding will result in a 1994 completion date. The centrifuge 
technology will consume only 5% of the power of the GDP plants for the same level of 
output. Its highly efficient production methods will have the effect of reducing the price of 
SWU by 15% in present dollars. Over 3,000 people will be employed in the Portsmouth, 
Ohio area during the construction of this project. An addition 1,000 people will be 
employed nation-wide in support of machinery and component production for GCEP. 

• There is no change in the construction schedule of the Gas Centrifuge Enrichment Plant at 
Portsmouth, Ohio. 
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