
ENERGY INDEPENDENCE AUTHORITY ACT OF 1975 

HEARINGS 
BEFORE THE 

COMMITTEE ON 
BANKING, HOUSING AND URBAN AFFAIRS 

UNITED STATES SENATE 

T O E S T A B L I S H T H E E N E R G Y I N D E P E N D E N C E A U T H O R I T Y , A 
G O V E R N M E N T C O R P O R A T I O N W I T H A U T H O R I T Y T O P R O V I D E 
F I N A N C I N G A N D E C O N O M I C A S S I S T A N C E F O R T H O S E SECTORS 
O F T H E N A T I O N A L E C O N O M Y W H I C H A R B I M P O R T A N T T O T H E 
D E V E L O P M E N T O F D O M E S T I C SOURCES A N D T H E CONSERVA-
T I O N O F ENERGY? A N D T H B A T T A I N M E N T O F E N E R G Y I N D E -
P E N D E N C E F O R T H E U N I T E D S T A T E S I N A M A N N E R CONSIST-
E N T W I T H T H E P R O T E C T I O N O F T H E E N V I R O N M E N T ; T O 
I M P R O V E F E D E R A L G O V E R N M E N T O P E R A T I O N S SO A S T O 
A S S I S T I N T H E E X P E D I T I N G O F R E G U L A T O R Y P R O C E D U R E S 
W H I C H A F F E C T E N E R G Y D E V E L O P M E N T ; A N D F O R O T H E R 

NINETY-FOURTH CONGRESS 

SECOND SESSION 

ON 

S. 2532 

PURPOSES 

A P R I L 12, 13, A N D 14; A N D M A Y 10, 1976 

P r i n t e d f o r the use of the Commit tee on Bank ing , 
Hous ing and U r b a n A f fa i r s 

71-787 
U.S. GOVERNMENT PRINTING OFFICE 

WASHINGTON : 1976 

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



C O M M I T T E E O N B A N K I N G , H O U S I N G A N D U R B A N A F F A I R S 
WILLIAM PROXMIRE, Wisconsin, Chairman 

JOHN SPARKMAN, Alabama JOHN TOWER, Texas 

HARRISON A. WILLIAMS, JR., New Jersey EDWARD W. BROOKE, Massachusetts 
THOMAS J. MCINTYRE, New Hampshire BOB PACKWOOD, Oregon 
ALAN CRANSTON, California 1 JESSE HELMS, North Carolina 
ADLAI E. STEVENSON, Illinois JAKE GARN, Utah 
JOSEPH R. BIDEN, Jb., Delaware 
ROBERT MORGAN, North Carolina 

Kenneth A. McLean, Staff Director 
Anthony T. C l u f f , Minority Staff .Director 

Ewnob B. Bachbach, Professional Staff Member , 
Adrian Gilmobb B ra t , Minority Professional Staff Member 

(n) 

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



C O N T E N T S 

Page 
S. 2532 _ - 35 

L I S T OF WITNESSES 

M O N D A Y A P R I L 12 

Nelson A. Rockefeller, Vice President of the Uni ted States 2 
Frank G. Zarb, Administrator, Federal Energy Administrat ion 9 
Wal t W. Rostow, professor of economics and history, Universi ty of Texas. 88 
Barry Commoner, director, Center for the Biology of Natura l Systems, 

Washington University, St. Louis, M o _ 91 

T U E S D A Y , A P R I L 13 

Monte Canfield, Jr. Director, Office of Special Programs, General Account-
ing Office; accompanied by John Sprague, Associate Director; Ralph 
Carlone: and Charles Adams 127 

Andrew J. Biemiller, director, Department of Legislation, A F L - C I O ; 
accompanied by Frank Polero and Ray Dennison 151 

Russell J. Cameron, chairman of the board, Cameron Engineers, Denver, 
Colo . . . 157 

John W. Simpson, chairman, Atomic Industr ial Forum, Pittsburgh, P a , - 160 
Joe B. Browder, Environmental Policy Center, Washington, D .C 163 
Joseph H . Cury, Consumer Power, Jacksonville, F l a . 285 

W E D N E S D A Y , A P R I L 14 

Gerald L . Parsky, Assistant Secretary of the Treasury for Interna-
t ional Affairs; accompanied by Peter Borre, and Bruce Pasternack, 
Federal Energy Administrat ion 329 

John D. Harper, chairman, executive committee, A luminum Co. of 
America 349 

Peter G. Peterson, chairman of the board, Lehman Brothers, New York— 353 
Ralph Nader, Corporate Accountabil i ty Research Group, Washington, 

D.C., accompanied by Garry DeLoss . T J 369 
Mur ray L . Weidenbaum, Center for the Study of American Business, 

Washington University, St. Louis, M o 388 
Robert R . Nathan, Robert R . Nathan Associates, Inc. Washington, D. C._ 413 

M O N D A Y , M A Y 10 

James E. Akins, former U.S. Ambassador to Saudi Arabia 436 
Melv in A. Conant, international energy consultant, and formerly 

Assistant Administrator for International Energy Affairs, Federal 
Energy Administrat ion 441 

John H . Lichtblau, executive director, Petroleum Industry Research 
Foundation, Inc 445 

Charles T. Maxwell, senior vice president and director, Cyrus J. Lawrence, 
Inc., New York 453 

M . A. Adelman, professor of economics, Massachusetts Inst i tute of Tech-
nology 460 

( tn) 

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



IV 

A D D I T I O N A L STATEMENTS A N D D A T A 

A F L - C I O , speech of Lane Ki rk land, secretary-treasurer to the Industr ia l 
UnionJDepartment Conference on Energy 151 

AmericanlPetroleum Inst i tute, statement received for the record 430 
EdisonJElectric Inst i tute, statement for the record 432 
Environmental Policy Inst i tu te: 

Paper t i t led "The Need for Energy Faci l i ty Sites in the Un i ted States, 
1975-85 and 1985-2000": 

Int roduct ion 209 
Part One: Energy projections and the need for new facilit ies: 

Projections of energy demand 213 
Analysis of electric energy demand forecasts 217 
Electric generating faci l i ty projections 229 
Potential improvements i n electric generating efficiencies 233 

Part Two: The need for electric generating faci l i ty sites: 
Analysis of project independence estimates for 1985 239 
Electric generating faci l i ty si t ing needs beyond 1985 251 
State faci l i ty si t ing projections 255 

Appendices: 
A. The need for new oi l refineries 257 
B. The need for synthetic fuel facilities 258 
C. Planned generating faci l i ty additions - 259 
D. F E A estimates of needed new facilities 263 
E. Electric generating faci l i ty construction and electric 

energy demand: July 1974-December 1974 264 
F. Reasons for delay i n power plant development 265 

Repr in t of report by Bob Alvarez t i t led "Water for Indust ry i n the 
Upper Missouri K iver Basin": 

Int roduct ion 173 
Water situation 174 
Development i n Montana 175 
Development i n Wyoming 176 
Development i n South Dakota 179 
Development i n N o r t h Dakota 180 
Development i n Nebr ska 182 
Ind ian water rights 183 
Legal issues 185 
Federal law - 189 
Recent Federal actions 190 
Water diversion schemes 192 
Upper Missouri Basin map 195 
End notesi - 196 
Supplementary references — 200 

Capital costs and Alternatives to increased electric generating reserves-
Freeman, S. David, staff counsel, Senate Commerce Committee, statement 

i n response to committee's inv i tat ion , — . — - 422 
Friedman, Ralph, letter to Senator Proxmire relat ive to remarks of 

Charles Maxwel l 483 
General Accounting Office: 

Comments on S. 2532 - 138 
Sampler of legislative init iat ives 137 

L iber ty Lobby, statement of Robert M . Bartnell, public relations con-
su l tant . - 429 

Newspaper and magazine articles: 
Columbia Journal Review, t i t led "Boosters i n the Newsroom: The 

Jacksonville Case" 298 
Rol l ing Stone, t i t led "Tales of Jacksonville" _ 291 
Wal l Street Journal, t i t led " M r . Ford's $100 Bi l l ion E l e p h a n t " — 3 7 7 
Washington Star, t i t led " H o w Rockefeller's Midas-Touch Tr ick Went 

S o u r . - - - — . — 3 7 9 
U.S. News and Wor ld Report, t i t led " A C i ty Tha t Reached for 

Riches and Got Headaches Instead" 287 
Offshore Power Systems, A. P. Zechella, president, letter enclosing response 

to allegations at hearing 322 

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



V 

Un ion Oi l Co. of California, statement of John M . Hopkins, acting president, 
Un ion Synthetic Fuels Div is ion 426 

Weidenbaum, M u r r a y L., director, Center for the Study of American 
Business, Washington Univers i ty at St. Louis, Mo. , reprints of papers 
t i t led : 

Analysis of Proposed Government Credit Subsidies for Energy 
Development 397 

The Case Against an Energy Independence Au thor i t y 394 

C H A R T S A N D T A B L E S 

Capital p roduc t i v i t y of alternative energy sources 110 
Comparable investment costs per barrel per day (or equivalent) for the 

development of selected fuel sources 459 
Contr ibut ions to Americans for Energy Independence 274 
Envi ronmental Pol icy Inst i tu te, i l lustrat ions and statist ical tables ac-

companying submit ted statement: 
To ta l energy/GNP rat io : 1935-75 223 
Thermal efficiency of large steamplants: 1920-75 224 
Survey of projected to ta l energy growth rates: 1973-2000 215 
Survey of projected electric energy consumption: 1973-2000 216 
Comparison of F E A energy projections w i t h range of other forecasts 

surveyed 216 
Parameters of FEA 's economic forecast for 1985 218 
Rates of growth and factors of increase for F E A energy projections to 

1985 219 
Rates of g rowth and factors of increase for A E C / L M F B R energy 

projections to 2000 220 
Populat ion parameters for energy projections 221 
Comparison of electric energy product ion and thermal energy losses: 

1973-2000 226 
F E A projections of needed electric generating facilities 230 
Requirements of addit ional electric generating facilities based on 

FEA's projected needs to 1985 231 
Electr ical capacity projections 240 
Electric generation p lant requirements 240 
Est imated number of new facilities required to meet energy demand 

increases over 1972 241 
Addi t ional new capacity needed for 1985 242 
Addi t ional generating units/sites needed 243 
Planned electric generating units by size 244 
Addi t ional generating units/sites needed: Adjusted for un i t size and 

units under construction - 245 
Summary of powerplant si t ing needs: 1975-85 249 
System reserve margin as a funct ion of the number of identical units-_ 252 
State fac i l i ty s i t ing laws and anticipated sit ing problems 256 

Impact on credit markets of Federal and federally assisted programs 408 
Ma jo r Federal credit programs, fiscal year 1974 405 
M a p of Upper Missouri Basin 195 
Public nuclear acceptance campaign, prel iminary organization plan 273 
Sampler of legislative ini t iat ives 137 

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



ENERGY INDEPENDENCE AUTHORITY ACT OF 1975 

MONDAY, APR I L 12, 1976 

U . S . S E N A T E , 
C O M M I T T E E ON B A N K I N G , H O U S I N G , A N D U R B A N A F F A I R S , 

Washington, D.C. 
The committee met at 9:40 a.m., pursuant to call, i n room 5302, 

Dirksen Senate Office Bui ld ing, Senator W i l l i am Proxmire (chair-
man of the committee) presiding. 

Present: Senators Proxmire, Stevenson, Packwood, and Garn. 

OPENING STATEMENT OP CHAIRMAN PROXMIRE 

The CHAIRMAN. The committee w i l l come to order. 
This morning the committee begins 3 days of hearings on S. 2532, 

the Energy Independence Author i ty Act. This b i l l would create an 
independent government corporation authorized to invest $100 bi l-
l ion over the next 7 years in energy projects to make the Uni ted 
States more or less independent of energy imports by the middle of 
the 1980's. 

Under the proposed legislation a number of different types of 
Federal financial assistance would be provided for a wide range of 
energy projects, including both new and conventional technologies. 

We have w i th us today Hon. Nelson A . Rockefeller, Vice Presi-
dent of the Uni ted States, the chief architect of the Energy Inde-
pendence Author i ty proposal. Accompanying h im is Frank Zarb, 
Administrator of the Federal Energy Administrat ion. A f t e r the 
Vice President and Mr . Zarb are finished we w i l l hear two distin-
guished academics discuss the issues underlying the legislation f rom 
opposing viewpoints, Wa l t W . Rostow, University of Texas; and 
Bar ry Commoner of Washington University in St. Louis. 

I n the fo l lowing 2 days we w i l l have before us a number of wi t -
nesses who w i l l speak to us about the various aspects of the legisla-
tion, including the potential impact on the environment and on capi-
tal markets. 

The Energy Independence Author i ty proposal is the major 
ini t iat ive undertaken by the administration to address the serious 
problem of meeting our Nation's energy needs in the coming years 
and decades. There is no doubt that we need to confront this prob-
lem and we need to confront i t now while there's st i l l t ime to evalu-
ate our options. 

[Copy of S. 2532 may be found beginning at p. 35.] 
I want to congratulate you, Mr . Vice President, on tak-

ing this init iat ive. I th ink although I have very serious reser-
vations about this proposal as I w i l l develop as we go along in the 
questioning part of our discussion this morning, I do th ink that you 
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performed a great national service i n b r ing ing this to the attention 
of the country and to the attention of the Congress and challenging 
us to come up, i f not w i t h this, w i t h something that would be as 
effective as this would be. I n a l l frankness, I must say I am skepti-
cal however about this part icular proposal. I question the wisdom of 
commit t ing the - Federal Government to $100 b i l l ion i n off-budget 
spending fo r r isky'energy projects that cannot get f inancing i n the 
pr ivate market. I t seems to me that the market is the best indicator 
of whether a project is a good th ing to invest i n or not. I f the Fed-
eral Government steps in. and finances h igh cost projects that the 
pr ivate market won't touch we could end up w i t h a lot of whi te ele-
phants on our hands, the way I t h ink we would have done on a 
much smaller scale i f we had funded the SST and whi le b lunder ing 
into the Lockheed loan guarantee. The proportions of this is th is is 
the equivalent o f 400 Lockheed loan guarantees, $100 bi l l ion, and of 
course one of the pr inc ipal instruments of financing th is could be by 
loan guarantee, but this has an effective l i fe about 7 years dur ing 
which commitments would be made. Th is would mean we would 
have a loan guarantee every week for 7 years of $250 mi l l ion. 

Now I also have problems w i t h the way the legislation is d rawn 
up. I t ' s basically a $100 b i l l ion blank check. The b i l l would al low 
the Energy Independence Au tho r i t y to fund almost any type of 
energy project, give any k i nd of financial assistance short of direct 
grants, inc luding common stock investments, price support guaran-
tees, w i t h very few conditions, no cost-benefit analysis, and no effec-
t ive congressional oversight. 

M r . Vice President, I hope you can explain to us why this isn't 
just another A lbany M a l l on a $100 b i l l ion scale. 

STATEMENT OF NELSON A. BOCKFELLER, VICE PRESIDENT OF THE 
UNITED STATES 

Vice President ROCKEFELLER. M r . Chairman, distinguished gentle-
men, I am very grateful fo r this opportuni ty to appear before your 
committee. I t h ink perhaps I would do better going through the pre-
pared text first and then come to some of the very provocative state-
ments or questions to which you wish to get an answer. So perhaps I 
w i l l just go through this to give i t a backdrop and then make a few 
comments on the questions before M r . Zarb gives his testimony. 

I appreciate this opportuni ty to jo in w i t h you to discuss the most 
challenging problem of a challenging era—the energy crisis. 

F i rs t , I would l ike to ask, and then answer, the fo l lowing ques-
t ions: (1) Is there really an energy crisis? (2) Wha t happens i f we 
just continue as is—to depend on increasing foreign imports to meet 
our Nation's growing energy needs? (3) Do we, as a nation, have the 
resources and capacity to achieve energy independence? (4) Wha t 
does i t take to do i t? (5) W h y does government have to get into 
i t ? — W h y isn't pr ivate enterprise doing i t? (6) H o w can government 
play an appropriate role i n achieving energy independence wi thout 
subsidizing pr ivate interests, or wi thout in ter fer ing w i t h the free 
enterprise system ? (7) I f the answer to gett ing us off dead center is 
an Energy Independence Au thor i t y , as provided fo r i n Senate b i l l 
2532, how would i t work? (8) W i t h an all-out national effort, how 
fast can we expect to achieve the goal of energy independence ? 
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I . IS THERE REALLY A N ENERGY CRISIS? 

U n f o r t u n a t e l y , many Amer icans do not believe the energy crisis is 
real because there is no tangib le evidence of i t . There is gas i n the 
pumps and the l igh ts go on when they flip the swi tch. They recog-
nized i t 2y 2 years ago d u r i n g the A r a b o i l embargo when the l ines 
fo rmed at the service stations. B u t there are no l ines now because we 
are i m p o r t i n g 40 percent o f the o i l consumed i n th i s Nat ion . 

I n 1960, we received 18 percent o f our o i l f r o m fo re ign sources. 
D u r i n g 1 week last month , our fo re ign o i l impor ts reached more 
t han 50 percent o f our to ta l consumption. Even more a la rm ing is the 
fac t t h a t the p ropor t i on o f our impor ts wh ich comes f r o m unstable 
Mideast sources is r i s i ng faster t han the g r o w t h rate o f our impor ts 
as a whole. 

W h i l e impor ts rise, domestic p roduc t ion i n bo th o i l and na tu ra l 
gas is decl in ing. T h e Northeastern p a r t o f t h i s count ry is now 
dependent upon fo re ign sources f o r 75 percent o f i ts oi l . I f th is 
supply were suddenly cut off , there wou ld be social and economic 
chaos. Shou ld we have another embargo, the economy o f th is coun-
t r y wou ld be shattered. Today's energy s i tuat ion is, i n m y judgment , 
a clear def in i t ion o f a crisis. 

I I . W H A T HAPPENS I F W E JUST C O N T I N U E AS I S — T O DEPEND ON 
INCREASING FOREIGN IMPORTS TO MEET OUR N A T I O N ' S NEEDS? 

Between now and 1985, our energy needs w i l l g row by 36 percent. 
I f we continue our current course, and continue to regulate o i l and 
na tu ra l gas prices at cur rent levels, i f we do not develop our current 
reserves, i f we f a i l to increase the generat ing capacity o f nuclear 
plants, i f we do not adopt a s t rong p rog ram of conservation, and i f 
we f a i l to commercial ize new sources o f energy, such as gas and o i l 
f r o m coal and shale, we w i l l be i m p o r t i n g between 50 and 60 percent 
o f our o i l i n 1985. A n d i t w i l l cost us i n fo re ign exchange not $30 
b i l l i on , as i t w i l l th is year, bu t $50 b i l l i pn by 1985. I t is obvious 
what a threat o f an embargo wou ld do to our na t iona l securi ty and 
defense capabi l i t ies under such circumstances as we l l as to our 
capacity to meet our responsibi l i t ies to the other nat ions o f the free 
w o r l d who, w i t hou t our protect ion, wou ld be equal ly vulnerable. I 
am hesitant even to speculate on the k inds of economic, po l i t i ca l , 
and m i l i t a r y pressures tha t could be imposed on th is Na t i on i f we 
cont inued to be more than 50 percent re l iant on fo re ign sourqes. 

W i t h such a large amount o f the o i l coming f r o m one area o f the 
wor ld , the supp ly lines prov ide a t e m p t i n g oppo r tun i t y f o r the 
Soviet Un ion , w i t h i ts g r o w i n g sea power, to d is rup t the t ranspor t 
on the h i g h seas. B u t there are other serious consequences tha t could 
result. The cont inued dependence upon fo re ign sources of o i l could 
cause us to lose c red ib i l i t y w i t h our allies. They wou ld be just i f ied i n 
asking whether or not we wou ld suppor t the i r interests against those 
of our o i l suppl iers. O u r con t inu ing dependence on impor ted o i l 
threatens our ab i l i t y to ma in ta in our, leadership i n the free wo r l d , 
our economic wel l -being and our nat iona l security. 

Now, let's look at what happens to our economy, i f we cont inue 
a long our present pa th of depending on increasing fo re ign impor ts 
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to meet our Nation's growing energy needs. I n 1973, we were spend-
ing $4.3 b i l l ion annually fo r fore ign oi l . A n d i n 1976 we w i l l spend 
$30 bi l l ion. We now export $22 b i l l ion i n agr icul tural products— 
which is up f r om $8 b i l l ion i n 1973. Were i t not fo r the sale of these 
f a r m products and the sale of $10 b i l l i on wor th of arms, we would 
not have maintained our balance of payments. 

On the other hand, i f we just continue on the present course, we 
w i l l be spending up to $50 b i l l ion overseas fo r imported o i l to meet 
the growth i n our domestic needs. On the other hand, i f we were to 
spend the $30 b i l l ion at home, i t would provide jobs fo r at least 
1,200,000 people. And , by 1985, $50 b i l l ion spent at home to produce 
our energy requirements domestically would produce close to 2 mi l -
l ion jobs for American workers. 

I f we don't fo l low this course, at some point, the economics of 
business w i l l compel industr ia l concerns to locate their faci l i t ies i n 
close prox imi ty to energy sources abroad, rather than to their markets 
and customers at home. Th is would mean an addit ional loss of jobs 
i n this country and would be detr imental to the v i ta l i t y of the entire 
American economy. 

As energy costs rise due to the arb i t rary action of the O P E C 
cartel over which we have no control, inf lat ionary pressures are 
placed on our economy. When this occurs, there is a tendency fo r 
government to enact policy which inhibi ts economic growth. T o con-
t inue along our present path spells economic, social and pol i t ica l 
chaos. 

I I I . DO W E AS A N A T I O N H A V E T H E RESOURCES A N D CAPACITY TO 
A C H I E V E ENERGY INDEPENDENCE? 

The answer is yes. We are extremely fortunate as a nat ion to have 
vast reserves of resources that can be converted in to energy. The 
No r th Slope of Alaska w i l l make available significant amounts of o i l 
and natura l gas. A n d we have known reserves of coal that w i l l last 
us fo r at least 100 years. I t is estimated that our shale o i l reserves 
are equivalent to four to five times the tota l amount of known o i l 
reserves in the Middle East. The potential resources on the Outer 
Continental Shelf are expected to be substantial. We have the tech-
nology and abi l i ty to more than t r ip le the generation of nuclear 
power w i t h appropriate safeguards by 1985. We have, i n this coun-
t r y , potential energy f rom geothermal, solar, and other sources. A l l 
of these can replace our dwind l ing present domestic supply of natu-
ra l gas and o i l—in a way that protects our environment. 

To achieve energy independence i n th is century, we must develop 
and construct the facil i t ies necessary to exploit these new sources 
and we have already lost 2 years in get t ing started. 

IV . W H A T DOES I T T A K E TO DO I T ? 

To achieve energy self-sufficiency we must, i n the short term, face 
up to the issues that confront this Congress and the American 
people. We must enact and employ conservation measures. We must 
deregulate the prices of domestic o i l and gas. We must assure that 
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we do not unduly impede the development of nuclear power. A n d we 
must assure that our environment is protected, but that the policies 
we adopt i n doing so do not deter the development of our resources, 
such as coal, o i l shale, and offshore o i l reserves. There is no problem 
i n achieving both goals i f we al l work together. Modern science and 
technology can assure the achievement of both goals together. 

According to Federal Energy Adminis t rat ion estimates, i f we take 
al l the necessary actions i n the next 10 years we can reduce our 
energy needs by 5 percent through conservation, increase domestic 
o i l production by 50 percent, increase coal production by 100 per-
cent, increase natural gas production by 10 percent, and increase 
nuclear power generation by 300 percent. This w i l l require, among 
other things, deregulation of o i l and gas, strong conservation meas-
ures, and $600 b i l l ion to $800 b i l l ion in private sector investment i n 
domestic energy production and conservation. We must restore exist-
i ng and construct new transportation systems where necessary. I n 
the longer term, we must commercialize known technology fo r the 
gasification and l iquefaction of coal. 

And , as new technologies become known for the development of 
such energy sources as solar, geothermal, and urban wastes, they can 
be applied commercially. Energy independence can be achieved f rom 
the application of a l l of these approaches before the end of the cen-
tu ry i f we have an all-out national commitment. 

V. W H Y DOES GOVERNMENT H A V E TO GET I N T O I T ? 

W h y isn't pr ivate enterprise doing i t? Energy independence is a 
national objective that is essential to the economic and strategic 
well-being of this Nation. Pr ivate enterprise alone cannot and w i l l 
not do i t . There is ample precedent for positive Government action 
to encourage the American enterprise system in achieving national 
objectives that contribute to economic growth, the well-being of our 
people, and our national security. 

We have a transcontinental rai l road system because the Govern-
ment provided the land. We have a uniquely productive free enter-
prise agr icul tural system because of assistance by the Government 
through the Homestead Act , land grant colleges, the Extension 
Service, and the Federal Agr icu l tu ra l Credit System. Our c iv i l ian 
aviation industry evolved f rom the research and development of mi l -
i tary aircraf t . Because of the bi l l ions of dollars spent on our high-
way system by a l l levels of Government, we have a prosperous auto-
motive industry which is basic to our economy. A l l of these are 
examples of the partnership between Government and industry to 
achieve an essential national goal which was not attainable by either 
acting alone. 

I n the case of energy, we have the raw materials to achieve self-
sufficiency. However, the normal funct ioning of our economy w i l l 
not, because of the uncertainty of the risks involved, produce the 
capital investment required to f u l l y develop these resources w i th in a 
reasonable period of time. Pr ivate capital sources are—for good rea-
son—reluctant to make capital available fo r domestic energy produc-
t ion projects because of the uncertainty of Government regulation, 
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cost and prices. For example, the development of a single coal gasi-
fication p lant would require a capital investment of up to $1 b i l l ion 
and take approximately 6 to 10 years to construct. Because of the 
uncertainties of the technology and price and the long leadtimes, 
such a project has more than just the ordinary r isk. Many projects, 
such as floating nuclear powerplants, ra i l road reconstruction, or 
large pipelines, are of such size and scope that financing f rom the 
pr ivate sector alone may not be adequate. Because the electrical u t i l -
ities have not been able to raise the financing necessary to construct 
them, 92 nuclear powerplants have been cancelled or postponed, i n 
large part , They now take 10 or more years to bui ld, cost approxi-
mately $1 bi l l ion, and the State regulatory bodies w i l l not give a 
rate increase to finance them un t i l the power f rom the new plant 
comes on l ine; thus, their inab i l i ty to get pr ivate financing. 

Th is is not to suggest tha t these projects are destined to lose 
money. I t only points out the uncertainties that deter pr ivate sector 
investment. We are not i n a posit ion to wai t un t i l these uncertainties 
become certainties. The longer we wai t , the fur ther into the fu ture 
we push the day when these projects w i l l add to our domestic energy 
production. 

VI . H O W C A N GOVERNMENT P L A Y A N APPROPRIATE ROLE W I T H O U T SUBSI-
D I Z I N G PRIVATE INTEREST, OR W I T H O U T INTERFERING W I T H T H E FREE 
ENTERPRISE SYSTEM? 

Government has t radi t ional ly played a role of p rov id ing incen-
tives i n one fo rm or another to assure that adequate capital is avail-
able to the pr ivate sector i n achieving national objectives. I n this 
case, the Government's role would be to provide up to a to ta l of $100 
b i l l ion of r isk capital fo r energy projects essential to energy inde-
pendence which cannot get the necessary amount of pr ivate financ-
ing. The Gotferhmeni loans would be on terms comparable to those 
offered by the private sector. I n financing the development of energy 
resources, the Goveriiment program should funct ion l ike an invest-
ment bank or other pr ivate sector financing agency—providing 
assistance to prdmis ihg projects, but on a self- l iquidat ing basis. Th is 
would provide ^ an ^appropriate Government/pr ivate sector partner-
ship which wou ld ?work together to get this country off dead center 
in achieving energy independence wi thout a giveaway or subsidy. 

The legislation stipulates that the pr ivate sector would own and 
operate productive facil i t ies and not the Government. The Amer ican 
enterprise system has shown itself to be the most efficient and capa-
ble producer i n the world. B y prov id ing financial assistance to take 
those risks which aire beyond the capacity of the pr ivate sector, the 
Government would act as a catalyst i n get t ing the energy independ-
ence program into motion. 

B u t after costs ;were determined and market prices established, 
then the competitive nature of our system would provide the incen-
tives necessary fo r the successful achievement of our energy inde-
pendence goals. 
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V I I . I F T H E ANSWER TO GETTING US OFF DEAD CENTER IS A N ENERGY 
INDEPENDENCE A U T H O R I T Y , AS PROVIDED FOR I N SENATE B I L L 2 5 3 2 , 
H O W WOULD I T WORK? 

The Energy Independence Au tho r i t y would have author i ty to pro-
vide up to $100 b i l l ion of f inancial assistance fo r energy projects 
which could not otherwise secure financing f r o m private sector 
sources. This sum would be raised through the sale to the Treasury 
of up to $25 b i l l ion i n equity securities and the issuance of up to $75 
b i l l ion in Government-guaranteed obligations. The Au tho r i t y could 
provide financial assistance in a variety of ways,^ inc luding loans, 
loan or price guarantees, purchase of equity securities, or construc-
t ion of faci l i t ies fo r lease-purchase. The Au tho r i t y would not be 
permitted to own and operate facil it ies, or to provide financing at 
interest rates which are below those which prevai l i n the private 
sector. The Au tho r i t y would be authorized to support emerging 
technologies i n energy supply, transportat ion or transmission, and 
conservation, projects which displace o i l or natural gas as fuels for 
electric power generation, projects which involve technologies essen-
t ia l to the production or use of nuclear power ai id projects of un-
usual size or scope or which involve innovative regulatory or inst i tu-
t ional arrangements. I t is also authorized to finance capital 
investments necessary fo r environmental protection. The Energy 
Independence Au tho r i t y would be run by a board of 5 directors 
appointed by the President and confirmed by the Senate. 

V I I I . W I T H A N A L L - O U T N A T I O N A L EFFORT, H O W FAST C A N W E 
EXPECT TO A C H I E V E T H E GOAL OF ENERGY INDEPENDENCE ? 

W i t h an all-out effort—based on the establishment of the Energy 
Independence Au tho r i t y to assist i n financing the short-term actions 
required to l i m i t our vulnerabi l i ty by 1985, as wel l as the new 
domestic energy sources we w i l l need after 1985—we can achieve 
energy independence before the end of this century. B u t t ime is of 
the essence. We cannot wai t another year i f we are going to protect 
our national security and rebui ld our economic strength to meet the 
needs of our people at home and our responsibilities abroad. The 
t ime to act, i n my opinion, is now. 

M r . Chairman, i f I may comment briefly on a few of the com-
ments you made, you pointed out that the pr ivate market was a 
pretty good judge of what was sound, and that i f the th ing is sound 
the private market would do i t . 

The problem we face here is that we are i n a situation where the 
O P E C countries have acted on a pol i t ical basis, not on a free market 
basis, to raise their price of o i l i n the wor ld market. A t home, the 
President has declared that our national policy is that we shall be 
independent as fa r as the production of energy is concerned. 

Bo th of these statements—first the action by the O P E C countries 
and the statement by the President—cut across a free wor ld market. 
The energy companies, I th ink many of them, are hopeful that the 
O P E C cartel w i l l break up and that they w i l l go back to cheap oi l . 
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I f that is the case, then why bother to spend money fo r higher cost 
product ion here at home, and that's a question, too. 

The risks are very great because we have price control on natura l 
gas and price control on oi l . Therefore, i t 's hard to judge, i f you 
produce new sources f rom new sources, whether your costs are going 
to relate favorably to controlled prices. W e don't have a free market 
on prices. Th is concern is understandable because we have been 
through a period of rap id ly r is ing costs and the Congress has taken 
action to ho ld down prices. However, th is does adversely affect the 
free market, and does not support our national security or nat ional 
wel l being. Therefore the E I A proposal is devised as a means 
whereby, dur ing this in ter im period, an evolutionary period, as we 
adjust to higher wor ld prices, the government can take those steps 
which are i n the nat ional interest. As and when these steps are 
taken, the properties wou ld be sold and i f there's a prof i t the gov-
ernment would realize this prof i t . I t would not only get back i ts in i -
t i a l investment but would get back the addit ional money which 
would derive f r o m the prof i t . 

F o r instance, the product ion of o i l f r om shale is s t i l l an unknown 
field on a commercial scale. A commercial operation would cost i n 
the neighborhood of $200 mi l l ion. W e have reserves of 4 or 5 times 
the known reserves i n the A rab wor ld. T o develop these reserves and 
find out what those costs would be is very much i n our nat ional 
interest. No pr ivate company is w i l l i n g to do i t because they don't 
know whether they would lose the $200 m i l l i on and therefore they 
wou ld rather go somewhere else. 

Th is I t h ink is the k i nd of t h i ng which the government can con-
tract fo r , just the way we d id under the R F C w i t h the Rubber 
Reserve Corp, when Jesse Jones set i t up. They contracted w i th , I 
th ink , 6 pr ivate companies to develop synthetic rubber. Four or five 
processes were successful, but the whole th ing was sold and we 
developed as a result a new industry i n the Un i ted States. 

Th is has been the history of th is country and as fa r as the size is 
concerned, which is the second point you raised, $100 b i l l ion i n rela-
t ion to $6 or $8 hundred b i l l ion to achieve energy independence, i n 
my opinion, is—in relat ion to costs today, and i t 's estimated that i n 
the next 30 years we're going to use $4 t r i l l i on of new capital invest-
ment to meet the demands fo r growth—this is not a large amount. I t 
is large i n terms of the past, but not large i n terms of where we are 
today or i n the future. 

So, f r o m the point of view of size, the costs are astronomical i n 
terms of our t rad i t ional way of th ink ing, but I t h ink this is the t ime 
for bold action i n this country i f we want to preserve our leadership 
both i n terms of economic g rowth at home and i n terms of our 
responsibilities i n the world. 

So to me this is not one-quarter of our annual budget and i t 's not 
federal spending. 

A s to whether i t 's a blank check, of course, the def ini t ion o f a 
blank check I guess would be a question as to Congress' control over 
the ind iv idua l expenditures. I n our system of shared responsibilities, 
as I understand i t , the Congress sets the policies, creates the frame-
work of laws w i t h i n which then the executive branch and pr ivate 
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enterprise operate, so any wel l organized banking inst i tut ion would 
be structured w i t h i n th is f ramework—and this would be equivalent 
to an investment bank. We had an example w i t h Jesse Jones f r o m 
the R F C , which was designed fo r a s l ight ly different purpose, but 
the same concept. I t depends on whether i t 's wel l run. Obviously, 
they're not going to make irresponsible investments i f they are prop-
erly run. A board of 5, appointed by the President, approved by the 
Congress, has got to be made up of men and women of outstanding 
abi l i ty and character. They would be audited, so there's no question 
on that. I just th ink to say that it 's a blank check implies that 
there's no control or that there would be no judgment or wisdom 
exercised i n the mak ing of the loans. The objectives i n the legisla-
t ion say the loans shall only be made for those projects that contrib-
ute to energy independence which cannot receive pr ivate capital. 
Since there's plenty of competitive interest i n p rov id ing pr ivate cap-
i ta l between exist ing investment houses i f the risks warrant the 
investment. Under the law, as you know, you cannot make an invest-
ment i f the risks are beyond what seems reasonable or you're subject 
to suit by the investors. 

So that there are l imitat ions which are very sharp, but nat ional 
interest dictates i n my opinion that certain risks be taken which may 
contribute i n a major way to the independence of this country i n 
energy. We have the capacity. I t ' s just a question of f inding out 
what the costs are i n various forms of energy production domesti-
cally, and I don't th ink we can overstress the importance of invest-
ing the $30 b i l l ion we now spend to impor t oil—$50 to $60 b i l l ion 
later—in the Un i ted States fo r U.S. employment as distinct f r om 
sending this money abroad. A n d now we're not only impor t ing 
energy but we are now negotiating on a fa r more extensive basis to 
l iquefy gas i n A lger ia and i n the Soviet Union, which w i l l make us 
fur ther dependent when by action at home we can produce that 
energy here. We can gasify coal here and l iquefy the gas so we can 
do exactly the same th ing at home and F rank Zarb can te l l you 
about the relative cost. 

I t would be better to do i t at home, but we don't have the laws 
which encourage i t . 

So I appreciate tremendously the opportuni ty to be here and I 
would be delighted to answer any questions. 

The CHAIRMAN. We would l ike to fo l low the procedures which 
would suit you, M r . Vice President, and it 's my understanding that 
M r . Zarb might give his statement now and then we w i l l question 
you. 

STATEMENT OF FRANK G. ZARB, ADMINISTRATOR, FEDERAL 
ENERGY ADMINISTRATION 

M r . ZARB. M r . Chairman, since many of the members of this com-
mittee have been l istening to me for over a year now, I would pro-
pose that I submit my comments f o r the record. They are, fo r the 
most part , redundant to comments I have submitted before. W i t h 
your permission, I w i l l make a summary statement. 

I t seems to me, M r . Chairman, that we have become a nat ion of 
experts i n determining what is not feasible and why not. We have 
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yet to develop an expertise in determining what is feasible and how 
and when we wi l l get i t accomplished. 

The facts are that to attain independence over the next 10 years 
we are going to have to get our oil production from 8.4 million bar-
rels a day up to 12.3; our natural gas production up from 18 TCF 
to 22 TCF; our coal production from 640 million tons to 1.2 bil l ion; 
and our nuclear electric generation capacity from 9 percent of total 
to 26 percent of total; and, through conservation, reduce our energy 
consumption growth from some 3.5 percent annually to something 
under 3 percent annually. 

Beyond that, history has shown that we moved from wood to coal 
in 60 years and from coal to oil in another 60 years, and now we don't 
have another 60 years for the next generation of fuel sources inasmuch 
as oil and gas are finite and perhaps have a 30-year longevity. 

So the proposed need by 1985 to have coal gasification plants 
scaled up and operating commercially, and liquefaction plants oper-
ating, and to have solar equipment in the uti l i ty sector up operating 
so i t can make a major contribution between 1985 and 2000, as well 
as a determination on commercial shale production is quite clear. We 
start these things now or we are not self-sufficient by 1985. As we 
look beyond 1985, we have significant difficulty in being able to 
acquire energy at any price on the world market, we could face a 
shortage of that time even i f we were wil l ing to pay almost any 
price. 

Wi th the E I A proposal, we hear words like "boondoggle for big 
business" or "unwarranted intrusion into the free enterprise system" 
or "off-budget financing" or "crowding out private financing," all of 
which I think are due to be debated and should be debated openly 
and clearly. 

I do hope, however, that when the debate is over we have suc-
ceeded to a greater extent than we have in the last year. 

The fact is, i f we don't solve the obstacles in the way of accom-
plishing these goals, then we are simply not going to get the job 
done and conditions wi l l continue to worsen. We have not turned the 
position around, Mr. Chairman. Last year's debate has given us some 
movement in the right direction. We have made progress in conser-
vation but it's going to take more investment in the private sector to 
improve our conservation rate. I f we don't take these steps and solve 
these problems, on balance, the situation wi l l worsen and, even 
though we have retarded the rate of production decline through the 
Alaskan pipeline and through some advances in the oil sector, unless 
we solve many extreme problems, in the later 1970's and early 1980's, 
I believe, we are going to wake up too late in the middle of a 
national crisis. Under such circumstances, I am fearful that we 
would move ahead in a panic response to a national crisis and we 
would eliminate any orderly consideration for the use of dollars, the 
environment and all the other criteria that we should include in a 
constructive solution to an ongoing problem. 

So I would hope that in the weeks ahead when this particular 
program is debated we focus on ways to get the job done. I t is criti-
cal to both the near-term and long-term welfare of this Nation that 
we get on with this particular job. 
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That's all I have, Mr. Chairman. 
The C H A I R M A N . Gentlemen, I want to thank both of you for your 

statements. You certainly both deserve great credit for proposing to 
do something about the energy crisis and I think that's enormously 
important. 

As Mr. Zarb just said, the proposal may not be the r ight option, 
but i t is an option that does take us in the r ight direction. The 
difficulty is that I have had trouble, Mr. Vice President, wi th many 
of your assumptions as we go along. 

For example, when you responded to my earlier points, you said 
that the $100 bill ion, while an enormous amount, is readily not as i t 
might seem in proportion to the $600 to $800 bil l ion of investment 
we can expect the energy industry to make in the next 10 years. 

Vice President ROCKEFELLER. I t 's required to make. 
The C H A I R M A N . But I think we are not comparing fa i r ly—I don't 

think it's fair to compare what you're proposing here wi th the total 
investment of the energy industry. That would include every gas 
pump, every gas tank, every ut i l i ty that's built. I t would include 
every coal hauler that's constructed, every tanker. I t would include a 
huge number of investments that in this colossal energy industry of 
ours are going to be made whether or not we proceed with this. 

I t seems to me that the pertinent point is the amount that is being 
invested now in development of new technology. Now i f you can 
establish the fact not only that that investment now is inadequate 
but that i t is very likely to continue inadequate i f controls are taken 
off and you both agree that that's necessary, and I would agree wi th 
that, i t seems to me you would have a much stronger case. 

I t seems to me the comparison must be wi th what is being done 
now, and I don't see anywhere in these statements—and I have gone 
through Mr. Zarb's documentation—I don't see anything there that 
would indicate now much now is being expended in this area that 
this proposal would supplement, how much is likely to be expended 
i f we take off controls, and how much more we need to achieve the 
goal of having imports reduced to 30 percent by 1985. 

Vice President ROCKEFELLER. I would like to comment first, Mr. 
Chairman. This does not include the expenditures made by the 
energy industry overseas for their world markets. This is an esti-
mate which is based on the steps that are necessary to become self-
sufficient at home. Developments in Algeria or any other part of the 
world you want to pick would not be included in this because they 
don't contribute to our independence. 

The C H A I R M A N . I understand that. I tried not to imply that. 
Vice President ROCKEFELLER. SO at the present time, I mentioned 

that 92 atomic power plants have been postponed or canceled. This 
is an essential part of this because the one area that can be expanded 
rapidly is the atomic power. I n our calculations they should go from 
9 percent of our present production of energy to 26 percent by 1985, 
which is over a 300 percent increase, because we w i l l have a growth 
at the same time of almost 400 percent. Now at the present time 
there is virtual paralysis in that field because of the complexity of 
getting the clearances, the time required, and the fact that you 
cannot get your construction costs into the rate base unt i l you're on-
stream, so you have $1 bil l ion plant and you can't get the financing. 

71-787—76 2 
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Here's a field where the Government, i f i t has the money on an 
investment bank basis, could finance the construction of atomic 
power plants on a lease-purchase basis. This is a traditional system 
that's used in this country to finance airplanes and other things. 
Individuals who have nothing to do with the airline finance the pur-
chase of the equipment and then it's leased when completed, on a 
lease-purchase basis, to the company that uses it. You could do 
exactly the same with the uti l i ty company for a nuclear power plant 
and they would start to pay when the energy was on-stream and 
when the rate base was adjusted to take into account the cost, and 
the Government would get its money back and the company would 
get the power. 

Unless something of this kind is done, I don't see how these plants 
are going to be constructed. These cost $1 bill ion apiece, an efficient 
sized operation, and i f you just take that one case it's hard to see 
how else we're going to accomplish that. 

Now the industry says that i f you remove all regulations and let 
the rate increases go up now they could finance it. Well, that could 
be true, but I don't think there's any chance that that's going to 
happen. Therefore, what is the Nation going to do? This is my point. 
How do we protect ourselves as a nation, in our national interests, 
when local regulatory bodies are under pressure, because I know in 
my own State costs are up close to 90 percent because, among other 
things, we went to nonsulfur fuels. That cost consumers about $800 
million for Con Ed alone in New York and Westchester. Then came 
the scarcity of fuel and the price increase. The consumer wi l l just not 
support any increase in prices at the present time. 

The C H A I R M A N . Well, let me follow up by asking this: The basic 
question is why does the domestic energy industry need the Federal 
assistance? Their asset structure is strong. The demand is strong. 
Their profits are reasonably good. They were too low for a while 
and then they were perhaps too high and now they have leveled out 
at about the average. The private market has financed large commer-
cial energy projects in the past, as the Alaskan pipeline, with pri-
vate capital. I f we get off price limitations on oil and gas, for which 
both you gentlemen agree must be done, it's hard for me to under-
stand why the industry itself can't finance this. 

Now it's my understanding—and we tried hard to get testimony 
from the people in the industry—they tell uŝ  they don't like this bi l l 
but they won't come in and tell us why. I wish they would. I think 
they're a l itt le afraid of you. I don't know why they're afraid of 
you. You're a nice fellow and I don't know anybody you ever hurt. 
But they don't want to offend you somehow. 

A t any rate, i t seems to me we should have some kind of record 
from the industry itself telling us what they could do i f wage and 
price controls were taken off and i f the industry were free of that 
kind of limitation on the price they can get. I t seems to me we 
ought to have some documentation here from the industry in view of 
the fact that the industry, as I say, has progressed enormously over 
the past 100 years or so. 

Vice President ROCKEFELLER. Well, as far as the oil industry is 
concerned, they really don't need much help except price and the 
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ability to get the leases for drill ing. Those are complicated because 
of ecology and off-shore dri l l ing and other restrictions. They also 
own coal and, of course, there's this whole question of surface 
mining of coal which is under wraps at the present time. So that 
probably they would go ahead i f restrictions were taken off. But 
that is a small percentage. As Frank pointed out, we've got about 8 
million barrels a day now—we've got to have at least 12. That 12 
million would be mostly new because by 1985 the 8 million barrels 
we are producing today wi l l have dropped by 75 percent, to 25 per-
cent of present production. So the oil industry has got to find new 
sources. 

But oil isn't the only answer to this. That's the problem. Oil is not 
our long-term answer. We've got to find substitutes. Coal is one. 
Shale oil is another one. Let's take shale oil. There are two ways to 
get oil out of shale. One is to mine the shale, cook i t and get the oil 
out by heat. You end up with the shale which is fractionated and 
comes out in what I describe as talcum powder. There's very little 
water in Colorado where this shale oil is found. Therefore, what do 
you do with the powder ? You can fill a valley with the powder, but 
i f the wind blows i t wi l l blow all over the place and the ecologists and 
everybody else is going to object. So that seems rather unproductive. 

The C H A I R M A N . May I just interrupt to ask, in the oil shale we've 
got some work being done there now as you say. 

Vice President ROCKEFELLER. We've got leases taken. We've got 
research clone. 

The C H A I R M A N . We should get from them some kind of documen-
tation as to what they feel they would need. 

Vice President ROCKEFELLER. The risks are too great. They spent 
$1.8 billion in buying leases from the Department of Interior and 
nobody has put a shovel in the ground because the cost is too uncer-
tain and the methods too uncertain. 

To continue with this illustration, my feeling is that the Govern-
ment should find out what we could do in developing that shale oil, 
which may be six times as great or five times as great as all the oil 
reserves of the Arab countries put together. 

There are those who believe—and Frank disagrees and the oil 
companies don't believe it—but Livermore Laboratories says that i f 
you used what is known as the in situ process—which is to dr i l l 
down into the shale, set off an explosion, fractionate the structure, 
set i t on fire, and draw off the gas while i t is burning underground, 
which is the same process as on the surface, and then condense i t on 
the surface—you can oil. 

Now the question mark here is what does i t cost. Livermore Labo-
ratories thinks i t wi l l cost $7 or $8 a barrel. The industry thinks i t 
wi l l cost $20 or more per barrel. Unt i l somebody does this on a com-
mercial scale—they've done laboratory tests—until they have done i t 
on a commercial scale, nobody is going to know. I t would cost about 
$200 million to do a commercial operation. I n my opinion, the Gov-
ernment should contract to find out, sell the process, i f it's success-
ful, for a profit, and then we've got a wholly new industry. But to 
do it on the surface I just don't think is going to work because I 
think ecologically speaking i t wi l l never be done. 
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The C H A I R M A N . But the question is how fast, how much, and 
whether or not this colossal jump in investment by the Federal Gov-
ernment is justified. For example, the Federal Government already 
has a very extensive energy program. EEDA research, development, 
and demonstration programs are funded in fiscal year 1976, this 
fiscal year, at $2.59 billion and it's going up to $3.38 bill ion in the 
next fiscal year, a 30-percent increase. The President requested that. 
I n addition, Congress is now considering an administration proposal 
for a $2 billion loan program for synthetic fuels demonstration proj-
ects, and i f you project that kind of an increase over the next 10 
years you might get a $25, $30, $40, $50 billion research, develop-
ment, and demonstration program. 

Vice President ROCKEFELLER. But not demonstration. 
The C H A I R M A N . But to move ahead in this particular way that 

you're suggesting is appealing, but i t seems to me that it's not as 
responsible as Congress ought to be. We ought to know where we're 
going with every $1 billion or every $2 or $3 billion rather than pro-
vide $100 billion and say take it away and i f there are losses then 
we wi l l make appropriations, but I don't see how we responsibly 
under the Constitution with our clear responsibility for appropria-
tions can provide that we wi l l create an authority that can spend 
100 bill ion and not even put i t in the budget so energy needs can 
compete on a priority basis. 

Vice President ROCKEFELLER. Senator, i f we had known where we 
were going as a nation we wouldn't be here. To begin with, they 
wouldn't have come over on the Mayflower or down to Jamestown, 
and second, they never would have gone west. We're looking for a 
risk-free society and I think it's just a pipe dream. We've got to 
take risks and we've got to take gambles. 

The C H A I R M A N . Well, I might take the risk but with the eyes 
open and I want to know where we're going. The Mayflower argu-
ment is one we heard on the SST, too, that we said "No" to. 

Vice President ROCKEFELLER. That's good, but I don't think this is 
the SST. You've portrayed a 10-year picture with $50 bill ion in 
research, but we may be no further than we are now. I n the mean-
time, we've got a situation in the Middle East right now that could 
blow up tomorrow and we could have another war. We could have 
another oil boycott. The east coast is now dependent 75 percent on 
energy from abroad. I n 2 years we wi l l be importing 25 percent of 
our energy from Arab countries because it's low-sulfur oil. But this 
25 percent we wi l l have from the Arab countries in 2 years. That's 
low-sulfur fuel. I f that's cut off, we're going to have absolute eco-
nomic and social chaos on the east coast because you can't transport 
oil to the east coast from other parts of the country. 

I think we're going to see ourselves, i f that happens, in a total 
breakdown. Now i f i t doesn't happen by a cutoff, by a boycott, at 
some point the Soviet Navy is going to be able to do this and i f they 
don't do i t they can blackmail us. I just don't think we have any 
concept of the dangerous position we are getting in. I think i t can 
be the future of our survival as a society and, therefore, we should 
risk $200 million to do a test on a commercial basis, because ERDA 
cannot do i t on a commercial basis and unti l you do i t on a commer-
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cial basis you can't tell what the costs are. Unless you know what 
the costs are you can't get private capital to go into it—they cannot 
afford it. The Government can. We're spending $100 bill ion this year 
on defense. This is a most important defense item. I f our economy is 
destroyed, we haven't got any defense anyhow. 

The C H A I R M A N . My time is up. Senator Packwood ? 
Senator PACKWOOD. Mr. Vice President, I agree very strongly with 

your last statement. I t 's very fragile indeed for this country to rest 
its economic, let alone its military security, on things over which we 
have no control. Congress so far has done nothing in the field of 
energy since I have been here. We've rejected all of the administra-
tion's plans, by and large, and passed nothing of consequence. The 
energy bi l l last year was worse than no bill. 

There are two things that worry me in your proposal. Everybody 
agrees that consumers don't want any more price increases and that, 
by and large, the State regulatory price level for utilities; electric, 
for example, is not sufficient to allow utilities to charge prices they 
need to generate capital. 

What happens i f we pass this bill? The loans are available; the 
production facilities are bui l t ; and industry regulators say, well, 
here's $100 bill ion of outside capital; we can continue restricted reg-
ulation; we can continue to restrict the return to the companies. 
How do they ever get ahead i f they just get a trade-off with more 
restrictive State regulation ? 

Vice President ROCKEFELLER. Because I think in order to enter 
into a contract with a private ut i l i ty company to build on a lease-
purchase basis, they would also have to have a contract with the 
local regulatory body that as and when that new facility came on 
line the rates would be raised to levels necessary to finance the plant. 

Senator PACKWOOD. SO, in essence, there's more to this bi l l than 
meets the eye because how are we going to bludgeon that out of the 
local public service commissions ? 

Vice President ROCKEFELLER. Well, the local public service com-
mission understands the importance of having the power. Their 
problem is now, politically, they can't do it. I f they can do i t 11 
years ahead it's a lot easier to do something 11 years ahead. 

Senator PACKWOOD. Y O U mean the public service commission in 
New Jersey or New York commits itself to 10 or 11 years ahead to a 
plant that's going to come on line at that time with different public 
service commissioners there by that time probably, but they make an 
irrevocable commitment that they cannot be relieved from ? 

Vice President ROCKEFELLER. Well, Frank lias the details on that, 
but the concept has to be that. 

Senator PACKWOOD. Let me ask you—I was just reading the Bank-
ers Trust 1976 survey. This is their concluding paragraph and they 
have taken 3 cases. Case one is to pursue present continued imports. 
Case 2 is no imports by 1985. Case 3 is no imports by 1990. This is 
their last paragraph. "Of major importance to these conclusions, 
however, is the question of whether the energy industries can com-
mand or require a share of capital. Capital wi l l only be available to 
the extent that the industries can offer a Satisfactory rate of return 
in the competitive marketplace. A t the present time, the Federal 

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



16 

government and many State and local governments are promoting 
policies, laws and regulations which impede the ability of energy 
industries to generate the profits necessary to attract investors. I f 
this punitive attitude is maintained, the energy industries wi l l stran-
gle under resulting curtailment of capital, and the present stress on 
our energy supply wi l l turn into an overwhelming crisis." 

Just prior to that they conclude that i f the regulations are taken 
off then we don't need a bi l l like this; then they wi l l be able to gen-
erate their capital internally. 

Vice President ROCKEFELLER. But when they say the regulations, 
it's not only price, but you've got the whole complexity of ecological 
statements 

Senator PACKWOOD. The report is wil l ing to factor in ecology. 
What they are saying is that i f we are going to impose upon them 
an air pollution standard or a water pollution standard, we have to 
allow them to recover the cost of the regulation. 

Vice President ROCKEFELLER. Again, that's fine. Well, I have to say 
that i f I thought Congress was going to do that tomorrow, then I ' d 
say wait on this bi l l and let's see; but I just don't think Congress is 
going to. What you did was you passed a bi l l which lowered gas 
prices unti l after election. So everybody gets reelected and people 
spend more money on gas and now they're going back to big cars. 
You know, we've got to understand we live in a democracy. 

Senator PACKWOOD. Well, we're robbing Peter to pay Paul. We 
won't do the things, for instance, deregulate. The public service com-
missions won't allow the rates to go up enough, so instead, we're 
going to borrow the money from the taxpayers and wTe're going to 
finance i t through loans and it's taking i t out of one pocket to put i t 
in another. 

Vice President ROCKEFELLER. Well, I don't agree with that, the 
way you put it. But you can say, as we had to in New York State 
because the private companies couldn't do it, the State must go 
ahead. The State is now building and has almost finished one 
nuclear plant, and is building another nuclear power plant. So the 
government can come in and do all of this. 

My only concern is, one, I think the private enterprise system is 
more efficient and, two, I think by the time you get to $600 or $800 
billion for energy alone coming from the government, somebody is 
going to balk and we just won't get there. So my feeling is that i f 
you can do i t for a fraction of that, 12 or 14 percent, and once the 
thing gets going and we get off dead center and we find out what 
those costs are, I think that private capital is going to flow in 
because i t wi l l know what the risks are. 

Mr. ZARB. From where I am, I can't believe what I ' m hearing. For 
a year now we have been talking about decontrolling energy prices 
and the alternatives to that. This morning we're talking as i f it's 
automatic that we're going to decontrol prices. The fact is, we're 
going to have to decontrol our prices in oil over the next 40 months, 
i f the Congress wi l l allow us to do that. But we have not yet dere-
gulated gas prices or come very close at all to what's required in 
that particular sector. I see absolutely no evidence that we are ready 
to have an overwhelming vote in both Houses to deregulate natural 
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gas prices. Even i f we did we have lost so much time because of our 
sell-out to cheap oil throughout the 1960s and early 1970s and 
neglected so much of our domestic technology and capability in the 
coal area and the nuclear area, that we wi l l not have that first scaled 
up gassification plant required to solve and analyze the energy and 
the environmental problems and all the uncertainies you have to go 
through when you march through one generation of a new industry. 
This includes a large scale liquefaction project or a large scale solar 
project or a large scale shale project. They wi l l not have i t even 
with deregulation which is essential to get us some modest results 
between now and 1985. 

I cannot buy the concept that there's going to be some magic that 
wi l l allow some of our utilities who have balance sheets such that 
they can't afford to invest in next year's supply of firewood. 

I do know we are not going to have a capacity increase at the 
uti l i ty sector. I do know when we make such a loan guarantee or 
arrangement of that nature that the public service commission wi l l 
have to adjust its rates instantaneously to put the construction work 
in progress. 

Senator PACKWOOD. Let me ask about that. N o miracle public 
policy is going to occur to allow deregulation of oil and gas and a 
rational attitude on the public service commission's part. Therefore, 
hopefully, this miracle of public policy in the form of this bi l l wi l l 
pass and that wi l l allow the capital to flow to the industries that 
need it. 

Mr. ZARB. I 'm saying that even i f that first miracle does occur, we 
need this second one because we are so far behind, Senator. Let's 
take an example which is probably the easiest way to explain what 
we are talking about. A gassification plant takes a billion dollars of 
investment. There is a high degree of uncertainty as to its commer-
cial viability. We have a pilot-plant sized capacity operating, but we 
don't have the large scale commercial capacity, investors wil l put a 
billion dollars into that kind of a project with certain kinds of 
assurances. Now that assurance could be a price guarantee for some 
period after the project is completed and a guarantee that i t won't 
be put under some kind of Federal regulation which would place the 
output under its real cost. 

To provide that kind of comfort and thereby attract the private 
capital is what we are talking about. Even i f we had decontrol of oil 
and decontrol of gas, and I see no evidence of that occurring, we 
still need a vehicle to ensure that we get that first commercial gener-
ation of advanced technology up and going over the next 10 years so 
that in the period between 1985 and the year 2000 we can make a 
major contribution to what's going to be required in our energy con-
sumption pattern. 

I am confident that i f we don't do it this year and next year we 
are eventually going to have some kind of public program to insure 
that these programs go forward, because it's becoming clear that oil 
and gas are running out. 

I f you take the uti l i ty sector, and talk about some vehicle to 
insure that the economics of putting up a nuclear plant or a new 
coal-fired plant wi l l be there, assuming some loosening of the regula-
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tory process at the local level, first, it's not going to happen and, 
second, i f i t did we would not get the required investment within 
the time required. I t just won't be there. I can go on and on with 
some of the other elements of this portfolio that wi l l occur in the 
next 10 years, but even i f we ful ly deregulate the industry, many of 
them would not. 

Senator PACKWOOD. Let me ask you one last question and my time 
is up. Frank, i f there's any place where your statement seems to me 
is lacking, and also the Vice President's, it's in the area of conserva-
tion. There are only four references, and they are very brief refer-
ences, in the entire papers. Yours simply talks about, on page 6, 
electrical load factors. The Vice President talks about on page 2 and 
3 that we should have a policy. But in this statement, according to 
the FEA, i f you take all the necessary actions in the next 10 years 
we can reduce our energy needs by 5 percent in conservation. Is that 
the best we can do in this country ? 

Mr. ZARB. It 's just a recognition that in a growing economy and in 
a growing country the best we can do is slow down our rate of 
growth. 

Senator PACKWOOD. A l l right. By that 5 percent, you mean at the 
end of 10 years with all of our growth we would be using 5 percent 
less than now? 

Mr. ZARB. NO. I 'm saying that we're stil l going to be growing but 
we're going to be growing at a slower rate. I said earlier that our 
historic rate of growth in this area has been 3.5 or 3.6 percent. I f we 
strain, we can get i t down to 2.2 percent. 

What is meant by the 5 percent figure is that through the enact-
ment of vigorous conservation measures, beyond what has already 
been achieved through price effects and through the conservation 
measures to be implemented through the EPCA, there is not much 
latitude for further savings from conservation. The 3.6 percent his-
torical growth rate I alluded to wi l l fal l to approximately 2.8 per-
cent as a result of current prices and conservation policies; more 
conservation, beyond these levels, would drive the growth rate down 
to 2.2 percent, which would effect approximately a 5-percent reduc-
tion in 1985 energy consumption, from what i t would otherwise be 
under a 2.8 percent growth rate. 

I t should be noted that major changes in energy prices would 
affect these estimates. 

But, Senator, I just think we have to begin telling the truth as it is. 
We are having trouble, as the chairman knows, ih getting a very 
fundamental energy conservation bi l l through this Congress. It's been 
on the books for a year and a half and i t stil l isn't completed and I 'm 
fearful that, when i t finally is, it's going to be the weakest part of our 
total energy package. So while we can talk about what heeds to be 
done, even in this area, we see grave problems. 

Now this E I A bi l l does provide for investment in conservation 
and environmental activity. I f we're going to burn more coal we're 
going to have to burn coal efficiently and cleanly and this bi l l pro-
vides some assistance in that particular category. 

Senator PACKWOOD. Thank you. 
The C H A I R M A N . Senator Stevenson. 
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Senator STEVENSON. Mr. Vice President, as one who has spent sev-
eral years attempting to quantify the effects of raising energy prices 
on the GNP and on inflation, I 'm tempted to joi i i the issue on that 
subject. I t was no coincidence that the United States for the first 
time in its history experienced a combination of severe inflation and 
recession just after energy prices quadrupled. But you are not here 
this morning to talk about that major component of the energy 
crisis but instead to talk about the crisis of supply, go I wi l l resist 
that temptation to join issue with you and Mr. Zarb, as well as my 
colleague, Senator Packwood. 

I have to quarrel with some of the particulars in your .statement, 
but I want first of all to commend you for the overall thrust of that 
statement and the urgency you place on the need to assure ourselves 
adequate supplies of energy in the future. I don't think that the 
dimensions of the threat to our economic welfare and to our .national 
security are understood yet in the country. 

I n fact, some poll reported recently that only 28 percent of the 
American people thought that the energy problem was serious. 
That's appalling. The dimensions of this crisis exceed our powers of 
comprehension. 

First of all, to continue with the chairman's question about the 
dimensions of the capital requirements, that is one point at which I 
might quarrel with you. I don't think it's really possible for us with 
confidence, to be, precise about capital requirements in the future. 

Would i t be fair to restate your position as saying that whatever 
the costs are, we'd better darn well be prepared to pay them and put 
the institutions and the mechanisms in place by which to meet those 
capital requirements as they come along, and, i f our proejctipns are 
excessive or exaggerated, the mechanisms don't have to be used to 
the fu l l extent that's authorized by law ? 

I might add in that context, I 'm always reminded of that old car-
toon that you may recall, of the delegate at the Continental Congress 
rising to inquire, "May I ask how much this revolution is going to 
cost?" You mentioned eloquently this morning an aspect of the crisis 
which I think you would do well to enlarge upon, and i t brings me 
to the main point that I 'd like to take up with you, the dependence 
on foreign sources. 

The embargo made us all well aware of the possibilities for the 
interdiction of supply at its point of production, but supply can also 
be interdicted in transit. How much of the world's oil supply passes 
through the straits of Hormuz ? 

Vice President ROCKEFELLER. 3 6 percent. 
Senator STEVENSON. And how much of Europe's oil supply? Do 

you have that figure? I think it's about 60 percent. What would i t 
take to block the straits of Hormuz ? 

Vice President ROCKEFELLER. One big tanker sunk. 
Senator STEVENSON. Oil in transit can be blocked in the North 

Sea and the Eastern Mediterranean and around the periphery of 
Africa and the Red Sea, as well as at the mouth of the Persian 
Gulf. I think you mentioned that concern not to rattle the sabre or 
to sound the alarms of the cold war, but to indicate that the power 
to interdict oil supplies is power, power that can be used for a mul-
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titude of purposes. It 's leverage. It 's influence, no matter what the 
issue is. 

Now, let the record show that the Vice President is nodding his 
head. 

Vice President ROCKEFELLER. Yes; I totally agree with what 
you're saying, so much so that I didn't feel i t necessary to say any-
thing because I just think that this is not realized in this country by 
the people, by the Congress or by the companies. 

Senator STEVENSON. Now, Mr. Vice President, I think you indi-
cated that even with an all-out domestic effort, the United States, 
according to the estimates of the F E A which are based on very opti-
mistic assumptions, wi l l stil l be dependent on foreign sources for 
between 30 and 40 percent of its oil requirements by 1985. Is that 
right? 

Mr. ZARB. It 's less than that. It 's sti l l 6 million barrels a day 
which represents about 25 percent of our total equivalent require-
ments. 

Senator STEVENSON. On a most optimistic assumption 
Vice President ROCKEFELLER. By that time they wi l l have built up 

a billion-barrel storage which wi l l help capacity. Congress has 
approved that, not the money but the concept. 

Senator STEVENSON. The point I want to make is that even wi th 
all that effort, with optimistic assumptions, the United States is 
going to remain dependent upon foreign sources of oil for a long 
time and as Canadian exports and perhaps exports from Venezuela 
and elsewhere dwindle, the dependence on Middle Eastern sources of 
oil could remain or become larger. 

Vice President ROCKEFELLER. Particularly because it's low sulfur. 
Venezuela is high in production but that's high-sulfur oil. 

Senator STEVENSON. A recent study by the U.S. Geological Survey 
concluded that about 50 percent of the oil in the world remaining to 
be discovered existed in the non-OPEC, presently noncommunist 
countries, principally in Latin America and in Africa. Project Inde-
pendence, your proposal, seems to place exclusive reliance for inde-
pendence on the development of domestic sources of energy. 

My question to you is whether that is right. Shouldn't we also rec-
ognize that we can reduce our dependence on the most undependable 
foreign sources of oil by diversifying foreign sources of oil, and not 
only reduce dependence on the foreign sources that we are most con-
cerned about now, but also produce energy at a relatively attractive 
economic cost? A barrel of new oil produced today in the United 
States costs about $8. New oil in the Third World costs between $2 
and $3 a barrel. So for the sake of true independence, shouldn't we 
seek to develop additional foreign sources of oil, particularly in 
Latin America and in Africa and shouldn't this agency which you 
propose be authorized to help finance joint ventures and develop-
ment abroad as well as at home ? 

Vice President ROCKEFELLER. Senator, I understand what you're 
saying. That's two questions. One, do you consider Angola, for 
instance, a dependable source? One wonders what some of these 
trends are. Venezuela now has its oil shut in because ConEd, 
taking New York as an example, would rather buy Algerian oil 
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which is low sulfur because of the restrictions on the use of high-
sulfur oil. They can't burn sulfur oil because of those restrictions. 

So this is a more complicated situation than purely where the oil 
comes from and whether you count on it. And lastly, while the 
Straits of Hormuz could be blocked off by the sinking of one tanker, 
there could be explosions of tankers at sea because they are sitting 
ducks, and after enough explosions one would have to wonder then 
whether the sea lanes are the most secure source of supply. So this is 
a complicated situation and my personal summary would be that we 
ought to have the capacity and proven capacity to become self-suffi-
cient, whether we continue to import or not because of cost, so that 
you have that flexibility. 

Mr. ZARB. Senator, your query is whether or not we can add to 
our own domestic production with what we might consider secure 
sources abroad, and from my own perspective the answer to that 
question has to be "No." I don't know of any totally secure sources 
anywhere else in the world. We have seen our good friends, the 
Canadians and the Venezuelans, price their product at OPEC levels. 
When i t became clear to the Canadians that they needed their own 
product to serve their own needs, they began the process of with-
drawal from our marketplace taking themselves out completely by 
1980. 

I can't find any evidence that would indicate that, given the world 
increase in demand on energy, that demand won't affect energy trade 
over the entire world. Getting back to what we define as self-suffi-
ciency or invulnerability, using a modest case, we can get down to 6 
million barrls of imported oil a day by 1985 with 1 year's worth of 
oil consumption in storage. We consider that self-sufficiency. But to 
begin calculating that there wi l l be other supplies that are secure I 
think would be a mistake. We are not attending to our natural gas 
question here domestically and, in the meantime there are people 
talking about contracts from abroad for liquefied natural gas which 
wi l l probably cost close to $3 per thousand cubic feet. I think it's 
quite clear, Senator, in this particular sphere we're not going to be 
able to depend upon anybody else's energy source except our own, 
save very small amounts which we could make up for with domestic 
capabilities in the case of a shutoff. 

Senator STEVENSON. I am disappointed in that response because 
by your own most optimistic assumptions you are projecting reliance 
on foreign sources. I 'm not suggesting a cutback of domestic effort. I 'm 
saying we ought to make dependence on foreign sources manageable. 

You mentioned Canada. One pipeline across Canada would cost 
about $10 bill ion; that's another opportunity for foreign participa-
tion by this agency that you're suggesting. That transportation 
system across Canada could not only help the Canadians bring down 
natural gas from the Mackenzie Delta and oil from the Beaufort 
Sea and meet their own requirements, but by doing so i t would also 
help them continue, i f not increase, exports of gas and oil to the 
United States. 

Vice President ROCKEFELLER. That's a good test case. I f Canada 
would agree to do that, this would be a very exciting and important 
problem because the sources of gas there are fantastic. 
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Senator STEVENSON* Their agreement wi l l depend upon the extent 
of their resources, particularly in the Beaufort Sea, and we don't 
know that yet, This is one example of the need for financing outside 
the territorial limits of the United States. You picked Angola. I 
could pick many other examples a l itt le less inflammatory at the 
moment, ; 

Vice President ROCKEFLLER. Algeria wanted to sell us some more 
oil and since then they have had 2 changes in government. Now our 
relations with them are pretty uncertain. 

Senator STEVENSON. Well, the point is that i t seems to me we 
ought to be focusing some attention on exchanging American 
resources, including technology and capital, for assurances of supply 
at reasonable prices from abroad as well as at home, and to place 
exclusive reliance on the development of domestic resources contin-
ues what I would call a drain American first syndrome without 
giving us independence—it continues, by your own projections, 
dependence on foreign sources. 

Vice President ROCKEFELLER. Senator, I understand what you're 
saying and were i t possible to achieve secure supplies abroad, then I 
am totally with you. I think you pose a very difficult problem for 
any oil producing nation that's a member of OPEC. I f they are a 
member of OPEC they cannot break the price and Venezuela and 
Ecuador a<re both members of OPEC. Although it's interesting to 
note that neither Venezuela nor [Ecuador boycotted the United States, 
and yet when Congress passed a bi l l which removed the OPEC coun-
tries from the most favored nation laws, we removed Venzuela and 
Ecuador. They were furious and all of Latin America is furious 
because they didn't boycott us and we placed them on the same list. 
That was a year and a half ago. They have had delegation after 
delegation at congressional hearings and Congress has as yet refused 
to restore them to most favored nation status. Plow do you make 
friends and influence people when we do this kind of thing to our 
friends? So we have got some very real problems in dealing 
consistently. 

I just came back from a tr ip to 9 countries around the world and 
I want to tell you everywhere I went the one question is: Can we 
count on the United States ? It 's a very serious problem that people 
are beginning to wonder whether we are going to be consistent in 
what we do. So when we talk about developing reliable sources, that 
involves our being reliable ourselves in our relationship with those 
countries. 

The C H A I R M A N . Gentlemen, we have 2 other witnesses. I w i l l be as 
brief as I can. I just have 1 or 2 other areas I want to explore on 
this. I wTill explore i t as quickly as possible. 

I don't mean to just harp on one note, but I just can't get over the 
size of this, $100 billion. I was just trying to see how we could put 
that in perspective. This is a 7-year program. You make your com-
mitments over 7 years and they can run for another 3 years. So i t 
would be 10 years in that sense. Take those 7 years, $100 billion 
means that you would have more than $1 billion a month, more than 
$250 million a week. On a 5-day week, you would have $50 mill ion a 
day. An 8-hour day, you wTould have $6 million an hour, $100,000 a 
minute, about $1,500 a second. 
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Vice President ROCKEFELLER. That's a quarter of what the govern-
ments spends for that second. 

The C H A I R M A N . Well, i t may be, but the reason I raise that point 
is we are taking this colossal amount out of the budget. I have here 
a list of the loan programs and this isn't entirely a loan program— 
the loan programs that are in the budget. They include the Farmers 
Home Administration, most of the housing programs, all of the 
Export-Import Bank which used to be out of the budget but is now 
back in the budget, and the determination of the Congress and the 
Budget Committee to put everything i t possibly can in the budget so 
different demands can compete on a priority basis. Here we have a 
program that is bound to have an effect on the availability of capi-
tal and the availability of resources. It 's a program that does not 
simply involve loans but risky loans, loans that wouldn't be made in 
the private sector. 

I n the second place, it's a program that also involves common stock 
investments and, of course, that's even riskier. It 's a program that 
also permits price supports. I don't know how it's possible to have a 
price guarantee program on this kind of scale without losing some 
money and you might lose several billion dollars. 

Now i t would seem to me that the Congress should therefore insist 
that this should be placed in the budget to compete with the other 
demands on our resources and require regular appropriations by the 
Congress. 

Why do you insist on having this outside the budget? How impor-
tant is that particular part of your bill? 

Vice President ROCKEFELLER. Let me make 2 comments and then 
turn i t over to Frank. One, you mentioned the Export-Import Bank 
and it's very interesting that the Ex-Im Bank does very much what 
we are talking about doing, but only for any investment by an 
American company abroad, which is an interesting thing. We are 
wil l ing to support the sale of equipment to build a gassification or 
liquefaction plant in Algeria through the Ex- Im Bank, but we won't 
do i t at home. 

The C H A I R M A N . That's in the budget now. 
Vice President ROCKEFELLER. E I A is also in the budget. The 

theory for putting i t in was that the losses E I A would suffer would 
go in the budget, and only a small percentage of its investments 
would result in losses and actually be a government expense. The 
rest would be returned when the loans are paid off. Therefore, i t did 
not seem to be equivalent to an expenditure by government. OMB's 
projection for 5 years indicates that they are anticipating a loss 
totalling only $1 billion in 5 years. 

The C H A I R M A N . But isn't i t true, Mr. Vice President, that some of 
these commitments, particularly the price support and very likely 
the common stock investment or preferred stock or whatever i t is, 
the equity investments, are likely to be in effect expenditures ? 

Vice President ROCKEFELLER. Well, they could be, and that's why 
i t is suggested that $25 billion be in equity and $75 billion be in 
loans. 

Now as far as the other point you made, which is bound to affect 
the availability of capital, there's no question that today it's better 
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to finance a McDonald's hamburger stand because you can get a 
better return on your capital, but that may not be in the best inter-
ests of the United States. Somebody has got to decide where capital 
goes when i t affects our national interest. 

Now I have to admit that it's strange for me to be here testifying 
on this side of the issue. I ' d expect to be here suggesting that gov-
ernment stay out of this and leave i t in private hands. But my con-
cern is, first, our national security and our national well-being. I 
am deeply concerned that this country is running risks well beyond 
what we can afford to run, and that we are vulnerable to a point 
that very few people in America realize. 

The C H A I R M A N . Why not trust Congress to make these appropria-
tions in the budget i f they can be justified? I t seems to me you have 
made a very strong case and a very appealing case. Why shouldn't 
that case have to be made whenever we decide whether to loan 
money here, whereas I say the overwhelming majority of our loan 
programs are in the budget and every kind of expenditure program 
is in the budget? 

Vice President ROCKEFELLER. Senator Proxmire, i f you told me 
right now Congress was ready to make $100 billion available and 
you wanted to put i t in the budget, frankly, I ' d say, fine, as long as 
you're going to do it. But I worry that i f you put i t in the budget 
someone is going to say, well, this is going to increase the budget 
from $400 billion to $410 billion and that that's too big a jump, and 
therefore i t wi l l not be done. 

The C H A I R M A N . Otherwise, we are kidding ourselves i f we don't 
put i t in. You're making that $10 billion commitment of resources 
anyway, but you're not admitting it. 

Vice President ROCKEFELLER. I don't agree. This is an investment, 
not an expenditure. 

The C H A I R M A N . Mr. Vice President, every one of the loan pro-
grams is an investment and most of them are excellent investments 
returned with interest in fu l l and frankly better investments proba-
bly than these would be. This may be more urgent in many respects 
than many of these projects. 

Vice President ROCKEFELLER. Maybe the Government ought to 
have a budget that shows expenditures and a budget that shows cap-
ital investments and separate the two, because I think it's misleading 
to the public. 

The C H A I R M A N . I agree, we ought to have a capital budget. We 
don't have a capital budget, however, and therefore, since we put 
capital investments into the budget now, i t seems to me we should be 
consistent. 

Vice President ROCKEFELLER. We can put some in. We're on the 
way. 

Mr. ZARB. Mr. Ghairman, i f I may add a comment on this—$100 
billion sounds like an awful lot of money. One way to put i t in 
perspective is to look at the fact that we are going to pay out this 
$100 billion between now and December 1978 for imported oil. The 
total requirement of $580 billion, between now and 1985, represents 
about 30 percent of total investment in the energy sector which is 
historically the percentage taken. 
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Finally, in or out of the budget, I think i t ought to be clear in 
terms of the maximum outlays to the budget. I f everything went 
wrong and every project were wiped out, as you described earlier, 
that is going to expose us to some $25 billion over the 10-year pro-
gram. I t sounds big. But i t isn't big in terms of the size of the job 
we need to accomplish. I n view of the historical investment in this 
particular sector, with the proper controls and oversight capabilities 
of the Congress, I think a great deal of comfort can be given to the 
Congress that these investments wi l l not be made in wild-eyed 
schemes but rather proven technology that's being brought into com-
mercial stages. 

The C H A I R M A N . Well, on that very point, you say not in wild-eyed 
schemes and proven technology; nevertheless, you have a no-credit-
elsewhere requirement. What that means is you're not going to lend 
i f they can borrow from a bank or borrow from some other group. 
That means, of course, that you have to make a judgment that this 
would be reasonably good even though they can't borrow the money. 

Let me ask you this. The bi l l requires, and I quote,̂  "that a project 
would not receive sufficient financing upon commercially reasonable 
terms." Does that mean that the E I A could authorize a project and 
fund a project that could borrow money at 12 percent? That might 
seem unreasonable. Could you then move in and provide the funds 
at 8 or 9 percent ? 

Vice President ROCKEFELLER. I don't think a uti l i ty could afford 
to pay the 12 percent because they couldn't get the rate increase that 
would support it. I n other words, I apologize to you for using New 
York but that's what I 'm more familiar with. None of the seven 
uti l i ty companies there can afford to build powerplants because they 
can't get the rate increase. They tried to get together and form a 
finance construction company. There were 18 regulatory bodies, 
State and Federal, and the lawyers worked for 2 years and could 
not satisfy all the provisions of all the regulatory bodies which 
would permit them to do it. This wi l l slowly force Government 
reform and maybe that's something that this country wants to do. 

The C H A I R M A N . Then the Federal Government would offer better 
terms than the private market in this situation. 

Vice President ROCKEFELLER. N O ; i t would offer prime rate. I t 
wouldn't go below prime rate. 

The C H A I R M A N . That's right, but i t would stil l be better terms in 
this case—it might be 12 or 15 percent they could get in the market 
but that's considered unreasonable and they wouldn't proceed on 
that basis—but with 9 or 10 they might, and as you say, i t would be 
at the prime rate or above, but still i t would offer better terms than 
the private market would, given the risk. I n that case, how could 
you possibly comply with the provisions in the bi l l requiring compe-
tition that the Federal position "not unduly enhance the recipient's 
competitive position?" Wouldn't that put the recipient in a strong 
position since he's able to borrow money for this kind of a project 
below the market and strengthen his competitive position since the 
risk is assumed by the Federal Government? 

Vice President ROCKEFELLER. It 's not his competitive position in 
the market. I n other words, i t wouldn't compete with the other pri-
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vate investment houses. It 's not competitive position producing elec-
tricity or gas which is needed by the consumers. 

The C H A I R M A N . Well, you're right. I wouldn't argue with you on 
the competition with the financial sector, but I would with respect to 
the effect on the competitor in that particular energy industry. 

Vice President ROCKEFELLER. No, because what i t states in the bi l l 
is that this project should not be financed unless i t is a significant 
contribution to energy independence and i f i t could be financed by 
somebody else. This is to fill a vacuum, not to compete. You talked 
about the amount of the money. I f there are 18 different gas indus-
tries there wi l l be 18 different gassification plants, coal gassification. 
You've got 92 atomic powerplants canceled. Let's say you went for 
50. That's $50 billion. So that's $68 billion. Senator Stevenson talked 
about the $10 billion for a pipeline across Canada. I doubt very 
much whether private enterprise would be able to finance that. These 
things go very rapidly in terms of the amount of money that's 
involved and $600 or $800 bill ion is an awful lot of money. 

The C H A I R M A N . Of course, that isn't new technology. That's not 
proving new technology. What that is is providing facilities that 
otherwise might not oe provided to increase our production of 
energy. 

Vice President ROCKEFELLER. That's right, but both are permitted 
under the terms of the bill. 

The C H A I R M A N . One more point. For the record, would you pro-
vide in the fullest possible detail the assumptions for the statement 
that you make on page 3 in which you argue that appropriate poli-
cies would permit savings in conservation at a maximum of 5 per-
cent over a 10-year period, increase domestic oil production by 50 
percent, increase coal production by 100 percent, increase natural gas 
production by 10 percent and increase nuclear power generation by 
300 percent. I t 's an assertion that may be true, but I think we need 
the most detailed documentation you can give us because i t seems to 
me that can be challenged right along the line. 

Vice President ROCKEFELLER. I took them all from Frank's book 
and we wi l l give you the details. 

Mr. ZARB. We provided that book to you. 
The C H A I R M A N . Y O U gave us some of that, but we wanted i t a lot 

firmer than i t is. 
Mr. ZARB. I t was published in the NEO which we released last 

month, Senator, but we certainly wi l l be more precise for the record. 
I ' d just like to get back to the competitive questions with respect 

to available funds. Let's use two examples, two gassification plants. 
One gassification plant w i l l be constructed by a group who can go 
into the private sector and get 15 percent money. They have made 
their calculations that that 15 percent money wi l l lead to economic 
viability when the project is completed. Then there's another that 
says to the Federal Government, we wi l l go ahead when we have 10 
percent money. Clearly, the government isn't going to be in a posi-
tion of providing that second group with 10 percent simply because 
they want a lower rate of return. The investment in reality w i l l not 
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be made at 15 percent because the economic viability between now 
and 1985 wi l l not be attractive and the private funds wi l l not be 
there at that rate. So the notion of crowding out private money with 
government interference simply does not apply i f we follow the 
principles set forth in the bill. 

The C H A I R M A N . Y O U see what kind of problems this leads to, but 
I appreciate that. 

Senator Packwood ? 
Senator PACKWOOD. N O other questions. 
The C H A I R M A N . Senator Stevenson? 
Senator STEVENSON. Mr. Chairman, just to get one point clear for 

the record, the Vice President mentioned again the possible pipeline 
across Canada for the transmission of gas. My question earlier was 
intended to be whether this financing entity could aid in the financ-
ing of American activities abroad, including Canada, including 
reprocessing of waste nuclear fuels abroad, or oil and gas production 
in Brazil; and from the reference to a pipeline for Canada, I 
assume that i t would be available, but from the earlier response I 
thought i t would not be available. 

Vice President ROCKEFELLER. I t would i f i t can be proven that i t 
adds to our independence. 

Senator STEVENSON. I see. 
Vice President ROCKEFELLER. I n other words, that gets back to 

your question of assured source of supply. 
Senator STEVENSON. Then there's no disagreement between us. 
Vice President ROCKEFELLER. I ' d like to say one other thing on 

your earlier question about price and inflation which to me is very 
interesting and very important. To me, the man who has been clear-
est on his position on why OPEC has done what it's done is the 
Shah of Iran. The Shah of Iran stated that oil is a finite product 
and that i t should be used with great care for those things for 
which it's essential, petrochemicals and so forth, and should not be 
wasted. Therefore, his concept is to set oil prices at a figure which 
encourages the development of substitutes for the things for which 
gas is now being used that i t shouldn't be used for. You may not 
agree with this, but it's an interesting philosophy that really affects 
this question of inflation. 

Senator STEVENSON. Mr. Vice President, I recently discussed not 
only oil pricing but also the Straits of Hormuz with his Imperial 
Majesty, and the pricing subject with, among others, Dr. Isagore, 
with whom you're also undoubtedly familiar, and he much to my 
pleasure, conceded—I trust i t was not intended to be a private con-
cession—that the Iranian Government, like other OPEC members 
governments, did not understand the effects of the energy crisis as 
they ripple out to inflate the cost of every commodity and every 
service. He indicated, and this is what I was trying to do earlier, 
that we need to quantify those effects, and that this ought to be a 
high priority to the producers and consumers conference in Europe. 

So getting back to that earlier point of whether we should precip-
itously increase oil prices, which the OPEC countries do not intend 
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to do now, I think, we ought to be very cautious and I would hope 
begin the analysis that can tell us all the economic impacts—infla-
tionary and recessionary—from given changes in energy prices. 

Vice President ROCKEFELLER. Mr. Chairman, may I just say in 
conclusion, I appreciate so much your having these hearings and 
what worries me is we are on dead center as a nation both in terms 
of the public's understanding of the problem, the congressional 
action, and the corporation action, and everybody is just sort of 
standing still. I think we cannot afford this as a nation. We have 
got to get off dead center and get going. I see no other way than the 
government which is responsible for the security and the well-being 
of the American people to take an initiative which gets us off that 
dead center. To me that is a viable initiative in the pattern which 
has been used before, including RFC, rubber, aluminum, et cetera, 
during World War I I . I f properly managed, E I A can do what is 
necessary and not do more, and the minute i t gets energy production 
going i t can pull in its horns. I think it's a sound, constructive role 
for government to play. 

As I mentioned, we have done as a government those things which 
were necessary to achieve national objectives in these other areas by 
other means and I think this one is one that, thanks to you, is going 
to get the kind of attention and exposure which is so important in a 
democracy and I thank you, sir. 

The C H A I R M A N . Well, thank you very much, Mr. Vice President, 
for an excellent presentation and for calling the attention of this 
committee and of the Congress to the urgency of this issue, challeng-
ing us to do something about i t and as Senator Packwood said so 
well, i f we turn this down, come up with something that wi l l be 
better i f we can. I think you have made a very fine presentation. I 
am still concerned. I have that Post Office syndrome. I don't want to 
make our oil industry like the Post Office. Somehow when the gov-
ernment gets in this deeply there are all kinds of problems. You 
have made a very fine presentation and we are off to a very good 
start on this. 

[Complete statements of Mr. Rockefeller and Mr. Zarb and copy 
of the bil l follow:] 
S T A T E M E N T OF N E L S O N A . R O C K E F E L L E R , V I C E P R E S I D E N T OF T H E U N I T E D S T A T E S 

M r . Cha i rman, Members of the Commit tee : I appreciate th is oppor tun i t y to 
j o i n w i t h you to discuss the most chal lenging problem of a chal lenging era— 
the energy crisis. 

F i r s t , I wou ld l i ke to ask, and then answer, the f o l l o w i n g quest ions: ( 1 ) , I s 
there rea l l y an energy cr isis? (2) W h a t happens i f we j us t cont inue as i s—to 
depend on increasing fore ign impor ts to meet our Nat ion 's g row ing energy 
needs? (3) Do we, as a Nat ion, have the resources and capaci ty to achieve 
energy independence? (4) W h a t does i t take to do i t ? (5) W h y does government 
have to get in to i t ? — W h y isn ' t p r i va te enterpr ise do ing i t ? (6) H o w can gov-
ernment p lay an appropr ia te role i n achiev ing energy ndependence w i t h o u t 
subsidiz ing p r i va te interests, or w i t h o u t i n te r f e r i ng w i t h the f ree enterpr ise 
system? (7) I f the answer to ge t t ing us off dead center is an Energy Inde-
pendence A u t h o r i t y , as prov ided f o r i n Senate B i l l 2532, how wou ld i t w o r k ? 
(8) W i t h an a l l -out na t iona l ef for t , how fas t can we expect to achieve the goal 
of energy independence? 
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I . Is There Really an Energy Crisisf—Unfortunately, many Americans do 
not believe the energy crisis is real because there is no tangible evidence of i t . 
There is gas i n the pumps, and the l ights go on when they flip the switch. 
They recognized i t two and a ha l f years ago dur ing the Arab o i l embargo 
when the lines formed at the service stations. Bu t there are no lines now 
because we are impor t ing 40 per cent of the o i l consumed i n this Nation. 

I n 1960, we received 18 per cent of our o i l f rom foreign sources. Dur ing one 
week last month, our foreign o i l imports reached more than 50 per cent of our 
to ta l consumption. Even more alarming is the fact that the proport ion of our 
imports which comes f r o m unstable Mideast sources is r is ing faster than the 
growth rate of our imports as a whole. 

Whi le imports rise, domestic production of both o i l and na tu ra l gas is declin-
ing. The Northeastern par t of this country is now dependent upon foreign 
sources for 75 per cent of i ts oil. I f this supply were suddenly cut off, there 
would be social and economic chaos. Should we have another embargo, the 
economy of this country would be shattered. Today's energy s i tuat ion is, i n my 
judgment, a clear defini t ion of a crisis. 

II. What happens if we just continue as is—to depend on increasing foreign 
imports to meet our Nation's needs f—Between now and 1985, our energy needs 
w i l l grow by 36 per cent. I f we continue our current course, and continue to 
regulate o i l and natura l gas prices at current levels, i f we do not develop our 
plants, i f we do not adopt a strong program of conservation, and i f we f a i l to 
commercialize new sources of energy, such as gas and o i l f r o m coal and shale, 
we w i l l be impor t ing between 50 and 60 per cent of our o i l i n 1985. And i t w i l l 
cost us i n foreign exchange not $30 b i l l ion as i t w i l l this year, but $50 b i l l ion 
by 1985. I t is obvious what a threat of an embargo would do to our nat ional 
security and defense capabil i t ies under such circumstances as wel l as to our 
capacity to meet our responsibilit ies to the other nations of the free wor ld 
who, wi thout our protection, would be equally vulnerable. I am hesitant even 
to speculate on the kinds of economic, pol i t ical and m i l i t a r y pressures that 
could be imposed on this Nat ion i f we continued to be more than 50 per cent 
re l iant on foreign sources. 

W i t h such a large amount of the o i l coming f r om one area of the world, the 
supply lines provide a tempting opportunity fo r the Soviet Union, w i t h i ts 
growing sea power, to disrupt the transport on the high seas. Bu t there are 
other serious consequences that could result. The continued dependence upon 
foreign sources of o i l could cause us to lose credibi l i ty w i t h our allies. They 
would be just i f ied i n asking whether or not we would support their interests 
against those of our o i l suppliers. Our continuing dependence on imported o i l 
threatens our ab i l i ty to mainta in our leadership i n the free world, our eco-
nomic well-being and our nat ional security. 

Now, let's look at what happens to our economy, i f we continue along our 
present path of depending on increasing foreign imports to meet our Nation's 
growing energy needs. I n 1973, we were spending $4.3 b i l l ion annual ly fo r for-
eign oil. And i n 1976 we w i l l spend $30 bi l l ion. We now export $22 b i l l ion i n 
agr icu l tura l products—which is up f rom $8 b i l l ion i n 1973. Were i t not fo r the 
sale of these f a r m products and the sale of $10 b i l l ion wor th of arms, we 
would not have maintained our balance of payments. 

On the other hand, i f we just continue on the present course, we w i l l be 
spending up to $50 b i l l ion overseas for imported o i l to meet the growth i n our 
domestic needs. On the other hand, i f we were to spend the $30 b i l l ion at 
home, i t would provide jobs for at least 1,200,000 people. And, by 1985, $50 bil-
l ion spent at home to produce our energy requirements domestically would pro-
duce close to 2,000,000 jobs for American workers. 

I f we don't fo l low this course, at some point, the economics of business w i l l 
compel indust r ia l concerns to locate their faci l i t ies i n close prox imi ty to 
energy sources abroad, rather than to their markets and customers at home. 
This would mean an addi t ional loss of jobs in this country and would be detr i-
mental to the v i ta l i t y of the entire American economy. 

As energy costs rise due to the arb i t ra ry action of the OPEC cartel over 
which we have no control, inf lat ionary pressures are placed on our economy. 
When this occurs, there is a tendency fo r government to enact policy which 
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inh ib i ts economic growth. To continue along our present path spells economic, 
social and pol i t ical chaos. 

I I I . Do we as a Nation have the resources and capacity to achieve energy 
independence?—The answer is yes! We are extremely for tunate as a Nat ion to 
have vast reserves of resources tha t can be converted in to energy. The Nor th 
Slope of Alaska w i l l make available signif icant amounts of o i l and na tu ra l gas. 
And we have known reserves of coal tha t w i l l last us fo r at least one hundred 
years. I t is estimated that our shale o i l reserves are equivalent to four to five 
t imes the to ta l amount of known o i l reserves i n the Middle East. The potent ia l 
resources on the outer cont inental shelf are expected to be substantial. We 
have the technology and abi l i ty to more than t r ip le the generation of nuclear 
power w i t h appropriate safeguards by 1985. We have, i n th is country, potent ia l 
energy f r o m geothermal, solar and other sources. A l l of these can replace our 
dwind l ing present domestic supply of na tu ra l gas and o i l—in a way that pro-
tects our environment. 

To achieve energy independence i n this century, we must develop and con-
st ruct the faci l i t ies necessary to exploi t these new sources, and we have 
already lost two years i n gett ing started. 

IV . What does it take to do it?—To achieve energy self-sufficiency we must, 
i n the short-term, face up to the issues that confront this Congress and the 
American people. We must enact and employ conservation measures. We must 
deregulate the prices of domestic o i l and gas. We must assure tha t we do not 
unduly impede the development of nuclear power. And we must assure tha t 
our environment is protected, but that the policies we adopt i n doing so do not 
deter the development of our resources, such as coal, o i l shale, and off shore 
o i l reserves. There is no problem in achieving both goals i f we a l l work 
together. Modern science and technology can assure the achievement of both 
goals together. 

According to Federal Energy Admin is t ra t ion estimates, i f we take a l l the 
necessary actions i n the next 10 years, we can reduce our energy needs by 5 
percent through conservation, increase domestic o i l production by 50 per cent, 
increase coal production by 100 per cent, increase na tura l gas product ion by 10 
per cent and increase nuclear power generation by 300 per cent. This w i l l 
require, among other things, deregulation of o i l and gas—strong conservation 
measures—and $600 b i l l ion to $800 b i l l ion in pr ivate sector investment i n 
domestic energy production. We must restore exist ing and construct new trans-
por tat ion systems where necessary. I n the longer-term, we must commercialize 
known technology fo r the gasification and l iquefact ion of coal. 

And, as new technologies become known fo r the development of such energy 
sources as solar, geothermal and urban wastes, they can be applied commer-
cial ly. Energy independence can be achieved f r om the appl icat ion of a l l of 
these approaches before the end of the century i f we have an a l l out nat ional 
commitment. 

Y. Why does government have to get into it?—Why isn't private enterprise 
doing it?—Energy independence is a nat ional objective that is essential to the 
economic and strategic well-being of th is Nation. Pr iva te enterprise alone 
cannot and w i l l not do i t . There is ample precedent fo r positive government 
action to encourage the American enterprise system i n achieving nat ional 
objectives tha t contr ibute to economic growth, the well-being of our people, 
and our nat ional security. 

We have a transcontinental ra i l road system because the government pro-
vided the land. We have a uniquely productive free enterprise agr icu l tu ra l 
system because of assistance by the government through the Homestead Act, 
Land Grant Colleges, the Extension Service, and the Federal Agr i cu l tu ra l 
Credit System. Our c iv i l ian aviat ion industry evolved f r om the research and 
development of m i l i t a ry a i rcra f t . Because of the bi l l ions of dol lars spent on 
our h ighway system by a l l levels of government, we have a prosperous automo-
t ive industry which is basic to our economy. A l l of these are examples of the 
partnership between government and industry to achieve an essential nat ional 
goal wh ich was not attainable by either act ing alone. 

I n the case of energy, we have the raw mater ia ls to achieve self-sufficiency, 
uncerta inty of the r isks involved, produce the capi ta l investment required to 
f u l l y develop these resources w i t h i n a reasonable period of t ime. Pr iva te capi-
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t a l sources are—for good reason—reluctant to make capi ta l available fo r 
domestic energy production projects because of the uncertainty of government 
regulation, costs and prices. For example, the development of a single coal gas-
i f icat ion plant would require a capital investment of up to $1 b i l l ion and take 
approximately 6 to 10 years to construct. Because of the uncertainties of the 
technology, and price, and the long lead times, such a project has more than 
just the ordinary r isk. Many projects, such as floating nuclear power plants, 
financing f r om the pr ivate secor alone may not be adequate. Ninety-two 
nuclear power plants have been cancelled or postponed, i n large par t because 
the electrical u t i l i t ies have not been able to raise the financing necessary to 
construct them. They now take 10 or more years to bui ld, cost approximately 
$1 bi l l ion, and the state regulatory bodies w i l l not give a rate increase to 
finance them un t i l the power f rom the new plant comes on line. Thus, their 
inabi l i ty to get pr ivate financing. 

This is not to suggest tha t these projects are destined to lose money. I t only 
points out the uncerainties that deter pr ivate sector investment. We are not 
in a posit ion to wa i t un t i l these uncertainties become certainties. The longer 
we wai t , the fu r ther in to the fu tu re we push the day when these projects w i l l 
add to our domestic energy production. 

V I . How can government play an appropriate role without subsidizing pri-
vate interest, or urithout interfering with the free enterprise system?—Govern-
ment has t rad i t iona l ly played a role of providing incenives i n one fo rm or 
another to assure that adequate capital is available to the pr ivate sector i n 
achieving nat ional objectives. I n this case, the government's role would be to 
provide up to a to ta l of $100 b i l l ion of r isk captal fo r energy projects essen-
t i a l to energy independence which cannot get the necessary amount of pr ivate 
financing. The government loans would be on terms comparable to those 
offered by the pr ivate sector. I n financing the development of energy resources, 
the government program should funct ion l ike an investment bank or other pr i -
vate sector financing agency—providing assistance to promising projects, but 
on a self- l iquidat ing basis. This would provide an appropriate government/ 
pr ivate sector partnership which would work together to get this country 
off dead center i n achieving energy independence wi thout a giveaway or subsidy. 

The legislation stipulates that the pr ivate sector would own and operate pro-
ductive faci l i t ies, and not the government. The American enterprise system has 
shown i tsel f to be the most efficient and capable producer i n the world. By 
providing financial assistance to take those risks which are beyond the capac-
i t y of the pr ivate sector, the government would act as a catalyst i n gett ing the 
energy independence program into motion. 

Bu t af ter costs were determined and market prices established, then the 
competit ive nature of our system would provide the incentives necessary fo r 
the successful achievement of our energy independence goals. 

V I I . If the answer to getting us off dead center is an Energy Independence 
Authority, as provided for in Senate Bill 2532, how would it wforkt—The 
Energy Independence Author i t y would have author i ty to provide up to $100 
b i l l ion of financial assistance fo r energy projects which could not otherwise 
secure financing f rom pr ivate sector sources. Th is sum would be raised 
through the sale to the Treasury of up to $25 b i l l ion i n equity securities and 
the issuance of up to $75 b i l l ion i n government-guaranteed obligations. The 
Author i ty could provide financial assistance i n a var iety of ways, including 
loans, loan or price guarantees, purchase of equity securities, or construction 
of faci l i t ies for lease-purchase. The Author i ty would not be permit ted to own 
and operate faci l i t ies, or to provide financing at interest rates which are below 
those which prevai l i n the pr ivate sector. The Author i t y would be authorized 
to support emerging technologies i n energy supply, t ransportat ion or transmis-
sion, and conservation, projects which displace oi l or na tu ra l gas as fuels fo r 
electric power generation, projects which involve technologies essential to the 
production or use of nuclear power and projects of unusual size or scope, or 
which involve innovat ive regulatory or inst i tu t ional arrangements. I t is also 
authorized to finance capital investments necessary fo r environmental protec-
tion. The Energy Independence Author i ty would be run by a board of five 
directors appointed by the President and confirmed by the Senate. 

V I I I . With an alVout national effort, how fast can we expect to achieve the 
goal of energy independence?—With an all-out effort—based on the establish-
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ment of the Energy Independence Au thor i t y to assist i n financing the short-
term actions required to l i m i t our vu lnerabi l i ty by 1985, as we l l as the new 
domestic energy sources we w i l l need af ter 1985—we can achieve energy inde-
pendence before the end of th is century. B u t t ime is of the essence. We cannot 
wa i t another year i f we are going to protect our nat ional securi ty and rebui ld 
our economic strength to meet the needs of our people at home and our 
responsibil it ies abroad. 

S T A T E M E N T OF F R A N K G . Z A R B , A D M I N I S T R A T O R , F E D E R A L E N E R G Y A D M I N I S T R A T I O N 

Mr. Chairman, Members of the Commit tee: The Vice President provided you 
w i t h an excellent overview of the need to act boldly and expedit iously to revi-
tal ize our domestic energy product ion act iv i t ies and, i n the process, a t ta in an 
assured degree of self-sufficiency. I would l i ke to t u rn now to a more detai led 
assessment of this Nation's energy needs and the Administ rat ion 's proposals to 
achieve the goals which the Vice President jus t described. 

The Nat ional Energy Outlook (NEO) recently published by the Federal 
Energy Admin is t ra t ion clearly indicates that the Uni ted States must make a 
substant ia l commitment of policy and programs to achieve energy independ-
ence. As the Vice President described i t , jus t to main ta in current impor t levels 
of about six m i l l i on barrels a day, the Nat ion must accelerate i t s energy pro-
duct ion i n a l l fue l sectors. 

Domestic crude o i l product ion must increase f r o m 8.4 m i l l i on barrels a day 
to about 12.3 m i l l i on barrels by 1985. This is an increase of almost 50 percent, 
even though current ly producing onshore reserves w i l l decline to 2.4 m i l l i on 
barrels a day by 1985, as the older fields are depleted. New supplies w i l l have 
to come f rom the Outer Continental Shelf and Alaska, w i t h synthetics contr ibut-
ing very l i t t l e i n the absence of financial assistance f rom the federal government. 

Na tu ra l gas production must go over 22 t r i l l i on cubic feet by 1985, as com-
pared to the 20 t r i l l i on cubic feet to ta l we were able to produce i n 1975, and 
the projected 17.9 t r i l l i on cubic feet i n 1985 under continued regulation. Most 
of th is new gas production w i l l come f r o m the Gul f of Mexico and intensive 
onshore activit ies. Alaskan gas, l iqui f ied na tu ra l gas, and synthetic gas could 
also supplement the 1985 supply. 

Coal production, 640 mi l l ion tons i n 1975, must go over one b i l l ion tons by 
1985, w i t h most of the expansion coming i n the Western Uni ted States. 

Nuclear power's share of electric power generation w i l l have to increase to 
about 26 percent, as compared to 1975's 8.6 percent. This expansion w i l l have 
to occur despite reduced demand growth forecasts, delays i n sit ing, and finan-
c ia l diff icult ies of many electric ut i l i t ies. 

A n expanded commercial demonstration effort fo r synthetic fuels technolo-
gies must be i n place by 1985. Unless construction of synthetic fuels plants is 
started now and proven commercial ly viable by 1985, i t w i l l not be possible fo r 
these new energy sources to replace dwind l ing supplies of o i l and gas i n the 
post-1985 period. 

Last ly , but equally important , we must continue and expand our current 
effr ts to conserve energy use i n automobiles, households, commercial buildings, 
and industry. 

Each of these elements, as you can see, is a massive program i n i tsel f , and 
a l l of them must work i n concert w i t h each other i f we are to reach that s ix 
m i l l i on bar re l per day import figure by 1985. Quite candidly, a l l of these 
things w i l l not happen by themselves. A l l must occur w i t h i n the bounds of cer-
ta in crucia l assumptions: 

There must be a phased price deregulation of o i l and na tu ra l gas. 
There must be a resolution of the uncertainties to permi t he orderly devel-

opment of coal. 
There must be no major restr ict ions i n the growth of nuclear power. 
There must be adequate financing available. 
There must be a streaml in ing of the regulatory process to el iminate unneces-

sary delays i n br inging new energy development on line. 
I t is on th is last point tha t a discussion of the proposed Energy Independence 

Au thor i t y is par t icu lar ly relevant. For the forecasts we have produced assume 
that financing would be avai lable fo r the energy projects which we shal l need 
i n the next decade and beyond. 
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Fu l l y $580 billion, ( i n 1975 dol lars) i n energy supply investments are 
expected to be needed i n the next ten years. This represents about 30 percent 
of fixed business investment, which is close to energy's h istor ical share. Invest-
ments to increase energy efficiency and promote conservation could also add 
the significant amount of more than $200 b i l l ion to the to ta l needed through 
1985. 

Now most energy projects should and w i l l be financed f r om conventional pr i -
vate sources, but there w i l l be others i n selected energy sectors that w i l l 
encounter financial dif f iculty. 

For example, electric ut i l i t ies, whose spending w i l l have to almost double i n 
the next ten years, can be expected to continue to have serious difficulties i n 
rais ing capital unless fu r ther changes are for tcoming on a t imely basis to 
provide adequate rates and stronger earnings. This industry is now and w i l l 
continue to be the most intensive user of the Jcapital markets to finance 
expenditures—and on a revenue base which is less than ha l f of that of the o i l 
companies. I n addi t ion to new outlays, the electric u t i l i t y industry w i l l need 
addit ional capi tal to br ing about the replacement of oil- or gas-fired plants, or 
to promote a newer technology at a faster pace, such as dual-purpose steam 
and electric plants. 

I t is also clear that i f there is to be development of a commercially viable 
synthetic fuels industry, some direct federal financial st imulus w i l l be 
required. Most of these technologies are capital intensive—generally expected 
to run one b i l l ion dol lars per plant to produce high cost energy. W i t h contin-
ued uncertainty over wor ld o i l prices, investors are reluctant to commit one 
bi l l ion dollars to bui ld a p lant whose output price w i l l not be immediately 
competit ive w i t h the wor ld price of crude oil. Furthermore, the r isk of com-
mercial izing these technologies is compounded by the uncertainty over how 
wel l the technology w i l l w o r k ; th is makes the investment i n energy technolo-
gies and supply development processes a l l the more diff icult. 

The coal industry, which w i l l have to t r ip le i ts investments i n the next ten 
years, may need special projects to support regional min ing development or 
better environmental technologies. Investment requirements i n coal transporta-
tion, including such systems as s lurry pipelines, could make i t dif f icult to 
achieve production objectives. 

Conservation investment activit ies include, fo r example, a strategy of encour-
aging electric u t i l i t y load management. Such projects as positive load control 
systems and time-of-day metering equipment, could result i n substantial bene-
fits i n both energy and fu tu re capital savings. 

Investments in uran ium mining, mi l l ing, fabricat ion, and waste management— 
combined known as the nuclear fuel cycle—must support the expansion of 
nuclear capacity. These activies are expected to require on the order of $2 bil-
l ion over the next ten years. 

I t is i n the context of these circumstances that the Energy Independence 
Author i ty has been proposed. Energy independence would be aided through 
loans, loan guarantees, and other financial assistance to pr ivate sector energy 
projects. The E I A legislation is designed to assure that outlays would be 
recouped by the government. Cooperation w i t h pr ivate sector financing would 
be ut i l ized to a great extent. The author i ty would have a l imi ted l i fe of ten 
years. F inancia l resources would tota l $25 b i l l ion of equity and $75 b i l l ion of 
debt. I t would only support those projects which would contr ibute direct ly and 
signif icantly to energy independence and which would not be financed wi thout 
government assistance. The Vice President has already described fo r you the 
scope of E IA 's investment act iv i ty . 

Mr . Chairman, th is in i t ia t i ve has received much publ ic i ty since i ts inception, 
and there is no doubt that i t w i l l be vigorously debated by both chambers of 
Congress. And we l l i t should, since i t constitutes one of the most significant 
undertakings tha t th is Nat ion has considered in the past two decades. 

I would l ike to address brief ly a few of the major cr i t ic isms of the proposal 
and, by doing so, fu r ther expand on the E I A concept and, perhaps, ant icipate 
some of the concerns which you may have. 

One of the major objections to E I A is tha t i t would d iver t too large a share 
of capi ta l f r om the market and, thereby, crowd out other necessary invest-
ments in the economy. Th is argument is unfounded when we look at the pat-
tern of post-World W a r Two capi ta l fo rmat ion and the energy sector's share 
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of the total . For the period 1947-1974, th is sector's share of outlays averaged 
out to 29 percent. A t the estimated $580 b i l l ion needed between now and 1985, 
the energy sector would absorb about the same histor ical f ract ion, but cer ta in 
areas w i l l find i t di f f icult to a t t rac t needed capital . By the st ipulat ion i n the 
legislat ion tha t the Secretary of the Treasury concur i n the t iming, method, 
source, interest rate, and other terms and conditions of E I A transactions, we can 
be assured that the condit ion of the capital markets w i l l be careful ly considered. 

Some question the advisabi l i ty of prov id ing sums of money to the energy 
industry, wh ich has been accused of reaping h igh profi ts i n recent times. F i r s t 
of al l , the h ighly publicized gains made by the o i l companies fo l low ing the 
embargo are receding, making the i r prof i t posit ion comparable to other ma jo r 
industr ies i n th is Nation. Secondly, we are i n an area where the costs of 
essential energy projects are unknown. W i t h the pr ic ing structure i n th is coun-
t ry , w i t h the uncertainty of government decisions regarding energy, pr ivate 
enterprise—no mat ter how solvent—wi l l not make an investment u n t i l they 
know whether they have an expectation of earning a re tu rn commensurate 
w i t h the risks. We are speaking here, of course, of the so-called energy r i sk 
ventures tha t were described previously. I n the area of conventional energy 
development, the petroleum indust ry can be expected to raise the money 
needed to f und substantial increases i n the cost of explorat ion and develop-
ment of domestic o i l and gas, w i t h i n the current regulatory and economic 
f ramework. 

On the subject of r isk ventures, there are those tha t counted tha t the E I A 
would certa in ly lose money, since i t appears tha t the ventures are so r isky 
tha t pr ivate enterprise w i l l not touch them. The mere fact tha t the pr ivate 
sector does not support a certa in project does not necessarily mean tha t the 
project w i l l lose money. E I A is intended to provide r isk capi ta l to projects 
which offers the promise of contr ibut ing i n the fu tu re to energy independence 
by operat ing prof i tably on a commercial scale, projects which could not other-
wise secure the necessary capi ta l to begin the five- to ten-year process of seek-
ing approvals for , and constructing, product ion faci l i t ies. Even here, the for -
mula t ion of th is proposal was designed to l i m i t E IA ' s exposure to these kinds 
of ventures. L imi ta t ions inc luding requirements fo r necessary reserves, have 
been incorporated i n the proposal to prevent any over-extension of investment 
commitments. 

I t should also be emphasized tha t no permanent ownership, contro l or opera-
t ion of energy faci l i t ies by the federal government through E I A w i l l be 
allowed. We are not establishing another layer to the government bureaucracy. 
The author i ty w i l l have a specified l i f e of ten years, w i t h new financing com-
mitments permit ted only i n the first seven years of i t s existence. I n l ine w i t h 
th is is the concern expressed by many over the control to be exercised by the 
Congress over the operations of the E I A . Congress w i l l have a cont inuing role 
i n the review of E I A activit ies. F i rs t , i n the organizat ion phase of the Author-
i ty , the five-person Board of Directors w i l l be appointed by the President, sub-
ject to the advice and consent of the Senate. I n i ts operations, since any E I A 
request for equity capi ta l would be subject to the normal budget author izat ion 
and appropr iat ion process, Congress w i l l have the opportuni ty to review the 
policies of E I A . E I A w i l l also be required to submit an annual report to Con-
gress, and the General Accounting Office is specifically authorized to audi t the 
act iv i t ies of the corporation. 

F ina l ly , there are some who would cr i t ic ize us fo r even at tempt ing to reach 
the goal of energy independence, since, i n the i r minds, i t appears to be a "pie-
in-the-sky" hope. Let me rei terate tha t "energy independence" does not mean 
"zero imports." Th is Admin is t ra t ion has been work ing toward a real ist ic and 
vialbe plan whereby our domestic product ion of energy could be increased to 
the point at which, i n conjunction w i t h vigorous conservation programs, our 
level of imported energy would be acceptable. By tha t I mean a level wh ich i f 
in ter rupted by any cause, be i t a rb i t ra ry price hikes or embargo, wou ld not 
adversely affect th is Nation's economy or foreign policy flexibility. 

The Energy Independence Au thor i t y now before you is a cruc ia l pa r t of th is 
overal l program. I would hope tha t we could now nar row our differences, 
resolve them, and formulate a program to cope w i t h our energy problems tha t 
mobilizes our domestic resources and demonstrates to our f r iends and partners 
around the wor ld tha t we are determined to master our economic destiny. 
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94TII C O N G R E S S O F * O O 
1ST SESSION ^ O J Z 

I N T H E S E N A T E OF T H E U N I T E D S T A T E S . 

OCTOBER 20,1975 

M r . FANNIN ( f o r h i m s e l f , M r . HUGH SCOTT, and M r . TOWER) ( b y request) 
i n t r oduced the f o l l o w i n g b i l l ; w h i c h was read tw ice and re fe r red t o the 
Commi t tee on B a n k i n g , H o u s i n g and U r b a n A f f a i r s 

A BILL 
To establish the Energy Independence Au thor i t y , a Govern-

ment corporation w i t h authori ty to provide financing and 

economic assistance for those sectors of the national economy 

which are important to the development of domestic sources 

and the conservation of energy and the attainment of energy 

independence for the Un i ted States in a manner consistent 

w i t h the protection of the environment; to improve Federal 

Government operations so as to assist in the expedit ing of 

regulatory procedures wh ich affect energy development; 

and for other purposes. 

1 Be it enacted by the Senate and House of Representa-

2 tives of the United States of America in Congress assembled, 

3 That this A c t may be cited as the "Ene rgy Independence 

4 Au tho r i t y A c t of 1975" . 
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1 T I T L E I — F I N D I N G S A N D P U R P O S E S 

2 FINDINGS 

3 SEC. 101. The Congress finds and declares tha t : 

4 (a) The achievement of energy independence for the 

5 Un i ted States by 1985 and the long-term security of energy 

6 sources and supplies are essential to the health of the na-

7 t ional economy, the wel l being of our citizens and the mainte-

8 nance of national security. 

9 (b) A t ta inment of energy independence by the Un i ted 

10 States in a t imely manner and in a manner consistent w i t h 

11 the protection of the environment is not l ike ly wi thout f inan-

12 cial commitments beyond those l ike ly to be for thcoming 

13 f rom tradit ional capital sources in the tradit ional manner. 

14 (c) Energy independence for the Un i ted States can be 

15 accomplished by reducing imports of energy resources arid 

16 increasing domestic supply of energy resources so that the 

17 pol i t ical and economic vulnerabi l i ty of the Un i ted States to 

18 disruptions in oi l imports is reduced. 

19 (d) Ach iev ing the goal of energy independence in an 

20 expeditious manner wh ich gives due regard to the need to 

21 protect the environment can be facil i tated by establishing an 

22 independent ent i ty of l imi ted duration wh ich w i l l provide 

23 addit ional capital, where possible in conjunction w i t h pr ivate 

24 sources of capital, to assist the development and conservation 

25 of domestic energy resources and by encouraging the prompt 
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1 resolution of questions coming before Federal regulatory or 

2 licensing entities. 

3 PURPOSES 

4 SEC. 102. I t is the purpose of this A c t : 

5 (a) To encourage and assure the f low of capital funds 

6 to those sectors of the national economy which are important 

7 to the development of domestic sources of energy or wh ich 

8 are otherwise important to the attainment of energy in-

9 dependence for the Un i ted States by 1985 or the long-term 

10 security of energy sources and supplies, and to expedite and 

11 facil itate Federal regulatory and licensing decisionmaking; 

12 (b) To provide financial assistance, where possible by 

13 the making or guaranteeing of loans in conjunction w i t h pr i -

14 vate sector financing, for those activities wh ich show the 

15 greatest potential of contr ibut ing to the development of do-

16 mestic sources or the conservation of energy in a manner 

17 wh ich preserves economically sound and competit ive industry 

18 sectors, whi le min imiz ing any economic distort ion or disrup-

19 t ion of competit ive forces; 

20 (c) To hasten the commercial operation of new energy 

21 technologies subsequent to the research and development 

22 phase; 

23 (d) To develop domestic sources of energy in a manner 

24 wh ich gives due regard to the need to protect the environ-

25 ment ; 
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1 (e) To supplement and encourage, and not compete 

2 w i th , pr ivate capital investment and activities i n the devel-

3 opment of domestic sources of energy, recognizing that the 

4 pr ivate sector must p lay the p r imary role i n such develop-

5 ment ; and 

6 ( f ) To assist i n carry ing out the foregoing purposes 

7 through the creation of the Energy Independence Au tho r i t y , 

8 a self-l iquidating corporate ent i ty of l imi ted duration formed 

9 to provide financial assistance for projects that w i l l contr ib-

10 ute signif icantly to the attainment of energy independence by 

11 the Un i ted States, and by prov id ing for the t imely and 

12 orderly l iquidat ion of the Author i t y ' s investments and under-

13 takings. 

14 T I T L E I I — C O R P O R A T E S T A T U S , G E N E R A L 

15 P O W E R S , S U B S I D I A R I E S A N D T A X S T A T U S 

16 ESTABLISHMENT 

17 SEC. 201. (a) There is hereby created a body corpo-

18 rate, to be k n o w n as the Energy Independence A u t h o r i t y 

19 (hereafter referred to as the " A u t h o r i t y " ) . 

20 (b) The pr inc ipal office of the Au tho r i t y shall be lo-

21 cated in the Dis t r ic t of Columbia, but there may be estab-

22 lished agencies or branch offices in such other places as may 

23 be determined by the Board of Directors of the Au tho r i t y . 
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1 GENERAL POWERS 

2 SEC. 202. I n carry ing out the purposes of this Ac t , the 

3 Au tho r i t y shall have the power : 

4 (a) To adopt, alter, and rescind bylaws and to adopt 

5 and alter a corporate seal, wh ich shall be judicial ly noticed; 

6 (b) To make contracts w i t h individuals and private or 

7 governmental entit ies; 

8 (c) To lease or purchase and to dispose of such real 

9 property as may be necessary for the transaction of its 

10 business; 

11 (d) To acquire and dispose of personal and intangible 

12 property ( including money) ; 

13 (e) To sue and be sued, subject to the provisions of 

section 707 of this Ac t , i n its corporate name and to coin-

plain and defend in any court of competent jurisdiction, State 

1 6 or Federal ; 

( f ) To represent itself or to contract for representation 

-18 in al l judicial and other legal proceedings notwithstanding 

1 9 the provisions of tit le 28 of the Uni ted States Code or any 

2® other provision of l a w ; 

(g) Subject to the provisions of section 502 of this 

2 2 Ac t , to select, employ, and f i x the compensation of such 

2 ^ officers, employees, attorneys, and agents as shall be neces-
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1 sary for the transaction of the business of the Au tho r i t y and 

2 to define their authorities and duties, require bonds of 

3 them and f ix the penalties thereof; 

4 (h) To make provision for and designate such commit-

5 tees, and the functions thereof, as the Board of Directors may 

6 deem necessary or desirable ; 

7 ( i ) To determine and prescribe the manner in wh ich 

8 obligations of the Au tho r i t y shall be incurred and its ex-

9 penses al lowed and pa id ; 

10 ( j ) To exercise all other lawfu l powers necessarily or 

11 reasonably related to the establishment and conduct of a 

12 corporate ent i ty, to the achievement of its purposes and the 

exercise of its powers, purposes, functions, duties, and author-

ized activi t ies; 

(k ) To use the Uni ted States mails on the same terms 

and conditions as the executive departments of the Un i ted 

17 
States G overnment; and 

(1) W i t h the consent of any board, commission, inde-

pendent establishment, or executive department of the ex-

90 
ecutive branch to make use of services and facilities thereof, 

21 

w i t h or wi thout reimbursement, in carry ing out the prov i -

^ sions of this Ac t . 
SUBSIDIARIES 

94 

SEC. 203. (a) I n accordance w i th the procedure set 

forth in subsection (e) of this section, the Au tho r i t y may 26 
create or cause to be created one or more who l l y owned sub-
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1 sidiary corporations to carry out one or more of the func-

2 tions in wh ich the Au tho r i t y is authorized to engage pursuant 

3 to this Ac t . Each such corporation so created is hereafter re-

4 ferred to as a "subsidiary" . 

^ (b) Each subsidiary shall have and enjoy the same 

Q privi leges and immunit ies under the laws of the Uni ted 

7 States and the several States and their pol i t ical subdivisions 

g as the Au tho r i t y , and shall have such functions and powers 

2 as shall be provided i n its charter, provided that no charter 

10 shall grant author i ty for a .subsidiary to engage in a function 

H or to exercise a power which would be beyond the functions 

12 or powers of the Au tho r i t y under this Ac t . 

13 (c) A n y provision of this A c t wh ich l imits or restricts 

14 the functions, powers or f inancial commitments of the 

15 Au tho r i t y shall be deemed to apply to each subsidiary. 

16 (d) Fo r the purposes of any provision of this Ac t 

17 wh ich relates to the financial condition of the Au thor i t y , 

l g the Au tho r i t y and the subsidiaries shall be treated on a 

19 consolidated basis in accordance w i t h generally accepted 

20 accounting principles. A l l reports, including audits, relat-

21 ing to the Au tho r i t y which are required under this Ac t 

22 shall include all subsidiaries. 

23 (e) The functions and powers of every subsidiary shall 

24 be set out in a charter. which shall be val id only when 

25 certif ied copies thereof are filed w i t h the Secretary of the 
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1 Senate and the C le rk of the House of Representat ives and 

2 publ ished in the Federa l Eegister , and a l l amendments to 

3 such charters shall be va l id on ly w h e n s im i la r l y f i led and 

4 publ ished. N o subsidiary shall have a t e rm of existence 

5 beyond the author ized l i fe of the A u t h o r i t y . 

6 ( f ) The Di rectors of the A u t h o r i t y shall serve as the 

7 Di rectors of each subsidiary and the Cha i rman of the Boa rd 

8 of the A u t h o r i t y shall serve as the Cha i rman of the Boa rd 

9 of each subsidiary, and nei ther the Cha i rman nor the D i rec -

10 tors shall be ent i t led to compensation for thei r services to a 

11 subsidiary except as p rov ided i n section 5 0 1 of this A c t . 

12 The provisions of subsections (b) th rough ( f ) of section 

13 502 of this A c t shall be deemed to app ly to each subsidiary, 

14 prov ided that any prov is ion of such subsections w h i c h l im i ts 

15 the number of any category of officers or employees shall be 

16 deemed to app ly to the A u t h o r i t y and a l l subsidiaries taken 

17 col lect ively. Officers and employees of a subsidiary shall 

18 have the same r ights and l iabi l i t ies as officers and employees 

19 of the A u t h o r i t y under this A c t . 

20 (g ) N o t h i n g i n this section shall be deemed to prevent 

21 the A u t h o r i t y f r o m invest ing funds of the A u t h o r i t y i n cor-

22 porat ions other than subsidiaries. 

23 T A X STATUS 

24 SEC. 204. The A u t h o r i t y , its franchise, capital, reserves, 

25 surplus, and income shall be exempt f r o m a l l taxat ion n o w or 
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1 hereafter imposed by the U n i t e d States, b y any te r r i to ry , 

2 dependency, or possession thereof, or by any State, county, 

3 mun ic ipa l i t y , or local tax ing au tho r i t y ; except t ha t : ( i ) 

4 any real p roper ty owned i n fee by the A u t h o r i t y shall be 

5 subject to State, terr i tor ia l , county, munic ipa l , or other local 

6 taxat ion to the same extent, according to its value, as other 

7 s imi lar ly situated and used real proper ty , w i t hou t discr imina-

8 t ion in the valuat ion, classification, or assessment thereof, and 

9 ( i i ) any ent i ty acquired or established, or ac t i v i t y under-

10 taken, b y the A u t h o r i t y (except f inancial assistance a,s that 

11 te rm is defined in section 301 of this A c t ) w h i c h engages 

12 d i rect ly i n the product ion, conservation, t ransportat ion, trans-

13 mission, distr ibut ion, or sale of energy, fuels or energy-

14 related commodit ies, facil i t ies, or products, shall be subject to 

15 taxes imposed by the U n i t e d States or any State or subdivi-

16 sion thereof i n the same, manner as if such ent i ty or ac t iv i ty 

17 were not acquired, established, or undertaken by the 

18 A u t h o r i t y . 

19 T I T L E I I I — F I N A N C I A L A S S I S T A N C E 

20 GENERAL DEFINITIONS 

21 SEC. 301. A s used in this A c t : ( i ) the te rm "business 

22 concern" shall mean any ind iv idual , corporat ion, company, 

23 association, firm, partnership, jo in t venture, society, or other 

24 pr iva te en t i t y wh i ch is engaged, or proposes to engage, i n 

71-787 O - 76 
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1 projects invo lv ing energy development, production, trans-

2 portat ion, transmission, distr ibution or conservation, and ( i i ) 

3 the te rm " f inancia l assistance" shall mean any fo rm of ad-

4 vance, extension of credit, investment, part ic ipat ion or 

5 guarantee, including, wi thout l imi tat ion, loans, guarantees of 

6 obligations, guarantees of price, purchase and leaseback of 

7 facilities, and the purchase of convertible or equity securities, 

8 but excluding grants-in-aid. 

9 AUTHORIZATION OF FINANCIAL ASSISTANCE 

10 SEC. 302. Subject to the l imitat ions set for th i n this t it le, 

11 the Au tho r i t y is authorized and empowered, i n its sole dis-

12 cretion and upon such terms and conditions as i t may deter-

13 mine, to provide f inancial assistance to any business concern 

14 wh ich is engaged, or proposes to engage, i n a project 

described in subsection 303 (b) i n order to enable such busi-

16 ness concern to finance the ownership, construction, conver-

17 sion, or expansion of productive faci l i t ies; or the acquisit ion 

of equipment, plant, machinery, supplies, or materials or the 

19 acquisition or development of land, mineral r ights and serv-

20 ices; or to provide such business concern w i t h wo rk i ng 

21 capital needed to carry out the project i n an efficient manner. 

22 Financia l assistance, and the terms and conditions thereof, 

23 may be renewed, modif ied, or extended by the Bt iard of 

24 Directors as i t may determine. N o provision of this A c t shall 
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1 be deemed or construed so as to require or obl igate the , 

2 A u t h o r i t y to prov ide financial assistance to any ind iv idua l 

3 pro ject or par t icu lar type of project . To the extent pract ica-

4 ble, i n the judgment of the Boa rd of Di rectors, f inancia l as-

5 sistance p rov ided under this t i t le shall be i n the f o r m of loans 

6 and loan guarantees, rather than equi ty investment or guar-

7 antees of pr ice. A l l contractual commitments of the A u t h o r i t y 

8 to prov ide financial assistance shall be general obl igations of 

9 the U n i t e d States backed b y its fu l l fa i th and credit . 

10 PROJECTS TO WHICH FINANCIAL ASSISTANCE MAY BE 

1 1 PROVIDED 

12 SEC. 303. (a) The A u t h o r i t y is empowered to prov ide 

13 f inancia l assistance for any project , described i n subsection 

14 (b) be low, if, i n the judgment of the Boa rd of Directors, 

15 such pro jec t w i l l make a signif icant cont r ibu t ion to the 

achievement of energy independence by the U n i t e d States or 

17 the long t e r m security of energy supplies for the U n i t e d 

18 States and wou ld no t receive sufficient financing upon com-

19 merc ia l l y reasonable terms f r o m other sources to make the 

20 pro ject commerc ia l ly feasible: Provided, however, Tha t the 

21 m a x i m u m amount of f inanc ing f r o m sources other t han the 

22 A u t h o r i t y , preferably pr iva te sources, shall be sought i n 

23 connect ion w i t h any pro ject for w h i c h f inancia l assistance 

24 is prov ided. 
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1 (b) The Au tho r i t y shall provide f inancial assistance for 

2 only those projects wh ich i n the judgment of the Board of 

3 Di rectors: 

4 (1) employ, or would stimulate the appl icat ion of, 

5 technologies, processes or techniques wh ich are essential 

6 to the development, production, transportation, trains-

7 mission, or conservation of energy and wh ich are not i n 

g widespread domestic commercial use at the t ime of the 

9 Au thor i t y ' s commitment of f inancial assistance; or 

10 (2) employ, or would stimulate the appl icat ion of, 

11 technologies, processes or techniques wh ich are essential 

12 to the product ion or use of nuclear power ; or 

13 (3) employ, or would stimulate the appl icat ion of, 

14 technologies, processes or techniques for the generation 

15 of electr icity f rom fuel sources other than oi l or natural 

16 gas or for the transmission of such electr ic i ty; or 

17 (4) employ technologies, processes or techniques 

18 for the development, production, transportation or trans-

19 mission of energy wh ich at the t ime of the Au tho r -

20 i ty 's commitment of f inancial assistance are in wide-

21 spread domestic commercial use, provided that such 

22 project is ( i ) either of such size or scope that i t wou ld 

23 not be undertaken wi thout the assistance of the Au tho r -

24 i t y , or ( i i ) involves an inst i tut ional or regulatory ar-

25 rangement not i n widespread domestic commercial use 
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1 the success of wh ich would lead to improvements in the 

2 development or production of energy, or indiv idual trans-

3 portat ion or transmission facilities related to projects 

4 described in clauses ( i ) or ( i i ) ; or 

5 (5) employ, or would stimulate the application of, 

6 technologies, processes or techniques for the protection 

7 of the environment necessary in connection w i t h activi-

8 ties of a type described in paragraphs (1) through ( 4 ) . 

9 L I M I T A T I O N S O N P R O V I S I O N OF F I N A N C I A L A S S I S T A N C E 

10 SEC. 304. (a) Financial assistance provided by the 

11 Au tho r i t y shall be made upon such terms, and subject to 

12 such conditions and restrictions, as shall be deemed by the 

13 Board of Directors to be commensurate w i t h the purposes of 

14 this A c t and the needs of the recipient. Adequate provision 

15 shall be made by the Au tho r i t y to insure that, when financial 

16 assistance provided by the Au tho r i t y results in the profitable 

17 operation of a project, the Au tho r i t y shares in such profits 

18 on a basis commensurate w i t h the degree of risk assumed by 

19 the Au tho r i t y . Financial assistance w i l l be provided in a 

20 manner which, to the extent possible, does not enhance un-

21 duly the recipient's competit ive position. 

22 (b) The Au tho r i t y shall not provide financial assistance 

23 to a project wh ich would otherwise quali fy for such financial 

24 assistance if, i n the judgment of the Board of Directors: ( i) 

25 such project involves technology which is in the research 
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1 and development phase; or ( i i ) the project applicant does 

2 not display satisfactory levels of efficiency, management ca-

3 paci ty, or similar factors wh ich are customari ly considered 

4 by pr ivate sources of f inancing before mak ing an investment 

5 decision. 

6 (c) The Au tho r i t y may provide f inancial assistance for 

7 a project conducted by a business concern whose rates are 

8 regulated by any State or local regulatory body only i f : ( i ) 

9 the State or local regulatory body regulat ing such rates has 

10 issued a certificate of necessity for the project as prescribed 

11 b y the Au tho r i t y and ( i i ) such State or local regulatory 

12 body, the business concern so regulated and the A u t h o r i t y 

13 have entered into a three par ty agreement wh ich shall 

14 require the State or local regulatory body to permit , w i thou t 

15 pr ior hearing, quarter ly rate adjustments on a basis such 

16 that had such adjustment been i n effect for the twelve 

17 preceding months the net earnings of the business concern 

18 wou ld have provided a m in imum level of coverage of an-

19 nualized interest charges. The Au tho r i t y shall establish the 

20 m in imum level of coverage of annualized interest charges, 

21 to be appl ied un i formly unt i l changed, wh ich shall, i n the 

22 judgment of the Board of Directors, be sufficient to assure 

23 repayment of the Author i t y ' s investment and restore the 

24 credit ra t ing of the business concern so regulated to a level 

capable of obtaining conventional capital at favorable in -
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1 terest rates wi thout addit ional financial assistance f rom the 

2 Au tho r i t y . Fo r the purposes of this subsection: ( i ) the 

3 term "ne t earnings'7 shall mean actual earnings before total 

4 interest charges and taxes on income adjusted for the an-

5 nualization of any rate changes dur ing the preceding twelve 

6 months, and ( i i ) the te rm "annualized interest charges" 

7 shall mean the annualized amount of total interest charges, 

8 including interest components of leases and rents, but exclud-

9 ing any effect of future debt issues. 

10 (d) No financial assistance may be provided unless an 

11 application therefor has been submitted to the Au tho r i t y in 

12 such manner and containing such informat ion as the Author -

13 i t y may require, and the Au tho r i t y has reviewed such 

14 application, tak ing into account competit ive alternatives to 

15 meet the same energy need. No th ing herein shall preclude 

16 the Au tho r i t y f rom prov id ing financial assistance to two 

17 or more similar projects if i t determines such assistance is 

18 appropriate and consistent w i t h the purposes of this Ac t . 

19 (e) I n no case shall the aggregate amount of finan-

20 cial assistance made or committed under this t i t le to any 

21 one business concern or affil iated business concerns exceed 

22 at any one time 10 per centum of the sum of the original 

23 authorized capital stock of the Au tho r i t y and the aggregate 

24 pr incipal amount wh ich the Au tho r i t y is or ig inal ly author-

25 ized to borrow, w i thout regard to any reduction of such 
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1 authorized capital stock or bor rowing level pursuant to section 

2 3 1 1 . 

3 LOANS MADE BY THE AUTHORITY 

4 SEC. 305. Each loan made under this t i t le shall bear 

5 interest at such rate as the Board of Directors of the A u -

6 thor i ty may determine, g iv ing consideration to the needs and 

7 capacities of their recipient, the prevai l ing rates of 

8 interest (public and pr ivate) and the need of the A u t h o r i t y 

9 to sustain cont inuing operations out of returns on investment: 

10 Provided, however, That such rate shall not be less than the 

11 greater of : 

12 ( i ) the then current estimated bor rowing costs of 

13 the Au tho r i t y for borrowings of comparable matur i t y to 

14 the loan plus a reasonable amount to cover adminis-

15 trat ive expenses, or 

IQ ( i i ) the interest rate paid by credit wo r thy bor-

17 rowers to pr ivate lenders for borrowings on comparable 

18 terms (other than interest rate) for projects of a similar 

19 nature, tak ing into account generally available indices 

20 or credit worthiness and, where applicable, the purpose 

21 and effect of any three-party agreement as provided i n 

22 section 304 (c) : 

23 Provided further, however, That in a case i n wh ich sufficient 

24 informat ion is not available to make the computat ion de-

25 scribed i n clause ( i i ) , such rate shall no t ' be less than the 
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1 rate specified in clause ( i ) . Except as provided in section 308 

2 of this t i t le, al l loans provided by the Au tho r i t y shall, i n 

3 the opinion of the Board of Directors, be made upon such 

4 terms as to reasonably assure retirement or repayment, and 

5 may be made or effected either directly or i n cooperation 

6 w i t h banks or other lending institutions. Loans may be made 

7 direct ly upon promissory notes or by way of discount or 

8 rediscount of obligations tendered for the purpose. Subject 

9 to the provisions of section 312 of this Ac t , the Au tho r i t y 

10 under such conditions as i t shall prescribe, may take over 

11 or provide for the administration and l iquidat ion of any 

12 collateral accepted by i t as security for such loans. 

13 LOAN GUARANTEES MADE BY THE AUTHORITY 

14 SEC. 306. The Au tho r i t y is specifically authorized, on 

15 such terms and conditions as the Board of Directors may 

16 prescribe, to guarantee any lender against loss of pr incipal 

17 and interest on securities, obligations, or loans ( including 

18 refinancings thereof) issued to provide funds to any busi-

19 ness concern where such funds substantially contribute to 

20 accomplishment of the purposes of this Ac t . A l l guarantees 

21 entered into by the Au tho r i t y under this section shall con-

22 stitute general obligations of the Uni ted States of Amer ica 

23 backed by the fu l l fai th and credit of the Government of 

24 the Un i ted States of America. A n y guarantee made by the 

25 Au tho r i t y under this section shall not be terminated, can-
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1 celed, or otherwise revoked, except in accordance w i t h the 

2 terms thereof; shall be conclusive evidence that such guar-

3 antee complies fu l ly w i t h the provisions of this A c t and of 

4 the approval and legal i ty of the pr inc ipal amount, interest 

5 rate, and al l other terms of the securities, obligations, or 

6 loans and of the guarantee; and shall be val id and incon-

7 testable i n the hands of a holder of a guaranteed security, 

8 obligation, or loan, except for fraud or material mis-

9 representation on the par t of such holder. Pr ior to issuing 

10 any such guarantee or mak ing any other type of commit-

11 ment to provide f inancial assistance wh ich would have sub-

12 stantial ly the same legal effect and substantially the same 

13 effect on the market for Un i ted States Government obliga-

14 tions as a guarantee by the Au tho r i t y , both as determined 

15 by the Secretary of the Treasury, the Au tho r i t y shall obtain 

16 the concurrence of the Secretary of the Treasury as to the 

17 t im ing and substantial terms and conditions of such guar-

antee or commitment. The A u t h o r i t y shall be subrogated 

19 to the rights of any th i rd par ty receiving payments of inter-

20 est or pr incipal out of funds provided by the Au tho r i t y 

21 under a guarantee arrangement authorized hereunder. 

22 LIMITATION ON TOTAL AMOUNT OF FINANCIAL 

23 ASSISTANCE 

2 4 SEC. 307. The total amount of financial assistance toy the 

25 Au tho r i t y outstanding at any t ime, computed to include the 

sum of : ( i ) the fu l l amount of the Author i t y ' s actual and 
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1 potential l iabi l i ty under al l guarantees, ( i i ) reserves for al l 

2 other contingent liabilit ies, and ( i i i ) al l loans and other 

3 forms of f inancial assistance authorized under this section, al l 

4 as determined under generally accepted accounting principles, 

5 shall not exceed the sum of: ( i ) the authorized capital of 

6 the Au tho r i t y and ( i i ) the amount the Au tho r i t y is author-

7 ized to borrow under section 402 of this Ac t . 

8 LIMITATION ON CERTAIN TYPES OF FINANCIAL ASSISTANCE 

9 SEC. 808. The Au tho r i t y may make high-r isk loans or 

10 direct investments, or provide product price guarantees or 

11 other direct f inancial assistance, wh ich in the judgment of 

12 the Board of Directors w i l l further the purposes of this Ac t . 

13 The Board of Directors shall create such reserves as may be 

14 necessary to meet contingent l iabilit ies wh ich may be created 

15 under this section: Provided, however, That notwi thstanding 

16 any other provision of this Ac t , the Au tho r i t y may not pro-

17 vide any financial assistance (except pursuant to previously 

18 made b ind ing commitments) or make any further commit-

19 ments for f inancial assistance if, after audit, the Au tho r i t y is 

20 required under generally accepted accounting principles to 

21 establish a reserve or reserves for bad debts, price support 

22 commitments, contingent liabilities, or other unrealized losses, 

23 but excluding any reserve w i t h respect to liabilit ies incurred 

24 pursuant to section 401 of this Ac t , wh ich reserves in the 

25 aggregate exceed the sum of ( i ) the Author i ty 's authorized 
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1 capital stock previously paid i n (whether or not then out-

2 standing), ( i i ) its earned surplus, and ( i i i ) net gains real-

3 ized upon dispositions described i n section 311 (whether or 

4 not the proceeds thereof have been previously appl ied to 

5 ret irement of the Author i t y ' s obligations and capital s tock) , 

6 al l of w7hich shall be determined i n 'accordance w i t h gen-

7 oral ly accepted accounting principles. 

8 FEES 

9 SEC. 309. The A u t h o r i t y shall charge reasonable fees 

10 for issuing guarantees and for mak ing commitments to pro-

11 vide other forms of f inancial assistance pursuant to this t i t le. 

12 DISPOSITION OF SECURITIES 

13 SEC. 310. The A u t h o r i t y may sell i n public or pr ivate 

14 transactions a l l or any part of the common or preferred 

15 stock, capital notes, bonds or any other evidences of in-

16 debtedness or ownership acquired by the Au tho r i t y pursuant 

17 to this t i t le. 

18 APPLICATION OF PROCEEDS FROM RETIREMENT OF 

19 FINANCIAL ASSISTANCE 

20 SEC. 311. (a) U p o n the sale by the A u t h o r i t y of any 

21 stock, bond or other evidence of ownership or indebtedness 

22 or any other asset acquired by the Au tho r i t y i n considera-

23 t ion for the extension of financial assistance or upon the re-

24 payment by any business concern of any loan or upon the 

25 cancellation of any guarantee or other contingent l iab i l i ty 
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1 const i tu t ing f inancial assistance (other than cancellat ion of 

2 a commi tment to extend f inancial assistance p r io r to the 

3 extension of such assistance), any proceeds theref rom shall, 

4 except to the extent p rov ided i n subsection ( b ) , be immed i -

5 ately appl ied to ret i re a l l indebtedness of the A u t h o r i t y is-

6 sued pursuant to t i t le I V of this A c t , i n accordance w i t h the 

7 terms of such indebtedness, and thereafter to redeem a l l 

8 outstanding capital stock of the A u t h o r i t y . F o r the purposes 

9 of section 307 of this A c t , each such sale or other disposit ion 

10 shall automat ica l ly reduce the authorized bo r row ing or au-

11 thor ized capi tal stock of the A u t h o r i t y , as the case m a y be, 

12 by an amount equal to the amount of f inancial assistance 

13 l iqu idated b y such sale or other disposition. 

14 (b ) No tw i ths tand ing any prov is ion of subsection ( a ) , 

15 any ga in real ized b y the A u t h o r i t y i n connect ion w i t h any 

16 t ransact ion referred to i n isuch subsection m a y be retained 

17 b y the A u t h o r i t y to the extent of any losses theretofore 

18 realized b y the A u t h o r i t y ( w i t h respect to w h i c h losses funds 

19 have no t theretofore been retained pursuant to this sub-

20 sect ion) . 

21 CONTROL OF OPERATING ASSETS 

22 SEC. 312. (a) A s used i n this section: ( i ) the te rm 

23 "ope ra t i ng asset" shall mean any real or personal p roper ty 

24 used i n the development, product ion, t ransportat ion, trans-

25 mission, d istr ibut ion, or conservation of fuel or electric power , 
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1 and ( i i ) t l ie te rm "con t ro l " shall mean the power to direct 

2 the use or disposition of operating assets, through direct own-

3 ership or through ownership of a ma jo r i t y of vo t ing securities 

4 of a corporation or other ent i ty owning or leasing operat ing 

5 assets: Provided, however, That " 'control" shall not he 

Q deemed to result f rom the ownership of operating assets 

7 wh ich are leased to and i n the possession of parties inde-

8 pendent of the Au tho r i t y . 

9 (b) The Au tho r i t y shall not acquire or retain control 

10 of operating assets, except— 

H (i) when control is acquired by foreclosure of a 

12 security interest or pursuant to a default under a lease, 

13 and such control is not retained for more than four years, 

14 or 

15 ( i i ) when control is acquired pr ior to the oommence-

1(5 ment of commercial use of the operating assets and is 

17 retained for no more than two years after commence-

18 ment of commercial use. 

19 ACCESS TO INFORMATION 

20 SEC. 313. Eve ry applicant for f inancial assistance under 

21 this A c t shall, as a condit ion precedent thereto, consent to 

22 such examinations as the Au tho r i t y may require for the 

23 purposes of this Ac t , and shall further consent that any 

24 reports of examinations of the applicant by constituted 

25 authorities may be furnished by such authorities to the 
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1 Au tho r i t y upon request therefor. The Au tho r i t y shall require 

2 such reports as i t deems necessary f rom any business concern 

3 receiving financial assistance under this A c t regarding act ivi-

4 ties carried out pursuant to this Ac t . The Au tho r i t y is au-

5 thorized to prescribe the keeping of records w i t h respect to al l 

6 financial assistance and shall have access to such records at 

7 al l reasonable times for the purpose of insuring compliance 

8 w i t h the terms and conditions upon wh ich financial assistance 

9 was provided. 

10 ADVISORY PANEL 

11 SEC. 314. The President may appoint a panel, of such 

12 duration, organization, and membership as he may deem 

13 appropriate, to study and report to the President, the Con-

14 gress, and the Au tho r i t y concerning the effects of issuance 

15 of obligations and provision of financial assistance by the 

16 Au tho r i t y on the functioning of the Nation's capital markets, 

17 including effects upon the volume and distr ibution of capital 

18 flows to and w i th in the energy development sector of the 

19 economy, and such other related matters as the President 

20 may specify. 

21 T I T L E I V — C A P I T A L I Z A T I O N A N D F I N A N C E 

22 CAPITAL STOCK OF THE AUTHORITY AND DIVIDENDS 

23 SEC. 401. The Authority shall have capital stock of 

24 $25,000,000,000, subscribed by the Un i ted States of Amer -

25 ica act ing by and through the Secretary of the Treasury, pay-
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1 ment for wh ich shall be subject to call in whole or i n par t 

2 by the Board of Directors of the Au tho r i t y and subject to 

3 the avai labi l i ty of appropriations therefor. There is hereby 

4 authorized to be appropriated to the Secretary of the Treas-

5 ury $25,000,000,000 for this purpose. N o t later than one 

6 hundred and eighty days after the close of each fiscal year 

7 of the Au tho r i t y , the A u t h o r i t y shall declare and shall there-

8 after pay a dividend on its outstanding capital stock, i n an 

9 amount determined in the discretion of the Board of Directors 

10 but not less than the amount, computed by mu l t i p l y ing a 

11 percentage determined by the Secretary of the Treasury, 

12 tak ing into account the current average annual percentage 

13 y ie ld on marketable obligations of the Un i ted States as of 

14 the close of such fiscal year, times the paid in value of such 

15 outstanding capital stock: Provided, however, That the A u -

16 thor i t y may defer payment of any such dividend if the A u -

17 thor i ty has no earned surplus as of the close of such fiscal 

18 year or the Board of Directors determines that the funds 

19 otherwise available for payment of the dividend should, i n 

20 furtherance of the purposes of this Ac t , be used to provide 

21 f inancial assistance pursuant to t i t le I I I of this Ac t . A n y 

22 dividend deferred pursuant to this section shall, un t i l paid, 

23 bear interest at a rate, determined by the Secretary of the 

24 Treasury and adjusted at the commencement of each fiscal 

25 year, tak ing into consideration the then current average an-
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1 nual percentage y ie ld on marketable obligations of the 

2 Un i ted States. 

3 OBLIGATIONS OF THE AUTHORITY 

4 SEC. 402. (a) The Au tho r i t y is authorized to issue and 

5 to have outstanding at any one time notes, debentures, bonds, 

6 or other obligations in the aggregate pr incipal amount of 

7 $75,000,000,000: Provided, however, That the Au tho r i t y 

8 shall not issue any such obligation wi thout the pr ior concur-

9 rence of the Secretary of the Treasury as to the method, 

10 source, interest rate, t im ing and other terms and conditions 

11 of such obligation. The Secretary of the Treasury may direct 

12 that any such issuance by the Au tho r i t y be sold to the 

13 Department of Treasury for its own account or to the Federal 

14 F inanc ing Bank. 

15 (b) F o r purposes of purchasing the obligations of the 

16 Au tho r i t y pursuant to this section 402, the Secretary of the 

17 Treasury is authorized to use as a public debt transaction the 

18 proceeds f rom the sale of any securities hereafter issued 

19 under the Second L iber ty Bond Ac t , and the purposes for 

20 wh ich securities may be issued under the Second L iber ty 

21 Bonds A c t are extended to include such purchases. Each 

22 purchase of obligations by the Secretary of the Treasury 

23 under this section shall be upon such terms and conditions as 

24 to y ie ld a return at a rate not less than a rate determined by 
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1 the Secretary of the Treasury, tak ing into consideration the 

2 current average y ie ld on outstanding marketable obligations 

3 of the Un i ted States of comparable matur i ty . Interest due on 

4 obligations of the Au tho r i t y held by the Treasury may be 

5 deferred, at the discretion of the Secretary, but any such 

6 deferred interest shall bear interest at the rate specified i n 

7 this section. The Secretary of the Treasury may sell, upon 

8 such terms and conditions and at such price or prices as he 

9 shall determine, any of the obligations acquired by h i m under 

10 this section. A l l redemptions, purchases, and sales b y the 

11 Secretary of the Treasury of such obligations under this 

12 section shall be treated as publ ic debt transactions of the 

13 Un i ted States. 

14 (c) A l l obligations of the A u t h o r i t y issued under this 

15 section shall be fu l ly and uncondit ional ly guaranteed as to 

16 pr incipal and interest and shall constitute general obliga-

17 tions of the Un i ted States, backed by the fu l l fa i th and 

18 credit of the Government of the Un i t ed States of Amer ica. 

19 Such guarantee shall be expressed on the face of al l such 

20 obligations. 

2 1 BUDGETARY TREATMENT 

22 SEC. 403. The receipts and disbursements of the Sec-

23 retary of the Treasury i n connection w i t h the purchase or 

24 redemption of, and income from, capital stock of the Au tho r -

25 i t y shall not be included i n the totals of the budget of the 

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



61 

1 Un i ted States Government. The receipts and disbursements 

2 of the Au tho r i t y i n the discharge of its functions shall not be 

3 included i n the totals of the budget of the Un i ted States 

4 Government and shall be exempt f rom any general l imi ta t ion 

5 imposed by statute on expenditures and net lending (budget 

6 outlays) of the Un i ted States: Provided, That the totals of 

7 the budget of the Un i ted States Government shall be ad-

8 justed to include the net earnings or losses of the Au tho r i t y , 

9 as reported i n the annual audit required by section 505 (c) 

10 of this A c t . 

1 1 LAWFUL INVESTMENT 

12 SEC. 404. Obligations of the Au tho r i t y issued pursuant 

13 to this A c t shall be lawfu l investments, and may be accepted 

14 as seeurty for al l f iduciary, trust, and publ ic funds the in-

15 vestment or deposit of wh ich shall be under the author i ty 

16 or control of the Un i ted States or any officer or officers 

1? thereof. 

18 FORMS OF NOTES, BONDS, AND OTHER OBLIGATIONS 

19 SEC. 405. I n order that the Au tho r i t y may be supplied 

20 w i t h such forms of notes, debentures, bonds, or other such 

21 obligations as i t may need for issuance under this Ac t , the 

22 Secretary of the Treasury is authorized to prepare such 

23 forms as shall be suitable and approved by the Au tho r i t y , 

24 to be held i n the Treasury subject to del ivery, upon order 

25 of the Au tho r i t y . The engraved plates, dies, bed pieces, and 
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1 so forth, executed in connection therewi th shall remain i n 

2 the custody of the Secretary of the Treasury. The A u t h o r i t y 

3 shall reimburse the Secretary of the Treasury for any ex-

4 penses incurred i n the preparation, custody, and del ivery 

5 of such notes, debentures, bonds, or other obligations. 

6 MONEYS OF THE AUTHORITY 

7 SEC. 406. A l l moneys of the A u t h o r i t y not otherwise 

8 employed may be— 

9 (a) deposited w i t h the Treasury of the Un i ted 

10 States subject to w i thd rawa l by the Au tho r i t y , by check 

11 drawn on the Treasury of the Un i ted States by a Treas-

12 u ry disbursing officer, or 

13 (b) w i t h the approval of the Secretary of the 

14 Treasury, deposited i n any Federal Reserve bank, or 

15 (c) w i t h the approval of the Secretary of the 

16 Treasury, and by authorization of the Board of Directors 

17 of the Au tho r i t y , used i n the purchase for redemption 

18 and ret i rement of any notes, debentures, bonds, or other 

19 obligations issued by the Au tho r i t y . 

20 T I T L E V — M A N A G E M E N T 

21 BOARD OF DIRECTORS 

22 SEC. 501. (a) The power of the A u t h o r i t y to act shall 

23 be vested in the Board of Directors, except as to those func-

24 tions, powers, and duties assigned to the Chairman of the 

25 Board as provided i n this A c t and such matters as m a y be 
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1 delegated to the Chairman, directors and officers of the A u -

2 thor i ty pursuant to this t i t le. The Board of Directors shall 

3 consist of f ive vot ing members appointed by the President 

4 by and w i t h the advice and consent of the Senate, who shall 

5 hold office at the pleasure of the President. The President 

6 shall designate one of such members as Chairman of the 

7 Board, and shall have the power at any time and f rom time 

8 to t ime to designate a new Chairman of the Board f rom 

9 among the members of the Board. Of the five members of 

10 the Board, not more than three shall be members of any one 

11 pol i t ical par ty . The Chairman shall devote his fu l l work ing 

12 time to the affairs of the Au tho r i t y (and its subsidiaries) 

13 and shall ho ld no other salaried position. 

14 (b) W i t h respect to each Director, other than the 

15 Director who shall serve as Chairman of the Board, the 

16 President shall determine whether such Director shall serve 

17 i n a fu l l - t ime or part- t ime capacity ( including service as 

18 a Director of any subsidiaries). Directors who are serving 

19 par t t ime may hold other positions but shall devote such 

20 t ime to the affairs of the Au tho r i t y (and its subsidiaries) 

21 as is necessary to discharge their duties. Directors who 

22 are serving fu l l t ime shall devote their fu l l work ing time 

23 to the affairs of the Au tho r i t y (and its subsidiaries) in-

24 eluding such responsibilities as may be assigned by the 

25 Board of Directors or the Chairman of the Board, and shall 
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1 bo ld no other salaried posi t ion. D i rec tors of (the A u t h o r i t y , 

2 whether serv ing fu l l time or pa r t t ime, shall be compensated 

3 a t a n annual o r da i l y rate to be determined b y d ie President. 

4 Di rectors shall be re imbursed for reasonable expenses w h i c h 

5 are incur red i n connect ion w i t h thei r services as Di rec tors 

6 of the A u t h o r i t y and its subsidiaries. 

7 (c) Before assuming office, each D i rec to r shall take 

8 an oa th fa i th fu l l y to discharge the duties thereof. Wheneve r 

9 a vacancy shall occur o n the B o a r d of Directors, the Presi-

10 dent shall, w i t h the advice and consent of the Senate, appoin t 

11 a person to f i l l such vacancy. A l l D i rec tors shall be citizens 

12 of ithe U n i t e d States. 

13 (d) The B o a r d shal l meet at any time pursuant to the 

14 cal l of the Cha i rman and as m a y be prov ided b y the by laws 

15 of the A u t h o r i t y . A m a j o r i t y of the du l y appo in ted and 

16 serv ing Directors shall const i tute a quorum, and any act ion 

17 b y the B o a r d shall be effected b y m a j o r i t y vote of a quorum. 

18 T h e B o a r d of D i rectors shall adopt, and f r o m t ime to t ime 

19 amend, such by laws as are necessary for the p roper manage-

20 men t and funct ion ing of the A u t h o r i t y . 

21 OFFICERS AND EMPLOYEES 

22 SEC. 502. (a) T h e Cha i rman of the B o a r d shall be the 

23 chief executive officer of the A u t h o r i t y , and as such shal l be 

24 responsible for the management and d i rect ion of the A u -

25 t ho r i t y ( inc lud ing the m a k i n g of expenditures associated 
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1 w i t h administrat ion of the A u t h o r i t y ) . The President shall 

2 f i x the compensation of the Chairman of the Board. 

3 (b) The Chairman of the Board may appoint and fix 

4 the compensation of a l l such personnel as may be necessary 

5 for the transaction of the Author i ty 's business i n accordance, 

6 except as otherwise authorized i n subsections (c) and ( d ) , 

7 w i t h the provisions of t i t le 5 of the Un i ted States Code. 

8 Except as expressly provided i n this section, t i t le 5 of the 

9 Un i ted States Code shall app ly to such personnel in the same 

10 manner and under the same conditions required for the c iv i l 

11 service generally. 

12 (c) I n addit ion to the number of positions wh ich may 

13 be placed i n GS-16, 17, and 18 under exist ing law, not to 

14 exceed one hundred positions may be placed i n GS-16, 17, 

15 and 18. The provisions of t i t le 5 of the Un i ted States Code 

16 governing classification and appointment i n the competit ive 

17 service shall not apply to twenty- f ive of such positions, as 

18 designated by the Chairman of the Board. 

19 (d) I n addit ion to personnel authorized to be employed 

20 under other provisions of this section, a reasonable number 

21 of executive officers may be employed by the Au tho r i t y , on 

22 terms and conditions specified by the Chairman of the 

23 Board, under employment agreements for terms not exceed-

24 ing f ive years and wi thout regard to the provisions of t i t le 

25 5 of the Un i ted States Code governing classification and ap-
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1 pointments i n the competi t ive service and wi thout regard to 

2 the laws, including t i t le 5 of the Un i ted States Code, wh i ch 

3 f i x compensation for officers and employees of the Un i ted 

4 States. W i thou t prejudice to r ights under any employment 

5 agreement any person appointed by the Chairman pursuant 

6 to this subsection may be removed in the discretion of the 

7 Chairman. 

8 (e) The Chairman shall define the duties of the offi-

9 cers and employees of the Au tho r i t y , and provide a system 

10 of organization to f i x responsibil i ty and promote efficiency. 

11 ( f ) The Chairman of the Board shall have author i ty to 

12 obtain the services and f ix the compensation of experts and 

13 consultants i n accordance w i t h the provisions of section 3109 

14 of t i t le 5 of the Un i ted States Code. 

15 (g) Under such regulations as the President may pre-

16 scribe, officers and employees of the Government who are 

17 appointed, wi thout a break-in service, to any posit ion for 

18 carry ing out functions under this A c t are entit led, upon sep-

19 aration f rom such posit ion other than for cause w i t h i n three 

20 years of employment, to reemployment i n the posit ion oc-

21 cupied at the t ime of appointment or i n a posit ion of com-

22 parable grade and salary to that held w i t h Au tho r i t y . 

23 (h) The employees of the Au tho r i t y , including ful l - t ime 

24 Directors and the individuals described i n subsection ( d ) , 

25 shall be considered employees of the Un i ted States Govern-
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1 ment for purposes of el ig ibi l i ty for benefits related to ein-

2 p loyment . 

3 CONFLICTS OF INTEREST 

4 SEC. 503. The provisions of chapter 11 of t i t le 18, 

5 Un i ted States Code, shall apply to the directors and a l l offi-

6 cers and employees of the Au tho r i t y , and the Board of D i -

7 rectors shall have author i ty to promulgate regulations there-

8 under. 

9 DELEGATION 

10 SEC. 504. The Board of Directors may, by resolution, 

11 delegate to the Chairman of the Board such of its functions, 

12 powers, and duties assigned to the Board under this A c t 

13 as i t deems appropriate. The Chairman of the Board may, 

14 by wr i t ten instrument, delegate such functions, powers, and 

15 duties as are assigned to the Chairman by or pursuant to 

16 the provisions of this A c t to such other fu l l - t ime directors, 

17 officers, or employees of the Au tho r i t y as the Chairman 

18 deems appropriate. 

19 FISCAL YEAR, REVIEWS AND AUDITS 

20 ,SEC. 505. (a) The fiscal year of the Au tho r i t y shall 

21 coincide w i t h the fiscal year of the Un i ted States Govern-

22 ment. 

23 (b) On or before June 30 i n any year, the Au tho r i t y 

24 shall submit to the Director of the Office of Management 

25 and Budget a f inancial and management plan, in such detail 
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1 as the D i rec to r m a y prescribe, for the succeeding f iscal 

2 y ^ r . 

3 (c) The A u t h o r i t y shall re ta in a firm or firms of na-

4 t iona l ly recognized publ ic accountants w h o shall prepare 

5 and repor t an annual audi t of the accounts of the A u t h o r i t y 

Q i nc lud ing the statements ident i f ied i n section 8 5 1 of t i t le 

7 31, U n i t e d States Code. The General Accoun t i ng Office 

g is author ized to conduct such audits of the accounts, and to 

9 repor t upon the same to Congress, as such Office shall deem 

10 necessary or as Congress m a y request. A l l books, accounts, 

11 f inancia l records, reports, files, papers, and p rope r t y belong-

12 i n g to or i n use b y the A u t h o r i t y and necessary to faci l i tate 

13 an audi t shall be made available to the person or persons 

14 conduct ing the audi t and facil i t ies for ve r i f y i ng transactions 

15 w i t h the balances or securities he ld b y depositories, fiscal 

16 agents, and custodians shall be afforded to such person or 

17 persons. 

18 REPORTS 

19 SEC. 506. (a) T h e A u t h o r i t y shall submit a quar ter ly 

20 repor t to the Congress and the President. The repor t w i l l 

21 state the aggregate sums then outstanding or commi t ted as 

22 loans, loan guarantees, or other financial assistance and a 

23 l i s t ing of the business concerns so invo lved w i t h the A u t h o r -

24 i t y . The quar ter ly repor t i n w h i c h any expendi ture or 
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1 commitment to a business concern or project is f irst noted 

2 shall contain a brief description of the factors considered 

3 by the Board of Directors in mak ing such expenditure or 

4 commitment. The report shall also show, on an unaudited 

5 basis, the assets and liabil it ies of the Au tho r i t y as of the 

6 end of the Author i t y ' s fiscal quarter preceding the date of 

7 the report and the number, functions, and compensation of 

8 persons employed or under contract by the Au tho r i t y at 

9 salary rates exceeding $2,500 per month. 

10 (b) The Au tho r i t y shall submit to the Congress and 

11 the President an annual report containing the audited finan-

12 cial statements and report prepared by the independent 

13 public accountants pursuant to section 505. The annual 

14 report shall also contain, in addit ion to the information 

15 required in the quarterly report, a general description of the 

16 Author i t y ' s operations dur ing the year, a specific description 

17 of each project or act iv i ty in wh ich the Au tho r i t y is involved, 

18 a status report on each such project or act iv i ty , and an 

19 evaluation of the contr ibut ion wh ich the project or act iv i ty 

20 has made and is expected to make in fu l f i l l ing the purposes 

21 of this A c t ( including, where possible, a precise statement 

22 of the amount of domestic energy produced or to be pro-

23 duced thereby) . 

24 (c) On or before June 30, 1983, the Au tho r i t y shall 

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



70 

1 submi t to the Congress and the President a repor t evalu-

2 a t ing the overal l impac t made b y the A u t h o r i t y and deserib-

3 i n g the status of each then current ac t i v i t y o r p r o g r a m of 

4 f inancia l assistance. Th is repor t shal l conta in a l iqu ida t ion 

5 plan. The l iqu idat ion p lan shal l describe i n the greatest deta i l 

6 pract icable h o w each ac t i v i t y , pro ject , or ob l igat ion i n v o l v i n g 

7 f inanc ia l assistance, and every substantial asset or l i ab i l i t y 

8 of the A u t h o r i t y w i l l be l iquidated, terminated, satisfied, sold, 

9 transferred, or otherwise disposed of. Each annual repor t 

10 thereafter made b y the A u t h o r i t y w i l l describe w h a t progress 

11 is be ing made i n effect ing such l iqu ida t ion p lan. 

12 (d ) On or before J a n u a r y 31, 1986, the A u t h o r i t y 

13 shall submit to the President a repor t set t ing fo r th the recom-

14 mendat ion as to whether or no t the existence of the A u t h o r -

15 i t y should be extended for the l i m i t e d per iod and purpose 

16 described i n section 803 ( c ) . 

17 RECORDS OF OUTSIDE CONTACTS 

18 SEC. 507 . The A u t h o r i t y shal l develop and pub l ish p ro-

19 cedures for record ing communicat ions received ( i n w r i t i n g 

20 or otherwise) f r o m persons outside the A u t h o r i t y , i nc lud ing 

21 pr iva te indiv iduals and publ ic officials, expressing an op in ion 

22 or v i ewpo in t on the mer i ts or terms of any proposal that the 

23 A u t h o r i t y extend f inancia l assistance pursuant to t i t le I I I 
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1 of this A c t . The A u t h o r i t y shall establish procedures for 

2 mak ing such records avai lable to the publ ic upon request. 

3 T I T L E V I — F E D E R A L A G E N C Y P R O C E E D I N G S 

4 DEFINITIONS 

5 SEC. 601. A s used i n this t i t l e : 

6 (a) The t e r m "Fede ra l agency" means an "Execu t i ve 

7 agency " as defined i n section 105 of t i t le 5, U n i t e d States 

8 Code, inc lud ing an independent regu la tory commission. 

9 (b) The te rm "ene rgy p ro jec t " means any ac t i v i t y i n 

10 connect ion w i t h the planning, in i t ia t ion, construction, or 

11 operat ion of facil i t ies i nvo l v i ng the product ion, distr ibut ion, 

12 transmission, or t ransportat ion of energy, fuels, or energy-

13 related commodit ies, facil i t ies, or products. 

14 (c) The te rm " l icense" means " l icense" as defined i n 

15 section 5 5 1 (8 ) of t i t le 5, U n i t e d States Code and the te rm 

16 " l i cens ing" means " l i cens ing" as defined i n section 551 (9 ) 

17 of t i t le 5 of the U n i t e d States Code. 

18 (d ) The t e r m "proceedings" means any act ion taken by 

19 a Federa l agency i n in i t i a t i ng or ca r ry ing out the process 

20 leading to g ran t ing or deny ing a license for any energy 

21 project . 

22 (e) The t e rm " A d m i n i s t r a t i o n " means the Federa l 

23 E n e r g y Admin i s t ra t i on or any successor en t i t y thereto. 
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1 EXPEDITING FUNCTIONS OF THE FEDERAL ENERGY 

2 ADMINISTRATION 

3 'SEC. 602. (a) The Adm in i s t r a t i on shall have the fo l -

4 l o w i n g duties and authori t ies i n the energy pro ject l icensing 

5 process: 

6 ( 1 ) The Adm in i s t r a t i on shall keep apprised of the 

7 processing of energy pro jec t l icensing proceedings a t the 

8 Federal , local, State, and regional levels and, where appro-

9 pr ia te and consistent w i t h appl icable Federal , State, and local 

10 law, m a y suggest procedures for expedi t ing such Federa l 

11 proceedings and s imi lar local, State, or regional r ev iew and 

12 for consol idat ing Federal , local, State, and regional appl ica-

13 t ions and actions to reduce dup l ica t ion of effort and expedite 

14 the overal l l icensing process. 

15 (2 ) W h e n a Federa l agency has rendered any pre-

16 l i m i n a r y or f ina l decision i n the course of a proceeding, the 

17 Admin i s t ra t i on m a y , where the appl icable l aw or rules and 

18 regulat ions of the Federa l agency pe rm i t admin is t rat ive ap-

19 peal or reconsiderat ion: ( i ) request such Federa l agency to 

20 reconsider its decision, b y w a y of appeal or otherwise, or 

21 ( i i ) j o i n i n any such admin is t ra t ive appeal or pet i t ion for 

22 reconsiderat ion b y the appl icant . A n y pe t i t ion b rought b y 

23 the Admin i s t ra t i on or i n w h i c h the Adm in i s t r a t i on joins 

24 shall be granted or denied w i t h i n t h i r t y days of receipt b y the 

25 Federa l agency to w h i c h the pet i t ion is addressed. 
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1 (b) The Admin is t ra t ion may, if i t deems i t desirable 

2 and in the interest of expedit ing proceedings, develop and 

3 promulgate a composite fo rm of license application wh ich 

4 shall be the sole application required by all Federal agencies 

5 w i t h regard to the review and approval of al l or a por t ion of, 

6 as the fo rm may specify, the proceedings related to an energy 

7 project. I n such event, the Adminis t rat ion may also provide 

8 that such composite license applications be filed only w i t h 

9 the Administ rat ion, i n which case the Admin is t ra t ion shall 

10 prompt ly fo rward the license applications, or relevant por-

11 tions thereof, to the Federal agencies required by law to con-

12 sider them. Such a composite license application may be 

13 composed of removable and insertable sections i n order to 

14 accommodate the informat ion necessary for different energy 

15 project licensing decisions. The Admin is t ra t ion shall consult 

16 w i t h Federal agencies having licensing author i ty over energy 

17 projects pr ior to promulgat ing any form of composite license 

18 application, and such agencies shall cooperate w i t h the A d -

19 ministrat ion in developing such an application. No th ing in 

20 this section shall reelude any Federal agency f rom request-

21 ing, in an individual case, such addit ional informat ion relat-

22 ing to public health and safety or such other essential in-

23 format ion as may be necessary to carry out its licensing 

24 functions. 
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1 CERTIFICATION BY THE FEDERAL ENERGY ADMINISTRATION 

2 SEC. 603. (a) The Admin is t ra t ion may cert i fy that an 

3 energy project, whether or not receiving f inancial assistance 

4 f rom the author i ty, is of cri t ical importance to the achieve-

5 ment of the purposes of this A c t (hereafter referred to as 

6 "ce r t i f i ca t ion " ) . I n determining whether or not an energy 

7 project is cr i t ical to the achievement of such purposes, the 

8 Admin is t ra t ion shall consider, among other factors, the con-

9 t r ibut ion that the energy project itself wou ld make to the 

10 achievement of energy independence and the stimulat ive 

11 effect that its successful and expeditious complet ion and 

12 operation would have on addit ional similar projects. The 

13 Admin is t ra t ion shall br ie f ly state, i n any cert i f ication i t is-

14 sues, the facts and reasoning support ing its f ind ing that the 

15 energy project i n question is of such cri t ical importance. 

16 The Admin is t ra t ion may suspend or cancel such certifica-

17 t ion : Provided, however, That pr ior to such suspension or 

18 cancellation the par ty on whose behalf the certi f ication was 

19 given shall be al lowed an oppor tuni ty to express its views 

20 on the proposed suspension or cancellation. The action of 

21 the Admin is t ra t ion in grant ing, denying, suspending, or can-

22 celing such certif ication shall be final and conclusive for 

23 al l purposes w i t h respect to a l l questions of law and fact 

24 and not subject to review by a court by mandamus or ot l ier-

25 wise. 
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1 (b) Certi f ication shall be made by the Admin is t ra t ion 

2 only pursuant to application therefor i n form and substance 

3 satisfactory to the Administrat ion. The application shall 

4 state the reasons w h y the applicant believes such certifica-

5 t ion is appropriate. 

6 (c) The Administ rat ion, w i t h in for ty days of receiving 

7 and accepting an application for certification, shall publish 

8 i n the Federal Register a notice of the requested certifica-

9 tion, including pert inent parts of the application therefor, 

10 inv i t ing wr i t ten comments f rom the public on such requested 

11 certif ication for a period of twenty days. The Admin is t ra t ion 

12 shall consider such comments' and act on the application 

13 w i th in twenty days of the closing of the public comment 

period. I n deciding whether or not to cert i fy an energy 
1 4 

project as cr i t ical ly important, the Admin is t ra t ion shall con-
l o 

^ sider the need for Federal agencies to complete al l l icensing 

decisions wi thout undue delay and the effect wh ich certif i-
1 7 J 

cations ( indiv idual ly and cumulat ively) w i l l have on the 
18 

^ orderly handl ing of licensing decisions by the affected 

Federal agencies. 20 

(d) The recipient of a certif ication may submit i t to 

any Federal agency wh ich is authorized by law to license 22 
or review any part or any phase of the energy project to 

2 3 

which the certif ication relates, including the ini t iat ion, de-
2 4 • ° 

velopment, complet ion or operation of the energy project, 
2 5 
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1 (e) A n y Federal agency wh ich receives a cert i f ication 

2 shall f o r thw i th commence al l necessary proceedings wh ich 

3 may be required for the l icensing of any aspect of the 

4 affected energy project, and is authorized to give such pro-

5 ceedings preference over al l other questions pending before 

6 i t except other proceedings invo lv ing similar certifications. 

7 D i l igent efforts shall be made to complete al l such proceed-

8 ings and render a decision w i t h i n eighteen months (or s,uch 

9 shorter per iod as the Admin is t ra t ion may for good cause 

10 specify) f rom the date of submission of the certi f ication to 

11 such Federal agency. 

12 ( f ) Each Federal 'agency wh ich conducts proceedings 

13 related to energy projects shall, w i t h i n n inety days of the 

14 enactment of this A c t and in cooperation w i t h the Admin is -

15 tration, promulgate regulations implement ing procedures to 

16 carry out the expedited treatment required by this ti le. Such 

17 procedures shall include reports f rom the Federal agency to 

18 the Administ rat ion, i n such fo rm and at such frequency as 

19 they shall agree, on the progress of proceedings. 

20 (g) Each Federal agency shall report semiannually 

21 (commencing on the J u l y 1 or January 1 first occurr ing 

22 after the enactment of this Ac t ) to the Congress and to the 

23 President w i t h respect to each certif ied matter i n wh ich the 
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1 Federal agency has not completed any proceeding or ren-

2 dered a decision w i t h i n eighteen months f rom the date of 

3 certif ication, or such shorter period as the Admin is t ra t ion 

4 may have specified pursuant to subsection (e) : ( i ) the rea-

5 sons therefor; ( i i ) actions being taken to complete the pro-

6 eeedings as expeditiously as possible; ( i i i ) the measures 

7 being taken to prevent such delays i n the fu ture; and ( i v ) 

8 any recommendations for fur ther legislation wh ich such Fed-

9 eral agency deems advisable for the purposes of avoiding 

10 such delays. 

11 (h) Cert i f icat ion b y the Admin is t ra t ion as contemplated 

12 by this section shall not be considered a major Federal ac-

13 t ion signif icantly affecting the qual i ty of the human envi-

ronment w i t h i n the meaning of section 1 0 2 ( 2 ) (C) of the 

Nat ional Env i ronmenta l Pol icy A c t of 1969. 

16 JUDICIAL EEVIEW 

SEC. 604. A n y judic ia l review of a Federal agency's final 

action concerning an energy project wh ich has been certif ied 

1 9 under section 603 of this Ac t , and appeals therefrom, shall 

take precedence on the docket over al l cases, except as to 

cases wh ich the court considers of greater importance, and 

^ shall be assigned for hearing and tr ia l or for argument at the 

2 3 earliest practicable date and expedited i n every way, 
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1 T I T L E V I I — U N L A W F U L A C T S A N D P E N A L T I E S 

2 FALSE STATEMENTS 

3 SEC. 701. Whoever makes any statement, know ing i t 

4 to be false, or w i l l fu l l y overvalues any security, for the pur-

5 pose of obtaining for himself or for any applicant any loan or 

q extension thereof by renewal, deferment of action, or other-

7 wise, or the acceptance, release, or substitution of security 

8 therefor, or for the purpose of inf luencing in any w a y the 

9 action of the A u t h o r i t y or a subsidiary, or for the purpose 

10 of obtaining money, property, contract r ights, or any th ing 

11 of value, under this A c t , shall be punished by a fine of not 

12 more than $5,000 or by impr isonment for not more than two 

13 years, or both. 

14 FORGERY 

15 SEC. 702. Whoever (1) falsely makes, forges, or coun-

16 terfeits any note, debenture, bond, or other obligation, or 

17 coupon, i n imi tat ion of or purpor t ing to be a note, debenture, 

18 bond, or other obligation, coupon, or th ing of value issued by 

19 the A u t h o r i t y or a subsidiary, or (2) passes, utters, or pub-

20 lishes, or attempts to pass, utter, or publish, any false, forged, 

21 or counterfeited note, debenture, bond, or other obligation, 

22 coupon, or th ing of value purpor t ing to have been issued by 

23 the Au tho r i t y or a subsidiary, know ing the same to be false, 

24 forged, or counterfeited, or (3 ) falsely alters any note, de-

25 benture, bond, or other obligation, or coupon, issued or 
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1 pu rpo r t i ng to have been issued by the A u t h o r i t y , or a sub-

2 sidiary, or (4 ) passes, utters, or publishes, or attempts to 

3 pass, ut ter , or publ ish, as true any falsely al tered or spurious 

4 note, debenture, bond, or other obl igat ion, coupon, or t h i ng 

5 of value issued or pu rpo r t i ng to have been issued by the A u -

6 tho r i t y or a subsidiary, k n o w i n g the same to be falsely altered 

7 or spurious, shall be punished b y a fine of no t more than 

8 $10 ,000 or by impr isonment for no t more than five years, 

9 or both. 

10 MISAPPROPRIATION" OF FUNDS AND UNAUTHORIZED 

11 ACTIVITIES 

12 SEC. 703. Whoever , being connected i n any capacity 

13 w i t h the A u t h o r i t y or a subsidiary, (1 ) embezzles, abstracts, 

14 purloins, or w i l l f u l l y misapplies any moneys, funds, securities, 

15 or other things of value, whether be longing to i t or pledged 

16 o r otherwise entrusted to the A u t h o r i t y or such 'subsidiary, 

17 or (2 ) w i t h in tent to defraud the A u t h o r i t y and subsidiary 

18 or any other body pol i t ic or corporate, or any ind iv idual , 

19 or to deceive any officer, auditor, or examiner of the A u t h o r -

20 i t y or such subsidiary, makes any false ent ry i n any book, 

21 report , or statement of or to the A u t h o r i t y or such subsidiary, 

22 or, w i t hou t be ing du ly authorized, draws any order or issues, 

23 puts fo r th or assigns any note, debenture, bond, or other 

24 obl igat ion, or draft , b i l l of exchange, mortgage, judgment , 

25 o r decree thereof, or (3) w i t h in tent to defraud, part icipates, 
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1 shares, or receives directly or indirectly any money, profit, 

2 property, or benefit through any transaction, loan, commis-

3 sion, contract, or any other act of the Au tho r i t y or such sub-

4 sidiary, or (4) gives any unauthorized information concern-

5 ing any future action or plan of the A u t h o r i t y or such 

6 subsidiary wh ich migh t affect the value of securities, or, hav ing 

7 such knowledge, invests or speculates, direct ly or indirect ly, 

8 in the securities or property of any company, bank, or cor-

9 porat ion receiving loans or other assistance f rom the Au tho r -

10 ity or such subsidiary shall be punished by a fine of not 

11 more than $10,000 or by imprisonment for not more than 

12 five years, or both. 

13 INFRINGEMENT ON NAME 

14 SEC. 704. NO individual, association, partnership, cor-

15 porat ion, or business ent i ty shall use the words " E n e r g y I n -

16 dependence A u t h o r i t y " or a combination of these words 

17 which a court of competent jurisdiction shall find reasonably 

18 likely to mislead or deceive, as the name or a part thereof 

19 under which he or i t shall do business. 

20 UNLAWFUL CONTRACTS 

21 . SEC. 705. The provisions of sections 4 3 1 through 433, 

22 inclusive, of t i t le 18, Un i ted States Code, shall apply to 

23 contracts or agreements w i t h the A u t h o r i t y or subsidiary 

24 pursuant to this Ac t . Such contracts or agreements include, 

25 but are not limited to loans, loan guarantees) purchase agree-
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1 ments, advances, discounts and rediscounts, acceptances, re-

2 leases, and substitutions of security, together w i t h extensions 

3 or renewals thereof. 

4 ADDITIONAL P E N A L T I E S 

5 SEC. TOG. I n addit ion to any other penalties provided 

6 in this t i t le, the defendant in any action brought pursuant 

7 thereto shall, on conviction, be liable to the Au tho r i t y or 

8 Subsidiary for any loss by the Au tho r i t y or such Subsidiary 

9 and any prof i t or gain acquired by h im as a result of 

10 the conduct constitut ing the offense for which he was 

11 convicted. 

12 SUITS BY THE ATTORNEY GENERAL 

13 SEC. 707. No suit shall be brought al leging that the 

14 Au tho r i t y (or any director, officer, employee, or agent there-

15 of) has engaged i n any action, practice or pol icy inconsist-

16 ent w i t h this A c t ; has violated any provision thereof; has 

17 obstructed or interfered w i t h any activities authorized therc-

b y ; or has refused, failed, or neglected to discharge duties 

19 or responsibilities mandated by the A c t except by the A t -

20 torncy General of the Un i ted States or his delegate. The 

21 A t to rney General may, by pet i t ion in any Federal district 

22 court i n any State where the Au tho r i t y is transacting busi-

03 ness or where any such individual resides (or in the Dis t r ic t 

24 of Co lumbia) , seek such equitable relief as may be necessary 

25 or appropriate to prevent or terminate such conduct. No th -
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1 ing i n this section shall be deemed or construed to prevent 

2 the enforcement of the other provisions of his t i t le by ap-

3 propriate officials of the Un i ted States, nor to preclude the 

4 application of the Federal Tor t Claims Ac t against the A u -

5 thor i ty nor to prohib i t suits by private parties against the 

6 Au tho r i t y based on breach of contract. 

7 T I T L E V I I I — G E N E R A L P R O V I S I O N S 

8 COORDINATION WITH OTHER ENTITIES 

9 SEC. 801. Pr ior to extending, or mak ing any coinmit-

10 ment to extend, f inancial assistance for any project, the A n -

i l thor i ty shall seek the advice and recommendations of the 

12 members of the Energy Resources Council, and such other 

13 Federal agencies as the President may by Execut ive order 

14 designate, to assist in determining whether the provision 

15 of financial assistance for such project w i l l further the pur -

16 poses of this A c t and how such proposed financial assist-

17 ance relates to other programs and national policies. A n y 

18 such advice or recommendation shall be provided to the 

19 Au tho r i t y w i t h i n th i r t y days of its request. 

20 SEVERABILITY 

21 SEC. 802. I f any provision of this Ac t , or the applica-

22 t ion of any such provision to any person or circumstance, 

23 shall for any reason be adjudged by any court of com-

24 petent jur isdict ion to be inval id, the remainder of this Ac t , 

25 or the appl icat ion of such provision to persons or circum-
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1 stances other than those to wh ich i t is held inval id, shall 

2 not be affected thereby. 

3 TEH MIX AT TON AXI) LIQUIDATION OF TIIE AUTHORITY 

4 SEC. 808. Notwi thstanding any other provision of this 

5 A c t : 

6 (a) The Au thor i t y shall make no new commitments 

7 for financial assistance after June 30, 1983, and shall furnish 

8 no new financial assistance after June 30, 1980. 

9 (b) F r o m and after June 30, 1983, the Board of 

10 Directors of the Au tho r i t y shall di l igent ly commence al l 

11 practical and reasonable steps to achieve an orderly l iquida-

12 t ion of the Author i ty 's affairs on or pr ior to June 30, 1986. 

13 Such steps may include the sale or transfer to any agency 

14 of the Un i ted States, or the sale directly to the public, 

including any business concern, of all or any port ion of the 

16 Author i t y ' s assets. 

17 (c) The Author i t y shall terminate on June 30, 1986, or 

18 at such earlier date as the President shall determine: Pro-

19 vided, liotceuer, That if the President shall determine that 

20 the orderly l iquidation of the Author i ty 's affairs requires the 

21 continuation of the Au tho r i t y beyond June 30, 1986, the 

22 President may, by Executive order, extend the authorized 

23 life of the Au tho r i t y for not more than three years after 

24 such date. 

25 (d) I f , on the date of termination of the Au thor i t y , its 
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1 Board of Directors shall not have completed the l iquidat ion 

2 of its assets and the w ind ing up of its affairs, the duty of 

3 complet ing such l iquidat ion and wind ing up of its affairs 

4 shall he transferred to the Secretary of the Treasury, who 

5 for such purposes shall succeed to all the powers and duties 

6 of the Board of Directors and Chairman of the Board of the 

7 Au tho r i t y under this Ac t , and noth ing herein shall be con-

8 strued to a fleet any r ight or pr iv i lege accrued, any penalty 

9 or l iabi l i ty incurred, any cr iminal or c iv i l proceeding com-

10 menced, or any author i ty conferred hereunder, except as 

11 herein provided in connection w i th the l iquidation of the 

12 remaining assets and the wind ing up of the alTairs of the 

13 Au thor i t y . Fo l low ing such transfer, the Secretary of the 

14 Treasury may assign to any officer or officers of the Uni ted 

15 States in the Treasury Department the exercise and per-

1G forniance, under the Secretary's general supervision and di-

17 red ion, of any powers and duties so t ransferred unt i l the 

18 Secretary of the Treasury shall f ind that such l iquidation w i l l 

19 no longer be advantageous to the Uni ted States and that all 

20 of its legal obligations have been provided for, whereupon 

21 the Secretary shall retire any capital stock then outstanding, 

22 l>ay into the Treasury as miscellaneous receipts the unused 

23 balance of the moneys belonging to the Au tho r i t y , and make 

24 the final report of the Au tho r i t y to the Congress. Thereupon 

95 the Au thor i t y shall be deemed to be dissolved. 
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1 EEL AT I OX SI I IP TO OTIIEK LAWS 

2 SEC. 804. (a) The provision of financial assistance for a 

3 project pursuant to t it le I I I of this A c t shall be deemed to 

4 be a "ma jo r Federal action signif icantly affecting the qual i ty 

5 of the human envi ronment" for purposes of section 102 (2) 

6 ( 0 ) of the Nat ional Envi ronmenta l Pol icy Ac t of 1969, as 

7 amended ( " X E P A " ) , where ( i ) no other agency of the 

8 Federal Government is required to prepare an environ-

9 mental impact statement pursuant to section 102 (2 ) (C) 

10 of X E P A wi th respect to the project, and ( i i ) the provision 

11 of f inancial assistance does, in fact, constitute a major action 

.12 signif icantly a (Tec t ing the quali ty of the human environment. 

13 I n any instance where another agency of the Federal Gov-

14 eminent is required to prepare an environmental impact 

15 statement pursuant to section 1 0 2 ( 2 ) (C) of X E P A w i th 

16 respect to a project to which financial assistance has been 

17 committed or extended, the Au tho r i t y shall provide the 

18 agency w i t h such information as may be reasonably re-

19 quested by the agency in order to prepare such statement. 

20 (b) Except as may be provided elsewhere in this Ac t , 

21 the Au tho r i t y shall not for any purpose be considered an 

22 "Execut ive agency" as defined in section 105 of tit le 5, 

23 Uni ted States Code, or an "agency" as defined in section 

24 551 of tit le 5 of the Uni ted States Code. 

25 (c) The provisions of the Uni ted States Code relat ing to 
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1 public contracts and public buildings and works, including the 

2 Federal Proper ty and Adminis t rat ive Services A c t of 1949, 

3 shall not apply to the operations of the A u t h o r i t y : P r o v i d e d , 

4 however, That all laborers and mechanics employed by con-

5 tractors or subcontractors in any construction, alteration, 

6 or repair ( including paint ing and decorating) of projects 

7 for wh ich financial assistance is provided by the Au tho r i t y or 

8 a subsidiary shall be paid at wages not less than those pre-

9 va i l ing on similar construction in the local i ty, as determined 

10 by the Secretary of Labor in accordance w i t h the Bavis-

11 Bacon Ac t , as amended (40 U.S.C. 276a through 2 7 6 a - 5 ) . 

12 The Secretary of Labor shall have, w i t h respect to such labor 

13 standards, the author i ty and functions set forth in Keorgani : 

14 zation Plan Numbered 14 of 1950 (15 Fed. Reg. 3176, 64 

15 Stat. 1267 and 40 U.S.C. 2 7 6 ( c ) ) . Federal labor stand-

16 ards and equal employment opportuni ty requirements and 

17 provisions shall apply to the Au tho r i t y and business con-

18 cerns receiving financial assistance f rom the Au tho r i t y . 

19 (d) The securities laws of the Un i ted States, including 

20 but not l imi ted to the provisions of the Securities A c t of 

21 1933, the Securities Exchange A c t of 1934, the Publ ic 

22 U t i l i t y Ho ld ing Company A c t of 1935, the Federal Power 

23 A c t of 1935 and the Investment Company A c t of 1940, 

24 all as amended, shall not apply to the Au thor i t y . A n y se-
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1 curities issued l>y the Au tho r i t y ( including any guarantee 

2 by the Au tho r i t y , whether or not l imi ted in scope), and 

3 any securities guaranteed by the Au tho r i t y as to both pr in-

4 cipal and interest, shall be deemed to be exempted securities 

5 w i th in the meaning of section 77c (a) (2) of t it le 15, Un i ted 

6 States Code and section 78c (a) (12) of t i t le 15 of the 

7 Uni ted States Code. 

8 (e) No th ing in this Ac t shall be deemed or construed 

9 to make the Government Corporat ion Control A c t (31 

10 U.S.C. 841, et seq.) applicable to the Au thor i t y . 

11 ( f ) No th ing in this A c t shall be deemed to change the 

12 Minera l Lands Leasing A c t of J 920, as amended (30 

13 U.S.C. 181 through 2 8 7 ) , the Outer Continental Shelf 

14 Lands A c t (43 U.S.C. 1331 through 1343 ) , nor any other 

15 law governing the ownership, management, and disposition 

16 of Federal minerals or lands: P r o d d e d , h o w e v e r , That the 

17 Au tho r i t y may acquire Federal minerals or lands in ac-

18 cordance w i t h such laws. 

19 RESERVATION OF RIGHT TO AMEND OR REPEAL 

20 SEC. 805. .The r ight to alter, amend, or repeal this A c t 

21 is expressly declared and reserved, but no such amendment 

22 of repeal shall operate to impair the obligation of any contract 

23 made by the Corporation under any power conferred by this 

24 Ac t . 
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The C H A I R M A N . N O W , gentlemen, Mr . Rostow and Mr . Commoner, 
would you sit at that table? We are now honored to have as our wi t -
nesses a panel of W a l t Rostow, professor of economics and 
history at the Universi ty of Texas, Aust in, Tex., a man of great 
distinction who served this country w i t h great abi l i ty and contro-
versy in the Johnson Admin is t ra t ion; and M r . Ba r ry Commoner, 
director for the Center for the Biology of Natura l Systems, Wash-
ington Universi ty, St. Louis, Mo., whose name is synonymous 
throughout the country w i th conservation and w i th the struggle for 
a better, cleaner environment. 

D r . Rostow, w i l l you start ? 

STATEMENT OF WALT W. ROSTOW, PROFESSOR OF ECONOMICS AND 
HISTORY, UNIVERSITY OF TEXAS 

M r . ROSTOW. The b i l l before you and the testimony of the Vice 
President and Mr . Zarb make the basic case for the prompt creation 
of the Energy Independence Au tho r i t y : the progressive rise in our 
dependence on imported oi l to a level over 40 percent of consump-
t ion ; the l ikel ihood of a fur ther rise in that dependence w i th eco-
nomic recovery; the need rap id ly to increase domestic energy pro-
duction and conservation under circumstances where pr ivate prof i t 
incentives, fo r a variety of reasons, do not suffice to generate the 
necessary level of investment. 

I have accepted your inv i ta t ion to appear today to make two 
points which go somewhat beyond the conventional case for the 
Energy Independence Author i ty . I support the case as i t was just 
made. 

F i rs t , un t i l something l ike that Au tho r i t y is at work and the rate 
of American investment in energy and energy conservation is r is ing 
rapid ly , I doubt that a f r u i t f u l negotiation between O P E C and the 
major oi l importers w i l l be possible. R igh t now, we do not have a 
national or an O E C D energy policy worthy of the name. Our only 
serious leverage on OPEC, aside f rom economies induced by higher 
energy prices—and, I might add, two soft winters—has been the 
severe recession experienced in the past 2 years. That is now, to a 
degree, ending. OPEC's leverage wi l l , therefore, increase. For rea-
sons set out on pages 13 and 14 of my attached paper, "The Case fo r 
Sectoral P lanning" , I believe a rat ional long-range negotiation w i th 
O P E C is conceivable; but unless we move fo rward on the lines of 
the Energy Independence Au thor i t y I see no reason O P E C should 
enter such a negotiation. 

I t u rn now to an even more urgent reason fo r support ing the 
Energy Independence A u t h o r i t y : Wi thou t greatly enlarged levels of 
investment in energy, energy conservation, and certain other direc-
tions I shall specify, I doubt that we can return quickly to anything 
approximat ing f u l l employment. The great economic expansion in 
Nor th America, Western Europe, and Japan since 1945—the most 
remarkable phase of economic expansion the wor ld has experienced 
in the last 200 years—was based on two kinds of forces: on the d i f -
fusion of the automobile, durable consumer goods, and the l i fe of 
suburbia; and on a sharp rise n real outlays for certain services, 
notably higher education, health services, and travel. The rise in 

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



89 

energy prices has directly and indirect ly weakened both these pi l lars 
of growth and prosperity. Direct ly, the rise in energy prices has 
reduced purchases of automobiles and durable consumers goods. I 
agree w i th Senator Stevenson that was i t essentially the rise i n 
energy prices that brought about the stage of stagflation that we 
have experienced and are experiencing throughout the world. The 
industries producing automobiles and durable consumers w i l l 
obviously continue to play a large role in our economy; but i t is 
unl ikely that, after some quick revival f rom the p i t of recession, 
they w i l l continue to expand at the same rate as in the era of cheap 
energy which accelerated their diffusion. Indi rect ly , the rise in 
energy prices has also reduced outlays fo r housing: by lowering real 
incomes, accelerating inflation, and raising interest rates. I n addi-
t ion, as private real incomes stagnated or fel l , a pol i t ical revolt 
swept through the O E C D world, f rom New Zealand to Cal i fornia 
and beyond a revolt against increased public outlays at the old rate. 
Some of these outlays, in any case, have been approaching natural 
l imits, l inked to demography. Look ing ahead, I do not expect out-
lays for public services greatly to decline; but I doubt that they w i l l 
continue to increase at the extraordinary pace of the past 20 years. 

I am ta lk ing here about marginal changes in the structure of our 
economy; but they are significant marginal changes. 

The result of these marginal changes is a universal prediction that 
the present recovery w i l l leave us st i l l w i th something l ike 7 percent 
unemployment in the Uni ted States at the end of 1976. For the 
O E C D as a whole, the latest prediction is that, despite a moderate 
recovery, unemployment w i l l actually increase dur ing 1976 [ " O E C D 
Observer," December 1975, p. 3] . 

This continued stagflation is not only corroding the social and 
poli t ical l i fe of the advanced industr ial societies, but i t has radically 
slowed down economic and social progress in southern Europe, La t i n 
America, A f r ica , and Asia, except for the o i l exporters. This slack-
ening in the wor ld economy is obviously creating situations which 
provide a temptation to ambitious leaders to press outward their 
power and influence. I t is wor th recall ing that protracted economic 
problems in the West helped quite directly to set i n motion the mi l i -
tary adventures which brought on the Second W o r l d War . I n a 
wor ld precariously balanced between movement towards peace and 
movement towards increased violence and disintegration, we need an 
environment of rapid economic and social progress to maximize the 
chance that the movement towards peace w i l l prevail. 

As for remedy, i t obviously makes no economic (let alone pol i t i -
cal) sense to unbalance grotesquely the Federal budget so that con-
sumers can go on buying big automobiles and energy-intensive dura-
ble consumers goods at the old rate. A neo-Keynesian focus on the 
direct expansion of demand w i l l no longer suffice. 

How, then, do we get back to f u l l employment? We must mount 
rapid ly expanded investment in energy production, energy conserva-
tion, mass transit facilit ies, insulated housing, and in solar energy 
w i th existing technology; programs to clean the air and the water 
and otherwise to preserve the environment; programs to assure the 
long run v iabi l i ty of our invaluable agr icul tural base; and fo r rea-
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sons set out i n my accompanying paper to expand outlays for research 
and development over a wide f ront . 

I might add parenthetically, that this is the f i f t h t ime in the last 
200 years the wor ld economy has faced a period of relative expen-
sive food and raw materials. I n each case in the past we came back 
towards balance by opening up new physical frontiers. There are 
st i l l a few physical frontiers in Alaska, the Nor th Sea, the sea beds 
and so on. Bu t basically, the wor ld must come back to structural 
balance this t ime through research and development, by generating 
new technologies which w i l l , in effect expand our resources and con-
serve them and the environment. 

Prosperity over the past 30 years has been based on the direct 
expansion of consumers income and services, w i th investment result-
ing f rom that expansion. I n the next phase, prosperity w i l l have to 
be based somewhat more on increased investment in the supply side 
of the equation, w i th economic and social progress flowing f rom the 
result ing level of steady f u l l employment. 

I n commonsense terms, that is just what one would expect i n a 
wor ld where energy is l ikely to be expensive un t i l some great tech-
nological breakthroughs occur in solar energy or fusion power; 
where we w i l l experience over the next quarter century the maxi-
mum pressure of population increase on the food supply, un t i l b i r t h 
rates recede in the developing wor ld ; where we have at last recog-
nized that we must steadily allocate significant resources to assure 
clean air and water. I n general, we must expand in degree our allo-
cations to sustain the inputs of energy and food, air and water on 
which our industr ial civi l izat ion depends. We cannot go on assuming 
that they w i l l be cheap or free. 

I n a l l these areas—not merely energy—there is a significant mar-
ginal role for government as well as private enterprise. W e shall, I 
believe, have to free ourselves i n the coming days f rom the rhetoric 
and policies of confrontation between public and private enterprise 
and encourage a systematic partnership—and spir i t of partnership. 

Therefore, I was delighted to hear you, M r . Chairman, and the 
Vice President, jo in in a proposit ion that I had already wr i t ten into 
my text. We ought to spl i t our Federal budget into investment and 
noninvestment components and be prepared to use the powers of 
government vigorously to expand both private and, where necessary, 
public investment in the directions I have indicated. The Energy 
Independence Au tho r i t y could play a v i ta l role in such an effort. 

I w i l l not burden you w i th an explanation of why our conven-
t ional economists—Republican and Democrat, l iberal and conserv-
ative—find i t diff icult to perceive this is the way out of chronic 7 
percent unemployment. Bu t I would call your attention to the 
manner in which 2 studies, at least, have backed into the same broad 
conclusion as that I am presenting here by asking i f there is going 
to be a capital market "crunch"—whether investment rates must be 
increased. 

F i rs t , the study of Capital Needs in the Seventies by Ba r ry Bos-
worth, James Duesenberry, and Andrew Carron. The f u l l employ-
ment path of 4 percent they assume requires for i ts fu l f i l lment 
sharply increased investment outlays i n energy-related investment, 
mass transport, and pol lu t ion control. Second, in the January 1976 
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Economic Report of the President to the Congress, the Council of 
Economic Advisers report (pp. 39-47) a study of capital require-
ments down to 1980 conducted w i th in the Department of Commerce. 
Here the target was to br ing unemployment below 5 percent by the 
end of the decade. Once again, increased outlays for pollution abate-
ment and to reduce our energy dependence on imports are crit ical to 
the conclusions reached. 

My argument is, then, that the prompt creation of the Energy 
Independence Author i ty is not only necessary to reduce our balance 
of payments burden and our strategic vulnerabil i ty but also to 
acquire the bargaining leverage necessary for a rational long-term 
agreement w i th OPEC and to free us f rom the danger of chroni-
cally high levels of unemployment. 

I urge you, therefore, to throw your weight fu l l y behind the 
Energy Independence Author i ty . I urge you to set aside the odd 
alliance between some shortsighted representatives of private indus-
t r y and some extremist conservationists wrho now oppose this bi l l . 
Their arguments, i f heeded, w i l l neither strengthen the private 
sector nor enhance the environment. They w i l l simply increase our 
dependence on OPEC in a continued setting of stagflation. Contin-
ued stagflation weakens private enterprise and makes more difficult 
the generation of the resources required to clean the air and water 
and otherwise preserve our environmental heritage. I f you commend 
this b i l l to the Congress, you w i l l turn, I believe a decisive corner i n 
solving both our energy and unemployment problems and open the 
way to a rational approach to the difficult but manageable problems 
of the next generation. 

The C H A I R M A N . Thank you very much, Dr . Rostow. 
Dr . Commoner ? 

STATEMENT OF BARRY COMMONER, CENTER FOR THE BIOLOGY 
OF NATURAL SYSTEMS, WASHINGTON UNIVERSITY, ST. LOUIS, 
MO. 

Mr. C O M M O N E R I t is widely acknowledged that the United States 
lacks a national policy to govern the production and use of energy, 
and that this defect has caused serious economic difficulties and 
threatens us w i th worse ones in the future. The energy problem is 
huge in its size, complex in its design, and pervasive in its effects on 
the nation's economy. The Energy Independence Author i t y B i l l 
matches these needs only in the huge size of the expenditures which 
i t proposes to authorize. To balance energy use against domestic sup-
plies ("energy independence"), we know, f rom the laws of thermo-
dynamics, calls for a complicated match between the quality of the 
source and the quality of the task I n response to that complex situa-
tion, the b i l l proposes only to assure the flow of capital to domestic 
energy production. A n d the b i l l fai ls utter ly to deal w i th the power-
fu l effects of the product iv i ty of the capital that i t proposes to 
invest (that is, the amount of energy produced, or saved, per dollar 
of capital invested) on the cost of energy and of capital itself, and 
the pervasive effects of these costs on the entire economy. 

These are fata l flaws, and because of them, I believe that the b i l l 
is much more l ikely to widen the gap between energy demand and 
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domestic supply than to accomplish ite stated purpose of reducing 
that gap and of achieving "energy independence." 

The gravely flawed character of the b i l l is revealed i n its chief 
purpose, as set f o r t h i n section 102 (a) : 

To encourage and assure the flow of capi ta l funds to those sections of the 
nat ional economy which are impor tant to the development of domestic sources 
of energy or wh ich are otherwise impor tant to the at ta inment of energy inde-
pendence fo r the Uni ted States by 1985. . . . 

Thus the b i l l is basically designed to meet the intense demand fo r 
capital by the energy industries. However, presumably the purpose 
of disbursing these huge amounts of capital is to receive value i n 
return, specifically enhanced domestic energy production, or i ts 
equivalent i n the matter of achieving "energy independence," 
reduced demand ( fo r example, through conservation). W h a t is rele-
vant i n judg ing the effectiveness of this b i l l is the product iv i ty of 
capi ta l—for example, the amount of annual energy product ion 
achieved per dol lar of capital invested i n a given energy source. 

The product iv i ty of capital invested i n various energy sources is 
shown i n the attached table, which can guide us i n judg ing the 
effectiveness of the b i l l . Th is table shows that different fuels vary by 
more than twenty fo ld i n the amount of energy that they y ie ld per 
dol lar invested. Thus, i f capital is invested in the product ion of 
shale o i l or of synthetic fuel f r o m coal—new technologies which, 
according to the fact sheet on the energy independence author i ty 
released by the Whi te House on October 10, 1975, would be given 
h igh p r io r i t y by the author i ty—it yields about one-tenth as much 
energy as the same amount of capital invested i n enhanced o i l or 
coal production. I f , as is evident f r om the language of the b i l l , the 
author i ty would operate under a mandate to increase the flow of 
capital into energy product ion i t w i l l obviously tend to spend its 
funds on those forms of energy product ion which generate the high-
est demand fo r capital, and those w i l l be the forms that do so pre-
cisely because they are so inefficient i n converting the invested capi-
ta l in to actual production of energy. This aim is expl ic i t ly 
acknowledged i n the Wh i te House fact sheet, which emphasizes the 
need fo r funds to support, specifically, those methods of energy pro-
duction shale oi l , synthetic fuels, and nuclear power) that y ie ld a 
poor return i n energy produced per dol lar of capital invested. That , 
af ter al l , is the very reason why these sectors of the energy industry 
are so badly i n need of capital. Those part icular sectors of energy 
that the b i l l wants to support are inefficient users of capital i n the 
product ion of energy. Th is is a k i nd of a parody of the wart ime 
efficiency awards to U.S. industry. The b i l l would create a program 
of what we might call very costly, inefficiency awards to the energy 
industry. They would reward inefficiency i n the product ion of 
energy. 

So I th ink that the bi l l 's purpose would, i n effect, guarantee that 
huge amounts of public funds would be spent wasteful ly. A n d i n 
this part icular case, the waste of public funds would represent not 
only an added tax burden, but would also create an addi t ional infla-
t ionary effect, fo r energy production at low capital product iv i ty can 
be profitable only i f the energy is sold at a h igh price. Th is b i l l , i f 
i t goes through, w i l l guarantee the acceleration of the r is ing price of 
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energy. I n fact this was publ ic ly acknowledged last February when 
M r . F o r d and Secretary Kissinger called for a floor on crude o i l 
prices i n order to protect private investments i n synthetic fuel pro-
duction. They d idn ' t get O P E C to agree, and now they are coming 
to Congress w i t h another gambit f o r doing the same th ing—which is 
to raise the price of energy. 

So i t seems to me that what this b i l l would do would waste the 
taxpayers' money and reduce the value of what he has lef t to spend. 

That the proponents of the b i l l themselves anticipate that i t would 
enormously reduce the product iv i ty of capital—the efficiency w i t h 
which the investment is converted to actual energy production—is 
evident f r o m a comparison of figures provided by the Whi te House 
fact sheet w i t h those reported i n the attached table. According to 
the fact sheet "The $100 bi l l ion fo r energy projects could help 
assure that the equivalent of up to 10-15 mi l l i on barrels of o i l per 
day of new energy production is realized by 1985." This would rep-
resent a capital product iv i ty of about 200,000 to 310,000 btu's of 
energy per year per dol lar invested. I computed the energy produc-
t i v i t y of that figure in the same terms that are used i n the accom-
paning table—that is converting over to btu's gained per dol lar 
invested—and the figure comes out to 200,000 to 310,000 btu's of 
energy per year per dol lar investment. The gross economic ineffi-
ciency of this investment can be judged f rom the capital productiv-
i t y of overall energy production in the Uni ted States in 1973: 
1,845,000 btu's per dol lar invested. Thus the product iv i ty of the cap-
i ta l invested by the authori ty would be about 85 percent lower than 
the overall product iv i ty of capital invested i n energy i n 1973—a d i f -
ference which would be even greater i f inf lat ion were taken into 
account. I n other words, they're asking fo r money to support the 
most wasteful ways of converting capital into energy. 

One reason why this comes about is that you're dealing w i t h non-
renewable fuel, such as crude o i l and natural gas which becomes 
increasingly capital-intensive as production continues. Each barrel 
of o i l taken out of the ground makes i t more expensive to produce 
the next one. 

As you can see f rom the attached table (p. 110), compared w i th 1974 
the projected figure for 1988 shows a four fo ld drop in the product iv i ty 
of capital invested in oi l production. Solar energy represents the one 
way to escape this law of d iminishing returns because after a l l i f 
you capture one sunbeam i t has no effect on captur ing the next one. 
I n keeping w i t h its perversely wasteful approach to energy produc-
t ion the b i l l and the associated documents largely ignore the issue 
of using solar energy for achieving energy independence. 

Now I want to make a few very brief remarks about the scientific 
background of this issue because I don't th ink they can be under-
stood otherwise. There is often a tendency to separate the question 
of producing energy and using i t . However, laws of thermodynamics 
te l l us i n that the efficiency of converting energy into the only th ing 
that gives i t value, namely work, is a result of a proper match 
between the character of the source and the character of the task. 
W i thou t going into detail I ' d l ike to simply mention the shocking 
fact that the first estimate of the efficiency w i t h which we w i l l use 
energy according to the Second Law of Thermodynamics was made 
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only last year and i t revealed that we probably operate w i t h an 
efficiency of 10 to 15 percent overall. Th is means that there is an 
enormous potential f o r conservation and I th ink the figure which we 
have heard here of a maximum of 5 percent saving by conservation 
is a ridiculous under-estimation of the potential. 

I t ' s not going to be done simply by stuffing attics f u l l of insula-
t ion. For example, what w i l l have to be done is to see to i t that elec-
t r i c i t y is not used fo r heating homes because that's an exceedingly 
thermodynamical ly wasteful way of prov id ing space heat. 

The CHAIRMAN. May I say. D r . Commoner, i f you want to skip 
down, the entire text w i l l be pr in ted i n f u l l i n the record. 

M r . COMMONER. I just want to go down to one final point on the 
capital issue: Capital used f o r energy is already cut t ing into the 
avai labi l i ty of capital fo r business i n general. Between 1970 and 
1973 energy product ion absorbed 24 percent of the capital invested 
i n U.S. business as a whole. Present estimates of the capital needed 
fo r energy production i n the 1975-85 period are l ike ly to raise th is 
propor t ion to more than one-third. And , f o r the reasons cited above, 
i f the b i l l is enacted i t would stimulate the development of precisely 
those energy sources that are most wasteful i n their use of capital 
and so considerably worsen the position of nonenergy industries and 
of consumers i n the competit ion fo r capital. I n effect, the b i l l would 
encourage the already dangerous tendency of the energy industry to 
devour i ts own customers. 

The last t h ing I want to say is that I am staggered by the unex-
plained assumptions i n this b i l l . The business of nat ional security 
has already been discussed. I n my opinion, i f this is a b i l l to defend 
the country, then its supporters ought to come before the people of 
the country and te l l us that that's the issue. 

The consideration of pr ivate enterprise raises very serious ques-
tions. I f the b i l l is designed to provide capital f o r those industries 
that need i t and can't raise i t , then why aren't we doing that w i t h 
the rai l roads; instead of having the rai lroads r i p up tracks we ought 
to be g iv ing them money to bu i ld tracks. W h y aren't we prov id ing 
capi tal fo r the auto industry which has to have i t i f i t 's ever going 
to retool to bu i ld a new k ind of car, or to agriculture which has 
become one of the most capital intensive industries but can't raise i t 
very wel l ? 

I n other wrords, I th ink that to be f a i r and honest these issues 
have to be brought out i n the open and i f M r . Rockefeller believes 
that pr ivate enterprise can't take care of the country any more I 
wish he would say so openly and let's have a debate on that subject. 
I n other words, 1 th ink the b i l l fai ls to meet the requirements of 
legislation. I don't th ink i t w i l l accomplish i ts purpose. I t h ink i t 's 
wasteful and I th ink i t fa i ls i n the major responsibil i ty of hav ing 
an open and honest approach that the country can debate on this 
issue. 

[Complete statements of M r . Rostow and M r . Commoner f o l l ow : ] 

S T A T E M E N T B Y W . W . R O S T O W 

T h e B i l l before you and the test imony of t h e Vice President and M r . Za rb 
make the basic case f o r the p romp t c reat ion of the Energy Independence 
A u t h o r i t y : the progressive r ise i n our dependence on OPEC o i l t o a level over 
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40% of consumption; the l ikel ihood of a fu r the r rise i n tha t dependence w i t h 
economic recovery; the need rapid ly to increase domestic energy product ion 
and conservation under circumstances where pr ivate prof i t incentives, f o r a 
var iety of reasons, do not suffice to generate the necessary level of investment. 

I have accepted your inv i ta t ion to appear today to make two points wh ich 
go somewhat beyond the conventional case fo r the Energy Independence 
Author i ty . 

F i rs t , u n t i l something l ike that Au thor i t y is at work and the rate of Ameri-
can investment i n energy and energy conservation is r is ing rapid ly , I doubt 
that a f r u i t f u l negotiat ion between OPEC and the major o i l importers w i l l be 
possible. R ight now, we do not have a nat ional or an OECD energy policy 
wor thy of the name. Our only serious leverage 011 OPEC, aside f r om economies 
induced by higher energy prices, has been the severe recession experienced i n 
the past two years. Tha t is now, to a degree, ending. OPEC's leverage w i l l , 
therefore, increase. For reasons set out on pages 13 and 14 of my attached 
paper ( "The Case for Sectoral P lann ing" ) , I believe a ra t iona l long range 
negotiat ion w i t h OPEC is conceivable; but unless we move fo rward on the 
lines of the Energy Independence Author i ty , I see no reason OPEC should 
enter such a negotiation. 

I t u rn now to an even more urgent reason fo r support ing the Energy Inde-
pendence A u t h o r i t y : w i thou t great ly enlarged levels of investment i n energy, 
energy conservation, and certain other directions I shal l specify, I doubt tha t 
we can re tu rn quickly to anyth ing approximat ing f u l l employment. The great 
economic expansion i n Nor th America, Western Europe, and Japan since 1945 
was based on two kinds of forces: the di f fusion of the atuomobile, durable 
consumers goods, and the l i fe of suburbia; and on a sharp rise in real outlays 
fo r certain services, notably higher education, helath services, and travel. The 
rise i n energy prices has direct ly and indirect ly weakened both these p i l lars of 
growth and prosperity. Direct ly , the rise i n energy prices has reduced pur-
chases of automobiles and durable consumers goods. The industries producing 
these products w i l l obviously continue to play a large role i n our economy; but 
i t is unl ikely that , a f ter some quick rev iva l f rom the p i t of recession, they w i l l 
continue to expand at the same rate as i n an era of cheap energy, ind i rec t ly , 
the rise i n energy prices has also reduced outlays fo r housing: by lower ing 
real incomes, accelerating inf lat ion, and rais ing interest rates. I11 addit ion, as 
pr ivate real incomes stagnated or fel l , a pol i t ica l revolt swept through the 
OECD wor ld against increased public outlays at the old rate, some of which 
may, i n any case, have been approaching na tura l l imi ts . Looking ahead, I do 
not expect outlays for public services greatly to decl ine; but I doubt tha t they 
w i l l continue to increase at the extraordinary pace of the past twenty years. 

I am ta lk ing here about marg ina l changes in the structure of our economy; 
but they are significant marginal changes. 

The result of these marginal changes is a universal predict ion tha t the 
present recovery w i l l leave us s t i l l w i t h something l ike 7% unemployment i n 
the Uni ted States at the end of 1976. For the OECD as a whole, the latest pre-
dict ion is that , despite a moderate recovery, unemployment w i l l actual ly 
increase dur ing 1976 (OECD Observer, December 1975, p. 3 ) . 

This continued stagflation is not only corroding the social and pol i t ica l l i fe 
of the advanced indust r ia l societies, but i t has radical ly slowed down economic 
and social progress i n southern Europe, L a t i n America, Af r ica , and Asia, 
except for the o i l exporters. This slackening i n the wor ld economy is obviously 
creating si tuat ions which provide a temptat ion to ambit ious leaders to press 
outward thei r power and influence. I t is wor th recal l ing tha t protracted eco-
nomic problems in the West helped quite direct ly to set i n motion the m i l i t a r y 
adventures which brought on the Second Wor ld War . I n a wor ld precariously 
balanced between movement towards peace and movement towards increased 
violence and disintegrat ion, we need an environment of rap id economic and 
social progress to maximize the chance tha t the movement towards peace w i l l 
prevai l . 

As for remedy, i t obviously makes no economic ( let alone pol i t ica l ) sense to 
unbalance grotesquely the federal budget so tha t consumers can go on buying 
big automobiles and energy-intensive durable consumers goods at the old rate. 
A neo-Keynesian focus on the direct expansion of demand w i l l no longer suffice. 

How, then, do we get back to f u l l employment? We must mount rap id ly 
expanded investment in energy production, energy conservation, mass t rans i t 
faci l i t ies, insulated housing, and i n solar energy w i t h exist ing technology; pro-
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grams to clean the a i r and the water and otherwise to preserve the environ-
men t ; programs to assure the long v iab i l i t y of our invaluable agr icu l tu ra l 
base; and fo r reasons set out i n my accompanying paper (pp. 16-18) to 
expand outlays fo r research and development over a wide f ront . 

Prosperi ty over the past t h i r t y years has been based on the di rect expansion 
of consumers income and services, w i t h investment resul t ing f r o m tha t expan-
sion. I n the next phase, prosperi ty w i l l have to be based somewhat more on 
increased investment i n the supply side of the question, w i t h economic and 
social progress flowing f rom the resul t ing level of steady f u l l employment. 

I n commonsense terms, tha t is jus t wha t one would expect i n a wor ld 
where energy is l ike ly to be expensive u n t i l some great technological break-
throughs occur i n solar energy or fusion power ; where we w i l l experience over 
the next quarter-century the max imum pressure of populat ion increase on the 
food supply, u n t i l b i r t h rates recede i n the developing w o r l d ; where we have 
at last recognized tha t we must steadily allocate significant resources to assure 
clean a i r and water. I n general, we must expand i n degree our al locations to 
sustain the inputs of energy and food a i r and water on wh ich our indus t r ia l 
c iv i l i za t ion depends. We cannot go on assuming tha t they w i l l be cheap or 
free. 

I n a l l these areas—not merely energy—there is a signif icant marg ina l role 
fo r government as we l l as pr ivate enterprise. We shall, I believe, have to f ree 
ourselves f r om the rhetor ic and policies of confrontat ion between publ ic and 
pr iva te enterprise and encourage a systematic partnership—and sp i r i t of par t -
nership. 

Therefore, we ought to spl i t our federal budget in to investment and non-in-
vestment components and be prepared to use the powers of government vig-
orously to expand both pr ivate and, where necessary, public investment i n the 
directions I have indicated. The Energy Independence Au tho r i t y could play a 
v i t a l role in such an effort. 

I w i l l not burden you w i t h an explanat ion of why our conventional econo-
mists—Republican and Democratic, l ibera l and conservative—find i t d i f f icul t to 
perceive th is is the way out of chronic 7% unemployment. B u t I wou ld ca l l 
your at tent ion to the manner i n wh ich two studies, at least, have backed in to 
the same broad conclusion as tha t I am presenting here by asking i f there is 
going to be a capi ta l market "crunch"—whether investment rates must be 
increased. 

F i rs t , the study of Capi ta l Needs i n the Seventies by B a r r y Bosworth, 
Tames Duesenberry, and Andrew Carron. The f u l l employment pa th of 4 % 
they assume requires for i ts fu l f i l lment sharply increased investment outlays 
i n energy-related investment, mass transport , and pol lu t ion control. Second, i n 
the January 1976 Economic Report of the President to the Congress, the Coun-
c i l of Economic Advisers report (pp. 39-47) a study of cap i ta l requirements 
down to 1980 conducted w i t h i n the government. Here the target was to b r ing 
unemployment below 5% by the end of the decade. Once again, increased out-
lays fo r pol lu t ion abatement and to reduce our energy dependence on imports 
are c r i t i ca l to the conclusions reached. 

My argument is, then, tha t the prompt creation of the Energy Independence 
Au thor i t y is not only necessary to reduce our balance of payments burden and 
our strategic vu lnerabi l i ty but also to acquire the bargaining leverage neces-
sary fo r a ra t ional long-term agreement w i t h OPEC and to free us f r o m the 
danger of chronical ly high levels of unemployment. 

I urge you, therefore, to th row your weight f u l l y behind the Energy Inde-
pendence Author i t y . I urge you to set aside the odd al l iance between some 
shortsighted representatives of pr iva te industry and some extremist conserva-
t ionists who now oppose th is B i l l . Thei r arguments, i f heeded, w i l l nei ther 
strengthen the pr iva te sector nor enhance the environment. They w i l l simply 
increase our dependence on OPEC in a continued sett ing of stagflation. Contin-
ued stagflat ion weakens pr ivate enterprise and makes more di f f icul t the genera-
t ion of the resources required to clean the a i r and water and otherwise pre-
serve our environmental heritage. I f you commend th is B i l l to the Congress, 
you w i l l tu rn , I believe, a decisive corner i n solving both our energy and 
unemployment problems and open the way to a ra t iona l approach to the 
di f f icul t but manageable problems of the next generation. 
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T H E CASE FOR SECTORAL PLANNING 

I 

I ain to ld by the organizers of th is conference that I was inv i ted to speak 
today because of the fo l lowing passage i n a paper I recently pub l i shed : 1 

" W e must operate i n a wor ld somewhere between a Keynesian mixed econ-
omy and an indefinitely prolonged war economy. We need to cul t ivate again 
the k ind of indicat ive sectoral planning developed i n Western Europe in the 
postwar years of reconstruction, but this t ime on a broader internat ional 
level." 

I believe that proposit ion holds for the next quarter-century, and perhaps 
for longer. 

I take that v iew because I believe planning the sectoral pat tern of invest-
ment is the key to the problem of re turn ing to f u l l employment and resuming 
a high rate of growth in the Uni ted States, the OECD world, and i n the devel-
oping nat ions; and i t is equally the key to the s t ructura l adjustments i n 
energy, agriculture, raw materials, and the environment required to mainta in 
the v iab i l i ty of the wor ld economy. As in wart ime, we must concern ourselves 
not merely w i t h the level of investment and output or w i t h the real rate of 
increase in investment and nat ional output. We must concern ourselves also 
w i t h the composition of investment and the composition of output. Our concern 
is not, of course, as detailed as i t is i n a war economy where reasonably pre-
cise sectoral targets are required over a wide range: uni forms and blankets, 
planes and ships, tanks and guns. Bu t we are and shall remain i n a wor ld 
where certain types of energy and agr icu l tura l output, certain levels of pur i ty 
in the a i r and water, certain kinds of raw materials production are achieved 
and sustained in our own country and i n other regions of the wor ld. And i t is 
my central judgment that the approximat ion of those targets requires a signif-
icant degree of nat ional and internat ional planning which is not now tak ing 
place. 

The point I seek to make is at once quite simple and quite diff icult. I n argu-
ing i t over the past year w i t h neo-Keynesian economists, I am reminded of 
Keynes' observation in the Preface to his General Theory 2 on the probable 
reaction to his book of classical economists who " w i l l fluctuate, I expect, 
between a belief that I am quite wrong and a belief that I am saying nothing 
new." The dif f iculty arises because a sectoral approach to investment and 
output clashes direct ly w i t h the reigning modes of economic thought. These 
suffuse our minds more powerful ly than we know. They dr ive us towards 
highly aggregated concepts focused almost exclusively on the level of effective 
demand which make i t dif f icult to th ink systematically about our s t ruc tura l 
problems of supply. Evident ly, population, food, raw materials, energy, a i r , 
water, and research and development have moved to the center of the stage i n 
the wor ld economy. We must act to t ry to make them move in the r igh t direc-
tions. B u t these are variables which i n modern economics are dealt w i t h i n one 
of four ways : they are le f t out of our equations (e.g., a i r and water) ; they are 
assumed to be f ixed; they are introduced as exogenous, f rom outside our equa-
tions (e.g., populat ion) ; or they are assumed to be easily and automatical ly 
evoked, i n the correct amounts and patterns, by the price and profi t incentives 
set up by our equations (e.g., food, energy, etc.). For good or i l l , the k ind of 
wor ld i n which we l ive and shall l ive is not wel l i l luminated by frames of 
thought which are both highly aggregated and structured so as to rule out or 
to make dependent cr i t ica l aspects of supply. A n authentic revolut ion is eco-
nomic thought is involved i n the propositions I shall develop today. As always, 
the constructs of the past have not been rendered whol ly i r relevant. As I said 
at the beginning, we shal l continue to l ive, i n part , i n a Keynesian mixed econ-
omy where we shall continue to need the t r icks and methods of modern income 
analysis. Bu t Wal te r Hel ler spoke w i t h precision as we l l as w i t when he said 
in December 1973: " W e [economists] have been caught w i t h our parameters 
down." A great deal of useful ad hoc work is now going fo rward , conducted by 
economists and others, addressed to the problems of energy, population, food, 

1 "The Developing World in the F i f th Kondratieff Upswing," Annals, No. 420, July 
1975, p. 114. 

2 J. M. Keynes, The General Theory of Interest, Employment, and Money, New York: 
Harcourt, Brace and Company, 1936, p. v. 
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etc. B u t before we have a firm grasp on our t imes and i t s problems—before 
po l i t i c ians and cit izens see the panorama we conf ron t and w h a t we must do to 
cope w i t h i t — w e economists w i l l have to create new s t ructures of thought , 
w h i c h fit these problems in to a comprehensible dynamic theory of p roduc t ion 
and prices. T h a t dynamic theory must be based on a d i f fe rent set of parame-
ters than those now convent ional ly taugh t or bur ied imp l i c i t l y i n our argu-
ments and prescr ip t ions ; and, i n the end, i t should prov ide the in te l lec tua l 
basis f o r the sectoral p lann ing we require. 

I I 

So much by way of in t roduct ion . I sha l l develop th is theme i n f o u r seg-
ments : 

F i r s t , the re la t ion of sectoral p lann ing to our r e t u r n to f u l l emp loyment ; 
Second, the re la t ion of sectoral p lann ing to the med ium te rm s t r u c t u r a l 

ad jus tment requi red i n the w o r l d economy (and the Un i ted States) between 
now and 1985 and, indeed, over the next quar ter -century, as near ly as we can 
perceive; 

Th i r d , a br ie f aside on i n f l a t i on ; 
F i na l l y , some observations on the imp l ica t ions of a l l th is f o r the pos i t ion of 

the Un i t ed States i n the w o r l d arena, our secur i ty , and the prospects f o r 
peace. 

F i r s t , then, the r e t u r n to f u l l employment. The debate about the cu r ren t 
state of the Amer ican economy is character ized by a cur ious paradox. The par-
adox i l l us t ra tes the clash between h igh ly aggregated and sectoral methods of 
analysis. On the one hand, we are wor r i ed about the sluggish recovery now 
t a k i n g place i n the Un i ted States and the O E C D wTorld. The forecast is t h a t 
by the end of 1976 we shal l s t i l l be w a l l o w i n g a long w i t h something l i ke 7 % 
unemployment . I f past pat terns, hold, th is impl ies perhaps 12% unemployment 
f o r non-whites, 18% unemployment fo r those (wh i t e and non-whi te) 16-19 
years old. I n Europe, governments tend to look f o r an export- led r e t u r n to f u l l 
emp loyment ; but , as the London Economist recent ly reminded i t s readers,3 

" Y o u Can' t A l l E x p o r t at Once." A t the moment, the estimates are t h a t the 
OECD w o r l d w i l l move ahead i n the second ha l f of the 1970\s much more 
s lowly t h a n i n the 1960's, w i t h serious decelerat ing consequences f o r the ra te 
of g row th i n the developing regions. 

On the other hand, economists and others are wo r r i ed about a cap i ta l 
marke t crunch. Add ing up the volume of investment requ i red f o r new fo rms of 
energy and energy conservation, an t ipo l l u t i on programs, and other investment 
imp l ica t ions of stated publ ic objectives, many feel ins t inc t i ve ly tha t , i n the 
t ime ahead, the Un i ted States w i l l requi re a h igher investment ra te i n re la t ion 
to gross na t i ona l product t han i n the past. The OECD energy analysts, f o r 
example, a f t e r es t imat ing a r ise of 44% i n the p ropor t ion of energy to t o t a l 
gross fixed cap i ta l fo rmat ion , between 1977 and 1985, w i t h o i l a t $9 per barre l , 
counsel against seeking a much h igher level of energy independence because of 
i t s po ten t ia l conf l ict w i t h "o the r objectives of government pol icy concerning 
income d is t r ibu t ion , i ndus t r i a l s t ructure, and policies a imed a t combat ing 
in f l a t i on . " 4 

I n the i r analysis of C a p i t a l N e e d s i n t h e S e v e n t i e s , James Duesenberry and 
h is colleagues examined care fu l l y whether Sve could a f fo rd the f u t u r e ' i n 
terms of cap i ta l requirements f o r h igh p r i o r i t y social purposes.5 They con-
c lude : " W e can a f fo rd the fu tu re , but j u s t b a r e l y " ; t ha t is, they calculate 
increased out lays f o r energy, an t i -po l lu t ion measures, and publ ic t ranspor t , are 
more or less balanced out by re la t ive ly d imin ished out lays f o r educat ion and 
the in ters ta te h ighway system i f there are no new ma jo r social programs, i f 
we move to a federa l budget surplus, and i f a h igh average ra te of g r o w t h 
yields i t s flows of both p r i va te investment resources and government revenues. 

The paradox of severe unemployment and unused capacity versus the cap i ta l 
c runch was v i v i d b u t unresolved i n the response of W a l t e r He l le r to Secretary 

9 .Tnly 12, 1075, p. 68. 4 "Energy Prospects to 1985." summarized in OECD Observer, No. 73, .Tanunrv-Februarv 
1975, pp. 18-19. The caution is expressed with respect to a full exploitation of OECD?s 
energy import replacement potential, which could reduce the proportion of imports bv 
198" to 2 - 7 % , as opposed to 36% in the early 1970's, 21% in the "S9 case". 

8 Barry Bosworth, James S. Duesenberry, and Andrew S. Carron, Capital Needs in the 
Seventies, Washington, D. C.: The Brookings Institution, 1975. 
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of the Treasury Simon's proposal this summer fo r increased tax incentives fo r 
pr ivate investment.6 Hel ler points to American industry operating a t about 
80% capacity. He implies tha t to cut business taxes now would be pushing 011 
a s t r ing : there would be no significant investment response. He argues that 
the aggregate level of investment in relat ion to GNP has remained stable over 
the past decade; tha t a h igh rate of economic growth would generate the sav-
ings and investment to meet the investment needs of the next decade; and 
that we require, therefore, increased general st imulus to consumption and a 
closing of tax loopholes rather than regressive tax changes to st imulate invest-
ment at a t ime of large, id le indust r ia l capacity. As a debating matter, Profes-
sor I le l le r scores some good points ; but this is because the Ford administra-
t ion then posed the problem i n an over-aggregated way, permi t t ing Hel ler to 
reply i n s imi lar terms. W i t h great respect, I submit that both Simon and 
Hel ler f a i l to get at the root of the matter. 

What is required i n the Uni ted States (and in other OECD countries) to get 
back to f u l l employment is not an undif ferent iated expansion of investment; 
but a rap id expansion in certain par t icu lar directions. We now know those 
directions i n the Uni ted States: new energy resources; energy economy; 
investment to clean the a i r and w a t e r ; insulated housing; mass transport. To 
these I would add, fo r reasons I shal l later develop, radical ly expanded invest-
ment i n R&D and, quite possibly, investment to rehabi l i tate agr icu l tura l 
acreage we believed was arable u n t i l we took off acreage restr ict ions and 
found the land sub-marginal. 

My central point, then, is quite s imple: the re tu rn to f u l l employment should 
come f rom rapidly expanded investment i n certain key sectors; pr ivate enter-
prise has a role in each of these sectors; but i n none of them w i l l investment 
expand prompt ly enough and on a sufficient scale to br ing us back to f u l l 
employment unless the government acts i n various ways to make investment 
flow. I n some cases, direct government outlays are necessary; i n others, the 
settlement of conflicts between production and environmental c r i te r ia ; i n 
others, legislat ion is requi red; i n others, one f o r m or another of subsidy or 
guarantee. 

Thus, to get back prompt ly to f u l l employment requires more of government 
policy than either Simon or Hel ler i m p l y ; although, evidently, intel l igent fiscal 
and monetary policies reta in an important role. A re turn to f u l l employment 
on a viable basis requires in t imate and painstaking sectoral collaboration 
between the public and pr ivate parts of our society. 

As one who would prefer to see pr ivate enterprise carry f o rward the econ-
omy to the max imum and who believes government intervent ion has i ts costs, 
as wel l as benefits, let me put the question b l un t l y : Why is i t that neo-Keyne-
sian prescriptions for reducing unemployment through st imulus to consumers 
demand are not now sufficient? The answer is that the inescapable imperatives 
of higher energy prices and, fo r some advanced indust r ia l countries, a sharp 
unfavorable sh i f t in the terms of trade, have cut into real income. These fac-
tors (reflecting both price and income elasticities of demand) have radical ly 
reduced consumers' outlays on postponable i tems; notably, automobiles and 
other consumers durables. They have also reduced the demand fo r housing. 
Against this background, and the combination of inf lat ion and recession, gov-
ernments cannot compensate adequately by rapid ly expanding real outlays for 
social services (e.g., education and heal th care). These may, i n any case, be 
approaching na tu ra l l imi ts . The rap id expansion of OECD exports to the 
OPEC countries has been a balancing factor i n terms of employment. Bu t i t 
also constitutes a quite insufficient compensation fo r these decelerating pr ivate 
and public outlays. Thus, the rise i n energy prices has weakened the leading 
sectors which have carr ied fo rward economic growth i n Nor th America, West-
ern Europe, and Japan over the past quarter-century. Resumed prosperity and 
growth require a massive sh i f t of investment i n new direct ions; and these 
directions (unl ike automobiles, durable consumers goods, and suburban houses) 
require an enlarged government role and serious, sustained public-private 
collaboration. 

Put another way, i t is the mul t ip l ie r (expanding income and employment 
through new forms of investment) rather than the accelerator (expanding 
investment through the increase i n income), that w i l l be rather more required 

6 "Taxes and the 'Capital Shortfall,' " Wal l Street Journal, August 19, 1975. 
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than i n the recent past to pu l l the OECD wor ld out of recession and back to 
sustained growth. I n a sense, we are re turn ing to the dynamics of the pre-1914 
wor ld economy—the wor ld of rai lroads, steel, and the opening of new terr i to-
ries—as opposed to the environment we have known since the 1920's when the 
leading sectors of h igh mass-consumption emerged, and investment was closely 
l inked to the expansion of consumers' outlays on durable goods and certain 
services. Th is proposit ion relates, of course, to a marg ina l sh i f t i n the re lat ive 
role of the two inter-act ing mechanisms, not to a complete reversal. Surely, 
var ious bu i l t - in supports to the level of income and consumption have cush-
ioned the recession of 1974-75 i n the OECD wor ld, as have government 
def ic i ts; and th is cushioning has prevented even greater declines i n investment 
levels than those which have i n fac t occurred. And surely, as I have said, 
fiscal and monetary policy must contr ibute fu r the r to the re tu rn to f u l l 
employment. Nevertheless, the marg inal shi f ts required in the workings of the 
OECD economies are of signif icant orders of magnitude. They are the basis fo r 
my short-run case fo r sectoral planning. 

I l l 

I t u rn now to the longer run case for sectoral planning. A new phase i n the 
history of the wor ld economy began at the close of 1972 when bad harvests 
and the Soviet gra in deal caused a convulsion i n gra in prices. W o r l d food 
reserves, waning i n the 1960*8 as a proport ion of wor ld consumption, suddenly 
disappeared. A t the same time, Uni ted States gas and o i l reserves i n re lat ion 
to consumption were declining, and product ion began absolutely to decline 
a f ter 1970. Then i n the autumn of 1973 came the quadrupl ing of the o i l price. 
Raw mater ia l prices simultaneously moved up across the board under pressure 
of a power fu l wor ldwide boom. Al though raw mater ia l prices have considera-
bly softened i n the subsequent recession of the indust r ia l wor ld, most analysts 
would agree that the prospects i n the t ime ahead are fo r relat ively expensive 
energy and food ; and i f the wor ld economy recovers i ts lost momentum, i n 
raw mater ials as well. The price revolut ion of 1972-75 yielded an accelerated 
general in f la t ion ; an extremeley h igh range of interest rates; pressure on the 
real wages of indust r ia l labor and on those w i t h relat ively fixed incomes; a 
sh i f t of income and i n the terms of trade favorable to producers of food as 
wel l as energy. 

This is the fifth t ime i n the last two hundred years that such a sh i f t i n rel-
at ive prices has occurred; and on each of the other four occasions i t has been 
accompanied by exactly the manifestat ions we have experienced since 1972. 
The other four occasions occurred in the 1790's; the early 1850's; the second 
hal f of the 1890's and the late 1930*8. On each occasion these prices then 
remained i n a relat ively high range for about a quarter-century. A roughly 
equal period fo l lowed in which the trends reversed. Each of these periods was, 
in an impor tant sense, unique; but the fact is that the wor ld economy fo r 
almost two centuries has been subject to a rough and i r regular pat tern of long 
cycles i n which periods of about 20 to 25 years of h igh relat ive prices fo r food 
and raw materials gave way to approximately equal phases of re lat ively cheap 
food and raw materials. The last downswing ran f r om 1951 to 1972. I am not 
wedded to the not ion tha t these cycles w i l l continue into the fu ture. Bu t I 
would guess tha t the inexorable pressure of excessive populat ion increase i n 
the developing w o r l d ; the tendency of the poor to spend increases i n income 
disproport ionately on food; the r is ing demand fo r grain-expensive prote ins; the 
pace of industr ia l izat ion among those catching u p ; and the strains of the 
energy crisis w i l l persist. Given these powerfu l and sustained demands operat-
ing on food, energy and raw mater ia l prices, and the costs we shal l have to 
incur to achieve and main ta in clean a i r and water, I believe we are in fo r a 
long period when the prices of these basic inputs to the economy w i l l remain 
relat ively high. Down to 1914 the classic response was to open new agricul-
t u r a l and raw mater ia l producing areas: the American West, Canada, Aus-
t ra l ia , Argent ina, the Ukraine. The great movements of in ternat ional capi ta l 
du r ing th is era were, i n substantial part , induced to b r ing new supplies in to 
the market and to restore balance i n the indust r ia l iz ing wor ld by the price 
system, combined w i t h new technologies of t ransport and production. B u t we 
confront th is t rend period i n a sett ing quite di f ferent f r o m tha t of the past. 
We cannot rely whol ly on the automatic workings of the price system and pr i -
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vate capital markets to restore and mainta in balance. A l l over tl ie world, i n 
one way or another, policy toward resources is i n the hands of governments or 
is strongly influenced by governments. A t every stage, therefore, public policy 
w i l l be involved, seeking, i f we are wise, to reinforce—and i n some cases to 
control—the incentives and constraints set up by the price system. 

What , specifically, do we have to do to br ing the wor ld economy back 
towards some k ind of balance? 

Fi rs t , we need a concerted effort among energy importers to generate a mix-
ture of expanded output and energy conservation sufficient to give us the bar-
gaining leverage to negotiate a ra t iona l and equitable long-term agreement 
w i t h OPEC. A. large pa r t of t ha t effort must be undertaken by the Uni ted 
States, given the ava i lab i l i ty here of a l ternat ive energy resources and, perhaps, 
greater margins for energy economy. As among Western Europe, Japan, and 
the Uni ted States, only we command the capacity to reduce sharply our OPEC 
imports by 1985. We owe i t not only to ourselves but to a l l energy importers 
to do so. I f we do, there is a f a i r chance tha t an agreement could be reached 
between OPEC and the importers reconcil ing the three cr i ter is which ought to 
be respected; an energy price sufficiently h igh i n the Uni ted States and other 
advanced indust r ia l countries to encourage economy and conservation and to 
induct the R&D required to supplant o i l and gas as a pr imary energy source 
by, say, the end of the next generat ion; a pol i t ical ly and economically rel iable 
flow of o i l to consumers in advanced indust r ia l countries at a price which does 
not impose chronic economic stagnation through excessive balance of payments 
pressures; a rel iable long-term flow of o i l to non-OPEC developing nations 
which would permi t them to accelerate agr icu l tu ra l product ion and resume 
over-all g rowth at h igh rates, either v ia a concessional o i l price or v ia long-
term OPEC aid on a scale (along w i t h OECD aid) capable of achieving the 
same dual objectives. To achieve the requisite bargaining position, the OECD 
wor ld evidently requires a concert among nat ional programs of energy produc-
tion, conservation, economy, and R&D we have not yet achieved. The price 
system is slowly pushing us i n the r igh t d i rect ions; but the price system by 
i tself is palpably insufficient. And then we shal l have to achieve a diplomatic 
concert f o r the negotiat ion w i t h OPEC which also does not now exist. 

Second, agriculture. I t is now agreed in the in ternat ional community tha t 
whi le the OECD wor ld can help, the task of feeding the inescapable increase 
of populat ion in the developing wor ld between now and the year 2000 must be 
undertaken p r imar i l y through a sharp increase in the rate of g rowth of agri-
cu l tu ra l output i n L a t i n America, Af r ica, the Middle East, and Asia. Th is is 
an important consensus and a major result of the various in ternat ional meet-
ings of the past two years. As I say, the OECD wor ld can help i n various 
ways: by generating reserves fo r famine ; supplying capital and technical assist-
ance ; offering enlarged markets fo r some agr icu l tu ra l exports. But the crucial 
var iable may be the rate of increase of chemical fe r t i l i zer consumption i n the 
developing regions. To achieve that increase w i l l require public-private collabo-
ra t ion on a t ru l y in ternat ional basis. The domestic agr icu l tura l policies of 
developing nations are involved as they affect the incentive fo r farmers to use 
more fe r t i l i zers ; thei r policies towards foreign pr ivate investors in thei r coun-
tr ies are, i n some cases, involved; the direct ion of public as we l l as pr ivate 
a id flows is involved; the possibi l i ty of guarantees may have to be considered 
i n case of temporary fer t i l i zer surpluses, so that investment in fer t i l i zer 
capacity can proceed at a higher rate w i thou t excess anx ie ty ; and, f inal ly, 
there is the question of the price of fer t i l izer feedstocks, which comes to rest 
on OPEC's price or OPEC's aid. Here, evidently is a task for sectoral p lanning 
on an in ternat ional level of c r i t i ca l importance. 

Th i rd , in ternat ional ant i -pol lut ion measures. I n the OECD world, nations 
have generally moved to increase investment signif icantly to clear the a i r and 
water. This is proving a manageable but expensive task. We may argue about 
standards, t ime periods to achieve them, and trade-offs; but the fact is tha t 
we have i rreversibly accepted the fact tha t a i r and water are not free goods; 
and we shal l have to argue about and plan the a i r and water sectors fo r as 
fa r ahead as any of us can peer. B u t we have barely begun the task of coming 
to grips w i t h the in ternat ional dimensions of the problem, notably w i t h respect 
to the seas and oceans. Here, again, sectoral p lanning w i l l have to become 
internat ional i f the At lan t ic and Pacific, the Bal t ic , Mediterranean, and Rhine 
are to be tolerably maintained. 
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Four th , raw materials. The wor ld recession has, for the moment, cut r a w 
mater ia l prices. I f the wor ld economy resumes and mainta ins h igh g rowth 
rates, a range of issues s imi lar to but less acute than those we confront i n 
energy w i l l assert themselves. As i n the case of energy, there is no known 
physical l i m i t to raw mater ia l resources on the planet. Bu t a great deal of cre-
at ive effort w i l l be required to continue to fend off d imin ish ing re tu rns ; to 
conserve and recycle; and to create an in ternat iona l f ramework w i t h i n wh ich 
the legi t imate interests of producers and consumers are rel iably guaranteed. 

F i f t h , R&D. I cannot prove i t , but I am mora l ly certain tha t the mainte-
nance of a rapid ly growing indust r ia l c iv i l izat ion requires a substant ia l 
increase of investment i n the f o rm of R&D. The imperatives of our s i tuat ion 
are already at work i n the energy sector. The most thought fu l analysis of 
Amer ican agr icu l ture I know commends an increase i n agr icu l tu ra l R & D ; t ha t 
is, the report on Agr i cu l tu ra l Product ion Eff ic iency7 done by the Nat iona l 
Academy of Sciences. We ought to be learning more about cl imate, as we l l as 
new ant i -pol lut ion technologies. I would expect us to have to be creat ive w i t h 
respect to raw mater ia ls over the next generation. We owe i t to the develop-
ing nations to find b i r t h contro l methods tha t are cheaper, psychologically 
easier to accept, and longer last ing than any we now have. There is a lo t more 
to br ing ing b i r t h rates down rap id ly than b i r t h control devices. B u t the i r inad-
equacy has diminished the effectiveness of fami l y p lanning efforts i n the south-
ern continents. 

The l is t could, evidently be extended; but the under ly ing reason fo r my 
judgment about the necessary scale of R&D is that , as compared to the longer 
past, we cannot generate the new, necessary inputs to the wo r l d economy 
simply by opening up new terr i tor ies. There is no American West, Argent ina, 
Canada, or Aust ra l ia to redress the balance of indus t r ia l c iv i l izat ion. A few 
f ront iers there are : Alaska and the Nor th Sea, Siberia and the seabeds. B u t 
every projective analysis of the longer fu ture I know—pessimistic or opt imist ic— 
comes to rest technically on the capacity of the human race to continue to 
defeat classical d imin ish ing returns w i t h R & D and thus to provide a viable 
base fo r a global indus t r ia l c iv i l iza t ion whose vast scale w i l l be determined by 
both the inescapable expansion of the world 's populat ion over the next century 
and the determinat ion of the developing wor ld to achieve a meaningfu l version 
of affluence. 

F rom the special perspective of th is discussion of planning, R & D is a f o r m 
of investment tha t requires a signif icant publ ic role. A great deal can be done 
and should be done by the pr iva te sectors i n response to pr iva te prof i t incen-
t ives: but public policy must set pr ior i t ies and otherwise assure tha t R & D is 
directed to ends which respect non-economic values ( inc luding the environment 
and nat ional securi ty) and which guarantee work is done which is too large, 
r isky, or d istant i n t ime fo r the pr ivate sector to undertake. 

And i f , as I believe, R&D may prove to be our scarcest and most v i t a l sector 
fo r the next generation at least, there is, as w i t h energy, agr icul ture, raw 
materials, and the environment, a whole new wor ld of diplomacy to pioneer in 
achieving effective coordination of nat ional efforts geared to commonly per-
ceived pr ior i t ies. 

So much fo r my posit ive longer run case fo r sectoral planning. I could, of 
course, debate the mat ter much more simply. The fact is governments are i n 
the sectoral p lanning business, inc luding the government of the Uni ted States. 
Indeed, bad sectoral planning, here and abroad, accounts not fo r the existence 
but fo r the severity of our current agr icu l tu ra l and energy problems. Govern-
ments are deeply involved i n R&D. There is no indicat ion governments are 
about to get out of the sectoral p lanning business. The objective, therefore, is 
to do the best job intell igence and a sense of proport ion permit . B u t to a r r i ve 
at th is conclusion, by one route or another, is the beginning, not the end of the 
matter . 

Governments face tasks as basic as new forms of data collection and as d i f -
ficult as gu id ing the pr ivate sectors on to the r i gh t patterns of investment 
w i thou t f rus t ra t i ng them and destroying the i r powers of in i t ia t ive . W i t h 
respect to energy, fo r example, E d w a r d Tel ler 's report 8 concludes w i t h four -

7 Washington, D. C. : National Academy of Sciences, 1975. 
8 Energy: A Plan for Action, New York : Commission on Critical Choices for Americans, 

1975. 

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



103 

teen substantive recommendations for federal action under the heading of con-
servation ; nine bearing on energy i n relat ionship to the envi ronment; seven 
w i t h respect to o i l and gas product ion; four w i t h respect to coal ; seven w i t h 
respect to nuclear reactors; two w i t h respect to e lec t r ic i ty ; twenty- two w i t h 
respect to R & D ; five bearing on demonstration p lants ; one concerning under-
ground nuclear p lan ts ; three w i t h respect to highly specific forms of interna-
t ional cooperation; and four general and ins t i tu t iona l recommendations, includ-
ing the creation of a Nat ional Resource Mobi l izat ion Corporation, a 
recommendation to wh ich the Ford adminis t rat ion has already responded. 
Every one of these seventy-one recommendations involves technical and /o r 
policy complexities, including, i n some cases, legislation. 

The Ford Foundat ion report on energy concludes w i t h almost as long a l ist .9 

Studies of fami l y planning, agricul ture, raw materials, and the environment 
emerge w i t h s imi lar catalogues of recommended public action, nat ional and 
internat ional. 

Wi thou t accepting or reject ing any par t icu lar prescriptions, they a l l reflect a 
simple f a c t : i n the modern pol i t ica l wor ld the price system w i l l not suffice to 
br ing about the kinds of s t ructura l adjustments—the changed patterns of 
investment—our common si tuat ion requires. This does not mean we must 
create large new bureaucracies. The bureaucratic raw mater ia ls fo r effective 
nat ional p lanning are sprawled a l l over th is ci ty, i n a var ie ty of poorly coordi-
nated departments and agencies. Wha t we lack are three th ings : 

The k ind of data intel l igent sectoral p lanning demands; 
A Council of Economic Advisers and a central ized Economic Policy Council 

organized so tha t they can set, i n coordination w i t h the Congress, nat ional sec-
to ra l targets i n re lat ion to what is going on i n the wor ld economy as a whole ; 

And, above al l , new att i tudes of m ind i n the Execut ive Branch and the Con-
gress, the business community and the public, wh ich would support the collabo-
ra t ion of pr ivate and public segments of our society i n achieving large common 
purposes. 

B u t behind each of these requirements is the basic need fo r a consensus on 
where we are i n the sweep of our own economic history and the evolution of 
the wor ld economy; and a common sense of direct ion fo r the next years and 
generation. 

I V 

Now one observation about in f lat ion which is, evidently, as large a subject 
in i tsel f as planning. In f la t ion relates to planning technically because wage-
push inf lat ion complicates the investment tasks we face, erodes provisions fo r 
the fu ture, inh ib i ts the vigorous pursui t of f u l l employment, and, by sett ing 
each group in society against every other, makes dif f icult the nat ional consen-
sus we badly need for effective planning. 

My observation is tha t the coming together of the public and pr ivate inst i tu-
t ions of our society needed fo r selective sectoral p lanning should also make i t 
easier fo r us (and the OECD nations i n general) to br ing under control the 
pathology of wage-push inf lat ion. As an early observer of European income 
policies remarked, a discipl in ing of wages and prices must be "par t of a coor-
dinated effort to achieve a clearly defined nat ional objective." 10 The appropri-
ate objective of the OECD nations should be clear enough: to resume regular 
growth i n ways wh ich maximize the chance tha t the i r own societies and the 
larger c iv i l izat ion of wThich they are a par t remain viable. W i t h i n the frame-
work of tha t k i nd of consensus, i t ought to be possible to achieve stable social 
contracts re la t ing money wages to increases i n product iv i ty , and to do so i n 
ways which do not result i n an excessive surge of profits. My own preferred 
fo rmula is radica l by the standards of contemporary neo-Keynesian economists 
but more understandable to students of economic history who have examined 
the protracted periods i n the past when wages were stable, prices fa l l ing, and 
real wages r ising. I t should also commend i tsel f to those who have examined 
the dangerous problem of wage struggles and str ikes i n the public service 
sector of our economy. My fo rmula i s : a protracted wage freeze fo r at least 

9 A Time to Choose: America's Energy Future, Cambridge, Massachusetts: Ballinger 
Publishing Company, pp. 325-343. 

10 Mark Leiserson, A Brief Interpretative Survey of "Wage-Push Problems in Europe 
Study Paper No. 11 for Consideration of the Joint Economic Committee, 86th Congress, 
1st Session (Washington, D. C. : GPO, 1959), p. 55. 
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five years, accompanied by strong, credible measures to ensure tha t increases 
i n product iv i ty are passed along to the consumer in lower prices and not 
t rapped i n excessive profits. Th is would require not merely mu tua l assurances 
among business, labor, and the Executive Branch, but also the backing of the 
Congress. U l t imate ly , what is involved, however, is not a technical formula, 
but a coming together of labor, business, and government to achieve a common 
goal. And, i n th is case, the common goal reflects the authentic long-run inter-
ests of business and* labor, since both groups suffer severely, on balance, f r o m 
the mul t ip le consequences of wage-push inf lat ion. I am we l l aware tha t i t is 
not easy to create a negot iat ing f ramework i n wh ich authentic long-run inter-
ests t r i umph over even chimerical short-run interests. The mediocre record of 
efforts i n th is direct ion by OECD nations over the past generation underl ines 
the psychological, inst i tu t ional , and pol ic ia l diff icult ies involved. I raise th is 
issue w i thou t naivety. Bu t i n a t ime when a higher sense of communal pur-
pose w i l l be, i n any case, required to move the major sectors i n the r i gh t 
directions, the chances of ins t i tu t ing more stable social contracts, capable of 
d isc ip l in ing wage-push inf la t ion to common advantage, should be enhanced. 

V 

Now a final word about the relat ionship of th is argument about sectoral 
p lanning to the larger questions of the Amer ican role i n the wor ld and the 
task of moving towards stable peace. 

I f I am r igh t about the character of the period we entered at the close of 
1972 and the character of i ts remedy, the responsibil i t ies of the Uni ted States 
and our potent ia l fo r inf luencing constructively the wor ld economy have r isen 
i n a ra ther dramat ic way. The American role emerges f r o m five circumstances. 

F i rs t , the Uni ted States, i f i t continues to nur tu re i ts agr icu l tu ra l base, is 
and should remain the dominant source of food exports, inc lud ing exports 
required to certa in developing nations u n t i l the i r own product ion can be 
expanded at a higher pace. About 75% of the wor ld 's gra in surplus flows f r o m 
the Uni ted States. The Uni ted States agr icu l tu ra l export capacity is also a sig-
ni f icant cushioning factor i n our balance of payments strengthening the rela-
t ive posit ion of the dol lar among the major currencies and mak ing more possi-
ble large o i l imports. I n addit ion, the flow of gra in f rom the Un i ted States is 
impor tant to the Soviet Union, Eastern Europe, and China, a l l of wh ich are 
now in a chronical ly deficit position. The deficit each year varies w i t h the har-
vests, but i t is not l ike ly to disappear. Th is impor tant requirement does not 
give the Un i ted States a b lackmai l power over the foreign policy and interna-
t iona l behavior of these nations. B u t i t is a fac t of l i f e w i t h which they must 
reckon—and a stabi l iz ing fact of l i fe. 

Second, as I noted earl ier, the Uni ted States alone commands sufficient al ter-
nat ive energy resources to reduce sharply OECD dependence on OPEC o i l and, 
thereby, set the stage fo r well-balanced agreement between o i l producers and 
consumers. I f we do so, OPEC would face the choice of reducing i ts prices or 
fo rc ing certa in of i t s members (notably, Saudi Arab ia) to cut output to unac-
ceptable levels. The combination of good weather last w in te r and the OECD 
recession began to pose this problem to OPEC at i ts recent meeting. B u t they 
have thus f a r been protected because the Uni ted States lacks an energy policy 
wor thy of the name. I f we are to get a ra t iona l o i l policy i n the wor ld—rel iev-
ing the burden imposed by OPEC on the poorest nations, easing the vulnerabi l -
i t y of the OECD nations, insulat ing our foreign policy f rom b lackmai l—i t w i l l 
come about only i f we break the costly impasse between the President and the 
Congress and get on w i t h the job. 

Th i rd , the energy and energy-related investment requirements i n the Un i ted 
States are so large tha t i t should be easier fo r the Uni ted States to re tu rn 
quickly to f u l l employment and thereby help lead the OECD wor ld i n tha t 
direction. Changed patterns of investment w i l l be required in a l l OECD coun-
tr ies i n the next phase of growth. They cannot rely whol ly on a p r io r Ameri -
can rev iva l permi t t ing a re tu rn to f u l l employment based on expanded exports 
to the Un i ted States. Nor can they continue to rely, as over the past genera-
t ion, on rap id expansion i n product ion of automobiles, durable consumers 
goods, and other energy-intensive products. B u t the scale of addi t ional invest-
ment required i n the Uni ted States i n the expansion of energy output, the d i f -
fusion of methods fo r energy conservation, mass t ransport faci l i t ies, insulated 
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housing, and energy R & D are such as to make i t somewhat easier fo r the 
Uni ted States than fo r others to re tu rn to f u l l employment on such founda-
tions and to help, a t least, to lead the OECD wor ld back to f u l l employment 
and regular growth. 

Fourth, the Uni ted States evidently has special advantages and responsibil-
it ies i n the R & D sector as a whole. The American advantage stems f r om the 
absolute sclale of our R&D resources and the potential i t ies fo r orchestrat ing 
them efficiently w i t h i n a single nat ional community. The proport ion of Uni ted 
States GNP spent on R & D has fa l len in to the same range as that , say, of Ger-
many and the Uni ted Kingdom (say, 2.2% per annum) ; but the absolute level 
of American R&D expenditures s t i l l towers over tha t of the other major 
indust r ia l nations—by a factor of ten. I f organized around the appropriate 
pr ior i ty tasks they are an asset of universal va lue; and they place on the 
Uni ted States a special responsibil i ty i n br inging about effective internat ional 
cooperation in this domain. 

F inal ly , the Uni ted States has a special responsibil i ty fo r pol i t ica l leadership 
in dealing w i t h the new economic agenda. I n part , th is flows f r om our poten-
t ia l i t ies in agr icul ture, energy, research and development. B u t i t is also the 
case because i f the Uni ted States fa i ls to lead there is, as yet, no nat ion or 
pol i t ical group tha t can fill the gap: Western Europe is insufficiently uni f ied; 
Japan too vulnerable; the Soviet Union too constricted by i ts ideological com-
mitments to lead comfortably a heterogeneous mix tu re of pol i t ies; China is 
s imi lar ly constricted and at a stage of development when i ts inner problems 
and border anxieties must dominate i ts energies. Leadership i n th is context i n 
no way implies dominance. I t requires a m ix tu re of three elements: a nat ional 
capacity to act signif icantly w i t h respect to the major issues; a capacity to 
define common objectives i n ways that are not excessively self-serving; and, 
then, the capacity to help translate those objectives in to a work ing agenda, 
and to help move i t f o rwa rd w i t h dogged stubbornness. These are assets the 
Uni ted States potent ial ly commands. 

A f te r a wobbly s tar t i n 1974, the Uni ted States began to exercise this poten-
t ia l i t y i n the c r i t i ca l area of North-South relations dur ing the September 1975 
special session of the Uni ted Nations Assembly. Over the previous year things 
went badly. There was the acrimonious Uni ted Nations General Assembly 
debate of A p r i l 1974; the populat ion meeting at Bucharest ; the food confer-
ence at Rome; and the steri le session on the law of the sea at Caracas. I n a l l 
of them, the a i r was f i l led w i t h rhetoric about impera l ism; w i t h claims fo r the 
uni la tera l t ransfer of resources f rom the r ich to the poor ; w i t h the ardent 
assertion of nat ional sovereignty by the less developed nations, combined w i t h 
equally ardent demands that the more developed states surrender sovereignty 
and behave in terms of the requirements of the in ternat ional community. I t 
was not dif f icult to envisage a l l this y ie ld ing a neomercanti l ist f ragmentat ion 
of pol i t ical, economic, and mi l i t a ry affairs—and disaster for the human race— 
as men and nations squabbled meanly fo r scarce resources i n a nuclear age. 

The September 1975 meeting was better not only because the Uni ted States 
outl ined the headings fo r a North-South partnership but fo r two other reasons. 
The develoinng nations, which i n 1974 were ta lk ing about the excessive raw 
mater ia l consumption of the North, had fe l t fu l l y the effects of recession i n 
the North. Thei r exports and export prices were down and their development 
prospects were badly damaged. I n addit ion, they had come to appreciate how 
badly damaged they were by OPEC's price policy. The somewhat specious 
uni ty of OPEC and other developing nations i n 1974 was strained. The result 
was a wide-ranging series of fo rmal ly agreed resolutions covering aid, trade, 
agr icu l tura l production, the transfer of technology, commodity agreements and 
the other legi t imate headings for action i f North-South confrontat ion is to be 
converted into the partnership the facts of interdependence demand. 

Bu t i t was only a beginning. Uni ted Nations resolutions do not automatical ly 
translate themselves into action. H a r d work lies ahead. Moreover the Uni ted 
States took i ts distance f rom several impor tant resolutions including tha t 
which reaffirmed the Uni ted Nations a id target fo r the 1970's: an expansion i n 
official a id by 1980 up to the level of 0.7% of GNP as opposed to the present 
figure of about one-third tha t proport ion. 

R ight now, the potential i t ies of North-South partnershp—and much more— 
are endangered. The danger is not of a great depression. I t is of a protracted 
period of chronical ly h igh levels of unemployment, w i t h i ts damaging social 
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consequences compounded by continued h igh rates of inf lat ion. These could 
br ing about a k ind of progressive weakening of our society l i ke tha t experi-
enced by Great B r i t a i n between the two wor ld wars. I t wou ld enfeeble the 
OECD wor ld and drag down the rate of recovery of the developing nations. 
The W o r l d Bank staff recently estimated tha t i f the OECD countries grow i n 
the second ha l f of the decade a t an average rate of 4.9%, the lower income 
developing countries w i l l more ahead at 1.2% per capita—an inadequate but 
posit ive rate. I f the OECD countries grow at only 3.5%, the poorest nat ions 
w i l l v i r tua l l y stagnate. Moreover, i t is extremely doubt fu l that, i f the OECD 
wor ld continues to experience a disappoint ing recovery and sluggish growth 
rate, i t can generate the pol i t ica l w i l l to l iberal ize trade, expand aid, and do 
the other things a serious North-South partnership requires. 

Something of the same can be said fo r the prospects of detente and the sta-
b i l i t y of Europe, the Middle East, and Asia. I t is wor th recal l ing tha t the 
chronic debi l i tat ion of Great B r i t a i n between the two wor ld wars weakened i n 
quite direct ways the balance of power and palpably played a par t i n br inging 
on the Second Wor l d War . I t is not di f f icult to envisage an America, f a i l i ng to 
solve i ts domestic economic problems, wracked by increasing social unrest, 
t u rn ing away f r o m i ts responsibil it ies i n Europe, the Middle East, and Asia. 
I n tha t process, the potential i t ies of detente could easily be lost and impor tant 
parts of the wor ld plunged into chaos or worse. 

On the other hand, i f we can shake loose f r o m the neo-Keynesian f ramework 
which distorts the vision of our task, define our agenda, and act on i t w i t h the 
President and Congress united, the prospects are rather hopeful. The stabil iza-
t ion of the Middle East and As ia as wel l as Europe is not impossible; the 
economic tasks of the quarter-century ahead are di f f icul t but doable and, i n 
thei r way, rather excit ing. 

I n a toast to the Royal Economic Society i n December 1945, short ly before 
l i is death, Keynes spoke of economics and economists as " the trustees not of 
c iv i l izat ion but of the possibil i ty of c iv i l izat ion." Tha t has never been more 
t rue than of th is t ime when we must sh i f t f r o m an obsessive focus on effective 
demand—which Keynes* General Theory set i n mot ion—to the generation of 
the sectoral inputs required to sustain an indus t r ia l wor ld economy. Keynes 
would have been among the first to urge us to make that shi f t .1 1 

STATEMENT OF BARRY COMMONER, DIRECTOR, CENTER FOR THE BIOLOGY OF 
NATURAL SYSTEMS, WASHINGTON UNIVERSITY, ST. LOUIS, M o . 

I t is widely acknowledged tha t the U.S. lacks a nat ional policy to govern the 
product ion and use of energy, and tha t this defect has caused serious economic 
diff icult ies and threatens us w i t h worse ones i n the fu ture. The energy problem 
is huge i n i ts size, complex i n i ts design, and pervasive i n i ts effects on the 
nation's economy. The Energy Independence Au thor i t y B i l l matches these 
needs only i n the huge size of the expenditures wh ich i t proposes to authorize. 
I n response to the enormously complex problem of balancing energy use 
against domestic supplies ("energy independence")—which, as we know f rom 
the Laws of Thermodynamics, requires a detai led matching of the thermody-
namic quali t ies of di f ferent energy sources to the quali t ies of the numerous 
tasks to wh ich energy must be applied—the B i l l proposes only to "assure the 
flow of capi ta l funds to domestic energy product ion." And the B i l l fa i ls u t te r ly 
to deal w i t h the power fu l effects of the product iv i ty of the capi ta l tha t i t pro-
poses to invest ( tha t is, the amount of energy produced, or saved, per dol lar 
of capi ta l invested) on the cost of energy and of capi ta l i tsel f , and the perva-
sive effects of these costs on the entire economy. 

These are f a t a l flaws, and because of them, I believe tha t the B i l l is much 
more l ike ly to widen the gap between energy demand and domestic supply 
than to accomplish i t s stated purpose of reducing tha t gap and of achieving 
"energy independence." 

11 This observation reflects not merely a judgment about Keynes' flexibility of mind but 
the fact that, as a young man, he was much concerned w i t h the problem of the relative 
(See, notably, his note "Return of Estimated Value of Foreign Trade of United Kingdom 
nt Prices of 1900," Economic Journal. 1912, pp. 630-31.) This anxietv suffused his Economic 
Consequences of the Peace, especially Chapter I I . H is focus shifted quickly, however, 
when the break of relative prices in 1920-21 confronted Br i ta in wi th excessively favorable 
terms of trade, weakened export markets, and chronic high unemployment. 
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The gravely flawed character of the B i l l is revealed i n i ts chief purpose, as 
set f o r t h in Sec. 102(a) "To encourage and assure the flow of capi ta l funds 
to those sections of the nat ional economy which are impor tant to the develop-
ment of domestic sources of energy or which are otherwise important to the 
at ta inment of energy independence fo r the Uni ted States by 1985 . . .". Thus 
the B i l l is basically designed to meet the intense demand fo r capi ta l by the 
energy industries. However, presumably the purpose of disbursing these huge 
amounts of capi ta l is to receive value i n return, specifically enhanced domestic 
energy production, or i ts equivalent i n the matter of achieving "energy inde-
pendence", reduced demand ( for example through conservation). Wha t is rele-
vant, then, is the product iv i ty of capi ta l—for example, the amount of annual 
energy product ion achieved per dol lar of capital invested i n a given energy 
source. 

The product iv i ty of capi ta l invested i n various energy sources is shown i n 
the attached table. Di f ferent fuels vary by more than twenty fo ld i n the 
amount of energy tha t they y ie ld per dol lar invested. Thus, i f capi tal is 
invested i n the product ion of shale o i l or of synthetic fue l f r om coal—new 
technologies which, according to the Fact Sheet on the Energy Independence 
Author i ty released by the Wh i te House on October 10, 1975, would be given 
high pr io r i ty by the Au tho r i t y—i t yields about one-tenth as much energy as 
the same amount of capi ta l invested i n enhanced o i l or coal production. I f , as 
is evident f r om the language of the B i l l , the Au thor i t y would operate under a 
mandate to increase the flowT of capi tal into energy production, i t w i l l 
obviously tend to spend i ts funds on those forms of energy production which 
generate the highest demand for capital—precisely because they are so ineffi-
cient i n convert ing the invested capital into actual product ion of energy. This 
a im is expl ic i t ly acknowledged i n the Whi te House Fact Sheet, which empha-
sizes the need fo r funds to support, specificially, those methods of energy pro-
duction (shale oil, synthetic fuels and nuclear power) tha t y ie ld a poor re turn 
i n energy produced per dol lar of capi ta l invested. That , a f te r al l , is the very 
reason why these sectors of the energy industry are so badly in need of capi-
tal. I n a k ind of parody of the war t ime "Efficiency A w a r d " to U.S. industry, 
the B i l l would create a program of costly "Inefficiency Awards " to the energy 
industry. 

I n effect paragraph 102(a) of the B i l l ' s purposes essentially guarantees that 
huge amounts of public funds would be spent wasteful ly. And i n this part icu-
la r case, the waste of public funds would represent not only an added tax 
burden, but would also create an addi t ional inf lat ionary effect, fo r energy pro-
duction at low capi ta l product iv i ty can be profitable only i f the energy is sold 
at a high price. This fact was publ icly acknowledged by the Admin is t ra t ion 
when President Ford and Secretary Kissinger, i n February, 1975, called fo r a 
floor on crude o i l prices in order to protect pr ivate investments i n synthetic 
fue l production. I n th is sense the B i l l does have i ts own perverse k ind of 
efficiency: i n a single move i t would simultaneoulsy waste the taxpayer's 
money, and reduce the value of what he has le f t to spend. 

That the proponents of the B i l l themselves anticipate tha t i t would enor-
mously reduce the product iv i ty of capital—the efficiency w i t h which the invest-
ment is converted to actual energy production—is evident f r om a comparision 
of figures provided by the Whi te House Fact Sheet w i t h those reported i n the 
attached table. According to the Fact Sheet "The $100 b i l l ion for energy proj-
ects could help assure tha t the equivalent of up to 10-15 mi l l ion barrels of o i l 
per day of new energy product ion is realized by 1985". This would represent a 
capi tal product iv i ty of about 200,000 to 310,000 BTU's of energy per year per 
dol lar invested. The gross economic inefficiency of th is investment can be 
judged f r o m the capi ta l product iv i ty of overal l energy product ion i n the U.S. 
i n 1973: 1,845,000 BTU's per dol lar invested. Thus the product iv i ty of the capi-
ta l invested by the Au thor i t y would be about 85 percent lower than the overal l 
product iv i ty of capi ta l invested i n energy i n 1973—a difference which would be 
even greater i f in f la t ion were taken into account. 

I t is wo r th not ing tha t a nonrenewable fuel, such as crude oi l and na tura l 
gas, becomes increasingly capital-intensive as production continues. Each barrel 
of o i l taken out of the ground makes i t more expensive to produce the next 
one. The law of d imin ish ing returns is at work and, as shown by the first two 
items i n the attached table, capi ta l product iv i ty is bound to fa l l . I n contrast, a 
renewable energy source, such as the sun, is not affected i n th is w a y ; af ter 
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all, captur ing one sunbeam makes the capture of another one no more costly. 
Thus, investment i n solar energy is the one way to produce energy tha t avoids 
escalating capi ta l costs. By reducing fu tu re fue l expenditures at escalating 
prices, solar energy is also a power fu l hedge against inf lat ion. And, i n keeping 
w i t h i ts perversely wasteful approach to energy product ion the B i l l gives a 
noticeably low p r io r i t y to solar energy. 

I n order to appreciate more fu l l y the enormously wastefu l approach tha t the 
B i l l represents i t is useful to consider the basic relations between the physical 
and economic aspects of the energy problem. I n physical terms the end-use of 
any sou,rce of energy is work, and the amount of work tha t energy yields is 
the basic measure of i ts economic value. Therefore i f we are to measure the 
actual value to be got out of a capi ta l investment i n energy product ion we 
must determine not only the amount of energy yielded, but also the efficiency 
w i t h which tha t energy can be converted in to work. The Laws of Thermody-
namics—the science of energy—tel l us tha t the efficiency w i t h which an energy 
source is converted into wo rk depends not only on the nature of the source, 
but also on how we l l i t is matched to the energy-using task. Thus, mechanical 
mot ion ( for example, of a vehicle) demands energy of a h igh thermodynamic 
qual i ty , whi le space heat can be provided by low-qual i ty energy. S imi lar ly , the 
electr ic i ty produced by a power p lant represents energy of h igh thermodynamic 
qual i ty , whi le the low temperature heat wh ich the p lant rejects in to the envi-
ronment represents low-qual i ty energy. Thus, to maximize the efficiency w i t h 
which such energy is used, the power plant 's electric output should be used 
exclusively fo r tasks (such as transportat ion, and other motor-drive act iv i t ies) 
that demand high qual i ty energy, whi le i ts low qual i ty output of rejected heat 
should be used fo r low-qual i ty tasks such as space heat. Thus, when electr ic i ty 
is used to provide space heat—a process which is very widespread and s t i l l 
being encouraged by some power companies—the t rue thermodynamic efficiency 
is about one percent. When the overal l efficiency w i t h which energy is used i n 
the U.S. is computed according to these thermodynamic principles, i t turns out 
tha t i t is not more than about 10-15 percent. This shockingly low thermody-
namic efficiency—which was estimated fo r the first t ime about a year ago by 
a study group of the American Physical Society—tells us that the most impor-
tan t way to reduce the present gap between energy demand and domestic 
energy supply is to improve the efficiency w i t h which i t is used. How f a r we 
are f r o m even addressing th is task is evident f r o m the fact tha t al though the 
most efficient means of land t ransport is the electrif ied rai l road, less than one 
percent of our ra i l road locomotives are electrified. I f there is a real need to 
close the gap between energy demand and domestic energy production, the sen-
sible route to take—which has thus f a r been grossly neglected by the Adminis-
t ra t ion—is energy conservation, based on these thermodynamic principles. 

I f the B i l l is enacted i t would encourage not only the wastefu l product ion of 
energy, but also i ts wasteful use—and thus tend to widen the gap between 
domestic supply and demand. This would result f rom the emphasis—which is 
evident i n the language of the B i l l and of the Wh i te House Fact Sheet—on 
meeting the intense demand fo r capi tal fo r nuclear power production. As 
shown i n the attached table, the product iv i ty of energy production in the f o r m 
of electric power is considerably less than the capital product iv i ty of direct 
fue l production. This makes good economic sense because of the h igh thermo-
dynamic qual i ty of e lect r ic i ty : once i t has been produced i t can be applied to 
high-qual i ty tasks such as mot ion w i t h essentially 100 percent efficiency. How-
ever, the ext ra capi ta l cost of producing electr ic i ty is economically sound only 
i f the electr ici ty is used fo r high-qual i ty tasks (which, as indicated above, i t is 
no t ) , and the rejected low-qual i ty heat is used for low-qual i ty tasks such as 
space heat. However, because nuclear power plants are too r isky to be sited i n 
urban centers there is no way to use them w i t h max imum thermodynamic 
efficiency by pip ing their rejected heat into nearby homes. 

Perhaps the most dangerous feature of the B i l l is tha t i t is a "h i t -and- run" 
at tack on the energy question. I n less than ten years the Au tho r i t y wou ld 
pump a huge amount of capi ta l in to the most wastefu l forms of producing 
energy and would then go out of business—washing i ts hands of the inevi table 
economic chaos tha t would result. Using the " f low of capi ta l " as i ts c r i te r ion 
of success, and mandated to disburse i ts capi ta l at what amounts (given the 
complexity of the problem) to breakneck speed, the Au tho r i t y would inevi tably 
f und those energy projects tha t can be quickly assembled. Th is would, of 
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course, favor single, huge projects, thereby avoiding the need fo r locally suita-
ble—and therefore more var ied and numerous—designs. Inevi tably, the Author-
i ty 's funds would be spent f o r relat ively few, huge synthetic fue l and nuclear 
plants rather than fo r solar projects which, given the wide d is t r ibut ion of sun-
shine and wind, are best designed as relat ively small, decentralized units. 
Inevi tably, the Au tho r i t y would saddle the nat ion w i t h few, huge, enormously 
costly—and r isky—projects, f o r as pointed out by the Whi te House Fact Sheet, 
i t is precisely those energy sources which suffer f r o m "technological uncertain-
t ies" or are "too large and economically r isky to be financed by the pr ivate 
sector alone," tha t would be supported by the Au thor i t y . I n sum, the B i l l 
would not only lead to a wasteful, in f lat ionary use of capital, but also t ie up 
that capi ta l i n projects which, given thei r "technological uncertaint ies" are 
l ike ly to produce not so much huge energy sources as huge whi te elephants. 

As a final i rony, the B i l l , i f enacted, might direct so much of available capi-
ta l into the wastefu l maw of huge energy projects as to starve the customers 
that the energy industry is supposed to serve of the capi ta l tha t they need to 
buy the cars, homes and factories tha t are, a f te r al l , the reason fo r energy 
production i n the first place. Between 1970 and 1973 energy production 
absorbed 24 percent of the capi ta l invested i n U.S. business as a whole. Pres-
ent estimates of the capi ta l needed fo r energy product ion i n the 1975-85 
period are l ike ly to raise th is proport ion to more than one-third. And, for the 
reasons cited above, i f the B i l l is enacted i t would st imulate the development 
of precisely those energy sources tha t are most wastefu l i n thei r use of capi ta l 
and so considerably worsen the posit ion of non-energy industr ies and of con-
sumers i n the competi t ion fo r capital. I n effect, the B i l l would encourage the 
already dangerous tendency of the energy industry to devour i ts own customers. 

F ina l ly , there is the matter of two very meaningful, but unexplained 
assumptions tha t are embedded in the language and design of the B i l l . One of 
these is that energy independence is essential to "nat iona l securi ty", presuma-
bly because dependence on foreign sources of energy would weaken the 
nation's defense capabil it ies. However, i f the Admin is t ra t ion wishes to come 
before the American people and ask fo r the commit tment of $100 b i l l ion of 
public funds for such a purpose, they have the obl igat ion to explain why th is 
should not be necessary. A f t e r al l , we have now depended on energy imports 
fo r a number of years w i t h no apparent threat to our nat ional security, and i t 
seems to me that anyone proposing such drast ic act ion to el iminate th is 
dependency by 1985 is obliged to explain exactly why th is course of action, i n 
j)reference to a l ternat ive ones tha t are less based on belligerence has now 
become essential. None of th is reasoning is revealed i n the B i l l , or i n any of 
the associated Admin is t ra t ion statements. 

Another unexplained assumption is tha t al though pr ivate enterprise is to be 
encouraged, i t is the government's obl igat ion to do so by provid ing taxpayer's 
funds when pr ivate entrepreneurs are unable to produce the capi ta l needed to 
ma in ta in the nation's product ion system f rom thei r own resources. I t seems to 
me that this assumption raises more questions than i t answers. I f , as the B i l l 
and the Whi te House Fact Sheet acknowledge, the energy indust ry is fa l te r ing 
because i t cannot raise sufficient capital, on what grounds has i t been deter-
mined tha t this industry is more ent i t led to a vast in ject ion of public capi ta l 
than any other equally capital-short industry? The business community has 
recently placed heavy stress on the serious shortage of investment capi ta l tha t 
is expected to develop in the next ten years. Why should not the B i l l ' s eco-
nomic pr inciple be applied to the rai l roads (which are being forced to abandon 
capital, i n the fo rm of trackage tha t w i l l surely be essential i n the nation's 
energy-short fu ture, rather than restor ing i t ) ; to the auto industry (which 
clearly lacks the capi ta l needed to retool i n order to produce the radical ly new 
types of vehicles that wTill be essential to save energy and reduce pol lut ion) ; 
to agr icul ture (which, although i t has become one of the most capital- intensive 
sectors of product ion is—because of the relat ively smal l size of the average 
enterpr ise—limited i n i ts ab i l i ty to raise capi ta l) ? On what grounds can the 
Admin is t ra t ion argue that i t is reasonable to use public funds to support pr i -
vate enterprise—and st imulat ing inf lat ion thereby—when i t also argues t h a t 
the use of public funds to meet urban and other urgent social needs is inf la-
t ionary, and therefore unwise? And indeed, since pr ivate enterprise has long 
claimed that the capi tal ist system, i f unencumbered by government interven-
tion, is the most successful possible means of meeting the nation's mater ia. 
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and human needs, is i t fa i r and honest to the American people to base this 
B i l l on evidence that this claim is no longer t rue without openly discussing the 
enormous implications of this conclusion? I f , as the B i l l argues, the national 
need for goods as essential as energy cannot now be met by private enterprise 
are we not obliged to discuss, openly and honestly, the reasons for this default 
and to debate the basic issue of how we can retain public control of public 
funds that are to be invested in a fal ter ing production system? 

I n sum, the Energy Independence Authority Bil l , i f enacted, would f a i l in 
the basic responsibilities that any legislative action must meet. I t would 
worsen, not improve, the problem which i t is supposed to solve: the gap 
between energy demand and domestic production. I t would reward energetic 
and economic waste and neglect the most effective way of closing the gap: 
energy conservation and the promotion of solar energy. And i t would f a i l in 
the most important responsibility of government to the American people: to 
make an open appraisal of the problems that we face, and honestly debate the 
real issues that i t reveals. 

Capital Productivity of Alternative Energy Sources 

Capital pro-
ductivity 

(Btu's per 
year per dol-

Energy source: invested) 
Crude o i l p roduct ion * 

1974 (actual) 16 ,800 ,000 
1978 (projected) 4, 480, 000 

Coal (str ip mined) 2 2, 000, 000 
Shale o i l p roduct ion 3 420, 000 
Synthet ic fue l f r o m coal ( l iquid) 2»4, 000 
Coal gasif ication 3 160, 000 
Coal-f i red electr ic i ty generation ($800/kw) < 28, 688 
Nuclear e lectr ic i ty generation ($ l ,000/kw) 4 22, 423 

1 The capital productivity of oil production was derived from information in Oil: Possible Levels of Future 
Production, Final Task Force Report, Project Independence, F E A (Washington, D.C., November, 1974), 
pp. IV-2 and 1V-21. 

2 The capital investment required to produce one ton of coal was obtained from U.S. Energy Outlook: Coal 
Availability (Washington, D.C.: National Petroleum Council; 1973), p. 38. 

3 The capital investment required to produce different synthetic fuels was obtained from the Project 
Independence Task Force Report on Synthetic Fuels from Coal, p. 35. and also the Task Force Report on Oil 
Shale, p. 65. F E A , U.S. Dept. of the Interior, Washington, D.C.: U.S. Government Printing Office; Novem-
ber. 1974. 

4 The estimates for coal-fired and nuclear power plants are for base load power generation, operating at 
5% of capacity for 1 year. 

7 
The C H A I R M A N . N O W , D r . Commoner and both of you gentlemen, 

thank you fo r g iv ing us two very provocative as wel l as rather con-
troversial viewpoints on this matter. 

D r . Commoner, you argue that the way th is b i l l is designed i t 
would automatically fund the less efficient technologies and provide 
a diversion of capital into the area where the technologies are less 
efficient. I t seems to me that overlooks two points. I t makes the 
assumption that the technology is frozen and that the investment of 
these funds won' t improve the technology. 

The whole point, as I understand i t , i n p rov id ing fo r the develop-
ment phase is so that dur ing the development phase you can work 
out the bugs, you can find out where the inefficiencies are and make 
i t more efficient. Where i t may cost now $13 or $14 a barrel to pro-
duce o i l f r o m o i l shale, the not ion is that once you establish a 
method and do i t on a large basis you can find a way of get t ing i t 
down to $7 or $8 and thereby make i t more efficient. That 's no. 1. 

No. 2 is that you don't confront the fact that the efficient energy is 
so finite and so l imi ted as was stated. W e have something l ike 30 
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years of o i l at best available and we are depleting that very, very 
fast, whereas we have 200 or 300 years of coal and we have a great 
deal of o i l shale. Therefore, i t would seem that even i f the nonpetro-
leum energy sources are less efficient, that is the only game i n town. 
The more efficient are just not available. H o w do you meet those 
arguments ? 

Mr . COMMONER. I ' l l take the f irst one first. The language of the 
b i l l makes i t clear that only those forms of energy production which 
are ready to be exploited technologically w i l l be funded the agency 
waved tend to spend money so fast that there w i l l be no t ime fo r 
development; there's language i n the b i l l which indicates to me that 
only those technologies that are already to go w i l l be funded. The 
whole th ing w i l l be over i n 7 years; there's no t ime fo r research or 
even for development. 

The C H A I R M A N . Wel l , it 's not a research bi l l . I t 's a development 
bi l l . 

M r . COMMONER. Exact ly. So I have to disagree w i t h you, there is 
no evidence that there w i l l be technological improvement in the 
course of the operation of the energy sources funded by this b i l l . 
This is not the intent of the b i l l . The b i l l is supposed to take avail-
able technologies and put them to work.. 

As a matter of fact, I might add that I th ink some of the technol-
ogies that are proposed for p r io r i t y support w i l l become less efficient 
in their use of capital as they get more experience. Let me give you 
one example. 

The C H A I R M A N . Some of them may, but others would not. I pre-
sume that the judgement they would make would be to move i n the 
areas where the investment would make them more efficient. I f they 
didn' t they are certainly incompetent. 

Mr . COMMONER. This field is f u l l of technological surprises. I n the 
400-odd page report of the F E A on synthetic fuels they don't men-
t ion the one cr i t ical fact which i n my opinion is going to make i t 
enormously more complex than they th ink, and that is that the prod-
uct causes cancer. 

The C H A I R M A N . The product what? 
Mr . COMMONER. The product causes cancer. Synthetic fuel o i l is 

carcinogenic. Shale o i l is carcinogenic. This has been known since 
1876. When shale o i l was used i n the cotton m i l l i ng industry i n 
England, a whole series of cases of skin cancer resulted. Now what 
that means is that it 's going to be far more complicated to process 
and use that product than you might th ink. I n the same way, 
nuclear power plants became more and more capital intensive as the 
environmental consequences were discovered—and you know the rate 
of capital expenditure per k i lowat t of nuclear power plants is going 
up three times faster than coal-fired plants. These are r isky technol-
ogies and r isky technologies have very nasty ways of running into 
capital cost overruns just because we don't understand them. 

I n other words, I appreciate your fa i th that technology is going 
to make things better, but the fact of the matter is our experience 
w i th these advanced technologies such as nuclear power is exactly 
the other way around. 
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The C H A I R M A N . Wel l , I share that concern very strongly. There's 
no question that the environmental problems develop, but what I ' m 
arguing, however, is that technologies, by and large, as we have 
experience w i t h them, become more efficient. I f they don't become 
more efficient, then there certainly is no argument at a l l fo r making 
a nickel of investment. 

M r . COMMONER. I disagree. I f you measure efficiency as I do by 
the efficiency of convert ing capital into power, nuclear power has 
become decidedly less efficient over the years. I t used to be estimated 
that you could bu i ld a nuclear power p lant for $250 or $300 per k i lo-
watt. Now it 's $1,000 and it 's going up at $31 a year per k i lowat t . 
I n other words, i t is l i tera l ly becoming less efficient i n convert ing 
captial into energy because it 's f u l l of surprises and the surprises 
mean increased capital costs. I th ink we are heading fo r exactly the 
same th ing w i t h coal conversion and shale o i l production. 

The C H A I R M A N . Let me ask you, D r . Kostow, you mentioned the 
Bosworth, Duesenberry study of capital needs in the seventies. Tha t 
concludes that there w i l l be enough capital available f r o m the p r i -
vate market to meet energy investment need just barely but there 
w i l l be enough available. A Bankers Trust study published this year 
reaches the same conclusion, even considering the most stringent case 
of energy independence by 1985. 

Now i f we deregulate prices, why can't the pr ivate market meet 
our energy investment needs? W h y do we need an E I A on top of 
the pr ivate capital markets and where is the documented case i n 
view of these studies that I have pointed to for the other side ? 

M r . ROSTOW. I n part , the argument is that we do not now have 
deregulation. I n additon, there is the problem discussed between you 
and the Vice President; that is, the development on a commercial 
basis of new evergy product ion techniques. Fo r example, how do wTe 
move f rom in situ m in ing experiments to commercial i n situ conver-
sion? I n a number of fields the question is : H o w wTould you get 
f r om laboratory tests to commercial tests? How would you get new 
coal gassification techniques ? I t 's my understanding f rom the indus-
t r y that they are s t i l l using technologies a quarter of a century old. 
H o w shall we f ind out i f some of the newrer technologies could be 
more efficient ? 

As your aside, when you wTere l istening to D r . Commoner, ind i -
cated, there is a dist inct ion between research and development. As 
nearly as I can perceive f r o m al l the energy studies that I have 
read, a considerable potential exists on the development side w i t h 
respect to both production and conservation. We know things may 
by promising; but we w7ill not be certain un t i l we t ry . A n d wye need 
something l ike the Au thor i t y to finance the first stage of commercial 
development. 

I n addit ion, there's the question of projects which are too b ig fo r 
the pr ivate sector. I know of one major coal gassification project fo r 
the West Coast i n which 3 of the biggest firms i n the country have 
worked together. They f inal ly decided the project was too b ig fo r 
them and abandoned i t . 

The C H A I R M A N . Let me in terrupt to point out that the Alaskan 
operation has been pr ivately operated, number one. Number two, 
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there's a l im i t i n this b i l l of $10 b i l l ion and the Alaskan operation is 
about 7. 

M r . ROSTOW. Some of these projects have very long lead times. 
Pr ivate firms, therefore, require guarantees of rate of return at the 
end of the line. The risks over such long periods may go beyond the 
simple freeing of gas and coal prices, u t i l i t y prices and so on. As I 
understand the b i l l , i t would permit them to go fo rward w i t h the 
government hold ing their hand so they can undertake projects that 
otherwise would be too r isky, given the lead t ime and the ambigui-
ties at the end of the l ine so that these plants could get bui l t . This 
k ind of reassurance may be relevant to a good deal of the ut i l i t ies 
investment we, as a nation, require. 

As I look at the figures on current energy investment, they are 
wel l below any curve that would promise to br ing us anywhere near 
energy independence i n a meaningful sense. 

The C H A I R M A N . Wel l , you have the Bankers Trust study and you 
have the Bosworth study. 

Mr . ROSTOW. The Bosworth study is quite abstract, although I 
regard i t as a useful exercise. I ' d l ike to t u rn i t f rom an inqui ry into 
the "capi ta l crunch" into a f u l l employment study. They took gross 
categories and made some assumptions. They thought the national 
highway program would level off. That freed some capital. 

The C H A I R M A N . Isn ' t that a pret ty good assumption ? 
Mr . ROSTOW. Yes, I hope it 's true. They made some assumptions 

about various categories of public expenditures: housing, for exam-
ple. They then took some energy independence investment figures 
f rom an early p lanning study. They d id not go into the question of 
whether the pr ivate sector wTould, i n fact, finance those figures. They 
simply inserted those conventional estimates of 6 to 8 hundred bi l -
l ion or whatever i t is that people then estimated energy independ-
ence would require. 

They d id not, then, address themselves to the problem before this 
Committee; that is, whether, wi thout government assistance, energy 
investment w i l l , i n fact, fo l low the curve they assumed. They were 
t r y i ng to answer the question: W i l l there be a capital crunch? They 
said no, i f there were no newT starts in social programs in this coun-
t r y ; i f we leveled off on housing and some educational expenditures; 
leveled off on interstate highway outlays. A n d there were other ifs. 
Then they assumed 2 b ig items would increase: outlays to achieve 
energy independence and investment required by the ant i-pol lut ion 
laws adopted by the Congress. They concluded those increases could 
just about be accommodated w i th in the level of gross investment to 
G N P typical of recent years. They d id not address themselves—and 
i t was not the purpose of that study—to the question we have before 
us here; that is, whether uncertainty, the condit ion of the markets, 
etc. would, i n fact, permit the level of energy investment they 
assumed actually to take place. I don't th ink the Bosworth study 
really gets at the subject we are dealing w i t h at this morning, sir. 

The C H A I R M A N . Senator Packwood ? 
Senator PACKWOOD. D r . Commoner, d id you hear Vice President 

Rockefeller or F rank Zarb's statement about 5 percent energy 
saved ? 
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M r . COMMONER. Yes, I c e r t a i n l y d i d . 
Senator PACKWOOD. I n your estimation is that accurate? 
Mr . C O M M O N E R . N O . I t h ink they are way off. They are th ink ing 

about the wrong law of thermodynamics. There are 2 laws of ther-
modynamics. The first law simply says energy can't be destroyed or 
created, i n which case you compute the efficiency w i t h which you use 
i t and that tells you how much conservation is possible simply by 
finding out how much of the heat goes up the stack. 

When you do a computation of that let's say on an o i l burner you 
get an efficiency of about 65 or 75 percent. That means that there's 
not much room for improv ing i t fo r conservation. 

B u t that's the wrong law of thermodynamics because what you 
want out of energy is work, and wTork is lost every t ime you take i t 
out of the energy. The first computations by the second law made on 
o i l burners and a few other things were made just about 1 year ago, 
and the computation on the efficiency of the average o i l burner, by 
the second law, is 8 percent. Tha t means there's a huge oppor tun i ty 
for conservation in space heating. I n other words, the 5-percent fig-
ure is a very serious underestimation of the potential of conservation. 

Senator PACKWOOD. I ' m neither a chemist nor a physicist. I don't 
want to dispute your answer because I th ink you agree w i t h the con-
clusion I come to, that there's got to be a bigger saving i n energy 
conservation i n this country than 5 percent. 

M r . C O M M O N E R . I th ink easily i n physical terms. I t may take a 
good deal of organization. We could have a 50-percent saving. The 
sort of th ing that has to be done is to recognize that a powerplant 
has two energy outputs. One is electricity and the other is low-tem-
perature heat which is ord inar i ly wasted and released into the envi-
ronment. Now a home has two energy inputs. For one of these i t 
needs electricity to run the motors and for the other i t needs low-
temperature heat for hot water and space heating. 

Wel l , when you have an all-electric home, which is what is of ten 
fostered now, you've got the home plugged into the wrong outlet i n 
the power company. This means that we have to design powerplants 
i n such a way that the waste heat can be piped around as i t is inci-
dental! v i n Moscow and in downtown New York . B u t w i t h a nuclear 
powTerplant you can't possibly do i t because you can't keep the p lant 
near people's homes. I t ' s that k ind of th ing that w i l l give us a b ig 
conservation. 

Senator PACKWOOD. Le t me ask you a specific question. I n the 
table on the last page of your statement. "Capi ta l Product iv i ty of A l -
ternative Energy Sources," you've got Btu's per year per dollar. Where 
does solar fit into that ? I t 's not on the chart. 

M r . C O M M O N E R . I t ' s very hard to come up w i t h the figure on that 
because the capital cost of solar equipment is changing so rapid ly . 
One way I could put i t to you is th is : I n a ci ty l ike St. Louis i f 
solar heat is used for hot water, bu i ld ing a device at the present con-
struction cost and the present cost of capital, borrowing a l l the 
money and paying interest—a device to take care of ha l f of your hot 
water requirements today i n St. Louis, would save 10 percent on 
your hot water b i l l . I n other words, i t 's i n the bal l park of compet-
ing w i t h capital costs of let's say electric power. However, solar 
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collectors are being handmade now and I th ink the cost can come 
way down i f there was any sort of mass production. 

Senator PACKWOOD. O f course, the same argument might be true 
fo r some of the other, at this moment, more esoteric sources that 
are very h igh because they're not mass made. 

M r . COMMONER. I disagree w i t h you because this is the same 
point. Let me put i t this way. A solar collector is a metal box w i t h a 
glass l i d and a pipe running through i t to collect heat. I can't conceive 
of any surprises that anybody is going to run into about hazards 
that were unforeseen i n a metal box wTith a glass l id. I don't th ink 
there's going to be a problem of unexpected carcinogenicity or 
radioactivi ty. I t ' s a very simple device. 

Senator PACKWOOD. Except I ' m o ld enough to remember 2 5 years 
ago when clean, safe atomic power wras going to be the salvation of 
the future and everybody believed i t . A l l the eastern scientists and 
environmentalists looked at i t as preferable to dams. 

Mr . COMMONER. Not everybody. There were an awfu l lot of us 
who didn' t believe i n i t at a l l because i t wasn't true. That was just 
A E C propaganda. Sure, i t looks clean, but you can't see radioactiv-
i ty . That's the trouble. A n d you see, these new, very large-scale, 
intense technologies always raise problems. Another th ing about the 
solar th ing is that you can have small-scale operations. There is no 
economic advantage of scale i n any solar device because i t costs you 
exactly as much to add on as to what you have already done. That 
immediately puts that k ind of device in a completely different eco-
nomic situation. 

Another th ing about solar energy is that instead of d r i v ing infla-
t ion—which any one of these other things w r i l l do—it's a hedge 
against inf lat ion because what you do is invest money now in some-
th ing that w i l l avoid expenditures on rapid ly escalating fuel prices 
later. 

Senator PACKWOOD. Let me ask you a th i rd question, and i t comes 
in your statement where you're ta lk ing about this being essential to 
national security. I f we're going to sell i t on that basis we ought to sell 
i t on that basis. I th ink the administration is t r y ing very hard. Cer-
ta in ly the Vice President and Mr . Zarb talked about i t , and I ' m inclined 
to agree that it 's important, but what I ' m intr igued w i th is your state-
ment. " I t seems to me that anyone proposing such drastic action to 
eliminate this dependence by 1085 is obliged to explain exactly why 
this course of action, in preference to alternative ones which are less 
based on belligerence, has now become essential." 

Wel l , the Arabs, by and large, precipitated the boycott because 
they didn' t l ike our support of Israel. Wha t should we have done? 
I t ' s been our policy toward Israel i n order t o — I don't th ink it 's a 
belligerent one—avoid the boycott ? 

Mr . COMMONER. Wel l , I assume that Mr . Rockefeller was not talk-
ing about the Arabs but about the Russian Navy and I assume that's 
real ly what's behind i t . I really don't believe that the security of the 
Uni ted States is threatened by Saudi Arabia. Mr . Rockefeller said 
that there's been a lot of propaganda about the Russian Navy, that 
i t might interdict, as he said, the transport of oil. 
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Wel l , I ' d l ike to hear that talked about because i n my understand-
ing of the danger of war w i t h the Soviet Un ion is that i t would be a 
nuclear war. I t would be over i n a matter of hours and the question 
of shipping o i l 

Senator PACKWOOD. Wel l , wai t a minute. H i s statement about the 
Soviet Navy was just an aside. To come back to the Midd le East, 
what could we have done? H o w are we going to assure ourselves i f 
we depend upon overseas power of an adequate source of power 
wi thout i t being cut off by somebody whether or not we're bell iger-
ent? I don't th ink we were belligerent i n the Midd le East. I t was 
just Saudi Arabia. Bu t i f 5 years down the road there erupts 
another war in the Middle East and we say to Israel, we w i l l sup-
por t you, and the Midd le East cuts us off of oi l , we're going to be i n 
serious diff iculty i n this country. 

M r . COMMONER. Wel l , I th ink what I really meant by that state-
ment is that the Un i ted States has been belligerent fo r the last 20 
years. You know, w7hat was the figure? We're sell ing arms which 
represents about a t h i r d of our balance of trade. A n y country that 
builds and sells arms a l l over the wor ld can't be regarded as a pro-
ponent of peace. A n y country that has a record that we do i n Viet-
nam and, as wre now know, i n Chile, i n Guatamala, which threatens 
the Cubans—is, i n my opinion, belligerent. Now W a l t Rostow is 
going to say this belligerence is essential to maintain the security o f 
the planet and so on, but looked at let's say f r om Mars, you look 
down and ask who's been making war, bu i ld ing war machines—we 
are one of those countries. I th ink that i t would be a lot better i f we 
found more peaceful wTays to relate to the rest of the wrorld, but 
that's a matter of pol i t ical philosophy which we can debate some 
other time. 

I do th ink that the national security aspect of this issue has got to 
be discussed openly. Wha t are wre ta lk ing about? A naval blockade 
by the Soviet Un ion w i t h missiles a l l over the place? I t ' s a very 
unrealistic k i nd of discussion and I th ink what the people of this 
country wrant is openness r igh t now rather than inferences that we 
have got to pour money into b ig energy corporations in order to 
save the country f rom the Russians. 

Senator PACKWOOD. I t looks l ike M r . Rostow wants to comment. 
I ' m not sure. Bu t I hate to th ink wThat the situation would be fo r 
Israel i f we didn' t supply the arms. 

M r . COMMONER. Sure. I ' m not really an expert on that. I ' m not 
par t icu lar ly interested i n debating that issue r igh t now. B u t I do 
th ink that any b i l l that presumes to deal w i t h nat ional security i n 
such a fundamental way really has to be based on a discussion of 
national security instead of just making assumptions. 

Senator PACKWOOD. M r . Rostow, let me ask you, because I just 
came off of 4 wreeks of hearings i n the Finance Committee on tax 
reform and every industry that has been there has talked about we 
need capital and wTe're capital short and the power industry was 
there also. As another avenue, should we grant them addit ional tax 
incentives for investment in mass transportation, pol lut ion control, 
and powrer generation ? 
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Mr . ROSTOW. I believe as the paper I fi led w i th your committee 
suggests, sir, that what we require now is the use of indirect and 
occasionally direct methods, not to raise the level of investment i n 
general, but to raise i t i n specific areas. I have not worked through 
the details of the capital requirements by sectors sufficiently to give 
you advice w i t h the refinement your responsibilities jus t i fy . Bu t i n 
terms of the broad analysis that I have just completed of where Ave 
stand i n the sweep of history I would underline again the areas I 
th ink are important , where the use of the indirect and, i f necessary, 
at the margin, the direct powers of the Government are justif ied to 
increase investment. 

F i rs t , energy. Second, energy conservation I share w i t h my col-
league of this morning, D r . Commoner, the view that i f you can 
invest economically—as a practical matter—in energy conservation 
it 's better than investing in energy because of the positive environ-
mental effects. I t ' s worth a lot of creativity, including explor ing the 
practical implications of the second law of thermodynamics. Th i rd , 
i n agriculture. I ' m much impressed by a serious, but not alarmist, 
report f rom the Nat ional Academy of Sciences on Agr icu l tu ra l Pro-
duction Efficiency. I t suggests that certain of the technologies which 
have helped us i n the remarkable surge of the last quarter-century 
i n agr icul tural production are now yielding, as is normal, diminish-
ing returns. Therefore, we need greatly to increase our investment as 
a nation in agr icul tural R. & D. We ought to be f inding new tech-
nologies for food production, notably in the area that spinsoff f rom 
the breakthroughs i n biology at the basic scientific level. The authors 
of that report are also troubled because, when the Government took 
off acreage controls, a good deal of our land we assumed to be part 
of the productive reserve turned out to be submarginal, even w i t h 
prices high. I can't th ink of anything more important fo r onr nation 
as we look ahead, or for the world, than to nurture our agr icul tural 
base by enlarged investment i n R. & D. and in preserving our land. 

Then, I believe we ought to be doing what we can i n mass trans-
port. I t would be good i f we could separate, at reasonable cost, the 
use of the automobile for recreational purposes f rom commuting. 

As we bu i ld new houses, we ought to be insulat ing them and pro-
v id ing incentives for insulation. I don't know why private enterprise 
won't pick i t up, but i f i t won't, I ' d l ike to see some Government 
encouragement for the diffusion of solar heating, and, i f the technol-
ogy improves enough, as some suggest i t w i l l , fo r house cooling. 
I le re we must solve the front-end financing problem. I don't know 
why Detro i t hasn't gone into this business. I t ' s a great expert on 
front-end financing. Most of us buy our cars through front-end 
financing devices. Perhaps the margin of capacity and employment 
by which the automobile industry w i l l be diminished by higher gas 
prices could be taken up by mass production and diffusion of solar 
energy. I quite agree w i t h D r . Commoner that solar energy is 
impor tant ; although, as near as I know, at the moment the technol-
ogy of solar energy is rather l imi ted as to its practical possibilities. 
Then there's cleaning the air and water, and R. & D. over a wide 
front. 
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That 's quite a l ist. Some of my fr iends now argue that we should 
change our th ink ing about unemployment. They argue that the 
structure of the work ing force has changed. We've got more women, 
more young people. Seven percent unemployment doesn't mean what 
i t meant. Bu t , as I look at the group of tasks that we as a society 
ought to undertake, I th ink we need everybody we've got. There's no 
excuse for not gett ing unemployment down to, say, 4 percent. B u t i t 
w i l l require a way of inducing higher levels of investment i n those 
directions: i f possible, indirect ly through taxes and through guaran-
tee devices such as those the Energy Independence Au tho r i t y would 
command. We need public-private collaboration to induce investment 
in the r igh t directions. 

Thus, my major difference w i t h my old fr iends who are advising a 
good deal of the Democratic Par ty is that I do not believe we w r i l l 
get back to f u l l employment merely by a fur ther gross unbalancing 
of the Federal budget. I dif fer w i t h my respected colleagues on the 
r igh t who say let's just have a generalized investment tax credit. I 
don't th ink that's a correct view. We don't want to stimulate a l l 
forms of investment. There are some sectors we want to stimulate 
and others we don't want to stimulate. Wha t we've got to do is to 
decide the directions of investment our economy and the wor ld econ-
omy need to be brought back into balance. We should be clear that 
this price convulsion which started i n 1972 had a long history. I t 
was bu i ld ing up i n the 1960's. I f you look at the decl ining propor-
t ion of wor ld food reserves to consumption, or the U.S. proport ion 
of o i l and gas reserves to consumption, you can see how deeply out 
of balance we have become. A n d I t h ink we're going to have raw 
material problems i f the wor ld resumes h igh and steady growth 
rates. We're going to have to invest purposeful ly on the supply side. 
A l l I can give you is a rough suggested l ist, as an economist and 
historian. I am confident, however, that we should use the great 
power that wTe have through taxat ion and other indirect devices to 
induce people to do things that are r igh t i n terms of the nat ional pur-
pose, whi le min imiz ing direct governmental bureaucratic involvement. 

S e n a t o r PACKWOOD. 'Thank y o u . 
The CHAIRMAN. F i rs t , I want to agree wholeheartedly w i t h Sena-

tor Packwood and w i th the remarks of D r . Commoner on the poten-
t ia l i t y fo r saving in conservation. I t ' s r idiculous to say the best we 
can do is to reduce the rate of increase by 5 percent i n the next 10 
years. I th ink they have said something l ike Sy2 percent to 2y2 per-
cent increase, something l ike that. There's so manv arguments on 
that. 

No. 1, we use five times as much per capita as the Japanese. We 
al l know how shamefully extravagant we are i n our automobile 
travel, both the miles per gal lon we get i n our cars and the number 
of people who travel per car. There are just many, many ways i n 
which we can save energy. We won't do i t by ta lk ing about i t . We 
have to have a method. The clearest method and maybe the cruelest 
method is to let the price go up. We'd get conservation overnight i f 
the price went to $1 a gallon probably. 

There are other ways to do i t , but I th ink we are going to unfor-
tunately, pa in fu l ly , especially those of us who have to look to an 
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electorate to be elected or reelected or hope to—are going to have to 
probably come to a higher price per gallon and higher price of 
gasoline. 

D r . Rostow, I ' d l ike to ask you, because this national defense issue 
has been discussed and I th ink I agree wholeheartedly w i t h D r . 
Commoner on that, but I ' d l ike to have you disabuse me i f you 
could. 

I d idn' t have a chance, because our t ime was finite, to challenge 
Mr . Rockefeller on his national defense assumption. Somehow, once 
you say national defense and wrap yourself i n a flag it 's a Pav-
lovian response, okay, we're fo r i t . We're al l patr iot ic. We want to 
go that way. We al l want a strong defense. 

Bu t i t would seem to me we have to have a breakdown. How much 
oi l do we need for our A i r Force, our A r m y , our Navy? Then how 
much do we need fo r the very essential economic support i n our 
country, our agriculture, the energy that we need to produce other 
essential goods ? 

When you ta lk about national defense you envision some k ind of a 
war situation. Wha t k ind of a war situation is realistic? A n all-out 
war now, of course, would be over probably i n a few hours, i f not a 
few minutes. I f we have a war of a more l imi ted nature, what k ind 
of energy does that call for? I f we're simply ta lk ing about remain-
ing strong so we can deter a war, then what do we have to have ? 

A l l we got f rom the main proponents of the b i l l this morning was 
that this was essential to national defense. No documentation, no 
spell ing out of what the assumptions are, no indications of how 
much more wTe needed and how this would affect national defense i f 
we can go ahead w i t h this proposal. So you favor the proposal. 
You're one of the outstanding experts in the country on national 
defense and so i f you could give us your justif ication on that 

Mr . ROSTOW. That's a good and fa i r question. I th ink we face a 
spectrum of potential threats. Let's take the least l ikely but the most 
serious threat ; that is, the use of the naval power of the Soviet 
Un ion to interdict the flow of energy supplies f rom abroad to the 
Uni ted States. 

I don't believe that our pol i t ical authorities are so i r rat ional that 
we shall become vulnerable to a f irst nuclear strike. I th ink the 
wisdom of the Congress and the executive branch are going to be suf-
ficient to continue to make Soviet in i t ia t ion of nuclear war irrat ional. 

Bu t the fact is that since the nuclear age we have had a good 
many occasions of danger, a l l of which involved conventional arms. 
We had the Ber l in blockade and the Cuban missile crisis. We also 
had two cutoffs of Mideast oi l , one i n 1956-57 period and then 
again more recently. 

I do not believe the direct use of the Soviet Navy to cut our lines 
of supply is a very h igh r isk because i t would be a very dangerous 
act. On the other hand, looking statistically at what's happened in 
this turbulent wor ld since the Second W o r l d War , I th ink i t would 
be most unwise for us to put ourselves in the 

The C H A I R M A N . Wou ldn ' t having a reserve of energy, of oi l , help ? 
Mr . ROSTOW. I t h ink that's r ight . Bu t I ' d also say we need a 

reserve naval posit ion and an energy position that would make such 
action i r rat ional , so they won't be tempted. 
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The C H A I R M A N . That 's the answer to that k i nd of catastrophe. 
M r . ROSTOW. Wel l , I t h i nk not to a naval blockade. A naval block-

ade requires a navy to respond. 
The C H A I R M A N . Wel l , of course. 
M r . ROSTOW. I was delighted to see that the energy b i l l of 1 9 7 5 

gave us some oi l reserves. B u t there's a second element which I t h ink 
the Vice President referred to and which I would rate high. I t is, 
perhaps, the most important consideration. I f I understand the sta-
tistics, we are now up to about 41 percent dependence on imported 
oi l . The proport ion is r is ing; and i t probably w i l l rise fu r ther this 
year because of the revival of our economy. We hold i n the wor ld a 
part icular k ind of responsibility to our allies mainly or par t l y 
because of our own policy. We have discouraged Japan and other 
allies f rom developing independent nuclear weapons capabilities. We 
are the only power that can deter the Soviet Un ion and the only 
power that has the freedom of action to act credibly at a t ime of 
intense crisis; as i n the case of Ber l in , the Mideast, or Cuba. Wha t 
I ' m a f ra id o f , rather more than of a direct m i l i t a ry confrontation, is 
the loss of our bargaining power and our credibi l i ty—both to our 
allies and w i t h our potential adversaries—as they see us move up to 
41, 42, 50, or whatever our energy dependence becomes. W i t h that 
r is ing degree of dependence, they may wel l feel that wTe are so 
dependent that wTe are incapable of acting decisively i n a crisis not 
of war but of diplomacy l ike the Ber l i n crisis, l ike the Cuban mis-
sile crisis, l ike the Midd le East war of 1967. 

The C H A I R M A N . Bu t why is the reserve not the answer to that 
part icular problem rather than a $100 b i l l ion development program ? 

M r . ROSTOW. I t h ink the diplomats of the wor ld are not going to 
calculate that's a sufficient answer. They w i l l wor ry about the w i l l 
and capacity to lead of a nation that would put i tself in to that 
degree of dependence when i t obviously commanded the resources to 
prevent such dependence. I th ink they w i l l regard us as being much 
more vulnerable i n a period of tension and diplomatic blackmail 
than i f we had, i n a meaningful sense, energy independence. We just 
don't look l ike serious people. 

B u t that's not the only reason I feel this is important. I f you look 
at our situation f rom the point of view of OPEC, we look l ike a 
giant that can't pu l l up his pants. They know very wrell what our 
energy potential is. They know that we have let ourselves go into 
fur ther dependence. They know that we are g iv ing them increased 
leverage over price every day that goes by that we don't get on w i t h 
the job. The fact is that there's a lot of thought i n O P E C that there 
ought to be a stable deal between the O E C D wor ld and themselves. 
B u t I don't th ink that under present prospects fo r U.S. o i l depend-
ence we have a chance of negotiat ing i n the Paris committee a wise 
agreement on behalf of ourselves, O P E C and the developing wTorld. 
We should remember that the worst sufferer f r om this h igh price is 
not the Uni ted States, Western Europe, and Japan. I t ' s the poorest 
people i n the wor ld whose chances to get fert i l izers and essential 
imports are greatly reduced by the h igh o i l price. Therefore, I 
believe that our own security, the strategic stabi l i ty of wrorld, and 
the balance of the wor ld economy wrould be greatly enhanced i f we 
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could get a firm long-term agreement w i t h OPEC. Bu t I don't th ink 
we have a chance i f wre go along w i t h the energy policy we have, 
w i t h no serious effort made to achieve a h igh degree of energy 
independence. 

The CHAIRMAN. Le t me ask you, D r . Commoner, you indicated 
this b i l l could raise the price. I can't buy that. You may be r ight , 
but i t seems to me that the b i l l would increase the supply. I t would 
develop and refine and improve techniques of production so the price 
would be lower than i t would be wi thout the b i l l . I t would b r ing on 
scene some energy resources we don't have now. Vice President 
Rockefeller said this morning, for example, that this might help us 
construct the Canadian gas pipeline we don't have at the present 
time. That would mean we would have more gas here, and on any 
basis we would have a greater supply of energy available i f we pass 
this b i l l than i f we don't pass the b i l l , i f they use i t . 

So how can you have a si tuat ion—in which you increase the 
supply and yet the price goes up. How does that work ? 

Mr . C O M M O N E R . Wel l , the main point I t r ied to make in my pres-
entation is that the b i l l would specifically produce the energy by 
using the least efficient techniques for converting capital into energy. 
Therefore, this w i l l be expensive. 

The C H A I R M A N . Not necessarily. How about the pipeline? W h y 
would that be ? 

Mr . C O M M O N E R . I don't have the figures on the pipeline but the 
main th ing we're ta lk ing about is shale oil, coal conversion, nuclear 
power. 

The C H A I R M A N . Wel l , they are also ta lk ing about delivery. They 
are ta lk ing about the fact you've got natural gas i n remote areas of 
the wor ld and i f you can deliver that here you can obviously 

Mr . C O M M O N E R . I ' m sure that you could get relatively cheap sup-
plies that way, but take shale o i l or synthetic oil. The latest figures 
are upward of $25 a barrel, r igh t now, without their having run into 
the snags that I assure you they are going to run into as they go 
along, and then the price w i l l go up and up. I n other words, the b i l l 
points toward investing in those aspects of the energy which inevita-
bly, f rom our experience, f rom what we know about the way things 
work, w i l l eat up more and more capital. They w i l l therefore require 
higher and higher profits i n order to maintain a decent rate of 
return. I t ' s simply headed in the wrong direction. 

As I say, the Admin is t ra t ion recognizes that because i t has said 
that i t wants to keep the price of oi l up so that pr ivate industry w i l l 
be w i l l i ng to invest i n this expensive k ind of energy. I th ink the b i l l 
represents a crossroads. I f we go in that direction we are going to 
intensify the present escalation of the price of energy. The only 
solution is to tu rn i n the direction which represents a hedge against 
h igh prices of fuel because you don't use any fuel—conservation and 
solar energy. 

The C H A I R M A N . N O W let me ask Mr . Rostow, I th ink that D r . 
Commoner has made an extremely strong case here and I th ink it 's a 
case that would stand up unless you can show us how to answer i t . 
I n your paper you make a strong case for investment in research 
and development to supplant o i l and gas as a pr imary energy source. 
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This b i l l wouldn' t do that. A l l this b i l l would do is take exist ing 
technologies and br ing them on scene a l i t t le faster. I n doing so i t 
would channel funds away f rom research and development i n new 
technology. We wTould have less aggressive pursuit of solar energy, 
fo r example, which is clean and inexhaustible and, as D r . Commoner 
has said so convincingly, i t offers such an attractive answer for us. 

Now how, then, would you jus t i f y the E I A proposal i n view of 
the fact that i t would seem to reduce, rather than increase, the k i nd 
of research which is most promising that we need ? 

Mr . ROSTOW. F i rs t , I don't see wThy i t should reduce the amount of 
R & D devoted by the Uni ted States and the other countries to the 
two pr ime candidates fo r supplant ing exist ing forms of energy when 
hydrocarbons run down. Thos candidates are: Solar energy w i t h 
some new technology we do not now know which would efficiently 
concentrate this abundant but diffuse resource; and fusion power as 
a basic f o rm of energy fo r industr ia l civi l ization. I f our experts are 
anywhere near correct, we shall need one or both down the l ine and 
not so fa r down the line. No dol lar should be spared work ing on 
those two and perhaps other candidates; because, unless a l l our 
experts are wrong, we are going to need them in about 30 years. I 
can't th ink of higher p r io r i t y investment in our industr ia l society. 
B u t I don't believe the order of magnitude involved i n R&D—the 
maximum absorptive capacity of serious R & D institutions—is of an 
order of magnitude that would i n any way interfere w i th the exer-
cise that we are ta lk ing about, which is designed to preserve our 
posit ion f rom now un t i l the t ime such new technologies become 
efficiently available. 

Now, the second point 
The C H A I R M A N . Wel l , let me say this is a tremendous increase i n 

b r ing ing these new technologies on. I t h ink that we were really fed 
a fast one when i t was compared to the tota l investment i n the 
entire energy industry and said that's $600 to $800 b i l l ion and there-
fore $100 b i l l ion isn't very much, but $100 b i l l ion i n this part icular 
area is an enormous increase. I t seems to me i t would absorb al l 
kinds of l imi ted h igh ly ski l led experts who otherwise might be 
work ing i n this area fo r one th ing, and also would necessarily, 
whether you put i t i n the budget or not—it 's got to go i n the 
budget, I ' m convinced of tha t—i t would mean that we would 
emphasize that aspect of energy rather than the research which is 
more promising. 

M r . ROSTOW. Y O U know very wel l—having worked on energy as 
hard as you have—that we have 2 major historic problems. One, to 
get through f rom here un t i l we get a breakthrough which does not 
now exist i n either solar energy or i n fusion power; and, two, to 
create that new energy source which is perhaps the biggest challenge 
industr ia l c iv i l izat ion has faced since the beginning 200 years ago. 

The b i l l we are ta lk ing about is addressed p r imar i l y to the f irst of 
those tasks: Gett ing f rom here to there; g iv ing us some cushion i n 
time. We do have coal and we do have shale. A n d we may even have 
to use them for a longer period than 30 years, i n case fusion power 
and a new technology fo r solar energy don't come through. 
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B u t there's another point. I have long believed i n and would 
advocate and support maximum rat ional expenditures wTe could get 
under this author i ty or f rom other public funds to increase the rate 
of savings i n enegy. As an economist and a historian, I know some-
th ing about how technology is produced and diffused. D r . Com-
moner said, quite properly, that electric heating of houses may now 
be wasteful at existing energy prices. Bu t i f you're going to recon-
vert a l l the electrically heated houses in the Uni ted States prompt ly 
on to warm water f rom electric powder plants, you're i n for one tre-
mendous capital b i l l , a b i l l which he didn' t present to us. I t may be 
rat ional but it 's going to take t ime; and i t w i l l be mighty expensive. 
Yes, there may be potentialit ies in the second law of thermodynamics. 

The C H A I R M A N . Aren ' t you a lot less l ikely to convert i f at the 
same t ime you're absorbing such a colossal amount of your energy 
dollar into these established technologies that are less efficient ? 

Mr . ROSTOW. I ' d l ike to see these ideas about energy savings and 
economy translated into a relatistic program, w i th costs and benefits 
measured. The b i l l before us is so wr i t ten that i t permits the Energy 
Independence Au tho r i t y to invest i n energy conservation. I f we 
could get aw7ay f rom rhetoric and the waving of scientific slogans 
and get down to some practical energy-saving methods, I w7ould be 
pleased to see the role of energy conservation raised i n this bi l l . Bu t 
what we have, M r . Chairman, is th is : opposition to this b i l l based 
on vague ta lk about solar energy and energy conservation. The net 
effect of al l this ta lk and the postponement of action has not been 
greater use of solar energy or greater energy conservation. Fo r 2 
years the net effect has been simply to put us every day into greater 
dependence on OPEC. That is the operational consequence of put-
t ing things off and project ing dreams into the sky of howT solar 
energy is going to solve al l our problems. The fact is : We don't 
have the solar energy technology to meet most of our basic energy 
requirements efficiently. I wish we did. I t can do some things for us 
now. Those things should be done. B u t i f we exaggerate, we are 
simply pu t t ing ourselves deeper into hock every day. 

The C H A I R M A N . Le t me ask Dr . Commoner to answer that. 
M r . C O M M O N E R . I have really got to speak emphatically on this 

solar energy issue. I t is a fact that today, w i th existing technologies 
we could bui ld, solar collectors to take care of at least ha l f of the 
residential requirements fo r space heat and hot water at a cost of 
about $200 bi l l ion, which would be recoverable i n the amount of 
energy saved over a period of about 10 years. 

M r . ROSTOW. I agree; but D r . Commoner said residential heating, 
which is fine, but 

Mr . C O M M O N E R . Residential and commercial as well. There is noth-
ing that is as wel l suited to solar energy as the flat roof of the 
modern shopping center. I t ' s just perfect. I t ' s made for that. This 
idea originated w i t h one of the officers of the Nat ional Science 
Foundation, D r . Joel Snow. Probably the most practical way, i f you 
insist on closing the gap between domestic demand and supply—the 
most practical wTay to do i t is to set up a program of let's say $200 
to $300 b i l l ion spent over a 10-year program on loans which would 
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be paid back i n energy savings; that plus about a 5-percent saving 
due to insulation would close the gap. I n other words, i f you really 
want to do i t , that is the most practical way. The technology is 
simple. I t can be done on a widely dispersed geographic scale and 
the collectors could be bu i l t i n anyth ing f rom an idle auto p lant to a 
small garage-sized factory. 

The C H A I R M A N . H O W much of that can be done i n the private 
sector ? Wou ld i t be al l public sector ? 

M r . C O M M O N E R . Every last b i t of i t . 
The C H A I R M A N . Every last b i t of i t would be what ? 
M r . C O M M O N E R . Could be done i n the private sector except I ' m 

sure there w i l l have to be Government-sponsored loans, not to the 
corporations but 

The C H A I R M A N . H O W b ig do the Government-sponsored loans have 
to be ? You said $200 b i l l ion was the to ta l cost ? H o w much of that 
would have to come f rom the Government ? 

M r . C O M M O N E R . Wel l , I th ink that you'd have to compute the sort 
of progressive savings i n fuel and I imagine i t could be handled l ike 
a mortgage i n which the savings i n fuel would be used to pay back 
the in i t i a l costs. I ' m no expert i n financing this sort of t h ing but I 
would guess that i f you took the $100 b i l l ion and used i t as a rotat-
i ng mortgage fund you could get most of this th ing done. 

The C H A I R M A N . You've got a tough economic-social problem inas-
much as nobody r igh t now w i l l make a k i l l i ng out o f i t . You don't 
help the oi l companies. I t would hur t them. I t won't help the u t i l i t y 
companies. I t w i l l hur t them. So you don't have any vested group 
that's going to come to Congress and get i t moving. 

M r . C O M M O N E R . Except the people i n the country. 
The C H A I R M A N . You're absolutely r ight . 
M r . C O M M O N E R . Everybody asks me wThy aren't we developing 

solar energy and you've got the answer there. Solar energy has no 
advantage to b ig business, no advantage at a l l because you can do 
just as wel l by bui ld ing the k ind of t h ing I have on my f a rm wThich 
is an 8- by 2-foot box to provide hot water. I t ' s just as cheap rela-
t ive to the amount of energy produced, to do that as i t is to bu i ld a 
huge intal lat ion out i n the desert. I t h ink what we have to face is, as 
you put i t , a very serious, essential question: A re we going to handle 
the energy question w i th the self-interest of the people of this coun-
t r y i n mind or are we going to assume that there's no way to do i t 
other than pour ing money into the energy corporations that are 
asking fo r i t ? I th ink that is what has held up the resolution energy 
question. I th ink that there hasn't been an honest look at what the 
real needs are, what the real opportunit ies are. Fo r example, there 
are exist ing techniques of producing electricity f rom solar energy. 
A l l you do is put a boiler on a towTer and surround i t by mirrors. 
I t ' s simply a question of how to bu i ld the mirrows that are cheap 
enough and finding good ways to keep them clean. That 's real ly the 
major problem in producing electricity f rom solar energy at this 
moment, w i t h existing technology. 

Now there's a word that is appropriate here—mystification. I 
th ink the solar energy situation i n this country is tota l ly mystified. 
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There's been a cloud put over i t so that people fa i l to realize the 
enormous potential there is i n solving exactly the k ind of problems 
that we have discussed here. I th ink that Wa l t Rostow's requirement 
for a practical program could be met today largely by using solar 
energy to provide low-quali ty heat for space heat and hot water. I 
th ink this would be the most practical way to begin to move in the 
direction that we w i l l have to take, which is to depend on the sun. 

The C H A I R M A N . Wel l , gentlemen, I want to thank both of you 
very, very much. You are two excellent witnesses. You have given us 
different viewpoints and an insight into the b i l l which is most valua-
ble. 

The committee w i l l stand i n recess un t i l 10 o'clock tomorrow 
morning. 

[Whereupon, at 12:45 p.m., the hearing was recessed.] 
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ENERGY INDEPENDENCE AUTHORITY ACT OF 1975 

TUESDAY, A P R I L 13, 1976 

U . S . S E N A T E , 
C O M M I T T E E ON B A N K I N G , H O U S I N G , AND U R B A N A F F A I R S , 

' W a s h i n g t o n , , D . C . 

T h e commi t tee me t at 10:05 a.m. i n r o o m 5302, D i r k s e n Senate 
Office B u i l d i n g , Senator W i l l i a m P r o x m i r e ( c h a i r m a n o f the com-
m i t t ee ) p res id i ng . 

P resen t : Senators P r o x m i r e , Stevenson, a n d G a r n . 
T h e CHAIRMAN. T h e commi t tee resumes i t s hea r i ngs on S. 2532, 

t h e b i l l p r o v i d i n g f o r t h e c rea t ion o f an E n e r g y Independence 
A u t h o r i t y . 

O u r f i r s t witnesses t h i s m o r n i n g are M r . M o n t e Canf ie ld , J r . , 
D i r e c t o r o f the Office o f Spec ia l P r o g r a m s f o r t he Genera l Accoun t -
i n g Office, to be accompan ied b y M r . J . D e x t e r Peach, D e p u t y D i rec -
t o r , a n d M r . J o h n Sprague , Associate D i r e c t o r . 

STATEMENT OF MONTE CANFIELD, JR., DIRECTOR, OFFICE OF 
SPECIAL PROGRAMS, GENERAL ACCOUNTING OFFICE; ACCOM-
PANIED BY JOHN SPRAGUE, ASSOCIATE DIRECTOR; RALPH 
CARLONE AND CHARLES ADAMS 

M r . CANFIELD. G o o d m o r n i n g , M r . C h a i r m a n . 
W e changed the l i n e u p a l i t t l e b i t . 
T h e C H A I R M A N . A l l r i g h t . 
Mi*. CANFIELD. I have M r . R a l p h Car lone , Ass i s tan t D i r e c t o r o f 

ou r Resources a n d E c o n o m i c Deve lopmen t D i v i s i o n i n charge o f 
opera t ions a t the E R D A a u d i t site. 

T h e C H A I R M A N . A l l r i g h t . 
M r . CANFIELD. O n m y r i g h t is M r . J o h n Sp rague , Associate D i rec -

t o r i n charge o f energy p r o g r a m s i n m y office, a n d on h is r i g h t , M r . 
Char les A d a m s o f m y staf f . 

T h e CHAIRMAN. A l l r i g h t . G o r i g h t ahead. T h e s ta tement w i l l be 
p r i n t e d i n f u l l i n the record. 

M r . CANFIELD. E n e r g y deve lopment is a s low process. L e g i s l a t i v e 
ac t ion w i l l occur years i n advance o f ac tua l impac ts . W h i l e we rec-
ognize t h a t l eg is la t i ve decisions w i l l be r e q u i r e d w i t h o u t f u l l i n f o r -
m a t i o n , i t is i m p o r t a n t t h a t the Congress a n d t he N a t i o n focus on 
some c r i t i c a l issues a n d t radeof fs t h a t can enhance the q u a l i t y o f the 
decisions to be made. 

F i r s t : T h e r e are no s imp le choices. E a c h techno logy has t o be 
we ighed aga ins t t he benefi ts a n d costs o f c o m p e t i n g opt ions . Those 
op t ions are n o t o n l y on the domest ic p r o d u c t i o n side. F o r example , 
w h i l e o f t e n over looked, conserva t ion is t r u l y one o f ou r least cost ly 
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supply options. Consideration of f inancing conservation improve-
ments as alternatives to, and complements to, large capital-intensive 
supply technologies is essential to rat ional decisionmaking. 

Second: A l though no consensus exists among financial experts, 
sufficient capital w i l l probably not be for thcoming to support the 
entire range of developing energy technologies. 

We can't do everything—we must choose. 
Fur ther , since i t is unl ikely that pr ivate industry w i l l be able to 

capture the benefits of many of the more expensive and r isky 
research and development options, some fo rm of Government financ-
ing w i l l probably be necessary to stimulate new energy technologies. 
Developing the criteria to choose among competing technologies and 
choosing the fund ing levels for each w i l l be diff icult, but equally 
essential. 

For each option, we should pursue the question: When could the 
technology be commercialized? 

Also, the energetics, or thermodynamic efficiencies, should be care-
fu l l y weighed. Such a weighing of the net energy output fo r each 
technology w i l l enable, us to make energy efficiency comparisons 
among competing technologies. 

Adverse environmental effects and social costs of development 
must be considered as par t of the tota l cost of any energy develop-
ment project. External influences, such as dependence on foreign oi l , 
must be considered in choosing among future options. 

Even once a decision is made to pursue a given option, we are not 
home free. Deciding among the most desirable methods for encour-
aging development, including various forms of Government owner-
ship, tax policy, import controls, loan guarantees, price supports, et 
cetera, al l depend upon the technology and the energy strategy and 
goals. 

I t is useful to recognize that there are three main types of legisla-
t ive proposals to f inancially assist the development of new energy 
technologies. Only by looking at a l l three areas comprehensively can 
a true picture of the total costs of energy development emerge. 

F i r s t : Wha t is termed " f ront -end" assistance is proposed. This 
amounts to subsidies to States and local governments i n regions 
which are largely rura l and unindustrial ized to help them plan fo r 
development and to provide the public facil i t ies necessary as a result 
of the development. 

Assistance could be in the fo rm of loans, loan guarantees, and 
planning grants, as proposed in S. 3007 [H .R . 11792], the "Federal 
Energy Development Impact Assistance Ac t of 1976." Legislat ion 
now under consideration to aid coastal states impacted by OCS oi l 
and gas development is another good example. 

Second: Since private investors are reluctant to bu i ld and operate 
new r isky commercial or near-commercial facil it ies, incentives in the 
fo rm of loan guarantees, interest subsidies and tax writeoffs are pro-
posed. S. 2532 and H.R. 10267, the "Energy Independence Au tho r i t y 
Act of 1975," includes many of these incentives. 

F ina l ly , even after commercial-sized plants are subsidized and 
operating, there is a potential that synthetic fuels w i l l be too h igh 
priced to compete w i t h alternatives such as domestic oi l and coal or 
o i l imports. Therefore, subsidies to producers in the fo rm of price 
supports or to users i n the fo rm of tax incentives or low-interest 
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loans have been proposed to enable higher cost technologies to com-
pete in the marketplace. 

The Energy Independence Author i t y Ac t includes author i ty fo r 
price supports. H .R. 10108, the "Permanent Tax Reduction Ac t of 
1975," provides tax incentives and H.R. 8524 would provide low-
interest loans to users instal l ing solar heating equipment. Legislative 
proposals, such as 973, also have been submitted, which would guar-
antee purchase of products. 

The point is that no one piece of proposed legislation covers i n 
any comprehensive way the entire range of f inancial support being 
considered. Wh i le legislation on energy development need not be 
comprehensive, i t should seem obvious that a balanced and consistent 
energy strategy can provide a useful framework w i th in which indi-
v idual proposals can be evaluated. Attachment No. 1 discusses a 
"sample" of pending legislation in this area. 

Rather than go through attachment 1, I understand you w i l l 
include i t for the record. 

The C H A I R M A N . Yes, we wi l l . 
M r . C A N F I E L D . The administration's most comprehensive energy 

development proposal would establish an Energy Independence 
Au thor i t y ( E I A ) . The b i l l , S. 2532, would encourage the develop-
ment and commercial operation of domestic energy sources and to a 
lesser extent encourage energy conservation. A tota l of $100 b i l l ion 
would be available to the E I A . The proposal would authorize direct 
investment in energy technologies, loans, loan guarantees, and price 
guarantees. 

Our detailed comments on this legislation are in attachment I I to 
this statement, which I hope w i l l be made part of the record. I w i l l 
simply sketch some of the key points in our comments. 

Our central concern lies in the proposal's lack of balance. The b i l l 
exhibits a clear preference for init iat ives of the supply-increasing 
variety. According to one provision of the b i l l , the conservation 
projects eligible for fund ing appear to be those not i n widespread 
use. 

This would appear to preclude, for example, assistance to a u t i l i t y -
administered residential insulation project, since home insulation 
is already in "widespread domestic commercial use." 

No equivalent condit ion is attached to supply increasing options. 
The b i l l would hamper conservation efforts rather than simply 

fa i l to promote them. This is t rue because the b i l l would result pr i -
mar i ly i n the allocation, not creation of capital. 

The E I A ' s loan funds would, i n large part , be raised in the pr i -
vate capital market. I t s guarantees would make projects i t assists 
financially more attractive to pr ivate capital than conservation proj-
ects not backed by Federal guarantees. 

Thus, both its loans and its guarantees w i l l siphon private capital 
away f rom conservation projects which might have been able to 
obtain private f inancing in the absence of E I A operations. 

The choice of projects to receive financial assistance, and the form 
of assistance, ought to be based upon reasonable forecasts of the 
degree to which each project w i l l advance the goal of independence 
per dollar of assistance afforded i t . We believe the b i l l should con-
tain specific cr i ter ia fo r evaluating the relative merits of claims fo r 
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f inancial assistance whether the init iat ives are w i t h i n either the con-
servation or supply category. 

A n example of the k ind of approach we are suggesting is the 
method fo r evaluating conservation techniques developed by the 
Federal Energy Administrat ion. Stated broadly, this approach 
divides the dollar investment required to obtain increased energy 
efficiency in a part icular application by the barrel of o i l equivalent 
which wrould be saved. Thus, i t results i n a dol lar f igure per equiva-
lent barrel of o i l which represents the real value of the ini t iat ive. 

Us ing this technique, conservation init iat ives can be readi ly com-
pared w i th each other and w i t h supply-increasing options. We 
believe that many init iat ives i n the direction of conservation hold 
the promise of moving the country far ther down the road toward 
energy independence per dol lar spent than do most supply-increas-
ing options. 

Also, any cr i ter ia established by the legislation should recognize 
and prefer projects w i th energy gains which have a mul t ip l ie r effect 
i n a wider economic sector. For example, an energy savings in the 
manufacture of a part icular paper product which causes i t to 
become economically more attractive than some energy-intensive 
plastic w i l l mu l t ip ly the or ig inal saving i f there is substitution of 
the paper for the plastic over an entire sector of use. 

I n addit ion, the b i l l is underlaid by some assumptions regarding 
national policy wThich are by no means settled. I ts predilection 
toward nuclear power generation is the most obvious example. 
Another is seen in its will ingness to give the Government a large 
quasi-commercial interest i n energy supplies which would be i n com-
pet i t ion w i t h imported crude oil. 

Since the b i l l does noth ing to l im i t imports direct ly, the underly-
i ng assumption appears to be that wor ld crude prices"wi l l stay h igh 
enough to insure the prof i tabi l i ty of the E I A ' s investments i n alter-
native domestic supplies. Thus, the Government would have a finan-
cial interest in keeping wor ld crude prices art i f ic ia l ly h igh when, in 
the opinion of many, the interest of the Uni ted States would be best 
served by an opposite policy. 

A fur ther concern is that the b i l l would create a Government cor-
porat ion to undertake its stated purposes. Our office has consistently 
taken the position that the public interest is best served when con-
gressional control over activities is exercised through annual reviews 
and affirmative action on planned programs and financing require-
ments which attend the appropr iat ion processes. We believe that 
departures f rom this standard should be permit ted only on a clear 
showing that an act iv i ty cannot be successfully operated i n the 
public interest w i th in that framework. 

We note also that the Energy Research and Development Admin -
istrat ion is not mentioned i n the b i l l , although E R D A already has 
extensive responsibilities to plan, program and assist fund ing of 
demonstration energy projects and technologies. I n view of this 
potential dupl ication between E R D A and the proposed Energy 
Independence Author i t y , we believe that S. 2532 should specifically 
address its intended effects on E R D A . 

F ina l l y , we are generally concerned that the b i l l seems to treat a 
number of established, statutory policies as obstacles to be overrid-
den or avoided in pursuit of i ts goals. One provision would exclude 
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E I A f rom the definit ion of "agency" w i th in the meaning of the 
Administ rat ive Procedures Act , which, as one consequence, exempts 
i t entirely f rom the provisions of the Freedom of In fo rmat ion Act . 
Another provision would exempt E I A f rom al l federal laws relat ing 
to public contracts and public buildings and works. I n addit ion, the 
requirements for filing environmental impact statements pursuant to 
the National Environmental Policy Ac t are not clear. 

Du r ing the past year we have been extensively involved in the 
Government's role i n energy development and related methods of 
financing. Last October we completed an evaluation of the adminis-
tration's proposed Government assistance to private uranium enrich-
ment groups and a related proposal submitted to E E D A by a pr i -
vate organization—the Uran ium Enrichment Associates. Last month 
we commented on the administration's proposed synthetic fuel 
commercialization program. Copies of the f u l l reports are available 
for committee use. 

A l l existing uranium enrichment technologies in the Uni ted States 
are owned by E E D A . Since 1971 the executive branch has encour-
aged pr ivate industry development i n any expansion of uranium 
enrichment capacity. 

Du r i ng June 1975 the President proposed legislation which would 
authorize E E D A to provide various forms of Government assistance 
and assurances to pr ivate firms that wish to bui ld, own, and operate 
enrichment plants. I n part icular the President proposed that the 
next increment of capacity be privatized and turned over to private 
development w i t h major guarantees for the v iab i l i ty of the effort. 

Our analysis showed that a basic difference exists between a deci-
sion on prov id ing the next increment and fur ther increments of ura-
n ium enrichment capacity. The next increment of capacity w i l l be 
the last-of-kind using existing technology and, in our view, could 
best be bui l t by adding onto the existing Government enrichment 
plants. Add i t iona l future capacity w i l l use advanced technologies 
and, given the uncertainties, w i l l need Government assistance and 
assurances. 

Our March 1976 report discussed an administrat ion proposal to 
authorize E E D A to provide up to $6 b i l l ion i n loan guarantees for , 
among other things, commercial demonstration facil i t ies for the pro-
duction of synthetic fuels. To encourage industry to participate in 
synthetic fuels commercial demonstration programs, the administra-
t ion recommended Government incentives consisting of loan guaran-
tees, price supports, and construction grants. Because of t ime con-
straints we d id not evaluate the pros and cons of the various forms 
of Federal assistance considered by the administrat ion i n ar r iv ing at 
its recommendations. 

We d id note, however, that important policy and judgmental ques-
tions were involved in a r r i v ing at the recommendations. A different 
emphasis on certain considerations such as impact on the budget, 
degree to which an alternative preserves and enhances competition, 
abi l i ty to achieve program goals, and extent of Federal involvement 
in management of operations—could conceivably lead to a different 
choice of alternative forms of assistance. 

Our view is that the Congress should consider awai t ing fur ther 
studies which E E D A expects to complete in Ju ly 1976 before 
approving any legislation. 
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Fina l l y , M r . Chairman, G A O is undertaking fur ther work which 
w i l l deal w i t h alternative methods of financial support fo r synthetic 
fuels. I t w i l l address the tradeoffs involved in choosing among such 
alternatives and i n allocating l im i ted Federal dollars to synthetic 
fuel projects, as opposed to other competing energy projects. To the 
extent possible, we w i l l address some of the pros and cons of imple-
ment ing financial support programs on a piecemeal basis as opposed 
to a comprehensive umbrella approach. Here are some examples of 
tradeoffs which we believe should be considered. 

Questions should be raised regarding the desirabi l i ty of subsidiz-
i ng h igh cost synthetic fuel output when the price of domestic oi l is 
regulated at an average price, current ly $7.66 a barrel. A recent 
study prepared for the Federal Energy Admin is t ra t ion stated that 
an increase in crude oi l prices could increase recoverable reserves of 
crude o i l by bi l l ions of barrels by extending wel l l i fe and by ena-
b l ing increased use of secondary and ter t iary recovery operations. 

This indicates addit ional potential fo r o i l and gas recovery i f sec-
ondary and ter t iary operations and technological research were 
given Government support. A t the h igh price levels discussed for 
synthetic fuel production, such recovery techniques may be a more 
attractive option than, say, sj-nthetic fuel development. 

Another question which should be looked at is the question of 
incremental versus average pr ic ing of synthetics. Ro l l i ng in the 
price of synthetics could make them appear more cost competitive 
than they actually are. On the other hand, incremental pr ic ing 
requires payment of the t rue product cost and, therefore, has a d i f -
ferent impact on final consumption patterns. Incremental p r ic ing 
would also require synthetic fuels to compete w i t h other alternatives 
to imported oi l , such as energy conservation and solar energy, where 
rol led-in pr ic ing is impossible or l imited. 

Consideration should be also given to optional uses of the fuel 
produced by synthetic fuel plants. For example, the administrat ion 
is now considering where oil fo r the recently authorized strategic 
petroleum reserve is going to come f rom, how much i t w i l l cost, and 
whether, in fact, the oil can be obtained at all. The possibi l i ty could 
be considered of using the output f rom a synthetic fuels program— 
part icular ly i f costs and government involvement are extensive. 

As you can see, M r . Chairman, there are many serious matters 
requir ing closer examination. We hope our continuing study of these 
issues and tradeoffs can provide some useful insights. We hope to 
complete our study early th is summer, i n the same general t ime 
frame in which E R D A plans to complete its fo l low-up studies on 
synthetic fuels. 

Thank you, Mr . Chairman. We are available to answer questions 
for the committee. 

[The complete statement fo l lows: ] 

S T A T E M E N T OF M O N T E C A N F I F X D , J R . , D IRECTOR, O F F I C E OF S P E C I A L PROGRAMS ON 
D E V E L O P I N G A N D C O M M E R C I A L I Z I N G E N E R G Y T E C H N O L O G Y , G E N E R A L A C C O U N T I N G 
O F F I C E 

Mr . Chairman and Members of the Committee, we welcome the opportuni ty 
to be here today to consider w i t h you the di f f icul t problems of developing and 
commercial iz ing energy technology. I would l ike to lay out a perspective and 
then focus my comments on three th ings : 
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A n overview of the scope and var ie ty of bi l ls now before the Congress that 
would provide var ious combinations of Federal financial support for developing 
and commercial izing energy technologies. 

Our specific views on the b i l l under consideration by th is Committee to 
create a $100 b i l l ion Energy Independence Au thor i t y which would provide 
financial support fo r developing and commercial izing energy technologies. 

A br ief description of recent and ongoing GAO work bearing on the question 
of Federal financial assistance for developing and commercial izing energy 
technologies. 

PERSPECTIVE ON ENERGY DEVELOPMENT 

A large number of issues and choices face Congress i n dealing w i t h energy 
development. Energy development is a slow process. Legislat ive action w i l l 
occur years i n advance of actual impacts. Whi le we recognize that legislative 
decisions w i l l be required wi thout f u l l in format ion, i t is impor tant tha t the 
Congress and the Nat ion focus on some cr i t i ca l issues and trade-offs that can 
enhance the qual i ty of the decisions to be made. 

F i rs t , there are no simple choices. Each technology has to be weighed 
against the benefits and costs of competing options. Those options are not only 
on the domestic product ion side. For example, whi le of ten overlooked, conser-
vat ion is t ruely one of our least costly supply options. Consideration of financ-
ing conservation improvements as alternatives to, and complements to, large 
capital-intensive supply technologies is essential to ra t iona l decisionmaking. 

Second, although no consensus exists among financial experts, sufficient capi-
t a l w i l l probably not be for thcoming to support the ent i re range of developing 
energy technologies. We can't do everything—we must choose. Fur ther , since i t 
is unl ikely tha t pr ivate industry w i l l be able to capture the benefits of many 
of the more expensive and r isky research and development options, some fo rm 
of Government financing w i l l probably be necessary to st imulate new energy 
technologies. Developing the cr i ter ia to choose among competing technologies 
and choosing the fund ing levels fo r each w i l l be diff icult, but equally essential. 

For each option we should pursue the question: When could the technology 
ho commercialized? Also the energetics, or thermodynamic efficiencies, should 
he careful ly weighed. Such a weighing of the net energy output fo r each tech-
nology, w i l l enable us to make energy efficiency comparisons among competing 
technologies. Adverse environmental effects and social costs of development 
must he considered as pa r t of the to ta l cost of any energy development proj-
ect. Also, external influences, such as dependence on foreign oil, must be con-
sidered in choosing among fu ture options and short term security. 

Even once a decision is made to pursue a given option, we are not home 
free. Deciding among the most desirable methods for encouraging development, 
including various forms of Government ownership, tax policy, impor t controls, 
loan guarantees, price supports, etc. a l l depend upon the technology and the 
energy strategy and goals. 

ENERGY DEVELOPMENT L E G I S L A T I O N 

W i t h this perspective in mind, i t is useful to recognize tha t there are three 
main types of legislative proposals to financially assist the development of new 
energy technologies. Only by looking at a l l three areas comprehensively can a 
t rue picture of the to ta l costs of energy development emerge. 

F i rs t , what is termed " f ront-end" assistance is proposed. This amounts to 
subsidies to states and local governments i n regions which are largely r u ra l 
and unindustr ial ized to help them plan for development and to provide the 
public faci l i t ies necessary as a result of the development. Assistance could be 
in the fo rm of loans, loan guarantees, and planning grants, as proposed i n S. 
3007 (H.R. 11792; the "Federal Energy Development Impact Assistance Act of 
1976." Legislat ion now under consideration to aid coastal states impacted by 
OCS o i l and gas development is another good example. 

Second, since pr ivate investors are reluctant to bui ld and operate new r isky 
commercial or near-commercial faci l i t ies, incentives i n the fo rm of loan guar-
antees, interest subsidies and tax write-offs are proposed. S. 2532 (and H.R. 
10267), the "Energy Independence Author i t y Act of 1975" includes many of 
these incentives. 

F ina l ly , even a f ter commercial-sized plants are subsidized and operating, 
there is a potent ia l tha t synthetic fuels w i l l be too h igh pr iced to compete 
w i t h alternatives such as domestic oi l pnd coal or o i l imports. Therefore, sub-
sidies to producers in the fo rm of price supports or to users i n the fo rm of 
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tax incentives or low interest loans have been proposed to enable higher cost 
technologies to compete i n the market place. The Energy Independence Author -
i t y Ac t includes author i ty fo r price supports. H.R. 10108, the "Permanent Tax 
Reduct ion Act of 1975," provides tax incentives to users and H.R. 8524 wou ld 
provide low (interest loans to users insta l l ing solar heat ing equipment. 

Legislat ive proposals also have been submit ted wh ich wou ld guarantee pur-
chase of products. One (S. 973) would set up a board to purchase synthetic 
fuels and solar energy, and auct ion them off to the highest bidder. Some of 
these proposals cover more than one of the three financing categories dis-
cussed ; but none is t ru l y comprehensive. 

The, point is tha t no one piece of proposed legislat ion covers i n any compre-
hensive way the ent ire range of financial support being considered. Wh i l e leg-
is lat ion on energy development need not be comprehensive, i t should seem 
obvious tha t a balanced and consistent energy strategy can provide a usefu l 
f ramework w i t h i n which ind iv idua l proposals can be evaluated. 

ENERGY I N D E P E N D E N C E A U T H O R I T Y 

The Administ rat ion 's most comprehensive energy development proposal 
would establish an Energy Independence Au tho r i t y ( E I A ) . The bi l l , S. 2532, 
would encourage the development and commercial operation of domestic energy 
sources and to a lesser extent, encourage energy conservation. A to ta l of $100 
b i l l ion would be available to the E I A . The proposal would author ize di rect 
investment i n energy technologies, loans, loan guarantees and price guarantees. 

Our detai led comments on th is legislat ion are i n At tachment I I to th is state-
ment wh ich I hope w i l l be made par t of the record. I w i l l sketch some of the 
key points i n our comments. 

Our central concern lies i n the proposal's lack of balance. The b i l l exhibi ts a 
clear preference fo r in i t ia t ives of the supply-increasing var iety. According to 
one provision of the b i l l the conservation projects eligible fo r fund ing appear 
to be those not i n widespread use. This wou ld appear to preclude, fo r example, 
assistance to a ut i l i ty-administered residential insulat ion project, since home 
insulat ion is already i n "widespread domestic commercial use". No equivalent 
condit ion is attached to supply increasing projects. 

The b i l l would hamper conservation efforts ra ther than simply f a i l to pro-
mote them. This is t rue because the b i l l would result p r imar i l y i n the alloca-
t ion, not creation of capital. The E IA 's loan funds would, i n large par t , be 
raised i n the pr ivate capi ta l market. I t s guarantees would make projects i t 
assists financially more at t ract ive to pr ivate capi ta l than conservation proj -
ects not backed by Federal guarantees. Thus, both i ts loans and i ts guarantees 
w i l l siphone pr ivate capi ta l away f r om conservation projects wh ich might have 
been able to obtain pr ivate financing in the absense of E I A operations. 

The choice of projects to receive financial assistance, and the f o rm of assist-
ance, ought to be based upon reasonable forecasts of the degree to wh ich each 
project w i l l advance the goal of independence per dol lar of assistance accorded 
i t . We believe the b i l l should contain specific c r i te r ia for evaluat ing the rela-
t ive meri ts of claims fo r financial assistance wThether the in i t ia t ives are w i t h i n 
ei ther the conservation or supply category. A n example of the k i n d of 
approach we are suggesting is the method fo r evaluat ing conservation tech-
niques developed by the Office of Energy Conservation and Environment, Fed-
era l Energy Adminis t rat ion. Stated broadly, th is approach divides the do l lar 
investment required to obtain increased energy efficiency i n a par t icu lar appl i-
cat ion by the barre l of o i l equivalent wh ich wou ld be saved. Thus, i t results i n 
a dol lar figure per equivalent barre l of o i l wh ich represents the rea l value of 
the in i t ia t ive . Using th is technique, conservation in i t ia t ives can be readi ly com-
pared w i t h each other and w i t h supply-increasing options. 

We believe tha t many in i t ia t ives i n the direct ion of conservation hold the 
promise of moving the country fa r ther down the road toward energy independ-
ence per dol lar spent than do most supply increasing options. 

Also, any cr i te r ia established by the legislat ion should recognize and prefer 
projects w i t h energy gains which have a mul t ip l ie r effect i n a wider economic 
sector. For example, an energy savings i n the manufacture of a par t i cu la r 
paper product which causes i t to become economically more a t t rac t ive than 
some energy intensive plastic w i l l mu l t ip ly the or ig ina l saving i f there is sub-
s t i tu t ion of the paper fo r the plast ic over an ent i re sector of use. 

I n addit ion, the b i l l is under la id by some assumptions regarding na t iona l 
policy wh ich are by no means settled. I t s predi lect ion toward nuclear power 
generation is the most obvious example. Another is seen i n i t s wi l l ingness to 
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give the Government a large quasi-commercial interest i n energy supplies 
which would be i n competit ion w i t h imported crude oil. Since the b i l l does 
not ing to l i m i t imports direct ly, the under ly ing assumption appears to be that 
wor ld crude prices w i l l stay h igh enough to insure the prof i tab i l i ty of the 
E IA ' s investments i n a l ternat ive domestic supplies. Thus, the Government 
would have a financial interest i n keeping wor ld crude prices ar t i f ic ia l ly h igh 
when, i n the opinion of many, the interest of the Uni ted States would be best 
served by an opposite policy. 

A fu r ther concern is that the b i l l would create a Government corporation to 
undertake i ts stated purposes. Our Office has consistently taken the posit ion 
that the public interest is best served when congressional control over activi-
ties is exercised through annual reviews and aff i rmative action on planned pro-
grams and financing requirements which attend the appropr iat ion processes. 
We believe that departures f r om th is standard should be permit ted only on a 
clear showing tha t an act iv i ty cannot be successfully operated i n the public 
interest w i t h i n tha t f ramework. 

I n this regard, we note that the Energy Research and Development Adminis-
t ra t ion ( E R D A ) is not mentioned i n the bi l l , a l though E R D A already has 
extensive responsibil it ies to plan, program and assist fund ing of demonstration 
energy projects and technologies. I n v iew of th is potent ia l dupl icat ion between 
E R D A and the proposed Energy Independence Author i t y , we believe that S. 
2532 should specifically address i ts intended effects on ERDA. 

F ina l ly , we are generally concerned tha t the b i l l seems to t reat a number of 
established, statutory policies as obstacles to be overr idden or avoided i n pur-
suit of i ts goals. One provision would exclude E I A f rom the def ini t ion of 
"agency" w i t h i n the meaning of the Admin is t ra t ive Procedures Act which, as 
one consequence, exempts i t ent irely f r o m the provisions of the Freedom of 
In fo rmat ion Act. Another provision would exempt E I A f r om a l l Federal laws 
re lat ing to public contracts and public bui ldings and works. I n addit ion, the 
requirements fo r filing environmental impact statements pursuant to the 
Nat ional Envi ronmental Policy Act are not clear. 

RECENT GAO STUDIES 

I w i l l complete my testimony today by briefly describing recent and on-going 
GAO work. Dur ing the past year we have been extensively involved in the 
Government's role i n energy development and related methods of financing. 
Last October we completed an evaluation of the Administ rat ion 's proposed 
Government assistance to pr ivate uran ium enrichment groups and a related 
proposal submitted to E R D A by a pr ivate organization—the Uran ium Enrich-
ment Associates (RED-76-36, October 31, 1975). Last month, we commented 
on the Administ rat ion 's proposed synthetic fue l commercial ization program 
(RED-76-82, March 19, 1976). Copies of the f u l l reports are available for 
Committee use. 

U R A N I U M E N R I C H M E N T REPORT 

A l l exist ing uran ium enrichment technologies i n the Uni ted States are owned 
by ERDA. Sine 1971 the Executive Branch has encouraged pr ivate industry 
development i n any expansion of u ran ium enrichment capacity. Dur ing June 
1975, the President proposed legislat ion which would authorize E R D A to pro-
vide various forms of Government assistance and assurances to pr ivate firms 
that wish to build, own, and operate enrichment plants. 

E R D A and pr ivate firms have determined tha t some fo rm of Government 
assistance and assurances is needed i n view of several major uncertaint ies: 
The technology is classified, l icensing uncertaint ies exist, the processes had 
never before been used i n a commercial environment, and large capi ta l require-
ments and long payback periods are required. 

I n evaluat ing the issues tha t emerged f rom these uncertaint ies we consid-
ered the fo l lowing questions. Wha t are the advantages and disadvantages of 
having pr ivate indust ry involvement i n terms of cost, competit ion, and other 
factors? Should technology proven to be successful i n Government plants be 
used or should the development of other promising, but untr ied, technologies 
be expedited? Wha t type of competit ive environment would exist to create a 
reasonable pr ice w i t h pr ivate involvement? Wha t Government guarantees w i l l 
be needed to involve pr ivate enterprise and what w i l l be the related budgetary 
impact? 

Our analysis showed tha t a basic difference exists between a decision on 
provid ing the next increment and fu r the r increments of u ran ium enrichment 
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capacity. The next increment of capacity w i l l be the last-of-kind using ex is t ing 
technology and, i n our view, could best be bu i l t by adding onto the exist ing 
Government enrichment plants. Add i t iona l f u tu re capacity w i l l use advanced 
technologies and, given the uncertainties, w i l l need Government assistance and 
assurances. 

S Y N T H E T I C F U E L S REPORT 

Our March 1976 report discussed an Admin is t ra t ion proposal to authorize 
E R D A to provide up to $6 b i l l ion i n loan guarantees for , among other things, 
commercial demonstration fac i l i t ies fo r the product ion of synthetic fuels. To 
encourage industry to part ic ipate i n synthetic fuels commercial demonstrat ion 
programs the Admin is t ra t ion recommended Government incentives consisting of 
loan guarantees, price supports, and construction grants. 

Because of t ime constraints we d id not evaluate the pros and cons of the 
various forms of Federal assistance considered by the Admin is t ra t ion i n ar r iv -
ing at i ts recommendations. We d id note, however, tha t impor tan t policy and 
judgmental questions were involved i n a r r i v ing at the recommendations. A d i f -
ferent emphasis on certain considerations such as impact on the budget, degree 
to which an al ternat ive preserves and enhances competit ion, ab i l i ty to achieve 
program goals, and extent of Federal involvement i n management of opera-
t ions—could conceivably lead to a di f ferent choice of a l ternat ive fo rms of 
assistance. 

We stated our v iew that the Congress should consider awa i t ing f u r t he r stud-
ies which E R D A expects to complete i n Ju ly 1976 before approving any legis-
tion. The studies should provide better in fo rmat ion on the scope and magni-
tude of Federal assistance needed to carry out the programs, inc luding better 
in format ion on the type and number of plants needed. 

ON-GOING GAO W O R K 

Fina l ly , GAO is undertak ing fu r ther work which w i l l deal w i t h a l ternat ive 
methods of f inancial support f o r synthetic fuels. I t w i l l address the tradeoffs 
involved i n choosing among such alternatives and i n al locat ing l im i ted Federal 
dol lars to synthetic fue l projects, as opposed to other competing energy pro j -
ects. To the extent possible, we w i l l address some of the pros and cons of 
implement ing f inancial support programs on a piecemeal basis as opposed to a 
comprehensive unbrel la approach. For purposes of i l lust rat ion, le t me describe 
some examples of tradeoffs which we believe should be considered. 

Questions should be raised regarding the desirabi l i ty of subsidizing h igh cost 
synthetic fue l output when the price of domestic o i l is regulated at an average 
price, current ly $7.66 a barrel. I n a typ ica l o i l reservoir, only something on the 
order of one-third of the to ta l o i l i n the ground is recovered before abandon-
ment because there is a lack of economic incentive fo r fu r the r secondary and 
te r t ia ry recovery. To indicate the potent ia l here, a recent study prepared fo r 
the Federal Energy Admin is t ra t ion stated that an increase i n crude o i l prices 
could increase recoverable reserves of crude o i l by bi l l ions of barrels by 
extending wel l l i f e and by enabling increased use of secondary and te r t ia ry 
recovery operations. This indicates addi t ional potent ial fo r o i l and gas recov-
ery i f secondary and ter t ia ry operations and technological research were given 
Government support. A t the h igh price levels discussed fo r synthetic fue l pro-
duct ion such recovery techniques may be a more at t ract ive opt ion than, say, 
synthetic fue l development. 

Another question which should be looked at is the question of incremental 
versus average pr ic ing of synthetics. Rol l ing i n the price of synthetics could 
make them appear more cost competit ive than they actual ly are. On the other 
hand, incremental pr ic ing requires payment of the t rue product cost and, 
therefore, has a di f ferent impact i n final consumption patterns. Incrementa l 
pr ic ing would also require synthetic fuels to compete w i t h other al ternat ives to 
imported oil, such as energy conservation and solar energy, where rol led i n 
pr ic ing is impossible or possible only on a more l im i ted scale. 

Consideration should be also given to opt ional uses of the fue l produced by 
synthetic fue l plants. For example, the Admin is t ra t ion is now considering 
where o i l fo r the recently authorized strategic petroleum reserve is going to 
come f rom, how much i t w i l l cost, and whether, i n fact, the o i l can be 
obtained at all. The possibi l i ty could be considered of using the output f r o m a 
synthetic fuels program—part icu lar ly i f costs and Government involvement are 
extensive. 
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As you can see, M r . Chai rman, there are many serious mat ters requ i r i ng 
closer examinat ion. We hope our cont inu ing study of these issues and tradeoffs 
can prov ide some usefu l insights. We hope to complete our study ear ly th is 
summer, i n the same general t ime f rame i n w h i c h E R D A plans to complete i t s 
fo l low-up studies on synthet ic fuels. 

Thank you, M r . Cha i rman. 
A t tachment I 

A S a m p l e r of L e g i s l a t i v e I n i t i a t i v e s 
Bill number Title or purpose 
S. 875 To author ize H U D to make d i rect low- interest loans to 

assist homeowners and bui lders i n purchasing and in-
s ta l l i ng solar heat ing equipment. 

S. 973 T o amend I n t e r n a l Revenue Code to prov ide incentives f o r 
efficient use of gasoline and increased use of coal and to 
encourage development of synthet ic fuels and solar 
energy. 

S. 2066 T o assure Federa l support ( t h rough E R D A ) of a j o i n t Gov-
ernment and indus t ry p rogram capable of producing at 
least 1 m i l l i on (equivalent) barrels of o i l per day by 1985 
and to prov ide loan guarantees f o r construct ion and 
operat ion of plants. 

S. 2087 To amend Smal l Business Ac t to establ ish a d i rect low-
interest loan program to assist homeowners and bui lders 
i n purchasing and ins ta l l i ng solar heat ing equipment. 

S. 2109 T o amend I n t e r n a l Revenue Code to prov ide deductions fo r 
expenses f o r t rea tment processes to convert coal to low-
po l lu tan t synthet ic fuels. 

S. 2532 To establish an Energy Independence A u t h o r i t y , a Govern-
ment corporat ion to provide f inancing and economic as-
sistance fo r development of domestic energy sources, 
conservat ion of energy, and a t ta inment of energy 
independence. 

S. 2869 S imi la r i n purpose to S. 2066. 
S. 3007 To provide assistance to states f o r ex t rao rd ina ry f iscal 

impacts resu l t ing f r o m development of Federa l energy 
resources ( th rough Depar tment o f the I n t e r i o r ) . 

H.R. 917 S im i la r i n purpose to S. 2109. 
I I .R . 3217 Iden t i ca l to H.R. 917. 
H.R. 3849 S imi la r i n purpose to S. 875. 
H.R. 4619 S im i la r i n purpose to S. 875. 
I I .R . 6598 T o author ize E R D A to acquire sites, coal and o i l shale 

reserves, and to construct synfue l p lants f o r lease to 
p r i va te enterpr ise and fo r subsequent sale of such plants. 

H .R. 8524 S im i la r i n purpose to S. 2087. 
I I .R. 8704, 8705, 8920, and 9621 are ident ica l to I I .R . 8524. 
H.R. 9723 To author ize E R D A to provide loan guarantees fo r syn-

thet ic f ue l conversion. 
I I .R . 9749 Iden t i ca l to H.R. 9723. 
H.R. 9906 As par t of a Na t iona l Coal Pol icy, provides fo r 1-year 

amor t i za t ion of the cost of synthet ic fuels fac i l i t ies and 
author izes Federa l purchases o f fuels produced f r o m 
coal. 

H.R. 10108 T o prov ide tax incentives fo r the expansion o f electr ic 
power fac i l i t ies other t han petroleum-fueled. 

I I .R . 10559 T o amend the Federal Nonnuclear Energy Research and 
Development Ac t of 1974 to inc lude loan guarantees fo r 
the const ruct ion of demonstrat ion synthet ic fue l plants. 

I I .R . 11612 To promote th rough E R D A establ ishment of exper imenta l 
projects u t i l i z i ng synthet ic fuels. 

I I .R . 17792 S im i la r i n purpose to S. 3007. 
I I .R . 11916 To amend the Federal Nonnuclear Energy Research and 

Development Ac t of 1974 to establ ish a p rogram of loan 
guarantees f o r commercia l demonstrat ion fac i l i t ies f o r 
synthet ic fuels and energy conversion technologies. 

I I .R . 12112 T o prov ide add i t iona l assistance to E R D A to advance non-
nuclear energy by suppor t ing commercia l demonstrat ion 
programs f o r synfuels and other desirable energy forms. 
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Appendix I I 

G A O C O M M E N T S O N S . 2 5 3 2 — 9 4 T H CONGRESS 

The b i l l would establish the Energy Independence Au thor i t y ( E I A ) , a Gov-
ernment Corporat ion w i t h author i ty to provide financial assistance fo r those 
sectors of the economy which are impor tant to the at ta inment of energy inde-
pendence fo r the Uni ted States, and would change Federal Government opera-
tions so as to assist i n the expedit ing of regulatory procedures wh ich affect 
energy development. 

The main purposes of the b i l l , as stated i n section 102, are to encourage the 
development of domestic energy sources or the conservation of energy, and to 
hasten the commercial operation of new energy technologies, w i t h a goal of 
energy independence by 1985. Section 302 provides that, to the extent practica-
ble, the f o rm of the encouragement w i l l be E I A loans or loan guarantees to 
pr ivate business concerns. However, the E I A is permit ted to invest d i rect ly i n 
energy-related enterprises and to guarantee prices. Only grants-in-aid are spe-
cif ical ly precluded. (Sec. 301) 

The b i l l authorizes an appropr iat ion of $25 b i l l ion to the Treasury fo r the 
purchase of E I A capi ta l stock. (Sec. 401) I n addit ion, the E I A is authorized 
to borrow and incur obligations to ta l l ing $75 bi l l ion. (Sec. 402(a ) ) The aggre-
gate amount of $100 b i l l ion is fixed as the upper l i m i t of the E IA ' s actual and 
potent ia l l i ab i l i t y stemming f r o m direct investment, loans, and guarantees of 
loans and prices. (Sec. 307) 

Our central concern w i t h th is b i l l l ies i n i ts lack of balance. The goal of 
energy independence can be fur thered by increases i n domestic supply, by 
reductions i n domestic consumption, or a combination of both. Th is al lows a 
larger f rac ton of our to ta l energy use to be satisled out of indigenous sup-
plies. Th is b i l l exhibi ts a clear preference fo r in i t ia t ives of the supply-increas-
ing var ie ty and pays l i t t l e at tent ion to energy conservation. I t states tha t con-
servation is among i ts purposes (sec. 102 (b ) ) , but i ts basic supply or ientat ion 
is evident f r o m the kinds of projects fo r which E I A financial assistance wou ld 
be available. I n the l is t ing of eligible projects under subsection 303(b) , only 
the first i tem mentions conservation and tha t category of energy projects is 
l im i ted to those that "are not i n widespread domestic commercial use." Th is 
last proviso would appear to preclude, fo r erample, assistance to a u l t i l i ty -ad-
ministered residential insul ta t ion project, since home insulat ion is widespread. 
No equivalent condit ion is gains which mu l t ip l y themselves i n a wider eco-
nomic sector. For example, an energy saving i n the manufacture of a part icu-
la r paper product which causes i t to become economically more a t t rac t ive than 
some energy intensive plastic w i l l mu l t ip ly the or ig ina l saving, i f there is sub-
s t i tu t ion of the paper fo r the plastic. 

A second p r imary concern is tha t the b i l l would create a Government 
corporat ion to undertake i ts stated purposes. Our Office has consistently taken 
the posit ion that the publ ic interest is best served when congressional control 
over act ivi t ies is exercised through annual reviews and aff i rmative action on 
planned programs and financing requirements wh ich attend the appropr iat ion 
processes, and through the appl icat ion of statutes and regulat ions wh ich 
usual ly govern the operations of Government agencies. We believe tha t depar-
tures f r om the standard should be permit ted only on a clear showing tha t an 
act iv i ty which is susceptible of operation through a new regular Government 
agency or through an expansion of s imi lar programs i n exist ing Government 
agencies cannot be successfully operated i n the public interest w i t h i n tha t 
f ramework. 

I n this regard, we note that the Energy Research and Development Adminis-
t ra t i on ( E R D A ) is not mentioned i n the bi l l , although E R D A already has 
extensive responsibil it ies to plan, program, and assist fund ing of demonstrat ion 
energy projects and technologies under sections 4 through 7 of the Federal 
Nonnuclear Energy Research and Development Act of 1974, approved Decem-
ber 31, 1974, Pub. L . No. 93-577, 88 Stat. 1878, 1880, 42 U.S.C.A. §§ 5903-5906 
(Pamphlet No. 1 Feb. 1975). The authorized forms of Federal assistance 
therein inc lude: (1) j o in t Federal- industry experimental, demonstration, or 
commercial corporat ions; (2) Federal purchases or guaranteed price of the 
products of demonstration p lan ts ; and (3) Federal loans to non-Federal enti-
ties conducting demonstrations of new technologies. I n addit ion, the report 

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



139 

ent i t led "Recommendations fo r a Synthetic Fuels Commercial izat ion Program," 
submitted by the Synfuels Interagency Task Force to the President's Energy 
Resources Council i n June 1975, would place E R D A i n the role of promoting 
commercial synthetic fue l plants. Moreover, we note that H.R. 10559, 94th Con-
gress, which would authorize loan guarantees fo r the construction and opera-
t ion of commercial demonstration fac i l i t ies fo r the conversion of domestic coal 
and o i l shale in to synthetic fuels and fo r the construction and operation of 
faci l i t ies generating energy f r om renewable sources, would be administered by 
ERDA. I n view of this potent ial dupl icat ion between E R D A and the attached 
to the supply-increasing projects listed, such as those designed to st imulate 
coal or nuclear power generation. 

We believe that many in i t ia t ives i n the direct ion of conservation hold the 
promise of moving the country fa r ther down the road toward energy independ-
ence per dol lar spent than do most supply increasing options. St i l l , we recog-
nize the mer i t of pu t t ing momentum behind ut i l i za t ion of domestic energy sup-
plies, especially f o r the longer term. Accordingly, we believe a b i l l w i t h the 
ambit ion of a t ta in ing energy independence ought, at least, to be even handed 
i n i ts treatment and offer as express and unrestr icted financial assistance to 
conservation efforts as i t does to supply efforts. 

I n this connection we note that the b i l l is not neut ra l on conservation 
options. Actual ly , i t would hamper conservation efforts rather than simply f a i l 
to promote them. This is t rue because the b i l l would result i n allocation, not 
creation, of capital. The E IA 's loan funds would, i n large part , be raised i n 
the pr ivate capi ta l market. I t s guarantees would make projects i t assists finan-
cial ly more at t ract ive to pr ivate capi ta l than conservation projects not backed 
by Federal guarantees. Thus, both i ts loan and i ts guarantees w i l l siphon pr i -
vate capital away f r o m those conservation projects which might have been 
able to obtain pr ivate financing i n the absence of E I A operations. 

The choice of projects to receive financial assistance, and the fo rm of assist-
ance, ought to be based upon reasonable forecasts of the degree to which each 
project w i l l advance the goal of independence per dol lar of assistance accorded 
i t . We believe the b i l l should contain specific c r i te r ia fo r evaluating the rela-
t ive meri ts of claims fo r financial assistance whether the in i t ia t ives are w i th in 
either the conservation or supply category. A n example of the k ind of 
approach we are suggesting is the method fo r evaluat ing conservation tech-
niques developed by the Office of Energy Conservation and Environment, Fed-
eral Energy Administ rat ion. Stated broadly, this approach divides the dol lar 
investment required to obtain increased energy efficiency i n a par t icu lar appli-
cation by the barre l equivalents which would be saved thereby, a r r iv ing at a 
dol lar per barre l figure which represents the real value of the in i t ia t ive. Such 
figures fo r di f ferent conservation techniques can be readi ly compared w i t h each 
other and w i t h cost figures fo r supply-increasing options. 

I t is also impor tant fo r the cr i ter ia established by the b i l l to recognize and 
prefer those projects w i t h energy proposed Energy Independence Author i ty , we 
believe that S. 2532 should specifically address i ts intended effects on ERDA. 

Nevertheless, i f a corporation is considered best suited as the mechanism for 
achieving the purposes of the bi l l , we suggest that the corporation be made 
subject to the provisions of the Government Corporation Control Act, 31 U.S.C. 
§ 841 et seq. (1970). Subsection 804(e) of the b i l l presently exempts E I A f rom 
coverage by the Government Corporat ion Control Act. We are par t icu lar ly con-
cerned that E I A would not be subject to the budgetary review process contem-
plated by sections 102, 103, and 104 of the Government Corporat ion Control 
Act, 31 U.S.C. §§ 847-849 (1970). 

The b i l l is under la id by some assumptions regarding nat ional policy which 
are by no means settled. I t s predilection toward nuclear power generation is 
the most obvious example. Another is seen i n i ts wil l ingness to give the Gov-
ernment a large quasi-commercial interest i n energy supplies which would be 
i n competit ion w i t h imported crude oil. Since the b i l l does nothing to l im i t 
imports direct ly, the under ly ing assumption appears to be that wor ld crude 
prices w i l l stay h igh enough to insure the prof i tabi l i ty of the EIA 's invest-
ments i n al ternat ive domestic supplies. Thus, the Government would have a 
financial interest i n keeping wor ld crude prices up when, i n the opinion of 
many, the interest of the Uni ted States would be best served by an opposite 
policy. 
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I n addit ion, we question the amount of the financial assistance this b i l l envi-
sions. Depending on the extent to wh ich conservation options are made eligible 
fo r assistance and on the treatment of supply options, the overal l assistance 
could reasonably be smaller or considerably larger. Comprehensive cost and 
economic analyses are called for on th is matter . 

Notwi thstanding these problems, the b i l l does exhibi t an impor tant recogni-
t ion tha t unmodified market forces w i l l be insufficient to achieve the goal of 
energy independence, however defined. Therefore, i n commenting fu r the r we 
accept the basic premises of the b i l l and make some suggestions w i t h respect 
to par t icu lar provisions. 

As is indicated i n subsection 101(d) , an objective of the b i l l is to provide 
"add i t iona l " capi ta l fo r energy projects, and i t would not be i n the nat iona l 
interest fo r energy projects to be financed by the Federal Government i f they 
otherwise might receive pr ivate financing. However, the b i l l is vague i n i ts 
requirements and does not adequately insure that the projects el igible fo r 
assistance wrould not otherwise be bu i l t w i t h pr ivate financing. The specific 
financial e l ig ib i l i ty cr i ter ion established by subsection 303(a) is tha t the proj -
ect "wou ld not receive sufficient financing upon commercial ly reasonable terms 
f r om other sources to make the project commercial ly feasible." Subsection 
303(b) describes five types of eligible projects. Subsection 303(b) (1) l im i t s 
assistance to those energy technologies or processes not i n widespread commer-
c ia l use, and subsection 304(b) fu r the r l im i t s e l ig ib i l i ty to projects tha t are 
beyond the research and development phase. Some clar i f icat ion would be help-
f u l i n the la t ter two subsections to better define "widespread commercial use" 
and better delineate when "research and development" ends and "commercial-
izat ion" begins. 

I n addit ion, i t is apparent f r om subsection 303(b) that electric u t i l i t ies 
could receive significant amounts of assistance, since two of the five categories 
of el igible projects apply almost exclusively to ut i l i t ies. We suggest tha t sec-
t ion 303 be revised to l i m i t Federal assistance to electric u t i l i t ies i n only those 
specific instances where a u t i l i t y would propose to employ a promising, innova-
t ive energy technology or process not current ly i n widespread commercial use, 
but could not, w i thout Federal assistance, j us t i f y the addi t ional cost or 
increased r isk. The Federal Government would thus assume the r isk f r o m spe-
cific u t i l i t ies employing unproven energy processes or technologies. Hopefu l ly 
these new technologies w i l l become proven as experience is gained i n the i r 
appl icat ion and widespread commercial izat ion w i l l occur, resul t ing i n more 
effective use of the Nation's energy resources and reduced foreign dependence. 

Subsection 304(c) requires tha t before any State or locally regulated firm 
(such as an electric or na tu ra l gas u t i l i t y ) could receive financial support, the 
regulatory body would be required to cer t i fy the need fo r the project and sign 
an agreement stat ing that i t would al low, w i thou t public hearings, quar ter ly 
u t i l i t y rate increases adequate to ma in ta in a revenue requirement as deter-
mined by the Author i ty . This subsection appears to require State regulatory 
commissions to abdicate part of thei r responsibi l i ty of determining the revenue 
requirements of the ut i l i t ies they regulate. 

Section 307 l im i ts the Author i ty 's to ta l financial assistance to the sum of i ts 
authorized borrowing. A more pract ical l i m i t would be one based on paid- in 
capital, actual borrowings, and accumulated earnings or deficits. 

Section 308 states that the E I A may not provide any financial assistance or 
make any fu r the r commitments fo r financial assistance i f , a f ter audit , i t is 
required under generally accepted accounting principles to establish reserves. 
We believe that the words "a f t e r a u d i t " on page 19, l ine 19, should be deleted 
since generally accepted accounting principles would dictate establishment of 
the types of reserves mentioned here. 

I n view of the fo rmula fo r automatic reduction of authorized borrowing and 
authorized capi ta l stock as contained i n subsection 311(a) and the l im i ta t i on 
on the amount of financial assistance contained i n section 307, the reserves 
required by section 308 must be based on the outstanding capi ta l stock and the 
net gains realized upon dispositions, which have not been previously applied to 
ret i rement of the E IA 's obligations and capi ta l stock. Accordingly, section 308, 
l ines 1 to 7 on page 20 of the b i l l , should read: "capi ta l stock outstanding, ( i i ) 
i ts earned surplus, and ( i i i ) net gains realized upon dispositions described i n 
section 311 (which have not been previously applied to ret i rement of the 
Author i ty 's obligations and capi ta l stock), a l l of which shal l be determined i n 
accordance w i t h generally accepted accounting principles." 
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Use of the phrase " i n consideration for the extension of financial assistance" 
i n subsection 311(a) raises the question whether the securities or assets 
acquired are (1) payment fo r extending financial assistance (such as points 
paid fo r mortgage loans), (2) col lateral fo r loans made and/or guaranteed by 
E I A , (3) investment (bonds, notes, etc.) by E IA , or (4) any combination of 
the above. I f the assets are acquired as collateral, E I A would obtain owner-
ship only i n the event of default , and i ts r igh t to sell them out r ight may be 
l imi ted accordingly. 

The provision i n section 401 (page 24, l ines 21-25, and continued on page 
25, lines 1 and 2) is not clear as to whether interest on deferred dividends is 
to be computed on the basis of compounded interest or simple interest (using 
the interest rate i n effect at the beginning of each year) . 

Subsection 501(b) states that "Directors of the Author i ty , whether serving 
f u l l t ime or par t t ime, shal l be compensated at an annual or dai ly rate to be 
determined by the President." Fur ther , subsection 502(a) states that "The 
President shal l fix the compensation of the Chairman of the Board." These 
provisions would affect a to ta l of six positions. We do not favor the setting of 
salaries i n this manner and are not aware of any exist ing provision in law 
grant ing the President author i ty to fix pay w i thout any restrictions. Generally, 
l im i ts are placed on executive branch author i ty to fix pay which preserves 
in ternal al ignment relat ive to the highest General Schedule grade or executive 
level positions. We would suggest the addit ion of specific language regarding 
compensation to be paid officers or employees; fo r example, "a t a rate not to 
exceed level 1 of the executive schedule." 

Section 503 makes the provisions of chapter 11 of t i t l e 18, Uni ted States 
Code, concerning conflicts of interest, applicable to the directors and a l l officers 
and employees of the Author i ty . The Board of Directors are also authorized to 
promulgate regulations thereunder. We believe greater protection against con-
flicts of interest would be provided i f the b i l l were amended to include the fol-
lowing prohib i t ions: 

"The directors, officers, and employees of the Author i ty , and members of 
thei r immediate fami ly , shal l not own any interest i n any business concern to 
which financial assistance is provided under this act." 

We also believe that the Board of Directors should be required to promulgate 
conflict of interest regulations, rather than be merely authorized to do so. 

Subsection 505(c) of the b i l l authorizes the General Accounting Office to con-
duct audits of the accounts of the E IA . I n l ieu of the language contained 
therein which is applicable to GAO, we would suggest the fo l low ing : 

"The Comptrol ler General shal l audi t the programs, activit ies, and financial 
operations of the Au thor i t y fo r any period dur ing which Federal funds are 
available to finance any por t ion of i ts operations and shal l report to the Con-
gress at such times and to such extent as he deems necessary to keep the Con-
gress informed on the status of such programs, activit ies, and operations, and 
to make recommendations fo r achieving greater economy, efficiency and effec-
tiveness. The audi t shal l be made under such rules and regulations as he may 
prescribe. 

"For the purpose of such audits, the Comptroller General, or any of his duly 
authorized representatives, shall have access to and the r igh t to examine a l l 
books, accounts, records, reports, files, and a l l other papers, things or property 
belonging to or i n use by Author i t y . " 

I n conclusion, we are generally concerned that the b i l l seems to t reat a 
number of established, statutory policies as obstacles to be overridden or 
avoided i n pursui t of i ts goals. As a general matter, we believe i t is wiser fo r 
new legislat ion to consider exist ing policies on their own meri ts and either 
modi fy them as required by new circumstances or fo l low them i f they remain 
val id. Examples of such troublesome provisions are : (1) the provision i n 
subsection 804(b) which excludes E I A f rom the defini t ion of "agency" w i t h i n 
the meaning of the Admin is t ra t ive Procedure Act, 5 U.S.C. § 501 (1970), 
which, as one consequence, exempts E I A ent irely f r om the provisions of the 
Freedom of In fo rmat ion Act, 5 U.S.C. § 502 (1970) ; and (2) the provision i n 
subsection 804(c) exempting E I A f r om a l l Federal lawTs re lat ing to public con-
tracts and public bui ldings and works. I n addit ion, the impact of subsection 
804(a) ( i i ) , re lat ing to the filing of environmental impact statements pursuant 
to subsection 102(2) (C) of the Nat ional Environmental Policy Act of 1969, as 
amended, 42 U.S.C. § 4332(2) (C) (1970), is not clear. 
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The CHAIRMAN. T h a n k you, M r . Canf ield, f o r a remarkab ly 
t h o u g h t f u l and he lp fu l analysis o f th is b i l l . 

I t is a very c r i t i ca l analysis. Y o u cr i t ic ize i t f o r a whole series o f 
reasons. Y o u po in t out someth ing t ha t I hadn ' t caught before, t ha t 
the leg is la t ion does take th i s out o f the Freedom o f I n f o r m a t i o n 
A c t , ignores E R D A , sl ights conservation, provides no cost-benefit as 
we l l as being out of the budget wh i ch wTas something we have been 
concerned about. 

Y o u say tha t th is b i l l lacks any cost-benefit c r i te r ia f o r eva lua t ing 
compet ing plans f o r f inancia l assistance. Y o u po in t ou t i t exhib i ts a 
clear preference f o r supply- increasing projects as opposed to conser-
vat ion. 

H o w about the basic argument V ice President Rockefe l ler made 
f o r th is legis lat ion, wh i ch is t h a t our na t iona l securi ty is dependent 
on our becoming self-sufficient i n energy ? 

I f you were to w r i t e you r cost-benefit c r i te r ia in to law, how w o u l d 
t h a t affect the choice o f projects funded ? 

F o r instance, wou ld E I A f u n d any synthet ic fuels pro jects i f i t 
used the c r i te r ia wh i ch you suggest ? 

M r . CANFIELD. I don ' t know whether synthet ic fuels w o u l d be as 
compet i t ive i n the abstract as conservat ion opt ions i n a l o t o f 
instances. I t h i n k the E I A could s t i l l decide to f inance synthet ic f ue l 
p lants, bu t I t h i n k the po in t is t h a t there are many ways i n w h i c h 
th is na t ion can become self sufficient i n energy. 

One way is to become more efficient i n energy and p u t i n t o prac-
t ice a number o f conservat ion technologies wh i ch we already know 
how to do, bu t f o r wh i ch there is no financial in f ras t ruc tu re . So we 
are concerned t ha t these k inds o f th ings get a f a i r shake. 

W e are t a l k i n g here about balance, ra ther than say ing let's have a 
conservat ion b i l l , and not have a supply- increasing b i l l . I t h i n k th i s 
na t i on needs both. 

W e probab ly w i l l , i n fac t , need synthet ic fuels. Synthet ic fuels 
have a lo t o f problems, no t the least o f wh i ch is the tremendous loss 
i n thermodynamic efficiency when you convert something w h i c h you 
could otherwise b u r n under a bo i ler , l i ke coal, to someth ing w h i c h 
you w o u l d use otherwise. 

A l l I am a rgu ing is t h a t we need to allowT conservation oppor tun i -
ties to compete i n th is arena. T h e pr ice range on the do l l a r value o f 
synthet ic fuels coming out o f the p ipe l ine is remarkab ly wide. I t 
runs a l l the wTay f r o m as low as $12 or $14 to as h i g h as $30 a 
barre l . 

A l o t o f t h a t $30 a bar re l f ue l is not go ing to be compet i t i ve i f 
you p u t a cost-benefit ra t i o in , and a l low the u t i l i t y company to 
come i n and compete f o r the f u n d i n g o f projects such as p u t t i n g 
t ime-o f -day meter ing on i ts resident ia l and commercia l customers, or 
you could a l low them to finance low- interest o r interest-free loans to 
resident ia l users f o r p u t t i n g i n insu la t ion i n the i r wTalls and cei l ings 
and s to rm doors and windows. 

T h e CHAIRMAN. H a s the G A O f o u n d t h a t conservat ion efforts are 
less expensive by and large t han supply- increasing efforts? H a v e you 
made any studies i n t ha t regard ? D o y o u have any figures or facts ? 
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M r . CANFIELD. W e don ' t have the analysis completed. The next 
s tudy we do w i l l look at some of the tradeoffs and opt ions. The 
F E A has done a number o f studies i n the i r Office o f Conservat ion 
and Env i ronmen t , w h i c h has used the l i t t l e g immick o f the cost o f 
o i l per bar re l equivalency. 

The CHAIRMAN. M r . Zarb testif ied yesterday, he is the head o f the 
F E A , and he test i f ied a long w i t h V ice President Rockefel ler. H e 
indicated the on ly s igni f icant saving tha t was real ist ic i n conserva-
t ion, he fe l t , w o u l d p rov ide f o r perhaps a 5 percent reduct ion i n the 
rate o f increase i n consumpt ion. 

I n other words, instead o f the rate o f increase go ing up 3 and a 
f rac t ion percent, i t wou ld go up s l igh t l y less t han tha t . 

H e spoke w i t h considerable force on wha t he f e l t was a lack of 
real ism and fee l ing tha t we could accomplish this. 

H e has been p lead ing f o r t a k i n g pr ice contro ls off oi ls, something 
a l o t o f us, i nc l ud ing me, have been resist ing because o f the effect i t 
wou ld have on the economy. 

I n fact , I t h i n k one of the b i g reasons f o r unemployment and 
in f la t ion is because the prices have gone up so r a p i d l y i n the past, 
and th is could abor t our present beg inn ing recovery. 

I ) o you have any p re l im ina ry judgment t ha t w o u l d dispute tha t 
not ion tha t the savings i n conservation are extremely, real ist ic sav-
ings are l im i t ed ? 

M r . CANFIELD. Yes, M r . Chai rman. I t h i n k tha t , w i t h a l l due 
respect, M r . Zarb's figures are probably an order o f magni tude too 
low. P r i o r to coming to the General Accoun t i ng Office, I was the 
deputy d i rec tor o f the energy po l icy pro ject f o r the F o r d Founda-
t ion. T h a t $4i/£ m i l l i on , 3-year ef for t y ie lded detai led analysis o f 
conservation oppor tun i t ies . 

I n toto, we argued tha t us ing ex is t ing technologies, ex is t ing 
efficiencies wh ich are economic, g iven a l i t t l e financial boost here and 
there, the same k i n d we want to do f o r gasif icat ion and l iquefact ion, 
et cetera, t ha t the savings to th is Na t ion f r o m conservat ion oppor-
tuni t ies are on the order o f 30 to 50 percent o f cur rent consumpt ion 
patterns. 

T h a t is a heav i ly documented project 
The CHAIRMAN. I f you are go ing to do tha t , don ' t you have to 

take the cruel, t hough step o f l e t t i ng the pr ice o f o i l and gas go up 
even h igher , wh ich , as I say, has a very perverse, no t on ly perverse 
economic effect, bu t a very un just effect? 

I f , f o r example, wThen you pu l led up to the filling stat ion, instead 
o f pay ing 60 cents a ga l lon, you had to pay $1 a ga l lon o r $1.25 a 
gal lon, people wou ld conserve and d r i ve less, they w o u l d insist on 
cars t ha t g ive them more miles per gal lon. 

B u t the effect on the economy could be catastrophic, and the effect 
on economic just ice wou ld be very serious. 

M r . CANFIELD. T h a t is one way you can do i t . Y o u don' t have to 
do i t t ha t way. 

The CHAIRMAN. W h a t is the other way ? 
M r . CANFIELD. YOU can legislat ive exp l ic i t requirements and 

cr i ter ia. 
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T h e CHAIRMAN. W e have been t r y i n g to do tha t , as you know , and 
we have done i t to some extent. 

M r . CANFIELD. The Ene rgy Po l i c y and Conservat ion A c t is a step 
i n the r i g h t d i rect ion. W e have done t h a t to some extent now w i t h 
automobi le gasoline mileage. W e could do a lo t more. Incent ives, 
guarantees, loans, et cetera, could be made avai lable to the pub l i c to 
insulate the i r homes or incentives to buy smaller cars. These k inds 
o f act iv i t ies do no t require the pr ice of gasoline to go to a $1.25 a 
ga l lon i n order to achieve conservation efforts. 

W e are t a l k i n g on ly about conservat ion efforts w h i c h are economi-
ca l ly a t t rac t ive to the people. I am a rgu ing i n essence i f conserva-
t i o n efforts w i l l not be compet i t ive w i t h synthet ic fuels, f o r example, 
or o i l shale, then don ' t do them. D o the synthet ic fuels and do the 
o i l shale. 

B u t i f they are economical ly compet i t ive, do the conservation. 
T h e CHAIRMAN. I t is a w f u l l y h a r d to get i t t h rough , th is commi t -

tee has jus t reported and got ten t h r o u g h the Senate, we h a d a t ough 
f igh t over i t , a b i l l t ha t wou ld mandate conservation i n home heat ing. 

W e are hav i ng a rough t ime w i t h the House. W e are go ing to go 
to conference w i t h the House, bu t i t is go ing to be extremely d i f f icu l t 
f o r us t o get even tha t k i n d o f conservation leg is la t ion adopted. 
V e r y di f f icul t . 

Everywhere you t u r n and look, there is resistance to th is k i n d o f 
t h i ng , a l though I t h i n k you are r i gh t . 

W h a t , i n you r v iew, wTould be the best way to amend th is b i l l to 
achieve a better balance between supp ly and conservation? 

M r . CAXFIELD. I t h i n k essentially by w r i t i n g i n some exp l i c i t leg-
is la t ive c r i te r ia wh ich wou ld demand tha t energy opt ions be com-
pared based on the do l la r value of the o i l equivalent, or you could 
use B r i t i s h the rma l un i ts or some other sort o f common s tandard : 
bu t w r i t i n g i n that those th ings wh ich are most efficient i n terms o f 
dol lars, not jus t i n energy, wou ld be the ones wh i ch w o u l d be pre-
fe r red and funded by such legis lat ion. 

T h i s w o u l d a l low conservation to also compete. A lso , i n a l l those 
sections o f the b i l l where we describe the sectors wh i ch w o u l d be 
financed, and i t goes product ion, d is t r ibu t ion , t ransmission, et cetera, 
i n each of those sectors i f you add the w o r d "conservat ion," i t wou ld 
begin to g ive the b i l l some balance as wel l . 

T h e CHAIRMAN. Should we make a convent ional conservation tech-
no logy e l ig ib le f o r assistance, do you t h i n k , or confine supp ly to new 
technology ? 

M r . CANFIELD. I t h i n k unless we make conventional technologies 
avai lable f o r assistance, we won ' t get them developed. T h e f o l l o w i n g 
example is ra ther convent ional i n Eu rope and France. E l ec t r i c i t y D e 
France has a two -pa r t rate st ructure f o r i ts electr ical use. So a f te r 
10 o'clock, w h y , people i n large bu i ld ings heat rocks i n the i r base-
ment and b low a i r over them d u r i n g the dayt ime because they can 
flatten the i r peak loads tha t way. 

There is no f inancial i n f ras t ruc tu re i n the U n i t e d States to sup-
po r t th is k i n d o f rate structure. I can assure you i f you were bu i l d -
i n g an office b u i l d i n g i n Wash ing ton . D .C. and went to one o f our 
c i ty 's banks and asked f o r a loan to b low a i r over hot rocks, they 
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w o u l d not g ive i t to you. So I t h i n k we can begin to do th ings 
wh i ch look l i ke convent ional wisdom, bu t i n t ha t convent ional 
w isdom are savings avai lable of 30 or 40 percent. 

The CHAIRMAN. Senator Stevenson ? 
Senator STEVENSON. M r . Canfield, I agree w i t h the Cha i rman. I 

t h i n k you are p u t t i n g your f inger on many of the most serious 
defects i n th is b i l l . T h a t is not to say tha t the no t i on o f a l locat ing 
or assuring the al locat ion of cap i ta l to a h i g h nat iona l p r i o r i t y is 
i tsel f inefficient, I don ' t t h i n k you are saying that . 

M r . CANFIELD. I am not saying that . 
Senator STEVENSON. L e t me ask you a few questions about you r 

cr i t ic isms, no t to be c r i t i ca l o f you r cr i t ic isms, bu t to t r y to refine 
them a l i t t l e w i t h a v iew to per fec t ing th is proposal, i f tha t is 
possible. 

T o begin w i t h , I agree w i t h you about conservation, and that we 
should require a l l projects, i nc lud ing conservation, to be valued and 
compared according to the i r p roduc t i v i t y . 

B u t i t seems there are other factors at w o r k i n the case of conser-
vat ion. The conservation opportuni t ies occur at every stage i n the 
product ion, d is t r ibu t ion , t ranspor ta t ion of every commodi ty , every 
service, every human being i n the L inked States, wh i ch creates capi-
t a l del ivery dif f icult ies i n the case of conservation tha t aren't present 
i n the case o f supp ly projects. 

Now, accepting the general proposi t ion tha t conservation is more 
product ive than supply , how wou ld you propose to del iver the capi-
t a l to a l l o f these conservation oppor tun i t ies wh i ch exist i n our econ-
omy? I s tha t not a factor t ha t somehow has to be addressed, f i rst i n 
p repa r ing leg is la t ion and second, i n de te rmin ing of investment 
p r i o r i t y ? 

M r . CANFIELD. W e l l , i n the f i rst place, you are r i gh t , tha t the con-
servat ion oppor tun i t ies occur over a much broader area, a much 
more diverse number o f opportuni t ies. 

Therefore, f i gu r i ng out the in f ras t ruc tu re necessary to take advan-
tage o f a l l the conservation oppor tun i t ies is more di f f icul t . W e do, 
however, have ins t i tu t ions i n the society wh ich can capture some of 
the b igger conservation th ings. I t h i n k tha t wh i le i t wou ld be useful 
to go a f te r the electric toothbrushes, i t rea l ly isn ' t wha t wTe are af ter . 

There are f o u r or five b i g th ings we are a f te r i n conservation 
wh ich you could attack us ing ex is t ing inst i tu t ions. 

Specif ical ly, we have a massive series of ins t i tu t ions called publ ic 
u t i l i t ies wh ich are do ing certa in th ings wh ich do not encourage the 
conservation o f electr ical energy. 

Now, us ing t ha t in f ras t ruc tu re to w o r k w i t h homeowners, we 
could begin to capture a lo t o f the oppor tun i t ies i n insulat ion, i n 
peak load p r i c ing , i n questions of load and demand control , begin-
n i n g to use heat pumps i n residential and commercial appl icat ions, 
t h rough perhaps, f o r example, loan guarantees wThich could be b i l led 
as pa r t o f the actual u t i l i t y b i l l . 

Ano the r area where we could capture ma jo r savings is t h rough 
the automobile. W e have mandated w i t h the Ene rgy Po l i cy and 
Conservat ion A c t standards o f performance on gasoline mileage on 
the average f o r the Amer ican automobile. I f you wanted to pursue 
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that even fu r the r and a l i t t l e harder, there wou ld be ways by wh ich 
tax wri teoffs, rebates, et cetera, wou ld be available f o r purchasing 
smaller cars. 

I f you wou ld then go i n each segment, l i ke commercial bu i ld ing , 
f o r example, heat efficiencies and transfers, you could begin to find 
out certain segments of society where an appl icat ion wou ld be appl i -
cable broadly. T h a t was the second cr i ter ia we recommended i n th is 
test imony that the b i l l be amended to include. 

T h a t is, the legislat ion should pre fer appl icat ions wh ich have 
broad impl icat ions and not nar row ones. I don' t t h i n k i t should 
prefer , f o r example, the bu i l d i ng of a single nuclear powerp lant i n a 
State i n the Midwest just because tha t par t icu lar u t i l i t y couldn ' t get 
financing f o r tha t p lant . B u t i f i t were t a l k i ng i n terms of develop-
i n g new technology to capture waste heat, f o r example, the steam 
tha t goes up af ter you generate electr ic i ty, then tha t k i n d o f t h i n g 
could be then applicable to other plants nat ionwide wh ich wou ld be 
the type of project tha t should be preferred. 

Senator STEVENSON. A r e you suggesting then that the smal l busi-
nesses, the farms, the poor should be excluded f r o m the direct bene-
fits o f th is proposal because to d is t r ibute them broadly is, however 
large the energy savings wou ld be, impract icable ? 

M r . CANFIELD. I don' t t h i n k i t is impracticable. I t h i n k there are 
ways by wh ich we could provide the opportuni t ies th rough low-cost 
or no-interest loans to insulate poor people's homes. 

Senator STEVENSON. B u t what is the mechanism? A r e you sug-
gest ing a bank type model, re ly ing on the commercial banks to make 
the loans th rough part ic ipat ions, or gurantees f r o m th is au thor i t y or 
what? 

M r . CANFIELD. A loan f u n d could be set up i n the hands o f u t i l i -
ties wh ich wou ld make funds available based on an assessment o f 
the necessity fo r the insulat ion i n a given home, and i t could be 
made available th rough the ut i l i t ies to the homeowner or to the 
apartment owner, and then b i l led to tha t apartment owner or home-
owner over the per iod o f amort izat ion by the u t i l i t y . T h a t avai labi l -
i t y of funds could be i n the f o r m o f a revo lv ing f u n d wh ich wTould 
have income coming back in to i t as the insulat ion was repaid. 

T a x wri teoffs are another way. B u t tax wr i teof fs oftent imes are 
not enough incentive fo r somebody who doesn't have the cash to go 
out and do i t . I t h i nk i f we can be imaginat ive enough to figure out 
how to bu i l d $300 m i l l i on systhetic fue l plants, we ought to be imag-
inat ive enough to figure out how to get the money out to do conser-
vat ion type work . 

Senator STEVENSON. We l l , we ought to be, and tha t is wha t I 
want to get at r i g h t now. 

M r . CANFIELD. B u t I wou ld t r y to use these inst i tu t ions we 
already have that exist, l i ke the ut i l i t ies, et cetera. 

Senator STEVENSON. Then to pursue th is basically sound suggestion, 
wou ldn ' t such a fo rmu la as you suggest at tach the highest invest-
ment p r i o r i t y to development o f o i l i n B raz i l , Mozambique, else-
where i n the wor ld , where i t costs $2 a barre l as opposed to your 
hypothet ica l $15-$30 a barre l f o r synthetic fuel , or wou ld you 
exclude diversi f icat ion of our fore ign o i l sources by excluding devel-
opment of fore ign energy sources ? 
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M r . CANFIELD. W e l l , I guess i t is a di f f icul t one, and I haven' t 
t hough t i t t h rough . I wou ld argue i n essence tha t i f you wan t to 
develop basic domestic capacity and reduce the reliance on impor ted 
fuels, t ha t you w o u l d exclude those th ings. I f there is i n fact $2 o i l 
i n Venezuela, i t is compet i t ive r i g h t now and doesn't need domestic 
f inancia l assistance. 

Senator STEVENSON. I don ' t t h i n k that 's r i gh t . There are a lo t o f 
other noneconomic factors at w o r k i nc lud ing po l i t i ca l factors wh ich 
make i t very d i f f icu l t f o r the mul t ina t iona ls to even get in to some 
countries. 

M r . C A N F I E L D . O h , y e s . 
Senator STEVENSON. A n d there are l im i t s to the ava i lab i l i t y o f 

technology, capi ta l , manpower, and so on, outside the mul t inat iona ls . 
I don' t know i f you overheard the test imony yesterday. Under the 

most op t imis t ic assumptions, i nc lud ing an a l l -out domestic ef for t , the 
U n i t e d States w i l l remain heavi ly dependent on fo re ign sources. 

I n another sense I am saying wha t do we mean by independence; 
shouldn ' t any ra t iona l def in i t ion o f independence include an end to 
the " d r a i n Amer i ca f i r s t " syndrome, face the fact w ê are go ing to be 
dependent and t r y to make tha t fo re ign dependency manageable, 
i nc lud ing t h r o u g h a divers i f icat ion o f fo re ign sources, wh ich i f they 
do begin to produce, w i l l begin to min imize O P E C influence, pu t 
pressure on the O P E C price, wh i ch along w i t h supp ly is a b i g pa r t 
o f the prob lem we face ? 

M r . CANFIELD. I am of the impression tha t whatever else we do i n 
terms o f d i ve r s i f y i ng energy supply , we have got an a w f u l lot to do 
here at home to improve our efficiencies. W e d i d i n fact address our-
selves to how we m i g h t allocate our domestic cap i ta l to in te rna l 
domestic projects to improve our "energy independence," however 
3tou define that . 

I know you don' t define i t at 60 percent dependent upon fo re ign 
sources, et cetera. I f we got ourselves down to the range where we 
were s t i l l i m p o r t i n g about 20 percent, say, o f our energy f r o m fo r -
e ign sources, then I could say at t ha t po in t we m i g h t want to t a l k 
about Federa l subsidies i n terms tha t you are describing. B u t u n t i l 
we can get our own house i n order, I guess I wou ld argue tha t these 
oppor tun i t ies app l y to domestic supp ly increasing and conservation 
options, essentially wha t we were addressing here. B u t we haven' t 
studied tha t i n detai l . 

Senator STEVENSON. Let 's give tha t some more thought . 
Yesterday M r . Zarb and the V ice President took the same posi-

t ion, bu t a f te r ra is ing w i t h them the question o f how we finance the 
del ivery o f gas f r o m Alaska, i nc lud ing the possib i l i ty o f b r i n g i n g 
down Canadian resources, gas and o i l , w i t h the v iew not on ly to 
t ranspor t i ng Amer i can gas to Amer i ca across Canada, but also to 
increasing Canadian supplies and the i r exports o f o i l and gas to the 
U n i t e d States, they said, " W e l l , we don' t need to exclude financing 
of pipelines to fo re ign countr ies." D o you? 

M r . CANFIELD. I d i dn ' t mean to include i t . I hadn ' t thought about 
i t . The honest answer is we d idn ' t mean to include i t . W e were ta lk -
i n g about a l l o f these domestic oppor tun i t ies when we evaluated 
th is, and I t h i n k we ought to go back and reassess i t . I must say 
tha t 
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Senator STEVENSON. E v e n the proponents o f t ha t pa r t i cu la r p r o j -
ect concede tha t there is not sufficient financing avai lable i n t he p r i -
vate markets. T h a t one pro ject is a $10 b i l l i on project. 

M r . CANFIELD. That ' s r i gh t . W e are do ing some add i t i ona l analy-
sis, inc identa l ly , o f t ha t f o r the Senate Commerce and I n t e r i o r 
Commit tees—but we haven' t completed tha t work . 

Senator STEVENSON. I t h i n k any f u r t h e r thoughts on those ques-
t ions wou ld be very h e l p f u l to us. 

Jus t one more. 
The admin is t ra t ion proposal, as I understand i t , is in tended to 

make financing avai lable to the p r i va te sector to the exclusion o f any 
agency i n the publ ic sector, w h i c h is one question. I s t ha t wise ? 

A n d , two, should we make financing avai lable f o r projects w h i c h 
have a m ixed purpose ? 

F o r example, consider an advanced mun ic ipa l waste t rea tment 
f a c i l i t y : first o f a l l , i t is i n the pub l ic sector; secondly, i t is produc-
i n g a source o f energy; t h i r d , i t is recover ing other resources, steel, 
a l um in im , as wel l as disposing o f so l id wastes. Such fac i l i t ies, us ing 
technology already i n existence, can economical ly accompl ish mu l -
t i p le purposes, on ly one o f wh i ch is the p roduc t ion o f energy. T h e y 
are not being pu t i n place across the count ry f o r lack o f capi ta l . 

Shou ld cap i ta l be made avai lable t h r o u g h th is mechanism to the 
pub l i c as we l l as to the p r i va te sector, f o r such m ixed projects? 

A i r . CANFIELD. B o t h o f those are ma jo r questions i n th i s s tudy we 
now have under way, pa r t i cu la r l y the pub l i c—pr i va te one. A n d the 
opt ions tha t are avai lable, other t han p r i va t i za t i on opt ions, t h a t is, 
government financing, government suppor t , government corpora-
t ions, et cetera, tha t is the analysis we are jus t now ge t t i ng under 
way. T h a t is wha t we d i dn ' t have t ime to do i n the s tudy we issued 
i n March . 

L e t me say s imp ly at th is po in t t h a t those very questions are pre-
cisely wha t we are addressing. The question of m ixed purpose p ro j -
ects, i n order to be consistent w i t h the s tandard I was a r g u i n g f o r 
ear l ier , could be el ig ib le f o r f u n d i n g i f the energy efficiency o f t h a t 
pro jec t were better t han other al ternat ives. 

Senator STEVENSON. Yes, bu t i n m y example, the energy produc-
t i o n m i g h t be very low. B u t i f you took an overa l l look at i t , and 
inc luded the value, a luminum, steel, and so on, the value o f t h a t 
mun i c i pa l i t y disposing o f waste, i t m i g h t be the most p roduc t ive on 
a cost-benefit basis. 

M r . CANFIELD. I agree. Y o u m i g h t — I guess I w o u l d argue f o r 
t a k i n g a special look at those k inds o f th ings, pa r t i cu l a r l y as i t goes 
to mun ic ipa l waste recovery. I don ' t t h i n k I w o u l d necessarily w a n t 
to t h r o w i t i n to th is k i n d o f legis lat ion. B u t the leg is lat ion y o u are 
descr ibing, where the net impact is posi t ive, is someth ing the coun-
t r y ought to be l ook ing at very hard . 

I wou ld not argue tha t i t should be pa r t o f th is pa r t i cu la r legisla-
t ion. W e can take a f u r t h e r look at tha t , i f you w o u l d l ike , as p a r t 
o f th is study. 

Senator STEVENSON. W o u l d you ? I t h i n k i t wou ld be ve ry he lp fu l . 
I don ' t t h i n k we wan t to set up a new financing agency f o r every 
k i n d o f pro ject t ha t comes down the pike. 
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M r . CANFIELD. W e w i l l exp l i c i t l y look at that . 
Senator STEVENSON. YOU m i g h t look at the role o f the banks. The 

E x i m b a n k already has made some f inancing avai lable to fo re ign 
countries f o r the development o f energy and energy research, most 
notab ly nuclear reactors. B u t not very long ago, when the adminis-
t r a t i on was propos ing to make + 6 E x i m b a n k a ma jo r vehicle f o r 
the f inanc ing o f energy f o r the Societ Un ion , we raised serious con-
cern. W h a t wou ld the role o f + 6 E x i m b a n k vis-a-vis th is agency be 
i f the la t ter were created and gets in to development abroad ? 

T h a t is a l l I have t ime f o r at the moment. 
M r . CANFIELD. M r . Cha i rman, one f igure you m i g h t f i nd interest-

ing, r e f e r r i ng to the ear l ier question o f cap i ta l ava i lab i l i t y , et cetera, 
was analyzed as pa r t o f the F o r d Founda t ion repor t . W e analyzed 
wha t these conservation opt ions wou ld cost to be implemented, i f we 
implemented them s ta r t i ng i n 1975 th rough the year 2000. W e com-
pared tha t w i t h wha t i t wou ld cost to supp ly the h igher demand o f 
a supply-or iented scenario. 

The figures are m i n d bogg l ing i n ei ther case, bu t the supply 
increasing scenario estimate, based on 1973 dol lars, was $1,750 b i l -
l ion. The f igure f o r the conservation opt ions was $1,450 b i l l i o n ; thus, 
a savings," avai lable f o r use i n other sectors o f the economy o f $300 
b i l l i on by go ing the conservation route. 

A lo t o f people tend to t h i n k conservation costs more, bu t the 
analysis we d i d then indicates i t costs considerably less. 

The CHAIRMAN. L e t me ask you about one other area tha t hasn't 
been discussed. 

Tho admin is t ra t ion proposes to establish th is colossal au tho r i t y 
w i t h $100 b i l l i on outside the budget. Y o u expressed some reserva-
t ions i n your statement about creat ing appropr ia t ions not subject to 
the appropr ia t ions process. 

W h a t do you t h i n k w i l l be the consequences o f keeping th is E I A 
off the budget? 

M r . CANFIELD. DO you mean " W h y wou ld they wan t to do i t off 
the budget?" 

The CHAIRMAN. NO ; wha t wou ld be the consequences o f i t ? 
F o r example, does p u t t i n g th is agency or any agency off budget 

hamper G A O ' s ab i l i t y to aud i t i ts act iv i t ies and make recommenda-
t ions to Congress ? 

M r . CANFIELD. I t h i n k you wou ld w r i t e i n the legis lat ion a l l the 
necessary requisites to a l low us to do the k i n d o f aud i t i ng tha t we 
t rad i t i ona l l y do. W e are more concerned about wha t i t wou ld do to 
you, to the Senate and the ab i l i t y o f the Senate and the House to 
oversee the act iv i t ies. I t has to make quar te r l y reports and an 
annual repor t , et cetera; but you jus t don ' t have the k i n d o f cont ro l 
over operations o f t ha t nature 

The CHAIRMAN. W h a t bothers me, i f we had a cap i ta l budget 
wh i ch I have favored fo r a long, long t ime, t ha t wou ld be one th ing . 
W e don' t have i t , number one. 

Number two, th is isn' t s imp ly a loan program. I t is a stock invest-
ment p rogram, i t is a pr ice-support p rogram, a p rog ram tha t w i l l 
result i n the expendi ture o f a lo t o f resources. I don ' t see w h y we 
shouldn' t have a l l these programs compete i n the budget. I f you 
leave i t out o f the budget, you don' t do that . 

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



150 

H o w about the size of this author i ty ? I s $100 b i l l ion more than is 
necessary ? Should i t be bigger ? Should i t be smaller ? 

M r . CANFIELD. I have no idea. We have struggled w i t h that our-
selves fo r several months since the proposal first came out. We wrote 
a de l ight fu l sentence i n our comments which, i n essence, says i t 
could be bigger or l i t t ler . I t was a real waffle. I t was about the best 
we could do. 

The CHAIRMAN. I t seems the least the Congress can do is deter-
mine how much i t ought to be. Should i t be 10, 50,100, 200? 

M r . CANFIELD. I t is fa r less than the tota l amount needed. B u t i f 
you th ink of i t i n terms of get t ing leverage and get t ing certain 
processes moving and developing the first steps of an infrastruc-
ture 

The CHAIRMAN. We need more capital, but this isn't to provide 
a l l the capital you need. Th is is presumably to b r ing on those energy-
producing and saving activities that couldn't be brought on through 
the free market. 

M r . CANFIELD. We can look into i t and t r y to estimate. When you 
start adding up a l l of the actvi ty you are ta lk ing about, people 
bl i thely throw around figures of 

The CHAIRMAN. Whatever you give us w i l l be very helpfu l . 
One other question: 
On balance, do you support the b i l l or not ? Does the G A O take a 

posit ion ? 
M r . CANFIELD. The G A O has not taken a specific posit ion on the 

b i l l . We are not against this type of legislation. We th ink that this 
type of legislation, modified as we talked about i t , is better than 
no legislation i n the area. We th ink financial assistance fo r these 
kinds of things is necessary, inc luding for the supply increases, so 
we are not against the b i l l . We th ink that the b i l l , a modified b i l l , 
would be useful. 

The CHAIRMAN. Senator Stevenson ? 
Senator STEVENSON. Thank you, M r . Chairman. 
Just one fur ther thought, which, i f i t hasn't already been ad-

dressed, perhaps i t should be. 
Instead of pu t t ing a l l the risks to the taxpayers as th is measure 

proposes, and a l l the opportunit ies fo r prof i t on the industries, have 
you given any consideration to equity part ic ipat ion by th is ent i ty 
i n the projects i t finances ? 

I f not, shouldn't that also be considered ? 
M r . CANFIELD. We have not. We w i l l add that to the section of our 

study on financial options. 
Senator STEVENSON. Thank you. 
The CHAIRMAN. I t is my understanding that this does provide 

25 percent which w i l l be or can be equity. 
M r . CANFIELD. That's r ight . I f you have addit ional suggestions 

that you would l ike to make to us of items to consider i n th is second 
study, i t is just gett ing started, and we would be happy to receive 
them. 

M r . Sprague's office w i l l receive those suggestions. 
The CHAIRMAN. Thank you very much. 
Senator STEVENSON. Mr . Chairman, I am not sure I heard what 

you said. I th ink the financing of the energy author i ty can be par t l y 
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through equity, but I was not suggesting that. I was suggesting 
that consideration be given to E I A ' s financing. 

The CHAIRMAN. That is provided, too. There are 2, number one, 
energy authority is 25 percent equity. 

Number two, they are allowed to buy equity securities to make 
loans. A t least that was the way we have looked at i t . I have had the 
staff go over i t pretty carefully. 

I am pretty sure that is true. 
A l l r ight. Thank vou very much, Mr . Canfield, fo r a fine presen-

tation. I t is one of tne best the GAO has given us and that is a fine 
agency. 

Our next witness is Mr . Andrew J. Biemil ler, director of Depart-
ment of Legislation, A F L - C I O . 

STATEMENT OF ANDREW J. BIEMILLER, DIRECTOR, DEPARTMENT 
OF LEGISLATION, AFL-CIO; ACCOMPANIED BY FRANK POLLARA 
AND RAY DENNISON 

Mr . BIEMILLER. Good morning. 
The CHAIRMAN. Mr . Biemil ler, you have a brief, concise, to the 

point statement. Go r igh t ahead. 
Mr . BIEMILLER. Thank you, Mr . Chairman. 
I n addit ion to our statement, I would l ike to submit for the 

record a copy of a speech by secretary-treasurer Lane K i r k land of the 
A F L - C I O , a statement of the A F L - C I O executive council on the 
Energy Independence Author i ty , and a copy of our convention reso-
lut ion dealing w i t h the whole question of energy. 

The CHAIRMAN. Very good. We are very happy to have that. 
[Copy of the speech fol lows:] 

T E X T OF A S P E E C H B Y A F L - C I O SECRETARY-TREASURER L A N E K I R K L A N D TO T H E 
I N D U S T R I A L U N I O N D E P A R T M E N T CONFERENCE O N E N E R G Y 

I t may be h a r d to believe, but two years and five months a f te r the A rab o i l 
embargo, Amer ica s t i l l does not have an energy pol icy w o r t h y o f the name. The 
na t ion is now even more dependent on fore ign sources of o i l t han i t was p r i o r to 
the o i l embargo. 

Responsib i l i ty f o r incredib le s i tua t ion rests w i t h the President and Con-
gress al ike. Bo th have placed par t i san po l i t i ca l considerations above the na t iona l 
interest. B o t h have determined to make po l i t i ca l cap i ta l out o f each others 
delinquency. 

Domestic product ion of o i l has declined steadi ly over the las t several years. A t 
the same t ime, Amer ican dependence on fore ign sources has been increasing. 
Impor ts o f pet ro leum products have been averaging over 7 m i l l i on barre ls of o i l 
per day—about 40 percent of the nat ion 's o i l consumption—compared to under 
(> m i l l i on barrels before the embargo. Most of t h a t increase i n impor ts has come 
f r o m A rab countr ies f r o m whom the Un i ted States impor ts 1.7 m i l l i on barrels 
dai ly , near ly double the 900,000 barre ls p r io r to the embargo. 

The gasoline l ines have disappeared, bu t the th rea t of an A r a b o i l embargo 
hangs l i ke an ax over the Amer ican economy. Another cutof f by the A r a b coun-
t r ies wou ld have a devastat ing effect. 

Even w i t h o u t a cutof f , the na t ion labors under the cont inu ing th rea t of f u r t he r 
o i l pr ice increases. 

The fivefold increase i n o i l prices since the A rab o i l embargo was a ma jo r fac tor 
i n the double-digi t i n f la t ion of last year and the severe recession t ha t s t i l l g r ips 
the nat ion. 

Amer ica cannot cont inue to l i ve under th is dua l threat . Amer ica must make 
clear tha t i t w i l l not to lerate o i l b lackmai l . Th is is not a weak nat ion. I t has the 
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economic strength to str ike back against nations threatening America w i t h an oi l 
embargo. 

Blackmai lers must not be al lowed to threaten the economy of the Free Wor l d 
w i t h impuni ty . Embargoes should be met w i t h economic countermeasures. No 
i tem, inc luding m i l i t a ry equipment as wel l as agr icu l tura l and indus t r ia l com-
modities, should be shipped to such countries. Thei r assets in th is country should 
be frozen. A l l technical assistance should be w i thdrawn. The Uni ted States gov-
ernment should t reat an o i l embargo as economic war fa re and reta l iate w i t h a l l 
the economic weapons at i ts command. 

I f th is nat ion is to achieve energy independence i t is essential tha t str ingent 
and mandatory conservation measures be adopted. Every gallon of o i l saved and 
every 1,000 cubic feet of na tura l gas saved means that much more oi l and na tu ra l 
gas fo r economic growth and job creation. 

As we understand conservation, i t does not mean a change in l i f e style. I t does 
not mean an abandonment of the qual i ty of American l i fe. Consumers in Den-
mark, Switzer land and West Germany—al l countries tha t have l i v i ng standards 
comparable to the Uni ted States—use less than one-half as much energy per 
person as American consumers. 

Energy consumption per person in the Uni ted States is the equivalent of 2,520 
gallons of o i l compared w i t h 1,092 gallons i n Denmark, 714 gallons i n Switzer land, 
and 1,092 gallons i n West Germany. 

Conservation does not mean that Americans must stop d r i v ing the i r cars. I t 
means dr iv ing cars that w i l l get 28 miles per gal lon of gas instead of 14 miles 
per gallon. 

Conservation does not mean cold, d ra f ty , uncomfortable houses. I t means 
warm, comfortable, f u l l y insulated and energy efficient homes tha t consume min-
imum quanti t ies of energy. 

Nor does conservation mean no growth. We hold no br ief fo r those who are 
pushing conversation as a par t of a no-growth philosophy. Growth i n the economy 
and conservation of energy can—and must—go hand in hand. The Ford Founda-
tion, i n i ts report on energy, states that the "Un i ted States can grow and prosper 
and have plenty of jobs and s t i l l conserve energy." 

However, conservation alone w i l l not solve the energy crisis. I t j us t cannot 
be done. Whi le conservation measures are indispensable i n the ef fort to achieve 
energy independence, i t is jus t as indispensable to increase the nation's supplies 
of energy. 

No single source of energy represents the u l t imate fuel. A l l sources of energy 
must be developed. However, i t is clear that even w i t h the most intensive ex-
plorat ion and development efforts, domestic sources of o i l and gas are declining. 
I t is urgent that steps be taken tu convert indust r ia l and power plants tha t now 
use gas and o i l to al ternat ive sources of energy. A t the same t ime newly-con-
structed indust r ia l and power plants should be required to operate on fuels 
other than o i l or gas. Of the al ternat ive fuels, coal and nuclear are the ones 
which the nat ional must rely on in the immediate future. 

America must also direct i ts efforts to such sources of energy as solar, geo-
thermal, shale oil, coal l iquefact ion and gasification. Development of these 
energy sources w i l l neither be cheap or occur overnight. 

Nuclear energy is the target of a well-organized dr ive to ban i ts use. The 
basis of that campaign is that nuclear energy is not safe. We do not agree w i t h 
that assessment. I n the more than 20 years that nuclear energy has been in use 
there has been not one death due to rad iat ion effects. The record of safety i n the 
nuclear indust ry is among the best i n industry. 

The occupational safety record of the nuclear indust ry stands out when com-
pared w i t h competing energy industries. I n a government survey of the mining, 
processing and transportat ion of coal and nuclear energy, there were ten times 
more deaths in coal and almost ten times more workdays lost. I n this century, 
more than 100,000 miners have lost thei r lives digging coal out of the ground. 

Tha t same government survey showed a better occupational safety record fo r 
the nuclear compared w i t h the o i l industry. There were 60 percent more deaths 
i n the o i l indust ry and almost twice as many workdays lost. 

I n addit ion, t ransportat ion of o i l across the ocean and offshore o i l d r i l l i ng pose 
a threat to the environment and marine l i fe. I n recent years the wreckage of the 
Torrey Canyon in the Engl ish Channel and the A r row off the coast of Nova 
Scotia, as wel l as the o i l spi l l at Santa Barbara, a l l d id great damage. The point 
is not tha t we should stop shipping o i l i n tankers or discontinue offshore dr i l l ing , 
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but t ha t other sources of energy have the i r r isks, and there is no who l l y safe 
and env i ronmenta l ly pure a l ternat ive. 

B u t the safety record of the nuclear indus t ry is no guarantee f o r the fu tu re . 
T h a t is w h y we ins is t t h a t safety standards must be the most st r ingent , the most 
uncompromis ing f o r any indusry . There can never be a t o t a l guarantee against 
accidents. We i n the labor movement have been i n the fo re f ron t of the bat t le to 
establ ish the most r i g i d safety and hea l th standards to protect the workers of 
Amer ica. A n d we serve notice to the nuclear indust ry , t ha t we in tend to see to i t 
t h a t the most r i g i d safety regulat ions cont inue to be appl ied to the nuclear 
energy indus t ry so t h a t the possib i l i ty of accidents w i l l be minimzed. 

Amercan cannot a f fo rd to m a r k t ime i n g rapp l ing w i t h the energy problem. 
I n order to protect our na t iona l interest and promote the economic hea l th and 
prosper i ty of th is country , immediate steps must be taken to assure the country 
an adequate supply of energy w i t h o u t dependence on insecure fo re ign sources. 

I t is f o r t ha t reason t h a t the A F L - C I O strongly supports the concept of a 100 
b i l l i on do l lar Enegry Independence A u t h o r i t y as proposed by Vice-President 
Rockefel ler. As we see i t , t h a t A u t h o r i t y wou ld help establ ish energy independ-
ence f o r the Un i t ed States th rough direct loans, loan guarantees, and other 
f inancia l assistance to p r iva te indus t ry and publ ic bodies. 

T h a t A u t h o r i t y w o u l d : 
1. Provide f inancia l assistance fo r the whole gamut of energy technologies, 

inc lud ing the const ruct ion of new plants. 
2. Prov ide f inanc ia l assistance to convert power p lants t h a t use o i l or gas to 

a l te rna t ive sources of energy. 
3. Prov ide f inanc ia l assistance to projects to conserve energy usage inc lud ing 

construct ion of energy efficient bu i ld ings and re t ro - f i t t ing old ones. 
4. Engage d i rec t l y i n the product ion and d is t r i bu t ion of energy whenever the 

na t iona l interest cal ls f o r i t and pr iva te indus t ry is u n w i l l n g or unable to do so. 
Amer ica cannot s tand i d l y by leav ing i ts wel l -being i n the hands of undependa-

ble, i r responsible fo re ign sources. Another o i l embargo may never come or i t 
may come next week or nex t month or next year. O i l prices may remain stable 
or they may skyrocket three, f ou r or five t imes the present level due to actions 
by the A r a b countr ies. E i t h e r another o i l embargo or skyrocket ing o i l pr ice w i l l 
have a devastat ing effect on the Amer ican as we l l as the w o r l d economy. 

We believe Amer ica can and must and w i l l make the h a r d decisions fo r the 
fu tu re . 

W e must not be coerced by Neanderthals or blackmai lers. And we insist tha t 
our government take the lead i n developing an energy pol icy w o r t h y of the 
name—a pol icy wh i ch w i l l insure energy independence and a hea l thy Amer ica 
fo r the generations to come. 

M r . B I E M I L L E R . T h a n k y o u . 
We have t r ied to fo l low your instructions and have a br ief sum-

mary, and I am accompanied by M r . F rank Pollara, who is an 
assistant to President Meany and secretary of our standing committee 
on energy, and M r . Ray Dennison, one of our legislative agents, who 
sort of monitors this committee a bi t , as you w i l l recall. 

M r . Chairman, the A F L - C I O urges the establishment of an Energy 
Independence Au thor i t y , capitalized at $100 bi l l ion, to help establish 
energy independence fo r the Uni ted States through direct loans, 
loan guarantees, price guarantees and other financial assistance to 
private industry and public bodies unable to secure pr ivate capital. 

The Uni ted States is increasingly dependent on the importat ion 
of o i l f r om insecure foreign sources. As long as that dependence 
continues, so long w i l l there be an energy problem. 

For the first t ime i n history, foreign o i l imports recently exceeded 
domestic production. I t is this situation that makes the Nat ion today 
even more vulnerable than i n 1973 to an A rab o i l embargo. 

Because gasoline lines have disappeared, the nat ion should not 
delude itself in to believing that the energy crisis is over. America 
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must not wa i t fo r another o i l embargo before coming to gr ips w i t h 
this problem. 

There is no simple solution. There is no instant panacea. Rather, 
what is required is a massive commitment to explore and develop a l l 
avenues o± approach that would lead to energy conservation and 
increases i n domestic supplies. 

As a first step, i t is essential that the nat ion embark on a str ingent 
and mandatory conservation program. Such a program would cal l 
f o r the production of energy-efficient automobiles, the construction 
and retro- f i t t ing of bui ldings of maximum energy efficiency the devel-
opment of mass transi t systems, the product ion of gas and electric 
appliances that use considerably less quantities of energy than our 
current appliances, and other energy conservation measures. 

The k ind of conservation that we are ta lk ing about does not mean 
an abandonment of the American way of l i fe. Conservation, as we 
understand i t , goes hand-in-hand w i t h economic growth, f u l l em-
ployment, and a prosperous economy. 

Conservation measures are indispensable. B u t by themselves, they 
w i l l not solve the energy crisis. I t is just as essential to increase the 
Nation's supply of energy. 

There is no one source of energy that represents the ul t imate solu-
t ion to the Nation's energy deficiency. The choice is not between coal 
or nuclear or solar power. A l l sources of energy—coal, nuclear, oi l , 
gas, solar, geothermal, shale oi l , coal l iquefaction and gasification— 
must be promoted. Nevertheless, i t should be understood that fo r the 
near term coal and nuclear power represent the nation's best hope. 

However, i t is clear that even w i t h the most intensive explorat ion 
and development efforts, domestic sources of o i l and gas—the standbys 
of the past—are declining. Therefore, we would urge that newly 
constructed industr ia l and power plants be required to operate on 
fuels other than o i l or gas and that steps be taken to convert plants 
now using gas and o i l to alternative sources of energy. 

We are persuaded that pr ivate industry, le f t to i tself , cannot and 
w i l l not resolve the energy crisis. I t is urgent that the government 
direct ly involve itself i n this matter so v i t a l to the national interest. 
America cannot afford to mark time. 

The k ind of author i ty that we envision wou ld : 
(1) Provide financial assistance for the whole gamut of energy 

technologies, inc luding the construction of new plants. 
(2) Provide financial assistance to convert power plants that use 

o i l or gas to alternative sources of energy. 
(3) Provide financial assistance to projects to conserve energy 

usage, inc luding construction of energy efficient bui ldings and retro-
f i t t i ng old ones. 

(4) Engage direct ly i n the production and dist r ibut ion of energy 
whenever the national interest calls fo r i t and pr ivate industry is 
unw i l l i ng or unable to do so. 

The CHAIRMAN. Thank you very much, M r . Biemi l ler . 
M r . Biemi l ler , is there any opposition to this posit ion i n the A F L -

C I O ? I s i t pret ty much unanimous, general consensus? 
M r . BIEMILLER. T o the best of my knowledge, i t is a general con-

sensus. I t certainly is among the members of the executive council 
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who, as I say, adopted a resolution that I am submit t ing fo r the 
record. 

The C H A I R M A N . N O other unions have taken a contrary position 
t o t h e A F L - C I O ? 

M r . BIEMILLER. None that I am aware of, and I am sure we would 
have heard about i t i f they had. 

The C H A I R M A N . Y O U say, "We are persuaded that pr ivate industry, 
le f t to i tself, cannot and w i l l not resolve the energy crisis." 

Now, a study published earlier this year by Bankers Trust using 
assumptions that seemed fa i r l y logical—at least they were the same 
assumptions as Vice President Rockefeller and F rank Zarb used— 
came to the conclusion that over $900 b i l l ion would be needed to 
achieve energy independence by 1985, and that pr ivate capital mar-
kets could provide that and would provide that. 

Furthermore, a study by Dusenbury and Bosworth, two very com-
petent economists, as you know, came to the same conclusion. They 
said i t would be close, but, i n their view, there would be enough funds 
i n the private sector to finance this operation i n the market place. 

Wha t is your response to that ? 
M r . BIEMILLER. I th ink i t is quite possible that the funds could be 

raised, but we haven't shown any willingness on the par t on industry 
to proceed i n the direction that we th ink they ought to be proceeding. 
We know that, for example, on the gasification of coal, they are wait-
ing fo r the type of assistance that is contemplated by the Energy 
Independence Author i t y . 

This would be a price situation. You were correctly po int ing out i n 
the previous colloquy that the Energy Independence Au tho r i t y would 
provide various kinds of financing and also price sustenance money. 

I do not th ink that you are going to get pr ivate industry in this 
country to do the job that, i n our opinion, needs to be done, unless 
i t is spurred on by the Government. 

The CHAIRMAN. Yesterday, we had testimony by Ba r ry Commoner, 
a very eminent environmentalist, and a h igh ly competent man, who 
argued that this would be counterproductive, because i t would tend 
to encourage technologies that are inefficient, b r ing i n higher-priced 
fuel. H e argued i t would raise the price of fuel and that the dispo-
sit ion of this k i nd of an authori ty would be to fund coal and shale 
and would ignore solar energy, which he feels is by fa r the most 
promising but doesn't have a vested interest push. 

Wha t would be your response to that cr i t ic ism ? 
Mr . BIEMILLER. I don't see why solar energy would be ignored by 

an Energy Independence Author i ty . We have made i t quite clear that 
we th ink a l l approaches to increasing our energy supply should be 
developed and uti l ized. 

The immediate prospects, though, fo r solar energy, i n our opin-
ion, are not great. We th ink that solar energy can be developed; i t is 
going to take some experimentation beyond the current state of that 
technology. 

As you know, there are numerous small projects underway, but 
there are no b ig projects underway at the moment i n the solar energy 
field. Just as, unfortunately, there are not i n coal gasification or any-
th ing else. 

71-787—-76 11 
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The C H A I R M A N . Y O U say very l i t t le i n your statement—of course, 
i t is a concise statement. I understand why you had to be careful 
about get t ing in to fields that you d i d n t feel were absolutely essen-
t ia l . B u t you say very l i t t le about jobs, the effect of th is on jobs. 

The Vice President argues that this would increase the number of 
jobs by 1.2 or 1.3 mi l l ion, a figure which d idn ' t seem to me very logi-
cal. We d idn ' t challenge h im on i t , because there were so many other 
things to discuss. 

B u t one of your central concerns is jobs. You and your organization 
have fought very hard to reduce unemployment, provide more work. 
What , i n your view, would be the effect o f this on employment i n 
the country ? 

M r . BIEMILLER. We th ink i t is absolutely essential i f we are to 
mainta in any k ind of a f u l l employment economy i n this country. 
I don't have to remind you or anyone else who serves on th is com-
mittee that we are below the t rough o f a l l postwar depressions at the 
moment. 

I n our opinion, current unemployment is actually over 10 m i l l i on 
and not the figure that the Government is using. 

W e cannot get those jobs wi thout sufficient energy, and th is is what 
our concern is. 

The CHAIRMAN. B u t as fa r as the direct effect is concerned, many 
faci l i t ies would be located i n remote areas, Canadian permafrost, 
Colorado mountains. 

You feel the pr inc ipal effect of th is i n b r ing ing employment i n the 
center cities, fo r example, would be i n making energy more abundant 
and at a more reasonable price ? 

M r . BIEMILLER. There would be, of course, some jobs created i n the 
construction of plants and energy lines and the l ike. A n d i n a shale 
project, f o r example. B u t the main th ing is, we want a source of 
energy available. 

We see real problems. You are aware, I am sure, tha t the con-
sumption of energy, whi le i n the last couple of years hasn't been 
jumping, was j ump ing at tremendous strides i n th is country. W e 
t h i nk i f we are going to make use of the 25 percent of current indus-
t r i a l faci l i t ies that are not ut i l ized at al l , tha t we are going to have 
to have more energy i n this country. 

The CHAIRMAN. I t is good to see you come down as hard as you d i d 
on conservation, too. Tha t was most constructive and helpfu l . 

Senator Stevenson? 
Senator STEVENSON. M r . Biemi l ler , does the A F L - C I O support th is 

b i l l , or is i t the concept of assuring adequate capital f o r the conser-
vat ion and production of energy that the A F L - C I O supports? 

M r . BIEMILLER. The concept, and we th ink the b i l l is a f ramework 
w i t h some of the suggestions we have made. 

One of them, I believe, is a suggestion that you have been work ing 
on f o r some time, Senator, and that is to get a T V A - t y p e demon-
strat ion going i n the area. We would feel very strongly that that type 
of t h ing should be added to the b i l l . 

Senator STEVENSON. Wel l , they would complement themselves, 
th is could become a par t ia l mean& of financing. The corporation I 
propose, that corporation could become the best vehicle fo r the diver-
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sification of foreign sources which, as you know, is also very im-
portant. 

Bu t I do not th ink Mr . Commoner, either, was quarreling w i th the 
concept. He was quarreling w i th the priorit ies which he feared this 
part icular b i l l , the E I A , would produce. 

Bu t the bi l l , w i th in this framework, can be rewritten. The E I A 
could be given some guidelines and some productivi ty standards to 
produce different priorities. 

The Chairman asked i f there was opposition; I am not aware of 
much opposition, either by labor or others, to the concept of assuring 
adequate capital to develop new conservation efforts and energy 
sources. 

Thank you, Mr . Chairman. 
The CHAIRMAN. Thank you very, very much, Mr . Biemil ler. I t was 

a helpful presentation. 
Mr . BIEMILLER. Thank you, Mr . Chairman. 
The CHAIRMAN. Our f inal four witnesses I am going to ask to come 

for th together as a panel. Mr . Russell Cameron, chairman of the board, 
Cameron Engineers, Denver, Colo. Mr . John Simpson, chairman of 
the Atomic Industr ia l Forum, Pittsburgh, Pa. M r . Joe Browder, En-
vironmental Policy Center, Washington, D.C. Mr . Joseph Curry, 
Consumer Power, Jacksonville, Fla. 

STATEMENT OF RUSSELL J. CAMERON, CHAIRMAN OF THE BOARD, 
CAMERON ENGINEERS, DENVER, COLO. 

Mr . CAMERON. Good morning. 
The C H A I R M A N . Y O U gentlemen come to us w i t h extraordinary 

backgrounds in the energy area. We are happy to have you here to 
give us advice on what would be an enormously b ig commitment by 
the Congress. 

Mr . Cameron, w i l l you begin ? 
Mr . CAMERON. Thank you, Mr . Chairman. 
I regret that, due to a mixup i n communications, I didn't receive 

information and background data on the E I A unt i l too late to prepare 
wr i t ten testimony. Bu t I w i l l be glad to submit testimony for your 
record. 

The CHAIRMAN. Very good. 
Incidentally, I should have said we would appreciate i t i f the four 

of you gentlemen could confine your remarks as much as possible to 
5 or 7 minutes, something l ike that ; abbreviate your testimony i f you 
can, so we w i l l have some time for questions. 

Go r ight ahead, sir. 
Mr . CAMERON. I might take a couple of words, i f you don't mind, 

since Cameron Engineers is not a household word, to tel l you that 
our f i rm is one of the pioneers in synthetic fuels technology. We have 
been advisers to both industry and government for the past 20-odd 
years. 

I have participated myself i n synthetic fuels development through 
service at the U.S. Bureau of Mines oi l shale project at Ri f le, Colo, 
since the late 1940's and got involved in energy matters here i n Wash-
ington in 1974, when I came in as a special adviser to Mr . Simon and 
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M r . Sawhi l l , i n considering the concept of Project Independence and 
helping to establish the framework w i t h i n the F E O fo r such a pro-
gram. 

Synthetic fuels is the area to which I would l ike to direct your 
attention. Our definit ion of "synthetic fuels" is o i l and gas produced 
f r om coal, o i l shale, o i l sands, and recently f r o m organic wastes. 

W i thou t gett ing into a lot of history, I th ink i t m igh t be useful to 
note that we are not ta lk ing about new technology to produce syn-
thetic fuels i n so much as we are ta lk ing about modern engineering 
methods fo r producing these materials. The term "coal o i l " wh ich you 
heard back as a boy was a synthetic fuel produced f r o m the dist i l la-
t ion of coal. Tha t has gone back fo r at least 200 or 300 years. 

You are fami l iar , of course, w i t h the German synthetic fue l in-
dustry of W o r l d W a r I I , i n which coal was used to provide about 
100,000 barrels a day of liquids—gasoline, diesel fuel, aviat ion fuels 
and lubricants fo r their war machine. 

Here i n the Uni ted States dur ing and fo l lowing the war, we had a 
synthetic l iqu id fuels program that was sponsored by Senator O'Ma-
hony of Wyoming. The Bureau of Mines took the German technology, 
tested and demonstrated i t here, and by 1955, had shown that we could 
use our coal, our technology w i t h the basic German-developed chemis-
try—as wel l as o i l shale technologies used elsewhere throughout the 
wor ld—and make usable fuels f r om our domestic coals and o i l shales. 

Today, South A f r i ca has a modern coal-based synthetic fuels 
industry. South A f r i ca started its work i n 1955, bu i ld ing a small 
commercial plant. Just this past year, a contract was awarded to a 
major U . S. engineering company fo r a $1 b i l l ion expansion of that 
project. 

So we have as background fo r synthetic fuels production the tech-
nologies that have been developed over the last 30 or 40 years, based 
on modern engineering practices. Research i n the Un i ted States, both 
by pr ivate industry and by government, also has provided us ade-
quate technical background to proceed now to pioneer commercial 
plants. 

We have the same sort of story fo r o i l shale as w i t h coal. Scottish 
oi l shale industry existed pr ior to the t ime o i l was discovered i n Penn-
sylvania, and the foundations of chemical engineering practice were 
actually developed i n Scotland dur ing the late 19th century i n proc-
essing o i l shale and producing f rom i t usable lubricants, waxes, and 
i l lumina t ing oils. A t that t ime gasoline was not an impor tant product. 

Today, the U.S.S.R. has a modern o i l shale industry producing 
the equivalent of 100,000 barrels a day of energy i n the f o rm of 
l iquids, gases, and electric power. Main land China has a large o i l 
shale industry, perhaps one of the largest industr ia l complexes i n the 
wor ld, m in ing coal and o i l shale to provide most of the fuel f o r the 
industries of Manchuria. 

B raz i l has a modern o i l shale plant. M y company designed the 
plant which has been i n operation fo r several years. 

We have had a long period of research in this country on o i l shale, 
and, as I indicated earlier, are ready to go w i th commercial production. 

I th ink i t is also very important i n the considering legislation such 
as the E I A that we recognize that the Uni ted States is not poor i n 
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the resources to provide fo r energy self-sufficiency. Coal as a re-
source certainly can provide raw material fo r the equivalent of some 
mi l l ions of barrels per day of synthetic gas and synthetic oi l , once 
wq have established the basis fo r a commercial industry. 

O i l shale resources, you have heard the numbers, get into the hun-
dreds of bi l l ions of barrels. The number most often quoted is 600 
b i l l ion barrels which is somewhat larger than a l l of the o i l reserves 
known throughout the wor ld today. 

Bu t this is a conservative number, because once we establish a 
technology, once we get into second and t h i r d generations of the ap-
pl icat ion of this technology, we w i l l use lower and lower-grade re-
sources. So i n o i l shale we have the most p lent i fu l potential o i l re-
source on the face of the earth i n the reserves of Colorado, Utah, 
and Wyoming, adding up to a t r i l l i on barrels or more. 

Garbage can provide a significant part of the gas and the indus-
t r i a l fuel requirements of many localities where i t can be efficiently 
gathered and processed. A study we made of the ci ty of Denver indi-
cated that by the year 1990 10 to 20 percent of Denver's gas could 
be produced f r om the gasification of the municipal waste gathered 
in the area. 

Now to economics. Synfuels are high-cost energy sources. This has 
been indicated by the other witnesses, I am sure, and I w i l l be glad 
to provide more detailed information. 

O i l f r o m coal is i n the $20 to $25 a barrel range. Synthetic gas 
f rom coal is $3 to $4 per mi l l ion Btu. O i l shale is somewhat lower, 
perhaps f r om $12 to $20 a barrel, depending on how h igh ly refined 
i t is and where i t is produced. Energy f rom garbage is i n the same 
$3 or $4 range as gas f rom coal. 

The h igh investment is one of the pr inc ipal deterrents to syn-
thetic fuels development. In f la t ion has doubled costs dur ing the past 
5 years fo r industr ia l equipment so that at today's cost, 1976 costs, 
a $1 b i l l ion investment is required for a plant to produce the equiva-
lent of 50,000 barrels of o i l per day, whether i t be gas f rom coal or 
oil f rom oi l shale. 

This really brings into focus the role fo r Government i n the in i t ia-
t ion of a synthetic fuels industry—a sharing of the risks of the 
pioneer plants i n order to provide the basis for significant fu ture pro-
duction of synfuels when our o i l and gas supplies become even more 
crit ical. 

There are 34 commercial synthetic fuels projects in some fo rm of 
p lanning or development by industry in the Uni ted States today. 
There are 75 R. & D. projects, most of which are industr ia l ly oper-
ated, many of them industr ia l ly financed. 

There has been no lack of interest or act iv i ty by industry to get 
us to where wTe are today, which is at the threshold of commercial 
applications. B u t w i t h price controls over oi l , w i t h the large front-end 
capital requirements that continue to be increased by inflat ion, w i t h 
the possibil i ty that foreign o i l prices might influence domestic o i l 
prices i f the O P E C cortel were broken, industry has not been able to 
go ahead w i t h this first wave of commercial plants. 

I would therefore agree w i t h the concept of the E I A , that some 
fo rm of government r isk-sharing is required. I would l im i t i t , how-
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ever, to the first group of pioneer plants, so that we can actually 
determine the real costs, determine the real environmental problems 
that have to be solved, and to provide the industr ial base for expand-
ing synthetic fuels i n a competitive energy economy, as we move into 
the next decade. 

I t is quite clear that industry cannot get the money f rom the 
financial community to go into these huge projects wi thout some 
fo rm of backup f rom the Government. I strongly favor the legisla-
t ion what was passed by the Senate last year, rejected by the House, 
but is now again before the House, for a l imi ted synthetic fuels pro-
gram, i n order to provide thie head start to obtain the knowledge we 
need to determine where synthetic fuels fits into our energy picture, 
as we move into the last part of the century. 

Thank you. 
The CHAIRMAN. Thank you very much, Mr . Cameron. 
Mr . Simpson ? 

STATEMENT OF JOHN W. SIMPSON, CHAIRMAN, ATOMIC 
INDUSTRIAL FORUM, PITTSBURGH, PA. 

Mr . SIMPSON. Mr . Chairman and members of the committee, my 
name is John W. Simpson. I am chairman of the atomic industr ia l 
forum and director-officer and chairman of the energy committee of 
the Westinghouse Electric Corp. I appreciate the opportunity to 
appear before you today as chairman of the forum. The fo l lowing 
views of S. 2532, the Energy Independence Author i ty Act , are con-
sistent w i th those I forwarded to the President last November on 
behalf of the executive committee of the forum's board of directors. 

As you may know, the forum is a not-for-profi t trade association 
comprised of over 600 organizational members i n the Uni ted States 
and 25 other countries. Our members share a common interest i n the 
development and application of atomic energy for peaceful purposes. 
Our membership is very diverse, and includes, among others, uti l i t ies, 
manufacturers, engineer-constructors, service companies, min ing and 
mi l l i ng companies, universities, labor unions, professional firms, 
financial institutions, and governmental organizations. As the name 
" fo rum" implies, one of our major roles is to ident i fy relevant techni-
cal, legal, and policy issues and provide a mechanism for determining 
the views of our members. We then seek to convey these views to 
appropriate decisionmakers i n ways such as this testimony before 
your committee. 

The forum's executive committee fu l l y supports the goal of energy 
independence and believes that the proposed Energy Independence 
Author i ty could be a key milestone toward that goal. The concept 
of U.S. energy independence remains t imely and extremely important. 
Energy independence would remove a great vulnerabi l i ty of the 
Uni ted States' present foreign policy and would improve the national 
security. I t would strengthen the Uni ted States economically by re-
ducing our dependence upon high-priced foreign energy sources i n 
order to meet the future demand for electric power. Even i f f u l l 
energy independence is not achieved, a close approach to that goal 
would undeniably ameliorate some of our most pressing national 
problems. 
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W e believe, therefore, that i t is imperative fo r the Un i ted States 
to accelerate development of i ts domestic sources of electrical energy-
supply and, concomitantly, reduce our national dependence on foreign 
energy sources. Electr ic power today provides 25 percent of U.S. 
energy requirements and i n the future is expected to supply propor-
tionately more—50 percent—by the year 2000. I n view of our l imi ted 
and ever decreasing domestic natural gas and petroleum supplies, i t is 
evident that only domestic coal and uranium for nuclear energy can 
contribute impor tant ly to augmenting the Un i ted States' electrical 
capacity i n the next two decades. One of the major problems now 
stal l ing this growth is the avai labi l i ty of investment capital to bu i ld 
the necessary and very costly electrical generating plants and sup-
por t ing facilit ies. 

To be sure, other problems also exist. Insofar as nuclear power is 
concerned, i ts safety and general desirabil i ty are under active chal-
lenge by vocal opponents before both the Federal and State levels of 
government. We are confident, however, that these concerns w i l l u l t i -
mately, and we hope speedily, be resolved i n favor of accelerated nu-
clear development. The problem then w i l l be similar to what i t is now: 
Can ut i l i t ies who wish to exploit the nuclear option, i n par t because 
of long-term economic benefits, get over the short-term economic 
hurdles? The Energy Independence Au tho r i t y may be able to play 
a v i ta l role i n helping to finance the leadtime capital intensive faci l i -
ties, inc luding fuel cycle facil i t ies fo r such supportive activities as 
fuel enrichment and reprocessing, so that the nuclear option may 
remain viable. 

The administration's statement accompanying the release of S. 2532 
last year noted that capital requirements fo r energy independence 
w i l l total about $600 b i l l ion over the next 10 years. A l though no in-
format ion has been provided on the allocation of this sum, recent in-
dustry studies show that the u t i l i t y industry alone w i l l require $200 
b i l l ion i n external f inancing dur ing the same period, assuming moder-
ate growth in demand for electrical energy. This w i l l thus approxi-
mate one-third of a l l U.S. investment projected dur ing this period. 
Accordingly, the ut i l i t ies' f inancial needs w i l l be met only i f investor 
funds can be attracted i n large amounts. 

Tradi t ional ly , investors have been attracted to the u t i l i t y industry 
because of the relative security and adequate return on funds placed 
therein. Wh i le growth i n the u t i l i t y assets standing behind each in-
vested dollar—book value—was only moderate compared to that i n 
many other industries, i t was nevertheless sufficient to help attract 
investment. 

I n the immediate past, this situation worsened significantly as a 
result of drastic increases i n fuel costs propelled by the O P E C cartel. 
A t the same time, the effect of inf lat ionary forces and sharply higher 
interest rates was also fel t , so that regulatory bodies found i t pol i t i -
cally diff icult to raise electric rates rap id ly enough to provide an 
adequate rate of return on invested capital. Th is led to a serious 
deterioration of earnings. The financial ra t ing of many ut i l i t ies were 
downgraded dur ing this period, making i t much more costly to raise 
capital v ia long-term debt, the most common source of funds. Fur -
thermore, ut i l i t ies frequently found i t necessary to di lute their stock 
by offering new equity shares at market prices wel l below book value. 
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I n addit ion, increased operating costs, soaring construction costs, 
delays i n licensing, and a decreased rate of power g rowth greatly 
reduced internal cash flow. Th is fur ther aggravated the current finan-
cial difficulties o f the uti l i t ies. 

Over the next decade, industry may be unable to acquire sufficient 
new funds to finance its fu ture needs f rom t radi t ional sources. Meas-
ures l ike the Energy Independence Au tho r i t y which substitute fo r 
the t radi t ional method of st imulat ing investment i n the u t i l i t y in-
dustry, whi le certainly inadequate fo r the long run, may be he lp fu l 
and acceptable i f they are structured so as not to b r ing any unneeded 
permanent involvement of the Government into our basic free market 
system. Far preferable, however, would be enactment of specific 
measures which would ensure that regulatory bodies would act 
promply and al low ut i l i t ies to earn a fa i r rate on invested capital. 
Th is would provide a more direct and potential ly less disrupt ive reso-
lu t ion o f the current u t i l i t y dilemma. 

T u r n i n g f rom electrical generation per se to nuclear fuel cycle sup-
por t faci l i t ies such as uranium enrichment and processing plants, we 
would agree that this area may be i n need of the type of assistance 
envisioned by the act. S. 2532 would assist i n accelerating energy 
independence by financially a id ing energy-related concepts which are 
not l ike ly to be undertaken by pr ivate industry, because they have 
not been commercially developed and may be considered economically 
high-r isk endeavors or are of such large size that industry would not 
proceed alone. 

Such areas in the energy field have t radi t ional ly not been f u l l y 
served by private investment capital, and some of these may be ex-
tremely important to a satisfactory national energy program, thus 
requir ing some fo rm of Government part icipation. These areas typ i -
cally involve development of h igh ly capital intensive or h igh-r isk 
technologies which private industry alone cannot, or is unw i l l i ng to, 
undertake, fo r example: 

Programs involv ing high-r isk investment where satisfactory re turn 
may not exist f o r the ind iv idua l part ic ipant, but which may, overall, 
be beneficial to the Nat ion; programs of a h igh ly capital intensive 
nature invo lv ing first-of-a-kind demonstration programs, such as 
conversion to solid fo rm and storage of h igh level radioactive wastes 
discharged f rom nuclear fuel reprocessing plants; and as the ad-
minist rat ion has already recognized i n i ts proposed Nuclear Fuel 
Assurance Ac t , programs of a h igh ly capital nature which pr ivate 
industry w i l l only enter given certain assurances and Federal pol icy 
decisions. 

A n y Government supplemental program i n these areas must, to be 
effective, be designed so that as each project approaches a higher 
degree of commercialization i t w i l l involve a lesser degree of govern-
mental involvement and a higher degree of part ic ipat ion f r om the 
pr ivate sector. W i t h this essential pr incip le i n mind, the act's poten-
t ia l to assist i n this cr i t ical area is encouraging. 

F ina l l y , I would l ike to mention briefly and commend two of the 
act's salient details. The provisions direct ing the Federal Energy 
Admin is t ra t ion to accelerate the licensing and regulatory processes 
could indeed go a long way toward accelerating the use of nuclear 
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power. The act constitutes i n this regard a constructive step in an 
area where pol i t ical and jurisdict ional disputes threaten to thwart 
true progress towards energy development. These interagency rela-
tionships deserve and w i l l continue to deserve close congressional 
scrutiny. We strongly urge, however, that a shorter t ime period than 
18 months be set for issuing licenses after the proposed certification 
is approved. Such a period, notwithstanding legitimate difficulties, 
would be more consistent w i th the national emergency which is ad-
dressed here. 

Second, we strongly endorse the provision that financial assist-
ance which may be made available to business concerns regulated 
by State or local regulatory bodies should be contingent upon an 
assurance of quarterly rate adjustments which, in the judgment of 
the Author i ty , w i l l provide restoration of the business concern's 
credit rat ing to a level capable of obtaining conventional capital at 
favorable interest rates without additional financial assistance f rom 
the Author i ty . Concurrently, we urge Federal leadership i n enacting 
additional legislation to allow uti l i t ies a rate of return on their in-
vestments, including funds invested in construction work in progress, 
that w i l l permit them to compete in the money market and thereby 
maximize the financing of our nation's expanded energy resources 
without further government assistance. 

I n conclusion, we believe that the approach represented by S. 2532, 
i f properly molded and implemented, could make a substantial con-
tr ibut ion to nuclear development and energy independence, and thus 
merits broad industry support. However, other Federal efforts, par-
t icular ly those to : (1) place u t i l i t y rates of return on a sound eco-
nomic foot ing; (2) insure private nuclear enrichment capabilities 
through the scheme of the Nuclear Fuel Assurance A c t ; and (3) 
accelerate governmental activi ty i n the high-level waste management 
port ion of the fuel cycle; must proceed vigorously, in parallel, i f 
significant results are to be obtained. 

Thank you again for the opportunity to present this statement. 
The CHAIRMAN. Thank you very much, Mr . Simpson. 
Mr . Browder? 

STATEMENT OF JOE B. BROWDER, ENVIRONMENTAL POLICY 
CENTER, WASHINGTON, D.C. 

M r . BROWDER. T h a n k you , s i r . 
Firs t I want to let you know that this statement also represents 

the position of the Sierra Club, which has asked me to represent its 
views here today, too. 

The CHAIRMAN. Very good. 
Mr . BROWDER. A n d in order to put Mr . Simpson's statement in a 

broader context, one of the documents that I gave you, sir, is a memo 
f rom a consultant to the Westinghouse Corp., Mr . Patr ick Caddell, 
out l in ing for Westinghouse the public relations campaign suggested 
to the Atomic Industr ia l Forum for discrediting al l those interests 
who might have questions about the safety and efficiency of nuclear 
power, or questions about any other energy industry, or criticisms of 
the industry's influence on national policy. 
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Two of the other documents there, are one prepared by one of our 
staff members, fo r the Council on Environmental Qual i ty , about the 
need fo r energy facil i t ies i n the Un i ted States, and another about 
water demands i n the Upper Missouri Basin, which reflects direct ly 
on some of the interests of The O i l Shale Corp. and others represented 
by Cameron Engineers. 

I won't go through this whole statement, but I would just l i ke to 
emphasize a couple of points. 

F i rs t , i t is our belief that the Energy Independence Au tho r i t y is 
an attempt to satisfy two interests that combine the worst elements of 
both. 

One is the least productive sector of the energy industry and the 
other is the pork-barrel sector of our Federal Government. Because 
we don't want to be—appear to be part isan about this, I want to say 
that President Fo rd is reflecting a viewpoint that is also shared by a 
great many Democrats. 

There is almost no difference between the intent or consequences of 
President Ford's b i l l or Senator Henry Jackson's Nat ional Energy 
Product ion Board Act . President Ford's b i l l looks l ike i t was draf ted 
by a bond counsel, and S. 740 looks more l ike the Emergency W a r 
Powers style of legislation f rom which i t evolved. 

They both accomplish essentially the same thing. Bo th M r . F o r d 
and M r . Jackson are now work ing on what they agree is the f irst step 
toward the achievement of the broader legislation, that is, subsidies 
fo r the commercial production of synthetic fuels, the legislation the 
first witness on this panel mentioned favorably. 

I n our view, the Energy Independence Au tho r i t y and Senator 
Jackson's b i l l would force the Un i ted States to make radical changes 
i n i ts pol i t ical and economic sj'stem. 

They both would b lur the distinctions between pr ivate and publ ic 
capital. They would centralize the decisionmaking about the geo-
graphic distr ibut ion of capital. 

They would weaken the pol i t ical author i ty of the Congress and 
State and local governments, and fur ther concentrate pol i t ica l and 
economic power i n the executive branch of the Federal Government. 

These policies are offered to us w i t h the promise of more jobs, and 
freedom f rom O P E C countries, but we th ink that they would do 
more to increase the economic and pol i t ica l strength of the O P E C 
countries than anything the oi l -export ing countries could do fo r them-
selves. 

Here at home these programs would d iver t capital away f r o m 
genuinely productive energy programs and leave us w i t h even less 
money for housing, manufacturing, health care, education, nat ional 
defense or the other needs of our economy. 

The specific energy programs that benefit most f r om the structure 
of this legislation are an emphasis on expanding coal product ion i n 
the Rocky Mountains and Northern Great Plains instead of the M i d -
west and Appalachia. 

Tha t would cause a massive sh i f t i n capital, publ ic works spending, 
tax revenues and job opportunit ies away f r o m the present industr ia l 
regions of our country i n the Midwestern and Eastern States to the 
now largely agr icul tural regions of the Central Rockies and Nor th -
ern Great Plains. 
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A simi lar sh i f t would result f r om subsidizing the commercial pro-
duction of synthetic fuels, and the creation of a subsidized synthetic 
fuels industry would lead to fur ther increases i n the price of a l l 
energy. 

I n our view, the worst feature of this b i l l is i ts program fo r subsi-
d iz ing the electric power industry, that would just reinforce business 
as usual i n the industry that is the least efficient, most capital-inten-
sive i n the country, at a t ime when the industry's p lanning calls fo r a 
quadrupl ing of per capita electric power consumption i n the Un i ted 
States w i t h i n the next 25 years. 

The desire to give and take pork barrel always produces a wi l l ing-
ness to distort the econouic and social consequences of Federal pro-
grams. B u t i f we look at the most conservative estimates, the ones 
coming f rom the Treasury Department, fo r example, more than a 
t h i r d of a l l capital invested i n this country i n the next 10 years is 
going to be fo r energy development. 

We th ink that whi le there is a real need to put usable energy into 
our society, i f we let energy be treated pol i t ical ly or economically l ike 
an SST k ind of pork-barrel program, then that sort of th ing, I th ink, 
w i l l bankrupt us. 

I would l ike to give two pol i t ical examples, and we could go into 
much technical detai l about the environmental impacts of o i l shale 
production or coal gasification as you want, but these two pol i t ical 
examples are, I th ink , really significant. 

One is what happened last year on the House side at the science and 
technology hearings on the synthetic fuels commercialization subsidy 
b i l l , when Governor Lamm of Colorado testified that he wanted to 
be a partner of Federal Energy Admin is t ra tor F rank Zarb's i n subsi-
d iz ing a commercial o i l shale industry fo r Colorado. 

That statement of Governor Lamm's was a shock to a lo t of people 
who had supported h im and worked w i t h h im before his election. 
A f t e r the hearings, a couple of us expressed our shock that he would 
want to be a partner of Frank Zarb's, and he said, " I have to be either 
his partner or his slave." A n d he meant i t . 

That is the att i tude that is being stimulated by the Federal Energy 
Administrat ion's reinforc ing the background music f r o m the indus-
t ry , that the crisis w;e face is so intense that t radi t ional economic, t ra-
di t ional pol i t ical responsibilities, relationships, just have to go out 
the window. 

I n our view, at least, any sort of a rat ional review of resource 
avai labi l i ty, the cost of processing, energy demand, and the abi l i ty 
of existing jurisdict ions to handle problems l ike s i t ing and licensing 
of production facil i t ies would not j us t i f y the kinds of radical changes 
being proposed, either i n the Nat ional Energy Product ion Board Ac t 
legislation that some of the Democrats favor or i n President Ford's 
legislation. 

The other example really should be a perfect demonstration of how 
priori t ies can be distorted dur ing the development of the sort of hys-
terical "we have to solve the crisis" atmosphere. A t the t ime when 
the New Y o r k Ci ty fiscal crisis was at i ts most visible peak, when 
President Fo rd was acting l ike New Y o r k was typical of the b i g 
cities that had to be punished because they had been s in fu l and waste-
fu l , that they don't deserve Federal assistance, even i n the fo rm o f 
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guarantees fo r their debt, so they can mainta in basic services—at 
that same t ime the Wh i te House was d ra f t i ng legislation as a par t 
of this synfuel subsidy b i l l to give Federal guarantees fo r the munic-
ipa l bonds of cities that haven't been designed, their locations haven't 
even been decided on yet, they haven't even been incorporated—so 
that the Federal Government could help subsidize the company towns 
tha t Would spr ing up i f the o i l shale plants got their subsidies so that 
they could produce fuel that is so expensive that no one but the Fed-
eral Government could afford to buy i t . 

There is almost an absurdity about, i n our view, at least, the eco-
nomics and the polit ics of this issue. 

Another point that I th ink you ought to pay part icular attention 
to. I don't see how the committee could even take this Energy Inde-
pendence Au tho r i t y legislation seriously. A l l i t is, is boilerplate spe-
cial purpose authori ty legislation. 

I t could have been l i f t ed f r o m the Por t Au tho r i t y of New Y o r k , 
a transi t author i ty i n Miami , a housing author i ty anywhere. I t is just 
diff icult to see how the application of a system of contro l l ing reve-
nues and pol i t ical power that has fai led so demonstrably i n so many 
areas is now supposed to come up and solve one of the most impor tant 
problems that the country faces. 

F ina l l y , I would l ike to ta lk about the general credibi l i ty of the 
F o r d administrat ion i n the assumptions that i t puts before the com-
mittee that jus t i f y this k i nd of legislation. 

We believe that the Wh i te House, inc luding the F o r d Wh i t e House, 
has l ied consistently about its programs, its real energy policies. 
Those distortions and lies about what the administrat ion real ly wants 
as opposed to what i t says i n energy pol icy predate the era of em-
bargo, but became most f lamboyant dur ing the days of the embargo 
and immediately after. 

I d idn ' t have enough copies of i t i n t ime to distr ibute a lo t of them, 
but I can give you one copy of one of the administration's p lanning 
papers fo r Project Independence. 

I t is called "Energy Independence A n Overview". I t was distr ibuted 
a few weeks after Secretary Kissinger distr ibuted, at the W o r l d 
Energy Conference i n 1974, the U.S. publ ic position about energy 
independence. 

D u r i n g that t ime the Wh i te House was ta lk ing about how we 
weren't going to let those nasty Arabs influence our policies, and how 
we were going to become energy self sufficient. 

B u t w i t h i n a few weeks this paper circulated. I t redefines energy 
independence as maximum secure imports, talks about sett ing up 
mi l i t a ry and economic relationships w i t h the Saudis before that had 
been made public at al l , and made i t quite clear that the intent of 
the administrat ion was to increase the amount of o i l that we impor t 
f r om those countries. 

Now w i t h regard to the wisdom of what level of imports is good 
fo r our economy and can be achieved at a price, pol i t ical or otherwise, 
that is not too much to pay, I th ink i t is important to consider the 
basic dishonesty of the administrat ion i n pu t t i ng f o r t h a b ig publ ic 
relations campaign, Project Independence, that appeals to the most 
patr iot ic impulses of a l l elements of our society, asks them to make 
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sacrifices including real economic sacrifices; i n the name of this impl i -
cation that we are going to be free of the foreigners, whi le at the 
same time the administration, f rom the very beginning, has based 
its energy policy on the increased impor t of foreign fuels. 

The Wh i te House has continued to manipulate data about energy 
resources. Just i n the last few weeks the administrat ion ordered the 
UCGS to stop g iv ing informat ion to the Congress about coal resources 
on the public lands, because the USGS informat ion contradicted what 
President Fo rd had said about the impact of the President's veto of 
str ip min ing legislation. 

The data given to jus t i f y the administration's energy facil i t ies 
si t ing legislation, the vast numbers of energy facil i t ies that can't be 
sited wi thout Federal intervention i n the process, was false. 

I would just hope that you would a l l take a look, a really close look, 
at the basic justifications fo r this k ind of legislation before you get 
into debates about section A and section B , or how to accomplish the 
purposes of this legislation, because i n our view, at least, the whole 
th ing isn't wor th anyth ing at all. 

[Mater ia l received f rom Mr . Browder and statement f rom the Sierra 
Club fo l low: ] 

S T A T E M E N T OF JOE B . BROWDER 

The Energy Independence Author i t y is an attempt to satisfy two interests i n 
a way that combines the worst elements of both. One is the least productive 
sector of the energy industry. The other is the porkbarrel sector of the Fed-
eral government. We don't th ink that our economy, our environment, or our 
pol i t ical system can wi thstand the distort ions required to achieve the objectives 
of th is legislation. 

To be fa i r , i t should be noted that President Ford is reflecting a viewpoint 
that is also widely held w i t h i n the Democratic Party. There is almost no 
difference between the intent or the consequences of President Ford's b i l l and 
Senator Henry Jackson's Nat ional Energy Production Board Act. President 
Ford's b i l l looks l ike i t was draf ted by a bond counsel, and Senator Jackson's 
looks more l i ke a war t ime emergency powers proclamation, but their sub-
stance is the same. And the President and Senator Jackson are work ing to-
gether now on the Jackson b i l l that the Whi te House says is the first step of 
the Energy Independence Author i t y program, federal subsidies for the com-
mercial production of synthetic fuels. So our comments should not be inter-
preted as part isan. 

This legislation rests on an assumption that combines helplessness and hys-
ter ia—that our 200-year-old pol i t ical system no longer works. The discovery 
of o i l and the development of the o i l industry has certainly put a stra in on 
that system. Bu t there is no basis in fact for the assumption that a t ransi t ion 
f rom oi l to other energy sources requires a t ransformat ion i n the k ind of 
government we have, unless you assume that the government must funct ion 
to assure that the o i l industry survives the t ransi t ion and controls the energy 
sources of the future. 

The Energy Independence Author i t y and Senator Jackson's b i l l would force 
the Uni ted States to make the most profound changes in our country's eco-
nomic and pol i t ica l structure since the development of indust r ia l society. They 
would b lur the dist inct ions between pr ivate and public capital, centralize the 
decision-making about the geographic d ist r ibut ion of capital, weaken the poli-
t ica l author i ty of the Congress and of State and local governments, and 
fu r ther concentrate pol i t ica l and economic power in the Executive Branch of 
the Federal government. 

The energy policies that would be advanced by such changes are those now 
being pushed by the Ford Admin is t ra t ion and by Senator Jackson and others 
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i n the Congress whose views about energy are biased by thei r interest i n 
development of resources under the jur isd ic t ion of the In te r io r Committees. 
They propose the development of our lowest-grade and most remote resources, 
and the subsidy of the most costly and least productive conversion technologies, 
at the highest possible rate of overal l energy consumption, at the highest 
possible price. 

These policies are offered to us w i t h the promise of more jobs and freedom 
f rom the OPEC countries. Bu t the Ford and Jackson energy programs would 
do more to increase the economic and pol i t ica l strength of the OPEC coun-
tr ies than anyth ing the Arab or other oi l -export ing countries could do them-
selves. And here at home, these programs would d iver t capi ta l away f r o m 
the production of needed energy and leave us w i t h even less money fo r hous-
ing, manufactur ing, health care, education, defense, and other needs. 

To be specific: the emphasis on expanding coal product ion i n the Rocky 
Mountains and Nor thern Great Plains instead of i n the Midwest and Appalachia 
would cause a massive sh i f t of capital, public works spending, tax revenues, 
and jobs, away f rom the eastern and midwestern indust r ia l regions to the agri-
cu l tu ra l regions of the west. A s imi lar sh i f t would result f r om subsidizing the 
commercial production of synthetic fuels—and creation of a synthetic fue l indus-
t ry w i l l lead to fu r ther increases i n the price of a l l other fuels. Worst of al l , 
subsidies to the electric power industry would reinforce business-as-usual plan-
n ing i n the least efficient, most capi ta l intensive industry i n the Uni ted States, 
at a t ime when that p lanning includes a quadrupl ing of per capita electric 
power consumption in the U.S. in the next twenty-f ive years. 

I t is understandable that some people in Congress are making mixed-up pro-
posals, because they are gett ing contradictory signals. Oi l and coal companies, 
hardware suppliers, and u t i l i t ies now cal l themselves the energy industry. Th is 
combination of interests demanding the quasi-public author i ty generally given 
only to regulated monopolies, whi le also demanding the freedom f r o m regula-
t ion generally given only to competit ive enterprises, is creat ing pressure fo r 
radical changes in governmental author i ty and i n c iv i l r ights and pr ivate 
property r ights. Pr ivate oil, mining, and processing companies are now t r y i ng 
to apply the scarcity and public interest principles to the extract ion of re-
sources that are abundant and to the construction of fac i l i t ies that are sited 
and developed fo r competit ive reasons. Considering the o i l industry 's disregard 
for the r ights of ranchers and farmers in the west, the coal industry 's con-
t inued use of the broad fo rm deed in Appalachia, and the competi t ive nature 
of the supposedly public interest routes of the Trans-Alaska Pipeline, the 
Arct ic gas pipeline, and the coal s lurry pipeline, i t is almost ludicrous fo r the 
o i l industry to ta lk about the sanctity of pr ivate property and pr ivate 
enterprise. 

The environmental, consumer, and resource management problems growing 
out of this debate are obvious. Bu t the first two problems I mentioned, those 
of the unproductive industries and those of pol i t ica l figures who see a l l public 
policy questions as opportunit ies for d is t r ibut ing federal money, are producing 
what we th ink is a crisis fo r our economic and pol i t ica l system. The desire to 
give and take porkbarrel has always produced a wil l ingness to d istor t the eco-
nomic and social consequences of government programs. Bu t i f we accept the 
most conservative estimates, that more than a t h i r d of a l l capi ta l invested i n 
the Uni ted States in the next ten years w i l l be for energy production, and i f 
we believe that there is a genuine need to put usable energy into our society, 
then we simply can't let energy be treated as a porkbarre l issue. The same k ind 
of th ink ing that wanted to distort our t ransportat ion pr ior i t ies by subsidizing 
the SST w i l l bankrupt us i f applied to energy. 

I ' d l ike you to consider two specific examples of the pol i t ica l consequences of 
these energy policies. The Ford Admin is t ra t ion considers Senator Jackson's 
synthetic fuel subsidy program to be the first step toward adoption of the 
Energy Independence Author i ty . President Ford and Senator Jackson both say 
that synthetic fuels should be the foundat ion of America's program for energy 
independence. A t more than a b i l l ion dollars a plant, w i t h the plants pro-
ducing fue l so expensive that no one could possibly af ford to buy i t , the oppor-
tuni t ies for subsidy are almost endless. 

Some people consider that k ind of porkbarre l to be a vict imless crime. Bu t 
please th ink about a comment made last year by Dick Lamm, the Governor 
of Colorado, af ter a hearing by the House Committee on Science and Technol-
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ogy. Some of us had told the Governor that we were disappointed that he had 
declared himself to be a w i l l i ng partner of Federal Energy Admin is t ra tor 
Frank Zarb in subsidizing the development of an o i l shale industry in Colorado. 
And Dick said to us, ta lk ing about Zarb, " I have to be either his partner or 
his slave." 

A t that same time, President Ford was te l l ing the country that New York 
had to be punished for i ts wasteful ways, and that the Federal government 
could not possibly guarantee New York City bonds, that the ci ty was just going 
to have to suffer. Bu t whi le the President was te l l ing New York to cut back 
on services, the Whi te House was work ing out a program to give Federal loan 
guarantees to back up the munic ipal bonds of cities i n Colorado that haven't 
been bui l t , that haven't even been located or incorporated yet. Because Presi-
dent Ford wants to help Governor Lamm and the o i l shale companies pay for 
the new company towns that w i l l spring up i f the o i l shale companies are 
subsidized to produce the fuel that is too expensive fo r anyone but the Federal 
government to buy. 

I t is probably t rue that such a biasing of our economy could not be achieved 
wi thout a transfer of pol i t ical power to some k ind of Energy Czar. Bu t there 
is certainly noth ing new or creative about the proposed Energy Independence 
Author i ty . The Author i ty , w i t h extraordinary powers and almost no pol i t ical 
or fiscal accountabil i ty, is wrapped in boiler-plate language that is characteristic 
of special-purpose authorit ies. I t could be a port author i ty i n New York, a 
t ransi t author i ty in Miami , or a housing author i ty i n almost any ci ty i n our 
country. The transfer of revenues and responsibil ity to such authori t ies has not 
done much to solve the problems of our cities. I t is intel lectual ly and pol i t ical ly 
bankrupt of President Ford and Senator Jackson to believe that th is approach 
should be applied to our country's energy problems. 

I n case the Committee might be told that the proponents of these special 
energy authori t ies or corporations have not meant to recommend such a radical 
concentration of economic, land use planning, and pol i t ica l author i ty in the 
Federal executive branch, I hope you can investigate enough to understand 
that quite the contrary is true. Senator Jackson's Nat ional Energy Production 
Boards have evolved f rom his interest in Federal control over the develop-
ment of energy production centers, dat ing back to 1972. The Nat ional Energy 
Production Boards would work to ident i fy "any significant delays in domestic 
energy explorat ion and production programs which are exclusively the result of 
regulatory delay or procedural impediments at the Federal, State, or local 
level." Expedited Energy Projects approved by the Boards could, unless Con-
gress objects, be exempt f rom compliance w i t h the regulatory procedures of any 
Federal agency. 

Almost ident ical language is found in the Project Independence planning 
documents of the Nixon and Ford Administrat ions. A review of Administra-
t ion documents shows a consistent high-pr ior i ty effort, complying w i t h recom-
mendations f rom the Office of Management and Budget and the Federal Energy 
Administ rat ion, to overcome what the Admin is t ra t ion believes to be the regula-
tory obstacles to increased production. 

A document ent i t led "President ial Objectives," circulated by F E A in the 
spring of 1974, outl ined nine F E A "President ia l" objectives for fiscal 1975. 
Objective I X is described as "Expand the domestic production of major fue l 
sources." Among the "Ma jo r Act iv i t ies" l isted as needed to achieve expanded 
production i s : "Assist i n the accelerated development of domestic energy re-
sources through mi t igat ion of the effects of and removing unnecessary impedi-
ments imposed by Federal, state, and local regulations." 

We believe that the Energy Independence Author i t y can best be understood 
by looking at the intel lectual f ramework that has shaped the Ford Adminis-
trat ion's positions on energy production. The Administ rat ion 's beliefs, goals, and 
plans have been formed and executed in secret, w i thout regard for the public 
positions taken by the Whi te House. The Whi te House continues to engage in 
a massive public relations effort to cover up the Administrat ion 's actual energy 
policies. The Admin is t ra t ion has been deceitful about i ts energy programs, ly ing 
to Congress and to the public, f r om the t ime of the Arab embargo up to the 
present. 

For example, two years ago, a few weeks af ter Secretary Kissinger had pub-
l icly circulated the first outl ine of the Administ rat ion 's plans fo r Project Inde-
pendence, and whi le the Whi te House was denouncing the Arabs and proclaim-
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ing that the Uni ted States would soon become self-sufficient i n energy, the 
Whi te House secretly circulated another document among the Admin is t ra t ion 's 
top economic and energy officials. Th is document, cal led "Energy Independence, 
an Overview," redefined energy independence as max imum secure imports and 
discussed plans fo r closer m i l i t a ry and economic ties to the Arab countries. 
Events since tha t t ime would indicate that the Ford Admin is t ra t ion has con-
t inued to fo l low the or ig inal N ixon Admin is t ra t ion energy program, inc luding 
the recommendation fo r accumulation of more economic p lanning and resource 
management power w i t h i n the Execut ive Branch. 

The Wh i te House has so manipulated data about energy resources and energy 
demand that we don't th ink i t is possible to believe the assumptions put for -
wa rd by the Admin is t ra t ion i n defense of the Energy Independence Au thor i t y . 
W i t h i n the last few weeks, the Admin is t ra t ion has ordered the U.S. Geological 
Survey to stop g iv ing Congress in format ion about coal resources on the publ ic 
lands, because data f r om the U.S.G.S. contradicted President Ford's claims 
about the impact of s t r ip min ing legislat ion on coal production. President 
Ford's federal energy fac i l i t y s i t ing legislation, another component of the 
Energy Independence Author i t y program, was introduced w i t h a c la im that 
State governments are simply incapable of handl ing the hundreds of backlogged 
plans fo r construction of energy faci l i t ies. A review of that c la im shows i t to 
be jus t as false as the President's statements about coal production. 

And i n regard to another of the pr inciple objectives of the Energy Inde-
pendence Author i t y , the need to provide subsidized financing f o r the electric 
u t i l i t y industry, the Admin is t ra t ion is on even shakier ground. A t th is point, 
I ' d l ike to refer to a memo prepared by Marc Messing, one of our staff who 
specializes i n energy fac i l i t y s i t ing and energy demand studies. 

" I n comparing the costs of large-scale powerplants (800-1200MWe) and 
small scale un i ts (below 500MWe) i t is impor tant to consider the reserve capa-
cities associated w i t h each. Obviously i f you add a single large un i t to any 
system, rather than a couple of smal l units, you stand more of a chance of 
shortage i f the powerplant fa i ls. Tha t argument is important , but is com-
pounded by the fact tha t large powerplants have generally proven less rel iable 
than smal l powerplants. The electric u t i l i t y industry has reluctant ly admit ted 
th is fac t (Elect r ica l World, November 1975), but is presently arguing tha t 
th is is only because the plants are immature, that they eventually w i l l prove 
as rel iable as thei r smaller counterparts. 

" I n the meantime, th is h is tor ica l data has forced the u t i l i t ies to p lan ex t ra 
reserve capacity (above max imum peak demands) to compensate fo r the unre-
l iab i l i t y of large new plants. As the FPC stated i n June 1974, ' the t rend toward 
larger generating un i t sizes, and the relat ively poor avai lab i l i ty records of 
records of many large units, operate to increase reserve marg in requirements 
over that which is needed when smaller, mature un i ts predominate on a sys-
tem.' As a result, the FPC noted tha t the u t i l i t y reserve capacity planned f o r 
the next decade tended toward ' the upper end of the 15 to 25 percent band 
current ly observed.' 

" I f we take FEA 's projected capacity figures fo r 1985, i t is easy to calculate 
the addi t ional capacity involved. W i t h a projected to ta l generating capacity of 
922 GWe, i f we assume a 25% reserve marg in is included, th is would involve 
738 GWe of base capacity and 184 GWe of reserve: a 15% reserve capacity 
would leave 801 GWe of base w i t h 121 GWe of reserve. I f we assume a cost 
of $1 b i l l ion per GWe ( 1 GWE=1000MWe) the addi t ional capi ta l cost of the 
ex t ra 10% reserve capacity would be $63 bi l l ion." 

The capi ta l cost of construct ing tha t addi t ional reserve capacity might seem 
l i ke an urgent nat ional p r io r i t y to General Electr ic and Westinghouse, and to 
u t i l i t y shareholders whose earnings have an inverse relat ionship to the u t i l i t y ' s 
efficiency. Bu t i t is our feel ing tha t the financial st ructure of the electric 
u t i l i t y indust ry is the most impor tant and most destructive of a l l the pressures 
operat ing on the economics of the energy system in the Uni ted States, on a 
scale much greater than the pressures caused by the structure of the o i l indus-
t ry . U n t i l some way is found to reward u t i l i t y investors on the basis of the 
product iv i ty of the u t i l i t y , g rowth i n electric power capacity and product ion 
w i l l d ra in money, energy, and jobs f rom our economy, as wel l as provide con-
t inued incentive fo r the most wastefu l and environmental ly damaging resource 
management policies. 

We would respectfully urge you to reject th is legislation. Thank you. 
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INTRODUCTION 

This paper presents a general p i c t u r e of the i n d u s t r i a l 
development plans being advanced by the Federal government, and 
p r i v a t e industry? and t h e i r r e l a t i o n to the use of Upper Mis-
souri water . The mineral resources work group o f the Northern 
Great P la ins Resource Program (Department of I n t e r i o r and State 
Planning Agencies) pred ic ts tha t coal production i n the Upper 
Missouri Basin w i l l increase r a p i d l y from less than 20 m i l l i o n 
tons i n 1972 to near ly 90 m i l l i o n tons by 1980 .1 / Although coal 
present ly being mined i n t h i s region i s being shipped to eastern 
and mid-western markets, fu ture plans c a l l for l a rge increases 
i n mine-mouth generat ion of power as w e l l as coal l i q u i f i c a t i o n 
and g a s i f i c a t i o n . What i s not mentioned i s t h a t o i l shale de-
velopment, i r o n ore e x t r a c t i o n , s t e e l product ion, uranium mining 
and m i l l i n g , not to mention nuclear power p lan ts , and i n d u s t r i a l 
"parks" producing ni t rogen f e r t i l i z e r , methanol and synthet ic 
d iese l f u e l are a lso p a r t o f the p i c t u r e . I n p a r t , these pro-
j e c t s represent a major i n d u s t r i a l reorgan iza t ion of the United 
States based on western resources. The Upper Missouri Basin 
region s i t s atop the la rges t chunk. 

These dramatic increases i n raw m a t e r i a l production 
w i l l depend on t h e i r r a t e of conversion in to e l e c t r i c i t y , f u e l , 
and fabr ica ted meta l . I n turn , t h e i r conversion r a t e w i l l u l -
t imate ly depend on water a v a i l a b i l i t y . For example, the type 
of g a s i f i c a t i o n p lan t being proposed by Panhandle Eastern near 
Douglas, Wyoming w i l l requi re about 7.5 m i l l i o n tons of coal per 
year and w i l l gulp 2.8 m i l l i o n gal lons of non-recoverable water , 
and 21 m i l l i o n gal lons of reusable water fo r i t s cool ing system 
yearly.— I n the Black H i l l s of South Dakota, P i t tsburgh Pa-
c i f i c , a subsidiary of In land S t e e l , proposes to str ipmine one 
m i l l i o n tons of tacon i te i ron ore and convert i t to i r o n ore or 
s t e e l i n Rapid C i t y . This p ro jec t i s expected to gulp around 
20,000 acre fee t of water from the Madison ground water formation 
i f mainstem Missouri water i s n ' t d iver ted to augment the scarce 
water supply i n tha t area . Water i s basic to every n a t u r a l and 
man-made raw m a t e r i a l conversion process in to energy. The impact 
of i n d u s t r i a l water use i n the Upper Missouri River Basin, upon 
the establ ished a g r i c u l t u r e economy of t h i s region i s j i s t begin-
ning to be discussed by the Federal government. This paper i s 
a s t a r t towards such an ana lys is . 
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Page Twenty-four 

WATER SITUATION 

Water i s a scarce commodity i n the Northern Great P la ins 
despi te the massive dams a l l along the Upper Missouri and i t s t r i b u -
t a r i e s . The average r a i n f a l l i n the NGP i s between 10-14 inches 
y e a r l y . C y c l i c a l droughts lower r i v e r f lows on the average of 
once every ten years and possibly as o f t e n as one year i n four i n 
the Yellowstone sub-basin of the Upper Missour i . In order to 
meet energy requirements i n the next 30 years, the Bureau of Rec-
lamation s ta tes i n t h e i r Montana/Wyoming Aqueduct study t h a t 2 .6 
m i l l i o n a c r e f e e t w i l l be needed annually.-^/ This amount w i l l lower 
the Yellowstone R iver , a major t r i b u t a r y of the Upper Missour i , 
by one t h i r d . Energy companies have a l ready appl ied fo r 3.3 
m i l l i o n acrefeet.— I f past p rac t ices are fo l lowed, t h i s water 
w i l l be t o t a l l y consumed in order to p r o t e c t the watershed from 
p o l l u t i o n . 

The Bureau of Reclamation d iv ides water up i n the f o l l o w -
ing manner. The average year ly f low of the Yellowstone i s 9 .4 
m i l l i o n a c r e f e e t ; i r r i g a t i o n requires 2.4 m i l l i o n acrefeet? en-
ergy development 2.6 m i l l i o n a c r e f e e t . This leaves a hea l thy 
surplus on paper. But the Yellowstone, l i k e so many western 
r i v e r s , does not f low according to s t a t i s t i c a l averages. During 
the drought i n the s i x t i e s , i t averaged 4.4 m i l l i o n a c r e f e e t . 
During a low f low periocL the Yellowstone River can car ry as l i t t l e 
as 3.7 m i l l i o n a c r e f e e t . 1 / For a good share of a t l e a s t one 
year out of ten (possibly as o f t e n as one year i n f o u r ) , the r i v e r 
f low i s so low t h a t even a c a r e f u l t iming of pro jected withdrawals 
w i l l exceed i t s volume. "Diversions of t h i s sca le , " the Northern 
P la ins Resource Council argues, "would c r i t i c a l l y threaten the 
e f f i c i e n c i e s of present pumping and d ivers ion f a c i l i t i e s and would 
e l i m i n a t e any fu r the r development of i r r i g a t a b l e lands." 

Since the Yellowstone may not be able to slake the t h i r s t 
of coal development, the waters from the mainstem Missouri are 
to augment the water supply i n the Yellowstone. The Department 
of I n t e r i o r and the Corps of Engineers say t h a t 3 to 5 m i l l i o n 
a c r e f e e t o f water can be withdrawn from the mainstem without any 
problem.§/ The present average annual flow of the Missouri River 
a t the Oahe Reservoir s ix miles above P i e r r e , S.D. i s 18,525,000 
a c r e f e e t . Z ' Since Oahe i s the l a s t suggested d ivers ion p o i n t , 
t h a t f i g u r e can be considered the t o t a l amount o f water for a l l 
present and p o t e n t i a l uses. 
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Page Twenty-four 

WATER SITUATION (Continued) 

Every major i n d u s t r i a l p r o j e c t w i l l requ i re massive 
q u a n t i t i e s o f water . Commitments to energy - re la ted industry 
i n the North Cent ra l P la ins could ser iously o v e r - a l l o c a t e the 
Yellowstone River and i t s t r i b u t a r i e s . I f water i s marketed 
on pure ly compet i t ive terms, as appears to be the case, energy 
companies w i l l outb id e x i s t i n g and p o t e n t i a l i r r i g a t o r s and pre -
clude a g r i c u l t u r a l expansion i n the Yellowstone Basin and the 
mainstem Missour i . This would mean a complete change i n the 
s o c i a l , c u l t u r a l , and economic bases i n Montana, South Dakota, 
Wyoming, and Nebraska. 

P r i n c i p a l environmental and economic problems include 
dewatering of stream courses, increasing the cost o f water be-
yond an i r r i g a t o r ' s f i n a n c i a l c a p a b i l i t i e s , d is rup t ion of aqu i -
f e r s , thermal p o l l u t i o n , dest ruct ion of f i s h and w i l d l i f e , d i s -
rupt ion of product ive farm and range land and a i r q u a l i t y de-
gradat ion. This large scale t r a n s f e r of water use w i l l ser ious-
l y a l t e r the estab l ished a g r i c u l t u r a l economy of a region which 
supplies the U.S. and the world wi th small gra ins and l i v e s t o c k . 

DEVELOPMENT IN MONTANA 

Four new e l e c t r i c generat ing f a c i l i t i e s , two under 
construct ion and two under rev iew, are expected to provide 2,100 
megawatts of e l e c t r i c i t y from the Co ls t r ip area of northeastern 
Montana A l l four p lants are to be coal f i r e d w i th evaporat ive 
coolincr u n i t s which w i l l consume about 38.400 ac re fee t of water 
annual ly . Bur l ington Northern Rai l road (BN) i s proposing to 
construct and operate a d ivers ion of 67,000 a c r e f e e t of water for 
use i n a synthet ic f e r t i l i z e r , methanol, and synthet ic d i e s e l f a -
c i l i t y near C i r c l e , Montana, using coal from a BN mine.?-/ Mon-
tana was issued 46,000 a c r e f e e t i n s ta te permits for, i n d u s t r y and 
1, 250,000 a c r e f e e t have been appl ied for as of 1974 An acrefoot 
i s the amount of water which would cover an acre of land of water 
one foot deep. State o f f i c i a l s est imate there are 42 b i l l i o n 
tons of coal a v a i l a b l e fo r s t r i p m i n i n g . i i ' Montana i s extremely 
concerned wi th the p o t e n t i a l l eve ls of development for energy and 
the impacts associated wi th energy conversion and mining opera-
t i o n s . Therefore , the s ta te has put a t i g h t clamp on the expor-
t a t i o n of i t s water by chal lenging federa l water marketing i n the 
courts . The s ta te wants to void 658,000 a c r e f e e t of contracts 
from the f e d e r a l government to the energy companies. The Mon-
tana Moratorium Act of 1974 has eased the time of decision fo r 
developments w i t h i n t h a t s t a t e . I t al lows the Department of Nat-
u r a l Resources and conservation to delay act ion on any water r i g h t s 
app l ica t ions over 14,000 ac re fee t w i t h i n the Yellowstone Basin fo r 
three years, unless the water i s for an energy conversion f a c i l i t y 
approved under the s ta te U t i l i t y S i t i n g Act . 
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Page F o u r 

DEVELOPMENT I N MONTANA ( C o n t i n u e d ) 

Montana has also passed The Renewable Resource Develop-
ment Act which i s designed to increase a g r i c u l t u r a l water use 
through low i n t e r e s t loans to farmers and ranchers fo r i r r i g a t i o n . 
I n the 1975 session the Montana State l e g i s l a t u r e passed a b i l l 
p lac ing the burden of proof on any app l icant who seeks, a permit 
over 15 cubic f e e t per second to show tha t p r i o r r i g h t s w i l l not 
be adversely impacted. Montana's o f f i c i a l pos i t ion i s t h a t coal 
be exported to other par ts of the country fo r conversion purposes. 

The Montana Department of Natura l Resources f inds t h a t 
an a d d i t i o n a l 1 .6 m i l l i o n ac re fee t K i l l be consumed by 2000 to i r -
r i g a t e an a d d i t i o n a l 600,000 a c r e s C u r r e n t l y , the Yellowstone 
Basin has a t o t a l of 630,000 acres under i r r i g a t i o n , 20,000 acres 
have gone in to i r r i g a t i o n i n the past two years and 40,000 acres 
are expected to go into i r r i g a t i o n i n the next twoJLl' The Mon-
tana Fish and W i l d l i f e Department has requested 7 m i l l i o n a c r e f e e t 
be reserved i n the r i v e r fo r these purposes i i . / The s ta te would 
l i k e to receive an option to market a block of water from the 
For t Peck Reservoir ra ther than negot ia te every single app l i ca t ion 
wi th an arrangement a l lowing Montana up to f i v e years to exercise 
an opt ion to s e l l any water from the block set as ide, wi th no 
payments required u n t i l the water i s sold.HL/ 

DEVELOPMENT IN WYOMING 

Wyoming state o f f i c i a l s c u r r e n t l y estimate t h a t some-
th ing on the order of f i v e new major coal f i r e d e l e c t r i c a l gener-
a t ing p l a n t s , f i v e coal g a s i f i c a t i o n p lan ts , three coal l i q u i -
fac t ion p lan ts , an o i l shale conversion complex, and a t l e a s t 
three coal s lu r ry p ipe l ines w i l l be i n operat ion by the year 2000 .16/ 
So fa r six companies, Peabody, Amax, Arco, Car te r , Sun O i l arid 
Kerr-McGee have executed contracts for water and are proposing 
coal conversion f a c i l i t i e s 2 J J 

Basin E l e c t r i c i s proposing and seeking permission from 
Wyoming to construct a 1,500 megawatt coal powered p l a n t a t Lara-
mie S ta t ion . Water for t h i s p r o j e c t w i l l probably come from 
the run o f f from the North P l a t t e River of which Nebraska o f f i -
c i a l s estimate runs about "three inches deep" on the average. 18 / A 
compact between Nebraska and Wyoming e x i s t s over the North P l a t t e 
and i f the water requirements for the Basin E l e c t r i c p r o j e c t 
threaten Nebraska water a v a i l a b i l i t y , there may be a substant ia l 
f i g h t over t h i s . Related developments also include proposed 
expansion of uranium mining and m i l l i n g i n Fremont county and 
bauxite development i n Albany and Carbon county. 
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Since the most extensive development of coal w i l l oc-
cur i n Wyoming, water w i l l have to be exported from other areas 
to meet t h i s pro jec ted development. As i t stands, the e n t i r e 
s ta te coal reserves (1.8 m i l l i o n acres) have been leased out 
to the energy c o m p a n i e s T h e s e companies have also been 
purchasing water from the Federal government, the s ta te of Wyoming 
and i n d i v i d u a l holders of water r i g h t s , as w e l l as i r r i g a t a b l e 
lands, not bearing coa l . Texaco has acquired about 38,000 
acres of land, 8,000 of which i s i r r i a a t e d ; Car ter O i l holds 
9,000 acres o f which 5,000 are i r r i g a t a b l e ; and Mobil has 3,000 
acres h a l f of which are i r r i g a t a b l e . e S f in the Spring of 3974 
the State Leg is la ture decided to put a l i d on the water being 
sold to any en te rp r ise i n the s ta te by enacting a Moratorium 
Act s i m i l a r to Montana's. However, as an amendment to the Act , 
Energy Transportat ion Systems, Inc . was sold 20,000 ac re fee t 
of water from the Madison ground formation, a f t e r a s u b s t a n t i a l 
lobbying e f f o r t which convinced the l e g i s l a t u r e t h a t they would 
be using brackish water and tha t the withdrawal would not a f f e c t 
the water t a b l e . However, i t was l a t e r shown t h a t ETSI i s 
indeed planning to take dr ink ing water i n Wyoming and South Da-
kota . I t was a lso shown that a serious question of the w i th -
drawal a t t h a t po in t of the formation dropping the 
water t ab le e x i s t s . Mobil O i l has appl ica t ions for 58 deep 
water w e l l s to tap the Madison Formation on the west side of 
the Bighorn Mountains. Their annual withdrawal of t h i s water 
would be over 390,000 acre fee t exceeding the recharge along the 
Bighorn est imated a t about 100,000 a c r e f e e t . ^ i / 

The w i l l ingness of the past Wyoming admin is t ra t ions , 
p a r t i c u l a r l y under Stanley Hathaway, to give these companies 
whatever they needed can best be described by three s i t u a t i o n s : 

(a) A study o f the Powder R iver , a t r i b u t a r y of the 
Yellowstone, made by the Harza Engineering Co. for 
the s ta te estimated that about 102,900 ac re fee t of 
water would be ava i l ab le from t h a t stream. As of 
June of 1975, 853,365 acre fee t o f i n d u s t r i a l permits 
had been issued amounting to about 750 percent over 
appropr ia t ion of the Powder R iver . 

The Tongue, also a t r i b u t a r y of the Yellowstone, ac-
cording to s ta te records has 96,400 ac re fee t a v a i l a b l e . 
As o f June of 1974, 369,000 ac re fee t had been issued 
i n i n d u s t r i a l permits mainly to P a c i f i c Power and 
L ight who holds 363,000 a c r e f e e t . T h i s represents 
a 400 percent over appropr ia t ion .—^ 
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(b) The Hathaway admin is t ra t ion secured a low i n t e r e s t 
loan from the State Farm Loap Board to construct 
a 49,000 capaci ty r e s e r v o i r . This p r o j e c t was 
touted to be an example o f i n d u s t r y / a g r i c u l t u r e coop-
e r a t i o n . Carter O i l (Exxon) would buy 25,000 a c r e f e e t 
a year , paying an amount equal to the p r i n c i p a l and 
i n t e r e s t due on the loan plus one h a l f of the main-
tenance costs . However, based on the f igures develop-
ed by C a r t e r ' s own engineers, the amount of water 
a v a i l a b l e to the ranchers would be only 9,500 a c r e -
f e e t and perhaps as l i t t l e as 1,500 a c r e f e e t annual ly 
during low stream per iods . Based on Powder River 
Stream f low records fo r 1948-69 there would r a r e l y 
have been more than 32,000 a c r e f e e t for s torage. So 
Carter O i l got a low i n t e r e s t loan from the State 
Farm Board and a guaranteed 25,000 a c r e f e e t , l eav ing 
ranchers wi th what l i t t l e i s l e f t o v e r . 2 2 / 

(c) I n 1962, Car ter O i l , a perenn ia l f a v o r i t e of the 
Hathaway admin is t ra t ion , f i l e d a water r i g h t app l ica 
t i o n fo r 208,000 ac re fee t from the Powder R i v e r . The 
State Engineers o f f i c e i s requi red to issue a permit 
unless there i s s u f f i c i e n t un-appropr iated water a v a i l -
ab le . As the law stood u n t i l two years ago, con-
s t r u c t i o n of a p r o j e c t had to begin w i t h i n a year of 
the grant ing o f a permit and must be completed w i t h i n 
f i v e years o f t h a t da te . The i n t e n t of the s t a t u t e 
was to discourage water r i g h t s specula t ion . Despite 
the s t a t u t e , the State Engineer, Floyd Bishop, a l lowed 
Carter to hold t h i s f i l i n g fo r more than 13 years 
wi thout making a s t a r t of const ruct ion . Although not 
much importance is given to over a l l o c a t i o n i n western 
water law u n t i l competing uses face each other i n c o u r t , 
i f Carter were to exercise t h i s r i g h t fo r 208,000 
a c r e f e e t , they coulcl e a s i l y overcome the farmer and 
rancher i n n o u r t . Z T 

The present a t t i t u d e o f the State Government i s to en-
courage a d d i t i o n a l reservo i r construct ion by passing 
i n 1975 an author ized $22 m i l l i o n d o l l a r s i n loans fo r 
"mult i -purpose" r e s e r v o i r s . Although t h i s i s s i m i l a r 
to Montana's l e g i s l a t i o n o f f e r i n g loans fo r farmers 
and ranchers, the multipurpose l a b e l a t tached to the 
funding may be to assure adequate storage capac i ty fo r 
the obvious over appropr ia t ion of the Powder River Ba-
s in by i n d u s t r i a l users. 
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O v e r a l l water supplies i n Wyoming are inadequate for 
i n d u s t r i a l development. Except for the southwestern pro t ion 
of Wyoming where the Green River (a t r i b u t a r y of the Colorado) 
could be used for o i l shale, areas wi th large coal reserves have 
r e l a t i v e l y small water suppl ies. I f water from other basins 
cannot be exported to the coal f i e l d s of Wyoming, the develop-
ment l e v e l of coal production i n the North Cent ra l P la ins may 
be fa r below t h a t expected bythe proponents of "Pro ject Indepen-
dence ." 

DEVELOPMENT IN SOUTH DAKOTA 

Although South Dakota does not contain large deposits 
of coa l , the Mainstem Missouri w i th i t s massive r e s e r v o i r s , runs 
through the s t a t e . The augmentation of the streams f lowing 
over the coa l f i e l d s of Wyoming, w i l l have to r e l y on d ivers ion 
from the Missouri i n South Dakota. Also, tacon i te mining i n 
the Black H i l l s w i l l require water e i t h e r from the Madison ground 
Formation or the Mainstem Missour i . And the water proposed 
to be mined from the Madison formation for coal s l u r r y i n neigh-
boring Wyoming may a f f e c t the water supply of western South 
Dakota. 

Major energy developments being considered i n South 
Dakota include the fo l lowing p lants along the Missouri River : 

(1) A Missouri River Power P lant for Hart land E lec -
t r i c Power D i s t r i c t (200 megawatts) i s expected to 
be on l i n e by 1979. I t w i l l use f low through water 
from the Missouri River and coal probably £rQm e a s t -
ern Wyoming and southwestern North Dakota.££/ 

(2) A low BTU coal g a s i f i c a t i o n combined cycle power 
p l a n t proposed by Northern State Power i s also being 
considered.?5/ 

(3) Missouri River Hydroelectr ic p lants include Oahe 
-595 megawatts, Big Bend-468 megawatts, F t . Randal1-
320 megawatts, and Gavins Point-100 megawatts. Also 
the Corps of Engineers are studying proposals fo r 14 
hydroe lec t r i c un i ts a t 4 dams i n South Dakota .—' 
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According to the Pro jec t Independence Water for Energy 
B l u e p r i n t , 1 ,400,000 ac re fee t of Mainstem Missouri water w i l l be 
needed to augment the water supplies i n the coal f i e l d s of south-
western North Dakota, northeastern Wyoming, and southeastern Mon-
tana . Gulf Minerals has an a p p l i c a t i o n i n for 50,000 a c r e f e e t , 
and Energy Systems Transportat ion I n c . has an a p p l i c a t i o n i n for 
100,000 ac re fee t from Qahe and 19,000 a c r e f e e t from Shade H i l l 
Dam i n South Dakota.—'' 

Construction of coal conversion p lants i n Wyoming w i l l 
have a s i g n i f i c a n t impact on the water r i g h t s i n South Dakota. 
Now t h a t Mainstem Missouri water i s earmarked by the Federal Gov-
ernment, t ranspor ta t ion of water out of South Dakota w i l l c reate 
many problems since the s ta te has no po l icy establ ished fo r a l -
lowing o u t - o f - s t a t e t r a n s f e r s . Removal of s i g n i f i c a n t q u a n t i -
t i e s of water from the a g r i c u l t u r a l base could play havoc w i th 
the s ta te economy. I t i s expected t h a t South Dakota w i l l have 
to f l o a t bonds to pay for some of the construct ion of p i p e l i n e 
d ivers ion f a c i l i t i e s . I f the re tu rn from the revenues expected 
from the sale and t r a n s f e r of the water from Oahe to G i l l e t t e do 
not match the investment over the expected l i f e t i m e of the p r o j e c t 
(30 years) then South Dakota w i l l be introduced to very serious 
economic r i s k s . Although South Dakota has to develop a s ta te 
water p lan as required by s ta te law, the Missouri River i s number 
15 on the l i s t and i t i s not expected to be completed for another 
1 to 5 years. Zli/The State Leg is la ture i n response to the ETSI 
proposal i n 1975 passed a law p r o h i b i t i n g any withdrawal from any 
r i v e r beyond 10,000 AF i n South Dakota without approval of the 
State L e g i s l a t u r e . 

F i n a l l y * t h e South Dakota School of Mines has ind ica ted that 
p a r t i c u l a t e s from coal conversion could s i g n i f i c a n t l y reduce r a i n -
f a l l i n the North Central p la ins because they would draw p r e c i p i -
t a t i o n and take them down ĉi>pd to be deposited elsewhere i n the 
form of po l lu ted r a i n f a l l . Z—/ 

DEVELOPMENT IN NORTH DAKOTA 

The development scenarios i n North Dakota vary from 42 
g a s i f i c a t i o n p lants and 31,000 megawatts of e l e c t r i c a l generat ion 
to 14 g a s i f i c a t i o n plants and 4,920 megawatts.3_L/ So f a r , M ich i -
gan/Wisconsin P i p e l i n e , a subsidiary of American Natura l Gas Co., 
proposes to construct a coal g a s i f i c a t i o n p lan t i n Mercer County 
and has received permission from the Federal government for a pe r -
mit for 17,000 ac re fee t ; 22 / however, the s ta te has not agreed w i th 
t h i s . North Dakota has asserted tha t the Bureau of Reclamation 
i s a holder of a s ta te water permit but has no a u t h o r i t y to d i v e r t 
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water a l ready committed p r i m a r i l y for i r r i g a t i o n for i n d u s t r i a l 
use .31 / 

The North Dakota Water Conservation Commission has not 
ye t come f o r t h wi th an o v e r a l l plan for development of the s t a t e ' s 
water resources. Farming and ranching groups are now seeking an 
in junc t ion against the a d d i t i o n a l issuance of water permits u n t i l 
a comprehensive plan fo r water development i s made by the State 
Water Commission. However, the Water Commission has stepped 
back as being the lead agency for rece iv ing i n d u s t r i a l app l ica t ions 
and has now requested t h a t i n d u s t r i a l appl icants f i r s t obta in a 
c e r t i f i c a t e of s i t e cpmpatabi l i ty from the North Dakota Public 
Service Commission.-zJ 

Basin E l e c t r i c Power Cooperatives i s request ing water 
for an 800-megawatt generat ing p lan t a t the ANG p l a n t s i t e i n 
Mercer County. 2!L/ People's Gas Company has appl ied fo r water to 
supply four coal g a s i f i c a t i o n p lants i n Dunn County. The amount 
i s est imated a t being 30,000 a c r e f e e t . 

North Dakota has undergone a s h i f t from promoting coal 
development to r e j e c t i n g i t i n some cases such as the West River 
Diversion P r o j e c t . In 1975, the North Dakota State Leg is la ture 
voted not to support t h i s p r o j e c t over the object ions o f the 
North Dakota State Water Commission. This p r o j e c t was to d i v e r t 
hundreds of thousands of acre fee t of water from Garrison Dam 
down to the coal f i e l d s of southwestern North Dakota. 

The general a t t i t u d e of the State of North Dakota con-
cerning water r i g h t s i s tha t the s ta te should be able to s e l l or 
refuse to s e l l as much water as i t pleases beyond the j u r i s d i c t i o n 
of the Federal government. 
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Expected major energy development i n Nebraska i s as 
fo l lows: 

(1) a coal f i r e d p lan t i n Sutherland (2000 mega-
wat ts 38,000 AF of w a t e r ) , 

(2) a pumped storage hydroplant near Lynch 
(1,000 to 1,600 megawatts), 

(3) a coal f i r e d p l a n t a t Nebraska C i ty (575 
megawatts), 

(4 ) a h y d r o p o w e r u n i t K i n g s l e y Dam (43 m e g a w a t t s ) , 
(5) a nuclear p l a n t a t For t Calhoun (1,150 mega-

watts 20,000 AF of w a t e r ) , 
(6) a nuclear p lan t a t s i t e of present Cooper 

P lant (1,000 megawatts), 
(7) a coal g a s i f i c a t i o n p l a n t , s i t e unknown, 

(250 m i l l i o n cubic f e e t per d a y ) . 2 6 / 

Nebraska has no s ta tu tory a u t h o r i t y over the Mainstem 
Missouri River to market water . The State could gain such author-
i t y by a l t e r i n g i t s Const i tu t ion , c u r r e n t l y , however, i f the Feder-
a l government chooses to market water from the Mainstem-Missouri , 
Nebraska has no l e g a l say so i n the matter whatsoever.—' The 
s ta te water r i q h t s on other r i v e r s i n the s ta te do show a d e f i n i t e 
preference fo r a g r i c u l t u r a l use. Nebraska i s perhaps the only 
North Cent ra l p l a i n State which has u t i l i z e d i t s i r r i g a t i o n po-
t e n t i a l to i t s f u l l e s t . I n order fo r industry to gain a foothold 
i n s ta te water r i g h t s , i t w i l l have to also purchase la rge t r a c t s 
of i r r i g a t i b l e lands wi th accompanying water r i g h t s . This would 
take a great deal of arable land out of food production, since the 
water use would be t rans fe r red to indust ry . 

N e b r a s k a i n s i s t s t h a t d e c i s i o n s t o m a r k e t w a t e r f o r i n -
d u s t r i a l p u r p o s e s be done i n C o n g r e s s n o t a d m i n i s t r a t i v e l y . The 
s t a t e a l s o f e e l s t h a t no a s s u r a n c e i s g i v e n t h a t t h e a m o u n t c h a r g e d 
f o r w a t e r f o r i n d u s t r i a l p u r p o s e s w i l l be s u f f i c i e n t t o r e i m b u r s e 
t h e B a s i n A c c o u n t f o r a l l r e v e n u e l o s t . N e b r a s k a ' s f i n a l c o n -
c e r n i s t h e a d e q u a c y o f s a f e g u a r d s t o i n s ^ e l o n g r a n g e u s e o f 
w a t e r f o r a g r i c u l t u r e a n d h y d r o e l e c t r i c . - — ^ 
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Indian water r i g h t s are based on the Winters Doctr ine 
construed by the Supreme Court i n 1908. The Doctr ine holds t h a t 
the Ind ian t r i b e s have the r i g h t to as much water as i s necessary 
to i r r i g a t e the t o t a l sum of t h e i r i r r i g a b l e lands and t h a t even 
though the r i g h t may have gone unexercised i t c a r r i e s a p r i o r i t y 
i n the time from the date the reservat ion was es tab l ished . The 
Landmark water case, Arizona v. Ca1 i forn la , r e - a f f i r m e d the 
p r i o r and paramount r i g h t s of Indian t r i b e s as w e l l as extending 
the water use r i g h t s of Indians beyond a g r i c u l t u r a l uses. 

Ind ian water r i g h t s are not Federal or publ ic r i g h t s . 
They are p r i v a t e property r i g h t s for the b e n e f i c i a l use o f Ind ian 
t r i b e s . Ind ian water r i g h t s as construed by the Winters Doctr ine , 
and C a l i f o r n i a v . Arizona cases, are not grants to the Indians 
but are r i g h t s held by t r e a t y and abor ig ina l p r i o r i t y . 

I n terms of the Federal government's r e s p o n s i b i l i t y , i t 
i s supposed to a c t as the t rustee of these r i g h t s on behal f o f 
the t r i b e s . I n other words, because of t r e a t y and moral o b l i g a -
t ions the Federal government i s responsible for help ing to d e t e r -
mine, ad jud ica te , p ro tec t and develop Indian water r i g h t s . However, 
the Bureau o f Reclamation has done everything possible to sub-
ord inate Ind ian Water Rights to narrow large scale i n d u s t r i a l and 
a g r i c u l t u r a l users. 

In June o f 1974, the BIA recommended to a l l t r i b e s t h a t 
they develop t h e i r own water codes. Then the BIA turned around 
and said tha t although water codes had been developed, the t r i b e s 
cou ldn ' t submit them and t h a t the s i t u a t i o n needed f u r t h e r study. 
This r e v e r s a l on the par t of the BIA came as a r e s u l t o f the 
pressure brought on them by the I n t e r i o r S o l i c i t o r ' s O f f i c e , and 
the Bureau of Reclamation. 

The States containing Indian reservat ions are even more 
s t r i d e n t i n systemat ica l ly denying Indian water r i g h t s i n p re -
ference to non- Indian uses. Over the past ten years, Ind ian 
t r i b e s have r a p i d l y developed sophist icated l e g a l strength and 
now pose a r e a l t h r e a t to water r e l a t e d expansion. The Nat ional 
Water Commission has sta ted tha t unless Indian water r i g h t s are 
s e t t l e d , many energy and a g r i c u l t u r e pro jec ts w i l l be precluded. 
Much of t h i s r h e t o r i c from the Commission i s to push for a f i n a l 
set t lement where Indians w i l l have no r e a l say over the amount of 
water they are e n t i t l e d to and how.they should use i t . 

The three a f f i l i a t e d t r i b e s a t For t Berthold i n North 
Dakota are contemplating act ion to determine and adjudicate t h e i r 
water r i g h t s . According to t h e i r at torney they w i l l argue t h a t 
the Missouri i s over committed and tha t honoring present Ind ian 
water r i g h t s w i l l leave North Dakota short for i t s own uses.15/ 

71-7H7 () - 7(> 
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I n Montana, the Northern Cheyenne and Crow Tribes are 
en te r ing i n t o separate su i ts to determine and adjudicate t h e i r 
r i g h t s . Both t r i b e s are c la iming r i g h t s from the common bound-
ary of the State of Montana to the headwaters o f the Tongue and 
Bighorn R i v e r s . M / T h e State of Montana i s s t ruggl ing to get the 
cases argued i n a f r i e n d l i e r s ta te court and the Federal govern-
ment i s t r y i n g t h e i r best to discourage the t r i b e s from ventur ing 
on t h e i r own by forc ing the Northern Cheyenne, for example, to 
use t h e i r economic development funds fo r l i t i g a t i o n . 

The For t Peck Tr ibe i s present ly conducting a water 
resource inventory wi th the assistance of the Bureau of Ind ian 
A f f a i r s . The inventory includes: Indian Water Rights inc lud ing 
n a t u r a l f low and storage? the r i g h t s of Ind ian t r i b e s to market 
waters they have paramount c la im to which are i n the Reservoirs 
along the Missouri R iver ; the current Federal and s ta te laws; 
i n t e r n a t i o n a l compacts; publ ic land and s ta te land water r e q u i r e -
ments. 41 / 

The Crow Creek Sioux Tr ibe , who res ide along the e a s t -
ern shorel ine o f the Big Bend Reservoir i n South Dakota mainta in 
t h a t the Department of I n t e r i o r has been diminishing t h e i r water 
r i g h t s and the a u t h o r i t y of the t r i b a l counci l to comprehensively 
regu la te water w i t h i n the e x t e r i o r boundaries of t h e i r r e s e r v a t i o n . 
The t r i b e i s seeking the Department of I n t e r i o r to honor the r i g h t s 
of the t r i b e to issue a l l water claims w i t h i n the e x t e r i o r bound-
a r i e s of t h e i r reservation? to e s t a b l i s h and c o l l e c t water u s e r ' s 
fees? to submit a l l water app l ica t ions for s ta te perusa l ; but to 
have f i n a l a u t h o r i t y r e s t w i th the t r i b e . F i n a l l y , the t r i b e 
requests t h a t i t be given f u l l membership to the Missouri River 
Basin Commission. The Crow Creek Tr ibe also wants to u t i l i z e 
Missouri River water to i r r i g a t e 30,000 acres of t h e i r landA?_/ 

The t r i b e s i n South Dakota have also ind ica ted t h a t they . 
too are planning l i t i g a t i o n to exercise t h e i r r i g h t s on the Mis-
souri . 

Arapahoe and Shoshone Tribes of the Wind River reserva -
t i o n i n Wyoming are asser t ing tha t they cannot obta in a f a i r and 
i m p a r t i a l determinat ion of t h e i r water r i g h t s as long as the Sec-
r e t a r y of I n t e r i o r simultaneously s e l l s large q u a n t i t i e s of water 
to large i n d u s t r i a l users. The t r i b e claims to have 198,54 2 
acres a v a i l a b l e for i r r i g a t i o n . 

The Shoshones and Arapahoes are a lso mainta in ing t h a t 
pending fu r the r set t lement of the t r ibes* r i g h t s , the Department 
should ne i ther s e l l or commit any fu r ther water unless they are 
to be made a par ty of such contracts , p lac ing the contracts sub-
ord inate to t h e i r Winters r i g h t s ent i t lements 
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The c r i t i c a l question, "Who contro ls the water?" has 
not yet been completely answered. The fo l lowing court cases p e r -
t a i n to some of the l e g a l rami f i ca t ions of the water fo r energy 
questions. 

New Mexico v. U.S. This case was f i l e d i n New Mexico 
s ta te court i n the spring of 1975 by the State of New Mexico to 
force determinat ion and ad jud ica t ion of Ind ian water r i g h t s i n 
State Court . New Mexico i s arguing t h a t the Navajo t r i b e which 
has the o ldest t r e a t y date be given p r i o r r i g h t s over other t r i b e s 
using common water . This i n e f f e c t sets up the Navajo 's as a 
water broker and p i t s one t r i b e against another . f 

Mary A i k i n v . U.S. This case i s p a r a l l e l to New Mexi-
co v . U.S. i n tha t i t a r ises out of the San Juan River Basin i n 
northwestern New Mexico and southwestern Colorado. The issue 
again i s p r i m a r i l y j u r i s d i c t i o n a l . Should Federal or State courts 
ad judicate water disputes? The case involves 1,200 water users 
and the U.S. government, which claims j u r i s d i c t i o n over the r i v e r 
by v i r t u e of i t s passage over Federal and Indian lands inc luding 
a n a t i o n a l park , several na t iona l monuments and an Indian r e s e r -
va t ion . 

The Supreme Court has ru led on March 24, 1976 t h a t States 
do have the r i g h t to adjudicate waters w i t h i n the boundaries of 
t h e i r s ta te l i n e s under the McCarran amendment. * The considerat ion 
of the cour t d id not take in to account the p r i v a t e property r i g h t s 
held i n t r u s t fo r Indian t r i b e s . This i s a c r u c i a l po in t i n t h a t 
the f e d e r a l government argued tha t Indian r i g h t s are f e d e r a l r i g h t s , 
which negates the sovereignty of t r e a t y r i g h t s o f Ind ian t r i b e s 
under the Winters Doctr ine . This case i s important because i t 
may serve as a precedent for other cases i n the fu ture and 
could become the basis of a s t a t e ' s r i g h t b a t t l e for water i n the 
w e s t . i x / 

United States v . C a l i f o r n i a . This case deals w i th 
Federal preemption of State water r i g h t s . The Federal D i s t r i c t 
court i n C a l i f o r n i a has entered a judgment dec lar ing t h a t the U.S. 
can wi thout apply ing to the s ta te of C a l i f o r n i a , appropr iate a l l 
unappropriated waters necessary for use i n any Federal Reclamation 
p r o j e c t . This case w i l l c e r t a i n l y set a precedent for the r i g h t s 
of s ta tes to place Federal water uses under s ta te laws, and w i l l 
have s i g n i f i c a n t impact on the Upper Missouri Basin s t a t e s . This 
decision i s c e r t a i n l y being appealed i n Federal c o u r t . M / 

* 43 U.S.C. 3 666, 66 S t a t . 560. 
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Arizona v . C a l i f o r n i a . Three cases represent the bulk 
o f a 45 year struggle over a l l o c a t i o n , use, and j u r i s d i c t i o n over 
the Colorado River System between Arizona, Nevada, C a l i f o r n i a and 
the Federal government. The f i r s t case* 283 U,S. 423 (1931) 
arose out of the attempt by Arizona to en jo in the Boulder Canyon 
P r o j e c t Act of 1928 which author ized water from the lower Colorado 
Basin fo r i r r i g a t i o n and urban expansion i n Southern C a l i f o r n i a . 
The Supreme Court ru led t h a t the Colorado i s a n a v i g a t i b l e stream 
and the U.S. government can develop the Colorado system as i t 
sees f i t under the commerce clause of the Const i tu* i.on. 47 / 

The second case ,298 U .S .588 (1936 ) , . stemmed from the 
attempt of Arizona to asser t cont ro l over the Boulder Canyon Act 
of 1928 w i t h s ta te laws and s ta te held p r i o r appropr ia t ions . 
Again, the supreme Court ru led t h a t the U.S. government under the 
comm erce clause of the Const i tu t ion i s not subject to the c o n t r o l 
of the s ta te i n bu i ld ing p r o j e c t s . & J 

The t h i r d case, 373 U.S. 546(1963) , stemmed from the ques-
t i o n of whether the states had cont ro l over the a l l o c a t i o n of the 
Colorado R i v e r . 

I n t h i s case C a l i f o r n i a was seeking a l a r g e r a l l o c a t i o n 
despi te the uses earmarked for the water by Ar izona. Again the 
Supreme Court ru led t h a t the Federal government has the f i n a l power • 
to a l l o c a t e water i n the Colorado River . Also, t h a t compacts, 
and a l l other elements governing s ta te law which interposed Federa l 
law could be moved aside by Congress; t h a t the t r i b u t a r i e s of the 
Colorado i n Arizona are not to be considered i n the a l l o c a t i o n of 
Colorado r i v e r system; and t h a t the admin is t ra t ive power of the 
Federal government over the Colorado River l i e s i n the hands of the 
Secretary of I n t e r i o r . F i n a l l y the Winters Doctr ine a s s e r t i n g 
Ind ian water r i g h t s would be appl icable to a l l present and f u t u r e 
uses as w e l l as expanding Indian water r i g h t s to include uses other 
than a g r i c u l t u r e . The f i n a l outcome was an a l l o c a t i o n of the 
lower Basin account of 7.5 m i l l i o n acre fee t per year d iv ided w i t h 
C a l i f o r n i a rece iv ing 4.4 m i l l i o n ac re fee t per year , Arizona 2.8 
m i l l i o n , and Nevada rece iv ing 300,000 A F . - i ^ 

The backdrop of these cases was set by the s t ruggle be-
tween the economic forces i n C a l i f o r n i a and Ar izona. Because C a l i -
f o r n i a was r a p i d l y u t i l i z i n g t h e i r water through the Boulder Canyon 
Act o f 1928 for i r r i g a t i o n of the imper ia l v a l l e y , Ar izona , f e a r i n g 
an over a l l o c a t i o n by Ca l i fo rn ia ,a t tempted to e n j o i n the Federa l 
Pro jec t unsuccessful ly . The spectacular growth of the I m p e r i a l 
V a l l e y ' s a g r i c u l t u r a l economy would prove to be the dominant i n t e r -
es t behind the decisions rendered by the cour ts . The a g r i c u l t u r a l 
methods of farming the Imper ia l Va l l ey requi red massive c a p i t a l i n -
vestment to grow food along the vast expanse of what was a semi-
a r i d d e s e r t . And so, by c e n t r a l i z i n g con t ro l over the Colorado 
through the Department of I n t e r i o r and Congress, the c a p i t a l i n v e s t -
ments promoting r a p i d growth i n Southern C a l i f o r n i a were p r o t e c t e d . 
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Out of the sheer force of massive a g r i c u l t u r a l and 
urban expansion came two basic precedents which have served to 
pro tec t c a p i t a l investment i n water pro jec ts and t h e i r r e l a t e d 
growth: 

(a) Once a "present b e n e f i c i a l use" precedent is 
establ ished, no s ta te can i n t e r f e r e w i th i t . I n the case of 
C a l i f o r n i a , i t has been using Colorado River water for years to 
expand municipal and a g r i c u l t u r a l growth. Any e f f o r t to take 
away t h i s water would cause serious impacts on the s t a t e . 

(b) Once an i n t e r s t a t e commerce p r o j e c t i s establ ished 
no s ta te can i n t e r f e r e wi th i t . For example, i f water being used 
i n Imper ia l Va l ley from the Colorado were shut o f f then the food 
products now supplying the nat ion would be cut back to the d e t r i -
ment of the nat ion . 

These two precedents w i l l have an enormous imp l ica t ion 
to energy development i n the Upper Missouri Basin. For example, 
i f an energy conversion p r o j e c t were establ ished i n a s ta te and 
was supplying energy to another p a r t o f the country i t can f a l l 
very e a s i l y i n t o the two categor ies of "present b e n e f i c i a l maxi-
mum user and i n t e r s t a t e commerce p r o j e c t . " So i f i t were proven 
tha t t h i s p r o j e c t was ser ious ly a f f e c t i n g the water supply for 
a g r i c u l t u r e no s ta te or e n t i t y could i n t e r f e r e wi th i t . 

F i r s t Iowa Hydroelect r ic Coop, v . FPC. (328 U.S. 152 
(1946 ) ) . This case arose out of the attempt by the s ta te of 
Iowa to force Federal hydroe lec t r i c pro jec ts on navigatable streams 
to comply wi th s ta te laws s e t t i n g up a s i t u a t i o n of dupl icate com-
p l i ance . The Supreme Court ru led t h a t the states do not have veto 
power through s ta te laws when the commerce clause of the Const i tu-
t i o n i s involved. 50./ 

EPF v . Morton. Successful l i t i g a t i o n of t h i s s u i t 
w i l l s i g n i f i c a n t l y slow development pressure because the Federal 
government would have to evaluate a l l of i t s e x i s t i n g water com-
mitments. The case centers around three basic issues: (1) the 
a u t h o r i t y of the Federal government to market water for i n d u s t r i a l 
purposes under e x i s t i n g s ta tu tes i n the Upper Missouri Basin w i t h -
out Congressional changes; (2) the v i o l a t i o n of A r t i c l e X of the 
Yellowstone Compact which p r o h i b i t s i n t e r s t a t e d ivers ion of water 
from Montana to the coal f i e l d s of Wyoming; (3) the requirement 
of Environmental Impact Statements on a l l .contracts for i n d u s t r i a l 
water opt ions i n the Yellowstone B a s i n . — / 
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I n t a k e P i p e l i n e Co . v . Mon tana a n d N o r t h D a k o t a . T h i s 
c a s e d e a l s w i t h A r t i c l e X o f t h e Y e l l o w s t o n e C o m p a c t . I n t a k e p i p e -
l i n e , a s u b s i d i a r y o f Tenneco i s c h a l l e n g i n g t h e c o n s t i t u t i o n -
a l i t y o f t h e Y e l l o w s t o n e Compact i n t h e F e d e r a l D i s t r i c t c o u r t i n 
B i l l i n g s , as i t r e l a t e s t o t h e p r o h i b i t i o n o f i n t e r s t a t e t r a n s f e r s . 
I n t a k e w a n t s t o move w a t e r f r o m G l e n d i v e , M o n t a n a t o B e a c h , N o r t h 
D a k o t a . I f t h e Y e l l o w s t o n e Compact i s b r o k e n , d i v e r s i o n s o f 
w a t e r f r o m one s t a t e t o a n o t h e r c o u l d g r e a t l y e x p a n d i n d u s t r i a l 
d e v e l o p m e n t . 

I f t h e c o u r t d o e s u p h o l d t h e p r o h i b i t i o n o f i n t e r b a s i n 
t r a n s f e r s , Tenneco c o u l d c i r c u m v e n t A r t i c l e X b y b u i l d i n g i t s 
p l a n t f u r t h e r w e s t a n d i n s i d e t h e Y e l l o w s t o n e B a s i n . T h e c o a l 

t h e n w o u l d h a v e t o be moved f r o m t h e c o m p a n y ' s c o a l f i e l d s i n N o r t h 
D a k o t a a c r o s s t h e s t a t e l i n e s i n t o M o n t a n a . — / 

I n t a k e v . M o n t a n a . I n t a k e W a t e r Company h a s r e c e n t l y 
won t h i s c a s e t o have p e r m i t s f o r 8 0 , 0 0 0 a c r e f e e t f r o m t h e Y e l l o w -
s t o n e R i v e r f o r c o n s t r u c t i o n o f a s many a s 8 g a s i f i c a t i o n p l a n t s . 
Tenneco h a d c l a i m e d t h i s w a t e r u n d e r p r o v i s i o n s o f M o n t a n a l a w 
w h i c h was r e p e a l e d i n 1973 by t h e s t a t e l e g i s l a t u r e . The D i s t r i c t 
c o u r t has r u l e d t h a t t h e o l d l a w a p p l i e s A i L / 
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" T h e r e has been a s l o w e v o l u t i o n o f t h e B u r e a u o f Re-
c l a m a t i o n p r o g r a m t o w a r d i n c l u d i n g m u n i c i p a l a n d i n d u s t r i a l 
(M&I) w a t e r s u p p l y as p r o j e c t p u r p o s e s . B u t e a c h o r g a n i c r e -
c l a m a t i o n s t a t u t e has p l a c e d s p e c i f i c l i m i t a t i o n s on s u p p l y i n g 
M&I w a t e r f r o m r e c l a m a t i o n p r o j e c t s " 5 4 / : 

1 . The M i s c e l l a n e o u s S u p p l y A c t o f 1 9 2 0 . T h i s e a r l y 
A c t p l a c e d v e t o power o v e r a l l c o n t r a c t s s e t o u t b y t h e S e c r e -
t a r y o f I n t e r i o r f o r p u r p o s e s o t h e r t h a n a g r i c u l t u r e i n t h e 
hands o f s t a t e a p p r o v e d w a t e r u s e r s a s s o c i a t i o n s . T h e r e had 
t o be c l e a r s h o w i n g t h a t no p r a c t i c a l a l t e r n a t i v e w a t e r s o u r c e 
e x i s t e d , t h a t r i g h t s o f p r i o r a p p r o p r i a t o r s w o u l d be p r o t e c t e d 
and t h a t t h e i n d u s t r i a l s u p p l y w o u l d n o t be d e t r i m e n t a l t o i r -
r i g a t i o n n e e d s . The L i b r a r y o f C o n g r e s s A m e r i c a n Law D i v i s i o n 
has p o i n t e d o u t t h a t t h e D e p a r t m e n t o f I n t e r i o r has r e p e a l e d 
t h i s l a w b y i m p l i c a t i o n w i t h no a u t h o r i z i n g l a n g u a g e i n s u b -
s e q u e n t r e c l a m a t i o n a c t s r e p e a l i n g t h e 1920 A c t . ^ 5 / 

2 . " T h e 1939 R e c l a m a t i o n P r o j e c t A c t . T h i s A c t p r o -
v i d e s f o r m u l t i p u r p o s e s a l e o£ w a t e r t o r m u n i c i p a l and m i s c e l -
l a n e o u s u s e s w h e r e a u t h o r i z e d , b u t t h e S e c r e t a r y o f I n t e r i o r 
m u s t make a f i n d i n g t h a t t h e v a l u e o f t h e p r o j e c t f o r i r r i g a -
t i o n i s n o t t o be p r e c l u d e d f o r m u n i c i p a l and i n d u s t r i a l u s e s . " L § / 

3 . The F l o o d C o n t r o l A c t o f 1 9 4 4 . A l t h o u g h C o n g r e s s 
e n v i s i o n e d m u l t i p l e and c h a n g i n g u s e s o n t h e r e s e r v o i r s a u t h o r -
i z e d i n t h e 1944 F l o o d C o n t r o l A c t , i t s d e s i g n a t i o n o f d o m i n a n t 
i n t e r e s t h a d t h e e f f e c t o f g i v i n g p r e f e r e n c e t o uses v i e w e d as 
c o n t r i b u t i n g t o t h e g r e a t e s t good o f t h e p e o p l e o f v a r i o u s r e -
g i o n s s e r v e d by t h e p r o j e c t s , a n d t h a t a u t h o r i z a t i o n t o a l t e r 
t h e e x p r e s s e d d o m i n a n t i n t e r e s t i n t e n d e d by C o n g r e s s h a d n o t 
b e e n d e l e g a t e d , Charges i n t h a t p r e f e r e n c e r e q u i r e new C o n g r e s -
s i o n a l a p p r o v a l . 

The C o n g r e s s and t h e B u r e a u o f R e c l a m a t i o n e n v i s i o n e d 
t h e c o n t i n u e d d o m i n a n c e o f a g r i c u l t u r e as t h e e c o n o m i c base o f 
t h e M i s s o u r i R i v e r B a s i n a n d recommended t h a t r e s e r v o i r s o n t h e 
Y e l l o w s t o n e R i v e r a n d t h e Upper M a i n s t e m M i s s o u r i s h o u l d be p r i -
m a r i l y f o r i r r i g a t i o n ; and t h a t a g r i c u l t u r a l d o m i n a n c e i n t h e 
Upper M i s s o u r i B a s i n was a c c e p t e d i n t h e r e c o n c i l i a t i o n b e t w e e n 
t h e C o r p s a n d t h e B u r e a u o f R e c l a m a t i o n and a d o p t e d by C o n g r e s s 
t h r o u g h i n c o r p o r a t i o n o f t h e P i c k / S l o a n P l a n as t h e d o c u m e n t i n 
t h e A c t , C o n g r e s s t h e r e b y e n d o r s e d and a d o p t e d i r r i g a t i o n as t h e 
p r i m a r y u s e i n t e n d e d o f w a t e r f r o m P r o j e c t s i n t h e Upper M i s s o u r i 
B a s i n . L T 
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4 . The 1958 W a t e r S u p p l y A c t . T h i s A c t s t a t e s t h a t 
s t o r a g e f o r m u n i c i p a l and i n d u s t r i a l u s e s may be i n c l u d e d i n e x -
i s t i n g o r f u t u r e R e c l a m a t i o n o r C o r p s p r o j e c t s b u t m u s t be s p e -
c i f i c a l l y a u t h o r i z e d b y C o n g r e s s i f t h e o r i g i n a l p u r p o s e s o f t h e 
p r o j e c t s u c h a s i r r i g a t i o n w o u l d be s e r i o u s l y a f f e c t e d . 
T h i s i s o u t l i n e d p a r t i c u l a r l y i n T i t l e I I I o f t h e A c t . 

" T h i s p r o g r e s s i o n o f C o n g r e s s i o n a l A c t s shows t h a t 
C o n g r e s s h a s a p p r o a c h e d t h e w h o l e q u e s t i o n o f " M & I " w a t e r v e r y 
c a u t i o u s l y . I t i s c l e a r t h a t t h e n o t i o n o f d e v o t i n g eno rmous 
q u a n t i t i e s o f w a t e r , l e t a l o n e t h e p r e p o n d e r a n c e o f a c e r t a i n 
p r o j e c t ' s , r i v e r ' s , o r r e g i o n ' s w a t e r t o e n e r g y / i n d u s t r i a l u s e s 
h a s n e v e r b e e n r a i s e d o r a p p r o v e d by C o n g r e s s . 

" I t i s c l e a r t h a t t h e demand f o r i n d u s t r i a l w a t e r i s 
e x c e e d i n g a l l p r i o r e x p e c t a t i o n s . B u t t h e use o f t h e t e r m 
" m i s c e l l a n e o u s " o r " i n d u s t r i a l " i n t h e e x i s t i n g r e c l a m a t i o n l a w s 
o b v i o u s l y d i d n o t c o n t e m p l a t e m a s s i v e e n e r g y / i n d u s t r i a l demands , 
and we m u s t be s u r e t h a t t h e s e l i m i t e d a u t h o r i z a t i o n s f o r " M & I " 
w a t e r a r e n o t i n t e r p r e t e d b y t h e a g e n c i e s a s b r o a d a u t h o r i t y f o r 
m a s s i v e i n d u s t r i a l w a t e r a l l o c a t i o n s f r o m F e d e r a l p r o j e c t s . " - ^ ® / 

RECENT FEDERAL ACTIONS 

I n d u s t r i a l W a t e r M a r k e t i n g P r o g r a m - — 1 9 6 7 - 1 9 7 2 . T h i s 
p r o g r a m was i n s t i t u t e d b y S e c r e t a r y o f I n t e r i o r S t u a r t U d a l l a n d 
A s s i s t a n t S e c r e t a r y f o r W a t e r a n d Power Ken H o l l u m . The N i x o n 
a d m i n i s t r a t i o n s u b s e q u e n t l y c a r r i e d i t on u n t i l t h e f a r m e r s , 
r a n c h e r s , S t a t e s and I n d i a n t r i b e s a f f e c t e d b y t h i s p r o g r a m d i s -
c o v e r e d t h e m a g n i t u d e o f t h e s a l e s i n 1 9 7 2 . S i n c e t h e n t h e 
D e p a r t m e n t h a s i m p o s e d a m o r a t o r i u m o v e r s a l e s i n t h e Y e l l o w s t o n e 
B a s i n u n t i l t h e l a w s u i t b r o u g h t a g a i n s t t h e m b y t h e E n v i r o n m e n t a l 
D e f e n s e F u n d , i r r i g a t i o n i s t s , and t h e S t a t e o f Mon tana i s r e s o l v e d . 
T h i s p r o g r a m h a d no p r o c e d u r e s w h e r e b y t h e S t a t e s , w a t e r u s e r s ' 
a s s o c i a t i o n , a n d I n d i a n t r i b e s c o u l d a p p r o v e t h e c o n t r a c t s . The 
o n l y a p p r o v a l was a s p e c i a l p r o c e d u r e w i t h i n t h e D e p a r t m e n t . 
The s t a t e s w e r e n e v e r i n f o r m e d t h r o u g h f o r m a l p r o c e d u r e as t o 
w h a t t h e w a t e r b e i n g s o l d was g o i n g t o be u s e d . As a r e s u l t , 
6 5 8 , 0 0 0 a c r e f e e t o f w a t e r was o p t i o n e d o u t q u i e t l y a t a p r i c e 
r a n g i n g f r o m 9 t o 11 d o l l a r s a n a c r e f o o t w i t h a 50C o p t i o n t o 
r e n e w . The amoun t o f w a t e r o p t i o n e d f r o m t h e Y e l l o w t a i l r e s e r -
v o i r may w e l l h a v e e x c e e d e d i t s a c t i v e s t o r a g e c a p a c i t y . A l t h o u g h 
t h e Y e l l o w t a i l r e s e r v o i r , w h e r e m o s t o f t h e s a l e s w e n t o n , i s 
c l e a r l y a u t h o r i z e d f o r a g r i c u l t u r e , no w a t e r h a s b e e n a l l o c a t e d 
f o r i r r i g a t i o n f r o m t h i s r e s e r v o i r s i n c e i t s c o n s t r u c t i o n . 5 9 / 
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The Ad Hoc C o m m i t t e e o n w a t e r m a r k e t i n g i n t h e Upper 
M i s s o u r i B a s i n was f o r m e d u p o n t h e r e q u e s t o f t h e C o r p s o f 
E n g i n e e r s a n d t h e B u r e a u o f R e c l a m a t i o n t o t h e M i s s o u r i R i v e r 
B a s i n C o m m i s s i o n . The C o m m i t t e e was c o m p r i s e d o f r e p r e s e n t a -
t i v e s f r o m t h e s t a t e s o f M o n t a n a , Wyoming, S o u t h D a k o t a , N o r t h 
D a k o t a , and N e b r a s k a ; t h e C o r p s o f E n g i n e e r s , t h e B u r e a u o f 
R e c l a m a t i o n and t h e M i s s o u r i R i v e r B a s i n C o m m i s s i o n . The p u r -
p o s e o f t h e C o m m i t t e e was t o s e t t l e u p o n c o n v i n c i n g a p p r o a c h e s 
t o m a r k e t w a t e r f r o m t h e m a i n s t e m M i s s o u r i R i v e r f o r i n d u s t r i a l 
p u r p o s e s . They a l s o a g r e e d u p o n s e t t i n g t h e p r i c e o f t h i s w a t e r 
i n t h e r a n g e o f $3 t o $20 a n a c r e f o o t . The s t a t e s w e r e g i v e n 
t h e f i r s t r i g h t t o m a r k e t . H o w e v e r , t h e k e y p r o b l e m s o f how 
much w a t e r does e a c h s t a t e h a v e r i g h t t o , w h a t a r e t h e I n d i a n 
r i g h t s t o t h i s w a t e r , a n d who h a s f i n a l v e t o p o w e r o v e r i n d u s -
t r i a l w a t e r c o n t r a c t s was n e v e r r e s o l v e d . F o l l o w i n g t h i s i m -
p a s s e , t h e F e d e r a l g o v e r n m e n t i m p o s e d t h e "Memorandum o f U n d e r -
s t a n d i n g , " w h i c h e f f e c t i v e l y r e p e a l e d t h e e f f o r t s o f t h e ad hoc 
c o m m i t t e e t o s e t t l e u p o n a r e g i o n a l a p p r o a c h t o i n d u s t r i a l w a t e r 
m a r k e t i n g .JL2' 

I n F e b r u a r y o f 1 9 7 5 , t h e C o r p s o f E n g i n e e r s a n d t h e 
D e p a r t m e n t o f I n t e r i o r s i g n e d a "memorandum o f u n d e r s t a n d i n g " 
w h i c h w o u l d e x p e d i t e t h e s a l e o f m a i n s t e m M i s s o u r i w a t e r f o r 
i n d u s t r i a l u s e . H e a r i n g s w e r e h e l d b y S e n a t o r s A b o u r e z k and 
M e t c a l f on t h i s a c t i o n and i t was d i s c o v e r e d t h a t t h e s t a t e s 
w e r e n e v e r i n f o r m e d o f t h i s a g r e e m e n t , t h a t a g r i c u l t u r a l w a t e r 
i s t o be " l o a n e d " t o i n d u s t r y , a n d t h a t i n d u s t r i a l w a t e r use 
w i l l have p r e f e r e n c e o v e r h y d r o e l e c t r i c g e n e r a t i o n . The f i r s t 
c u s t o m e r f o r t h i s w a t e r i s ETS I who w a n t s i t f o r a c o a l s l u r r y 
p i p e l i n e f r o m Wyoming t o A r k a n s a s . 6 1 / 

The House I n t e r i o r C o m m i t t e e o f t h e U . S . C o n g r e s s i s c u r r e n t -
l y c o n s i d e r i n g a b i l l t o i n s t i t u t i o n a l i z e c o a l s l u r r y p i p e l i n e s 
( H . R . 1 8 6 3 ) . The f i r s t m a j o r p r o j e c t a n d p r i m e l o b b y i s t f o r t h i s 

b i l l i s b e i n g p u s h e d b y E T S I * who i s p r o p o s i n g t h e W y o m i n g / A r k a n s a s 
s l u r r y l i n e u s i n g w e s t e r n c o a l a n d w a t e r e i t h e r f r o m t h e M a d i s o n 
F o r m a t i o n o r t h e M a i n s t e m M i s s o u r i i n S o u t h D a k o t a . T h i s b i l l 
a l s o r e p r e s e n t s t h e i n s t i t u t i o n a l i z a t i o n o f i n d u s t r i a l w a t e r use 
i n t h e U p p e r M i s s o u r i b y C o n g r e s s , s i n c e ETS I i s t h e f i r s t l a r g e 
s c a l e u s e r and c o s t o m e r f o r Uppe r M i s s o u r i w a t e r . 

* ETS I o r E n e r g y T r a n s p o r t a t i o n Sys tems I n c . i s a w h o l l y owned 
j o i n t v e n t u r e b e t w e e n Lehman B r o t h e r s I n v e s t m e n t f i r m and B e c h t e l 
E n g i n e e r i n g and C o n s t r u c t i o n . 
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A t o t a l o f 13 d i v e r s i o n p l a n s h a s b e e n a d v a n c e d , 2 
f o r a g r i c u l t u r e a n d 1 1 f o r i n d u s t r i a l d e v e l o p m e n t . 

(1) The A g r i c u l t u r a l D i v e r s i o n s a r e G a r r i s o n i r r i g a -
t i o n p r o j e c t i n N o r t h D a k o t a and Oahe I r r i g a t i o n P r o j e c t i n 
S o u t h D a k o t a . G a r r i s o n i s u n d e r c o n s t r u c t i o n . Oahe i s i n 
t h e p l a n n i n g s t a g e s b u t f a c e s f o r m i d a b l e l e g a l o b s t a c l e s a n d 
l o c a l o p p o s i t i o n . 

(2) The West R i v e r D i v e r s i o n P r o j e c t i n N o r t h D a k o t a 
w o u l d c a r r y w a t e r f r o m Lake Sakakawea b e h i n d G a r r i s o n Dam o n 
t h e M i s s o u r i a c r o s s t h e h e a d w a t e r s o f t h e f i v e t r i b u t a r i e s o f 
t h e L i t t l e M i s s o u r i , t h e K n i f e , t h e H e a r t , t h e C a n n o n b a l l a n d 
t h e G r a n d R i v e r . W a t e r w o u l d be r e l e a s e d i n t o t h e s e s t r e a m s 
w h i c h w o u l d be damned t o p r o v i d e s t o r a g e . The t o t a l d i v e r s i o n , 
f o u r m i l l i o n a c r e f e e t a c c o r d i n g t o t h e N o r t h D a k o t a W a t e r Com-
m i s s i o n , w o u l d s u p p o r t 42 g a s i f i c a t i o n p r o j e c t s a n d 8 , 8 0 0 
m e g a w a t t s o f e l e c t r i c a l power g e n e r a t i o n . I n e x c h a n g e , t h e 
f a r m e r s and r a n c h e r s o f t h i s a r e a a r e p r o m i s e d some w a t e r f o r 
a g r i c u l t u r a l u s e . H o w e v e r , t h e N o r t h D a k o t a s t a t e l e g i s l a t u r e 
h a s v o t e d n o t t o s u p p o r t t h i s p r o j e c t o v e r t h e o b j e c t i o n s o f 
t h e N o r t h D a k o t a S t a t e W a t e r C o m m i s s i o n . 

(3) W a t e r f o r T a c o n i t e i n t h e B l a c k H i l l s The Bu-
r e a u o f R e c l a m a t i o n ( w h i c h w i l l c o o p e r a t e w i t h t h e N o r t h D a k o t a 
S t a t e W a t e r C o m m i s s i o n i n d e s i g n i n g t h e Wes t R i v e r D i v e r s i o n 
f a c i l i t i e s ) h a s s t u d i e d m o v i n g w a t e r t o t h e S t u r g i s , S . D . a r e a 
f o r i n d u s t r i a l u s e . P i t t s b u r g h P a c i f i c M i n i n g o f H i b b i n g , 
M i n n e s o t a has c l a i m e d 96 m i l l i o n t o n s o f t a c o n i t e # i r o n o r e 
u n d e r a b o u t 250 a c r e s o f N a t i o n a l F o r e s t Land i n t h e B l a c k H i l l s . 
P i t t - P a c p l a n s t o m a r k e t 1 , 0 0 0 , 0 0 0 t o n s p e r y e a r i n R a p i d C i t y , 
p r o b a b l y t o m e e t t h e s t e e l r e q u i r e m e n t s o f c o a l g a s i f i c a t i o n 
a n d t h e r m a l e l e c t r i c a l g e n e r a t i o n . 

(4 ) W a t e r f r o m N o r t h D a k o t a t o Wyoming . The U n i t e d 
P l a i n s m e n , an e n v i r o n m e n t a l g r o u p i n N o r t h D a k o t a , h a s p o i n t e d 
o u t t h a t t h e S t u r g i s a r e a i s o n l y a s h o r t d i s t a n c e f r o m t h e c o a l 
r i c h b u t w a t e r p o o r Powder R i v e r B a s i n i n Wyoming . The B u r e a u 
o f R e c l a m a t i o n h a s s a i d p u b l i c a l l y t h a t t h e y h a v e s c r a p p e d 
p l a n s t o d i v e r t w a t e r f r o m N o r t h D a k o t a t o Wyoming ; h o w e v e r , 
t h e B u r e a u h a s n o t b e e n v e r y c r e d i b l e i n t h e i r d e a l i n g s w i t h 
t h e s t a t e s so f a r . 
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(5) W a t e r f r o m S o u t h D a k o t a t o Wyoming. The B l a c k 
H i l l s C o n s e r v a n c y S u b d i s t r i c t , a l o n g w i t h t h e B u r e a u o f R e c l a m a -
t i o n , has d e v e l o p e d a f e a s i b i l i t y s t u d y t o t r a n s p o r t a b o u t 1 0 0 , 0 0 0 
a c r e f e e t f r o m t h e Oahe R e s e r v o i r a c r o s s w e s t e r n S o u t h D a k o t a 
( b e t w e e n t h e Cheyenne a n d Bad R i v e r s ) i n t o t h e G i l l e t t e Wyoming 

a r e a . 2 0 , 0 0 0 a c r e f e e t i s t o be m i x e d w i t h c o a l and s e n t down 
t o A r k a n s a s i n s l u r r y f o r m . The f i r s t p i p e l i n e o f t h i s s o r t i s 
e x p e c t e d t o s h i p 25 m i l l i o n t o n s o f c o a l a y e a r . S i n c e w a t e r 
i s s c a r c e i n t h e G i l l e t t e A r e a , i t seems l i k e l y t h a t t h e w a t e r 
n o t b e i n g u s e d b y E n e r g y T r a n s p o r t a t i o n Sys tems I n c . (ETSI ) c o u l d 
be s o l d t o o t h e r e n e r g y i n t e r e s t s f o r c o a l c o n v e r s i o n a t t h e 
m i n e s i t e . 

(6) W a t e r f r o m t h e M a d i s o n U n d e r g r o u n d F o r m a t i o n . ETS I 
h a s s e c u r e d 2 0 , 0 0 0 a c r e f e e t o f w a t e r f r o m t h e M a d i s o n F o r m a t i o n 
f r o m t h e s t a t e o f Wyoming . They p l a n t o d r i l l a h i g h p r e s s u r e 
w e l l f i e l d i n one o f t h e s h a l l o w e r s e c t i o n s o f t h e f o r m a t i o n , w h i c h 
i s b e i n g u s e d f o r d r i n k i n g w a t e r a n d s t o c k w a t e r f o r t h e commun i -
t i e s i n e a s t e r n Wyoming and w e s t e r n S o u t h D a k o t a . T h e r e i s a 
s e r i o u s q u e s t i o n as t o w h e t h e r t h i s 2 0 , 0 0 0 a c r e f o o t w i t h d r a w a l 
w i l l e x c e e d t h e r e c h a r g e o f t h e f o r m a t i o n , t h u s d r o p p i n g t h e e n -
t i r e w a t e r t a b l e o f t h e Powder a n d Cheyenne R i v e r B a s i n s . S i n c e 
t h e M a d i s o n F o r m a t i o n i s u n d e r i n d i v i d u a l s t a t e j u r i s d i c t i o n , i t 
w i l l be up t o t h e c o u r t s o r C o n g r e s s v i a an i n t e r s t a t e c o m p a c t 
t o d e t e r m i n e w h e t h e r o r n o t i n d u s t r i a l use o f t h e M a d i s o n F o r m a -
t i o n i s b e n e f i c i a l . 

(7) W a t e r f r o m M o n t a n a t o Wyoming . The Y e l l o w s t o n e 
R i v e r D i v e r s i o n i s d i s c u s s e d i n g r e a t d e t a i l i n t h e B u r e a u o f 
R e c l a m a t i o n ' s M o n t a n a / W y o m i n g A q u e d u c t S t u d y . The s t u d y p r o -
j e c t s t h e c o n s t r u c t i o n o f a l a r g e number o f a d d i t i o n a l r e s e r v o i r s 
on t h e Tongue and P o w d e r , o t h e r t r i b u t a r i e s o f t h e Y e l l o w s t o n e a n d 
t h e Y e l l o w s t o n e i t s e l f ; as w e l l as c o n s t r u c t i o n o f a l a r g e number 
o f a q u e d u c t s f o r t r a n s p o r t i n g w a t e r f r o m t h e B o y s e n and Y e l l o w t a i l 
r e s e r v o i r s , t o p o i n t s o f i n d u s t r i a l u s e , m a i n l y a r o u n d t h e G i l l e t t e 
Wyoming A r e a . T h r e e p r o j e c t s a r e b e i n g a c t i v e l y c o n s i d e r e d : 
t h e f i r s t one w o u l d t a k e w a t e r f r o m t h e Y e l l o w s t o n e R i v e r n e a r 
M i l e s C i t y , M o n t a n a , t o G i l l e t t e , Wyoming; t h e s e c o n d p r o j e c t 
w o u l d d i v e r t w a t e r f r o m t h e B i g H o r n R i v e r i n H a r d i n , M o n t a n a , t o 
G i l l e t t e , Wyoming ; and t h e t h i r d p r o j e c t w o u l d d i v e r t w a t e r f r o m 
t h e Boysen R e s e r v o i r a l o n g t h e Wind R i v e r R e s e r v a t i o n i n Wyoming 
t o t h e G i l l e t t e a r e a . * 

* The d i v e r s i o n f r o m Mon tana t o Wyoming w o u l d v i o l a t e A r t i c l e X o f 
t h e Y e l l o w s t o n e C o m p a c t , w h i c h p r o h i b i t s t h e t r a n s f e r o f w a t e r f r o m 
Mon tana t o Wyoming . M o n t a n a , W y o m i n g , and N o r t h D a k o t a a r e s i g n a t o -
r y s t a t e s . H o w e v e r , t h e t r a n s f e r s o f w a t e r p r o p o s e d by t h e B u r e a u 
o f R e c l a m a t i o n i n t h e W y o m i n g / M o n t a n a A q u e d u c t S t u d y do n o t c o m p l y 
w i t h t h e f o r m u l a f o r w a t e r use o u t l i n e d i n t h e Compac t w h i c h was 
s i g n e d i n 1 9 5 0 . T h a t f o r m u l a a l l o c a t e s a 6 0 - 4 0 s h a r e b e t w e e n Mon tana 
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(8) N o r t h P l a t t e R i v e r i n Wyoming t o t h e Powder R i v e r * 
i n Wyoming . T h i s p r o j e c t was p r o m o t e d b y t h e f o r m e r S e c r e t a r y 
o f I n t e r i o r , S t a n l e y H a t h a w a y , w h i l e he was G o v e r n o r o f Wyom ing . 
H a t h a w a y a t t e m p t e d t o g e t s t a t e f u n d s t o b u i l d a d i v e r s i o n f r o m 
t h e N o r t h P l a t t e R i v e r n e a r C a s p e r t o G i l l e t t e . The N o r t h P l a t t e 
i s n o t a l a r g e r i v e r a n d t h e f l o w s m i g h t n o t s u s t a i n a n i n d u s -
t r i a l d i v e r s i o n w i t h o u t a u g m e n t a t i o n f r o m a n o t h e r r i v e r s y s t e m , 
t h e Green R i v e r . 

(9) Green R i v e r t o t h e N o r t h P l a t t e i n Wyoming . The 
a u g m e n t a t i o n d i v e r s i n was a l s o p r o m o t e d b y S t a n l e y Ha thaway w h i l e 
G o v e r n o r o f Wyoming . The G r e e n R i v e r i s a t r i b u t a r y o f t h e C o l o -
r a d o a n d i s l o c a t e d i n s o u t h e r n Wyoming . T h i s d i v e r s i o n c o u l d 
a g g r a v a t e s a l i n i t y p r o b l e m s i n t h e l o w e r C o l o r a d o B a s i n . 

(10 ) F o r t Peck t o C i r c l e , M o n t a n a . T h i s d i v e r s i o n 
w o u l d t a k e w a t e r f r o m t h e M i s s o u r i R i v e r b e h i n d F o r t Peck Dam 
t o t h e C i r c l e , M o n t a n a a r e a w h e r e B u r l i n g t o n N o r t h e r n R a i l r o a d 
i s p l a n n i n g a n i n d u s t r i a l c o m p l e x w h i c h w o u l d p r o d u c e n i t r o g e n 
f e r t i l i z e r , m e t h a n o l , a n d s y n t h e t i c d i e s e l f u e l f r o m l o w q u a l i t y 
l i g n i t e c o a l . 

a n d Wyoming , w i t h M o n t a n a g e t t i n g t h e l a r g e r p e r c e n t a g e . N o r t h 
D a k o t a , a l t h o u g h n o t d i r e c t l y i n v o l v e d , d o e s h a v e a s a y o v e r t h e 
i s s u e o f i n t e r b a s i n t r a n s f e r . I n a d d i t i o n , M o n t a n a s t a t e l a w f o r -
b i d s a n y t r a n s f e r f r o m t h e s t a t e w i t h o u t c o n s e n t f r o m t h e s t a t e 
l e g i s l a t u r e , w h i c h so f a r h a s n o t a g r e e d . 

* T h e r e e x i s t s a c o m p a c t o n t h i s s t r e a m w h i c h g i v e s Wyoming 25% 
a n d N e b r a s k a 75% o f t h e s h a r e o f t h e N o r t h P l a t t e . I f o v e r a l l o -
c a t i o n s w e n t b e y o n d W y o m i n g ' s 25%, t h e n i r r i g a t i o n i n w e s t e r n N e b -
r a s k a c o u l d be a f f e c t e d . Thus l e a d i n g t o a n i n t e r s t a t e l e g a l f i g h t . 
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Upper Missour i Basin 

r i v e r s 

general d ive rs ion 
routes 

c o n t i n e n t a l d iv ides 

_ _ _ . ^ jstate bounderies 

aqu i fe r d r i l l i n g 

This map i s adapted from 
an a r t i c l e by Mike Jacobs 
i n V o l . 1 No. 2 of the 
Onlooker , " R i n S around 
the Rosey; or ithe Great 
D i v e r s i o n " . 

1 . Garr ison Divers ion Un i t 

2 . Oahe Divers ion Pro jec t 

3. West River D ive rs ion (N .D . ) 

4 . Oahe West Divers ion 

5 . Yel lowstone River D ivers ion 

6 . Big Horn River D ivers ion 

7. Boysen Reservior D ivers ion 

8 .Nor th P l a t t e D ivers ion 

9-Green River Divers ion 
(across the d i v i d e ) 

10. For th Peck D ivers ion 

11. Madison Formation d r i l l i n g 
and d ive rs ion 

co 
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Page T w e n t y - f o u r 

END NOTES 

1 . P r o j e c t I n d e p e n d e n c e B l u e p r i n t , W a t e r f o r E n e r g y , F i n a l D r a f t 
r e p o r t s u b m i t t e d t o t h e F e d e r a l E n e r g y A g e n c y W a t e r R e s o u r c e s 
T a s k f o r c e , S e p t . 5 , 1 9 7 4 , h e r e a f t e r r e f e r r e d as "FEA R e p o r t " 
p g . I V - 5 0 . ' r 

2 . Bowden, C h a r l e s , The I m p a c t o f E n e r g y D e v e l o p m e n t o n W a t e r R e -
s o u r c e s i n A r i d L a n d s , O f f i c e o f A r i d L a n d S t u d i e s , U n i v e r s i t y 
o f A r i z o n a , T u c s o n A r i z o n a , h e r e a f t e r r e f e r r e d t o a s "Bowden 
R e p o r t " ) p g . 2 9 . 

3 . U . S . B u r e a u o f R e c l a m a t i o n , M o n t a n a / Wyoming A q u e d u c t S t u d y , 

4 . Bowden R e p o r t p g . 9 5 

5 . U . S . S e n a t e I n t e r i o r C o m m i t t e e , H e a r i n g s B e f o r e t h e S u b c o m m i t t e e 
o n E n e r g y R e s e a r c h a n d W a t e r R e s o u r c e s 9 4 t h Cong . 1 s t s e s s i o n , 
On t h e S a l e o f W a t e r f r o m t h e Upper M i s s o u r i R i v e r B a s i n b y t h e 
F e d e r a l G o v e r n m e n t f o r t h e D e v e l o p m e n t o f E n e r g y , B i l l i n g s M o n -
t a n a , Aug 2 6 , 1 9 7 5 , R a p i d C i t y S o u t h D a k o t a , A u g u s t 2 8 , 1 9 7 5 , 
p a r t t w o , h e r e a f t e r r e f e r r e d t o a s " U p p e r M i s s o u r i B a s i n H e a r i n g ! 
p g . 2 4 8 . 

6 . U p p e r M i s s o u r i B a s i n H e a r i n g s , p a r t o n e , S t a t e m e n t s o f t h e C o r p s 
o f E n g i n e e r s , a n d t h e B u r e a u o f R e c l a m a t i o n . 

7 . I b i d 

8 . FEA R e p o r t p g . I V - 5 0 

9 . U p p e r M i s s o u r i B a s i n H e a r i n g s p g . 2 2 4 , 426 

1 0 . " " " " " 232 

1 1 . FEA R e p o r t p g . I V - 5 1 

1 2 . U p p e r M i s s o u r i B a s i n H e a r i n g s p g . 227 

1 3 . " " " " " 2 2 6 - 7 

1 4 . " " 248 

1 5 . " " " 207 

1 6 . FEA R e p o r t p g . I V - 5 1 

1 7 . Uppe r M i s s o u r i B a s i n H e a r i n g s p g . 2 34 

1 8 . " " " " p g . 297 

1 9 . U . S . S e n a t e I n t e r i o r C o i r m i t t e e , 9 4 t h C o n g . , 1 s t S e s s i o n , On t h e 
N o m i n a t i o n o f S t a n l e y K . H a t h a w a y , To be S e c r e t a r y o f t h e I n t e r i o r , 
A p r i l 2 1 , 2 2 , 3 0 , May 5&6, 1975 h e r e a f t e r r e f e r r e d t o as " H a t h a w a v 
H e a r i n g s " ) p g . 474 
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P a g e T w e n t y - s e v e n 

END NOTES ( C o n t i n u e d ) 

2 0 . U p p e r M i s s o u r i B a s i n H e a r i n g s p g . 2 3 8 

21 . I b i d 

2 2 . U p p e r M i s s o u r i B a s i n H e a r i n g s p g . 2 3 4 

23 . Hathaway H e a r i n g s p g . 181 

24 . " " " 182 

25 . FEA R e p o r t p g . I V - 5 2 

26 . U . S . D e p a r t m e n t o f I n t e r i o r , P roposed Coa l G a s i f i c a t i o n Combined 
C y c l e P i l o t P l a n t , p r e p a r e d by t h e O f f i c e o f C o a l R e s e a r c h . 

27 . FEA R e p o r t p g . I V - 5 3 

28 . I b i d 

29 . P r o g r e s s R e p o r t , Sou th Dako ta S t a t e Water P l a n , Handout for 
May 30, 19 75 o f t h e S t a t e Boa rd o f N a t u r a l R e s o u r c e s . 

30 . D a v i s , B r y a n t L . , S c h l e u s n e r , R i c h a r d S . , I n s t i t u t e o f A t m o s p h e r i c 
S c i e n c e s , Sou th Dako ta S c h o o l o f M i n e s - ( a b s t r a c t ) 

31. Upper M i s s o u r i B a s i n H e a r i n g s p g . 356 

32 . " " " " p g . 261 

34. J a c o b s , M i k e , O p p o s i t i o n t o B i g Coa l E s c a l a t e s , The O n l o o k e r , 
J a n . 26, 1976 p g . i~2 

33. " " " p g . 282 

35. I b i d 

36. FEA R e p o r t p g . IV 53 

37. Memorandum, To: R e g i o n a l D i r e c t o r , Upper M i s s o u r i R e g i o n , BR, 
B i l l i n g s , F i e l d S o l i c i t o r , F rom: M i s s o u r i R i v e r B a s i n P l a n n i n g 
O f f i c e r , S u b j e c t : Nebraska P o s i t i o n r e g a r d i n g M i s s o u r i R i v e r 
Ma ins tem M a r k e t i n g , U . S . D e p t . o f I n t e r i o r , A p r i l 17 , 1974 . 

38. Upper M i s s o u r i B a s i n H e a r i n g s p g . 295 

39 . " " " " p g . 393 

40 . U .S . v . B i g Horn R i v e r Water Use rs A s s o c i a t i o n , U .S . v . 
Tongue R i v e r Water Users A s s o c i a t i o n , b o t h f i l e d i n Fed-
e r a l D i s t r i c t C o u r t , B i l l i n g s , Montana 
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P a g e T w e n t y - s e v e n 

END NOTES ( C o n t i n u e d ) 

4 1 . Upper M i s s o u r i B a s i n H e a r i n g s p g . 267 

42 . " " " « » 386 

43 . " " 464 

44 . New Mex i co v U . S . , f i l e d i n F e d e r a l D i s t r i c C o u r t A l b u q u e r q u e , 
"remanded t o S t a t e c o u r t p e n d i n g A i k e n D e c i s i o n . 

45 . S u p e r i o r C o u r t o f t h e U . S . , C o l o r a d o R i v e r Conse rvancy D i s t r i c t 
e t a l , v . The U n i t e d S t a t e s , a r g u e d on j a n . 14 , 1976, d e c i d e d 
on March 24, 1976. 

4 6 . U n i t e d S t a t e s v . The S t a t e o f C a l i f o r n i a , U . S . F e d e r a l D i s t r i c t 
- C o u r t , S t a t e o f C a l i f o r n i a . ~~ 

47 . W i t m e r , R i c h a r d T . , Documents on t h e Use and C o n t r o l o f t h e 
W a t e r s o f I n t e r s t a t e and I n t e r n a t i o n a l S t r eams , U.S G o v e r n -
ment P r i n t i n g O f f i c e , Second E d i t i o n , p g . 5 3 9 f h e r e a f t e r r p f e r r - o ^ 
as " W i t m e r " •) 

4 8 . Wi tmer p g . 554-555 

4 9 . Brown, Howard H . , C e n t r a l A r i z o n a P r o j e c t , Feb . 25 , 1976, 
C o n g r e s s i o n a l Research S e r v i c e , E n v i r o n m e n t a l P o l i c y D i v i s i o n , 
W i t m e r , p g . 6 0 4 - 6 1 4 . 

50 . V e e d e r , W i l l i a m H . , U n p u b l i s h e d d i s c u s s i o n c o n c e r n i n g p r e c e d e n t s 
o f F e d e r a l j u r i s d i c t i o n o v e r S t a t e Water l a w s . 

5 1 . EDF v . M o r t o n , F e - e r a l D i s t r i c t C o u r t , B i l l i n g s Montana 

52 . I n t a k e v . Mon tana , F e d e r a l D i s t r i c t C o u r t , B i l l i n g s Montana 

53 . I n t a k e v . Montana 

5 3 . J a c o b s , M i k e , I n t a k e v . Mon tana , O n l o o k e r , Jan 26 , 1976 

5 4 . E x e r p t e d f r o m a s t a t e m e n t by K a t h r i n e F l e t c h e r , EDF, b e f o r e 
Sena te I n t e r i o r C o m m i t t e e , A u g u s t 26, 1975 . 

55 . C o s t e l l o , George M . , A n a l y s i s o f F e d e r a l Wa te r M a r k e t i n g Program 
i n t h e Upper M i s s o u r i B a s i n , Feb . 1975, C o n g r e s s i o n a l R e s e a r c h 
S e r v i c e , A m e r i c a n Law D i v i s i o n . 

56 . S t a t e m e n t by K a t h r i n e F l e t c h e r , A u g u s t 26, 1975 

57 . Mauk, W i l l i a m , F l o o d C o n t r o l A c t o f 1944, U rban Law I n s t i t u t e , 
A n t i o c h S c h o o l o f Law, May 1975. 
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P a g e T w e n t y - s e v e n 

END NOTES ( C o n t i n u e d ) 

59 . U . S . D e p a r t m e n t o f I n t e r i o r , Memorandum, To : C o m m i s s i o n e r , 
f r o m : R e g i o n a l D i r e c t o r B i l l i n g s Mon tana , S u b j e c t , Sa le o f 
Water f o r I n d u s t r i a l Pu rposes f r o m B i g Horn R i v e r , Feb . 2 , 196 8 

60 . R e p o r t o f t h e Ad Hoc Commi t tee on Water M a r k e t i n g ; R e c o n s i d e r -
a t i o n s on I s s u e s I n v o l v i n g M&I Water M a r k e t i n g f r o m t h e S i x 
M a i n Stem F e d e r a l R e s e r v i o r s on t h e M i s s o u r i , J u l y 1 , ' * 1974 . 

61 . Upper M i s s o u r i B a s i n H e a r i n g s p g . 4 36-442 

62 . T h i s s e c t i o n has been e x c e r p t e d f r o m a p i e c e by M ike J a c o b s , 
e n t i t l e d , " R i n g A round t h e Rosey :The G r e a t D i v e r s i o n " , t h e 
O n l o o k e r , June 1975, w i t h t h e a d d i t i o n o f #1T by t h e a u t h o r 
o f t h i s p a p e r . 

71-787 O - 76 -
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P a g e t w e n t y - e i g h t 

SUPPLEMENTARY L IST OF REFERENCES 

A m i r a n , D . H . K . 
1965 A r i d zone d e v e l o p m e n t : A r e a p p r a i s a l unde r modern 

t e c h n o l g o i c a l c o n d i t i o n s . Economic Geography 4 1 ( 3 ) 
: 1 8 9 - 2 1 0 . 

B e l l , T . 
1973 The e n e r g y c r i s i s : Wate r comes up s h o r t . H i g h 

C o u n t r y N e w s ( 5 ) : 2 3 . 

C o o t n e r , P .H . and G.O.G. L o f 
1966 Wate r demand f o r s team e l e c t r i c g e n e r a t i o n : An 

economic p r o j e c t i o n mode l . Resources f o r t h e 
F u t u r e , W a s h i n g t o n , D .C. D i s t r i b u t e d by Johns 
H o p k i n s P r e s s , B a l t i m o r e , M a r y l a n d . 14 4 p . 

C o r b r i d g e , J r . , J . N . and R . J . Moses 
1968 

D e l a n e y , R. 
1966 

Weather m o d i f i c a t i o n : Law and a d m i n i s t r a t i o n . 
N a t u r a l Resou rces J o u r n a l 8 ( 2 2 ) : 2 0 7 - 2 3 5 . 

Water f o r o i l s h a l e d e v e l o p m e n t . 
J o u r n a l 4 3 ( 1 ) : 7 2 - 8 2 . 

Denver Law 

De V o t o , B . A . 
1947 A c r o s s t h e w i d e M i s s o u r i 

pany , B o s t o n . 48 3 p . 
Houghton M i f f l i n Com-

Dewsnup, R . L . and D.W. J e n s e n , e d s . 
1973 A S u m m a r y - d i g e s t o f s t a t e w a t e r l a w s . U . S . N a t i -

o n a l Water Commiss ion , A r l i n g t o n , Va . 826 p . 

D u p r e e , J r . W. 
1972 

G. and L . A . West 
U n i t e d S t a t e s e n e r g y t h r o u g h t h e y e a r 2000 . U . S . 

E n v i r o n m e n t a l De fense Fund 
n . d . U n p u b l i s h e d r e p o r t by Tom F r i z z e l l on t h e o v e r - a p -

p r o p r i a t i o n o f t h e Y e l l o w s t o n e R i v e r . D e n v e r , C o l o . 

F o r d , Bacon and Company 
1952 The s y n t h e t i c l i q u i d f u e l p o t e n t i a l o f C o l o r a d o , 

U t a h , and Wyoming. U .S . D e p t . o f I n t , W a s h . , D .C . 

G i l l e t t e , R. 
1973 NAS: Water s c a r c i t y may l i m i t w e s t e r n c o a l . S c i e n c e 

1 8 1 : 5 2 5 . 
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P a g e T w e n t y - n i n e 

SUPPLEMENTARY L I S T OF REFERENCES ( C o n ' t . ) 

H a m i l t o n , B . 
1974 C o a l c o n f l i c t on Tongue R i v e r . H i g h C o u n t r y 

News, A u g u s t 30, 1974 

H i g h C o u n t r y News 
1974 D e c i s i o n on s l u r r y l i n e . H i g h C o u n t r y News, 

J u l y 19 , 1974, p . 6 . 

Hynes, H . B . N . 
1971 The b i o l o g y o f p o l l u t e d w a t e r s . U n i v e r s i t y o f 

T o r o n t o P r e s s , T o r o n t o . 202 p . 

1972 The e c o l o g y o f r u n n i n g w a t e r s . U n i v e r s i t y o f 
T o r o n t o P r e s s , T o r o n t o . 555 p . 

Johnson , R.W. 
1971 M a j o r i n t e r b a s i n t r a n s f e r s . U . S . D e p t . o f Com-

merce , L e g a l S tudy 7 . 

Lewi s , J r . , 0 . 
1969 A r i d l a n d s and t h e i r f u t u r e . I n G . L . B e n d e r , e d . 

F u t u r e E n v i r o n m e n t s o f a r i d r e g i o n s o f t h e s o u t h -
w e s t . A m e r i c a n A s s o c i a t i o n f o r t h e Advancement o f 
S c i e n c e , Commi t tee on D e s e r t and A r i d zone R e s e a r c h , 
C o n t r i b u t i o n 1 2 : 3 3 - 3 8 . 

L o w d e r m i l k , W.C. 
1935 Man made d e s e r t s . P a c i f i c A f f a i r s 8 ( 4 ) : 4 0 9 - 4 1 9 . 

Madsen, H.C. e t a l 
1973 F u t u r e a l l o c a t i o n o f l a n d and w a t e r : I m p l i c a t i o n s 

f o r A g r i c u l t u r a l and Wate r P o l i c i e s . J o u r n a l o f 
S o i l and Water C o n s e r v a t i o n 2 8 ( 2 ) : 5 2 - 6 0 . 

M i s s o u r i B a s i n I n t e r - A g e n c y Commi t tee 
1969 M i s s o u r i R i v e r B a s i n Comprehens ive Framework Study. 

G o v t . P r i n t i n g O f f i c e , W a s h i n g t o n , D, C. 

Mon tana , E n v i r o n m e n t a l Q u a l i t y C o u n c i l 
n . d . Wate r and E a s t e r n Montana c o a l d e v l e o p m e n t , p r e -

p a r e d by Bob A n d e r s o n . H e l e n a , Mon tana . 

N a t i o n a l Water Commiss ion 
19 73a A s u m m a r y - d i g e s t o f t h e F e d e r a l w a t e r l a w s and 

p r o g r a m s . E d i t e d by John L . De Weerd t and P .M. 
G l i c k . GPO, W a s h i n g t o n , D. C. 

N o r t h C e n t r a l Power S t u d y , C o o r d i n a t i n g Commi t tee 
1971 N o r t h C e n t r a l Power S t u d y : R e p o r t o f Phase I . U . S . 

Bureau o f R e c l a m a t i o n , B i l l i n g s , MT. 2 v o l s , v a r i o u s 
p a g e s . , * .. 
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P a g e T h i r t y 

SUPPLEMENTARY L IST OF REFERENCES ( C o n ' t . ) 

N o r t h e r n G r e a t P l a i n s Resou rces Program S t a f f 
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SUMMARY 

The F e d e r a l Energy A d m i n i s t r a t i o n has e s t i m a t e d t h a t "'640 new e l e c t r i c 
g e n e r a t i n g p l a n t s must be i n o p e r a t i o n by 1 9 8 5 . . . ( i n c l u d i n g ) the e q u i v a l e n t o f 200 
1000 MW n u c l e a r p l a n t s and 150 new 800 MW c o a l - f i r e d p l a n t s , " and t h e P r e s i d e n t ' s 
Energy F a c i l i t i e s P l a n n i n g and Development Ac t o f 1975 has been i n t r o d u c e d i n response 
t o the need f o r s i t i n g these f a c i l i t i e s . 

However , i f t he FEA e s t i m a t e s are compared t o a v a i l a b l e d a t a r e g a r d i n g 
u t i l i t y p l a n s and c o n s t r u c t i o n s c h e d u l e s , i t can be seen t h a t a p p r o x i m a t e l y 55% o f t h e 
e s t i m a t e d f a c i l i t i e s are e i t h e r a l r e a d y under c o n s t r u c t i o n o r w i t h i n two y e a r s o f 
c o n s t r u c t i o n (and presumably beyond the i n i t i a l s i t e s e l e c t i o n s t a g e ) ; an a d d i t i o n a l 
4% o f p l anned c a p a c i t y a re compr ised o f u n i t s s m a l l e r t h a n those w h i c h w o u l d be r e g u -
l a t e d under t h e f e d e r a l l e g i s l a t i o n . I f e i t h e r t h e number o f new f a c i l i t i e s l i k e l y 
to be s i t e d under e x i s t i n g s t a t e power p l a n t s i t i n g l a w s , o r the p o t e n t i a l f o r r e d u c i n g 
a d d i t i o n a l c a p a c i t y demands t h r o u g h more e f f e c t i v e energy c o n s e r v a t i o n and u t i l i t y l o a d 
management p rog rams , a re c o n s i d e r e d , t hen the r e m a i n i n g number o f new f a c i l i t i e s w h i c h 
wou ld be a f f e c t e d by f e d e r a l power p l a n t s i t i n g l e g i s l a t i o n becomes n e g l i g a b l e . 

A d d i t i o n a l C a p a c i t y (GWe) A d d i t i o n a l T n i t s / S i t e s 

E s t i m a t e d A d d i t i o n a l 
G e n e r a t i n g C a p a c i t y Needed 485 644 

A d d i t i o n a l G e n e r a t i n g C a p a c i t y Which Would 
Be U n a f f e c t e d by F e d e r a l S i t i n g L e g i s l a t i o n : 

P lanned C a p a c i t y Under 300 MW 
o f Over 300 MW and W i t h i n Two 
Years o f C o n s t r u c t i o n 1288) (383) 

E s t i m a t e d C a p a c i t y Demand 
o f Twelve L a r g e s t S t a t e s W i th 
Power P l a n t S i t i n g Laws (179) 

] 97 * 

(240) 

261 * 

G e n e r a t i n g C a p a c i t y Reduc t i on W i t h 
C o n s e r v a t i o n and Load Management (160) 

18 

-142 
(213) 

21 

-197 

Range o f E s t i m a t e d S i t i n g Demands 
S u b j e c t to FederaJ S i t i n g L e g i s l a t i o n 0 - 197 0 - 261 

Through 1985 i t appears t h a t c u r r e n t c o n s t r u c t i o n p l a n s , e x i s t i n g s t a t e 
mechanisms, and a c o o r d i n a t e d f e d e r a l e f f o r t t o i n c r e a s e energy c o n s e r v a t i o n measures 
and improve u t i l i t y l o a d management p r o c e d u r e s , can a d e q u a t e l y accomodate p r o j e c t e d 
e l e c t r i c energy f a c i l i t y s i t i n g needs . Beyond 1985, t he a d d i t i o n a l c o n s t r u c t i o n o f 
new g e n e r a t i n g u n i t s on e x i s t i n g s i t e s , and the i n c r e a s e d u t i l i z a t i o n o f s m a l l , c e n t r a l l y 
l o c a t e d s i t e s made a v a i l a b l e by t h e r e t i r e m e n t o f o l d e r g e n e r a t i n g u n i t s , may e s s e n t i a l l y 
s t a b i l i z e t he number o f g e n e r a t i n g s i t e s needed f r o m 1985 t h r o u g h 2 , 0 0 0 . I n the absence 
o f d a t a r e g a r d i n g c u r r e n t u t i l i t y l a n d h o l d i n g s , i t i s i m p o s s i b l e t o e v a l u a t e t h e need 
f o r a d d i t i o n a l s i t e a c q u i s i t i o n i n d e p e n d e n t l y o f t he need f o r r e g u l a t o r y s i t e a p p r o v a l . 

* These f i g u r e s r e p r e s e n t the maximum number o f new c a p a c i t y / u n i t s needed. F u r t h e r 
r e d u c t i o n o f t h i s number by e i t h e r o f the two f o l l o w i n g c a t e g o r i e s y i e l d u n i t numbers 
f rom 2] t o 4 3 , and c o n s i d e r a t i o n o f b o t h y i e l d s l a r g e n e g a t i v e f i g u r e s . 

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



206 

TABLE OF CONTENTS 

I n t r o d u c t i o n i 

PART ONE: ENERGY PROJECTIONS AND THE NEED FOR NEW FACILITIES 

P r o j e c t i o n s o f Energy Demand 5 

A n a l y s i s o f E l e c t r i c Energy Demand Forecas ts 9 

E l e c t r i c Genera t ing F a c i l i t y P r o j e c t i o n s 21 

P o t e n t i a l Improvements i n E l e c t r i c Genera t ing 
E f f i c i e n c i e s 25 

PART TWO: THE NEED FOR ELECTRIC GENERATING FACILITY SITES 

A n a l y s i s o f P r o j e c t Independence Es t imates 
f o r 1985 31 

E l e c t r i c Genera t ing F a c i l i t y S i t i n g Needs 
Beyond 1985 35 

S ta te F a c i l i t y S i t i n g P r o j e c t i o n s 37 

APPENDICES: 

A: The Need f o r New O i l R e f i n e r i e s 

3 : The Need f o r S y n t h e t i c Fue l F a c i l i t i e s 

C: Planned Genera t ing F a c i l i t y A d d i t i o n s 

D: FEA Est imates o f Needed New F a c i l i t i e s 

E: E l e c t r i c Genera t ing F a c i l i t y C o n s t r u c t i o n and E l e c t r i c 
Energy Demand; J u l y , 1974 - December, 1974 

F: Reasons f o r Delay i n Power P l a n t Development 

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



207 

L I S T OF FIGURES 

F i g u r e Page 

1 T o t a l E n e r g y / G N P R a t i o : 1935 - 1975 15 

T h e r m a l E f f i c i e n c y o f L a r g e S team P l a n t s : 1920 - 1975 16 

L I S T OF TABLES 

T a b l e 

I S u r v e y o f P r o j e c t e d T o t a l E n e r g y G r o w t h R a t e s : 
1973 - 2000 

S u r v e y o f P r o j e c t e d E l e c t r i c E n e r g y C o n s u m p t i o n : 
1973 - 2000 

C o m p a r i s o n o f FEA E n e r g y P r o j e c t i o n s w i t h Range o f 

O t h e r F o r e c a s t s S u r v e y e d 8 

P a r a m e t e r s o f F E A ' s E c o n o m i c F o r e c a s t f o r 1985 10 

R a t e s o f G r o w t h a n d F a c t o r s o f I n c r e a s e f o r FEA E n e r g y P r o j e c t i o n s t o 1985 1 1 

R a t e s o f G r o w t h a n d F a c t o r s o f I n c r e a s e f o r AEC/ 
LMFBR E n e r g y P r o j e c t i o n s t o 2000 12 

P o p u l a t i o n P a r a m e t e r s f o r E n e r g y P r o j e c t i o n s 13 

C o m p a r i s o n o f E l e c t r i c E n e r g y P r o d u c t i o n and T h e r m a l 
E n e r g y L o s s e s : 1973 - 2000 18 

9 FEA P r o j e c t i o n s o f Needed E l e c t r i c G e n e r a t i n g F a c i l i t i e s 22 

10 R e q u i r e m e n t s o f A d d i t i o n a l E l e c t r i c G e n e r a t i n g F a c i l i t i e s 
Based on F E A ' s P r o j e c t e d Needs t o 1985 23 

I I Needed E l e c t r i c G e n e r a t i n g F a c i l i t y S i t e s : 1974 - 2000 33 

12 S t a t e F a c i l i t y S i t i n g Laws a n d A n t i c i p a t e d S i t i n g 
P r o b l e m s 38 

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



208 

L I S T OF TABLES ( C o n t . ) 

T a b l e Page 

11 E l e c t r i c a l C a p a c i t y P r o j e c t i o n s 32 

12 E l e c t r i c G e n e r a t i o n P l a n t R e q u i r e m e n t s 32 

13 E s t i m a t e d Number o f New F a c i l i t i e s R e q u i r e d 

t o M e e t E n e r g y Demand I n c r e a s e s o v e r 1972 33 

14 A d d i t i o n a l New C a p a c i t y Needed f o r 1985 34 

15 A d d i t i o n a l G e n e r a t i n g U n i t s / S i t e s Needed 35 

16 P l a n n e d E l e c t r i c G e n e r a t i n g U n i t s b y S i z e 36 
17 A d d i t i o n a l G e n e r a t i n g U n i t s / S i t e s N e e d e d : 

A d j u s t e d f o r U n i t S i z e a n d U n i t s U n d e r 
C o n s t r u c t i o n 37 

18 Summary o f Power P l a n t S i t i n g N e e d s : 1 9 7 5 - 1 9 8 5 4 1 

19 S y s t e m R e s e r v e M a r g i n as a F u n c t i o n o f t h e 
Number o f I d e n t i c a l U n i t s 44 

20 S t a t e F a c i l i t y S i t i n g Laws a n d A n t i c i p a t e d 
S i t i n g P r o b l e m s 48 

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



209 

INTRODUCTION 

I n J a n u a r y , 1 9 7 5 , P r e s i d e n t F o r d n o t e d i n h i s S t a t e o f t h e 

U n i o n A d d r e s s , t h a t a p p r o x i m a t e l y " 6 4 0 new e l e c t r i c g e n e r a t i n g 

p l a n t s m u s t be i n o p e r a t i o n by 1 9 8 5 . . . ( i n c l u d i n g ) t h e e q u i v a l e n t 

o f 200-1000MW n u c l e a r p l a n t s a n d 150 new 800MW c o a l f i r e d p l a n t s . " 

These e s t i m a t e s w e r e b a s e d o n f o r e c a s t s o f t h e P r o j e c t 

I n d e p e n d e n c e R e p o r t c o m p l e t e d b y t h e F e d e r a l E n e r g y A d m i n i s t r a t i o n (FEA) 

i n November 1 9 7 4 , a n d w e r e s u b s e q u e n t l y r e a f f i r m e d a s t h e b a s i s f o r 

t h e A d m i n i s t r a t i o n ' s E n e r g y F a c i l i t i e s P l a n n i n g a n d D e v e l o p m e n t A c t 

i n t h e E n v i r o n m e n t a l I m p a c t S t a t e m e n t p r e p a r e d b y FEA i n M a r c h o f 

1 9 7 5 . The P r o j e c t I n d e p e n d e n c e R e p o r t was o r i g i n a l l y a c c o m p a n i e d b y 

a F a c i l i t i e s T a s k F o r c e R e p o r t . (FEA N o v e m b e r , 1974) i n d i c a t i n g t h e 

m e t h o d o l o g y a n d t h e d a t a b a s e u s e d i n e s t a b l i s h i n g e n e r g y f a c i l i t y 

p a r a m e t e r s f o r t h e p a r e n t R e p o r t , a n d t h e F a c i l i t i e s S i t i n g B i l l 

was o r i g i n a l l y a c c o m p a n i e d b y an u n p u b l i s h e d p a p e r e n t i t l e d t h e 

" N e e d f o r E n e r g y F a c i l i t y S i t i n g L e g i s l a t i o n " (FEA, J a n u a r y , 1 9 7 5 ) . 

These f o u r r e p o r t s r e p r e s e n t t h e b e s t a v a i l a b l e m a t e r i a l s r e g a r d i n g 

t h e a s s u m p t i o n s , t h e d a t a b a s e , and t h e m e t h o d o l o g y u n d e r l y i n g t h e 

A d m i n i s t r a t i o n ' s p r o j e c t i o n o f e n e r g y f a c i l i t y s i t i n g n e e d s . 

The E n e r g y F a c i l i t i e s P l a n n i n g a n d D e v e l o p m e n t A c t o f 1975 

was o r i g i n a l l y i n t r o d u c e d as T i t l e V I I I o f t h e P r e s i d e n t ' s Omn ibus 
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E n e r g y A c t ( t h e E n e r g y I n d e p e n d e n c e A c t ) , a n d s u b s e q u e n t l y i n t r o d u c e d 

s e p a r a t e l y i n b o t h H o u s e s o f C o n g r e s s . The l e g i s l a t i o n m a n d a t e d 

t h e p r e p a r a t i o n o f a N a t i o n a l S i t i n g a n d F a c i l i t i e s R e p o r t b y t h e 

A d m i n i s t r a t o r o f FEA w i t h i n t w e l v e m o n t h s o f e n a c t m e n t ( s e c . 8 0 3 ) , 

a n d r e q u i r e d t h e S t a t e s t o p r e p a r e E n e r g y F a c i l i t y Managemen t P r o g r a m s 

w i t h i n one y e a r o f t h e A d m i n i s t r a t o r ' s R e p o r t ( S e c . 8 0 4 ) . A l t h o u g h 

t h e l e g i s l a t i o n s t i p u l a t e d t h a t n o t h i n g w i t h i n i t s h o u l d a l l o w t h e 

f e d e r a l g o v e r n m e n t t o o v e r r i d e a n y f i n a l d e c i s i o n s o n s p e c i f i c s i t e s 

s e l e c t e d p u r s u a n t t o t h e p r o c e d u r e s o f t h e A c t , t h e b i l l p r o v i d e d 

a s e r i e s o f A d m i n i s t r a t i v e a u t h o r i t i e s ( p a r t i c u l a r l y i n S e c t i o n s 

804 ( i ) ( 1 ) , 804 ( j ) ( 1 ) , a n d ( 8 0 7 ( h ) ) w h i c h h a v e t e n d e d t o u n d e r m i n e 

t h e i n t e g r i t y o f t h i s p o s i t i o n . 

The a u t h o r i t i e s o f t h e l e g i s l a t i o n i n c l u d e s u p p o r t f a c i l i t i e s 

f o r f u e l e x p l o r a t i o n a n d d e v e l o p m e n t ; d e e p - w a t e r p o r t s , l i q u i f i e d 

a n d p e t r o l e u m g a s t e r m i n a l s , f u e l h a n d l i n g a n d i n t e r i m s t o r a g e 

f a c i l i t i e s ; f u e l p r o c e s s i n g f a c i l i t i e s s u c h a s o i l r e f i n e r i e s ; 

n a t u r a l g a s p r o c e s s i n g p l a n t s , a n d c o a l w a s h i n g f a c i l i t i e s ; p e t r o l e u m 

p i p e l i n e s , g a s p i p e l i n e s , s l u r r y p i p e l i n e s , a n d e l e c t r i c t r a n s m i s s i o n 

l i n e s ; s y n t h e t i c f u e l p l a n t s , u r a n i u m e n r i c h m e n t p l a n t s , s o l a r 

p l a n t s , a n d a s s o r t e d o t h e r e n e r g y r e l a t e d f a c i l i t i e s . N o n e t h e l e s s , t h e 

p r i n c i p a l q u a n t i t a t i v e j u s t i f i c a t i o n f o r l e g i s l a t i o n r e m a i n e d t h e n e e d 

f o r new e l e c t r i c g e n e r a t i n g p l a n t s . 

S i n c e t h e i n t r o d u c t i o n o f t h i s l e g i s l a t i o n , c o a s t a l zone 
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f a c i l i t i e s h a v e b e e n e v a l u a t e d by t h e C o n g r e s s p r i m a r i l y i n t h e 

c o n t e x t o f t h e C o a s t a l Zone Managemen t A c t ; o f f - s h o r e f a c i l i t i e s 

h a v e b e e n s i m i l a r l y c o n s i d e r e d i n t h e c o n t e x t o f o t h e r l e g i s l a t i o n ; 

t r a n s m i s s i o n l i n e s a n d p i p e l i n e s p r e s e n t s p e c i a l r e g u l a t o r y c o n c e r n s ; 

a n d a l l a s p e c t s o f t h e n u c l e a r f u e l c y c l e , i n c l u d i n g u r a n i u m e n -

r i c h m e n t , f a b r i c a t i o n , r e p r o c e s s i n g , t r a n s p o r t a t i o n , a n d t h e d i s -

p o s a l o f h i g h - l e v e l r a d i o a c t i v e w a s t e s , a r e c u r r e n t l y t h e s u b j e c t 

o f e x t e n s i v e s t u d i e s b y t h e N u c l e a r R e g u l a t o r y C o m m i s s i o n , t h e 

N a t i o n a l S c i e n c e F o u n d a t i o n , a n d o t h e r i n d e p e n d e n t b o d i e s . A t t h e 

same t i m e a n i n t e r n a l r e - e x a m i n a t i o n ( w i t h i n FEA) o f t h e n e e d f o r 

o i l r e f i n e r i e s h a s i n d i c a t e d a l e s s e x t e n s i v e p r o b l e m t h a n o r i g i n a l l y 

a n t i c i p a t e d i n t h e P r o j e c t I n d e p e n d e n c e R e p o r t , a n d m o d e s t d e v e l o p -

m e n t p l a n s f o r s y n t h e t i c f u e l s d u r i n g t h e n e x t d e c a d e w i l l c l e a r l y 

m i n i m i z e t h e p r o b l e m o f i d e n t i f y i n g s u i t a b l e s i t e s t h r o u g h t h e 1 9 8 0 ' s . 

B r i e f s u m m a r i e s o f t h e n e e d f o r o i l r e f i n e r i e s a n d s y n t h e t i c f u e l 

f a c i l i t i e s a r e c o n t a i n e d i n A p p e n d i c e s A a n d B . 

F o r t h e s e r e a s o n s , we h a v e f o c u s e d o u r a t t e n t i o n , i n t h i s 

R e p o r t , o n t h e n e e d f o r e l e c t r i c g e n e r a t i n g f a c i l i t i e s , a n d new 

e l e c t r i c g e n e r a t i n g f a c i l i t i e s ' s i t e s , t h r o u g h 1985 a n d t h e y e a r 

2 0 0 0 . F i r s t l y , b y c o m p a r i n g t h e d a t a b a s e a n d f o r e c a s t m e t h o d o l o g y 

u s e d b y FEA i n t h e P r o j e c t I n d e p e n d e n c e R e p o r t , w i t h o t h e r r e c e n t 

e s t i m a t e s o f b o t h t o t a l e n e r g y demand a n d e l e c t r i c a l e n e r g y demand 

t h r o u g h 1985 a n d t h e y e a r 2 0 0 0 , a s w e l l a s t h e p o t e n t i a l s f o r r e d u c e d 

demands a n d i n c r e a s e d e f f i c i e n c i e s , we h a v e a n a l y z e d F E A ' s p r o j e c t i o n s 

f o r n e e d e d new f a c i l i t i e s . S e c o n d l y , b y c o m p a r i n g t h e s e e s t i m a t e s 

o f demand f o r new f a c i l i t i e s a g a i n s t c u r r e n t u t i l i t y p l a n s f o r new 
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f a c i l i t i e s t h r o u g h 1 9 8 5 , we h a v e e s t i m a t e d t h e r e l a t i v e demands 

f o r t h e number o f new s i t e s n e c e s s a r y t o m e e t p r o j e c t e d f a c i l i t y 

d e m a n d s . A d d i t i o n a l l y , c o n s i d e r a t i o n s f o r t h e c a s e f r o m 19 8 5 - 2 0 0 0 

a r e d i s c u s s e d . F i n a l l y , we h a v e s u r v e y e d c u r r e n t S t a t e l a w s a n d 

p r o v i s i o n s f o r m e e t i n g p r o j e c t e d demands o n t h e S t a t e l e v e l . 
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PART ONE: ENERGY PROJECTIONS AND THE NEED FOR NEW F A C I L I T I E S 

P r o j e c t i o n s o f E n e r g y Demand 

D u r i n g t h e p a s t s e v e r a l y e a r s more t h a n a d o z e n m a j o r 

s t u d i e s h a v e b e e n u n d e r t a k e n t o p r o j e c t t h e r e l a t i v e g r o w t h 

r a t e s f o r n a t i o n a l e n e r g y n e e d s t h r o u g h t h e y e a r s 1985 and 2 0 0 0 . 

B a s i n g p r o j e c t i o n s o n e x a m i n a t i o n o f p a s t t r e n d s , m a t h e m a t i c a l 

e x t r a p o l a t i o n s o f h i s t o r i c a l p a t t e r n s , e c o n o m e t r i c p r o j e c t i o n s o f 

s u p p l y - d e m a n d f u n c t i o n s , a n d p r o b a b l e s c e n a r i o s r e g a r d i n g t h e 

i n t r o d u c t i o n o f new t e c h n o l o g i e s , b o t h g r a d u a l a n d / o r a b r u p t c h a n g e s 

i n n a t i o n a l p o l i c i e s a n d i n t e r n a t i o n a l r e l a t i o n s , a n d p r o g r a m m i n g 

t h e p r o j e c t i o n s o n t h e b a s i s o f a w i d e r a n g e o f e c o n o m i c , s o c i a l , 

a n d t e c h n o l o g i c a l p a r a m e t e r s , t h e s t u d i e s g e n e r a l l y o b s e r v e t h r e e 

c a v e a t s : 

1) " r e g a r d l e s s o f t h e a c t u a l m e t h o d o l o g y u s e d , t h e f o r e -
c a s t e r ' s m a i n c h a l l e n g e i s t o come t o g r i p s w i t h t h e b a s i c 
u n d e r l y i n g f o r c e s a n d f a c t o r s w h i c h may come t o b e a r , i n t h e 
f u t u r e , o n t h e p a t t e r n w h i c h he i s a t t e m p t i n g t o p r e d i c t . " 
/ R e p o r t o f t h e Ad Hoc E n e r g y F o r e c a s t W o r k i n g G r o u p , I n s t i -
t u t e o f E l e c t r i c a l and E l e c t r o n i c E n g i n e e r s , J a n u a r y 1 9 7 5 / 

2) " T h e p a s t 1 2 - 1 8 m o n t h s ( s i n c e t h e 1973 o i l e m b a r g o ) 
s i m p l y r e p r e s e n t s t o o s h o r t a t i m e p e r i o d t o t e s t t h e a c c u r a c y 
o f c o n c l u s i o n s b a s e d u p o n a n a l y s i s o f p a s t g r o w t h when a p p l i e d 
t o new e c o n o m i c a n d s o c i a l c o n t e x t . . . " 
/ R e p o r t o f member e l e c t r i c c o r p o r a t i o n s o f t h e New Y o r k Power 
P o o l , a n d t h e E m p i r e S t a t e E l e c t r i c E n e r g y R e s e a r c h C o r p o r a t i o n , 
P u r s u a n t t o A r t i c l e V I I I , S e c t i o n 149b o f t h e P u b l i c S e r v i c e 
Law, V o l . , 1 , p . 2 , 1 9 7 5 / 

3) " C e r t a i n e l e m e n t s o f t h e f o r e c a s t i n g p r o b l e m a r e b e y o n d 
t h e s t a t e - o f - t h e - a r t i n f o r e c a s t i n g ( e c o n o m i c a s w e l l a s 
e n e r g y ) . . . " / P r o j e c t I n d e p e n d e n c e R e p o r t , November 1 9 7 4 , p . 4 1 8 . 
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As a r e s u l t , v a r i a t i o n s i n p r o j e c t e d demand a r e s i g n i f i c a n t 

t h r o u g h 1 9 8 5 , a n d t e n d t o i n c r e a s e s u b s t a n t i a l l y t h r o u g h t h e y e a r 

2 0 0 0 . A s u r v e y o f m a j o r s t u d i e s r e l e a s e d f r o m 1972 t h r o u g h 1974 

i n d i c a t e s a r a n g e o f e s t i m a t e s i n p r o j e c t e d t o t a l e n e r g y demand 

f r o m a p p r o x i m a t e l y 93 Quads t h r o u g h 124 Quads i n 1 9 8 5 , a n d 12 3 t o 

202 Quads i n t h e y e a r 2000 (See T a b l e 1 ) . 1 S i m i l a r l y , t h e p r o j e c t e d 

r a n g e o f e l e c t r i c e n e r g y c o n s u m p t i o n v a r i e s f r o m 2 . 3 t o 4 . 4 T r i l l i o n 

K i l l o w a t t - h o u r s p e r y e a r (TkWh) i n 1985 ( 7 . 9 t o 1 5 . 0 Q B t u ) , a n d f r o m 

3 . 3 t o 1 1 . o TkWh i n t h e y e a r 2000 ( 1 1 . 3 t o 3 7 . 6 QB tu ) (See T a b l e 2 ) . 

The FEA t e s t - c a s e p r o j e c t i o n s ( a t $ l l / b a r r e l o i l ) cf 103 Q B t u t o t a l 

e n e r g y c o n s u m p t i o n a n d 3 . 6 TkWh ( 1 2 . 3 Q B t u ) e l e c t r i c e n e r g y c o n s u m p -

t i o n i n t h e y e a r 1985 a r e b o t h , a s t h e R e p o r t n o t e s , " s u b s t a n t i a l l y 

l e s s t h a n o t h e r f o r e c a s t s " / FEA o p . c i t . p p . 2 6 , 3 0 / . The p r o j e c t 

I n d e p e n d e n c e R e p o r t c o n s i d e r s t h e g e n e r a l s i t u a t i o n b e y o n d 1 9 8 5 , b u t 

i t d o e s n o t make q u a n t i t a t i v e p r o j e c t i o n s . T h e r e f o r e , f o r t h e p u r p o s e 

o f c o n s i d e r i n g f a c i l i t y s i t i n g n e e d s t h r o u g h t h e y e a r 2 0 0 0 , we h a v e 

c o m p a r e d t h e FEA p r o j e c t i o n m o d e l t h r o u g h t h e y e a r 1985 w i t h t h e 

c l o s e l y c o m p a t i b l e m o d e l o f t h e AEC/LMFBR p r o j e c t i o n s , a n d u t i l i z e d 

t h e AEC/LMFBR p r o j e c t i o n s a s c o n s i s t a n t a p p r o x i m a t i o n s o f t h e FEA 

e l e c t r i c e n e r g y c a s e t h r o u g h t h e y e a r 2 , 0 0 0 . * T a b l e 3 ( page 8) 

c o m p a r e s F E A ' s p r o j e c t i o n s b o t h w i t h t h e r a n g e o f p r o j e c t i o n s s u r v e y e d 

b y t h e I n s t i t u t e o f E l e c t r i c a l a n d E l e c t r o n i c E n g i n e e r s , a n d w i t h 

t h e p r o j e c t i o n s o f t h e AEC/LMFBR m o d e l . 

* I t s h o u l d b e n o t e d h e r e t h a t b o t h t h e AEC a n d FEA e l e c t r i c e n e r g y 
p r o j e c t i o n s c o n t a i n e d i n t h e IEEE s u r v e y e s t i m a t e a n n u a l g r o w t h r a t e s 
o f 6 .6% t h r o u g h 1 9 8 5 , a n d t h e AEC/LMFBR c a s e u s e d i n c o m p a r i s o n w i t h 
FEA f o r p r o j e c t i o n s t h r o u g h 2 , 0 0 0 u t i l i z e d a 6 . 1 % a i n u a l g r o w t h r a t e . 
T h i s r e f l e c t s a r e v i s i o n f r o m t h e e a r l i e r AEC e s t i m a t e o f 6.5% a n n u a l 
g r o w t h t h r o u g h 2 , 0 0 0 ( c o n t a i n e d i n t h e IEEE s u r v e y ) , a n d i s m o r e c o n -
s i s t a n t w i t h F E A 1 s m o d e s t g r o w t h r a t e e s t i m a t e s a n d t h e g e n e r a l t r e n d 
i n v i r t u a l l y a l l t h e p r o j e c t i o n s s u r v e y e d t o w a r d s l o w e r e l e c t r i c 
e n e r g y g r o w t h r a t e s t h r o u g h t h e y e a r 2000 t h a n t h r o u g h 1 9 8 5 . 
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TABLE 1 

SURVEY OF PROJECTED TOTAL ENERGY GROWTH RATES: 1973 - 2000 

GROWTH 
GROWTH TOTAL RATE TOTAL 

RATE ENERGY 1 9 7 3 - ENERGY 
1 9 7 3 - 8 5 1985 2000 2000 

Chase M a n h a t t a n S t u d y 5 . 0 124 

R e s o u r c e s f o r t h e F u t u r e S t u d y 

D e p a r t m e n t o f t h e I n t e r i o r S t u d y 3 . 7 118 

S t a n f o r d R e s e a r c h I n s t i t u t e S t u d y 3 . 8 119 

F e d e r a l Power C o m m i s s i o n F o r e c a s t 3 . 6 116 

C o u n c i l o n E n v i r o n m e n t a l Q u a l i t y 

L a w r e n c e L i v e r m o r e L a b o r a t o r y S t u d y 3 . 3 112 

A t o m i c E n e r g y C o m m i s s i o n S t u d y 3 . 7 118 

N a t i o n a l Academy o f E n g i n e e r i n g S t u d y 2 . 9 107 

F o r d F o u n d a t i o n S t u d y 1 . 7 93 

FEA P r o j e c t I n d e p e n d e n c e R e p o r t 2 . 6 103 

3 . 5 192 

3 . 5 192 

3 . 7 202 

1 . 8 123 

3 . 6 197 

1 . 9 126 

SOURCE: I . E . E . E . (Ad Hoc) E n e r g y F o r e c a s t 
W o r k i n g G r o u p ; O c t 1 9 7 4 - J a n 1 9 7 5 . 

71-787 O - 7fi 
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TABLE 2 

SURVEY OF PROJECTED ELECTRIC ENERGY CONSUMPTION: 1 9 7 3 - 2 0 0 0 

G r o w t h R a t e E l e c t r i c G r o w t h R a t e E l e c t r i c 
1 9 7 3 - 1 9 8 5 C o n s u m p t i o n 1 9 7 3 - 2 0 0 0 C o n s u m p t i o n 

GMB 7.5% 4 . 4 

RFF 6 . 8 1 0 . 8 

DOI 6 . 9 4 . 1 6 . 0 9 . 0 

SRI 6 . 4 3 . 9 

FPC 7 . 7 4 . 5 6 . 8 1 1 . 0 

CEQ 4 . 5 6 . 0 

L L L 5 . 2 3 . 4 

AEC 6 . 6 4 . 0 6 . 5 1 0 . 1 

NAE 7 . 0 

EPP 1 . 9 2 . 3 2 . 2 ° 0 

FEA 6 . 6 4 . 0 

FPC 7 . 5 6 . 6 

S o u r c e : I . E . E . E . , J a n u a r y 1975 

TABLE 3 

COMPARISON OF FEA ENERGY PROJECTIONS WITH RANGE OF OTHER FORECASTS SURVEYED 

1985 2000 

t o t a l e n e r g y e l e c t r i c e n e r g y t o t a l e n e r g y - e L e c t r i c e n e r g y 

H i g h e s t i m a t e s . 124 o a t u 1 5 . 0 Q B t u 202 Q B t u 3 7 . 6 Q B t u 

Low e s t i m a t e s 93 7 . 9 123 1 1 . 3 

FEA e s t i m a t e s 103 1 2 . 3 

AEC/LMFBR 1 2 . 3 3 0 . 7 
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A n a l y s i s c f E l e c t r i c E n e r g y Demand F o r e c a s t s 

When FEA r e l e a s e d t h e P r o j e c t I n d e p e n d e n c e R e p o r t i n 

N o v e m b e r , 1 9 7 4 , i t p r e s e n t e d i t a s " t h e m o s t c o m p r e h e n s i v e 

e n e r g y a n a l y s i s e v e r u n d e r t a k e n . " I t i s c e r t a i n l y one o f t h e 

m o s t c o m p l e x . 

F u n d a m e n t a l l y , t h e R e p o r t u t i l i z e s a p r i c e - e l a s t i c s u p p l y -

demand m o d e l t o e v a l u a t e d i f f e r e n t p r o d u c t i o n s c e n a r i o s u n d e r 

p r e s e n t g o v e r n m e n t p o l i c i e s ( B u s i n e s s - a s - U s u a l ) and a l t e r n a t e 

p o l i c i e s f o r i n c r e a s e d p r o d u c t i o n ( A c c e l e r a t e d D e v e l o p m e n t ) , * a n d 

a c c o r d i n g t o d i f f e r e n t p r i c e l e v e l s f o r w o r l d o i l . The R e p o r t 

s u m m a r i z e s t h e b a s i c d a t a u s e d i n t h e f o l l o w i n g m a n n e r : 

1) " c a l c u l a t i o n s . . . i n d i c a t i n g how much p r o d u c t i o n c o u l d 
be a c h i e v e d f o r e a c h o f t h e s o u r c e s o f e n e r g y u n d e r 
d i f f e r e n t w o r l d o i l p r i c e s a n d u n d e r ( t h e ) t w o a l t e r n a -
t i v e a s s u m p t i o n s — B u s i n e s s - a s - U s u a l a n d A c c e l e r a t e d 
D e m a n d , " 

2) " E s t i m a t e s w e r e made o f t h e c o s t s a t w h i c h k e y f a c i l i t i e s — 
r e f i n e r i e s , n a t u r a l g a s p l a n t s , a n d e l e c t r i c u t i l i t i e s — 
c o u l d be b u i l t and t h e i r l e a d t i m e s , " 

3) " A t t h e same t i m e t h a t e n e r g y p r o d u c t i o n l e v e l s , c o s t s 
a n d l e a d t i m e s w e r e p r o j e c t e d , t h e demand f o r e a c h e n e r g y 
p r o d u c t ( i n c l u d i n g e l e c t r i c i t y ) f o r e a c h r e g i o n , a s a 
f u n c t i o n o f p r i c e , was d e v e l o p e d . I n a d d i t i o n t o r e d u c -
t i o n s i n demand i n d u c e d b y h i g h e r p r i c e s , t h e i m p a c t o f 
s p e c i f i c c o n s e r v a t i o n m e a s u r e s was a l s o f o r e c a s t . " 2 

A d d i t i o n a l l y , t h e R e p o r t i d e n t i f i e s t h r e e k e y a s s u m p t i o n s 

w h i c h u n d e r l y t h e 1985 f o r e c a s t , a n d a v a r i e t y o f l e s s e r a s s u m p t i o n s 

n e c e s s a r i l y p e r m e a t e t h e m o d e l . The t h r e e k e y a s s u m p t i o n s w h i c h 

FEA i d e n t i f i e s i n t h e f o r e c a s t m o d e l a r e as f o l l o w s : 

* I n f a c t , f o u r b r o a d s t r a t e g i e s , i n c l u d i n g a b a s e c a s e , 
a c c e l e r a t e d s u p p l y , a c o n s e r v a t i o n s t r a t e g y , a n d a n e m e r g e n c y p r e -
p a r e d n e s s s t r a t e g y , i n a d d i t i o n t o a s p e c i a l c a s e r e g a r d i n g t h e I n t e r -
n a t i o n a l E n e r g y P r o g r a m , w e r e a l l c o n s i d e r e d ; b u t t r i e p r o d u c t i o n 
s t r a t e g i e s s t u d i e d a r e t h e B u s i n e s s as U s u a l b a s e c a s e , and A c c e l e r a t e d 
S u p p l y s t r a t e g i e s . 
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" ( 1 ) t h e r a t e and e c o n o m i c t r e n d s i n s e c t o r a l g r o w t h ; 
(2) t h e p h y s i c a l a v a i l a b i l i t y , e c o n o m i c s and t e c h n i c a l 
a s p e c t s o f f u t u r e e n e r g y s u p p l y ; and (3) t h e e n e r g y p o l i -
c i e s i n e f f e c t w h i c h d i r e c t l y shape o r c o n s t r a i n t h e 
e n e r g y s e c t o r s . " 3 

The R e p o r t i n t u r n n o t e s t w o k e y p a r a m e t e r s i n t h e f o r e c a s t 

o f d o m e s t i c e c o n o m i c a c t i v i t y ; n a m e l y d e m o g r a p h i c t r e n d s and g r o w t h 

i n r e a l GNP. The f o l l o w i n g f i g u r e s a r e r e p r o d u c e d f r o m T a b l e 1 - 4 

o f t h e P r o j e c t I n d e p e n d e n c e R e p o r t : 

TABLE 4 
PARAMETERS OF FEA 'S ECONOMIC FORECAST FOR 1985 

A v e r a g e A n n u a l 
1973 A c t u a l 1985 F o r e c a s t G r o w t h R a t e 

P o p u l a t i o n 210 m i l l i o n 236 m i l l i o n 0.96% 

GNP (1958 $ . 8 4 t r i l l i o n $ 1 . 2 8 t r i l l i o n 3.5% 
C o n s t a n t $) 

N o t w i t h s t a n d i n g t h e o b v i o u s h a z a r d s o f e c o n o m i c f o r e c a s t i n g 

a t t h i s t i m e , f o r e c a s t s o f b o t h t o t a l e n e r g y c o n s u m p t i o n a n d e l e c t r i c 

e n e r g y c o n s u m p t i o n a r e s e n s i t i v e t o p o p u l a t i o n v a r i a b l e s t h r o u g h o u t 

t h e m o d e l s s u r v e y e d due t o r e l a t i v e h i g h r a t e s o f p r o j e c t e d p e r 

c a p i t a e n e r g y c o n s u m p t i o n l e v e l s . F o r e x a m p l e , t h e FEA m o d e l p r o j e c t s 

i n c r e a s e d p e r c a p i t a e n e r g y c o n s u m p t i o n f r o m 360 m i l l i o n B t u 

p e r y e a r ( i n 1973) t o 436 m i l l i o n B t u i n 1 9 8 5 , w i t h a c o n c o m m i t a n t 

i n c r e a s e i n e l e c t r i c e n e r g y c o n s u m p t i o n f r o m 8 , 8 0 0 T k W h r / y e a r t o 

j u s t a b o u t 1 7 , 0 0 0 T k W h r / y e a r i n 1985 (see t a b l e 4 ) . F o r t h e 

y e a r 2000 t h e AEC/LMFBR m o d e l f o r e c a s t s t o t a l e n e r g y c o n s u m p t i o n t o 

r i s e t o 726 m i l l i o n B t u p e r p e r s o n , w h i l e e l e c t r i c e n e r g y c o n s u m p t i o n 

i n c r e a s e s t o more t h a n 3 2 , 0 0 0 TkWhr ( see t a b l e 5 ) . The p o p u l a t i o n 

d a t a u s e d b y FEA i s b a s e d on E - s e r i e s p o p u l a t i o n d a t a o f t h e B u r e a u 

o f t h e C e n s u s , a n d i s c o m p a t i b l e w i t h t h e AEC/LMFBR m o d e l , b u t i s 

n o t a b l y h i g h e r t h a n t h e C o u n c i l on E n v i r o n m e n t a l Q u a l i t y (CEQ) p r o -

j e c t i o n s b a s e d on S e r i e s F d a t a . 
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TABLE 5 

RATES OF GROWTH AND FACTORS OF INCREASE 
FOR FEA ENERGY PROJECTIONS TO 1985 

ANNUAL FACTOR 
1973 1985 RATE OF OF 

( A c t u a l ) ( P r o j e c t e d ) GROWTH (%) INCREASE 

P o p u l a t i o n ( M i l l i o n s ) 2 1 1 

P e r C a p i t a E n e r g y 360 
C o n s u m p t i o n (MBTU) 

T o t a l E n e r g y 76 
C o n s u m p t i o n (QBTU) 

I n s t a l l e d P e r C a p i t a 2 . 0 7 
G e n e r a t i n g C a p a c i t y 
(kW) 

P e r C a p i t a E l e c t r i c 8 , 7 6 3 
E n e r g y C o n s u m p t i o n 
(kWhr ) 

T o t a l E l e c t r i c 438 
G e n e r a t i n g C a p a c i t y 
( M i l l i o n s o f kW) 

T o t a l E l e c t r i c 1 . 8 4 9 
E n e r g y P r o d u c t i o n 
(TkWhr ) 

236 

436 

103 

3 . 9 

1 6 , 9 4 9 

922 

0 . 9 

1.6 

2.6 

5 . 4 

5 . 5 

6 . 4 

6.6 

1.1 

1.2 

1 . 4 

1 . 9 

1 . 9 

2 . 1 

S o u r c e : I . E . E . E . , J a n . 75 
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TABLE 6 

RATES OF GROWTH AND FACTORS OF INCREASE 
FOR AEC/LMFBR ENERGY PROJECTIONS TO 2000 

ANNUAL FACTOR* 
1 9 7 1 2000 RATE* OF OF 

( A c t u a l ) ( P r o j e c t e d ) GROWTH (%) INCREASE 

P o p u l a t i o n ( M i l l i o n s ) 207 

P e r C a p i t a E n e r g y 3 3 3 b 

C o n s u m p t i o n (MBTU) 

T o t a l E n e r g y 6 8 . 9 6 9 ° 
C o n s u m p t i o n (QBTU) 

I n s t a l l e d P e r C a p i t a 1 . 7 8 a 

G E n e r a t i n g C a p a c i t y 
<kW) 

P e r C a p i t a E l e c t r i c 7 , 8 0 0 a 

E n e r g y C o n s u m p t i o n 
( kWhr ) 

T o t a l E l e c t r i c 3 6 7 . 5 a 

G e n e r a t i n g C a p a c i t y 
( M i l l i o n s o f kW) 

a 
T o t a l E l e c t r i c 1 . 6 0 
E n e r g y P r o d u c t i o n 
(TkWhr ) 

2 7 9 * 

726 

2 0 2 . 6 3 7 

6 .72 

3 2 , 2 1 0 

1,880.0° 

9 . 0 1 

0 . 9 

2 . 7 

3 . 8 

4 . 7 

5 . 0 

5 . 8 

1 . 3 5 

2.18' 

2 . 9 3 

3 . 7 8 

4 . 1 2 

5 . 1 2 

5 . 6 3 

a E n e r g y R e s e a r c h a n d D e v e l o p m e n t A d m i n i s t r a t i o n , WASH 1 5 3 5 , D e c . 
1 9 7 4 , T a b l e 2 . 1 - 1 3 . 

b C o m p u t e d f r o m n o t e . 
c I b i d , T a b l e 2 . 1 - 1 2 . 

* F i g u r e s i n c o l u m n s t h r e e a n d f o u r h a v e b e e n c o m p u t e d d i r e c t l y 
f r o m d a t a i n c o l u m n s one a n d t w o . 
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The f o l l o w i n g t a b l e c o m p a r e s r e l a t i v e e n e r g y c o n s u m p t i o n l e v e l s i n 

t h e y e a r 2000 a c c o r d i n g t o t h e AEC/LMFBR p r o j e c t i o n s o f p e r c a p i t a 

c o n s u m p t i o n , a n d t h e d i f f e r e n t d e m o g r a p h i c e s t i m a t e s . 

TABLE 7 
POPULATION PARAMETERS FOR ENERGY PROJECTIONS 

p o p u l a t i o n p r o j e c t i o n 

e l e c t r i c e n e r g y c o n s u m p t i o n 
( 3 2 , 2 1 0 T k w h / y e a r ) 

t o t a l e n e r g y c o n s u m p t i o n 
(726 m i l l i o n B t u / y e a r ) 

S e r i e s E 

(280 m i l l i o n ) 

9 , 0 1 9 Qkwhr 

203 Q B t u 

S e r i e s F 

( 2 5 1 m i l l i o n ) 

8 , 0 8 5 Qkwhr 

182 Q B t u 

B e c a u s e o f t h e i n h e r e n t c o m p l e x i t y o f t h e FEA p r o j e c t i o n 

m o d e l , i t i s d i f f i c u l t t o c l e a r l y i d e n t i f y t h e m o s t s a l i e n t v a r i a -

b l e s i n t h e e l e c t r i c e n e r g y p r o j e c t i o n s . H o w e v e r , i n s o f a r a s the 

m o d e l i s e s s e n t i a l l y c o m p a t i b l e w i t h t h e AEC/LMFBR m o d e l , i t may 

be h e l p f u l t o l o o k a t t h e c l e a r l y e x p l i c a t e d a s s u m p t i o n s t h e r e . 

The AEC/LMFBR m o d e l a s s u m e s : 

1) " t h a t t o t a l e n e r g y demand w i l l c o n t i n u e t o g r o w i n 
r e l a t i o n t o GNP much t h e same way i t h a s i n t h e p a s t 
t w e n t y - f i v e y e a r s . " 

2) " t h a t e l e c t r i c a l e n e r g y i n p u t r e q u i r e m e n t s . . . ( w i l l ) 
c o n t i n u e t o g r o w i n r e l a t i o n t o GNP i n much t h e same 
way t h a t i t h a s i n t h e p a s t . " 

3) " t h a t e l e c t r i c i t y ( w i l l ) c o n t i n u e t o s u b s t i t u t e f o r 
o t h e r f o r m s o f e n e r g y i n a r e a s o f c u r r e n t e n e r g y u s e 
a n d t h a t new c a s e s ( w i l l ) be f o u n d f o r i t i n t h e f u t u r e . " 

4) " e l e c t r i c u t i l i t i e s ( w i l l ) c o n t i n u e t o a d d m o r e e f f i c -
i e n t g e n e r a t i o n u n i t s a n d , t h e r e f o r e , t h a t t h e a v e r a g e 
e n e r g y i n p u t s n e e d e d t o p r o d u c e a k i l o w a t t h o u r ( w i l l ) 
g r a d u a l l y d e c l i n e f o r t h e t o t a l U . S . s y s t e m . " 

The AEC a l s o n o t e s , a s a c o r o l l a r y t o 1 ) , t h a t i t ' i m p l i e s 

t h a t t h e economy w i l l become m o r e e f f i c i e n t i n t h e u t i l i z a t i o n o f 
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e n e r g y , c o n t i n u i n g t h e l o n g t e r m t r e n d . " ® 

Of t h e s e a s s u m p t i o n s , o n l y t h e t h i r d a p p e a r s t o be 

s u p e r c e d e d b y a d i f f e r e n t a s s u m p t i o n i n t h e FEA m o d e l : t h a t b e i n g 

t h e p r i c e - e l a s t i c i t y o f c o m p e t i t i v e f u e l s i n t h e FEA m o d e l r a t h e r 

t h a n t h e a s s u m p t i o n o f c o n t i n u e d e l e c t r i c s u b s t i t i o n i n t h e AEC 

m o d e l . O t h e r w i s e t h e a s s u m p t i o n s a p p e a r t o be c o n s i s t e n t w i t h 

t h e m o r e r e c o n d i t e n a t u r e o f t h e FEA m o d e l . The a s s u m p t i o n s , 

a s s u m i n g t h e y a l s o e x i s t somewhere w i t h i n t h e FEA m o d e l , r e q u i r e 

c l o s e e x a m i n a t i o n . 

F i r s t o f a l l , t h e a s s u m p t i o n o f a c o n t i n u e d ( a n d c o n t i n u o u s l y 

m o r e e f f i c i e n t ) r e l a t i o n b e t w e e n t o t a l e n e r g y c o n s u m p t i o n a n d t h e 

G r o s s N a t i o n a l P r o d u c t r a i s e s a s e r i e s o f q u e s t i o n s . A c a s u a l r e v i e w 

o f t h e t r e n d i t s e l f s u g g e s t s 1) t h a t i t h a s b e e n m o d e s t ( d e c r e a s i n g 

f r o m 110 t h o u s a n d B t u / d o l l a r i n 1935 t o 90 t h o u s a n d B t u / d o l l a r i n 

1 9 7 3 ) , 2) t h a t i t h a s n o t b e e n w i t h o u t m a r k e d v a r i a t i o n s , 3) t h a t i t 

d o e s n o t a c c o u n t f o r t h e p o s t e m b a r g o p e r i o d , a n d 4) t h a t t h e r e s o u r c e 

c o n s u m p t i o n o f e l e c t r i c u t i l i t i e s h a s h a d a d a m p e n i n g e f f e c t o n t h e 

t r e n d t o w a r d s i n c r e a s e d e f f i c i e n c y ( s e e f i g u r e 1 ) . M o r e o v e r , i t 

s h o u l d be n o t e d t h a t t h e p e r i o d i n q u e s t i o n , f r o m 1935 t h r o u g h 1 9 7 3 , 

i s one w h i c h c a n b e c h a r a c t e r i z e d b y a n a b u n d a n t a v a i l a b i l i t y o f 

l o w - c o s t f o s s i l f u e l s , c o n t i n u e d t e c h n o l o g i c a d v a n c e m e n t s ( b o t h 

c o n c e p t u a l l y a n d i n c o m m e r c i a l a p p l i c a t i o n s ) , a n d a g r a d u a l p r o g r e s s i o n 

t o w a r d s t h e max imum e f f i c i e n c i e s o f s t e a m - g e n e r a t e d e l e c t r i c i t y . I n 

a l l l i k e l i h o o d , h o w e v e r , t w o o f t h e s e t h r e e c h a r a c t e r i s t i c s no l o n g e r 

a p p l y t o t h e p e r i o d i n w h i c h we a r e l i v i n g . F o s s i l f u e l s a r e n o 

l o n g e r c o n s i d e r e d t o be e i t h e r a b u n d a n t o r i n e x p e n s i v e , and f o r m o r e 
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Sources AEC, WASH 1535, DEC 1974 
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16 ' 

t h a n a d e c a d e t h e e f f i c i e n c i e s a c h i e v e d i n s t e a m g e n e r a t e d 

e l e c t r i c i t y h a v e e s s e n t i a l l y p l a t e a u e d ( s e e f i g u r e 2) . I t m i g h t 

a l s o b e n o t e d t h a t r e c e n t o b s e r v e r s h a v e s u g g e s t e d a d e c l i n i n g 

e f f i c i e n c y i n e n e r g y u t i l i z a t i o n a s t h e n e t e n e r g y c o s t s cE e x p l o r a -

t i o n a n d t e c h n o l o g i c a l d e v e l o p m e n t b e g i n t o i n t r u d e o n o u r g r o s s 

e n e r g y c o n s u m p t i o n , 7 w h i l e a t l e a s t o n e e c o n o m i s t h a s p o i n t e d o u t 

t h a t " T h e o b s e r v e d p o s i t i v e c o r r e l a t i o n b e t w e e n n o n - h u m a n e n e r g y 

a n d e m p l o y m e n t m e a n s o n l y t h a t e n e r g y u s e a n d e m p l o y m e n t are b o t h 

c o r r e l a t e d t o some t h i r d f a c t o r s w h i c h h a v e b e e n i n c r e a s i n g h i s -

t o r i c a l l y , n a m e l y t o t a l o u t p u t a n d t o t a l p o p u l a t i o n . " 8 T h u s , 

e c o n o m e t r i c p r o j e c t i o n s b a s e d u p o n t h e s e h i s t o r i c a l c o r r e l a t i o n s 

may b e s u b j e c t t o s u b s t a n t i a l u n c e r t a i n t i e s d u e t o c h a n g e s i n u n d e r -

l y i n g p a r a m e t e r s . 

F i g u r e 2 

50 — 

0 
1920 '30 ' 40 ' 50 '60 '70 '80 '90 

Year 

Thermal e f f i c i e n c y o f l a r g e steam p l a n t s has doub led i n 50 y e a r s , b r i n g i n g 
heat r a t e s w i t h i n the 10,000 Btu/kWh range . 

S o u r c e : POWER, J i n e , 1 9 7 5 
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S e c o n d l y / a s we h a v e n o t e d a b o v e , t h e a s s u m p t i o n t h a t u t i l i -

t i e s w i l l c o n t i n u e t o add m o r e e f f i c i e n t s t e a m - g e n e r a t i n g u n i t s 

i s s u b j e c t t o t w o i m p o r t a n t c o n s i d e r a t i o n s . W h i l e t h e AEC p o i n t s 

o u t t h a t " d r a m a t i c i n c r e a s e s i n c o n v e r s i o n e f f i c i e n c y h a v e b e e n 

a c h i e v e d b y t h e e l e c t r i c p o w e r i n d u s t r y s i n c e i t s i n c e p t i o n ( a r o u n d 
9 

1 9 0 0 ) " , i t f a i l s t o p o i n t o u t t h a t m o s t o f t h e s e i n c r e a s e s o c c u r r e d 

p r i o r t o 1 9 6 0 . S i n c e t h a t t i m e , t r a d e - o f f s b e t w e e n h i g h e r b o i l e r 

t e m p e r a t u r e s a n d p r e s s u r e s , and t h e m e t a l l u r g i c a l c o s t s o f a c c o m o -

d a t i n g t h e m , h a v e i m p o s e d c e i l i n g s o n f u r t h e r e f f i c i e n c i e s . 1 0 The 

a d d i t i o n o f new u n i t s w i t h h i g h e r e f f i c i e n c i e s i n r e p l a c e m e n t o f 

o l d e r l e s s e f f i c i e n t u n i t s may c o n t i n u e t o h a v e t h e g r a d u a l e f f e c t 

o f i n c r e a s i n g t h e o v e r a l l e f f i c i e n c y o f a v a i l a b l e e q u i p m e n t , b u t 

s i m u l t a n e o u s l y t h e i n t r o d u c t i o n o f an i n c r e a s i n g p e r c e n t a g e o f 

n u c l e a r r e a c t o r s w i l l a g a i n t e n d t o o f f - s e t t h e s e g a i n s . D e s p i t e t h e 

f a c t t h a t H i g h - t e m p e r a t u r e Gas R e a c t o r s may a c h i e v e e f f i c i e n c i e s 

c o m p a r a b l e t o t h e f i n e s t f o s s i l f u e l e d u n i t s ( 3 8 - 4 0 % ) , t h e l o w e r 

e f f i c i e n c i e s o f mo re n u m e r o u s l i g h t w a t e r r e a c t o r s ( 3 1 - 3 4 % ) , w i l l 

p r o b a b l y t e n d t o k e e p t h e n a t i o n a l a v e r a g e b e l o w 33% i n t e r m s o f 

g e n e r a t i n g e f f i c i e n c i e s . 

T h i r d l y , t h e i n c r e a s e d e l e c t r i f i c a t i o n o f t h e t o t a l e n e r g y 

b u d g e t m u s t n e c e s s a r i l y d e c r e a s e t h e e f f i c i e n c y o f t h e t o t a l e n e r g y 

s y s t e m „ W h i l e b o t h t h e FEA a n d AEC/LMFBR m o d e l s , l i k e v i r t u a l l y 

a l l o f t h e o t h e r s s u r v e y e d , assume f a s t e r r a t e s o f e l e c t r i c e n e r g y 

c o n s u m p t i o n g r o w t h t h a n t o t a l e n e r g y c o n s u m p t i o n , i t i s c l e a r f r o m 

t h e f o l l o w i n g t a b l e t h a t t h e p e n a l t i e s i n t e r m s o f t h e r m a l 

e f f i c i e n c i e s a r e s e v e r e . A s s u m i n g a n e t c o n v e r s i o n r a t e o f 3 , 4 1 2 B t u / K w h , 

a n d n o t a c c o u n t i n g e i t h e r f o r e n e r g y l o s s e s r e s u l t i n g f r o m t r a n s -
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m i s s i o n o f e l e c t r i c i t y ( a b o u t 9 % ) , o r l e s s e f f i c i e n t g e n e r a t i n g 

s y s t e m s ; i t i s a p p a r e n t t h a t t h e t h e r m a l e n e r g y l o s s e s f r o m 

e l e c t r i c e n e r g y g e n e r a t i o n i n t h e y e a r 2 0 0 0 w i l l b e e s s e n t i a l l y 

c o m p a r a b l e t o t h e t o t a l U . S . e n e r g y b u d g e t i n 1 9 7 1 ( b a s e d o n t h e 

AEC/LMFBR c a s e ) . 
TABLE 8 

COMPARISON OF ELECTRIC ENERGY PRODUCTION AND THERMAL ENERGY LOSSES: 
1 9 7 3 - 2 0 0 0 

COMPARISON OF ELECTRIC ENERGY PRODUCTION AND TOTAL U.S. ENERGY PRODUCTION: 1971 - 2000 

Tota l Energy Budget3 

E l e c t r i c Energy Resource Consumption3 

(resource input in QBTU) 

E l e c t r i c Energy Production15 

(resource output i n QBTU) 

Energy Lost i n E l e c t r i c Generation0 

(computed on the basis of 3,412 BTU 
per kWhr, presented in QBTU) 

a Energy Research and Development A d m i n i s t r a t i o n 
Wash 1535, D e c . , 1974, Table 2 . 1 - 1 2 

b Computed from "a" above 

percent percent 
1971 of Tota l 2000 of To ta l 

68.969 100 202.637 100 

17.048 25 100.287 49 

5.868 8.5 38.019 18.7 

11.180 16.5 62.268 37.5 

M. Messing/EPI 

c Computed from data above 

n o t e : percent f i g u r e s represent percent o f T o t a l Energy 
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W h i l e t h e AEC/LMFBR models n o t e s o n l y " t h a t e l e c t r i c a l 

e n e r g y i n p u t r e q u i r e m e n t s . . . ( w i l l ) c o n t i n u e t o grow i n r e l a t i o n 

t o GNP i n much the same way t h a t i t has i n the p a s t , " and f a i l s t o 

no te t h e i m p l i c a t i o n s o f t h i s c o n t i n u e d p a t t e r n , the FEA model 

o v e r l o o k s t h e m a r k e t v a l u e of t h e t h e r m a l energy l o s t h e r e , and does 

no t c o n s i d e r t h e e f f e c t o f i t s u t i l i z a t i o n on o t h e r e l e m e n t s o f i t s 

supply demand mode l . T e c h n i c a l a r t i c l e s i n t h e i n d u s t r y p r e s s have 

r e c e n t l y p o i n t e d o u t t h a t t o t a l energy system e f f i c i e n c i e s o f 55% 

t o 81% a r e p o s s i b l e , and t h a t the economics of t h e s e systems a r e 

becoming more a t t r a c t i v e under p r e s e n t e n e r g y p r i c i n g , 1 - ' - M o r e o v e r , a 

s tudy o f t h e Amer ican P h y s i c a l S o c i e t y and t h e I n t e r n a t i o n a l F e d e r a -

t i o n o f I n s t i t u t e s f o r Advanced Study has recommended a f u n d a m e n t a l 

r e c o n s i d e r a t i o n o f b o t h t h e f i r s t and second laws o f thermodynamics 

i n the c o n t e x t o f r e l a t i v e energy e f f i c i e n c i e s , r a t h e r than a b s o l u t e 

energy p o t e n t i a l s . As summarized i n SCIENCE: 

"The shor tcomings o f the u s u a l d e f i n i t i o n o f e n e r g y 
e f f i c i e n c y a r e p a r t i c u l a r l y a p p a r e n t f o r t a s k s i n wh ich 
f o s s i l f u e l s a r e used t o produce l o w - t e m p e r a t u r e h e a t . 
S ince f o s s i l f u e l s burn a t v e r y h i g h f l a m e t e m p e r a t u r e s — 
up t o 4 0 0 0 ° F ( 2 2 1 0 ° C ) — the a v a i l a b l e work produced by f o s s i l 
f u e l s i s l a r g e l y wasted when i t i s used f o r h o t w a t e r 
h e a t i n g , space h e a t i n g , o r even i n d u s t r i a l steam produc-
t i o n , s i n c e these a r e r e l a t i v e l y l l o w - t e m p e r a t u r e p r o c e s s e s . 
For such p u r p o s e s , t h e f u e l c o u l d o f t e n be b e t t e r used t o 
r a i s e t h e t e m p e r a t u r e o f h e a t pumped i n f rom a n o t h e r source 
r a t h e r t h a n t o produce h e a t d i r e c t l y by b u r n i n g . " 1 2 

S i m i l a r l y , a l t h o u g h t h e FEA m o d e l i n c o r p o r a t e s a v a r i a b l e 

f o r s o l a r e n e r g y d e v e l o p m e n t , i t i s l i k e l y t h a t t h e p o t e n t i a l s u b -

s t i t u t i o n f o r e l e c t r i c r e s i d e n t i a l and c o m m e r c i a l space h e a t i n q and 

w a t e r h e a t i n g , h a s been u n d e r e s t i m a t e d f o r much t h e same r e a s o n : i . e . , 

i t ' s s o c i a l v a l u e as a l o w - t e m p e r a t u r e e n e r g y s o u r c e i s u n d e r e s t i m a t e d 

i n t h e c o n t e x t o f t r a d i t i o n a l v a l u e s f o r r e l a t i v e e n e r g y e f f i c i e n c i e s . 
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F i n a l l y , i t s h o u l d be n o t e d t h a t t h e FEA p r o j e c t i o n s 

i n v o l v e l a r g e d e g r e e s o f u n c e r t a i n t y n o t o n l y f r o m t h e b a s e - c a s e 

a s s u m p t i o n s , b u t f r o m i n h e r e n t l i m i t a t i o n s w i t h i n t h e s i m u l a t i o n 

m o d e l i t s e l f . An e x a m p l e o f t h e s e l i m i t a t i o n s i s g i v e n i n t h e 

R e p o r t M e t h o d o l o g y : 

" T h i s l i s t ( o f v a r i a b l e s a n d v a l u e s u s e d i n t h e f o r e c a s t ) 
i n c l u d e s i n f o r m a t i o n on t h e l e v e l a n d d i s t r i b u t i o n o f a g -
g r e g a t e r e a l o u t p u t i n t h e economy (GNP) , t h e u n e m p l o y m e n t 
r a t e , t h e r a t e o f i n f l a t i o n , p o p u l a t i o n , a n d r e a l p e r s o n a l 
d i s p o s a b l e i n c o m e . A k e y a s s u m p t i o n i n t h e m o d e l i s t h a t 
e n e r g y demand l e v e l s a r e c o n d i t i o n a l u p o n t h e v a l u e s o f 
t h e s e v a r i a b l e s . F o r l a r g e c h a n g e s i n t h e r e l a t i v e p r i c e s 
o f e n e r g y , i m p l y i n g l a r g e c h a n g e s i n t h e q u a n t i t i e s o f 
e n e r g y i n p u t s demanded , t h i s a s s u m p t i o n i s u n r e a l i s t i c , a n d 
t h e f o r e c a s t e d m a c r o e c o n o m i c a n d d e m o g r a p h i c v a r i a b l e s m u s t 
be a d j u s t e d t o make t h e m c o n s i s t e n t w i t h t h e p r o j e c t e d 
e n e r g y e n v i r o n m e n t . " ^ 
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E l e c t r i c G e n e r a t i n g F a c i l i t y P r o j e c t i o n s 

N o t w i t h s t a n d i n g problems i n t h e f o r e c a s t mode l , FEA's 

p r o j e c t i o n s o f e l e c t r i c g e n e r a t i n g f a c i l i t y r e q u i r e m e n t s a r e 

s imple and s t r a i g h t f o r w a r d . On t h e assumpt ion t h a t power p l a n t 

c o n s t r u c t i o n i n t h e n e x t decade w i l l be c o n s i s t a n t w i t h t h e 

P r o j e c t Independence o b j e c t i v e s o f p h a s i n g o u t r e l i a n c e on p e t r o l e u m 

i m p o r t s , i n c r e a s i n g domest ic c o a l p r o d u c t i o n , and a c c e l e r a t i n g 

n u c l e a r power p l a n t c o n s t r u c t i o n , e s t i m a t e s o f needed new f a c i l i t i e s 

a re made by d i v i d i n g e s t i m a t e d c a p a c i t y a d d i t i o n s by n o r m a l i z e d 

u n i t s i z e s , and f a c t o r i n g i n the p h y s i c a l c o n s t r a i n t s wh ich m i g h t 

i n h i b i t t h e r e a l i z a t i o n o f an optimum p l a n t m i x . I n o t h e r words , 

i t i s assumed t h a t t y p i c a l n u c l e a r power p l a n t s w i l l be 1 , 0 0 0 MW 

u n i t s , t y p i c a l c o a l f a c i l i t i e s w i l l be 800 MW, and t y p i c a l combus-

t i o n t u r b i n e s w i l l be 500 MW. E s t i m a t e d a d d i t i o n s o f n u c l e a r 

c a p a c i t y a r e based on o p t i m i s t i c and p e s s i m i s t i c f i g u r e s f o r n u c l e a r 

p l a n t c o n s t r u c t i o n , and e s t i m a t e d c o a l - f i r e d a d d i t i o n s a r e based on 

compensat ing f o r the d i f f e r e n c e between h i g h and low n u c l e a r e s t i m a t e s . 

I t i s assumed t h a t t h e number o f new combust ion t u r b i n e u n i t s added 

w i l l r ema in c o n s t a n t r e g a r d l e s s o f t h e n u c l e a r / c o a l - f i r e d m i x , and 

t h a t t h e c o n t r i b u t i o n o f o t h e r g e n e r a t i n g sources w i l l be n e g l i g i b l e . 

A c c o r d i n g l y , FEA summarized t h e need f o r new e l e c t r i c g e n e r a t i n g u n i t s 

as f o l l o w s : (see page 22) 
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22 . 

TABLE 9 

FEA PROJECTIONS OF NEEDED ELECTRIC GENERATING FACIL IT IES* 

Capac i ty (GWe) 1 / New F a c i l i t i e s 
1973 1985 Required i n 1985 

Nuc lear 2 / 20 204 - 240 184 - 220 

Coal 3 / 167 327 - 291 200 155 

Combustion 
Turb ines 4 / 33 162 260 - 260 

664 - 635 

1 / Wi thout measure t o reduce the l e a d t imes f o r nuc lea r p l a n t 
s i t i n g and l i c e n s i n g , the lower e s t i m a t e s f o r nuc lea r and 
h i g h e r f o r c o a l a re more l i k e l y . I f nuc lea r p l a n t de lays 
can be reduced, t h e h igher n u c l e a r e s t i m a t e s are more l i k e l y . 

2 / T y p i c a l f a c i l i t i e s o f 1000 MW s i z e . 

3/ T y p i c a l f a c i l i t i e s o f 800 MW s i z e . 

4 / T y p i c a l f a c i l i t i e s o f 500 MW s i z e . 

Source: FEA, Jan, 1975 

This s i t u a t i o n can be c l a r i f i e d s l i g h t l y by comparing the 

a d d i t i o n a l c a p a c i t y needed ( r a t h e r than t o t a l c a p a c i t y , as above ) , 

w i t h t h e new f a c i l i t y r e q u i r e m e n t s . The f o l l o w i n g t a b l e i s based 

on the above da ta and cons iders the h i g h - n u c l e a r s c e n a r i o as the 

base case, and the h i g h - c o a l scenar io ( i n p a r e n s ) , as the a l t e r n a t i v e , 

(see page 1 8 ) . 

* f o r a summary of FEA's t o t a l energy f a c i l i t y s i t i n g needs, see 
Appendix z . 
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TARLK 1 0 

REQUIREMENTS OF ADDITIONAL ELECTRIC GENERATING 
FACILIT IES BASF.D ON FFA' S PROJECTED NEEDS TO 1935 

A d d i t i o n a l Number 
Capac i ty (GWe) of U n i t s 

Nuclear (184) - 220 (184) - 220 

Coal (160) 124 (200) - 155 

Combustion Turb ine (129) 129 (260) - 260 

Other (12) 12 

T o t a l s (485) - 485 (644) - 635 

From t h i s t a b l e i t i s c l e a r t h a t o f the a d d i t i o n a l 485 GWe 

c a p a c i t y a n t i c i p a t e d between 1973 and 1985, the f a c i l i t y requ i rement 

p r o j e c t i o n s assume t h a t a l l bu t 12 GWe w i l l be produced e i t h e r by 

c o a l , n u c l e a r , or combustion t u r b i n e u n i t s . Furthermore i t i s im-

p l i c i t t h a t the a d d i t i o n s w i l l be i n the form of l a r g e u n i t s e s s e n t i a l l y 

comparable t o the normal i zed u n i t s i z e s used i n the computa t ions . 

These assumptions a re a t wide v a r i a n c e w i t h the d a t a a v a i l a b l e r e g a r d i n g 

u t i l i t y p lans through 1983. (see Appendix c) • 

F i r s t o f a l l , i f F e d e r a l Power Commission (FPC) d a t a f o r E l e c t r i c 

R e l i a b i l i t y C o u n c i l (ERC) p r o j e c t i o n s from 1974 through 1983 isocamined, 

i t i s apparent t h a t more than 1 ,000 g e n e r a t i n g u n i t s are c u r r e n t l y 

p lanned by ERC u t i l i t i e s . * Of those u n i t s f o r which p lans have 

* Cur ren t ( A p r i l , 1974) ERC p r o j e c t i o n s a n t i c i p a t e 485 ,170 MW a d d i t i o n s 
f o r the t e n year p e r i o d from 1974 through 1983. Of these a d d i t i o n s , 
u n i t s have been s p e c i f i e d f o r approx imate ly 90% o f the c a p a c i t y . I n -
so fa r as the 485 ,170 MW (485 GWe) p r o j e c t i o n s correspond p r e c i s e l y 
w i t h FEA p r o j e c t i o n s through 1985, and each r e p r e s e n t s e s t i m a t e s of 
the next 485 GWe t o be added, the f i g u r e s have been used 
i n t e r c h a n g e a b l y . 

71-787 O - 76 - 16 
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b e e n s p e c i f i e d , more t h a n 2 50 a r e l e s s t h a n t h e s m a l l e s t n o r m a l i z e d 

u n i t s i z e u s e d i n t h e FEA c a l c u l a t i o n s (500MW); i . e . , t h e r e a r e 

more t h a n 250 u n i t s p l a n n e d b e t w e e n 0 a n d 500 MW i n s i z e . O f t h e 

485 GWe p l a n n e d , a p p r o x i m a t e l y 32 GWe a r e h y d r o e l e c t r i c a n d pumped 

s t o r a g e f a c i l i t i e s ; a n d an a d d i t i o n a l 1100 MW o f g e o t h e r m a l a r e 

c u r r e n t l y p l a n n e d . A d d i t i o n a l l y , t h e s e f i g u r e s a r e s t i l l b a s e d , 

f o r t h e m o s t p a r t , o n p r e - e m b a r g o d a t a , a n d more r e c e n t e s t i m a t e s 

c o n t i n u e t o f o r e c a s t r e d u c e d l o a d g r o w t h f o r t h e n e x t d e c a d e as a 

r e s u l t o f h i g h e r f u e l a n d e l e c t r i c i t y p r i c e s , i n A p r i l , 1 9 7 5 , t h e 

N a t i o n a l E l e c t r i c R e l i a b i l i t y C o u n c i l r e v i s e d i t s own e s t i m a t e cf 

a y e a r e a r l i e r d o w n w a r d s b y 1 0 . 4 % , c i t i n g p r o j e c t e d r e d u c t i o n s i n 

i t s r e g i o n a l f o r e c a s t s f r o m 5.2% t o 1 9 . 6 % . 1 4 A t t h e same t i m e , FPC 

d a t a t h r o u g h t h e l a s t h a l f o f 1974 c o n t i n u e d t o i n d i c a t e a c o n s t a n t 

r a t e o f g r o w t h i n t h e i n s t a l l a t i o n o f new e l e c t r i c g e n e r a t i n g e q u i p -

m e n t , c o n c u r r e n t w i t h a c o n s t a n t r a t e o f d e c l i n e i n e l e c t r i c e n e r g y 

c o n s u m p t i o n f i g u r e s , ( s e e A p p e n d i x D) . 

On t h e w h o l e , t h e r e f o r e , i t a p p e a r s t h a t t h e FEA p r o j e c t i o n s 

o f n e e d e d f a c i l i t i e s may be h i g h as t h e r e s u l t o f h i g h f o r e c a s t p r o -

j e c t i o n s , b u t a r e u n q u e s t i o n a b l y i n f l a t e d i n r e g a r d t o t h e number o f 

new f a c i l i t i e s w h i c h w o u l d come u n d e r t h e a u t h o r i t y o f f e d e r a l p o w e r 

p l a n t s i t i n g l e g i s l a t i o n . Of p r o j e c t e d c a p a c i t y a d d i t i o n s o f 485 GWe, 

i t a p p e a r s c e r t a i n t h a t 20 GWe w o u l d be i n u n i t s l e s s t h a n 300 MW i n 

s i z e , 33 GWe w o u l d be i n h y d r o e l e c t r i c a n d g e o t h e r m a l u n i t s , a n d 

f u r t h e r l o a d r e d u c t i o n s w o u l d r e d u c e t h e n e e d f o r new f a c i l i t i e s 

f u r t h e r s t i l l . 
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P o t e n t i a l I m p r o v e m e n t s i n E l e c t r i c G e n e r a t i n g E f f i c i e n c i e s 

The p o t e n t i a l f o r i m p r o v i n g t h e e f f i c i e n c y o f e l e c t r i c 

e n e r g y g e n e r a t i o n , and t h e r e b y r e d u c i n g t h e n e e d f o r a d d i t i o n a l 

u n i t s w i t h o u t r e d u c i n g e l e c t r i c e n e r g y c o n s u m p t i o n g e n e r a l l y 

f a l l s i n t o t w o b r o a d c a t e g o r i e s : t h e p o t e n t i a l f o r i n c r e a s i n g 

u n i t g e n e r a t i n g e f f i c i e n c i e s , a n d t h e p o t e n t i a l f o r i n c r e a s i n g 

s y s t e m e f f i c i e n c i e s . 

As we h a v e n o t e d a b o v e , t h e p o t e n t i a l f o r c o n t i n u i n g t o 

i n c r e a s e t h e g e n e r a t i n g e f f i c i e n c i e s o f i n d i v i d u a l u n i t s , a p p e a r s 

t o be l i m i t e d , b o t h b y t h e f i r s t l a w o f t h e r m o d y n a m i c s , a n d t h e 

c o s t - b e n e f i t t r a d e - o f f s b e t w e e n h i g h e r o p e r a t i n g t e m p e r a t u r e s a n d 

p r e s s u r e s , a n d h i g h e r m e t a l l u r g i c a l c o s t s . A l t h o u g h n e w e r , m o r e 

e f f i c i e n t u n i t s may c o n t i n u e t o d i s p l a c e o l d e r l e s s e f f i c i e n t u n i t s , 

t h e b e n e f i t s a r e u n l i k e l y t o be d r a m a t i c , a n d w i l l be o f f s e t b y 

t h e l o w e r e f f i c i e n c i e s o f l i g h t - w a t e r r e a c t o r s . S i m p l y b y c o m p a r i n g 

t h e d i f f e r e n c e i n o p e r a t i n g e f f i c i e n c i e s b e t w e e n l i g h t - w a t e r r e a c -

t o r s a n d f o s s i l f u e l e d p l a n t s ( a p p r o x i m a t e l y 6%) w i t h F E A ' s e s t i -

m a t e s f o r h i g h - a n d l o w - n u c l e a r p r o d u c t i o n s c e n a r i o s , i t c a n be 

s e e n t h a t u n d e r a n a c c e l e r a t e d n u c l e a r p r o d u c t i o n s c h e d u l e t h e r e 

w o u l d be a n e f f i c i e n c y p e n a l t y o f 6% o n a p p r o x i m a t e l y 44 GWe ( f 

p r o d u c e d p o w e r ( t h e am oun t t h a t w o u l d be p r o d u c e d b y new c o a l - f i r e d 

u n i t s i f n u c l e a r u n i t s d i d n o t come o n l i n e ) . I n o t h e r w o r d s , F E A ' s 

a l t e r n a t e , l o w n u c l e a r s c e n a r i o , w o u l d i t s e l f r e d u c e t h e n e e d f o r 

new f a c i l i t i e s b y a b o u t 2 . 6 GWe, o r t w o o f t h e l a r g e s t n u c l e a r u i i t s 

p r e s e n t l y p l a n n e d . 
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As a l s o n o t e d a b o v e , t h e r e i s a p o t e n t i a l f o r i n c r e a s e d 

e f f i c i e n c i e s i n t h e u t i l i z a t i o n o f t o t a l e n e r g y s y s t e m s . The 

FEA a n a l y s i s o f M a r c h , 1975 r e c o g n i z e s t h i s p o t e n t i a l i n m e n t i o n 

o f p o s s i b l e " m u l t i p l e i n d u s t r i a l - u s e s i t i n g , b u t d o e s n o t 

d i s c u s s i t , a n d t h e F a c i l i t i e s T a s k F o r c e s i m i l a r l y m e n t i o n s t h e 

c o n c e p t w i t h o u t e x p l o r i n g i t i n d e t a i l . The T a s k F o r c e m e n t i o n , 

i s , h o w e v e r , somewhat p r o v o c a t i v e : 

"No c o n s i d e r a t i o n i s g i v e n t o p r i v a t e p o w e r g e n e r a t i o n 
f a c i l i t i e s f o r i n d u s t r i a l u s e . T h e r e a r e q u i t e a lumber o f 
t h e s e ( i n u s e ) b u t t h e i r i n d i v i d u a l s i z e i s u s u a l l y much b e l o w 
t h e ' b u i l d i n g b l o c k ' s i z e s c o n s i d e r e d i n t h i s s t u d y . I n some 
c a s e s , t h e s e f a c i l i t i e s a r e t i e d i n t o t h e l o c a l u t i l i t y so 
t h a t s h a r i n g o r p u r c h a s i n g o f t h e e x c e s s p o w e r i s p o s s i b l e . " I 5 

B e c a u s e s u c h f a c i l i t i e s w o u l d n o t b e i n c l u d e d i n ERC p r o -

j e c t i o n s b a s e d o n u t i l i t y f i g u r e s , a n d b e c a u s e o f t h e l a r g e p o r t i o n 

o f e l e c t r i c p o w e r w h i c h i s c o n s u m e d b y t h e i n d u s t r i a l s e c t o r , t h e 

i n c r e a s e d d e v e l o p m e n t o f p r i v a t e i n d u s t r i a l t o t a l e n e r g y s y s t e m s 

w o u l d h a v e a m u l t i f o l d e f f e c t o f e l e c t r i c p o w e r p r o j e c t i o n s . By 

d o u b l i n g t h e e f f i c i e n c y o f e n e r g y u t i l i z a t i o n , t o t a l e n e r g y s y s t e m s 

w o u l d o b v i o u s l y r e d u c e b o t h t h e n e e d f o r new e l e c t r i c g e n e r a t i n g 

f a c i l i t i e s a n d t h e n e e d f o r f o s s i l ( o r n u c l e a r ) f u e l s . A d d i t i o n a l l y , 

b y s h i f t i n g t h e o b l i g a t i o n o f c o n s t r u c t i o n t o p r i v a t e i n d u s t r y , a n d 

b y t y i n g i n w i t h r e g i o n a l t r a n s m i s s i o n s y s t e m s , p r i v a t e t o t a l e n e r g y 

s y s t e m s w o u l d r e d u c e c a p i t a l n e e d s o f t h e u t i l i t i e s , a n d t e n d t o 

i n c r e a s e t h e r e l i a b i l i t y o f t h e s y s t e m s (due t h e a b i l i t y o f t h e s y s t e m s 

t o t a p i n w i t h t h e s e p r i v a t e s o u r c e s when n e c e s s a r y . H o w e v e r , t h e 

p o t e n t i a l s a v i n g s f r o m t o t a l e n e r g y s y s t e m s i n t h e n e x t d e c a d e h a v e 

n o t b e e n q u a n t i f i e d , a n d a r e p r o b a b l y l i m i t e d . 

A t h i r d p o s s i b i l i t y i n i m p r o v i n g i n d i v i d u a l u n i t g e n e r a t i n g 

e f f i c i e n c i e s w o u l d be t h e i n c r e a s e d u t i l i z a t i o n o f c o m b i n e d c y c l e 
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u n i t s , w i t h t h e p o t e n t i a l o f i n c r e a s i n g t h e g r o s s e f f i c i e n c y o f 

f o s s i l f u e l e d s t e a m u n i t s f r o m a b o u t 31% ( a c t u a l o p e r a t i n g e f f i c -

i e n c y ) t o 40%. The FEA j u s t i f i c a t i o n p a p e r r e c o g n i z e s t h a t t h i s 

w o u l d a l s o r e d u c e t h e number o f new s i t e s n e e d e d a s c o m b u s t i o n 

t u r b i n e s a r e c o u p l e d w i t h s t e a m t u r b i n e s , b u t h i g h e r i n s t a l l a t i o n 

c o s t s a n d t h e l i m i t e d a v a i l a b i l i t y o f o i l o r n a t u r a l gas f o r f u e l 

seem t o l i m i t t h e p o t e n t i a l c o n t r i b u t i o n o f t h i s t e c h n o l o g y . 

On t h e o t h e r h a n d , m o r e a t t e n t i o n t o t h e i n c r e a s e d e f f i c i e n c y 

o f u t i l i t y s y s t e m s may o f f e r r e a d i l y a c h i e v a b l e r e d u c t i o n s i n new 

e q u i p m e n t n e e d s . I n J a n u a r y , 1 9 7 5 , L o u i s H. R o d d i s n o t e d , i n a 

s p e e c h b e f o r e t h e A m e r i c a n P u b l i c Power A s s o c i a t i o n , t h a t i n c r e a s e d 

u t i l i t y a t t e n t i o n t o r e l i a b i l i t y s t a n d a r d s , r e s e r v e r e q u i r e m e n t s , 

a n d v o l t a g e c o n t r o l e q u i p m e n t c o u l d h a v e s u b s t a n t i a l e f f e c t s o n 

p r o j e c t e d f a c i l i t y r e q u i r e m e n t s : 

"Another t e c h n i c a l area which I b e l i e v e r e q u i r e s c o n s i d e r -
ab l y more i n d u s t r y examinat ion i n v o l v e s the r e l i a b i l i t y s t a n -
dards t h a t are r e q u i r e d i n the o v e r a l l des igns o f l a r g e sys-
tems . . . 

" . . . l o w e r i n g t h e g e n e r a t i o n r e s e r v e r e q u i r e m e n t t o be m o r e 
i n c o n s o n a n c e w i t h t h e d i s t r i b u t i o n p e r f o r m a n c e c o u l d p r o d u c e 
s o m e t h i n g l i k e a f o u r p e r c e n t e n e r g y r e s e r v e r e d u c t i o n . . . 

" P r o p e r o u t f i t t i n g o f s y s t e m v o l t a g e c o n t r o l s e q u i p m e n t t o 
a l l o w r e d u c t i o n s o f a n o n - h a r m f u l n a t u r e , c o u l d s a v e a n o t h e r 
f o u r - p e r c e n t . T h i s e i g h t p e r c e n t r e d u c t i o n i n o v e r a l l g e n e r -
a t i n g r e s e r v e r e q u i r e m e n t s b y 1985 c o u l d p r o d u c e a s a v i n g o f 
as much a s 40 m i l l i o n k i l l o w a t t s i n c a p a c i t y a n d $20 b i l l i o n 
i n i n v e s t m e n t s . " 16 

I n M a r c h , 1 9 7 5 , FEA c o m p l e t e d i t s own e v a l u a t i o n o f t h e 

p o s s i b i l i t i e s f o r i n c r e a s i n g t h e p r o d u c t i v i t y o f p o w e r p l a n t s a n d 

f o u n d a d d i t i o n a l new p o s s i b i l i t i e s : 
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" B y 1 9 8 0 , a n i n d u s t r y w i d e r e d u c t i o n i n t h e a v e r a g e 
f o r c e d o u t a g e r a t e o f j u s t 1 p e r c e n t a g e p o i n t c o u l d r e -
d u c e t h e N a t i o n ' s i n s t a l l e d c a p a c i t y r e q u i r e m e n t s b y u p 
t o 6 , 8 0 0 MW a n d c a p i t a l r e q u i r e m e n t s b y a s m u c h a s $ 1 . 8 
b i l l i o n ( 1 9 7 4 d o l l a r s ) . O v e r t h i s same p e r i o d , a c a p a c i t y 
f a c t o r i n c r e a s e o f 8 p e r c e n t a g e p o i n t s f o r n u c l e a r 
u n i t s a n d s e v e r a l p e r c e n t a g e p o i n t s f o r 400 MW a n d l a r g e r 
c o a l - f u e l e d u n i t s w o u l d p e r m i t a n i n c r e a s e i n o u t p u t f r o m 
t h e s e u n i t s e q u i v a l e n t t o t h e e l e c t r i c e n e r g y p r o d u c e d 
b y b u r n i n g m o r e t h a n 5 0 0 , 0 0 0 b a r r e l s o f o i l p e r d a y . A t 
p r o j e c t e d c o s t s f o r o i l , c o a l , a n d n u c l e a r f u e l , t h i s 
c o u l d r e d u c e t h e u t i l i t y i n d u s t r y ' s t o t a l f u e l c o s t s i n 
1980 b y a p p r o x i m a t e l y $3 m i l l i o n p e r d a y ( 1 9 7 4 d o l l a r s ) . " 

A t i s s u e h e r e i s b a s i c a l l y t h e r e l i a b i l i t y o f l a r g e g e n e r a t i n g 

u n i t s , b o t h n u c l e a r a n d f o s s i l f u e l e d , a n d t h e e f f e c t s o f f o r c e d 

o u t a g e s i n l a r g e u n i t s o n t o t a l s y s t e m r e q u i r e m e n t s a n d c o s t s . 

The f a c t t h a t b o t h a v a i l a b i l i t y a n d c a p a c i t y f a c t o r s o n a n i n d u s t r y -

w i d e b a s i s h a v e b e e n l e s s t h a n e x p e c t e d a n d d e c l i n i n g i n r e c e n t y e a r s 

i s n o t o n l y c o n t r a r y t o t h e a s s u m p t i o n s i n t h e m o d e l s d i s c u s s e d 

e a r l i e r , b u t h a s h a d a s e r i e s o f d e l e t e r i o u s e f f e c t s o n u t i l i t y 

p r o d u c t i v i t y : 

" O n a v e r a g e , o v e r t h e p a s t y e a r o r t w o , t h e N a t i o n ' s 
l a r g e n u c l e a r a n d f o s s i l - f i r e d b a s e - l o a d e d u n i t s w e r e 
f o r c e d o u t o f s e r v i c e m o r e t h a n 15 p e r c e n t o f t h e t i m e , 
w e r e u n a v a i l a b l e f o r s e r v i c e m o r e t h a n 25 p e r c e n t o f t h e 
t i m e , a n d o p e r a t e d a t l e s s t h a n 60 p e r c e n t c a p a c i t y f a c t o r . 
H e n c e , a l a r g e f r a c t i o n o f t h e h i g h e s t c a p i t a l c o s t g e n -
e r a t i n g c a p a c i t y w a s n o t i n s e r v i c e a s m u c h a s h a d b e e n 
a n t i c i p a t e d . T h i s h a s s e v e r e l y a g g r a v a t e d t h e f i n a n c i a l , 
s i t i n g , l i c e n s i n g , m a n p o w e r , a n d o t h e r p r o b l e m s a f f l i c t i n g 
t h e i n d u s t r y . " 

A l t h o u g h t h e R e p o r t o b s e r v e d t h a t some l a r g e u n i t s h a v e 

o b t a i n e d v e r y h i g h r e l i a b i l i t y s t a n d a r d s , a n d t h a t t h e o b s e r v e d 

c o r r e l a t i o n b e t w e e n u n i t s i z e a n d f o r c e d o u t a g e t i m e may b e d u e 

t o t h e i m m a t u r i t y a n d i n d i v i d u a l i t y o f t h e u n i t d e s i g n s , i n a d e -

q u a t e m a i n t e n a n c e p r o c e d u r e s , i n f e r i o r q u a l i t y o f w o r k m a n s h i p , o r 

o t h e r c a u s a t i v e f a c t o r s u n r e l a t e d t o t h e i n h e r e n t s i z e o f t h e u n i t s , 

t h e e f f e c t a r e m a n i f e s t i n h i g h e r r e s e r v e m a r g i n s , h i g h e r f a c i l i t y 

p r o j e c t i o n s , h i g h e r c a p i t a l c o s t s , a n d , u l t i m a t e l y , 

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



237 

2 9 . 

h i g h e r e l e c t r i c u t i l i t y r a t e s . 

I n J u n e , 1 9 7 4 , t h e FPC s t a t e d t h a t " t h e t r e n d t o w a r d 

l a r g e r g e n e r a t i n g u n i t s i z e s , a n d t h e r e l a t i v e l y p o o r a v a i l a b i l i t y 

r e c o r d s o f many l a r g e u n i t s , o p e r a t e t o i n c r e a s e r e s e r v e m a r g i n 

r e q u i r e m e n t s o v e r t h a t w h i c h i s n e e d e d when s m a l l e r , m a t u r e u n i t s 
1 q 

p r e d o m i n a t e o n a s y s t e m . - ^ A s a r e s u l t , t h e FPC o b s e r v e d t h a t 

u t i l i t y r e s e r v e c a p a c i t i e s p l a n n e d f o r t h e n e x t d e c a d e t e n d e d 

t o w a r d " t h e u p p e r e n d o f t h e 15 t o 25 p e r c e n t b a n d c u r r e n t l y 20 

o b s e r v e d . " M o r e o v e r , i t i s i m p o r t a n t t o r emember t h a t r e s e r v e 

m a r g i n s a r e c a l c u l a t e d on t h e b a s i s o f n e c e s s a r y r e s e r v e s o v e r 

p r o j e c t e d maximum p e a k l o a d s , a n d t h e r e f o r e p r o j e c t e d r e s e r v e 

c a p a c i t i e s o f 2 0 - 2 5 p e r c e n t o v e r maximum summer p e a k s u s u a l l y 

r e s u l t i n r e s e r v e c a p a c i t i e s on t h e o r d e r o f 40 p e r c e n t o v e r w i n t e r 

p e a k l o a d s . T h e r e f o r e i t i s e a s y t o see how t h e e f f e c t s o f t h e s e 

t r e n d s t e n d t o be c u m u l a t i v e . C o n t r a r y t o t h e a s s u m p t i o n s t h a t 

i n c r e a s e s i n u n i t s i z e s w i l l n e c e s s a r i l y be a c c o m p a n i e d b y i n c r e a s e s 

i n s y s t e m e f f i c i e n c i e s a n d o p e r a t i n g c o s t s , r e c e n t e x p e r i e n c e h a s 

i n d i c a t e d t h a t t h e n e t e f f i c i e n c i e s may be l o w e r and t h e c o s t s may 

u l t i m a t e l y be h i g h e r . 

" T h e r e i s l i t t l e q u e s t i o n t h a t o f t h e 20 o r 25 p e r c e n t o f 
p l a n t r e p r e s e n t e d b y s p e c i f i c e q u i p m e n t , e c o n o m i e s o f s c a l e 
f a v o r t h e l a r g e u n i t s . H o w e v e r , c o s t e f f e c t i v e n e s s d i m i n i s h e s 
r a p i d l y i f l a r g e s i z e d i c t a t e s c u s t o m d e s i g n a n d c u s t o m c o n -
s t r u c t i o n . I n t h e s e c a s e s , a c o n s e q u e n t i n c r e a s e i n t h e 80 
p e r c e n t o f t h e p l a n t c o s t s r e p r e s e n t e d b y f i e l d l a b o r a n d 
o v e r h e a d — m o s t o f w h i c h a r e t i m e d e p e n d e n t - - make t h e t o t a l 
c o s t o f a l a r g e r p l a n t c o m p a r a b l e t o a n e q u i v a l e n t number o f 
s m a l l e r f a c i l i t i e s . 

11 I n f a c t , t h e c a p i t a l c o s t p e r k i l o w a t t o f i n s t a l l e d o u t p u t 
h a s b e e n r i s i n g i n a c t u a l d o l l a r s a l o n g w i t h p l a n t s i z e . " 2 1 
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A l t h o u g h a r e d u c t i o n i n u n i t s i z e m i g h t a t f i r s t be t h o u g h t 

t o i n c r e a s e t h e t o t a l number o f s i t e s r e q u i r e d , i n t h i s c o n t e x t i t 

can be seen t h a t a r e v e r s a l i n t h e t r e n d t o w a r d s l a r g e r u n i t s m i g h t 

i n c r e a s e t h e a t t r a c t i v e n e s s o f s m a l l u n i t s i n c o r p o r a t e d i n t o t a l 

e n e r g y sys tems , i n c r e a s e u t i l i t y sys tem r e l i a b i l i t y , and r e d u c e t h e 

need f o r a s u b s t a n t i a l amount o f r e s e r v e c a p a c i t y g e n e r a t i n g f a c i l -

i t i e s . 

F i n a l l y , i t s h o u l d be n o t e d t h a t o t h e r c o n s i d e r a t i o n s may 

e f f e c t t h e n e t e f f i c i e n c i e s o f g e n e r a t i n g sys tem o v e r t h e n e x t 

decade? c o n s i d e r a t i o n s such as i n c r e a s e d t r a n s m i s s i o n e f f i c i e n c i e s 

( r e s u l t i n g e i t h e r f r o m h i g h e r v o l t a g e l i n e s o r s i t i n g i n c l o s e r 

p r o x i m i t y t o l o a d c e n t e r s ) , t h e e n e r g y c o s t s o f p o l l u t i o n c o n t r o l 

e q u i p m e n t , o r i n c r e a s e d e f f i c i e n c i e s r e s u l t i n g f r o m d i f f e r e n t 

management p r o c e d u r e s ( i n c l u d i n g such t h i n g s as c o a l s o r t i n g and 

w a s h i n g t o a l l o w more e f f i c i e n t uses o f h i g h e r q u a l i t y c o a l s . ) F o r 

o u r p u r p o s e s , i t appea rs t h a t t h e w i d e r a n g e o f such v a r i a b l e s may 

u l t i m a t e l y e f f e c t e i t h e r a n e t i n c r e a s e , o r d e c r e a s e i n t o t a l sys tem 

e f f i c i e n c i e s o v e r t h e n e x t decade , b u t t h e number o f v a r i a b l e s i s 

p r o b a b l y l a r g e r t h a n t h e l i k e l y m a g n i t u d e o f t h e e f f e c t s . 

On t h e b a s i s o f t h e above c o n s i d e r a t i o n s i t i s o u r f e e l i n g 

t h a t t h e a d d i t i o n a l g e n e r a t i n g c a p a c i t y r e q u i r e d t h r o u g h 1985 i s 

l i k e l y t o be 10 t o 25 p e r c e n t l o w e r t h a n t h e 485 GWe e s t i m a t e d b y 

FEA, and t h r o u g h t h e y e a r 2000 a r e d u c t i o n on t h e o r d e r o f 25 p e r c e n t 

b e l o w t h e AEC/LMFBR e s t i m a t e s appea rs r e a s o n a b l e . 
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PART TWO: THE NEED FOR E L E C T R I C GENERATING F A C I L I T Y S I T E S 

A n a l y s i s o f P r o j e c t Independence E s t i m a t e s f o r 1985 

The P r e s i d e n t ' s S t a t e o f t h e Un ion Message o f J a n u a r y , 

1975 c l e a r l y s t a t e d t h e need f o r 200 m a j o r new n u c l e a r power 

p l a n t s , 150 l a r g e new c o a l - f i r e d power p l a n t s , 30 new o i l r e -

f i n e r i e s , and 20 new s y n t h e t i c gas f a c i l i t i e s on l i n e by 1985, 

and t h e " E n e r g y F a c i l i t i e s P l a n n i n g and Deve lopment A c t " was i n -

t r o d u c e d t o a s s u r e t h e t i m e l y s i t i n g and c o n s t r u c t i o n o f t h e need -

ed f a c i l i t i e s : howeve r , n e i t h e r t h e P r o j e c t Independence R e p o r t , 

n o r t h e Ene rgy Independence A c t E n v i r o n m e n t a l S t a t e m e n t , n o r , i n 

f a c t , any o f t h e a v a i l a b l e s u p p o r t i n g documents , e x p l i c i t l y a d d r e s s 

t h e need f o r new e n e r g y f a c i l i t y s i t e s . The need f o r new f a c i l i t y 

s i t e s must be i n f e r r e d f r o m need f o r new e n e r g y f a c i l i t i e s . 

I f FEA e s t i m a t e s o f needed new g e n e r a t i n g f a c i l i t i e s a r e 

compared w i t h a v a i l a b l e i n d u s t r y d a t a r e g a r d i n g c o n s t r u c t i o n p l a n s 

f r o m 1974 t h r o u g h 1983, and a d j u s t e d t o a c c o u n t f o r m i n o r v a r i a t i o n s 

i n p l a n t t y p e s and s i z e s , t h e e s t i m a t e d number o f new g e n e r a t i n g 

f a c i l i t y s i t e s needed d r o p s f r o m a p p r o x i m a t e l y 640, t o l e s s t h a n 

150 . The f o l l o w i n g t a b l e s do n o t add ress t h e q u e s t i o n s o f a v a i l a -

b i l i t y o f new s i t e s ( i . e . , w h e t h e r t h e new s i t e s needed have been , 

o r w i l l be a p p r o v e d , ) b u t o n l y t h e number o f new s i t e s l i k e l y t o 

be needed be tween 1974 a n d ' 1 9 8 5 v ' 
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T a b l e s 1 1 , 1 2 , a n d 13 i n d i c a t e FEA e s t i m a t e s o f p r o j e c t e d 

e l e c t r i c g e n e r a t i n g f a c i l i t i e s n e e d s f r o m N o v e m b e r , 1 9 7 4 , J a n u a r y , 

1 9 7 5 , a n d M a r c h , 1 9 7 5 , r e s p e c t i v e l y . 

T a b l e 1 1 

E l e c t r i c a l C a p a c i t y P r o j e c t i o n s 

E x i s t i n g 
C a p a c i t y 
e n d - 1 9 7 3 

T o t a l E l e c t r i c i t y 
C a p a c i t y 

G r o w t h R a t e 1 9 7 3 -
1 9 8 5 , % / y r . 

H y d r o C a p a c i t y 
N u c l e a r C a p a c i t y 
C o a l C a p a c i t y 
O i l C a p a c i t y 
Gas C a p a c i t y 
C o m b u s t i o n T u r b i n e 

424 

65 
20 

167 
78 
6 1 
33 

1985 P r o j e c t i o n s ( i n G i g a w a t t s ) 
BAU 
$ 1 1 / B B L . 

922 

6 . 3 

100 
204 
327 

81 
48 

162 

Demand 
M a n a g e m e n t 

1002 

7 . 4 

100 
240 
379 

64 
48 

1 7 1 

S o u r c e : FEA, N o v . 7 4 , 1 1 - 2 4 

N u c l e a r 

C o a l 

C o m b u s t i o n 
T u r b i n e 

T a b l e 12 

E l e c t r i c G e n e r a t i o n P l a n t R e q u i r e m e n t s 

C a p a c i t y (GWe) 
1973 1985 

20 

167 

33 

2 0 4 - 2 4 0 

3 2 7 - 2 9 1 

162 

6 9 3 - 6 9 3 * 

New F a c i l i t i e s 
R e q u i r e d i n 1985 

184 

200 

260 

220 

155 

260 

664 - 635 

S o u r c e : FEA, J a n . , 1975 

* 693GWe t o t a l l e d f r o m t a b l e d a t a 
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T a b l e 13 

E s t i m a t e d Number o f New F a c i l i t i e s R e q u i r e d t o 
Meet Energy Demand I n c r e a s e s over 1 9 7 2 * 

N u c l e a r (1000MW) 

Coal F i r e d (800MW) 

Combustion T u r b i n e (500MW) 

Hydro (1000MW) 

Oi l (800MW) 

N a t u r a l Gas (800MW) 

T o t a l 

Energy Independence 
A c t (GWe) 

184 (184) 

204 (163) 

454 (227) 

1 1 7 . 5 (118) 

- 2 1 ( - 1 7 ) 

- 1 6 ( - 1 3 ) 

Business As 
Usua l (GWe) 

184 

138 

504 

1 1 7 . 5 

- 3 

- 1 6 

(184) 

(110) 

(252) 

(118) 

( - 2) 

( - 1 3 ) 

9 2 2 . 5 (662) 9 2 4 . 5 (649) 

Source: FEA, March , 1975 , 2 - 2 1 

From t h e d a t a i n T a b l e s 11 and 13 , i t can be seen t h a t 

the p r o j e c t e d e l e c t r i c a l energy r e q u i r e m e n t s o f t h e P r o j e c t 

Independence A c t 3 u s i n e s s - A s - U s u a l Case ( 9 2 2 - 9 2 4 . 5 GWe) a r e those 

which were t a r g e t e d i n the Energy Independence A c t : however , by 

r e o r g a n i z i n g T a b l e 12 t o i n d i c a t e a d d i t i o n a l new c a p a c i t y (as w e l l 

as new f a c i l i t i e s ) , and by comparinq t h i s w i t h t h e breakdown i n 

T a b l e 11, t h e f o l l o w i n g t a b l e can be c o n s t r u c t e d : 

* The u n i t s i z e s have been n o r m a l i z e d as i n d i c a t e d ; GWe f i g u r e s 
have been computed f o r b e n e f i t o f compar ison 
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34 

T a b l e 14 

A d d i t i o n a l New C a p a c i t y Needed f o r 1985 

N u c l e a r (1000MW) 

A d d i t i o n a l Number 
C a p a c i t y GWe o f U n i t s 

( 1 8 4 ) * - 220 ( 1 8 4 ) * - 220 

C o a l (800MW) (160) - 124 (200) - 155 

C o m b u s t i o n T u r b i n e 
(500MW) (129) - 129 (260) - 260 

O t h e r (12) r 12 

(485) - 485 (644) - 635 

The a d d i t i o n a l c a p a c i t y shown i n T a b l e 14 i n f a c t c o n f o r m s 

more c l o s e l y t o t h e h i g h - c o a l s c e n a r i o ( i n p a r e n s ) when c o m p a r e d 

w i t h t h e BAU $11 /BBL p r o j e c t i o n i n T a b l e 1 1 , a n d i t c a n be s e e n 

t h a t t h e " o t h e r " c a t e g o r y r e p r e s e n t s a s m a l l d e c r e a s e i n n e t o i l -

f i r e d c a p a c i t y , a s u b s t a n t i a l d e c r e a s e i n n e t g a s - f i r e d c a p a c i t y , 

a n d a n i n c r e a s e o f a b o u t 35 GWe i n h y d r o - a n d m i s c e l l a n e o u s c a p a c i t y 

a d d i t i o n s . T h e r e f o r e , i f we assume t h a t t h e number o f g e n e r a t i n g 

s i t e s needed m o s t c l o s e l y c o n f o r m s t o t h e number o f new ( a d d i t i o n a l ) 

g e n e r a t i n g u n i t s n e e d e d , we c a n c o n s t r u c t t h e f o l l o w i n g f i r s t 

a p p r o x i m a t i o n b a s e d on t h e FEA d a t a : 

( see page 35) 

* Numbers i n p a r e n s i n d i c a t e l o w - n u c l e a r h i g h - c o a l s c e n a r i o 
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34 

T a b l e 14 

A d d i t i o n a l G e n e r a t i n g U n i t / S i t e s Needed 

A d d i t i o n a l 
C a p a c i t y GWe 

A d d i t i o n a l 
U n i t s / S i t e s 

184 N u c l e a r (1000MW) 184 

C o a l (800MW) 160 200 

C o m b u s t i o n T u r b i n e 
(500MW) 129 260 

O t h e r 12 - 0 -

485 644 

U t i l i z i n g t h i s b a s e - l i n e d a t a f o r p r o j e c t e d s i t e n e e d s , 

t h e e s t i m a t e s c a n be compared w i t h c u r r e n t u t i l i t y c o n s t r u c t i o n 

p l a n s a s t a b u l a t e d by t h e F e d e r a l Power C o m m i s s i o n f r o m N a t i o n a l 

E l e c t r i c a l R e l i a b i l i t y C o u n c i l r e p o r t s , w i t h t h e s t a t u t o r y l i m i -

t a t i o n s o f t h e " E n e r g y F a c i l i t i e s P l a n n i n g A c t " , and w i t h more 

r e c e n t e s t i m a t e s made b y FEA. 

F i r s t o f a l l , u n d e r t h e d e f i n i t i o n s o f t h e A c t , o n l y e l e c -

t r i c g e n e r a t i n g p l a n t s ( o t h e r t h a n h y d r o - e l e c t r i c ) o v e r 300 MW 

w o u l d be a f f e c t e d b y t h i s l e g i s l a t i o n . I f one l o o k s a t 1974 FPC 

d a t a , i t c a n be seen t h a t a p p r o x i m a t e l y 23 p e r c e n t o f t h e t o t a l 

number o f u n i t s p l a n n e d b y u t i l i t i e s a r e u n d e r 300 MW ( e x c l u d i n g 

h y d r o ) a n d t h e r e f o r e w o u l d n o t come u n d e r t h e a u t h o r i t i e s o f 

t h e p r o p o s e d s i t i n g l e g i s l a t i o n (see T a b l e 1 6 ) : 
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T a b l e 13 

P l a n n e d E l e c t r i c G e n e r a t i n g U n i t s b y S i z e ( E x c l u d i n g H y d r o ) 

000 - 299 

300 - 499 

500 - 799 

800 - 1 1 9 9 

1200 - 2 3 9 9 

U n i t 
O u t p u t 

(MW) 

2 0 , 3 1 8 

4 1 , 0 3 3 

1 1 3 , 8 3 6 

7 0 , 4 0 2 

4 9 , 8 5 2 

3 9 5 , 4 4 1 

Number 
o f 

U n i t s 

148 

104 

185 

1 7 1 

40 

648 

P e r c e n t a g e 
o f t o t a l 

( N o . o f u n i t s ) 

23 

16 

29 

26 

_6 

100 

S o u r c e : FPC, A p r i l 1 , 1974 

More s i g n i f i c a n t l y , FEA f i g u r e s i n d i c a t e t h e n u m b e r o f new 

f a c i l i t i e s w h i c h m u s t b e o n l i n e b y 1 9 8 5 , a n d t h e l e a d - t i m e s i n -

v o l v e d i n c o n s t r u c t i n g t h e s e f a c i l i t i e s , b u t d o n o t a c c o u n t f o r 

t h e number o f u n i t s a l r e a d y c u r r e n t l y u n d e r c o n s t r u c t i o n . The 

FPC c o m p i l a t i o n o f P r o j e c t e d S team G e n e r a t i n g U n i t A d d i t i o n s 300MW 

a n d L a r g e r f o r w h i c h C o n s t r u c t i o n h a s A l r e a d y Begun o r i s S c h e d u l e d 

t o B e g i n w i t h Two Y e a r s , i n d i c a t e s 268 GWe o f p l a n n e d c a p a c i t y i n 

t h e s e c a t e g o r i e s . A l t h o u g h i t m i g h t be assumed t h a t s p e c i f i c s i t e s 

e x i s t f o r a l l t h o s e p l a n t s e i t h e r u n d e r c o n s t r u c t i o n o r w i t h i n t w o 

y e a r s of. c o n s t r u c t i o n , 1 6 1 GWe o f t h e 268 GWe l i s t e d i s c o m p r i s e d 

o f p l a n t s s c h e d u l e d t o be o n l i n e b y 1 9 7 9 . T h e r e f o r e , i t c a n 

s a f e l y be assumed t h a t a p p r o v e d s i t e s e x i s t f o r 1 6 1 GWe, a n d t h a t 

p r o b a b l e s i t e s e x i s t f o r 268 GWe o f p l a n n e d c a p a c i t y . I n t h e c a s e 

o f n u c l e a r p l a n t s t h i s d o e s n o t i m p l y t h a t r e g u l a t o r y a p p r o v a l i s 

n e c e s s a r i l y f o r t h c o m i n g f o r p l a n t o p e r a t i o n , o r , i n t h e c a s e o f 

f o s s i l f u e l e d p l a n t s , t h a t p l a n t s w i l l a u t o m a t i c a l l y b e g i n 
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o p e r a t i o n w i t h o u t f u r t h e r r e g u l a t o r y d e l a y s : b u t we b e l i e v e t h a t 

t h e s e f i g u r e s i m p l y t h a t t h e i n i t i a l s i t e s e l e c t i o n p r o c e s s h a s 

b e e n c o m p l e t e d . Ef t h e FEA e s t i m a t e s a r e a d j u s t e d t o r e f l e c t t h e s e 

f i g u r e s , t h e y w o u l d a p p e a r as f o l l o w s : 

T a b l e 17 

A d d i t i o n a l G e n e r a t i n g U n i t / S i t e s N e e d e d : 

A d j u s t e d f o r U n i t S i z e a n d U n i t s U n d e r C o n s t r u c t i o n 

A d d i t i o n a l A d d i t i o n a l 
C a p a c i t y GWe U n i t s / S i t e s 

485 644 

A d j u s t e d f o r 
P l a n n e d C a p a c i t y 
U n d e r 300 MW 2 7 * 

A d j u s t e d f o r 
P l a n n e d C a p a c i t y 
o n l i n e b y 1979 161 2 1 4 * 

A d j u s t e d f o r 
P l a n n e d C a p a c i t y 
U n d e r C o n s t r u c t i o n 
o r w i t h i n Two Y e a r s 
o f C o n s t r u c t i o n a n d 
on l i n e 1 9 8 0 - 1 9 8 4 107 1 4 2 * 

197 2 6 1 

These e s t i m a t e s , a l t h o u g h s u b s t a n t i a l l y l o w e r t h a n t h e 

i n i t i a l FEA e s t i m a t e s a r e s u b j e c t t o a d d i t i o n a l a d j u s t m e n t . T h e y 

do n o t r e f l e c t e i t h e r t h e number o f p r o j e c t e d s i t e s i n S t a t e s w h i c h 

c u r r e n t l y h a v e a c c e l e r a t e d p o w e r p l a n t s i t i n g l a w s , o r f u r t h e r 

* Number o f u n i t s c a l c u l a t e d on t h e b a s i s o f t h e r a t i o b e t w e e n 
t o t a l GWe demand a n d e s t i m a t e d number o f u n i t s ( 4 8 5 : 6 4 4 ) 
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29. 

o r t h e p o t e n t i a l f o r f u r t h e r l o a d r e d u c t i o n s w h i c h FEA has p r o -

j e c t e d s i n c e t h e r e l e a s e o f t h » s e f i g u r e s . Of t h e t w e n t y - t w o 

s t a t e s w i t h power p l a n t s i t i n g l a w s (see T a b l e 2 0 ) , t h e e l e c t r i c 

power demand o f t h e t w e l v e s t a t e s w i t h t h e l a r g e s t power demand 

i n 1973 was 163 ,740 MW— a p p r o x i m a t e l y 37 p e r c e n t o f t h e 

n a t i o n a l t o t a l (438 ,493 MW). I f we assume t h a t t h e p r o j e c t e d 

p e r c e n t a g e o f e l e c t r i c power g r o w t h f o r t h e t w e n t y - t w o s t a t e s 

w i t h power p l a n t s i t i n g l e g i s l a t i o n i s no g r e a t e r t h a n t h e p e r -

c e n t a g e o f 1973 c a p a c i t y r e p r e s e n t e d by t h e t w e l v e l a r g e s t o f 

t h o s e s t a t e s , and i f we assume t h a t no a d d i t i o n a l s t a t e s p a s s 

i n d e p e n d e n t power p l a n t s i t i n g l e g i s l a t i o n , t h e n t h e number o f 

p r o j e c t e d new u n i t s c o v e r e d by t h e s e l a w s w o u l d be a p p r o x i m a t e l y 

240 (€44 x 0 . 3 7 ) . 2 2 

A t t h e same t i m e , FEA has r e c e n t l y d e v e l o p e d f i g u r e s w h i c h 

i n d i c a t e t h a t t h e t o t a l need f o r i n s t a l l e d new g e n e r a t i n g c a p a c i t y 

m i g h t be r e d u c e d by as much as o n e - t h i r d (160 GWe), w i t h comb ined l o a d 
23 

management and e n e r g y c o n s e r v a t i o n p r o g r a m s . I n O c t o b e r , 1974, 

FEA A d m i n i s t r a t o r John S a w h i l l spoke q u a l i t a t i v e l y a b o u t t h e 

p o t e n t i a l f o r r e d u c e d f a c i l i t y c a p a c i t y t h r o u g h i m p r o v e d p l a n t 

p e r f o r m a n c e and management p r a c t i c e s : 
" I f a p l a n t o p e r a t e s a t o n l y 50% o f c a p a c i t y , we mus t 

b u i l d two p l a n t s t o g e t t h e o u t p u t o f o n e . Thus we pay t h e 
p r i c e o f h i g h e r e l e c t r i c r a t e s , and d o u b l e t h e a l r e a d y c o n -
s i d e r a b l e c o m p e t i t i o n f o r i n v e s t m e n t c a p i t a l , s i t i n g , l i c e n s i n g 
and u t i l i z a t i o n o f s c a r c e r e s o u r c e s . 

"Poo r p l a n t p e r f o r m a n c e i s i n f l a t i o n a r y , w a s t e f u l , and 
u n n e c e s s a r y . I t must be e l i m i n a t e d , and t h i s can be a c c o m p l i s h -
ed i n two ways . There mus t be i m p r o v e d q u a l i t y c o n t r o l i n 
t h e m a n u f a c t u r e and d e s i g n o f p l a n t s and e q u i p m e n t componen ts . 
And t h e u t i l i t i e s mus t s h a r e r e s p o n s i b i l i t y by p u t t i n g 
q u a l i t y a t t h e t o p o f t h e i r p u r c h a s i n g p r e r e q u i s i t e s f o r t h e s e 
goods and s e r v i c e s . " 24 
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29. 

I n M a r c h , FEA had q u a n t i f i e d t h e s e s a v i n g s f u r t h e r and 

r e p o r t e d t h a t : 

"By 1980, an i n d u s t r y w i d e r e d u c t i o n i n t h e ave rage 
f o r c e d o u t a g e r a t e o f j u s t 1 p e r c e n t a g e p o i n t c o u l d r e d u c e 
t h e N a t i o n ' s i n s t a l l e d c a p a c i t y r e q u i r e m e n t s b y up t o 
6 ,800 MW and c a p i t a l r e q u i r e m e n t s by as much as $1 .8 
b i l l i o n (1974 d o l l a r s ) . Over t h i s same p e r i o d , a c a p a c i t y 
f a c t o r i n c r e a s e o f 8 p e r c e n t a g e p o i n t s f o r n u c l e a r u n i t s and 
s e v e r a l p e r c e n t a g e p o i n t s f o r 400MW and l a r g e r c o a l - f i r e d 
u n i t s w o u l d p e r m i t an i n c r e a s e i n o u t p u t f r o m t h e s e u n i t s 
e q u i v a l e n t t o t h e e l e c t r i c e n e r g y p r o d u c e d by b u r n i n g more 
t h a n 500 ,000 b a r r e l s o f o i l p e r d a y . " 2 5 

F i n a l l y , i n J u n e , FEA A d m i n i s t r a t o r F r a n k Zarb announced t h a t 

e f f e c t i v e l o a d management and r e l a t e d c o n s e r v a t i o n p rog rams c o u l d 

reduce t h e " u s e o f i m p o r t e d o i l f o r e l e c t r i c power g e n e r a t i o n by 

as much as 1 . 3 m i l l i o n b a r r e l s p e r day and ( t h e ) need f o r new 

i n s t a l l e d c a p a c i t y by a b o u t o n e - t h i r d " o v e r t h e n e x t d e c a d e . 2 6 

S p e c i f i c a l l y , Mr . Zarb s a i d : 

" W h i l e o u r a n a l y s i s o f a l l t h e a s p e c t s o f l o a d management 
i s n o t y e t c o m p l e t e , o u r p r e l i m i n a r y f i n d i n g s i n d i c a t e t h a t 
s e v e r a l s p e c i f i c o b j e c t i v e s can r e a l i s t i c a l l y be met by 1985: 

— we can imp rove l o a d f a c t o r s f r o m t h e p r e s e n t 62 p e r c e n t 
t o 69 p e r c e n t ; 

— we can imp rove c a p a c i t y f a c t o r s f r o m t h e p r e s e n t 49 
p e r c e n t t o 57 p e r c e n t ; 

— we can encourage e x p a n s i o n o f base l o a d c a p a c i t y , 
p r i m a r i l y n u c l e a r and c o a l c a p a c i t y , f r o m 45 p e r c e n t t o 55 
p e r c e n t o f t o t a l g e n e r a t i o n ; 

— we can i n c r e a s e end -use e f f i c i e n c y by a b o u t 10 p e r c e n t 
t h r o u g h e n e r g y c o n s e r v a t i o n a c t i o n s ; 

— we can r e d u c e t h e use o f i m p o r t e d o i l f o r e l e c t r i c 2 _ 
power g e n e r a t i o n by as much as 1 . 3 m i l l i o n b a r r e l s p e r d a y . " 

M o r e o v e r , i t i s i m p o r t a n t t o n o t e t h a t t h e b a s i s o f t h e 

r e d u c t i o n s and s a v i n g s a r e a c h i e v e d t h r o u g h r e d u c e d e l e c t r i c g e n e r -

a t i n g c a p a c i t y e x p a n s i o n r a t h e r t h a n r e d u c e d e l e c t r i c e n e r g y c o n -

s u m p t i o n . As Mr . Zarb n o t e d , " T h r o u g h l o a d management and r e l a t e d 

71-787 O - 76 - 17 
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c o n s e r v a t i o n p r o g r a m s , t h e N a t i o n c a n a t t a i n t h e s e o b j e c t i v e s 

a t a m a n a g e a b l e a n n u a l g r o w t h r a t e o f a b o u t f i v e p e r c e n t — p l u s 

o r m i n u s one h a l f p e r c e n t - - f o r e l e c t r i c s a l e s , o r k i l o w a t t h o u r 

u s a g e , a n d f o u r p e r c e n t — a g a i n p l u s o r m i n u s one h a l f p e r c e n t f o r 

p e a k l o a d d e m a n d . " 2 8 

O b v i o u s l y , i f e i t h e r t h i s p o t e n t i a l i s m e t , o r i f t h e number 

o f new s i t e s e l e c t i o n s w h i c h m i g h t be a f f e c t e d b y f e d e r a l l e g i s l a -

t i o n i s a d j u s t e d t o a l l o w f o r t h e number o f new s i t e s w h i c h a r e 

l i k e l y t o b e a c c o m o d a t e d u n d e r e x p e d i t e d s t a t e s i t i n g l a w s , t h e n 

t h e number o f new p o w e r p l a n t s i t e s w h i c h w o u l d b e a f f e c t e d b y 

f e d e r a l p o w e r p l a n t s i t i n g l e g i s l a t i o n i s n e g l i g a b l e . I f t h e 

e s t i m a t e d a d d i t i o n a l g e n e r a t i n g c a p a c i t y n e e d e d i s r e d u c e d o n l y 

b y t h e number o f p l a n n e d f a c i l i t i e s u n d e r 300 MW o r o v e r 300 MW 

a n d W i t h i n t w o y e a r s o f c o n s t r u c t i o n , t h e c a p a c i t y a n d number o f 

u n i t s s u b j e c t t o new f e d e r a l s i t i n g a u t h o r i t i e s w o u l d d r o p t o 

f r o m 485 GWe a n d 644 u n i t s t o 197 GWe a n d 2 6 1 u n i t s . I f t h i s 

number w e r e t o be r e d u c e d f u r t h e r , e i t h e r b y t h e p l a n n e d c a p a c i t y 

E d i t i o n s i n s t a t e s w i t h e x i s t i n g s i t i n g l a w s o r b y t h e p o t e n t i a l 

f o r i n c r e a s e d c o n s e r v a t i o n a n d i m p r o v e d l o a d managemen t p r o c e d u r e s , 

t h e number o f new f a c i l i t i e s w h i c h m i g h t be a f f e c t e d b y f e d e r a l 

p o w e r p l a n t s i t i n g l e g i s l a t i o n m i g h t be r e d u c e d t o z e r o . T a b l e 

18 s u m m a r i z e s t h e s e f i g u r e s : 

( s e e p a g e 41) 
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T a b l e 13 

Summary o f P o w e r P l a n t S i t i n g N e e d s : 1 9 7 5 - 1 9 8 5 

A d d i t i o n a l A d d i t i o n a l 
C a p a c i t y GWe U n i t s / S i t e s 

E s t i m a t e d A d d i t i o n a l 
G e n e r a t i n g C a p a c i t y 
N e e d e d 1 / 485 644 

A d d i t i o n a l G e n e r a t i n g C a p a c i t y 
W h i c h W o u l d Be U n a f f e c t e d By 
F e d e r a l P o w e r P l a n t S i t i n g L e g i s l a t i o n : 

P l a n n e d C a p a c i t y 
U n l e r 300 MW o r O v e r 
300 MW a n d W i t h i n Two 
Y e a r s o f C o n s t r u c t i o n 2 / 288 383 

E s t i m a t e d C a p a c i t y 
Demand o f T w e l v e L a r g e s t 
S t a t e s w i t h P o w e r P l a n t 
S i t i n g L a w s 3 / 1 7 9 2 4 0 

G e n e r a t i n g C a p a c i t y 
R e d u c t i o n w i t h 
C o n s e r v a t i o n a n d L o a d 
M a n a g e m e n t S a v i n g s 4 / 1 6 0 2 1 3 

Range o f E s t i m a t e d S i t i n g 
Demands S u b j e c t t o F e d e r a l 
P o w e r P l a n t S i t i n g L e g i s l a t i o n 5/ 0 - 197 0 - 2 6 1 

1/ TTPA 5 W n v ^ T , c~e 1 
2/ FPC, Summary o f P r o j e c t e d Genera t i ng U n i t A d d i t i o n s by U n i t S ize f o r t he 

P e r i o d 1974 - 1 9 8 3 , P r o j e c t e d Genera t ing U n i t A d d i t i o n s and Re t i rements f o r 
the P e r i o d 1974 - 1 9 8 3 , and P r o j e c t e d Steam Genera t i ng U n i t A d d i t i o n s 300MW 
and La rge r f o r wh i ch C o n s t r u c t i o n Has A l ready Begun or i s Scheduled t o Begin 
W i t h i n Two Y e a r s , as r e p o r t e d under FPC Docket R-362 , A p r i l 1 , 1974. See 
Table 17. 

3/ See Table 20. 
4./ See no te 23. 
5 / The range e s t i m a t e d d e r i v e s a low f i g u r e by s u b s t r a c t i n g the f i g u r e s f rom 

l i n e s 2 , 3, and 4 , (p lanned c a p a c i t y a d d i t i o n s , e s t i m a t e d demand o f twe lve 
l a r g e s t s t a t e s , and c o n s e r v a t i o n and l oad management s a v i n g s , ) f rom t o t a l 
c a p a c i t y a d d i t i o n s needed. The h i g h f i g u r e i s d e r i v e d by s u b s t r a c t i n g on l y 
those p l a n t s under 300MW or over 300 MW and w i t h i n two years o f c o n s t r u c t i o n 
f rom the e s t i m a t e d a d d i t i o n a l c a p a c i t y needed. 
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These f i g u r e s do n o t a d d r e s s s e v e r a l key f a c t o r s i n power 

p l a n t s i t i n g d e c i s i o n s : t h e y do n o t a d d r e s s t h e f a c t t h a t s m a l l e r 

u n i t s (under 300 MW) may i m p l y l a r g e r numbers o f s i t e s , w i t h an 

i n c r e a s e d p o t e n t i a l f o r u t i l i z a t i o n o f t h e s m a l l e r u r b a n s i t e s 

made a v a i l a b l e by r e t i r e m e n t o f o l d e r u n i t s ; t h e y do n o t a d d r e s s 

t h e f a c t t h a t e x i s t i n g s i t e s on w h i c h p l a n t c o n s t r u c t i o n has begun 

o r i s s c h e d u l e d t o b e g i n w i t h i n two y e a r s may y e t e n c o u n t e r r e g u -

l a t o r y d e l a y s ; and t h e y do n o t a d d r e s s t h e f a c t t h a t s t a t e s w i t h 

e x i s t i n g power p l a n t s i t i n g l e g i s l a t i o n may n o n e t h e l e s s e n c o u n t e r 

p r o b l e m s i n s i t e s e l e c t i o n o r a p p r o v a l . N o n e t h e l e s s , t h e f i g u r e s 

do c l e a r l y i n d i c a t e t h a t t h e number o f g e n e r a t i n g u n i t s needed on 

l i n e by 1985 and w h i c h w o u l d be s u b j e c t t o new f e d e r a l power p l a n t 

s i t i n g l e g i s l a t i o n , i s m o d e s t , and t h a t a s u b s t a n t i a l p o t e n t i a l 

e x i s t s f o r a d d r e s s i n g t h e s e s i t i n g needs e i t h e r on t h e s t a t e l e v e l 

o r t h r o u g h i n c r e a s e d c o n s e r v a t i o n and i m p r o v e d l o a d management 

p r o g r a m s . 
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E l e c t r i c G e n e r a t i n g F a c i l i t y S i t i n g Needs Beyond 1985 

. Beyond t h e y e a r 1985, t h e need f o r new g e n e r a t i n g s i t e s 

s t a b i l i z e r a t h e r t h a n c o n t i n u e t o i n c r e a s e . I n December, 1974, 

t h e AEC f o r e c a s t o f n u c l e a r e n e r g y s u p p l i e s t h r o u g h t h e y e a r 

2 ,000 r a n g e d f r o m 825 - 1 ,200 GWe, w i t h t h e most l i k e l y case 

based on t h e a s s u m p t i o n t h a t n u c l e a r e n e r g y w o u l d a c c o u n t f o r 

72 - 81% o f new g e n e r a t i n g a d d i t i o n s t h r o u g h t h e 8 0 ' s and 9 0 ' s , 

and w i t h t h e h i g h e s t i m a t e based on t h e a s s u m p t i o n t h a t n u c l e a r 

ene rgy wou ld be " a b o u t 90% o f a l l a d d i t i o n s t o g e n e r a t i n g c a p a c i t y 
29 

a f t e r 1 9 8 5 . " I f t h e s e p r o j e c t i o n s a r e compared t o a t o t a l e l e c t r i c 

g e n e r a t i n g c a p a c i t y o f l e s s t h a n 450 GWe i n 1973, i t can be seen 

t h a t t o t a l c a p a c i t y a d d i t i o n s o f 600 - 1 ,000 GWe a r e f o r e c a s t , 

and as many as 1 , 2 0 0 - 1 , 3 0 0 new g e n e r a t i n g s i t e s m i g h t be needed. 

There a r e , howeve r , s e v e r a l m i t i g a t i n g f a c t o r s . 

F i r s t o f a l l , t h e p o t e n t i a l f o r i n c r e a s e d c a p a c i t y r e d u c t i o n s 

s h o u l d i n c r e a s e f r o m 1985 t h r o u g h t h e y e a r 2 , 0 0 0 , b o t h as a f u n c t i o n 

o f i n c r e a s e d r e l i a b i l i t y i n g e n e r a t i n g u n i t s , and as a f u n c t i o n o f 

s m a l l e r r e s e r v e m a r g i n s . The f i r s t p o i n t i s w e l l - k n o w n and has 

been p u b l i c l y a r g u e d i n g r e a t d e t a i l . I n c r e a s e d r e l i a b i l i t y w o u l d 

i n t u r n dec rease t h e amount o f r e s e r v e c a p a c i t y n e c e s s a r y t o i n s u r e 

sys tem r e l i a b i l i t y . However, t h e r e i s a p o t e n t i a l f o r f u r t h e r 

r e d u c t i o n s i n r e s e r v e m a r g i n c a p a c i t i e s as sys tem r e l i a b i l i t y 

i m p r o v e s as a f u n c t i o n o f i n c r e a s i n g numbers o f u n i t s w i t h i n t h e 

s y s t e m . A h y p o t h e t i c a l s t a t e m e n t o f t h i s p o t e n t i a l i s p r e s e n t e d 

i n T a b l e 19: 
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T a b l e 13 30 

S y s t e m R e s e r v e M a r g i n a s A F u n c t i o n 
o f t h e Number o f I d e n t i c a l U n i t s 

T o t a l Number o f 
I d e n t i c a l U n i t s 
i n S y s t e m 

3 t o 8 
9 t o 19 

20 t o 32 
33 t o 49 

Number o f t h e T o t a l 
U n i t s R e q u i r e d as 
S p a r e U n i t s f o r R e s e r v e * 

R e s e r v e C a p a c i t y 
as a % o f T o t a l 
C a p a c i t y 

67% t o 25% 
33% t o 16% 
20% t o 13% 
15% t o 10% 

S o u r c e : H u e t t n e r a n d L a n d o n 

* B a s e d on a f o r c e d o u t a g e r a t e o f 2% f o r e a c h i n d i v i d u a l b o i l e r -
t u r b i n e - g e n e r a t o r u n i t a n d a s y s t e m l o a d l o s s p r o b a b i l i t y o f n o m o r e 
t h a n 0 . 0 0 0 4 . 

H o p e f u l l y , t h e r e f o r e , t h e p o t e n t i a l f o r r e d u c i n g t h e n e e d 

f o r new i n s t a l l e d g e n e r a t i n g c a p a c i t y t h r o u g h c o n s e r v a t i o n a n d 

i m p r o v e d l o a d managemen t i s m o r e l i k e l y t o be r e a l i z e d b e y o n d 1985 

r e g a r d l e s s o f i t s e f f e c t s f r o m 1975 - 1 9 8 5 ; a n d a o n e - t h i r d 

r e d u c t i o n i n i n s t a l l e d g e n e r a t i n g c a p a c i t y f r o m 1985 - 2 , 0 0 0 w o u l d 

r e d u c e t h e n e e d ( b a s e d o n A E C ' s m o s t l i k e l y c a s e ) f r o m a p p r o x i m a t e l y 

1200 GWe t o 800 GWe (1600 t o 1 , 0 0 0 new u n i t s ) . H o w e v e r , t h e s e 

f i g u r e s i n c l u d e t h e 485 GWe a n d 644 u n i t s f o r e c a s t f o r a d d i t i o n 

t h r o u g h 1 9 8 5 , and t h e r e f o r e a m o u n t t o a d d i t i o n s b e y o n d 1985 o f 

315 GWe t o 715 GWe a n d 356 t o 956 new u n i t s . 

S e c o n d l y , as FEA n o t e d i n t h e J a n u a r y P a p e r : 

" N u c l e a r a n d c o a l - f i r e d p l a n t s w i l l g e n e r a l l y be s i t e d i n 
g r o u p s o f t w o o r f o u r . C o m b u s t i o n t u r b i n e p l a n t s o f 500 MW 
c a p a c i t y w i l l c o n s i s t o f s e v e r a l u n i t s o c c u p y i n g a s i n g l e s i t e . 
As c o m b u s t i o n t u r b i n e s a r e c o u p l e d i n c o m b i n e d c y c l e s w i t h 
s t e a m t u r b i n e s , t h e c a p a c i t y o f t h e s e i n s t a l l a t i o n s w i l l 
i n c r e a s e , t h e r e b y d e c r e a s i n g t h e number o f s i t e s r e q u i r e d . " 3 1 
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F o r t h i s r e a s o n p r o j e c t e d u n i t a d d i t i o n s o f 350 t o 900 new 

p l a n t s f r o m 1985 t h r o u g h 2 , 0 0 0 , may i n f a c t r e q u i r e a much 

s m a l l e r number o f new s i t e a p p r o v a l s . T h i s i s c e r t a i n l y t h e 

c a s e t o t h e e x t e n t t h a t l a r g e e n e r g y c e n t e r s may be d e v e l o p e d , 

and l e s s l i k e l y t r u e t o t h e e x t e n t t h a t l a r g e r n u m b e r s o f s m a l l e r 

u n i t s m i g h t be d e v e l o p e d (as m e n t i o n e d e a r l i e r ) ; b u t i t i s 

e s p e c i a l l y s i g n i f i c a n t i f v i e w e d i n t e r m s o f c u r r e n t u t i l i t y 

s i t e h o l d i n g s a n d t h e p o t e n t i a l f o r i n c r e a s e d a d d i t i o n s t o t h e s e 

e x i s t i n g g e n e r a t i n g s i t e s . 

T h i r d l y , i t h a s b e e n a g e n e r a l p r a c t i c e among u t i l i t y 

c o m p a n i e s i n r e c e n t y e a r s t o i n c r e a s e t h e i r i n v e n t o r i e s o f 

p o t e n t i a l s i t e s as a h e d g e a g a i n s t b o t h r i s i n g l a n d p r i c e s a n d 

m o r e s t r i n g e n t s i t e s e l e c t i o n c r i t e r i a , a n d t o r o t a t e t h e a d d i t i o n 

o f new u n i t s among l a r g e g e n e r a t i n g s i t e s e v e n l y d i s p e r s e d i n 

r e l a t i o n t o p r o j e c t e d l o a d c e n t e r s . I n o t h e r w o r d s , u t i l i t y 

c o m p a n i e s h a v e t e n d e d t o a c q u i r e l a r g e t r a c t s o f l a n d w h i c h c a n 

be d e v e l o p e d g r a d u a l l y as l o a d c e n t e r s g r o w , and w h i c h o f f s e t t h e 

p r o h i b i t i v e c o s t s o f l o n g - d i s t a n c e t r a n s m i s s i o n w h i c h w o u l d r e s u l t 

f r o m t h e f u l l u t i l i z a t i o n o f s i t e s l o c a t e d f a r f r o m 

d e v e l o p i n g l o a d c e n t e r s . H o w e v e r , i n s o f a r a s u t i l i t y l a n d a c -

q u i s i t i o n s may i n c l u d e a v a r i e t y o f p u r c h a s e o p t i o n s , a n d o f t e n 

t h e r i g h t o f e m i n e n t d o m a i n , a s w e l l as o u t r i g h t l a n d p u r c h a s e s ; 

a n d a r e g e n e r a l l y c o n d u c t e d t h r o u g h t h i r d p a r t y a g e n t s , i t i s 

v i r t u a l l y i m p o s s i b l e t o e s t i m a t e t h e e x t e n t o f e x i s t i n g u t i l i t y 

l a n d h o l d i n g s o r t h e p o t e n t i a l f o r i n c r e a s i n g t h e g e n e r a t i n g c a p a c i t y 

o f e i t h e r e x i s t i n g o r a n t i c i p a t e d s i t e s . I n f a c t , t h e number o f 

s i t e s t h a t w i l l be n e e d e d i n t h e y e a r 2 , 0 0 0 may n o t be much g r e a t e r 

t h a n t h e number we h a v e now; b u t t h e f i g u r e i s h a r d t o q u a n t i f y 
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29. 

i n the absence o f u t i l i t y land d a t a . 
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S t a t e F a c i l i t y S i t i n g P r o j e c t i o n s 

W i t h i n t h e p a s t s e v e r a l y e a r s a p p r o x i m a t e l y t w e n t y s t a t e s 

h a v e e n a c t e d o r c o n s o l i d a t e d p o w e r p l a n t s i t i n g l a w s , f o r t h e p u r p o s e 

o f e x p e d i t i n g p o w e r p l a n t s i t i n g , and a u g m e n t i n g S t a t e l a n d u s e 

p l a n n i n g . A l t h o u g h i t i s s t i l l t o o e a r l y t o e v a l u a t e t h e e f f e c t i v e -

n e s s o f t h e v a r i o u s S t a t e l a w s , i t i s a p p a r e n t f r o m a g e n e r a l s u r v e y 

o f t h e c o n t i g u o u s f o r t y - e i g h t s t a t e s , t h a t p o w e r p l a n t s i t i n g d e c i -

s i o n s p e r se a r e n o t c o n s i d e r e d t o p r e s e n t S t a t e l e v e l p r o b l e m s i n 

m o s t S t a t e s t h r o u g h t h e y e a r 1 9 8 5 . I n c a l l i n g t h e G o v e r n o r ' s o f f i c e 

o f e a c h S t a t e , a s k i n g f o r t h e S t a t e a g e n c y r e s p o n s i b l e f o r p o w e r 

p l a n t s i t i n g , a n d a s k i n g w h e t h e r p o w e r p l a n t s i t i n g was e x p e c t e d t o 

p o s e s e r i o u s p r o b l e m s t h r o u g h 1 9 8 5 , i t was f o u n d t h a t m o s t S t a t e s 

r e s p o n d e d n e g a t i v e l y . E n v i r o n m e n t a l p r o b l e m s , t h e a v a i l a b i l i t y o f 

f u e l s ( p a r t i c u l a r l y i n t h o s e s t a t e s d e p e n d e n t u p o n o i l a n d n a t u r a l 

g a s ) , t h e a v a i l a b i l i t y o f w a t e r , a n d p r o b l e m s o f c a p i t a l s h o r t a g e s , 

a l l a p p e a r e d t o p r e s e n t mo re s u b s t a n t i a l p r o b l e m s t h a n s i t e a c q u i s i -

t i o n a n d t h e p r o c e s s o f s i t e s e l e c t i o n . A l t h o u g h t h i s s u r v e y was 

i n f o r m a l , r a t h e r t h a n p r e c i s e , i t i s b e l i e v e d t h a t t h e t a b u l a t e d 

r e s p o n s e s a c c u r a t e l y r e f l e c t t h e p r i o r i t i e s o f c o n c e r n s o f t h o s e 

S t a t e o f f i c i a l s who r e s p o n d e d . The f o l l o w i n g t a b l e i n d i c a t e s 1973 

l e v e l s o f p o w e r c o n s u m p t i o n , w h e t h e r o r n o t t h e S t a t e h a s a p o w e r p l a n t 

s i t i n g l a w , a n d w h a t s i t i n g p r o b l e m s a r e a n t i c i p a t e d t h r o u g h 1 9 8 5 : 

( s e e p a g e 3 3 . ) 
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TABLE 20 

STATE F A C I L I T Y S I T I N G LAWS AND A N T I C I P A T E D S I T I N G PROBLEMS 

'"anacitv* SITING LAW 

1 
Alabama 11, ,824 N j N !E 
A l a s k a 586 ! 
A r i zona 4, ,819 V N F 
Arkansas 3, ,566 Y N EF 
C a l i f o r n i a 31, ,999 Y N E W 
Co lo rado 3, ,384 I N N' E W 
C o n n c c t i c u t 5, , 189 Y ! N 
Delav.v.re 1, ,455 N iY '. 
F l o r i d a 19, ,073 Y Y C^ 
Georg ia 9, ,144 N ?? E WC 1 

i • 
Hawa i i 1. ,188 i 
Idaho 1. ,656 N • ; n E 
I l l i n o i s 23, ,989 N 1 i N : F 
I n d i a n a 12, ,502 N 1 i Y EFW 
Iowa 4, ,107 N : n 
Kansas 5, ,447 S N ' ! j N F 
Kentucky 10, ,745 f Y 1 ! N EF 
L o u i s i a n a 10, r 358 1 N 1 
Maine 1, , 707 > Y i i » N E 
Mary land 6, ,731 i Y N 

Massachuse t ts 7, ,776 ; Y 1 \ N E 
M i c h i q a n 15, ,962 ! • N 1 N F C 
Minneso ta 5/ ,917 } Y i N 
M i s s i s s i p p i 3, ,272 1 • N 1 N 
M i s s o u r i 10, ,461 N ; N . E 
Montana 1, ,881 Y ?? 
Nebraska 3, ,033 5 N N -E 
Nevada 3, , 328 Y N EFW 
New Hampshire ,146 Y N : 
New Je rsey 11. ,300 N ! 

| 
New Mexico 3, 943 j Y : N : E W 
New York 25, ,960 I Y •• N ; E 
N o r t h C a r o l i n a 11. ,960 : N ••• N E C 
N o r t h Dakota 1, ,308 Y Y , :E W 
Ohio 21, ,496 Y . 1 
Oklahoma 5, ,795 1 F 
Oreqon 6. ,091 Y N | ; F 
Pennsy l van ia 23, ,725 • N N E W 
Rhode I s l a n d 360 N i 
South C a r o l i n a 7, ,407 Y : 1 ?? 

v 
South Dakota 1, ,693 i n 
Tennessee 12 j , 826 \ N N 
Texas 33, ,985 S N n : iEFW 
Utah 780 i N N ! !e * 
Vermont 906 Y I Y ! V i r q i n i a 8, ,245 j N •?? 1 
Washinqton 15, ,356 Y i n ;e 
West V i r q i n i a 12, ,334 1 N N |E 
Wiscons in 7, ,664 : N N EF 
Wyominq 1-,835 Y | N 1 

* source: Edison E l e c t r i c I n s t i t u t e , 1974 

K E Y 
E = E n v i r o n m e n t a l Problems 
F = F u e l Shor tages - gas & o i l 
W = Water A v a i l a b i l i t y 
C = C a p i t a l Shor tages 
??= U n c e r t a i n 

= S i t i n g l a r g e c o n c e n t r a t i o n s 
o f power i n remote a reas 
wou ld i n v o l v e economic and 
r e g i o n a l p l a n n i n g p r o b l e m s . 
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APPENDIX A: THE NEED FOR O I L REFINERIES 

F o l l o w i n g t h e p u b l i c a t i o n o f t h e P r o j e c t I n d e p e n d e n c e F o r e -
c a s t s f o r e n e r g y f a c i l i t i e s , i n c l u d i n g 30 new o i l r e f i n e r i e s b y 1 9 8 5 , 
t h e F e d e r a l E n e r g y A d m i n i s t r a t i o n c o n d u c t e d p u b l i c h e a r i n g s i n 
D e c e m b e r , 1974 t o o b t a i n a n i n f o r m a t i o n b a s e f o r f u r t h e r g o v e r n m e n t 
p r o g r a m s . 

The i n f o r m a t i o n , h o w e v e r , d i d n o t s u p p o r t e i t h e r t h e p r e l i m i n a r y 
f i n d i n g s t h a t 30 new f a c i l i t i e s w o u l d be n e e d e d , o r t h a t t h e s i t i n g 
o f n e e d e d r e f i n e r i e s w o u l d p r e s e n t a g g r e v a t e d p r o b l e m s f o r t h e 
i n d u s t r y . On t h e b a s i s o f t h e h e a r i n g s , t h e p u b l i s h e d r e p o r t , 
U . S . P e t r o l e u m R e f i n i n g C a p a c i t y O v e r v i e w (FEA, 1 9 7 5 ) , c o n c l u d e d : 

1) t h a t i n t h e c o n t e x t o f t h e P r o j e c t I n d e p e n d e n c e R e p o r t , " t h e 
r e q u i r e m e n t s f o r a d d i t i o n a l r e f i n e r y c a p a c i t y r a n g e f r o m 
s l i g h t l y l e s s t h a n n o t h i n g t o 8 m i l l i o n b a r r e l s p e r d a y . E v e n 
a s s u m i n g t h a t t h e f a r e n d s o f t h e r a n g e a r e n o t v e r y l i k e l y 
o p t i o n s , a r a n g e o f a t l e a s t 1 . 1 m i l l i o n t o 6 m i l l i o n b a r r e l s 
p e r d a y r e m a i n s . " ( p . 3 ) 

2) i f i t i s assumed t h a t a n a d d i t i o n a l c a p a c i t y o f a p p r o x i m a t e l y 1 . 6 
m i l l i o n b a r r e l s p e r d a y o f new c a p a c i t y w i l l be n e e d e d t o 
a c c o m o d a t e g r o w t h i n demand , i t w o u l d be e x p e c t e d t h a t f i r m 
i n d u s t r y c o m m i t t m e n t s f o r a n a d d i t i o n a l 2 . 3 m i l l i o n b a r r e l s p e r 
d a y , and a d d i t i o n a l i n d u s t r y p l a n s f o r 4 . 5 m i l l i o n b a r r e l s p e r 
d a y c a p a c i t y , s h o u l d be a d e q u a t e t o m e e t t h e d e m a n d , ( p . 5) 

3) i t was t h e o p i n i o n o f i n d u s t r y s p o k e s m a n who t e s t i f i e d t h a t 
t h e a v a i l a b i l i t y o f s u i t a b l e s i t e s was n o t a p r o b l e m , b u t " t h e 
p r i m a r y p r o b l e m was t h e i n a b i l i t y o f r e f i n e r s t o p l a y due t o t h e 
l a c k o f a n a t i o n a l e n e r g y p o l i c y . " ( p . 7) 

4) F i n a l l y , i t was n o t e d t h a t t h e P r e s i d e n t ' s e s t i m a t e o f 30 new 
r e f i n e r i e s was b a s e d on a t h e o r e t i c a l p r o j e c t i o n o f demand a n d 
r e f i n i n g s i t e c a p a c i t y a d d i t i o n s ; b u t t h a t " b e c a u s e r e f i n e r y 
c o n s t r u c t i o n o f t e n t a k e s p l a c e a d j a c e n t t o e x i s t i n g s i t e s , i t 
( c o u l d ) s a f e l y be assumed t h a t a t l e a s t 20 o f t h e s e 30 r e f i n -

e r i e s p r o b a b l y h a v e s i t e s s e c u r e d . T h i s w o u l d l e a v e a p p r o x i -
m a t e l y 10 new s i t e s , s e v e r a l o f w h i c h h a v e b e e n r e c e n t l y 
s e c u r e d , t o be o b t a i n e d o v e r t h e n e x t 10 y e a r s . " ( p . 8) 
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APPENDIX B : THE NEED FOR SYNTHETIC FUEL F A C I L I T I E S 

I n J u l y , 1 9 7 4 , t h e S y n t h e t i c G a s - C o a l T a s k F o r c e f o r t h e 
S u p p l y T e c h n i c a l A d v i s o r y C o m m i t t e e o f t h e F e d e r a l Power C o m m i s s i o n 
N a t i o n a l Gas S u r v e y , o b s e r v e d t h a t " t h e c o a l r e s o u r c e s o f t h e U n i t e d 
S t a t e s a r e s u f f i c i e n t t o s u p p o r t a c o a l - t o - s y n t h e t i c n a t u r a l q a s 
i n d u s t r y w e l l i n t o t h e n e x t c e n t u r y , " a n d w h i l e v a r i o u s d e m o n s t r a t i o n 
p l a n t s a r e b e i n g t e s t e d f o r d i f f e r e n t c o m m e r c i a l p r o c e s s e s , t h e 
f u n d a m e n t a l t e c h n o l o g y f o r c o a l - g a s c o n v e r s i o n h a s b e e n c o m m e r c i a l l y 
a v a i l a b l e f o r m o r e t h a n a g e n e r a t i o n . 

P r i o r t o t h e o i l e m b a r g o o f 1 9 7 3 , t h e c o s t s o f s y n t h e t i c f u e l 
c o n v e r s i o n w e r e n o t c o m p e t i t i v e w i t h p e t r o l e u m o r n a t u r a l g a s p r i c e s , 
b u t w i t h h i g h e r w o r l d o i l p r i c e s a n d d i m i n i s h i n g d o m e s t i c r e s e r v e s , 
i t now a p p e a r s t h a t m a r k e t c o m p e t i t i v e n e s s w i l l b e a c h i e v e d w i t h i n a 
c o u p l e o f y e a r s . The E v a l u a t i o n o f C o a l G a s i f i c a t i o n T e c h n o l o g y 
p r e p a r e d b y t h e Ad Hoc P a n e l o n C o a l G a s i f i c a t i o n T e c h n o l o g y o f t h e 
N a t i o n a l Academy o f S c i e n c e s a n d N a t i o n a l R e s e a r c h C o u n c i l w a r n e d i n 
1972 t h a t " i t w o u l d be u n r e a l i s t i c t o t h i n k ( t h e p r o j e c t e d d e f i c i t s 
i n g a s c o n s u m p t i o n f r o m 1980 - 1990 ) c o u l d b e made u p e n t i r e l y w i t h 
s y n t h e t i c g a s f r o m c o a l , i f f o r n o o t h e r r e a s o n t h a n l a c k o f c a p a c i t y 
t o p r o d u c e t h e s p e c i a l e q u i p m e n t t h a t w o u l d be r e q u i r e d f o r t h e p l a n t s , " 
b u t t h e p o t e n t i a l f o r l a r g e s c a l e d e v e l o p m e n t a r o u n d t h e t u r n o f t h e 
c e n t u r y r e m a i n s s u b s t a n t i a l . A l l t h a t r e m a i n s i s f o r p r i c e c o m p e t -
t i v e n e s s , a n d c l a r i f i c a t i o n o f g o v e r m e n t e n e r g y p o l i c i e s . 

I n D e c e m b e r , 1 9 7 3 , f o l l o w i n g t h e P r e s i d e n t ' s d i r e c t i v e t h a t t h e 
N a t i o n s h o u l d become e n e r g y s e l f - s u f f i c i e n t b y 1 9 8 0 , t h e A t o m i c E n e r g y 
C o m m i s s i o n c o m p l e t e a s p e c i a l r e p o r t o u t l i n i n g a n " a g g r e s s i v e new 
p r o g r a m . . . i m m e d i a t e l y ( b e g i n n i n g ) c o n s t r u c t i o n o f f u l l - s c a l e c o m m e r c i a l 
p l a n t s u s i n g e x i s t i n g t e c h n o l o g i e s f o r p r o d u c i n g s y n t h e t i c f u e l s f r o m 
c o a l . " I n J a n u a r y , 1 9 7 4 , t h e Commerce D e p a r t m e n t p r o p o s e d a p a c k a g e 
o f f e d e r a l p r o g r a m s t o r e d u c e t h e c a p i t a l r i s k o f s y n t h e t i c f u e l i n v e s t -
m e n t s t h r o u g h p r i c e g u a r a n t e e s a n d o t h e r c a p i t a l i n c e n t i v e s , a n d i n 
F e b r u a r y t h e W h i t e House g a v e f u r t h e r i m p e t u s t o t h e i d e a o f a m a s s i v e 
s y n t h e t i c f u e l s i n d u s t r y i n i t s p r o p o s a l t o make t h e U . S . a " n e t e x -
p o r t e r o f e n e r g y d u r i n g t h e 1 9 8 0 ' s . " D e s p i t e t h e f a c t t h a t t h e P r o j e c t 
I n d e p e n d e n c e R e p o r t c o n c l u d e d t h a t " s y n t h e t i c f u e l s w i l l n o t p l a y a 
m a j o r r o l e b e t w e e n now a n d 1 9 8 5 " , t h e P r e s i d e n t ' s E n e r g y M e s s a g e a n d 
F E A ' s s u b s e q u e n t E n v i r o n m e n t a l S t a t e m e n t r e i t e r a t e d t h e e a r l i e r p r o p o s a l s 
f o r a m b i t i o u s new c o m m e r c i a l i z a t i o n p r o g r a m s a n d s u b s i d i e s . 

I n t h e c o n t e x t o f a p r i v a t e , b u t r e p o r t e d l y t h o r o u g h , A m e r i c a n 
Gas A s s o c i a t i o n s t u d y o f s u i t a b l e s i t e s f o r g a s i f i c a t i o n f a c i l i t i e s , 
i t a p p e a r s t h a t a p p r o x i m a t e l y 175 s i t e s e x i s t w i t h a d e q u a t e f u e l a n d 
w a t e r a v a i l a b i l i t y , a n d t h a t t h e s i t i n g o f 20 f a c i l i t i e s s h o u l d n o t 
p o s e a s i g n i f i c a n t s i t i n g p r o b l e m o v e r t h e n e x t t e n y e a r s . B e y o n d 1985 
l a r g e s c a l e d e v e l o p m e n t i s l i k e l y t o p o s e more s e r i o u s w a t e r r e s o u r c e 
c o n f l i c t s , t h a n s i t e s e l e c t i o n p r o b l e m s . 
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APPENDIX C : PLANNED GENERATING F A C I L I T Y ADDIT IONS 

The f o l l o w i n g t a b l e c o m p a r e s F E A ' s s u m m a r y o f p r o j e c t e d 
c a p a c i t y a d d i t i o n s ( a n d i n s t a l l e d g e n e r a t i n g c a p a c i t y i n 1 9 8 5 ) 
w i t h FPC e s t i m a t e s b a s e d o n c u r r e n t u t i l i t y p l a n s : * 

1 9 7 3 INSTALLED GENERATING CAPACITY ( m i l l i o n s o f kW) 

N u c l e a r 20 

C o a l 167 

C o m b u s t i o n T u r b i n e 33 

O t h e r * * 2 1 7 

FEA EST IMATES: G e n e r a t i n g C a p a c i t y & New A d d i t i o n s 

N u c l e a r 204 - 240 184 - 2 2 0 

C o a l 327 - 2 9 1 200 - 155 

C o m b u s t i o n T u r b i n e 162 2 6 0 

O t h e r * * 229 12 

FPC ESTIMATES: G e n e r a t i n g C a p a c i t y & New A d d i t i o n s 

N u c l e a r 214 194 

C o a l * * * 369 202 

C o m b u s t i o n T u r b i n e 55 22 

O t h e r ( s p e c i f i e d ) 284 67 

S o u r c e : FPC D o c k e t R - 3 6 2 , A p r i l 1 , 1 9 7 4 

* U t i l i t y p r o j e c t i o n s a r e , i n f a c t , c o m p i l e d t o 1 9 8 3 . H o w e v e r , i n s o f a r 
a s b o t h p r o j e c t i o n s a r e f o r i n s t a l l e d c a p a c i t i e s o f 922 GWe, a n d b o t h 
r e p r e s e n t p r o j e c t i o n s f o r t h e t y p e s o f r e a c t o r s c o m p r i s i n g t h e n e x t 
485 GWe t o b e a d d e d , t h e y h a v e b e e n c o m p a r e d d i r e c t l y . 

* * T h i s f i g u r e h a s b e e n c o m p u t e d b y ^ d e d u c t i n g t h e f i g u r e s f o r t h e o t h e r 
o t h e r u n i t s i n d i c a t e d ( a n d c i t e d p r e v i o u s l y ) , f r o m P r o j e c t I n d e p e n d e n c e 
B l u e p r i n t p r o j e c t i o n s f o r t h e y e a r 1 9 8 5 . 

* * * U t i l i t y f i g u r e s a r e g i v e n f o r f o s s i l f u e l e d u n i t s , a n d h a v e b e e n 
l a b e l e d a s c o a l u n i t s h e r e f o r Jthe p u r p o s e . o f c o n s i s t a n c y w i t h FEA 
a s s u m p t i o n s t h a t a l l f u t u r e f o s s i l s t e a m p l a n t s a r e t o be c o a l f i r e d . 
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A p p e n d i x C : p . 2 

I t s h o u l d be n o t e d h e r e t h a t m o r e t h a n 16% o f t h e u t i l i t i e s ' 
p l a n n e d c a p a c i t y a r e f r o m u n i t s u n d e r 500 MW; 

UNIT PERCENT OF NUMBER PERCENT 
OUTPUT TOTAL OF OF TOTAL 

(MW) (MW) UNITS (No. o f U n i t s ) 

000 - 299 

300 - 499 

500 - 799 

800 - 1199 

1200 - 2099 

20318 

4 1 0 3 3 

1 1 3 , 8 3 6 

7 0 , 4 0 2 

4 9 , 8 5 2 

3 9 5 , 4 4 1 

5 

11 

29 

43 

13 

101 

148 

104 

185 

1 7 1 

40 

648 

23 

16 

29 

26 

6 

100 

S o u r c e : FPC, A p r i l 1 , 1974 

a n d a p p r o x i m a t e l y 14% o f p l a n n e d c a p a c i t y a d d i t i o n s t h r o u g h 1 9 8 3 
c o n s i s t o f h y d r o - e l e c t r i c o r m i s c e l l a n e o u s u n i t s ( o t h e r t h a n c o a l , 
n u c l e a r , a n d c o m b u s t i o n t u r b i n e s ) : 

TYPE OF UNIT 

FOSSIL STEAM 

NUCLEAR STEAM 

COMBUSTION TURBINE 

HYDRO-ELECTRIC 

PUMPED STORAGE 

GEOTHERMAL 

MISCELLANEOUS 

TOTAL: 

PROJECTED MW OUTPUT 

2 0 2 , 3 2 6 

1 9 3 , 3 3 0 

2 1 , 8 7 0 

1 3 , 5 8 0 

18,261 

1 4 , 0 2 1 

2 1 , 7 5 2 

4 8 5 , 1 4 0 

PERCENT OF TOTAL 

4 1 . 7 

3 8 . 9 

4 . 5 

2.8 

3 . 7 

2 . 9 

4 . 5 

9 9 . 0 

S o u r c e : FPC, A p r i l 1 , 197 4 
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A p p e n d i x - : p . 3 

C o n s t r u c t i o n p l a n s f o r a d d i t i o n a l new g e n e r a t i n g f a c i l i -
t i e s by e l e c t r i c r e l i a b i l i t y c o u n c i l a r e a s , a r e r e p r e s e n t e d i n 
t h e f o l l o w i n g t a b l e : 

ECAR ERCOT MAAC MAIN MARCA NPCC SERC SWPP WSCC TOTAL 

1974 5 4 6 1 3 7 11 3 6 46 

1975 6 3 4 4 2 6 8 3 6 43 

1976 6 4 2 4 2 1 13 4 7 43 

1977 6 4 4 5 3 3 5 4 4 38 

1978 5 2 4 5 2 2 7 6 9 42 

1979 8 1 5 3 3 4 9 3 6 42 

1980 4 1 3 4 3 8 3 5 3 1 

1 9 8 1 2 1 5 3 1 4 2 5 23 

1982 2 1 3 3 3 4 16 

1983 2 3 1 1 1 1 9 

TOTAL 46 24 37 30 15 30 69 30 52 333 

ECAR - E a s t C e n t r a l A r e a R e l i a b i l i t y C o o r d i n a t i o n A g r e e m e n t 
ERCOT - E l e c t r i c R e l i a b i l i t y C o u n c i l o f T e x a s 
MAAC - M i d - A t l a n t i c A r e a C o u n c i l 
MAIN - M i d - A m e r i c a I n t e r p o o l N e t w o r k 
MARCA - M i d - C o n t i n e n t A r e a R e l i a b i l i t y C o o r d i n a t i o n A g r e e m e n t 
NPCC - N o r t h e a s t Power C o o r d i n a t i n g C o u n c i l 
SERC . - S o u t h e a s t e r n E l e c t r i c R e l i a b i l i t y C o u n c i l 
SWPP - S o u t h w e s t Power P o o l C o o r d i n a t i o n C o u n c i l 
WSCC - W e s t e r n S y s t e m s C o o r d i n a t i n g C o u n c i l 

F i n a l l y , i t s h o u l d be n o t e d t h a t n e i t h e r F E A ' s e s t i m a t e , n o r 
o u r own, t a k e s a c c o u n t o f t h e a v a i l a b i l i t y o f new s i t e s r e s u l t i n g 
f r o m t h e r e t i r e m e n t o f o l d e r f a c i l i t i e s o r t h e p o t e n t i a l f o r a d d i n g 
a d d i t i o n a l u n i t s t o e x i s t i n g s i t e s . 
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A p p e n d i x c : p . 4 

The f o l l o w i n g t a b l e i n d i c a t e s p r o j e c t e d f a c i l i t y a d d i t i o n s 
( i n M e g a w a t t s ) f o r u n i t s o v e r 300 MW d u r i n g t h e p e r i o d f r o m 1 9 7 4 
t h r o u g h 1 9 7 9 , a n d f o r u n i t s l i s t e d a s b e i n g o v e r 300MW a n d e i t h e r 
u n d e r c o n s t r u c t i o n o r w i t h i n t w o y e a r s o f c o n s t r u c t i o n i n FPC d a t a 
c o m p i l e d p u r s u a n t t o D o c k e t R - 3 6 2 , A p r i l 1 , 1 9 7 4 . 

ECAR ERCOT MAAC MAIN MA RCA NPCC SERC SWPP WSCC 

1974 5709 2516 4 8 2 7 540 1837 4315 11685 2650 3665 

1975 5434 2135 3165 2557 868 4095 7 7 3 1 2740 3770 

1976 6 0 7 1 2296 1745 2490 1200 850 1 0 4 3 3 2197 3330 

1977 4738 3026 3205 3025 1688 1 3 1 1 5284 2213 2 5 7 3 

1978 5008 2940 2800 3535 7 6 1 1420 6 7 2 1 3459 7 1 5 9 

26960 12913 15742 12147 6354 1 1 1 9 9 1 4 1 8 5 4 1 3 2 5 9 1 9 4 9 7 

1979 5008 750 4575 2198 1 6 3 1 4200 7324 2 2 2 0 2 9 3 0 

1980 2138 1150 3098 3760 2755 7968 2155 4 1 5 0 

1 9 8 1 2114 750 5515 3360 1150 4450 1 6 3 0 5 6 7 0 

1982 2330 1150 3048 3557 3 2 9 1 2 6 1 0 

1983 2114 2250 1160 950 1 1 9 1 760 

13704 6050 17396 10268 1 6 3 1 11662 2 4 2 2 4 6005 1 6 1 2 0 

T o t a l 40664 18963 33138 22415 7985 23653 6 6 0 7 8 1 9 2 6 4 35 17 
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T a b l e 2 - 2 1 

EST IMATED NUMBER1 OF NEW F A C I L I T I E S REQUIRED TO MEF.T ENERGY 
DEMAND INCREASES OVER 197 2 

ENERGY 
INDEPENDENCE ACCELERATED ACCELERYTEO RETJCED REDUCED 

ACT SUPPLY CONSERVYT I 0*1 S i i P ^ . Y C n NS T'RVAT 10*1 

U n d e r g r o u n d C o a l M i n e s 
(3 m i l l i o n tons/yr m i n e ) 53 83 5 1 47 6 i o 

S u r f a c e C o a l M i n e s 
- E a s t e r n 

( 1 n i l l i o n t o n s / y r m i n e ) 155 155 35 
- W e s t e r n 

(5 m i l l i o n t o n s / y r m i n e ) 4 0 38 

O i l S h a l e 
- P l a n t s 

( 5 0 , 0 0 0 b b l / d p l a n t ) 

P o w e r p l a n t U n i t s 
- C o a l F i r e d 

( 8 0 0 MW u n i t ) 2 0 4 2 4 8 1 9 7 197 135 119 
- O i l F i r e d 

( 8 0 0 MW u n i t ) ( 2 1 ) 3 ( 2 1 ) ( 2 1 ) 1 ( 2 1 ) ( J ) 
- N a t u r a l Gas F i r e d 

( 8 0 0 MW u n i t ) ( 1 6 ) ( 1 6 ) ( 1 6 ) ( 1 6 ) ( 1 6 ) ( i f , ) 
- HYDRO 

( C a p a c i t y i n 1 0 0 0 MW) 1 1 7 . 5 1 1 7 . 5 1 1 7 . 5 1 1 7 . 5 1 1 7 . 5 117 
- CO'-mu. lTION ENGINE 

i 5 0 0 ?iw p l a n t ) 454 2 8 1 337 269 539 504 
- NUCLEAR 

( 1 0 0 0 MW p l a n t ) 184 184 184 184 184 184 

R E F I N E R I E S ( 1 0 0 , 0 0 0 b b l / d ) 40 1 1 25 1? 62 (,? 

1 T h e n u n b e r o f t y p i c a l f a c i l i t i e s h a s b e e n e s t i m a t e d b y d i v i d i n g t h e d i f f e r e n c e i n e n e r q y p r o d u c t i o n l e v e l b e t w e e n 1972 
-u id i O H j b y t h e a v e r a g e s i z e f a c i l i t y . I t i s n o t p o s s i b l e t o " a v e r a g e " o i l a n d q a s we i i s d u e t o h i q h r e g i o n a l <h f f o r c " 
F o r e x a m p l e , i n 1 9 6 B , A l a s k a p r o d u c e d 1 4 0 0 b b l / w e l l / d a v w h i l e K a n s a s p r o d u c e d 5 . 6 b b l / w " i 1 / d a y . T h e - n u m b e r o f n i n e s 
w o u l d be t h e m i n i m u r . n u m b e r . New l a r g e m i n e s o f t h e s i z e s s h o w n w o u l d p r o v i d e t h e m a x i m u m b e n e f i t t o t h e o p e r a t o r s n t v i 
m i n e r s ; h o w e v e r , t h e a v e r a g e m i n e s o p e n e d t e n d t o b e s m a l l e r t h a n i s s h o w n h e r e . 

2 T i n s c a t e g o r y i n c l u d e s c o m b i n e d - c y c l e p l a n t s f o r i n t e r m e d i a t e l o a d r e q u i r e m e n t s . 

3 N u m b e r s i n p a r e n t h e s e s a r e r e d u c t i o n s . 
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APPENDIX E : ELECTRIC GENERATING F A C I L I T Y CONSTRUCTION AND DEMAND 

The f o l l o w i n g t w o t a b l e s a r e c o m p i l e d f r o m FPC d a t a r e g a r d i n g 
t r e n d s i n e l e c t r i c e n e r g y p r o d u c t i o n ( c o n s u m p t i o n ) a n d g e n e r a t i n g 
p l a n t c o n s t r u c t i o n d u r i n g t h e l a s t h a l f o f 1 9 7 4 . 

ELECTRIC ENERGY PRODUCTION 

( B i l l i o n kWhr ) 

1973 1974 P e r c e n t Change 

Y e a r e n d i n g J u l y 3 1 1 , 9 2 9 1 , 9 7 0 2 . 2 

Y e a r e n d i n g A u g u s t 31 1 , 9 4 3 1 , 9 6 6 1 . 2 

Y e a r e n d i n g S e p t e m b e r 3 1 1 , 9 5 2 1 , 9 6 2 0 . 5 

Y e a r e n d i n g O c t o b e r 31 1 , 9 6 2 1 , 9 6 0 - 0 . 1 

Y e a r e n d i n g November 31 1 , 966 1 , 9 6 1 - 0 . 2 

INSTALLED GENERATING CAPACITY 

( T h o u s a n d s o f Kw) 

1973 1974 P e r c e n t Change 

J u l y 4 4 3 , 3 7 8 4 7 4 , 1 4 3 6 . 9 

A u g u s t 4 4 7 , 6 6 2 4 8 0 , 9 2 2 7 . 4 

S e p t e m b e r 4 4 9 , 4 5 4 4 8 4 , 1 4 5 7 . 7 

O c t o b e r 4 5 1 , 3 1 0 4 8 5 , 7 3 3 7 . 6 

November 4 5 4 , 2 2 6 4 8 6 , 5 0 8 7 . 1 

F e d e r a l Power C o m m i s s i o n 
News R e l e a s e , 

N o . 2 1 3 6 9 , May 6 , 1975 
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APPENDIX F : REASONS FOR DELAY I N POWER PLANT DEVELOPMENT 

REASONS FOR DELAY 

F E A ' s J u s t i f i c a t i o n P a p e r f o r t h e P r e s i d e n t ' s e n e r g y 
f a c i l i t y s i t i n g l e g i s l a t i o n d e f i n e s t h e " d e l a y s i n e n e r g y f a c i l i t y 
s i t e d e s i g n a t i o n a n d p r e c o n s t r u c t i o n a p p r o v a l s ( a s ) t h e m o s t i m -
p o r t a n t p r o b l e m s t h a t m u s t b e r e s o l v e d t o a c h i e v e t h e N a t i o n ' s 
e n e r g y g o a l s . " 

H o w e v e r , i t h a s b e e n t h e f i n d i n g o f t h e t w o m o s t r e c e n t 
m a j o r f e d e r a l s t u d i e s o n t h e s u b j e c t t h a t t h i s i s n o t t h e c a s e , 
a n d r e c e n t C o n g r e s s i o n a l h e a r i n g r e c o r d s a r e r e p l e t e w i t h t e s t i m o n y 
w h i c h s i m i l a r l y c o n t r a d i c t F E A ' s a s s e r t i o n s . 

I n 1 9 7 3 , C o m m i s s i o n e r D o u b o f t h e AEC r e p o r t e d t h e r e s u l t s 
o f a F e d e r a l P o w e r C o m m i s s i o n s t u d y o n t h e r e a s o n s f o r d e l a y i n 
n u c l e a r p o w e r p l a n t s . I n t h e 28 p l a n t s r e v i e w e d , l a b o r a n d e q u i p -
m e n t p r o b l e m s w e r e r e s p o n s i b l e f o r m o s t o f t h e d e l a y s : 

NUMBER PLANT/MONTHS 
CAUSES OF PLANTS OF 

AFFECTED DELAY 

P o o r P r o d u c t i v i t y o f L a b o r 16 84 

L a t e D e l i v e r y o f M a j o r E q u i p m e n t 9 68 

C h a n g e i n R e g u l a t o r y R e q u i r e m e n t s 8 2 3 

E q u i p m e n t C o m p o n e n t F a i l u r e 6 15 

S t r i k e s o f C o n s t r u c t i o n L a b o r 5 18 

S h o r t a g e o f C o n s t r u c t i o n L a b o r 5 18 

L e g a l C h a l l e n g e s 4 9 

S t r i k e o f F a c t o r y L a b o r 5 

R e s c h e d u l i n g o f A s s o c i a t e d F a c i l i t i e s 12 

W e a t h e r 9 

S o u r c e : " N u c l e a r P o w e r p l a n t S i t i n g A n d L i c e n s i n g , " 
H e a r i n g s b e f o r e J o i n t C o m m i t t e e o n A t o m i c 
E n e r g y , 1 9 7 4 . 
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A p p e n d i x F : p . 2 

A m o r e r e c e n t a n a l y s i s o f p r e l i m i n a r y FPC d a t a i n d i c a t e s 
a s i m i l a r s i t u a t i o n i n t h e c a s e o f a l l p o w e r p l a n t s : 

CAUSES OF DELAY NUMBER MW 
OF UNITS CAPACITY 

L a t e D e l i v e r y o f E q u i p m e n t , E q u i p m e n t 71 2 5 , 1 2 5 
F a i l u r e , and F a u l t y I n s t a l l a t i o n o f 
E q u i p m e n t 

I n i t i a l O p e r a t i o n P r o b l e m s 13 2 , 4 4 6 

R e s c h e d u l i n g o f A s s o c i a t e d F a c i l i t i e s 28 5 , 4 3 2 

P r o b l e m s R e l a t e d t o C o n s t r u c t i o n L a b o r , 44 2 7 , 6 0 0 
M a n u f a c t u r e r s , E m p l o y e e s , a n d P r o -
d u c t i v i t y 

P r o l o n g e d P r o c e d u r e s f o r S t a t e a n d 34 8 , 7 1 8 
L o c a l C e r t i f i c a t i o n 

P r o l o n g e d P r o c e d u r e s f o r F e d e r a l 35 2 9 , 4 5 1 
C e r t i f i c a t i o n 

C h a n g e s i n R e g u l a t o r y R e q u i r e m e n t s 28 3 1 , 0 4 7 

L e g a l C h a l l e n g e s 43 2 6 , 2 9 5 

F i s c a l P r o b l e m s 53 2 9 , 8 4 6 

O t h e r R e a s o n s 71 4 4 , 1 0 0 

S o u r c e : FPC, G e n e r a t i o n C o n s t r u c t i o n , M a r c h 1975 
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Append ix F : p . 3 

The s t a t i s t i c s u n d e r s c o r e t h e p o i n t t h a t n o n e o f t h e 
F e d e r a l s i t i n g l e g i s l a t i o n w h i c h h a s b e e n p r o p o s e d a d d r e s s e s 
t h e b o n a f i d e p r o b l e m s a s s o c i a t e d w i t h e n e r g y f a c i l i t y s i t i n g 
a n d d e v e l o p m e n t , a n d t h e d a t a i t s e l f i s u n d e r s c o r e d a g a i n b y 
a r e c e n t FEA a n a l y s i s o f t h e r e a s o n s f o r c a n c e l a t i o n and d e l a y 
o f n u c l e a r p o w e r p l a n t s . T h a t s t u d y h a s f o u n d t h a t by J a n u -
a r y , 1 9 7 4 , 69% o f t h e 190 n u c l e a r u n i t s p l a n n e d a n d on o r d e r 
h a d b e e n c a n c e l l e d , p o s t p o n e d , o r o t h e r w i s e r e s c h e d u l e d . A l -
t h o u g h a p p r o x i m a t e l y 50% o f t h o s e p l a n t s r e s c h e d u l e d w e r e d e -
l a y e d f o r f i n a n c i a l r e a s o n s , 33% w e r e r e s c h e d u l e d f o r r e a s o n s 
u n r e l a t e d t o f i n a n c i a l c o n s i d e r a t i o n s , and 18% w e r e r e s c h e d u l e d 
o n l y f o r r e a s o n s o f a d j u s t e d l o a d g r o w t h . * 

* A n a l y s i s o f N u c l e a r Power P l a n t D e l a y s A n n o u n c e d i n 1 9 7 4 , 
R i c h a r d H. W i l l i a m s o n , F e d e r a l E n e r g y A d m i n i s t r a t i o n , F e b r u a r y , 
1975 . 
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1 9 7 4 , p . 2 . 1 - 2 2 

30 H u e t t n e r , D a v i d A . , a n d L a n d o n , J o h n H . , " E l e c t r i c U t i l i t i e s : 
E c o n o m i e s a n d D i s e c o n o m i e s o f S c a l e , " W o r k i n g P a p e r 

31 FEA, " T h e Need f o r E n e r g y F a c i l i t y L e g i s l a t i o n " , J a n u a r y 1975 
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C A P I T A L COSTS A N D A L T E R N A T I V E S TO I N C R E A S E D E L E C T R I C G E N E R A T I N G RESERVES 

I n compar ing the costs of large-scale powerp lants (800-1200MWe) and smal l 
scale un i t s (below 500MWe) i t is impo r tan t to consider the reserve capacit ies 
associated w i t h each. Obviously i f you add a single large u n i t to any system, 
ra ther t han a couple of smal l un i ts , you stand more of a chance of any shortage 
i f the powerp lant fa i ls . T h a t argument is impor tan t , bu t has been compounded 
by the fac t t ha t large powerp lants have general ly proven less re l iab le t h a n 
smal l powerplants. The electr ic u t i l i t y i ndus t ry has re luc tan t l y adm i t t ed th is 
fac t (E lec t r i ca l Wor ld , November 1975), bu t is present ly a rgu ing t h a t th i s is 
only because the p lants are immature , t ha t eventual ly they w i l l prove as re l i -
able as the i r smal ler counterparts. 

I n the meant ime, th is h is to r i ca l data has forced the u t i l i t i e s to p lan ex t r a 
reserve capacity (above m a x i m u m peak demands) to compensate f o r the unre-
l i ab i l i t y of large new plants. As the FPC stated i n June 1974, " t he t rend 
t o w a r d larger generat ing un i t sizes, and the re la t ive ly poor ava i l ab i l i t y records 
of many large uni ts , operate to increase reserve marg in requi rements over t h a t 
wh i ch is needed when smal ler, ma tu re un i t s predominate on a system." As a 
resul t , the FPC noted tha t the u t i l i t y reserve capacity p lanned fo r the next 
decade tended t owa rd " the upper end of the 15 to 25 percent band cu r ren t l y 
observed." 

I f we take F E A ' s projected capaci ty figures f o r 1985, i t is easy to calculate 
the add i t ion capacity involved. W i t h a pro jected to ta l generat ing capaci ty of 
922 GWe, i f we assume a 25% reserve marg in is included, t h i s wou ld invo lve 
738 GWe of base capacity and 184 GWe of reserve: a 15% reserve capaci ty 
wou ld leave 801 GWe of base w i t h 121 GWe of reserve. I f we assume a cost 
of $1 b i l l i on per GWe ( 1 G W e = 1 0 0 0 M W e ) the add i t iona l cap i ta l cost of the 
ex t ra 10% reserve capacity wou ld be $63 b i l l ion. Pro jected to the year 2,000 
the cost wou ld be approx imate ly $168 b i l l ion. 

These costs are approx imate as they are based on the cu r ren t costs of 
nuclear reactors, and wh i le the ac tua l marg ina l costs of reserve capaci ty m igh t 
be lower, the projected costs of nuclear reactors ordered today and coming on 
l ine i n 1985 may be twice as high. So i t is probably a good enough first r u n 
estimate. 

I n add i t i on to th is i t is impor tan t to note two other possibi l i t ies f o r meet ing 
projected (not reduced) electr ic energy demands w i t h less impact and cost. 
F i r s t of a l l , the Dow-Mid land Energy I n d u s t r i a l Center Study ind ica ted t ha t 
i ndus t r i a l cogeneration of e lect r ic i ty w i t h i ndus t r i a l steam supply sources, 
could reduce our energy resource requi rements by the equivalent of 680,000 
bb l /day by 1985, a t a cap i ta l savings of $20-50 b i l l i on over the next ten years. 
Fur thermore , th i s wou ld be at cur ren t consumpt ion levels, and w i t h the neces-
sary lead t imes reduced to about two years. 

A t the same t ime E R D A has est imated tha t " i f the p roduc t i v i t y of L W R ' s 
( l i gh t water nuclear reactors) were improved f r o m capacity fac tors of 57% 
closer to the i r expected levels of 70%, there wou ld be an equivalent o i l savings 
of 40,000 bb l /day fo r each percentage improvement . " T h a t comes to a possible 
energy savings of 520,000 bb l /day , and i f added to the po ten t ia l energy savings 
of i ndus t r i a l cogeneration, indicates of po ten t ia l energy resources savings equiv-
alent to 1,200,000 bb l /day by 1985 w i t h o u t add ing add i t i ona l cent ra l s ta t ion 
generat ing capacity and w i t h o u t any reduct ion i n e lectr ica l energy demand. Nor 
is the development of any new technology involved, a l though the successful 
operat ion of ex is t ing nuclear reactors is presumed. 

A t a m i n i m u m I t h i nk i t possible to conclude tha t re l iab le electr ic energy 
supplies f o r the next ten years do not necessarily have to depend on the addi-
t i on of increased reserve marg ins ; and i n fac t other a l ternat ives appear more 
a t t rac t i ve f r o m the standpoint of both cap i ta l investment and env i ronmenta l 
impact. Obviously, i f the potent ia l f o r energy conservat ion improvements, many 
of wh i ch have been proven to produce greater employment a t less cost t h a n 
equivalent increases i n energy product ion, are considered, energy product ion 
is f u r t h e r reduced, less cap i ta l is required, more cap i ta l is l i ke ly to be made 
avai lable f o r investment i n other sectors of the economy, and more jobs are 
l i ke ly to be created. 

Several good references on th is include : 
E n e r g y I n d u s t r i a l C e n t e r S t u d y , D o w Chemical Company et al., June 1975 

under a g ran t f r o m the Na t i ona l Science Foundat ion ; 
I n v e s t m e n t P l a n n i n g i n t h e E n e r g y S e c t o r , K a h n et. al., Ma rch 1976, prepared 

f o r E R D A a t Lawrence Berkeley Labora to ry ; 
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"E lec t r i c i t y Consumpt ion and Investment Finance in Ca l i fo rn ia " , a d r a f t 
report by W.R.Z. Wi l l ey of the Env i ronmenta l Defense Fund, Berke ley ; 

"Conservat ion and Peak Power : Cost and Demand" , Goldstein and Rosenfeld, 
January 1976, Lawrence Berkeley Laboratory ; 

"Economies and Diseconomies of Scale i n Nuclear Turb ine Generators", 
Messing, Env i ronmen ta l Pol icy Ins t i tu te , August, 1975; 

A R e p o r t o n I m p r o v i n g t h e P r o d u c t i v i t y of E l e c t r i c P o w e r p l a n t s , F E A , 
March, 1975. 

S U M M A R Y 

A proposal to address the na t iona l issue on a large-scale publ ic appeal 
campaign. 

BACKGROUND 

The na t iona l nuclear debate has been approached by the ant i -nuclear side 
by using emot ional " f e a r " statements to persuade the voters tha t nuclear energy 
is not safe. The indus t ry has been counter ing in a t r ad i t i ona l manner qui te 
common to the technical ly-educated by p rov id ing strong " techn ica l " evidence 
to the same voter. Un fo r tuna te ly , the voter does not have the technical back-
ground to accept our arguments w i t h confidence. Wh i l e these " techn ica l " cases 
must cont inue to be made to the publ ic, there is st rong reason to question th is 
mode of operat ion as being adequate to " w i n " our case. For th is reason, we 
fe l t i t impor tan t to b r i ng the issue f o r w a r d f o r examinat ion and present the 
course of act ion and possible other courses wh ich might be taken. 

PROPOSAL 

Form a special office of A I F to specifically deal w i t h the na t iona l publ ic 
nuclear campaign. The ef for t intended should not be misconstrued as a massive 
publ ic relat ions campaign. I t must be a nuclear acceptance campaign wh ich w i l l 
be geared to mot iva te and persuade the publ ic to observe the posi t ive values of 
nuclear energy and i ts safe use, and the a l ternate consequences i f not used; 
i.e., the loss of jobs wh ich the scarcity of energy wou ld cause; the extreme 
social unrest wh i ch wou ld result and the h igh cost to the t ax payers who s t i l l 
have jobs to support the unemployed; the very real and most serious th reat to 
nat iona l securi ty by fore ign dominance caused by our basic rel iance of fore ign 
middle eastern o i l wh i ch has no credible l ine of defense as a rel iable source of 
energy to the Un i ted States, Europe, and Japan. A l l of these d ramat ic concerns 
must be emphat ica l ly brought to the di rect a t ten t ion of the grass roots voters 
i n a way tha t they understand and w i l l be concerned toward f avo r i ng nuclear 
energy. 

The special campaign group would be specifically selected fo r the i r expert ise 
in managing, developing and implement ing th is ef fort using advanced po l i t i ca l 
campaign management technology. The office wou ld be dedicated only to th is 
ef for t and wou ld consist of contracted fo r outside ta lent of the type most 
f a m i l i a r w i t h runn ing a po l i t i ca l campaign. The office wou ld have a def in i t ive 
l i f e span to te rmina te a f te r the November 1976 elections unless f u r t he r state 
in i t i a t i ves were evident. 

The ef for t w i l l not supplant the i nd i v i dua l state efforts, but w i l l complement 
them w i t h much harder h i t t i n g impact of na t iona l events and media use. 

C O N C L U S I O N 

There is s t i l l reasonable t ime to organize and implement a substant ia l ly bene-
ficial ef for t now to assist the outcome of the Ca l i fo rn ia i n i t i a t i ve vote on 
June 8, 1976, as we l l as those wh ich w i l l be on the November bal lot . The ef for t 
must have approva l to proceed by mid-March to become f u l l y organized by 
A p r i l 1. 

Th is ef for t must be supported by a l l segments of the u t i l i t y indust ry both 
manufac turers and users to be effective. Th is must also be recognized by the 
non-nuclear use u t i l i t ies , since any loss of the u ran ium fue l opt ion w i l l only 
reflect more heavi ly upon the already stressed coal developments. Upon concur-
rence of the need to proceed, the A I F task force to organize the nuclear publ ic 
appeal campaign w i l l move prompt ly to fo rmu la te and implement such an effort . 

Support fo r nuclear power i n Ca l i fo rn ia is cont inu ing to erode as the resul t 
of the cont inu ing barrage of wel l -orchestrated fear tact ics being deployed by 
ant i -nuclear forces. F r o m November. 1975, to March, 1975, F ie ld Research Cor-
porat ion's pol ls showed a ten-percentage-point drop among those people who had 
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intended to vote against the nuclear in i t ia t ive. Th is same anti-nuclear sentiment 
has spread across the country. Al though only Cal i fornia, Oregon, and Colorado 
have so fa r qualif ied to place in i t ia t ives on the ballot f o r June or November, 
another 9 to 14 states are possible candidates fo r s imi lar in i t ia t ives by th is 
Fal l . The Cal i forn ia based anti-nuclear group, Project Survival , has identi f ied 
as many as 20 target states fo r their anti-nuclear, ant i -growth, anti-energy 
fac i l i t y activism. 

However, Cal i forn ia is cr i t ical . I f i ts proposal is passed, i t w i l l send t remors 
fa r beyond Cal i fornia. I f the in i t ia t i ve passes, a "domino effect" could reverber-
ate through states w i t h s imi lar pending in i t iat ives. I t could deter fu r the r Con-
gressional and Executive support fo r nuclear power. I t could influence the wor ld 
nuclear developments. And, of course, i t could cause severe economic disloca-
tions. 

The recent public at tent ion given to the four engineers who resigned f r o m 
industry and the Nuclear Regulatory Commission is evidence of the max imum 
manipulat ion of the media by the anti-nuclear forces. There is substant ial evi-
dence tha t the resignations and public statements were careful ly planned by 
the anti-nuclear fact ions for max imum publ ic i ty effect. Press releases, pre-
sented w i t h moral ist ic overtones and rel igious fervor, dealt w i t h man's inab i l i t y 
to be responsible for every imaginable nuclear consequence and exaggerated 
dangers. The movement sells " fear . " I t warns of invisible k i l le rs and pending 
catastrophe. I t also advocates property destruction and sabotage as i n Lovejoy's 
Nuclear War , a film which has been shown to thousands of environmental and 
other act iv ist organizations across the country. 

The broad-side nuclear attack, which has been so intensified w i t h i n the last 
two years, is only the cut t ing edge of a much broader attack on the l i fe of the 
ent i re electric u t i l i t y and energy industry, perhaps even the very qual i ty of 
human l i fe. The nuclear controversy cannot be judged in isolation. Already 
there is heated debate over Western coal development and argument over every 
conceivable type of dr i l l ing, mi l l ing, mining, transport ing, and method of energy 
production. The problem w i t h the "ant is " is tha t they w i l l not stop w i t h 
nuclear—it just happens to be the most tangible target they have chosen fo r 
the moment. The success of such tactics can be seen in pr ivate, industry polls 
which fu r ther demonstrate the eroding support fo r nuclear. I n February, 1974, 
68 percent of the Cal i forn ia voters said they would vote against the nuclear 
proposition. By May, 1975, th is had dropped to 55 percent. Today only a t h i r d 
are decidely against i t . And whi le almost another t h i r d are undecided, i t should 
be noted that "uncommit ted" voters usually side w i t h the emotional issues. 

I n addit ion, i t is impor tant to recognize tha t a nuclear ban is only the ver-
balized goal of the environmental movement. There are latent or non-verbalized 
objectives that need clarif ication. For example, a vote against nuclear power 
to the People's Lobby in Cal i forn ia is also a vote against technology, excessive 
mater ia l consumption, economic and energy growth, and many other aspects of 
the current American l i fe style. Concurrently, i t is a vote against big business, 
bureaucracies, and "bigness" in general. Clearly, the voters of Cal i forn ia or 
any other state do not realize the cosmic impl icat ions of their vote. Nuclear is 
only perceived as the Achil les heel of a system whose goal of sustaining growth 
and prosperity in to the decades ahead is being questioned. Thus, more is at 
stake than one technology. A l l sources of energy and many emerging technol-
ogies, along w i t h privately-owned industry and a comfortable standard of l iv ing, 
are being debated. They are only sell ing f e a r ; the energy companies are sell ing 
hope. 

Unl ike the anti-nuclear forces who are well-coordinated in a nat ional coali-
t ion w i t h a un i fo rm strategy which is adapted to local needs, the pro-nuclear 
forces are fragmented and sometimes even have contradictory goals and stra-
tegies. To help pu l l th is direct ion together, a strong, unif ied nat ional campaign 
is needed—a pol i t ical campaign, for th is is a pol i t ica l issue. Th is should be a 
self-contained, short-term effort which lasts only long enough to acquaint people 
w i t h the real vot ing issues. Time, money, and people are l im i ted and need to 
be fu l l y maximized. Just as the anti-nuclear, ant i -growth, anti-technology 
forces have sold fear, the industry needs to find levers w i t h equal emotional 
intensity—massive unemployment, no growth, poorer l i v ing standards, runaway 
costs, and foreign dominance. For just as the environmental ists use thei r mush-
room-cloud posters to evoke concern, so do these basic economic tenets. 

A nat ional effort is necessary because what happens in Connecticut or Maine 
can effect Arizona or Cal i fornia. The effect of the " f ree" media on the current 
Cal i forn ia campaign is obvious. Since th is needs to be counter-balanced by a 
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wel l -coordinated strategy fo r get t ing spokesmen i n the ne twork news, a na t iona l 
campaign organizat ion wh ich can recru i t and manage speakers, acquire f ree 
media opportuni t ies, and oversee a unif ied, coherent na t iona l indust ry case is 
essential. The at tempts to educate the publ ic to the in t r icac ies of nuc lear— 
wh i le an impor tan t pa r t of a cont inuing, large-scale e f fo r t—is now insuff ic ient 
to mobi l ize and persuade the cit izens to cast the i r votes i n favo r of nuclear 
power. Th is requires an immediate, professionally-managed, po l i t i ca l campaign, 
and a professional campaign manager to look at the problem—developed and 
defined by research—to bu i ld a strategy fo r i ts solut ion. Research defines ways 
to provide m a x i m u m impact w i t h the r i gh t issue to the r i gh t audience through 
the correct media. Thus, i t is a classical max im iza t i on problem wh ich coordi-
nates research w i t h media and other specialty consultants. 

The indus t ry does not have the l uxu ry of t ime. The need f o r a na t iona l 
uni f ied campaign w h i c h maximizes the use of funds, personnel, and t ime is 
immediate. Th is batt le, i f lost, wTill not only be a defeat f o r the electr ic u t i l i t y 
indust ry , but a defeat f o r the hopes of many Amer icans and many people i n 
the emerging nat ions of the wor ld . 

P r e l i m i n a r y O r g a n i z a t i o n Plan 
Publ ic N' ic lcar Acceptance Campaign 

Board of Control.—This smal l group of pol i t ical ly-sensi t ive people w i l l be re-
sponsible f o r general pol icy of the program and immediate approva l of act ions 
the program manager wishes to take on a quick response t ime f rame. The make-
up of the group is requi red because of the consequences of the act ions to be 
taken wh i ch m igh t reflect upon the companies represented. The cont ro l board 
chai rman, Mr . Turner , wou ld be responsible fo r cont ro l of cash flow and proper 
u t i l i za t i on of ex is t ing A I F capabi l i t ies to the campaign. 
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Contributions to Americans for Energy Independence 

Unions: Uni ted Steelworkers of America (J. C. O'Brien) $500 
Uti l i t ies—large: 

American Electric Power Service Corp 10, 000 
Commonwealth Edison 6, 000 
Consolidated Edison of New York 6, 000 
Duke Power Co 6, 000 
Midd le South Services 5, 000 
Pacific Gas & Electric 6, 000 
Philadelphia Electric 6, 000 
Public Service Gas & Electric 6, 000 
Southern Cali fornia Edison 6, 000 
Southern Services 5, 000 
Wertheim & Co., Inc 1, 500 

Electr ical manufacturers: 
General Electric 25, 000 
Westinghouse 25, 000 

Stockbrokers: 
B ly th , Eastman & Di l lon 1, 000 
Kidder Peabody 2, 000 
K u h n Loeb & Co 5, 000 
Merr i l l , Lynch, Pierce, Fenner & Smith 5, 000 
Paine, Webber, Jackson & Curt is 5, 000 

Subcontractors: 
Al l ied Chemical 2, 000 
Babcock & Wilcox 5, 000 
Bechtel 4, 000 
Burns & Roe, Inc 2, 000 
Chicago Bridge & I ron 5, 000 
Cut ler-Hammer 1, 000 
General Atomic (Gulf Atomic) 2, 000 
Gibbs & H i l l 2, 000 
Main , Chas. T. , Inc 1, 000 
Stone & Webster, Inc 2, 000 

Ut i l i t ies—smal l : 
Bal t imore Gas & Electric Co 2, 000 
Boston Edison 2, 000 
Carolina Power & L igh t 2, 000 
Central I l l inois L ight 2, 000 
Cleveland Electric I l luminat ion Co 2, 000 
Det ro i t Edison 1, 000 
Flor ida Power & L ight Co 2, 000 
General Public Ut i l i t ies 2, 000 
Iowa Power & L igh t Co 2, 000 
Long Island L ight ing Co. ( L ILCO) 2, 000 
New England Electr ic: 

Granite State Electric Co 80 
Massachusetts Electric Co 1, 100 
Narragansett Electric Co 820 

New Yo rk State Electric & Gas Corp 2, 000 
Northeast Ut i l i t ies 4, 000 
Port land General Electric Co 2, 000 
Puget Sound Powers & L igh t Co 2, 000 
Public Service Indiana 000 
Public Service of New Hampshire 500 
Southwestern Public Service Co 2, 000 
Texas Electric Service 2, 000 
Toledo Edison 2, 000 
Wisconsin Electric 2, 000 

Miscellaneous: 
American Manpower & Aging Advisory Service 350 
Heinemann Electric Co 300 
Kramer Associates, Inc 250 
Small Producers for Energy Independence 6, 500 
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A N O V E R V I E W O F T H E C O N C L U S I O N S 

There has been a sl ight increase in support for nuclear power since the A p r i l 
survey which appears to have been a low point—perhaps caused by the several 
months of very negative publ ic i ty that nuclear power had experienced in the 
first quarter of this year. However, nuclear power is no more popular now than 
i t was in the surveys of last w in ter and fa l l . 

Support for alternatives is much the same today as i t was i n the spring. 
Opponents of nuclear power plants s t i l l cite the many dangers they fear, whi le 
proponents find nuclear power the most economical source of badly needed power. 

Consumers fe l t that they could make substantial reductions in their own 
energy use, i f they had incentives to do so. The greatest incentive to do so would 
simply be a convincing case that a real energy crisis does, i n fact, exist. 

The survey found that internat ional energy and economic competit ion provide 
yet another rat ionale for nuclear development i n the minds of consumers. This 
stemmed f rom a feeling that America needs more energy both to insure domestic 
economic growth and to compete w i t h foreign nations. People also fe l t American 
technical leadership in the nucelar field could help make nuclear development 
safer for everyone. 

T H E B A S I C Q U E S T I O N 

Support for nuclear power has increased since the spring. Wh i le support is up, 
i t has fai led to reach the level i t achieved in the f a l l and w in ter of 1974. 

Do you generally favor or oppose bui ld ing more nuclear power plants? 

[In percent] 

Favor Don't know Oppose 

Summer 1975 53 18 29 
Spring 1975 45 21 35 
Winter 1974/75 54 16 30 
Fall 1974 59 14 27 

Considering the relat ionship between support and opposition and perceptions 
of danger, i t may be tha t the relat ive calm of the past few months has helped 
fear to abate sl ight ly. The spring survey we should remember fol lowed several 
months of heavy anti-nuclear publ ic i ty. 

Women continue to be must less favorable to nuclear than men. 

WOMEN ONLY 

[In percent] 

Favor Not sure Oppose 

T o d a y . . . 
Sping 1975 

39 
34 

27 
26 

34 
40 

However, women are now sl ight ly in favor of nuclear where formerly they 
were in opposition. Among men, the margin of support has increased. 

MEN ONLY 

[In percent] 

Favor Not sure Oppose 

Today 
Sprng 1975. 

63 13 24 
57 15 29 
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Blacks, who former ly were opposed to nuclear power by a 37 to 32% margin, 
now favor i t by a 40 to 33% margin. 

Gains i n support can be seen i n every economic grouyp, w i t h the most s t r ik -
ing improvement in the $7000-10,000 category. Increases in support are also 
greater among the less well-educated. 

Wha t this a l l shows is that due to the complexity of the issue, and the fact 
that most people have very l i t t l e knowledge of nuclear power, the scales can be 
t ipped easily by unfavorable publ ic i ty—a scare story, a dramat ic headline. 

R E A S O N S FOR S U P P O R T A N D O P P O S I T I O N 

Reasons for positions are v i r tua l l y ident ical to those given i n the spring survey 
and suggest no reasons to reconsider any of the analysis presented then. 

Why do you favor nuclear power? 

[Percent of supporters] 

Summer 1975 Spring 1975 

Cheaper, economical 21 19 
Need more power, energy crisis 21 16 
Need to save resources 9 13 
Nuclear is cleaner 8 
It's safe, reliable 4 7 
Just favor it, good 15 20 
Energy independence 4 5 
Good until solar is ready 1 3 
Other/don't know 17 17 

W h y do you oppose nuclear power? 
Percent 

of 
opponents 

Dangerous, too dangerous 32 
N o t safe yet 11 
Danger of pol lut ion 7 
Radioactive waste 5 
Radiat ion in general 4 
Explosion 5 
Other dangers 10 

To ta l danger 74 

T H E A L T E R N A T I V E S 

This section explores consumer knowledge of and att i tudes toward three alter-
natives to nuclear power : solar energy, coal usage and str ic t energy conservation. 

Americans believe that solar energy can t ru l y provide some k ind of solut ion 
to energy porblems. This belief rests on both a relat ively low estimate o f i ts 
costs and on opt imist ic estimates of the avai lab i l i ty of solar energy for current 
use. Americans also feel tha t coal w i l l play a role i n solving the problem, and 
recognize tha t we cannot reject both coal usage and nuclear power and s t i l l hope 
to effectively solve our difficulties. F ina l ly , Americans feel they personally could 
make much greater conservation efforts i f they were absolutely convinced tha t an 
energy crisis exists. 

Three possibile solutions to the energy problem have been proposed that do not 
involve nuclear power : construction of solar energy faci l i t ies, more extensive 
use of coal, and st r ic t energy conservation. Do you t h i nk i n the next 25 years 
each of these can do a lot to solve the energy crisis, something to solve the prob-
lem, or very l i t t l e to solve the problem ? 

Percent saying each can 
do a "lot" 

Solar power 54 
Coal 31 
Str ic t conservation 36 
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Thus, coal is rated very low by most respondents. Solar power, which informed 
opinion seems to th ink is 50 years in the future, is rated very high. 

Breakdowns of these three rat ings show: 
Better educated and higher income people are more l ikely to feel that solar 

power can play a significant role than are the less educated. 
Support fo r coal is much more un i fo rm among educational and income groups. 
Better educated, higher income and younger people are a l l s l ight ly more 

incl ined to feel tha t s t r ic t conservation dan play a par t i n solving the energy 
crisis. 

SOLAR P O W E R 

Over 55% of the people in the survey were unwi l l ing to venture a guess on the 
costs of a home solar heating uni t . Of those who did, $3500 was the average cost. 

Do you th ink such a un i t is available fo r your home r ight now? 

O v e r a l l : Percent 
Yes 35 
No t sure 25 
No 40 

Younger people are more incl ined to believe that solar powTer units are avail-
able. Men are more incl ined than women to believe solar is practical, and l iberals 
have more fa i th i n solar than conservatives. 

C O A L 

Previous nat ional Cambridge Reports have showTed Americans do not believe 
i t is necessary to relax air pol lut ion standards to resolve current energy prob-
lems. On this survey we asked a different question, which shows clearly how much 
current reaction to the energy problem depends on a lack of belief i n the very 
crisis. 

I f you were certain an energy crisis existed, would you favor or oppose relax-
ing controls on a i r pol lut ion standards so that more coal could be burned? 

[In percent] 

Favor Not sure Oppose 

Overall 51 16 33 
Support nuclear 55 14 31 
Not sure 47 26 27 
Oppose nuclear 44 13 43 

Thus, nuclear power opponents are also more incl ined to resist relaxing a i r 
pol lut ion standards to permit coal burning. There is a clear "ant i-energy" coali-
t ion i n the populat ion t ha t is unwi l l i ng to make any concessions to solving the 
problem. 

We can't have i t both ways; we either have to burn more coal or we have to 
bui ld nuclear power plants. People wTho oppose both are deceiving the public. 

[In percent] 

Favor Not sure Oppose 

Overall 56 18 26 
Support nuclear 68 11 21 
Not sure. . 44 38 18 
Oppose nuclear 38 18 45 

Those who support and oppose nuclear are sharply divided on this question. 
Bu t i t 's impor tant to note that over a th i rd of those opposed to nuclear s t i l l 
agree wTith the statement. 
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C O N S E R V A T I O N 

A good deal of potent ial for addi t ional conservation exists. 
I f you were convinced there is an energy crisis would you be wi l l ing to cur ta i l 

your own energy use to help solve the problem? 
Percent 

Yes 90 
N o t sure 5 
No 5 

Do you th ink you could cut your energy use by at least one-third? 
Perceni 

Yes 52 
N o t sure 19 
No 29 

The young and the well-to-do fell very strongly tha t they could cut their 
energy usage. How would they do it? The results are interesting. 

I f you can cut by a th i rd : What would you cut in your home to save tha t much 
energy? Where specifically would you cut? 

Percent of those who feel 
they could cut 

Cut down on electrical appliances 23 
Cu t l ight ing, turn-off l ights 15 
Lower thermostat in winter 19 
Stop air condit ioning in the summer 11 
Cut down on television t ime 7 
Dr ive less 6 
Other 6 
Don t know 13 

C R E D I B I L I T Y O F S O U R C E S O F I N F O R M A T I O N 

People rated informat ion sources on a scale f rom "very t rus twor thy " to " n o t 
t rus twor thy at a l l " . The results are: (Results are compressed into three categories 
here.) 

[In percent] 

Trustworthy Unsure Untrustworthy 

N a d e r . . . 60 21 19 
Cronkite 67 17 16 
Westinghouse president 32 24 44 
Mobil president 17 16 67 
A-bomb scientist 61 19 20 
Nuclear company 46 22 32 
Solar company 56 22 22 
University scientist 67 18 15 
Corporate scientist 39 25 36 

Notable is the great fa i th Americans place in "science". The nameless scientists 
both beat Nader. However, a scientist gives up considerable credibi l i ty when he 
goes to work for a corporation. 

E N E R G Y A N D T H E I N T E R N A T I O N A L S I T U A T I O N 

Some people say that America is being too cautious about nuclear power and 
tha t other countires l ike Japan, France and the Soviet Union are going ahead 
f u l l speed and w i l l get ahead o f us. Others say we should delay nuclear power 
plant construction no matter what other countries do. Which of these opinions 
is closer to your opinion? 

Percent 
Keep up 60 
Don' t know 16 
Delay construction 24 
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80% of those in favor of nuclear power also favored keeping up w i t h other 
countr ies; 41% of undecideds favored i t , and 25% of nuclear opponents favored 
this course. Older respondents and the well-to-do are most incl ined to say 
"keep up". 

Of the 24% who favored a delay we asked, 
Some people fear a delay might mean that i n 10 or 20 years other countries 

w i l l have cheaper energy and w i l l thus have economic advantages over us. Would 
you favor or oppose a delay in nuclear plant construction even i f i t meant a 
iower standard of l iv ing in the U.S. compared to some foreign countries? 

Percent 

St i l l favor delay 46 
Not sure 24 
Oppose delay i f 31 

Thus, a hard-core of 10-15% oppose nuclear power even i f foreign countries go 
ahead anyway and our delay means a lower standard of l iv ing. Over hal f the 
people in this hard-core are under 35 years of age. The well-to-do and belter 
educated respondents are also more incl ined to st ick w i t h the "delay" posit ion 
even when economic hardship is raised as an issue. 

Some people argue that i f other countries are going to bui ld nuclear power 
plants anyway, America ought to t ry to move quickly in order to develop the 
safest possible designs and to take a leadership role in development. Do you th ink 
this is a val id position? 

Percent 

Yes 65 
Not sure 15 
No 20 

This posit ion is very strongly endorsed. I t represents an excellent argument, 
part icular ly i f i t can be coupled w i th a "scientif ic" campaign showing the tech-
nology that goes into the nuclear products the U.S. sells. 

N U C L E A R A N I ) E C O N O M I C G R O W T H 

We tested the relat ionship people see between expanded energy supplies and 
economic progress. 

Some people have argued that we can have economic growth here at home— 
even i f we don't increase energy supplies—by conserving and using the energy we 
have more wisely. Other people say this is unrealist ic and that we need to in-
crease energy supplies in order to have fur ther economic growth. Which is closer 
to your opinion? 

[In percent] 

Need energy Can simply 
growth Do not know conserve 

Overall 41 14 45 
Support nuclear 54 10 36 
Do not know 31 28 40 
Oppose nuclear 31 12 57 

Thus, a fundamental difference exists between nuclear supporters and oppo-
nents in terms of the overal l fu ture they see fo r energy growth i n our society. 
Not only are they divided over the safety and the economics of nuclear power, 
but they are also divided over the need for power in general. The constituencies 
on both sides are s imi lar to those we saw in the discussion of economic growth 
in our Win te r 1974/75 Cambridge Report. 

The pro-conservation position is strongest among the young—with a p lura l i ty 
of those under 35 support ing i t—and among the well-to-do and the wel l educated. 

I f we don't increase economic growth, some people say there w i l l be increasing 
unrest i n our society because the people at the bottom of the economic ladder w i l l 
no longer be able to get ahead and w i l l have to l i te ra l ly f ight for a larger share 
of things. Other people say this won't really be a probem because there is plenty 
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to go around i n our society, and a l l we need to do is d is t r ibute i t more equally. Do 
you th ink growth is essential or do you th ink we could solve the problem by sim-
ply d is t r ibut ing more equally ? 

I I n percent] 

Growth essential Not sure Distribute equally 

Overall 52 12 36 
Age: 

18 to 25 41 9 50 
26 to 35 57 10 32 
36 to 45 58 10 32 
46 to 55 52 13 33 
56 to 65 58 14 29 
Over 65 49 19 32 

Nuclear: 
Supporters 59 11 30 
Not sure 46 21 33 
Opponents 38 10 51 

The young and opponents of nuclear power are the only two groups where 
p lura l i t ies actually believe equal d is t r ibut ion rather than growth is the l ikely 
solution to economic problems. 

C O N C L U S I O N S 

The Summer 1975 Cambridge Report 4 now being prepared contains major 
examinations of at t i tudes toward the energy problems which w i l l complement 
the analysis here on these propr ietary questions. 

These questions have shown that f a i t h in solar energy is backed up by 
relat ively low estimations of cost, and highly opt imist ic estimates on the avai l-
abi l i ty of solar heating fo r the home. 

Furthermore, the analysis shows that i f people believe there real ly is an 
energy crisis, they w i l l support the increased burning of coal—even i f i t 
means relaxing a i r pol lut ion standards—and they w i l l make greater personal 
efforts to conserve energy, though the choices of those consumption cuts are 
unrealist ic. 

When confronted w i t h the threat of in ternat ional competit ion, most Ameri-
cans feel that we should keep up w i t h foreign countries and even take a leader-
ship role in nuclear development. 

On the other hand, the survey indicates that nuclear power opposition is not 
based solely on the pros and cons of nuclear power. Substantial opposition is 
related to the whole "ant i -g rowth" syndrome i n America. A large number of 
people feel that America should devote less effort to developing new energy, 
and more to d is t r ibut ing what we have. Th is is not the k ind of opposition that 
can be changed by showing the safety aspects of nuclear power. I t represents, 
instead, a fundamental difference of opinion about the fu tu re course of Ameri-
can society. 

On the side of pure public relations, the survey indicates the tremendous 
f a i t h most Americans have in science. A believable scientific presentat ion—that 
the average person can understand—would do a lot to relieve public doubts 
about nuclear power. 

C O M M E N T S B Y G R E G O R Y A . T H O M A S , W A S H I N G T O N R E P R E S E N T A T I V E , S I E R R A C L U B 

The proposal to create an Energy Independence Au thor i t y poses in sharp rel ief 
the question whether taxpayers or consumers should pay the costs of new 
domestic energy development. Since i t is axiomatic that those who pay w i l l cal l 
the tune, the complexion of our energy future, and the concomitant environ-
mental stresses, hang in the balance. Lest i t be supposed that these two groups 
are sufficiently congruent to choose s imi lar futures, the Committee should 
consider the fo l lowing: 

Accountabi l i ty for the pivotal choices concerning the pace, the amount, the 
source and the cost of energy development is at the core of the matter. Com-
par ing the probable behavior of an Energy Independence Au thor i t y w i t h the 
proven behavior of energy consumers, s tark ly dif ferent futures are projected: 
an Energy Independence Author i t y would be u t ter ly insulated f rom economic 
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accountabil i ty, and largely buffered f rom pol i t ical accountabil i ty as well. A five-
member governing board would be appointed by and serve at the pleasure of the 
President, not as an executive agency of the United States (see Sec. 804(b) ) , 
but as an essentially independent quasicorporation (see Sec. 201 ( a ) ) . Since i ts 
funding, and therefore i ts activit ies, would operate largely or ent irely off-budget, 
Congressional oversight would be occasional, haphazard and probably ineffectual. 

The guidelines i n the b i l l assure that this ent i ty would not emulate the per-
formance of a pr ivate enterpreneur in a competit ive energy market. The re-
quirement of Sec. 304(a) that "F inanc ia l assistance w i l l be provided i n a manner 
which, to the extent possible, does not enhance unduly the recipient's competit ive 
position", is pure fiction. Federal subsidies w i l l do nothing i f not "enhance" a 
recipient's competit ive posit ion and thereby lessen his responsiveness to con-
sumer pressures. There is no disguising that this b i l l w i l l substitute for free 
competit ion and free consumer choices the largely unaccountable administrat ive 
decisions of a government corporation. 

The type of energy fu ture which consumers would choose i n the absence of 
federal subsidies is distinguished pr incipal ly by the powerfu l dynamic for con-
servation which would be bu i l t in, par t icu lar ly i f a l l the environmental as wel l as 
economic costs of new energy development are absorbed by the consumer. Vol-
untary energy consumption is demonstrably elastic w i t h price. 

This difference is considerable. Estimates of the efficacy of conservation to 
substitute for new energy supplies range f rom the most recent estimate of the 
FEA that demand can be reduced as of 1985 by the equivalent of 2.9 mi l l ion bar-
rels of o i l per day (which is almost hal f of current imports) to those of Denis 
Hayes for the Wor ldwatch Ins t i tu te (under contract to the F E A ) which pre-
sents a cogent case that all our energy needs for the next 25 years could be satis-
fied out of exist ing energy waste. 

Compulsory taxpayer financing of an Energy Independence Author i ty w i l l not 
begin to tap this potential. I n fact, the Author i ty clearly would be structured to 
promote energy development at the expense of conservation. Note tha t the pur-
pose of the Author i t y is to fund projects which would not otherwise "receive 
sufficient financing upon commercially reasonable terms f r om other sources to 
make the project commercially feasible" (Sec. 303 (a ) ) . I ronical ly , energy con-
servation measures, which are now and w i l l become increasingly cost-effective, 
are thereby excluded f rom the coverage of this legislation. 

A t the same time, the Author i t y would seek to increase the near-term (at the 
expense of long-term) supplies of energy, thereby inh ib i t ing conservation efforts. 
Indeed, this "capi ta l s ink" would funnel investment away f rom conservation 
measures to developmental projects notwithstanding the widely acknowledged 
fact that energy conservation w i l l provide a far better return. The F E A has 
estimated that between 160 bi l l ion and 325 bi l l ion dollars could be invested i n the 
next 10 years in energy conservation measures which would al low f u l l recovery 
of the investment w i t h i n the useful l i fe of any permanent equipment installed. 
Simi lar ly , the Energy Research and Development Administ rat ion, i n i ts recently 
released Nat ional Plan, "Creat ing Energy Choices For the Fu tu re " has deter-
mined that conservation is the lowest cost, most immediately avai lable and most 
environmental ly at t ract ive strategy fo r approaching energy independence. 

The same observations are in order wjjfch regard to the only renewable resource 
option at our disposal—solar energy.\A recent study by the Jet Propulsion 
Laboratory a t the Cal i fornia Inst i tu te of Technology has projected that a $1 
bi l l ion federal research and development effort between now and 1985 would yield 
commercial solar cells capable of provid ing electric power, on any scale, at about 
50 cents per peak wat t . The long-term i>otential would be in the range of 10-30 
cents per peak watt . These numbers are to be compared w i t h the current cost of 
nuclear po^er ( tak ing account of low load factors) in excess of $2 per installed 
wat t toda jpkga in , the Author i ty , as a lender of last resort, w i l l probably not be 
available to fu r ther such cost-effective, environmental ly benign energy systems. 

The net result is grossly anomalous. Energy production options which are the 
most inefficient i n the way they use capital (and therefore, cannot at t ract invest-
ment in a competit ive market) would be benefited and rewarded by the E IA . 
Those which offer the greatest promise would t>e excluded. The anomaly w i l l 
heighten as the efficiencies decrease w i t h a d iminishing resource base and as the 
investment costs of substitute units of energy escalate. This w i l l not hold for 
investments in solar or conversvation technologies where each uni t of energy 
captured is independent of the next. 
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The charter of the E I A calls for a crash program to exploi t non-renewable 
resources w i thout regard for the long-term consequences, i n pursui t of a phantom 
goal of independence f rom the rest of the world. The Admin is t ra t ion and the 
energy industry are fond of re fer r ing to the E I A and s imi lar schemes as an 
"insurance program". I t is somewhat humorous to note, however, that these two 
promoters cite diametr ical ly opposing " r isks" to be insured against. The indust ry 
claims that i t needs federal loan guarantees to spread th r rL-k that the new 
energy products w i l l not be able to compete w i t h conventional fuels. This w i l l only 
happen, of course, i f the oi l export ing nations depress thei r prices. On the other 
hand, the federal government claims that i t needs the E I A to protect against 
the r isk that these countries may fu r ther escalate thei r prices and thereby damage 
our h ighly energy dependent economy. I n short, the (Energy Independence Au-
thor i t y is alleged to be equally just i f iable or unjustif iable, depending on your 
logical preferences, regardless of what the fu tu re may hold. 

Far more certain than the need for the E I A would be i ts devastating environ-
mental costs. I f we take seriously the energy consumption figures on which 
Vice-President Rockefeller relies in support of S. 2532, "between now and 
1985, our energy needs w i l l grow by 36 percent. ' j j jn order to also achieve "energy 
independence" w i th in this period, the level of domestic energy production w i l l 
have to increase by 70 percent over today's levels^ Making the chari table assump-
t ion that domestically produced o i l and gas w i l l continue to contr ibute at present 
levels un t i l 1985, coal, nuclear and hydro sources (which comprises about ha l f of 
current energy supplies) w i l l have to increase by 140 percent over current levels by 
1985. Roughly speaking, that means that for every two coal-fired generating 
stations in existence today, there w i l l be three more in existence 10 years f rom 
now. Simi lar ly , the 56 current ly operating nuclear plants would grow to 134 such 

nts in 1985. 
) f course, the actual mix w i l l probably look quite di f ferent ly. Much of the 

nuclear capacity, for instance, w i l l probably not materialize, i f the current ly 
unfavorable t rend w i t h respect to nuclear economics cont inued The use of coal 
w i l l have to take up the slack. A t the extreme, th is could require an increase 
in the mining, transportat ion, and combustion or synthetic conversion of coal 
of over TV2 times the annual rate. I f this translates into 7% times the current 
annual insul t i n terms of land disturbance, water and air pol lut ion, thermal pol-
lut ion, and associated environment residuals, the d iminut ion in the qual i ty of 
l i fe i n this country would be t ru l y dramatic. Whi le this type of a l inear anal-
ysis may present the worst case, neither Vice-President Rockefeller nor anyone 
else has come fo rward w i th a clearer picture of the probable environmental costs 
which would have to be endured. Moreover, at that rate of ut i l izat ion, even 
assuming that i t d id not increase beyond 1985, the seemingly vast reserves of 
coal i n the United States would be ut ter ly exhausted in about the next century 
and a hal f . 

The value of achieving the objective of energy independence does not com-
pare favorably w i t h this cost. Energy independence by 1985, no mat ter how 
vigorous the nat ional effort, is not feasible anyway according to the FEA. Even 
i f i t were, alternatives to the E I A approach would be fa r more attract ive. The 
Congress has already provided for the accumulation of a strategic petroleum 
reserve over the next 10 years in the recently enacted Energy Policy and Con-
servation Act of 1975. The Interagency Task Force on Synthetic Fuels Com-
mercial izat ion has indicated that this w i l l be a more cost-effective (and more 
certain) way to satisfy nat ional security objectives than a synfuels commerciali-
zation program which would be st imulated by the pending bi l l . The compara-
t ive merits of conservation measures in achieving energy independence have 
already been mentioned. 

I n addit ion to being unrealist ic and expensive, i t is not at a l l clear that energy 
independence is a worthy goal in the long run. I n the first place, i t is simply a 
reversion to the "d ra in America first" policy which, in large measure, is re-
sponsible for the current domestic resource crisis which has given rise to the E I A 
proposal in the first place. Perhaps more important ly , observers are ent i t led to 
wonder i f the type of economic interdei>endence which the wor ld energy market 
reflects is not overal l a significant stabi l iz ing influence. The recycl ing of petro-
dol lars into the United States at a desperate pace has given the oi l export ing 
countries the k ind of stake in our economic well-being that may well , in the 
end, serve as the greatest deterrent to the imposit ion of fu tu re sanctions against 
our economy. Moreover, the dependence of th is nat ion upon the rest of the world, 
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par t icu lar ly i f widely distr ibuted would inh ib i t the k ind of adventurism of 
which the Vietnam involvement stands as the paradigm example. F inal ly , the 
notion that freedom f rom energy imports w i l l result in the independence of the 
American economy f rom the vagaries of the internat ional arena does not bear 
cr i t ica l scrutiny. I n a resource short-world—and ours is becoming increasingly 
so—energy is only one of many essential commodities which bind our destiny 
closely w i t h the for tune of the planet as a whole. 

I n contrast to the objective of energy independence at any price, I would l ike 
to posit an objective more worthy of the efforts of this Committee and the at-
tention of this nation's energy planners. There is a legit imate and essential role 
to be played by the federal government in easing the t ransi t ion between our 
present predicament—characterized by exponential energy growth drawing upon 
a diminishing resource base—and our most l ikely future, characterized by a 
l imi ted energy budget drawing upon renewable resources. 

The only long-term energy option of which we can be highly confident is the 
ut i l izat ion of sun power in a l l i ts manifestat ions: solar electrif ication, solar 
heating and cooling, ocean thermal gradients, wind energy, byconversion, and 
even hydro-electric power. Competing sources, which maybe nearly inexhaustible 
in fact, face an uncertain future. The same problems which have stalled, and 
may ul t imately overwhelm, conventional nuclear power loom even larger in the 
ease of the breeder reactor. I t is of course, i)ossible tha t the safety, waste man-
agement and safeguards problems which attend this technology w i l l be solved 
w i th time. However, as t ime goes by (we are now 25 years into the nuclear 
era), there is less reason for confidence that these problems can be simply 
"engineered" away. I t may be that the development of human inst i tut ions w i t h 
which this technology would be compatible w i l l end up being the cr i t ica l l imi t -
ing^f actor. 
^The other competitor is the fusion reactor which, despite periodic announce-

ments of technical break-throughs, has yet to sustain a reaction for more than 
the minutest f rac t ion of a second. I t is by no means certain that the device w i l l 
ever produce a net flow of energy. Significantly, the fur ther development o£these 
technologies w i l l not be advanced by the Energy Independence A u t h o r i t y Sec-
t ion 304(b) specifically excludes that function. And, irrespective of the eventual 
fate of these technologies, solar energy w i l l always remain the " fue l " of choice 
for the future. I t is clean, and, in a most relevant sense, i t is free. 

Characteristic of l i fe in a solar economy w i l l be that the amount of solar 
energy available fo r conversion to useful work is constant f rom one day to the 
next. Quant i tat ive growth in the usual economic sense w i l l be st r ic t ly l imi ted 
by our technical ingenuity i n captur ing and converting this energy source. This 
stands in stark contrast to our current energy situation, based upon stored 
energy which has been accumulating in the earth for many mil l ions of years. 
Today, we are essentially l i v ing on a savings account. Tomorrow, we shall get 
by on a fixed annuity. I t is this t ransi t ion and i ts social and economic ramifica-
tions w i t h which federal energy planners should be pr imar i l y concerned and i t 
is in this context that the i r ra t iona l i ty of the E I A scheme becomes most apparent. 

A rat ional t ransi t ion strategy would endeavor to moderate rather than stim-
ulate our energy appetite, looking fo rward to the day when growth w i l l no longer 
be sustainable. I t would attempt to extend as long as possible the period of t ime 
dur ing which petrochemical stocks are available, par t icu lar ly fo r the most es-
sential and irreplaceable uses such as pharmaceuticals. I t would seek to max-
imize the efficiency w i t h which energy is used in the economy. 

Perhaps more than any other concept, a rat ional t ransi t ional strategy must 
recognize that the demand for and the supply of finite resources occur in differ-
ent temporal realms. The coal which the E I A would extract and burn at a 
feverish rate is not uniquely ours to exhaust. The qual i ty of l i fe w i l l always de-
pend to some extent upon the avai labi l i ty of petrochemicals. F in i te resources in 
the face of inf in i te demand present an ethical question of immense propor-
tions for this generation. The immediate grati f icat ion of desires can only be 
purchased at the expense of fu ture generations whose claim upon the treasures 
of this planet, which we hold in t rust, is the equal of our own. 

The E I A would operate cross-grain w i th this perspective. I t would accelerate 
the ongoing harvest of resources when they should be husbanded careful ly. In-
stead of requir ing that we learn to do more w i th less in terms of our resource 
base, i t would fire the very appetites which we are less able to afford w i t h the 
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passage of time. I n doing so, i t would create disincentives to energy conservation; 
the very strategy which ought to be pursued first and in preference to a l l develop-
mental approaches. 

I n contrast to th is bi l l , the Federal government must not be handed a carte 
blanche to pursue a l l energy development schemes indiscr iminant ly on the 
theory that whatever can be done in a technical sense should be done. Nor should 
the choice among commercial options be dictated by market forces alone, unless 
and un t i l a l l costs of energy production, environmental and economic, present and 
future, become reflected in the price to the consumer. Rather, the Congress should 
nar rowly circumscribe the types of projects and technologies which would be 
eligible fo r Federal assistance to exclude environmental ly destructive options. 
Conservation measures and solar applications should be preferred ; nuclear fission 
technologies and the production of synthetic fuels f rom oi l shale, fo r instance, 
should be excluded or delayed un t i l the attendant environmental problems are 
sat isfactor i ly resolved. 

Since coal w i l l , i n a l l l ikel ihood, remain the fuel of chief reliance dur ing the 
t ransi t ion to a solar economy, vigorous efforts should be made by the federal 
government to accelerate the development of technologies which would permi t 
i t to be ut i l ized as cleanly as possible. Fluid ized bed combustion, low B t u gasifica-
t ion and advanced scrubbing techniques are among the candidates fo r such atten-
tion. Such research and development in i t ia t ives (supplemental to those now under-
way in the Energy Research and Development Admin is t ra t ion) are specifically 
excluded f rom the b i l l by Sec. 304(b). This misorientat ion is fu r ther i l lus t rated 
by Sec. 304(a) (2) of the b i l l which singles out commercial deployment of nu-
clear faci l i t ies for special at tent ion by the Author i ty . Yet, the greatest l im i ta t ion 
on the potent ial of nuclear energy to contr ibute to our energy fu tu re is not the 
need for more capital, but the cr i t ica l need to address and resolve the elusive 
environmental problems which continue to plague that fuel cycle. 

There is another sound reason for focusing federal part ic ipat ion at the de-
velopmental rather than the commercial ization phase. I f federal subsidies, direct 
or indirect are required to commercialize an energy source, that is a strong 
indicat ion that the economy is not yet ready for the int roduct ion of the product. 
The r isk which the federal government is being asked to absorb in the E I A prop-
osit ion is the r isk that a project which cannot now at t ract capi ta l w i l l produce a 
fuel which w i l l not be able to compete successfully w i t h conventional sources. 
Th is r isk, far more than project size, makes these investments unat t ract ive to 
the energy industry. The uneconomic nature of these projects is also a strong 
indicat ion that more w i l l be required of the federal government than loan 
guarantees in order to get these forms of energy into the gas tank, the pipeline, 
and the l ight switch. Substantial market ing subsidies are par t of the package 
which Congress is here asked to buy. Yet, notably, not a word concerning the 
magnitude, durat ion or administrat ion of these addi t ional subsidies is to be found 
i n the b i l l or in the Administrat ion's support ing materials. 

F ina l ly , some mention of the adminis t rat ive provisions of th is b i l l is also 
warranted. T i t l e V I , which seeks to expedite federal administ rat ive proceedings 
involv ing energy projects, would quite simply place rap id development ahead of 
the other essential values which such proceedings are designed to consider: in-
c luding environmental qual i ty and consumer interests. A t best, i t would cut 
months rather than years f rom the lead t ime required for an energy project, and 
would erect at the same t ime a whole new bureaucracy, requi r ing delicate and 
time-consuming judgments by the E IA . Cla iming that the nat ional security ob-
jectives of the b i l l require hasty solutions, this b i l l calls fo r massive energy 
projects which require very long periods to bear f ru i t , whi le ignor ing proximate 
solutions such as diversif ication of foreign sources, stockpi l ing of oil, reserving 
production f rom the nat ional petroleum reserves, and, once again energy 
conservation. 

I n sum, we fined that the E I A would succeed most i n ways which would not 
be tolerated by our environment whi le fa i l i ng ent irely to advance the least 
debatable solutions to the nation's long-term energy dilemma. For these reasons, 
we urge the Committee to reject this bi l l . 

The C H A I R M A N . Thank you, M r . Browder. 
Our final witness is M r . Joseph Cury. 
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STATEMENT OF JOSEPH H. CURY, CONSUMER POWER, 
JACKSONVILLE FLA. 

Mr. C U R Y . Senator Proxmire, Senator Stevenson, i t is an honor to 
be given the opportunity to speak to you on behalf of the everyday 
people of this country. The people who in the long run pay for every-
th ing one way or another. 

I own and operate a grocery store not connected w i th any chain. 
I am president of Consumer Power, a group of electricity consumers 
in Jacksonville who have been f igh t ing construction of a factory 
which would manufacture f loat ing nuclear plants on Blount Island 
in Jacksonville. Westinghouse and its offshore power system of Jack-
sonville is going to profit f rom this $100 bi l l ion boondoggle, who 
dream of someday bui ld ing floating nuclear powerplants. 

The story I am going to tel l you w i l l astound you and the entire 
nation. I t w i l l show how a major corporation w i l l promise anything 
to get subsidized by a city and State. 

Then, when they fai l , they turn around and come back to Washing-
ton for a Federal bail-out. 

To give $100 bi l l ion for experimental projects l ike f loat ing nuclear 
powerplants is l ike sending good money after bad. 

Our local paper, the "F lor ida Times," owned by the Seaboard 
Coastline Railroad, w i th very, very heavy vested interest i n the nu-
clear power project there, d id not want the t ru th known to the public 
or anyone else about floating nuclear powerplants. 

Numerous out-of-town newspapers and magazines eventually told 
the story, a true story, to the public. 

First came a wri ter named Dudley Clendenon, f rom the "Saint 
Petersburg Times," who broke the story, then the "U.S. News and 
Wor ld Report," the "Rol l ing Stone" magazine, "Columbia Journal-
ism Review," and many others which you have been furnished, by 
promising to bui ld a $250 mi l l ion factory and become our largest 
employer, our independent authorities, and we are very fami l iar i n 
Jacksonville w i th independent authorities, gave them an island 
valued at $27 mil l ion. 

They issued $180 mi l l ion in revenue bonds to give them operating 
cash and now they are in the process of t r y ing to bui ld them a bridge. 
This is for offshore power system, for $166 mi l l ion at taxpayers 
expense. 

Since their arr ival at Jacksonville, taxes have almost doubled. 
U t i l i t y rates and bridge tolls have doubled. A n d the only people who 
have benefited f rom this project were people w i th special interest. 
We have had the independent authorities in Jacksonville for almost 
8 years. 

They answer to no one, they come under no budget controls. A n d 
this was brought up yesterday. 

I n my mind, the Energy Independence Author i ty is another ex-
ample of a pork barrel project that is being pushed hard by the 
vested interests who want to make a big profit at the public's expense. 
This is the granddaddy of al l pork barrel projects. 

Speaking for the taxpayers, who have already spent years fighting 
a smaller version of the Energy Independence Author i ty in Jackson-
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vi l le, I urge you to reject this proposal fo r this Federal subsidy to 
b ig business. 

I n Jacksonville, offshore power systems convinced the ci ty fathers 
to buy $2.2 b i l l ion wor th of f loat ing experiments. 

I and a few associates w i t h the help of a ci ty attorney managed to 
stop this fiasco, which would have i n the end have cost the C i ty of 
Jacksonville the equal of i ts entire assessed valuation of almost 
$6 bi l l ion. 

When Jacksonville refused to be the guinea pig, the or ig inal cus-
tomer, Public Service and Gas of New Jersey, delayed their order 
fo r 7 years. 

These major corporations risk very l i t t le. Then they want the 
public to r isk a lot. They used taxpayers hard-earned dollars. Th is 
Independence Author i t y B i l l w i l l be p lay ing r igh t into the hands 
of mismanaged corporations, such as Lockheed, Westinghouse, Penn 
Central. 

These corporations use State and local officials to obtain taxpayers' 
money to fur ther subsidize their corporate mistakes. The F lo r ida 
Cabinet and the Governor learned the hard way. 

They have been embarrassed by this project. You have had i n your 
possession documented proof that the At torney General of F lo r ida 
is raising serious questions about the f loat ing nuclear project. 

Gentlemen, do not mortgage yourselves l ike we d id i n Jacksonvil le 
and be forced to subsidize these corporations who cannot make i t on 
their own. 

The American people cannot afford th is luxury , the people need 
money to buy groceries, not to bai l out giant corporations. 

Gentlemen, one th ing puzzles me. 
I f I mismanage my business, and I make bad mistakes, I just go 

broke and lose everything, and I have done this. 
A n d I have got to start f rom the bottom again, wi thout a subsidy. 
A giant corporation that has made very, very bad engineering and 

economic calculations does not. 
They simply come back to Washington and get bailed out. 
I w i l l be glad to answer any questions. 
Thank you. 
[Presentation of M r . Cury fo l lows: ] 

S T A T E M E N T OF J O S E P H H . C U R Y , C O N S U M E R POWER, J A C K S O N V I L L E , F L A . 

Mr. Chairman and Members of the Committee: I t is an honor to be given the 
opportunity to speak to you on behalf of the everyday people of th is country. 
The people who i n the long run pay for everything one way or another. 

I am president of Consumer Power, a group of electr ici ty consumers i n Jack-
sonville who have been fighting construction of a factory which would manu-
facture floating nuclear plants on Blount Is land in Jacksonville. The factory 
is being bu i l t by a subsidiary of Westinghouse called Offshore Power Systems, 
better known as OPS. 

There are two reasons that our experience w i t h OPS in Jacksonvil le is rele-
vent to your consideration of legislation to create the Energy Independence 
Author i ty . F i rs t , the Energy Independence Author i t y would very l ike ly be used 
to subsidize the purchase of floating nuclear power plants f r om OPS in Jackson-
ville. Presently OPS is in bad shape financially because most of the orders i t 
once had for floating nuclear power plants have been cancelled. The few sur-
v iv ing orders have been delayed for several years. Hence OPS is banking on 
the Energy Independence Author i ty to save i t f r om bankruptcy by buying sev-
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era l floating nuclear power p lants and leasing them back to electr ic u t i l i t i e s 
tha t w i l l not buy them w i t h the i r own money. My group believes t h a t OPS 
should not be bai led out by the federa l government. I f OPS made h igh r isk 
business decisions t ha t aren' t pay ing off, OPS should suffer the consequences 
ra ther t han asking the taxpayer fo r a subsidy. That ' s the way I r u n my busi-
ness and tha t ' s the way the f ree enterpr ise system is supposed to work . 

The second reason t ha t our experience w i t h OPS is re levant to your consider-
at ion of the Energy Independence A u t h o r i t y is t ha t OPS wou ld never have been 
star ted i f the local vested interests i n Jacksonvi l le had not seen a chance to 
use the publ ic 's money f o r p r i va te gain. OPS i n Jacksonvi l le is <• classic pork-
bar re l project . I have submi t ted to the Commit tee f o r the recora ar t ic les f r o m 
The St. Petersburg Times, U.S. News & World Report, The Rolling Stone, 
Columbia Journalism Review, and other publ icat ions describing the shady 
dealings t h a t went on when OPS came to Jacksonvi l le. As you can see f r o m 
reading these art ic les, one of the reasons t h a t cer ta in in f luen t ia l local interests 
supported p lans f o r the OPS fac tory was tha t they wanted to use i t as a pretext 
to get a $137 m i l l i on br idge bu i l t near the i r property . 

I n my mind, the Energy Independence A u t h o r i t y is another example of a 
porkbar re l pro ject t h a t is being pushed ha rd by some vested interests who want 
to make a b ig p ro f i t a t the publ ic 's expense. Th is is the grand-daddy of a l l pork-
bar re l projects, and, speaking f o r taxpayers who have already spent years 
fighting a smal ler vers ion of the Energy Independence A u t h o r i t y i n Jackson-
vi l le, I urge you to reject the proposal for th i s federal subsidy t o B i g Business. 

We have a l ready seen local taxes r ise and br idge tol ls double to help pay 
f o r OPS i n Jacksonvi l le. Please don't ask us to also pay increased federal taxes 
to subsidize OPS and hundreds of other boondoggles l i ke i t a l l over the country. 

Gentlemen : do not le t yourselves get locked in, l i ke we d id i n Jacksonvi l le and 
forced to subsidize these corporat ions who can' t make i t on the i r own. The 
Amer ican people can' t a f ford th is l uxu ry . The people need money to buy gro-
ceries, not t o ba i l out g iant corporations. 

Thank you. 

[From U.S. News & World Report, Sept. 1, 1975] 

A C I T Y T H A T R E A C H E D FOR R I C H E S A N D GOT H E A D A C H E S I N S T E A D 

W H A T BEFELL J A C K S O N V I L L E C A N BE A LESSON FOR OTHER C IT IES . J A C K M C W E T H Y , 
A N ASSOCIATE EDITOR OF T H E M A G A Z I N E , REPORTS FROM T H E SCENE 

Jacksonvi l le, F la .—Th is is the story of wha t can happen to an Amer ican c i ty 
t ha t ro l ls out the red carpet f o r a h igh-r isk indus t ry—and sees i t s dream of 
r iches end in f r u s t r a t i o n and controversy. 

I t was i n 1972 tha t Jacksonvi l le set out to a t t rac t a new and exotic company 
of the nuclear age. C i ty fa thers envisioned a day when 10,000 new jobs wou ld be 
created and cash registers wou ld r i ng f r o m one end of t own to the other. 

I n pursu i t of th is goal, lav ish—and, some say, quest ionable—expenditure of 
mi l l ions i n c i ty funds was made. Cr i t ics c la im Jacksonvi l le came close to being 
plunged in to bankruptcy . 

The story centers on Offshore Power Systems—known local ly as OPS. I t is 
a Westinghouse subsidiary fo rmed to bu i ld floating nuclear power plants. 

A mu l t ib i l l i on -do l la r marke t was forecast f o r scores of units. They were to 
be bu i l t i n Jacksonvi l le, then towed out and anchored off the U.S. coastl ine to 
send power hundreds of mi les in land. 

Now demand fo r the p lants has a l l but vanished. So have the dreams of quick 
prosper i ty f o r Jacksonvi l le. 

"Like motherhood." One local off icial sums up wha t happened : 
"The chamber of commerce—and these are the people who run th is c i t y— 

jus t went crazy over th i s OPS th ing. Just about every businessman i n town 
thought he was going to get r ich. I t became an issue l i ke motherhood and the 
Amer ican flag—you d idn ' t dare say you were against any pa r t o f the package 
our c i ty was of fer ing." 

Since Offshore Power Systems a r r i ved three years ago, Jacksonvi l le has : 
For a l l p rac t ica l purposes, given the firm 850 acres of choice i ndus t r i a l land. 
Promised to bu i ld a 137-mil l ion-dol lar br idge to prov ide access to the Plant 's 

location. 
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Offered to buy, through the munic ipal power company, two floating plants at 
a cost cr i t ics insist the ci ty could i l l afford—2.2 b i l l ion dollars. 

Spent more than a mi l l ion dol lars for the purchase of enriched u ran ium fue l 
fo r Jacksonvil le's two floating power plants, which, i t now appears, w i l l never 
be bui l t . 

Launched the construction of a vocational-education center, at a cost of 11 
mi l l ion dollars, that was to t r a i n thousands of OPS employees. 

Offered to sell 180 mi l l ion dollars in low-interest, tax-exempt revenue bonds 
to provide the company w i t h ready cash. 

The background.—Offshore Power Systems is dead i n the water at the mo-
ment. I t s one remaining customer has delayed a l l order five years. Wha t hap-
pened to Jacksonville's dream ? To go back to the beginning— 

I n 1972, OPS was scouting fo r a suitable place to locate. More than 70 coastal 
cit ies f rom Boston to Galveston were hot ly bidding to a t t ract the firm. A t tha t 
t ime, OPS was a jo in t venture of Westinghouse and Tenneco. Westinghouse was 
to provide nuclear expertise and Tenneco—a conglomerate specializing i n mar ine 
construction and energy systems—was to help w i t h i ts shipbui lding know-how. 

Promising location.—The new jo in t venture settled on Jacksonvil le because the 
ci ty offered an excellent site fo r the manufacture of floating nuclear plants and 
was showing what one OPS official described as a "wonder fu l ly cooperative 
at t i tude." 

Offshore Power officials came to Jacksonvil le confident tha t once the com-
pany's 300-mill ion-dollar manufactur ing fac i l i t y was i n f u l l production, i t would 
employ f rom 10,000 to 14,000 people. I t would be sell ing power plants fo r about 
a ha l f b i l l ion dollars each. These were to be floating off the assembly l ine at 
a rate of four uni ts a year. 

Proponents of the project calculated tha t OPS and i ts employees would add 
nearly 8 mi l l ion dol lars a year to ci ty tax revenues. They also envisioned a 160-
mi l l ion-dol lar payrol l that would be spent largely in the Jacksonvil le area. 

Civic leaders went a l l out to smooth the way for the firm. As described by 
one local a t torney: 

"When OPS came to Jacksonville, the i r people just jumped into the govern-
ment decision-making process. They joined the r igh t clubs, rubbed shoulders 
w i t h the r igh t businessmen and, af ter that, th is c i ty was theirs." 

A site was needed where OPS could assemble the world 's first fac i l i t y fo r 
manufacture of the floating nuclear-power plants. 

The Jacksonvil le Port Au thor i t y recommended Blount Island—located mid-
stream in the St. Johns River, ha l fway in the 20-mile stretch between down-
town and the At lant ic Ocean. 

A t first, members of the Port Au thor i t y in formal ly offered to give the is land 
to the company outr ight i f i t would agree to settle in Jacksonville. Later , i n 
1973, the Port Au thor i t y drew up a contract offering up to 1,000 acres of B lount 
Is land to Offshore Power fo r $2,000 an acre. The price of other indust r ia l land 
nearby was running f rom 5 to 10 t imes that figure. 

No-loss promises.—Written in to the agreement were these money-back gua-
rantees : 

1. I f OPS went broke, the Jacksonvil le Port Au thor i t y promised to re fund the 
purchase price of the island to OPS, plus interest. 

2. I n addit ion, i f OPS could find another buyer for the real estate suitable to 
the ci ty, the company would be al lowed to recoup out-of-pocket expenses, in-
cluding site improvement, salaries, subcontracts, advert is ing and promotion. 

To date, says A. P. Zechella, president of Offshore Power Systems, the com-
pany has spent 70 mi l l ion dol lars—a port ion of which has been paid fo r by the 
company's only remaining customer, a New Jersey u t i l i t y . 

The closing date fo r the land deal was to have been July 1, 1974, more than 
two years af ter OPS decided to locate in Jacksonville. There have been post-
ponements, and the final papers were not signed un t i l August 18 of th is year. 

Because of the delay, Offshore Power was able to par t ia l l y develop the is land 
w i thout paying any taxes. The company also delayed payment of i t s dredging 
and filling b i l l to the State of Flor ida. This ranges f rom less than 1 m i l l i on dol-
lars to more than 8 mi l l ion dollars, depending on whose version is accepted— 
the company's or the State's. 

I n coming to Jacksonville, OPS officials knew they had a number of major 
problems to overcome. 

For example, i f the company was going to employ 10,000 people, there was a 
big question about just where these workers would come f r om and how they 
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would be trained. The answer was a new 11-mill ion-dollar jun ior college cam-
pus—emphasizing indust r ia l vocational t ra in ing—that is going up near down-
town. Impetus fo r the project was provided by OPS and i ts need fo r such a 
fac i l i ty . 

Floating of bonds.—Another worry was whether Offshore Power would have 
enough money available to finish i ts bui ld ing program. 

To make sure there was no shortage of cash, the Jacksonville Port Au thor i t y— 
the same agency that sold Blount Is land to Offshore Power—offered to float 
180 mi l l ion dollars i n tax-exempt, indust r ia l revenue bonds fo r OPS. Such bonds 
could save the company tens of mi l l ions of dollars in interest by gett ing a loan 
at municipal rather than commercial rates. 

S t i l l another concern was that the Blount Is land site was somewhat isolated 
f rom the rest of Jacksonville. This would pose a major problem in gett ing the 
projected 10,000 Offshore Power workers to their jobs every day. 

To meet this, the Jacksonvil le Transportat ion Author i ty—the road-building 
partner of the Port Author i ty—rearranged the city 's bridge-building priori t ies. 
I t canceled a proposed span that would have eased traffic jams on the already 
crowded downtown bridges, and began engineering studies of a bridge that 
would cross the r iver w i t h i n yards of Blount Island, provid ing easy access to 
the firm's site. 

This new bridge is to connect a residential section of Jacksonvil le on one 
side of the r iver w i t h what is today l i t t le more than a swamp on the other 
side. Business leaders hope that development of Blount Is land by Offshore 
Power w i l l t ransform the sparsely populated nor th bank of the St. Johns River 
into a booming indust r ia l area. 

The cost of the bridge is estimated at 137 mi l l ion dollars. To help pay for i t , 
the city i n mid-1973 raised tol ls on a l l i ts downtown crossings f rom 15 cents to 
25 cents. The new bridge w i l l have the highest to l l i n town—50 cents—and the 
lowest traffic density. 

I t was a four th move related to Offshore Power Systems that cr i t ics charge 
nearly put the ci ty into bankruptcy. I f OPS was going to be a success, i t would 
need customers fo r i ts floating nuclearpower plants. 

The Jacksonvil le Electr ic Author i ty—another of the independent agencies that 
handle the ci ty 's business—decided af ter nine days of deliberation to submit a 
letter of intent to buy two floating nuclear plants. This would more than double 
the ci ty 's generating capacity. 

The combined generating capacity of the two new uni ts was to be 2,300 
megawatts. This is enough to supply roughly a mi l l ion consumers w i t h electri-
city. The population of Jacksonvil le is about 550,000 today, and i ts generating 
capacity is 1,600 megawatts, w i t h another 550 megawatts scheduled to come on 
l ine in a year. 

The to ta l purchase price—including the breakwater needed to protect the 
floating plants—was to be 2.2 bi l l ion dollars. The u t i l i t y ' s to ta l assets are wor th 
515 mi l l ion dollars. 

Subsequent studies made i t clear that the c i ty had no need for even one 
floating power plant. 

The 2.2 b i l l ion dol lars needed to pay for the plants was to be raised by selling 
municipal u t i l i t y bonds. This sale would have been more than twice the size of 
any ever offered by a c i ty i n the U.S., according to a New York brokerage firm. 

Some opposition.—The dr ive to push the purchase through wi thout delay was 
intense and touched off the first real opposition to the ci ty 's support of OPS. 

One side of the issue was represented by City Councilman Wal ter Wi l l iams, 
who said: " I f we can find some way to buy those generating stations, we ought 
to do i t , even i f i t costs a l i t t l e b i t more, because those dollars are coming back 
to th is community." 

Councilman Frank Hampton took th is opposing v iew: "We should not subsi-
dize a business jus t because a business is coming to Jacksonville. I ' d rather just 
take the money f rom the taxpayers and give i t to the people." 

As debate heated up in the autumn of 1974, a ci ty official described the scene: 
"The newspapers carr ied major stories on the company every day and told 
how these plants would save Jacksonvil le a l l k inds of money. Bi l lboards were 
bought by business leaders and plastered w i t h propaganda. I t was an amazing 
t ime." 

Jacksonville's newspapers, the Florida Times-Union and the Journal, are whol ly 
owned subsidiaries of the Seaboard Coastline Railroad. The rai l road, which 
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stands to gain considerably f rom i ts real estate holdings i f OPS proves success-
fu l , supported the at tempt to buy the two nuclear plants and so d id the news-
papers, i n banner headlines and editorials, day af ter day. 

Railroad holdings.—The Seaboard Coastline owns a vast piece of down-
town. I t also holds two indust r ia l parks and several other t racts of land—some 
near the B lount Is land area. 

A t th is point, the ci ty 's new general counsel, Ha r r y Shorstein, entered the 
controversy. He reviewed the proposed contract between Offshore Power and 
the Jacksonvil le Electr ic Au thor i t y and wrote a 69-page legal opinion laced w i t h 
sharp cr i t ic ism of the agreement. 

Mr . Shorstein concluded that "reasonable and prudent public officials could 
not under any interpretat ion author ize" execution of the contract, and tha t i t 
would be "an arb i t ra ry and capricious action on the par t of the Jacksonvi l le 
Electr ic Au thor i t y Board and contrary to public interest." 

Mr . Shorstein later to ld U.S. News & World Report that , i n h is view, i t would 
have been jus t a matter of years before the ent i re municipal ly owned u t i l i t y 
went bankrupt t r y ing to make payments on the two plants. Offshore Power, he 
says, could have ended up owning Jacksonvil le's electric u t i l i t y . 

Offshore President Zechella says that, i n retrospect, there was i n his mind a 
"serious question" about whether the Electr ic Au thor i t y could have successfully 
floated the 2.2-bill ion-dollar bond issue. This was not the prevai l ing v iew at the 
t ime, however. 

Heated council meeting.—After Mr . Shorstein's legal cr i t ique and several 
stormy sessions of the ci ty council, the Jacksonvil le Electr ic Au tho r i t y was 
forced to let the let ter of intent lapse i n the f a l l of 1974. 

I n the midst of the controversy, Mr . Shorstein asked the F lo r ida Eth ics Com-
mission to consider one of several cases of possible confl ict of interest. He re-
quested that the commission ru le on the case of T rue t t Ewton, who was serving 
as chairman of the Electr ic Au thor i t y and was an outspoken proponent of buy-
ing the two power plants. 

Mr . Ewton also served as a vice president of Gul f L i f e Insurance Company, 
the firm that was selected to provide the group-insurance policy fo r a l l OPS 
employees. The annual premiums f rom a policy tha t size could run more than a 
mi l l ion dollars a year i f Offshore Power ever employed the 10,000 people i t 
once said was possible. 

On each of the key agencies of the Jacksonvil le government—the Transporta-
t ion Author i ty , Port Au thor i t y and Electr ic Author i ty—there were appointed 
members whose companies were doing business w i t h OPS. 

The Ethics Commission refused to rule on any case unless the indiv iduals 
involved i n the possible conflict of interest requested a judgment themselves 
f rom the State body. So fa r as is known, none of the officials has requested such 
a public rul ing. 

Pr ior to w i thd raw ing f rom the purchase of the two floating power plants, the 
Jacksonvil le Electr ic Au thor i t y contracted w i t h the old Atomic Energy Commis-
sion i n Washington, D.C., f o r more than 4 mi l l ion dollars' wo r th of nuclear fuel . 
The Electr ic Author i t y paid 1.4 mi l l ion dollars as a down payment. I t now ap-
pears l ike ly i t w i l l lose that down payment unless i t can sell the contract to an-
other u t i l i t y . 

Orders canceled.—In the midst of a l l the ci ty 's problems. OPS was hav ing i ts 
own. A t one time, i t had letters of in tent to buy f r om New Jersey's Public Serv-
ice Electr ic and Gas ( four p lants) , f r om Louisiana's Middle $ - \ith U t i l i t y Sys-
tem ( two p lants) , and f rom Jacksonvil le Electr ic Au thor i t y v two p lants) . The 
fu tu re looked br ight , w i t h eight orders on the books. 

Then came the summer and f a l l of 1974—the recession was deepening and 
u t i l i t ies across the country started canceling orders for a l l k inds of f u tu re gen-
erat ing plants. OPS was h i t along w i t h others. 

Louisiana's Middle South U t i l i t y System let i ts let ter of in tent lapse i n mid-
1974. This was fol lowed in the autumn of 1974 by the Jacksonvil le controversy 
and the final lapsing of i ts let ter of intent. 

Days af ter Jacksonvil le pul led out, the New Jersey u t i l i t y announced tha t i t 
was going to delay a l l i ts orders by five years. Th is le f t Offshore Power w i t h a 
ha l f -bu i l t manufactur ing fac i l i t y on Blount Is land and no orders fo r the im-
mediate fu ture. 

Then Tenneco, ha l f of the partnership tha t put Offshore Power Systems i n 
business in the first place, decided in the early par t of 1975 to w i t hd raw f r o m 
the jo in t venture. 
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T h a t leaves Westinghouse as the only backer and Publ ic Service E lec t r ic and 
Gas of New Jersey as the only customer. 

Mr . Zechella, OPS president, says he has prospects f o r other orders. H i s com-
pany, f o r example, is t r y i n g to persuade the Federa l Government to buy fou r 
floating p lants and then lease them to t roubled u t i l i t ies . 

W i l l OPS go out of business? Mr . Zechella says, "No way . " Westinghouse is 
commit ted f o r the long hau l w i t h OPS, he mainta ins, and is ready to back the 
subsidiary in to the 1980s, even i f no other orders are received. 

Work force reduced.—OPS, wh ich was to have star ted w o r k on the wor ld 's 
first floating nuclear p lan t th is summer, has cut the pay ro l l f r o m 700 to 275. 

The welcome OPS got f r o m Jacksonvi l le i n 1972 i s no longer as warm. 
Some of the people who wrere l a i d off recent ly by the company had been 

d rawn f r o m good high-salary jobs i n Jacksonvi l le a year ago. Now they have 
jo ined the ranks of the unemployed, and there is open bitterness. 

The c i ty is con t inu ing to bu i ld the vocat ional educat ion center, and the Trans-
por ta t ion A u t h o r i t y is pushing ahead w i t h i t s 137-mil l ion-dol lar bridge. The 
Jacksonvi l le E lec t r ic A u t h o r i t y is cont inu ing i t s search f o r a buyer fo r the 1.4 
m i l l i on do l lars of nuclear fuel . 

Jacksonvi l le 's s i tua t ion was described by one of the top managers of the Elec-
t r i c A u t h o r i t y : 

"There was no th ing dishonest i n the c i ty 's deal ing w i t h OPS. I t was more a 
s i tuat ion of a lo t of businessmen—and they cont ro l t h i s t o w n — t h i n k i n g they 
had found the pot of gold a t the end of the ra inbow. 

" I f OPS had 50 customers today instead of j us t one nobody wou ld be ques-
t ion ing a l l we have done to help th i s company. As i t tu rned out, there was more 
r isk than we thought . Maybe we've learned a lesson, bu t I doubt i t . A lo t of 
people s t i l l t h i n k we should have bought those two nuclear p lants." 

[From the Rolling Stone, Mar. 25, 1976] 

T A L E S OF J A C K S O N V I L L E 

(By Joe K le i n ) 

I t ' s a lovely a f ternoon at Sawgrass, p r is t ine almost. The sun is shining, a 
l i gh t breeze riff les the pa lm trees. The tennis courts are empty and only a f e w 
stragglers mar the golf course. Modern condomin ium townhouses of award-
w inn ing design blend per fect ly in to the planned landscape. A n advert isement f o r 
F l o r i d a : The Good L i fe . None of the urban hassles, no w in te r , no crowds. 

Very few people a t a l l , i n fact . One townhouse c lus ter—Bermuda Cove—is 
completely vacant. I t is s tunningly wh i te and modern, a naked s t r ing of two-
story bu i ld ings—pr iced f r o m $65,000 to $90,000 per un i t—a long a gent ly cu rv ing 
road. They've been s tanding there, empty, f o r at least a year. The rest of Saw-
grass isn ' t doing too we l l e i t he r : i t is, i n effect, a clustered, modu lar ghost 
town. 

The saleswoman a t the ma in gate, tanned and blond, is opt imis t ic . Even 
though the developer recently tu rned Sawgrass over to the bank, " i t wasn ' t 
real ly a bankrup tcy , " she says. The economy is ge t t ing better and soon people 
w i l l s ta r t coming around. 

Soon, too, a long tentacle of h ighway w i l l s t retch out f r o m the c i ty of Jack-
sonvi l le to incorporate Sawgrass. The road w i l l connect w i t h 1-295, a f reeway 
around the c i ty , and 1-295 w i l l be c l imaxed by the Dame Po in t Br idge, a mas-
sive span across the St. Johns R iver wh ich l i nks the populous south side w i t h 
. . . wel l , there rea l ly isn ' t a l l t ha t much on the other side. I n fac t , most people 
i n t o w n haven ' t the vaguest idea why anyone wou ld w a n t to spend several 
hundred m i l l i on do l la rs to bu i l d a br idge t ha t goes nowhere. B u t the C i ty 
Fathers ( there are f e w C i t y Mothers i n Jacksonv i l le ; i t ' s a man's t own ) look 
across the r i ve r and see thousands of acres w a i t i n g to be developed. Land 
f o r more indus t ry , more jobs, more taxes, more residents f o r Sawgrass. Land 
t ha t w i l l make Jacksonvi l le the economic jewe l of the Southeast, surpassing 
A t lan ta . A pipe dream, perhaps. B u t i t doesn't pay to be pessimist ic—pessimism 
is ak i n to social ism here. 

I t ' s not f o r no th ing t ha t Jacksonvi l le cal ls i tse l f the Bo ld New C i ty of the 
South. 
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At the outset, i t should be noted that this is a story about the presidential 
campaign in Jacksonville. Having said that, we can proceed: 

I t began on the morning of January 17th, 1974, w i th the mai l delivery at the 
Mandarin Supermarket. Joe Cury, the owner of the market, sat in an elevated 
cubicle near the cash registers which serves as his office, opening the morning 
bills. And then he screamed, "What is this?" I t was the market's electric bi l l , 
and i t had doubled—from $700 to $1500. Immediately, he called the Jacksonville 
Electric Authority. The young woman who answered said, in what appeared to 
be a prepared statement, the increase that Mr. Cury may have noticed in his 
electric b i l l was caused by an adjustment necessary because of the high price 
of oil. Joe wasn't satisfied. He wanted to know the exact price of oil, where 
i t was coming from, how many barrels. . . . The woman didn't know. 

For the rest of the morning Joe fumed, talking to his customers and finding 
that they, too, had received ridiculous electric bills. That afternoon, he jumped 
into his new black Lincoln Continental and went downtown to the Electric 
Authori ty headquarters and started yelling at one of the receptionists. " I 
want facts," he said. 

Joe Cury can seem rather threatening when he is angry. He isn't especially 
tall, but he is bui l t l ike a sumo wrestler—thick neck, barrel chest, massive 
arms. A l l his clothes look too small. The receptionist went for help. 

She came back wi th a middle manager of mi ld appearance, and Joe began 
to yell at him. "Who're you buying this oi l from? How much is i t a barrel? 
Lemme see your books . . . I got a right. I 'm a citizen, ain't I? " 

"We don't have to show you anything," said the middle manager. 
Joe was somewhat taken aback by this response. "He actually said that," 

Joe recalled. " I could have ki l led the l i t t le bastard. But I wasn't about to give 
up. That's how al l this started." 

The t r ip to the Electric Authority had been the first overt polit ical act of Joe 
Cury's life, but wi th in a couple of months he had formed POWER—People Out-
raged Wi th Electric Rates—and had filed a class-action suit demanding an open 
hearing on the rate increase. Soon he was at war w i th the entire polit ical es-
tablishment in Jacksonville. 

The entire political establishment in Jacksonville consists of a small group 
of businessmen who have grown rich together since World War I I . A t i ts center 
is the Florida Publishing Company, a subsidiary of the Seaboard Coast Line 
Industries, which produces the only two newspapers in town. The primary func-
t ion of the papers is, apparently, to tel l the rest of the community how wonder-
f u l Jacksonville and the businessmen are. 

Aside from that, the businessmen al l belong to the Rotary Club and the Cham-
ber of Commerce's Committee of 100. They eat lunch together at the River 
Club atop the Prudential Building, play golf together and plan the future. The 
future, as they see i t , is bright. I n 25 years, Jacksonville has grown from 300,000 
people to 600,000. I t is a burgeoning financial and distribution center and has a 
wonderful deep-water port. The tallest building in Florida—the Independent 
L i fe Insurance Company—is located downtown. 

Sti l l , the city suffers f rom a very distinct inferiori ty complex. I t is not as 
glamorous as Miami or as prosperous as Atlanta. I t is cool in winter—some-
times, at night, i t even freezes—and the tourists whiz past on their way to the 
warmer weather, often remembering Jacksonville as the town w i th the rotten 
smell (caused by paper mil ls and chemical factories). 

And so, over the last decade, there's been an outbreak of half-crazed macho 
boosterism. An effort to make Jacksonville so modern, so efficient, so enticing 
that corporations looking for gold along the Southern Rim can't afford to pass 
i t up. The first real step was taken in 1967, when Jacksonville managed to get 
i ts suburbs to agree to become part of the city. The entire government was con-
solidated at that point, w i th much of the power going to quasi-public Authorit ies 
(electric, port, transportation, downtown development) which would be con-
trolled by, yes, that same small group of businessmen. "This assured," one 
business leader told me, " that when a corporation came to town i t could be 
welcomed by businessmen, not by bureaucrats waving red tape." 

The other effect of the consolidation was that i t absolutely prevented blacks 
in the core city f rom taking control of the local government which, by most 
estimates, they would have done by 1970. "Let's face i t , the consolidation pre-
vented a black mayor," said a Chamber of Commerce staffer. "And now when 
businesses come down from the North, they're more likely to choose us than 
Atlanta, w i th its black mayor and al l the uncertainty that causes." 
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The payoff came in 1972, when two corporate giants, Westinghouse Electric 
and Tenneco, announced they were forming a jo in t venture called Offshore 
Power Systems to bui ld floating nuclear power plants, and they were consider-
ing Jacksonville as the location for their factory. The city went wi ld. The 
newspapers played i t l ike the Second Coming: they even bought billboards and 
two-page ads which read: W E S T I N G H O U S E TENNECO C A N B R I N G Y O U A B B I G H T E B 
TOMORROW . . . A N D A GREATER J A C K S O N V I L L E . W E W A N T T H E M HEBE. The local 
officials said they'd do everything in their power, and more, to welcome the new 
industry to town. Even those who thought the idea of floating nuclear power 
plants was a bit bizarre were awed by the scope of Offshore Power Systems: 
the world's largest assembly l ine was promised on the banks of the St. Johns 
River, at least 10,000 new jobs. At lanta didn't have anthing near as spectacular 
as that. A l l Miami had was old people. The unions loved the prospect of a l l 
those jobs. The blacks saw a way out of the ghetto. Only the environmentalists 
had doubts, and they could be counted on one hand. Even Joe Cury didn't 
oppose i t yet. 

Joe Cury was born in Allentown, Pennsylvania, and arr ived in Jacksonville 
by pure chance. He was a rough kid, the son of a Syrian steelworker: A t age 
16, he t r ied to fake his way into the Marines and almost made i t . The next 
year he joined the Army. He was sent to Germany, where he had a lot of fun 
and learned how to box. When his hi tch was up, Joe decided to t ry boxing 
professionally. He was a heavyweight and, he says, won 27 straight fights. 
"Then my handlers took me to Miami and I was set up in this hotel suite. 
Miami was the place in those days, a l l kinds of w i ld broads and things going 
on. I lost eight straight fights; I was l i v ing too high." 

Joe went into public relations of a sort. "Budweiser had just come out w i t h 
i ts idea of using those horses to promote the beer, and so Ballentine decided 
to t ry the same thing. They had a guy called K ing Ballentine who'd sit i n a 
wagon that was pulled around by horses. My fr iend—his name was Joe too— 
was K ing Ballentine and I helped out. We traveled a l l over the place. One t ime 
we were here in Jacksonville and I ' m in th is A-rab restaurant and the guy who 
owns i t says i f I really want good food, I should go to this picnic they're hav-
ing. So we decided to take K ing Ballentine to the picnic and that's where I met 
my wife." 

He was in his mid-20s, t ime to settle down. He t r ied opening a hardware 
store, which didn't do well. He opened a grocery store, which did better. I t 
was located in a well-to-do neighborhood and became known fo r good meats and 
huge open-house Christmas parties. He grew older, raised two children, bought 
a beauti ful house near his market ; the marriage survived but only after some 
rocky times. He was restless. When the electric b i l l arr ived that morning, Joe 
was 45 and l i fe wasn't as excit ing as i t once had been. 

For a whi le he was swept along by his anger, but gradually he found he 
was enjoying the pol i t ical stuff. I t was a new challenge. He was becoming 
famous i n Jacksonville. 

And r ight ly so. Joe found that the Electric Author i ty was buying i ts o i l f rom 
a company named Ven-Fuel. Ven-Fuel had only one customer: the Jacksonville 
Electric Author i ty . The Jacksonville Electric Author i ty had signed a contract 
w i th an escalator clause, and the price just kept rising. I t was a l l very mys-
terious—no one was really sure who owned Ven-Fuel. Eventually the Federal 
Energy Administrat ion, the In terna l Revenue Service and the Customs Service 
began to investigate, the city sued Ven-Fuel for overcharging, the company 
settled for $1.2 mi l l ion and went out of business. A federal grand ju ry is s t i l l 
investigating the whole business. 

The Ven-Fuel case led Joe to look more closely at the JEA, and the more he 
looked, the less he l iked i t . I n one instance, the JEA wanted to bui ld a tanker 
dock, and could have bui l t i t on free public land, but chose instead to buy 
property held by several well-connected local businessmen. The deal was ex-
posed by an enterprising reporter at WJXT-TV, and a grand ju ry is looking 
into that too. 

There seemed to be no end to the shady dealings. The businessmen who ran 
the Authorit ies bought and sold f rom each other, planned new developments and 
made money hand over fist, often at the expense of the taxpayers. The ul t imate 
deal was the one the JEA proposed w i th Offshore Power Systems: i t would buy 
two floating nuclear plants for $2.2 bil l ion. Joe Cury had nothing against nu-
clear power at that po in t ; in fact, he thought i t might lower his electric bi l l . 
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But because the JEA was involved, the deal was suspicious. He decided to 
check i t out. 

Joe Cury almost died twice in 1974. Bad arteries, the doctors said. They 
took arteries f rom his legs and put them in his chest. They told h im to qui t 
smoking, lose weight and generally cool i t . Bu t Joe couldn't cool i t—not when 
the city government was beggaring itself for OPS. What 's more, he had begun 
to do some reading about nuclear energy. He knew the safety systems at a 
nuclear plant had to be infall ible—one mistake and an entire city could go. He 
knew there had been several near misses. "Those sons of bitches are dangerous," 
he said. "The insurance companies won't even cover them." 

Joe learned that Ralph Nader was intersted in nuclear issues. He contacted 
Nader's anti-nuke group, Cr i t ical Mass, and began receiving mater ia l f r om them. 
His store took on a dist inctly pol i t ical t inge: there were stacks of Critical Mass 
newspapers at the cash registers and a big bul let in board w i t h clippings about 
the struggle against OPS. Eventually Joe convinced Nader to come to Jackson-
vi l le to speak (the Jacksonville Journal characterized Nader as one of the 
"perfectionists who . . . would certainly never have advised us to fight back 
after Pearl Harbor because war can conceivably k i l l you . . . " ) . Joe was so 
impressed w i th Nader that he changed the name of his group f rom POWER to 
Consumer Power. 

The grocer went out on the local lecture circuit , speaking to anyone who'd 
l is ten: the Kiwanis, the Young Republicans, the Southside Businessmen. He 
spoke about the dangers of nuclear power and a l l the shady deals the local 
government was making to help OPS : 

The Jacksonville Port Author i ty ( JPA) , for a l l pract ical purposes, had given 
OPS 850 acres of choice land on Blount Island in the middle of St. Johns 
River. The floating nuclear plants would be bui l t there and towed out to sea. 

The JPA also gave OPS a money-back guarantee. I f the project fai led, the 
Author i ty would pay the company a l l expenses incurred in bui lding the factory. 

Going st i l l fur ther , the JPA agreed to float a $180-million bond issue to 
provide OPS w i th cash. 

The Jacksonville Transportation Author i ty decided to bui ld the Dame Point 
Bridge—the bridge to nowhere—to provide easier access to Blount Island. 

And the Jacksonville Electric Author i ty would buy the two floating nuclear 
plants for $2.2 bil l ion. 

Why was a l l this happening? Joe had a ready answer: the businessmen who 
ran the Authori t ies also ran their own businesses and stood to make a bundle 
off OPS. Wesley Paxson, chairman of the Jacksonville Transportat ion Author-
i ty , owned a companx that would do al l the electrical contracting fo r OPS. 
Truet t Ewton, ther i rman of the JEA, would insure OPS employees through 
his company, Gulf L,*^., And there were other conflicts of interest. 

Bu t Joe was gaining some curious allies in addit ion to the handfu l of en-
vironmentalists in town. The local shipyards, not at a l l convinced there was 
any such thing as a floating nuclear power plant, thought the real purpose of 
a l l the development at Blount Island was a bui ld a new and competitive ship-
yard, and smiled on the grocer's efforts. But i t appeared that Joe didn' t need 
much help because OPS had begun to sink of i ts own weight. 

As the er lomy tur ^ d sour and nuclear safety became a major question, the 
u t i l i t y companies that had been interested in floating plants decided they didn' t 
want them after all. Soon OPS had only the orders f rom Jacksonville and the 
New Jersey Public Service Electric and Gas Company, which had come up w i t h 
the idea of floating nuclear power plants in the first place. Then the New 
Jersey u t i l i t y "postponed" i ts orders. And Har ry Shorstein, Jacksonville's newly 
appointed general counsel, began to study the JEA's proposed contract. Shor-
stein found not only chat the city didn't need any more power plants, but also 
that i f th< JEA signeu the contract i t would go bankrupt paying for the plants. 
The Jacksonville City Council decided not to approve the contract. 

Tenneco pulled out, leaving Westinghouse sole owner of OPS. Faced w i t h a 
half-completed factory and no customers, OPS la id off 500 employees, leaving 
an office staff of 311, and began to lobby in Washington for a federal bailout. 
Bu t the dream st i l l i n k e r s i n Jacksonvil le: Wesley Paxson, for example, s t i l l 
wants to bMid the I s.: e Point Bridge. 

Wesley 1 ixson is Jig, open, f r iendly man who, l ike so many others, made 
i t on his ov. n in Jacksonvil le: " I n 1957, I started my electrical contracting 
company w i th $5000 I had borrowed. Had to hock my house, my kids, every-
thing. But I made i t , and so can anyone else who tries." 
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Not surprisingly, Wesley is a Reagan man. He believes government should 
leave the free enterprise system alone. Except sometimes, when the govern-
ment can give the free enterprise system a l i t t le nudge. L ike the Dame Point 
Bridge. 

" I t ' s dif f icult for people to understand," Wesley said, f rustrated. "They look 
across the r iver and see nothing there. I look over there and see jobs, taxes. 
The k ind of growth that can help a community. 

"These people who oppose growth are basically socialistic, I th ink. The same 
k ind of people who want to break up big business and let the employees run 
the companies and do a l l th is consumer stuff." Wesley paused a moment, "Now 
some of that is okay, mind you. Bu t you have to draw a l ine." 

But th is bridge. Wesley Paxson, don't you own land on the other side that 
w i l l increase in value i f i t is bui l t? 

"You know where my land is? Ten miles f rom the bridge." 
And don't your fr iends—including Bry.-mr Skinner, the elm inn,111 of the 

Reagan campaign in Jacksonvil le—own land there too? 
"Wel l , sure, some of my fr iends own land there. Bu t Jacksonvil le is a small 

town and . . . well, so what? I f a business guy puts his money up and takes 
his chances, why shouldn't he make a profi t? Some people just can't see the 
logic." 

I n 1975, Joe Cury decided to run for mayor. Then, lie said, he realized that 
he'd have to borrow so much to make the race that he might lose everything, 
even his market. So he decided to run for ci ty council. 

Soon after, he began gett ing phone calls. F i rs t , they offered to buy h im out 
of the race. Then they offered to k i l l him. Then they offered to arrange an auto 
accident for his daughter. Then someone smashed in the f r on t of his store. 
"These weren't kooks," he said. "These wTere educated, Nor thern voices on the 
phone. L ike lawyers." 

When Joe Cury gets excited, he tends to exaggerate a bi t and even his closest 
f r iends doubted that Joe's l i fe was i n danger. I n fact, Joe was close to be-
coming a complete laughingstock when he received two more phone calls. 

The first came f rom Charles Charles, assistant chief of police in Al lentown 
and an old f r iend of Joe's. He said the Pennsylvania Crime Commission had 
made a fo rma l request fo r Joe's record. "Are you in some trouble down there?" 
Chief Charles asked. 

The next cal l came f rom Mrs. I v y Ogg, a customer at the market and a 
pol i t ical supporter. She wanted to know i f Joe had ever been a holdup man. 

"Who told you that?" Joe asked. 
I vy Ogg said she'd received a phone cal l f rom her good f r iend B i l l Staten, 

the vice-president of OPS. A t about the same time, the local media and several 
pol i t ic ians received mater ia l smearing Joe Cury. 

As i t happened, Joe d id have a c r imina l record: af ter he le f t the Army and 
before he started boxing. Joe and a f r iend decided to go to At lant ic City for a 
bash. They "borrowed" $1200 f rom the fr iend's father, wrho owned a drive-in 
movie, and took off. The fr iend's father had them arrested when they got home. 
They pleaded gui l ty to a misdemeanor and were fined $100. 

When asked by a local TV stat ion how he'd gotten hold of Joe Cury's cr imi-
nal record, W i l l i a m Staten (who, in addit ion to being I vy Ogg's f r iend, is also 
a former F B I agent) said the in format ion came to his office in an unmarked 
envelope. He was later asked to te l l the story in greater detai l to a grand ju ry , 
which is s t i l l invest igat ing the incident. Joe Cury narrowly lost the election. 

Someone should probably take pains to see that W i l l i am Staten and al l his 
personal effects are preserved for the enlightenment of fu tu re generations. He 
is a classic figure of mid-century Amer ica: the businessman. Not that there is 
any one qual i ty about h im that stands out or that he has any special sk i l l or 
says anything par t icu lar ly memorable. He is a lawTyer, public relations man, 
former F B I and IRS man. He is also finance chairman of President Ford's 
campaign in Flor ida. He's a nice guy who, l i ke the president, exudes an air of 
easygoing athleticism. 

He is a man w i thou t roots. He w i l l go where Westinghouse sends him, sell 
what Westinghouse asks h im to sell, and believe in the product to boot. He 
believes, for example, i n floating nuclear power plants. Th inks they ' l l be "good 
for the ecology." He can see in the distant fu tu re a day when the At lant ic , Gul f 
and Pacific coasts w i l l be r inged w i t h floating nuclear reactors a few miles off-
shore. He doesn't wor ry about safety. There's a min ia ture floating nuclear p lant 
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i n a tank of water over at the Univers i ty of F lor ida, and i t works jus t fine. 
They've crashed min iature o i l tankers in to the thing, hur led min ia ture t i da l 
waves at i t and i t always comes out okay. 

H is office. There is a large poster of John Wayne dressed as a cowboy and 
wav ing a six-shooter. There is a smaller picture of Roger Staubach dressed as 
a Dal las Cowboy and waving a footbal l . There are golf trophies and pictures 
of foursomes. There's a f ramed let ter f r om the president and pictures of the 
fami ly . St i l l , the office is cold and efficient. Wh i t e and chrome, w i t h black 
indoor-outdoor carpeting. 

He loves his country. He th inks the free enterprise system is great and 
shouldn't be tampered w i th . "You know, you might say tha t $5000 is a lot for 
a car nowadays. Bu t i f i t weren't fo r b ig companies l i ke Ford and GM, you'd 
be paying a lot more than that . B ig business provides the jobs, pays the taxes, 
developes the new technologies. . . ." 

He th inks President Ford's support w i l l come f r om average, moderate guys 
l ike him. And there are plenty of them i n Jacksonville. I n the past decade or 
so, the entire south side of the ci ty has been overrun by young B i l l Statens. 
They work for large corporations and l ive in apartment complexes and t rac t 
houses strategical ly placed along wide, flat boulevards in between the 7-Elevens, 
the gas stations and steak pubs w i t h salad bars. B i l l Staten l ives i n a grown-up 
version of that—Deerwood, a pr ivate community of expensive homes and 
recreational faci l i t ies. 

He loves Jacksonville. I t ' s the f r iendl iest town the company has sent h i m to. 
"The business community, of course, has been great. Bu t the ci ty government 
has been cooperative too, and Mayor Hans Tanzler is jus t the greatest. They 
accept you very quickly here. There's no real race problem. The unions are 
cooperat ive—I'd say Johnny Bowden of the Bu i ld ing Trades is jus t about the 
best union leader in the country." 

The more he thought about i t , the more r idiculous segregation seemed. I t 
wasn't good fo r a growing ci ty l ike Jacksonvil le. W i l d mobs runn ing around 
town w i t h ax handles was not the sort of image the city needed. What 's more, 
segregation cost money—you had to bui ld two of everyth ing: two h igh schools, 
two water fountains, four bathrooms. I t was bad business. I t was not pro-
gressive. 

Johnny became a voice of moderation i n town and now, i n 1976, he s t i l l spoke 
soft ly and calmly. Just l i ke the man he was support ing f o r president, J immy 
Carter. Even though he wasn't sure Carter would win, Johnny l iked the man's 
style. I t was court ly, i t was progressive, i t was New South. 

Johnny is one of the more prominent Carter supporters i n town. Most of the 
others seem to be on the f r inge of the local establishment—young teachers, 
lawyers, other professionals, blacks. Rat iona l people, people who value quiet 
and compassion leavened w i t h reason, people who don't l ike to make waves. 
J immy Carter's wife, speaking to a group of Jacksonvil le women at an elegant 
l i t t l e reception one evening, h i t the na i l on the head: she said her husband 
would al low people to " t rus t the government" once again. 

Johnny Sanders, s i t t ing i n his office, painted a p ic ture of a Jacksonvi l le 
where a l l was harmonious, where government was trusted. " I can go to a 
Chamber of Commerce meeting," he said, "and sit between W i l l i a m Staten of 
OPS and John Bowden, the head of the construction unions, and a l l three of 
us can get along jus t fine. I go to the Ci ty Council and sit up there w i t h Rodney 
Hurs t , a black man. I n fact, Rodney was the leader of the black sit- ins on 
Ax-Handle Saturday. That 's how fa r we have come." 

August 27th, 1960, is s t i l l very clear i n Rodney Hurst 's mind. He remembers 
wa lk ing toward Hemming Park and seeing the rednecks gathering, knowing 
there would be trouble. He remembers jo in ing his f r iends a t the lunch counter 
at Grant's, as they'd done at other lunch counters, wa i t i ng u n t i l i t was abso-
lutely clear they wouldn' t be served, then get t ing up to leave. The mob charged 
as soon as the demonstrators le f t the store. Grant 's employees locked the doors 
behind them. They were trapped outside. He remembers the Jacksonvil le police 
jus t standing there. He remembers the sound the ax handles made. 

Rodney Hurs t was a 16-year-old anathema when tha t happened; now he is 31 
and a c i ty councilman. He works fo r the Prudent ia l L i f e Insurance Company. 
Wh i te fo lks l ike to point to Rodney Hurs t as an example of how much the c i ty 
has changed, a dist inct ion he can l ive wi thout . 
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Sti l l , He couldn't resist tak ing me to lunch at the Jury Room, a pr ivate club 
across f rom City H a l l where, w i t h his the only black face in the room, he 
t rot ted out the old rhetoric. "There's only the facade of togetherness here. The 
black community is only inches away f r om a major disturbance. Conditions in 
the ghetto are worse than ever." The words flowed easi ly ; he obviously enjoyed 
the sound of "communi ty" and "ghet to"—i t made h im feel l ike the good old 
days. 

Bu t wasn't he adding to the facade? Wasn't he Racia l Harmony Exh ib i t A? 
But sometimes, though, being that was important. Black community support 

was crucial, for example, i n lu r ing Offshore Power Systems to town, and Rodney 
defended i t vigorously. "To hel l w i t h ecology," he said. " I care about human 
ecology. My people need jobs. OPS had jobs; they guaranteed tha t 23% of 
their employees would be black." 

St i l l , he wasn't ent irely comfortable work ing the same side of the street as 
the local power brokers. 

" I ' l l confront them when I have to," he said. And what i f they ignored him? 
" I ' l l take i t to the streets . . . I ' l l cal l a press conference." 

There have been problems, though. The business w i t h Joe Cury was one of 
them. " I figured you'd ask about that , " he smiled, not offended. " B u t my 
lawyers say i t 's inappropriate to comment about that un t i l the grand j u r y is 
done w i t h i t . " 

John Bowden's Bu i ld ing Trades Council represents only about 5000 of the 
30,000 trade unionists in Jacksonville, but he is the labor leader the local papers 
quote because he is par t of the team (as opposed to J im Deaton of the AFL -
CIO, who has been known to disagree w i t h the local establishment). Around 
town, John Bowden is known as " the establishment's Joe Cury" because he's 
sometimes embarrassingly outspoken. 

John is rather d iminut ive. L ike Cury, he's a former boxer and he has a 
battered nose to show for 210 professional bouts. He or ig inal ly became involved 
in construction wTork to help bui ld his body fo r the r ing, but remained an iron-
worker when his boxing career faded. He looks very distinguished now, s i t t ing 
in the electrical workers' union hal l . He is wearing a three-piece pin-stripe suit, 
a gold t ie clasp, a gold pocket watch wTith a gold chain. He is also wearing a 
gold r ing w i t h what appear to be diamond insets, and he's smoking a big fa t 
cigar. 

" D i d you ever," John Bowden asked, "meet a labor leader who was as pop-
ular w i t h the Chamber of Commerce, the contractors and the city government 
as I am? There isn' t a person in th is par t of the country tha t doesn't know 
my name." 

John Bowden hews to the party l ine i n Jacksonvil le and then some: 
" I ' ve been so successful because I 've taken a realist ic approach to the labor 

situation. No strikes. No work stoppages. We want to see this community 
grow." 

"The environmental ists are a dangerous group. The Audubon Society w i l l 
br ing this country to i ts knees." 

"Ra lph Nader is someone we could probably do wi thout . They say there's a 
fine l ine between a genius and a nut and he's r igh t on i t . " 

"OPS w i l l be a great th ing for Jacksonvil le." 
H is man fo r president is Henry "Scoop" Jackson. When Jackson came to 

town, Bowden arranged a big labor ra l ly and gave h im some good advice. 
"Ho ld i t to about 15 minutes, Senator," he said. "They might get a l i t t le bored 
af ter that . " Scoop was a big success and John Bowden takes some credit f o r i t : 
" I th ink we l i t a fire under h im." 

John Bowden th inks Jackson w i l l do wel l i n the pr imary , but is worr ied that 
much of the rank and file would vote for Wallace. "You see, these rank and file 
guys don't take the t ime to understand what 's going on i n the world, so they 
can be led on easily." 

A cool, breezy day in January. For the first time, Offshore Power Systems 
has inv i ted the community leaders of Jacksonvil le to inspect i ts Blount Is land 
site and have some lunch. OPS is to announce the beginning of construction 
on a giant crane for the world 's largest assembly line. I t is uncertain why OPS 
is doing this, since there s t i l l aren't any immediate orders fo r floating nuclear 
power plants, but the suspicion is that the company wants to prove there's s t i l l 
l i f e in the corpse af ter a year of inact iv i ty . 
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So the civic leaders come. About 200 or 300 of them crowd in to an absolutely 
vacant bui ld ing on desolate Blount Island. John Bowden is there, as are Johnny 
Sanders, Rodney Hurst , Wesley Paxson and, of course, B i l l Staten. The room 
is f i l led w i t h prosperous-looking men (there are two women, not count ing wai t -
resses) in patent-leather shoes discussing mergers, interest rates and golf. A n 
impressive show of force on the par t of the establishment. 

I n addi t ion to "consol idat ing" i ts suburbs into the core ci ty, i t appears Jack-
sonville has consolidated i ts various war r i ng factions—business, labor, blacks, 
reformed good ol' boys. Representatives of four of the five active president ia l 
campaigns—Ford, Reagan, Jackson, Carter—are present. 

Bu t where are the Wallace people? 
I t ' s certainly curious. Everyone in town seems to agree tha t Wallace w i l l 

sweep Jacksonvil le in the pr imary, as he d id last time. B u t none of the orga-
nized factions seem to support h i m ; in fact, they disdain him. He represents 
everything that Jacksonvil le has been s t r iv ing to overcome. He is Old South, 
l i e has more support f rom elected officials in Boston than he does i n Jackson-
vi l le. 

A f te r a buffet lunch, the civic leaders gather around to l isten to speeches. 
Mayor Tanzler says a prayer, thanking God for OPS. Then he says, "There are 
those who have cr i t ic ized this community's welcoming of OPS. There are those 
who chose to believe that OPS was a mirage. Bu t I ' m here to say tha t i f 
any other company wants to make the same k ind of commitment to Jackson-
vi l le, I ' l l be out f ron t shining their shoes, strewing rose petals i n thei r path 
and kissing them on both cheeks. . . ." 

A n hour later, the bui ld ing is locked and completely empty again. 
The gun on the counter of Joe Cury's l i t t l e office looked l ike a toy, but i t was 

very real. Joe took the day's receipts and put them into a brown paper bag 
along w i t h the gun. He was ready to go home. 

"By the way, Joe," I asked. "Who are you support ing fo r president?" 
"Who am I supporting for president?" 
"Yeah." 
" I ' m vot ing for George Wallace," he said, laughing. " I want to shake those 

bastards up." 

[ F r o m t h e C o l u m b i a J o u r n a l R e v i e w ] 

BOOSTERS I N T H E N E W S R O O M : T H E J A C K S O N V I L L E C A S E 

(By Sean Devereux) 

The American business man is generous to a fault, but one thing he does 
demand of all teachers and lecturers and journalists: if we're going to pay 
them our good money, they've got to help us by selling efficiency and whooping 
it up for rational prosperity! 

(Excerpt f r om George S. Babbit t 's address at the dinner of the Zeni th Real 
Estate Board, i n Sinclair Lewis's Babbitt) 

Jacksonville, F lor ida (populat ion: 570,000) has long enjoyed the reputat ion 
of being a c i ty in which t ra ins don't h i t cars, cars h i t t rains. Th is b i t of local 
color dates back to 1S97, when Flor ida magnate Henry Flagler, vexed at being 
accused by Jacksonville's Florida Times-Union of fa ls i f y ing records of ra i l road 
land holdings to dodge taxes, silenced the paper by buying up i ts parent com-
pany, the F lor ida Publishing Company. Abrupt ly , t ra ins and ra i l road men could 
do no wrong—at least not in Jacksonville. Control of F lor ida Publico, as the 
firm is in formal ly called, and thus of the Times-Union, has remained in the 
hands of ra i l road men ever since. The present owner is Seaboard Coast L ine 
Industr ies, one of Flor ida's largest companies, which also controls the merged 
At lant ic Coast L ine and Seaboard Railroads, as wel l as the Louisv i l le and 
Nashvi l le Rai lroad. Workers in F lor ida Publico's photoengraving shop recal l 
tha t black in the fifties they had to a i rbrush the words "A t lan t i c Coast L ine " 
f rom the sides of boxcars i n t rain-wreck photographs on the rare occasions 
such photographs were run. As late as 1973 a Times-Union police reporter who 
covered an accident involv ing a Seaboard Coast L ine t r a i n had to telephone 
SCL'S assistant public-relations director and read the story to h i m fo r approval 
before the ci ty editor would accept i t . 
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As the c i ty 's only morn ing paper, the T i m e s - U n i o n has a he f ty c i rcu la t ion 
(148,000) and no rea l competi t ion. F lo r i da Publ ico bought up i ts sole local 
r i va l , the a f te rnoon J a c k s o n v i l l e J o u r n a l ( c i r cu la t i on : 60,400) back in 1959. 

Jacksonvi l le is also the c i ty which, i n 1972, was selected by the Westinghouse 
E lec t r ic Corporat ion and Tenneco, Inc., to be the home of a ma jo r new in-
dus t ry—the construct ion of floating nuclear power plants, designed to be moored 
i n the ocean to generate power f o r coastal c i t ies i n the U.S. and elsewhere. 
A n d thereby hangs a tale. 

Only a pa rk ing lo t separates the Seaboard bu i ld ing f r o m the newspapers' 
office bui ld ings in downtown Jacksonvi l le. I t took ha l f a year, however, fo r the 
power p lant to move f r o m the conference room of the Seaboard bu i ld ing to the 
pages of Jacksonvi l le 's two dail ies. 

The Seaboard Coast L ine Ra i l road Company was the p r ime mover in induc-
ing Offshore Power Systems, the j o in t Westinghouse-Tenneco venture, to locate 
in Jacksonvi l le. I n Ju ly 1971, E. I I . " B u d " Wh i t t ake r , SOL'S manager of indus-
t r i a l development, met members of Westinghouse's special projects d iv is ion in 
Tampa. They were look ing fo r a deep-water harbor site f r o m wh ich they could 
launch floating nuclear plants, wh ich wou ld then be towed to permanent sites. 
W h i t t a k e r was confident tha t i n Jacksonvi l le they would find the site they were 
look ing for . Three Westinghouse men a r r i ved in late August. 

F r o m the s tar t , secrecy was the pol icy—a Westinghouse i>olic.v that Jackson-
vi l le 's publ ic leaders, inc lud ing F lo r ida Publ ico board members and newspaper 
executives, enthus iast ica l ly adopted. Thus, on August 26, when Wh i t take r ' s 
assistant J i m W h i t e in t roduced the site scouts to Bob Peace, the managing 
d i rector of the Jacksonvi l le Por t Au tho r i t y , he fo l lowed the i r inst ruct ions and 
ident i f ied them s imply as representatives of "a rel iable company." Only a f te r 
Peace consented to keep the in fo rmat ion a secret d i d the Westinghouse men 
iden t i f y the i r employer and describe the i r plans fo r a mu l t im i l l i on -do l l a r p lant . 

Shor t ly a f te r th is meeting, V i r g i l Fox, executive d i rector of the Jacksonvi l le 
Area Chamber of Commerce's Commit tee of 100, the chamber's i ndus t r i a l 
development task force, was let i n on the secret. Then, Fox recalled in a recent 
in terv iew, "because of the size of th is project and because of the necessity to 
get the f u l l support of the c i t y , " he and Peace decided " to conf ident ia l ly a ler t a 
number of key people about th is pro ject . " The number was ra ther large. "The 
mayor, the president of the c i ty council, the cha i rman of The Committee of 
100, the president of F lo r ida Jun ior College, several large key indus t r i a l 
employers, and the governor were alerted," Fox said. 

F lo r ida Publ ico's publ isher, Robert Feagin, and execut ive edi tor John 
Wal te rs were also let i n on the secret. " B o t h Bob and John are in The Com-
mi t tee of 100," W h i t t a k e r points out. "They knew about the project f r o m the 
beginning." So, too, d id the overwhelming ma jo r i t y of F lo r ida Publico's then 
th i r teen-man board of directors, eleven of whom were members of the cham-
ber's Commit tee of 100. 

So, too, d id at least one F lo r ida Publ ico reporter—Times-Union business 
edi tor George Wachendor f . "You knew George could keep a secret, i f George 
gave you his word , " explains Ross Legrand, an assistant manager of i ndus t r i a l 
development f o r SCL. V i r g i l Fox, another admi rer of Wachendor f 's ab i l i t y to 
keep a news story to h imsel f , added in an i n t e r v i e w : "Once in a great wh i le 
we [s taf f members of The Committee of 1001 level w i t h the media. George and 
I discussed Westinghouse-Tenneco. I d idn ' t discuss i t w i t h regular reporters. I 
had confidence i n George. George knew a l l along." 

Publ isher Feagin, asked to comment on the newspapers' s ix-months' silence on 
a story tha t the T i m e s - U n i o n was la ter to ca l l i t s "S to ry of the Year , " repl ied 
tha t "a p remature announcement here migh t have t ipped our hand to Ports-
mouth [V i rg in ia , wh ich Westinghouse-Tenneco wTas also consider ing as a site 
in the f a l l of 1971]. We have to be very care fu l of g i v i ng aid and comfor t to 
the enemy—not enemy, real ly , hut a id and comfor t to another communi ty . " 
V i r g i l Fox, meanwhi le, defends the news blackout on the ground tha t "publ ic-
i t y muddies the waters. A communi ty w i l l go crazy i f people t h i nk a b ig p lan t 
is coming there. Most of the t ime a company w i l l look at several dozen loca-
tions. Westinghouse looked at over fifty—fifteen or so i n F lo r ida . The corpora-
t ions are good cit izens. They don't wTant a whole lo t of towns get t ing excited 
over no th ing . " 

W h i l e Jacksonvi l le 's two dai l ies obl ig ingly w i t hhe ld the OPS story, two 
Portsmouth, V i rg in ia newspapers—the L e d g e r - S t a r and T h e V i r g i n i a n - P i l o t — 
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broke i t . A n October 8, 1971 a r t i c le i n T h e V b r g i n i a r P i l o t , f o r example, quoted 
a local source as saying t h a t Por tsmouth was being considered as a possible 
OPS site and t h a t "Jacksonvi l le , F lo r ida , is m a k i n g a s t rong p i t ch f o r the 
[OPS1 p lan t and t h a t Savannah, Georgia, is interested." 

T H E TBAP 

Seaboard Coast L i ne Ra i l road, the p r ime mover i n b r i ng ing Offshore Power 
Systems to Jacksonvi l le, was kept out of the story t ha t F l o r i da Publ ico re-
por ters told. George Wachendor f—then the T i m e s - X J n i o n business ed i tor , now 
i n business f o r h imsel f—does not hesi tate to exp la in why he d i d no t ment ion 
the ra i l r oad i n h is stories. "The ra i l r oad owns the paper, you know. Some of 
my sources were SCI people. I was pro tec t ing my sources. I learned to stay 
off the ra i l r oad as much as possible." 

Wachendor f described one object lesson. One day he thought he wou ld w r i t e 
an a r t i c le about ra i l r oad f re igh t rates. H e discussed the idea w i t h h is edi tors. 
H i s discussions l e f t h i m w i t h the unders tand ing t h a t Seaboard could not p ro f i t 
by such a publ ic exam ina t i on : i f h is analysis determined t h a t Seaboard's 
f r e i gh t rates were h igh, readers wou ld conclude tha t Seaboard was g reedy ; 
i f they were low, readers wou ld conclude tha t the story had been publ ished 
to p lug Seaboard. " I t ' s the t yp i ca l t r a p you get i n to on the T i m e s - U n i o n , " said 
Wachendor f . 

The Por tsmouth papers scooped Jacksonvi l le 's by a f u l l f ive months. ( I n a 
speech del ivered i n 1973, V i r g i l Fox said of the V i r g i n i a coverage: " T h i s was 
of considerable annoyance to the Westinghouse-Tenneco people." He added : 
"They were h igh ly compl imentary of us and our news media f o r the d iscret ion 
t ha t we had used i n deal ing w i t h them. Our news media deserved th i s compl i-
ment. I n spite of the fac t t h a t most of them knew about th i s pro ject , they 
respected our request to rema in si lent. They were g r e a t ! " ) F l o r i da Publ ico's 
news managers d i d not release the story u n t i l Ma rch 9, 1972; GIANT INDUSTRY 
BID i s BARED, the T i m e s - U n i o n stated i n banner headl ine. T w o and a ha l f months 
la ter , the decision was made. On May 25, D. C. Bu rnham, cha i rman of the 
board of the Westinghouse E lec t r ic Corporat ion, and N. W. Freeman, cha i rman 
of the board of Tenneco, Inc., flew to Jacksonvi l le to announce pub l ic ly t ha t 
the $200-mil l ion OPS p lan t was def in i te ly coming to Jacksonvi l le. W h e n the 
two board cha i rmen emerged f r o m the Robert Meyer Hote l , where they had 
been guests of honor at a banquet sponsored by the Jacksonvi l le A rea Chamber 
of Commerce, they saw copies of the J a c k s o n v i l l e J o u r n a l head l in ing the i r an-
nouncement a l ready i n the racks. " T h i r t y to f o r t y seconds a f te r our news 
conference announcing i t ! " marveled Tenneco cha i rman Freeman. " T h i s is the 
fastest act ion I have ever seen by a newspaper." Jacksonvi l le 's two dai l ies 
could move very fas t , when they chose to. 

D u r i n g the in terven ing two and a ha l f months, F l o r i da Publ ico's a l l -out 
support f o r a pro ject tha t promised to b r i ng jobs and money to Jacksonvi l le led 
to a burst of boosterism tha t m igh t have come s t ra igh t f r o m the pages of 
B a b b i t t . F r o m the t ime the pub l ish ing firm's two dai l ies began sel l ing Jack-
sonvi l le on OPS (and sel l ing Westinghouse-Tenneco on Jacksonvi l le) u n t i l 
Westinghouse-Tenneco made i ts decision, the newspapers repeatedly suppressed 
news o u t r i g h t ; they repeatedly kept arguments advanced by c r i t i cs of the p ro j -
ect ou t the headl ines and bur ied them so deep t ha t only the most dogged 
reader could unear th t h e m ; and they resorted to a counterpunch techn ique: 
b las t ing the opponent's posi t ion before s ta t ing i t . 

Before c i t i ng specific instances, i t m igh t be w e l l to look i n t o one m y s t e r y : 
why d id F l o r i da Publ ico executives break the story when they d id? Publ isher 
Feagin 's exp lanat ion is t ha t u n t i l Ma rch 9 the pro jec t "was pure ly speculat ive." 
I n an in te rv iew, he said he could not recal l , though, wha t ear ly -March develop-
ments made i t any less speculative. V i r g i l Fox of The Commit tee of 300 and 
W h i t t a k e r and Legrand of the SCI agree t h a t the story was broken on 
March 9 f o r only one reason; the F lo r i da House Commit tee on F inance and 
T a x a t i o n was due to consider a t ax -b i l l amendment, in t roduced by a Jackson-
v i l l e legis lator, t ha t wou ld exempt ins ta l la t ions cost ing more t han $1 m i l l i o n 
f r o m pay ing sales t ax on heavy equipment. As Fox expla ined i n an in te rv iew, 
" I t was too tough get t ing a t ax break f o r an anonymous company. I t [ t he OPS 
story 1 wou ld have been kept under wraps even longer, somewhat longer, i f i t 
hadn ' t been f o r the tax problem." 
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There is considerable evidence to support th is view. I n h is f ront -page March 
9 story i n the T i m e s - U n i o n , f o r example, business edi tor Wachendor f wTarned 
readers t h a t i n order to make sure the g ian t indust ry came to Jacksonvi l le, 
the business communi ty wou ld have to prov ide " a favorab le c l imate. " He then 
dropped a heavy h in t , describing F lo r ida 's sales tax on heavy equipment as 
"a possible bar r ie r to the p lant 's locat ion here." V i r g i n i a levied no such tax , 
he noted. On March 10 the J o u r n a l publ ished an ed i to r ia l w rhich asserted t h a t 
f a i l u r e to give the OPS pro ject a t ax break "cou ld prove to be the decid ing 
fac tor t ha t wou ld rob us of th i s magnif icent oppor tun i ty , the type of i ndus t r i a l 
enterpr ise tha t f e w ci t ies w7ould dare dream of possessing." News on March 11 
tha t the house commit tee had voted down the tax-lawT amendment b i l l d i d noth-
ing to s t i l l the c lamor on th i s issue i n F l o r i da Publico's papers. Between March 
9 and March 15, the two newspapers ran, between them, eight news stories and 
two edi tor ia ls descr ibing the F lo r i da t ax l a w as a c r i t i ca l f ac to r i n the choice 
between Jacksonvi l le and Portsmouth. ( A n ed i to r ia l i n the P a l m B e a c h P o s t , 
af te r ca l l ing a t ten t ion to " the cur ren t semihyster ia being wThipped up i n Jack-
sonvi l le," suggested t h a t i f the ci t izens of t ha t c i ty were so a f r a i d tha t OPS 
wou ld go away to V i r g i n i a i f the pro ject w7ere not g iven a tax break, they 
migh t consider amending the i r local country proper ty - tax schedule to take up 
the slack. Th i s a l te rna t i ve was not voiced i n the F lo r i da Publ ico papers.) 

T H E HORSE RACE 

A t a Jacksonvi l le press conference he ld on Ma rch 23, W i l l i a m Staten, a 
manager i n Westinghouse's special projects div is ion, sa id : " W e hope th is 
f p l an t ] is to be located i n Jacksonvi l le. B u t the choice of sites is s t i l l a horse 
race. I t could be Jacksonvi l le or i t could be Por tsmouth. " J o u r n a l copy editors 
turned Staten's statement in to a head l ine : "West inghouse: P lan t Between 
Jacksonvi l le and Por tsmouth . " A n d the horse-race theme was w r i t t e n t i gh t l y 
in to the d rama wh ich F lo r i da Publico's papers wou ld construct f o r the i r read-
ers f o r the next two months. 

H o w genuine was the race? 
I n a free-lance, l iow-to-bring-a-wThopping-industry-to-your-home-town art ic le, 

wh ich appeared i n a business publ icat ion i n 1973, George Wachendor f w r o t e : 
Basic S t ra tegy—The o r ig ina l announcement f r o m OPS said t h a t Jacksonvi l le 

was one of two sites being considered fo r the p lant . . . . The wTriter personal ly 
feels t ha t Jacksonvi l le was the pr ime choice r i gh t f r o m the beginning, but the 
element of compet i t ion no doubt d i d much i n in tens i f y ing the Jacksonvi l le com-
mun i t y ef for t f o r OPS. . . . 

Apparent ly , Westinghouse-Tenneco held up Por tsmouth as a threat , not a 
novel wray of w r i ng i ng concessions f r o m c i ty fa thers—and F lo r i da Publ ico exec-
utives, editors, and reporters accepted the i r version as gospel. 

Ross Legrand of the ra i l r oad says now tha t there never was any real sus-
pense: "They [Westinghouse-Tenneco] were only interested i n Por tsmouth i f i t 
f e l l dead i n Jacksonvi l le ." V i r g i l Fox and J. J. Dan ie l agree. Danie l , cha i rman 
of the executive commit tee of a large F lo r ida real estate firm and a prominent 
member of F lo r i da Publ ico's board of d i rectors and of the chamber of com-
merce, recal ls being t o l d by A. P. Zechella, then the manager of Westinghouse's 
special projects d iv is ion and now president of Offshore Power Systems, tha t 
Por tsmouth was a d is tan t second choice, a back-up only i f p lans went rad i -
cal ly a w r y i n Jacksonvi l le. "Por t smou th d id not w rant them [Westinghouse-
Tenneco] there," Dan ie l recalls, a l though he does not recal l the reason. "The 
papers here let them know they were wanted." 

Fox supplies a reason. E a r l y on, he wTas to ld tha t the concentrat ion of indus-
t r y i n the Por tsmouth area—inc lud ing Tenneco's shipyards there, the coun-
t r y ' s largest—posed a labor problem fo r a pro ject t ha t wou ld eventual ly requi re 
a work force of 14,000. One of the first men i n Jacksonvi l le to know about the 
pro ject Fox adds t ha t he never regarded Por tsmouth as a serious th rea t to 
Jacksonvi l le 's chances f o r the pr ize indust ry . 

The impression created by F lo r ida Publ ico coverage of the OPS story was 
tha t the people of Por tsmouth were also caught up i n the suspense and excite-
ment of th i s mu l t im i l l i on -do l l a r horse race. They weren' t . D u r i n g the eleven-
week sel l ing campaign i n wh ich the T i m e s - U n i o n and the J o u r n a l bombarded 
the i r readers w i t h 146 Westinghouse-Tenneco stories, inc lud ing sixteen edi-
tor ia ls on the project , T h e V i r g i n i a n - P i l o t and the L e d g e r - S t a r , cover ing both 
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Por tsmouth and Newpor t News, publ ished between them seven stor ies and one 
ed i to r ia l on the project . S i n g l e stories publ ished i n the T i m e s - T J n i o n occupied 
more column-inches than a l l of the Westinghouse-Tenneco news and ed i t o r i a l 
copy p r i n ted by both V i r g i n i a papers. 

Before the OPS pro ject could come in to being, a number of hurd les re la ted to 
the fac to ry si te wou ld have to be cleared. The site Westinghouse-Tenneco 
wanted, because i t offered access to the A t l a n t i c Ocean, was on B loun t Is land, 
an is land i n the St. Johns R iver m idway between Jacksonvi l le and the ocean. 
A t the is land's center lay a 250-acre sa l twater marsh or estuar ine bayou k n o w n 
as Back River , i n memory of a r i ve r wh ich had long since ceased to flow. ( W h i l e 
dredging a ship's channel i n the 1950's, the U.S. A r m y Corps of Engineers had 
used B loun t I s l and as a spoi l s i te ; deposited spoil stopped Back R iver 's 
mouth . ) 

The first (very l ow) hurd le, approval by the c i ty counci l of dredge-and-f i l l 
operat ions on B loun t Is land, was surmounted on May 4, when, a f t e r a five-hour 
publ ic hear ing, the counci l voted unanimously to approve. Members had made 
up the i r minds on the mat te r before the hear ing was he ld ; weeks before the 
hear ing took place, the counci l had al lowed i ts name to appear on a fo r ty - foo t -
h igh b i l lboard wh i ch bore the message: "Westinghouse-Tenneco, The K i n d of 
Neighbor W e A l l W a n t . " The idea fo r such signs, wh ich p ro l i f e ra ted through-
out Jacksonvi l le, had come f r o m the chamber of commerce's Commit tee of 100. 

Fo l l ow ing up on another Commit tee of 100 idea, on May 5 both F lo r i da 
Publ ico papers ran a two-page, three-color ad wh ich read "West inghouse-Ten-
neco can b r i ng you a b r igh ter tomor row . . . and a Greater Jacksonvi l le . . . 
WE WANT THEM HERE," a n d w h i c h w a s s igned by " T h e F l o r i d a T i m e s - U n i o n a n d 
the J a c k s o n v i l l e J o u r n a l " 

The second (h igher hurd le, cer t i f icat ion by the state's po l lu t ion-cont ro l board, 
was overcome on May 22. The t h i r d hurd le was cleared the nex t day when 
Governor Reub in Askew and the cabinet, i n the i r role as Trustees of the In te r -
na l Improvement Fund, voted to pe rm i t dredging and filling on B loun t Is land. 
T I I F execut ive d i rector Joel Kuperberg and h is staf f h a d recommended t h a t 
the trustees should delay the i r decision. " T h e trustees cannot adequately pro-
tect the publ ic i n the l i gh t of the i n f o rma t i on we now have ava i lab le to us." 
Kuperberg said a week before the vote. " I feel very, very nervous about h a v i n g 
th is t h i n g finally being decided next Tuesday." The T i m e s - U n i o n paraphrased 
Kuperberg 's st rong remarks and then bur ied them twenty-one co lumn inches 
deep i n a story headl ined C i ty Delegat ion Presents i ts Case to Cabinet f o r a-
P lan t Fabr ica tor . The O r l a n d o S e n t i n e l , l i ke other non-Jacksonvi l le newspapers, 
v iewed the T I I F d i rector 's remarks as being suff ic ient ly newswor thy to j u s t i f y 
a separate story, wh ich i t headl ined a-Plant Pressure Charged. 

DIVERSIONS A N D " R A L A N C I N G A C T S " I T H E DREDGE-AND-FILL I S S U E 

F r o m the s tar t , F lo r i da Publ ico's edi tors and reporters b i l led the OPS 
p lan t as an ecologist's dream. Susta in ing th is image requ i red great del icacy 
i n the t rea tment of cer ta in topics—for example, the proposed locat ion of the 
g ian t p lan t (B loun t Is land's Back R iver marsh, noted f o r i t s w i l d l i f e ) . I n 
Wachendor f 's lead-off story on March 9, the proposed locat ion is not ment ioned 
e i ther i n the headl ine or the lead sentence or i n the capt ion under the five-
co lumn ar t i s t ' s render ing of the f u t u r e p lan t on the T i m e s - U n i o n f r o n t page. 
The is land—but not the marsh—is finally ment ioned th i r teen inches deep i n the 
story a f t e r a j u m p to page 5. 

T h a t af ternoon's J o u r n a l said tha t there were t w o " M a j o r Is lands I n The 
News." The J o u r n a l , l i ke the next day's T i m e s - U n i o n , repor ted a p lan, com-
plete w i t h a map, f o r bu i ld ing a recreat ional pa rk on Quaran t ine Is land, across 
the r i ve r f r o m B loun t Is land. Congressman Charles Bennet to ld the T i m e s -
U n i o n : " I envision picnic spots, boat launch ing ramps, a sw imming pool, base-
ba l l diamonds, soccer fields, and perhaps even an outdoor amphi theater f o r 
concerts and plays. T rop ica l p lan t ings and l i gh ts could make the area a rea l 
beauty spot f o r our c i t y . " 

Quaran t ine Is land? A check i n the F l o r i d a Publ ico c l ipp ing morgue estab-
l ishes tha t i t had not been w o r t h y of e i ther newspaper's a t ten t ion p r i o r to 
M a r c h 9 and wou ld never again make i t i n to p r i n t a f te r M a r c h 10. The stories 
quoted officials who said tha t the pa rk could become a rea l i t y only i f the state 
donated the is land to the c i ty , i f an upcoming bond issue were used to pay f o r 
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the park , and i f Congress provided match ing funds. None of these steps was 
taken, and the is land was forgot ten. B u t the maps and the long sidebar stories 
d i d associate the OPS pro ject w i t h the prospect of water's-edge f u n and games 
fo r al l . 

For weeks, F l o r i d a Publ ico reporters stressed the env i ronmenta l cleanliness 
of the OPS project . Fo r weeks, they neglected to ment ion the need f o r extensive 
dredging and filling of the marsh and w i l d l i f e areas of B loun t Is land. Execut ive 
edi tor John Wal ters , l i ke publ isher Feagin, a member of the knowledgeable 
Commit tee of 100, ignored the gap i n the story. George Wachendor f d i d no th ing 
to p lug the gap, e i ther. 

The first clear statement t ha t Back R iver wou ld have to be filled appeared 
i n F lo r ida Publ ico's papers on A p r i l 13—more than a mon th a f te r the first 
OPS coverage—and then only because a U P I w i re story f r o m Tallahassee, car-
r ied by many other newspapers i n the state, prompted the company's edi tors to 
d ivu lge th is news, i n the i r fashion. 

The news out of Tallahassee was t ha t two state env i ronmenta l officials had 
said tha t " the t i d a l bayou known as Back River , wh ich must be filled i n fo r 
the [OPS] p lant , is 'b io logical ly valuable. ' " T i m e s - U n i o n reporter Tom Long-
hurs t reported th i s story i n a balanced ar t i c le headl ined Value of Back R iver 
Bayou Debated i n Governor 's Office. He also prepared a sidebar on the request 
by five Jacksonvi l le conservat ion groups f o r a cost/benefi t study of the OPS 
project . H i s cont r ibu t ions were bur ied i n the women's section, on page 46. A t 
the J o u r n a l , edi tors t inkered w i t h the w i r e service story th roughout the day. 
I n the first edi t ion, they headl ined the story B io log ica l Value of Bayou Claimed 
and placed i t on the f r o n t page of the local sect ion; i n i ts final c i ty edi t ion the 
headl ine was changed to read Askew 'Supports' Fac tory Locat ion. Between edi-
t ions, a new lead—about Governor Askew's "qual i f ied suppor t " f o r the loca-
t ion—had been inserted, and the paragraph repor t ing the envi ronmental is ts ' 
posi t ion was moved f r o m the second paragraph to the s ix th. 

Not content w i t h de f t l y obscuring the news tha t the cost of the OPS pro ject 
was to be the Back R ive r bayou, the edi tors of the J o u r n a l took care to pu t 
i t " i n perspective." Thus, the rewr i t e of the U P I story r an under another story 
wh ich bore a larger head l ine : T i d a l S i l t Said Rap id ly F i l l i n g Back River . 
W r i t t e n by Joe Caldwel l , who had covered the por t au tho r i t y since i t s found ing 
in 1966, the ar t i c le began : 

Ca ldwe l l had had to do no d igging to come up w i t h h is story. Several days 
before h is a r t i c le appeared, the Jacksonvi l le Por t A u t h o r i t y had provided h i m 
w i t h a copy of a repor t made, on behalf of the JPA, by D r . B. A. Christensen, 
an expert i n coastal and oceanographic engineering. Ca ldwe l l does not recal l 
when he was handed the report , wh ich bears the date " M a r c h 1972," nor can he 
say why h is superiors chose t ha t pa r t i cu la r af ternoon to rev iew i t . I n any event, 
his ar t ic le served the usual purpose: the transcendent env i ronmenta l goodness 
of the OPS pro ject was preserved—Back River was " d y i n g " a n y w a y ; by filling 
i t , the Corps of Engineers wou ld merely be speeding up i t s inev i tab le demise. 
Thereaf ter , F l o r i d a Publ ico reporters found themselves unable to w r i t e the 
words "Back R i v e r " w i t hou t f o l l ow ing them w i t h "dy ing a n y w a y " or " the dy ing 
cul-de-sac." 

Officials i n Tal lahassee and biologists throughout the state were upset by the 
Christensen repor t—and by the uses to wh ich Jacksonvi l le 's newspapers could 
be rel ied upon to pu t i t . Kuperberg of the T I I F cal led the dy ing cul-de-sac 
thesis "absolute humbug." Kenneth Relyea, a professor of biology at Jackson-
v i l le Un ivers i ty , said " I t a l l depends on wha t you mean by 'dead.' When a body 
of wa te r g radua l ly fills i n and becomes a marsh, then a swamp, then a hard-
wood hammock, then a forest, when was i t 'dead'? B u t Back R ive r w i l l be dead 
in every sense of the w o r d when they pour concrete and bu i ld a p lan t over i t . " 
(Such comments by th is local and ar t icu la te expert on the subject d id not find 
the i r way in to p r i n t i n Jacksonvi l le.) Robert Routa—chief of survey and man-
agement of t ide lands f o r the state's department of n a t u r a l resources, and a 
mar ine b io log is t—fe l t t h a t laymen were being misled and asked Christensen to 
c la r i f y h is statement. I n a le t ter to Routa—a copy of wh ich Routa made avai l -
able to U P I and wh ich came over the w i r e to Jacksonvi l le on May 2—Christen-
sen wrote, i n p a r t : " T h e w o r d 'dead' does not refer to the biological system (or 
ecosystem) bu t s t r i c t l y to the r i ve r as a physical hydrau l i c system." 

Christensen's repor t had made a splash on A p r i l 13, when i t had prov ided 
the perfect bu f fe r ing f o r the "bad news" f r o m Tallahassee t ha t Back R ive r 
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wou ld have to be filled; h i s q u a l i f y i n g statement was ignored on May 2 by the 
J o u r n a l , then was posit ioned on page 5 of the second section of the f o l l o w i n g 
day's T i m e s - U n i o n , near ly three column-feet deep i n a story t h a t disputes Back 
River 's biological wor th . Christensen's qua l i f i ca t ion had come too l a t e ; both 
papers cont inued the i r l i t any of " d y i n g anyway . " 

A n y repor ter who had bothered to look i n to the T i m e s - U n i o n 1 s " sa l t marshes" 
file i n a la rge cabinet i n the exact center of t h a t paper's newsroom could have 
f ound a very d i f ferent v iew of Back River . The reporter m i g h t also have d r a w n 
some conclusions about why i n 1972, the year of the OPS pro ject , the Jackson-
v i l l e Po r t A u t h o r i t y had asked a hydrau l i c engineer to assess Back R ive r , 
whereas previously i t had asked biologists to study the bayou. I n 1969, the 
J P A had commissioned Robert Routa, of the depar tment of n a t u r a l resources, 
to study B loun t Is land. I n a repor t t ha t s tar ted out by assert ing t h a t "sa l t 
marshes are among the most b io logical ly product ive areas on ear th , " Rou ta 
had w r i t t e n of Back River . " T h i s bayou is except ional ly product ive f o r mar ine 
l i f e and should be preserved in tact . A buf fer zone should be l e f t between i t and 
i n d u s t r i a l development." I n 1970, the J P A had tu rned to Kenne th Relyea, a t 
the local un ivers i ty . Relyea's report , submi t ted to the J P A on February 20, 
1970, ended on an unequivocal no te : " I can state t h a t . . . spoi l ing of the pro-
posed areas [ w h i c h inc luded Back R i v e r ] wou ld be an ecological d isaster equal 
to any such disaster t ha t has occurred i n N o r t h Amer ica. . . . " Ne i ther repor t 
was judged newswor thy by F l o r i da Publ ico's edi tors at the t ime of i t s release; 
ne i ther was used to give background and balance to the Christensen-report 
story. 

On May 2, a 10:20 a.m. d ispatch f r o m U P I i n Tal lahassee took the T i m e s -
U n i o n and J o u r n a l newsrooms by surprise. The story, w r i t t e n by Tal lahassee 
Bu reau Chief Barbara Frye, began: 

A new biological study tu rns thumbs down on locat ion of a m u l t i m i l l i o n -
do l la r Westinghouse-Tenneco p lan t on B loun t I s l and i n D u v a l County, State 
N a t u r a l Resources D i rec to r Randolph Hodges reported today. 

" . . . Th is proposed pro ject w i l l resu l t i n the i r revers ib le commi tment of a 
la rge area of product ive marsh hab i ta t and w i l l have massive adverse effects 
on the mar ine biological resources of Nor theast F lo r i da , " according to the six-
page repor t signed by Robert A. Routa, Chief of Survey and Management f o r 
Tidelands. 

" A n a l ternate site should be found f o r t h i s i ndus t r i a l p lan t and Back R i v e r 
should be conserved so that, i t can cont inue to func t i on as an impo r t an t p a r t of 
the St. Johns estuary," i t concluded. . . . 

Rou ta recal led t ha t previous studies found the St. Johns R i ve r to be "prob-
ably the most impor tan t single fea tu re af fect ing the sh r imp popu la t ion of the 
nor theast coast of F lo r i da . " H e said Back R iver is heav i ly u t i l i zed by these 
sh r imp on the i r m ig ra t i on i n and out of the . . . r i ver . 

Reporters at w o r k i n the newsrooms near the w i r e service machines on the 
morn ing of May 2 recal l t ha t c i ty edi tors judged the story too hot f o r them 
to handle. Routa was, a f te r al l , the senior staff biologist of the agency respon-
sible f o r a l l of F lo r ida 's na tu ra l resources. The story qu ick ly ascended the chain 
of command to the office of execut ive edi tor John Wal ters . 

" W e don' t w a n t th is , " Wa l t e r s to ld a reporter . "Le t ' s ho ld t h i s u n t i l we get 
something to balance i t . " 

Wa l t e r s cal led T i m e s - U n i o n repor ter J i m W a r d to h is office. N o r m a l l y the 
story wou ld have been assigned to J o u r n a l repor ter Joe Caldwel l , since the 
story broke on J o u r n a l t i m e ; bu t Wa l te rs decided tha t the J o u r n a l , t w o hours 
away f r o m i t s first ed i t ion deadline, could go to press w i t h o u t the news f r o m 
Tallahassee. ( T h e T i m e s - U n i o n , inc identa l ly , has been k n o w n to rep late i t s 
final edi t ions to make room f o r such la te-break ing stories as the Boy Scouts 
of Amer ica 's bestowal of i t s Si lver Bu f fa lo A w a r d on Pr ime F. Osborn I I I , vice 
president of Seaboard Coast L i n e Indus t r ies and president of the Lou isv i l l e and 
Nashv i l l e l ine, a t a scouts' conference i n Ca l i fo rn ia . ) Wa l t e r s t rus ted W a r d , 
who occasionally refers to h imse l f as " t h e sacred cow repor ter . " " I know w h a t 
those people up there wan t , " W a r d once to ld a fe l l ow reporter , w i t h a l i f t of 
h is eyes t o w a r d the fifth-floor offices inhab i ted by Feagin and other F l o r i d a 
Publ ico executives, "and I b ive i t to them." 

Ward ' s regular beat was c i t y news—Uni ted F u n d dinners, t rophy-presenta-
t i on dinners, meetings of the local h is to r i ca l society, the N o r t h F lo r i da spel l ing 
bee (sponsored by F lo r ida Pub l ico) , and Robert Feagin's recent res ignat ion 
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f r o m h is post as president of the chamber of commerce because of h is publ ish-
ing company responsibi l i t ies. As of March 1972, he had never seen Back River . 

As W a r d recalls, Wa l te rs to ld h i m to go the J P A office where Peace wou ld 
give h i m a repor t w h i c h he wou ld find useful. W a r d says he l e f t Wal te rs ' 
office w i t h the clear impression t ha t h is assignment wras to counter the bad 
news conveyed by Ba rba ra Frye 's U P I w i r e story w i t h whatever he lp fu l news 
he could ex t rac t f r o m the repor t Peace wou ld hand h im. Wa l te r ' s reasoning, 
W a r d says, w a s : Barbara F r y e is the w i f e of E a r l Frye, d i rector of the F lo r i da 
Game and Fresh Wa te r F i sh Commission; members of th is commission had 
worked together w i t h biologists of the Depar tment of N a t u r a l Resources i n 
prepar ing the repor t wh i ch Routa had signed. He r husband "had somehow got-
ten to h e r " ; she was, therefore, "no t ob jec t ive"—th is despite her t h i r t y years 
as a U P I correspondent. 

I t was about 2:30 P.M. when W a r d rushed out of the F lo r i da Publ ico 
bu i l d i ng ; he had u n t i l 10:00 P.M. to produce a "balanced" rewr i te . 

The repor t Peace handed W a r d was the bio logical appra isa l section of an 
" i n d u s t r i a l l and marke t s tudy" of B loun t Is land, whch the J P A commissioned 
in October 1971, shor t ly a f te r i t , SCI, and the chamber of commerce had begun 
the i r negot iat ions w i t h Westinghouse-Tenneco. The firm h i red f o r the job was 
the Ba t te l le Memor ia l Ins t i tu te , of Columbus, Ohio, wh ich specializes i n doing 
research on i ndus t r i a l development. The biological appra isa l section was done 
by Freder ick C. Tone, a biologist on the staff of Ba t te l le -Duxbury , i n Duxbu ry , 
Massachusetts. 

" I was lost ," W a r d recalls. "The repor t wasn' t finished. There were a l l those 
b i r d and fish names and a l l these scientif ic fo rmu las t h a t I d idn ' t understand. 
B u t I got i t [ t he i n f o rma t i on he needed] f r o m the summary. The summary 
p re t ty we l l had i t a l l there." 

W a r d zeroed i n on the last l ines of Tone's report—w rhich sounded s t r ik -
ing ly s im i la r to the recent ly-publ ished "dy ing -anyway" Christensen report , 
wh i ch Christensen had j us t clar i f ied. Tone had w r i t t e n : 

"A l t hough near ly two- th i rds of Back R ive r is qu i te unproduct ive i n i t s pres-
ent heavi ly s i l ted state, based on ex is t ing data, the rema in ing por t ion near the 
mouth is s t i l l mak ing impor tan t cont r ibut ions to the B loun t I s land environ-
ment. Yet when compared to apparent p roduc t i v i t y i n Nichols and Browns 
Creeks and when i t is real ized tha t i t is rap id ly s i l t i ng i n and wTill soon die 
f r o m an env i ronmenta l standpoint . Back River 's con t r ibu t ion to the B loun t 
I s land region is considered to be impor tan t only on a short t e rm and l im i t ed 
scale. Any add i t i ona l conclusions w i l l require supplemental data. " 

Th is a l lowed W a r d to s ta r t off h is r ewr i t e ( the first t h i r t y - s i x co lumn inches 
of wh i ch are devoted to Tone's report and a rehash of the Christensen repor t ) 
as f o l l ows : 

" A n in-depth ecological survey of the Back R iver shows the si l ted and dy ing 
in le t on the Jacksonvi l le Por t Au tho r i t y ' s B lount I s land is product ive ly in te r io r 
to other marshlands i n Northeast F lo r i da and only of shor t - term and l im i t ed 
env i ronmenta l impor tance." 

The "balance" requested by Wa l te rs is ha rd to find i n tha t lead sentence or 
i n the story 's headl ine (Back R iver Ecological W o r t h is He ld L i m i t e d ) or, 
indeed, i n any aspect of the story. 

Bo th the in t roduc t ion and summary of Tone's report contained a number of 
impor tan t qual i f icat ions. Tone notes, fo r example, t ha t the J P A had requested 
"a rap id s u r v e y " ; t ha t " a l l collected data are a resul t of a three-day sampl ing 
per iod i n January 1972"; t ha t i n January "many species are off-shore and not 
i n the i r marsh-dependent stage." W a r d bur ied these qual i f icat ions 200 l ines 
deep i n h is story. He bur ied Christensen's clar i f icat ion—wThich cal led Ward 's 
whole lead in to question—280 l ines deep i n h is account. He bur ied Routa find-
ings—the news i n the U P I story, wh i ch he had been asked to "balance"—293 
l ines deep. 

More impor tan t , wThile W a r d emphasizes tha t Tone's repor t " i s marked con-
t ras t t o " Routa's, he nowhere mentions t ha t Tone was the first and o n l y biol-
ogist wThose research m igh t be said to j u s t i f y the filling of Back R iver—no 
doubt because he had not read the Relvea and Routa reports i n the newsroom 
file. (Nor , indeed, had W a r d read th i s new Routa r e p o r t ; a l l the d i rect quotes 
f r o m i t t ha t appear i n h is rewr i t e were taken f r o m Frye 's account) . One man's 
three-day study of a marsh, made at a t ime when i ts mar ine l i f e was least i n 
evidence, is balanced against three studies made by F lo r i da biologists over ex-
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tended periods of t ime—and the Massachusetts biologist 's repor t , commissioned 
as par t of an i ndus t r i a l l and marke t study, is f ound to outweigh them al l . 

W a r d made h is deadline. Wal ters , pleased w i t h the rewr i te , sent the repor ter 
a special note of thanks. I n the envelope, W a r d recalls, was a check f o r $125 
f r o m publ isher Feagin. He, too, was pleased. 

There were f u r t h e r expressions of company apprec iat ion f o r a job w e l l done. 
I n the June 1972 issue of Intercom, F l o r i da Publ ico's in-house newslet ter , Bruce 
Manning, the managing edi tor of the Times-Union, w r o t e : 

" J i m Ward ' s outs tand ing job of p u t t i n g together an elaborate s tory on the 
Ba t te l l e ecological report on B loun t I s l and was recognized as a s tandpo in t 
per formance i n the best professional t r a d i t i o n of speed and completeness." 

T w o weeks a f t e r h is high-speed rewr i te , W a r d was assigned to a story t h a t 
took h i m to B loun t Is land. T u r n i n g to another reporter , he asked: " W h e r e is 
Back R iver out here, anyway? I helped k i l l a l l those poor l i t t l e sh r imp and 
I ' ve never even seen the place." 

Ward ' s story was outs tand ing i n one respect : i t spelled out, f o r the first t i m e 
since F l o r i d a Publ ico's coverage of the OPS pro ject began, the number of acres 
on and around B loun t I s land t ha t wou ld have to be dredged (550 acres) and 
filled (800 acres of marsh land and f r i n g e ) . The figures were c i ted i n the UPI 
s t o r y ; apparent ly , no Jacksonvi l le repor ter had ext rac ted these figures f r o m the 
local por t au tho r i t y , wh i ch had filed the dredge-and-f i l l pe rmi t . Ward ' s c i t i ng 
of them marked not only the i r first appearance i n F lo r i da Publ ico's two dai l ies, 
but also, w i t h the exception of one J o u r n a l reference, the only t ime d u r i n g th is 
per iod t ha t a F l o r i da Publ ico repor ter wou ld get the number of acres invo lved 
i n the massive dredge-and-f i l l operat ion s t r a i g h t : 1,350 acres. Therea f te r , when 
the two papers re fer red to dredging and filling requi red f o r the pro ject , the 
figure ment ioned was almost i nva r iab ly 250 acres. " I n te res t i ng overs ight , wasn ' t 
i t ? " remarked George Wachendor f , whose repor t ing repeatedly set the loss of 
marsh land at 250 acres, when th is discrepancy was la ter cal led to h i s a t tent ion. 
" A s fas as I ' m concerned, OPS was so good f o r Jacksonvi l le t h a t i f someone had 
to ld me they needed even ten per cent of a l l the marsh i n the count ry , I 
wou ldn ' t have cared." H i s exp lanat ion f o r any inaccuracies i nvo l v i ng the 
marshes was, " I ' m not an env i ronmenta l is t . " 

T H E M I S S I N G OTHER SIDE 

The argument fo r encouraging OPS to sett le i n Jacksonvi l le was strong. As 
F l o r i d a Publico's papers incessantly reminded the i r readers, i t wou ld mean 8,000 
or 10,000 or 14,000 jobs and a $100 m i l l i on pay ro l l each year. B u t reasonable 
ci t izens raised reasonable object ions to the way the pro ject was being pushed 
through. The T i m e s - U n i o n and J o u r n a l e i ther refused to cover such people or 
counter-punched them in to obl iv ion. 

Cru t i s Lovelace was one local c r i t i c of the pro ject whose t rea tment by F l o r i d a 
Publ ico's edi tors may stand as an example of t ha t af forded other Jacksonvi l le 
cr i t ics. Lovelace was president of the Cit izens' Commit tee of 100 (no k i n of 
the chamber of commerce's Commit tee of 100), a group "dedicated to the pres-
e rva t ion of our n a t u r a l resources. F lo r ida 's greatest asset." H e was not a rab id 
conservat ionist . Almost immedia te ly upon learn ing the nature of the OPS pro j -
ect, five other Jacksonvi l le conservat ion groups had voted to oppose the pro jec t 
u n t i l a cost/benefi ts ra t i o study had been made. Lovelace's group refused e i ther 
to oppose or approve the project , despite s t rong pressure f r o m conservat ionists 
and members of the chamber of commerce al ike, u n t i l A p r i l 23, when i t , too, 
f o rma l l y opposed the project pending a cost/benefi ts study. Lovelace repeatedly 
hand-del ivered let ters and press releases, wh i ch raised questions about the 
project , to both newspapers. 

I n a recent in te rv iew, publ ished Feagin and execut ive edi tor Wa l t e r s were 
asked about the i r f a i l u re to give Lovelace and other conservat ionists a chance 
to be heard. Both men spoke at the same t ime. Feagin spoke st rongly, say ing 
tha t in the interest of a balanced presentat ion of the Westinghouse-Tenneco 
news the T i m e s - U n i o n and J o u r n a l had sol ic i ted the v iews of env i ronmenta l is ts 
and other researchers who questioned the project , and tha t Lovelace, as spokes-
man fo r the body of No r t h F lo r i da envi ronmental is ts , had been given equal 
t ime by the newspapers. " W e expla ined h is posi t ion t ime a f te r t ime, " Feagin 
recalled. 

Wa l te r ' s recol lect ion di f fered. The edi tor acknowledged tha t Lovelace's ques-
t ions and findings had been ignored by the papers, j u s t i f y i n g h is decision to do 
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so on the g round t h a t "he had been around t a l k i ng about the env i ronment f o r 
a long t ime. Oh, ten years. By th is t ime he was mak ing w i l d c la ims s imply f o r 
notor ie ty 's sake. H e had begun to sound repet i t ious." 

Wa l te r ' s memory is the more accurate. D u r i n g the first t w o and a ha l f months 
of Westinghouse-Tenneco coverage, Lovelace was ment ioned by name only once, 
t h i r t y - s i x co lumn inches deep on a T i m e s - U n i o n back page. 

Wh i l e men and women who had doubts about the pro ject were t reated as non-
persons or pu t down i n p r i n t before they could speak f o r themselves, those who 
wholeheartedly approved of the OPS pro ject loomed large i n F lo r i da Publ ico 
news. Thus, f o r example, i n two and a ha l f months of photographic coverage 
both newspapers between them ran a t o ta l of o n e photograph of an opponent of 
the p ro jec t : a p ic ture of F r a n k Flook, a member of the F lo r i da W i l d l i f e Federa-
t ion and of the local chapter of Zero Populat ion Growth , appeared on a back 
page of the J o u r n a l . D u r i n g t ha t period, the T i m e s - U n i o n r an dozens of photo-
graphs of supporters, f r o m F lo r ida 's Governor Askew to Westinghouse's A. P. 
Zechella. B u t the paper never showed the face of a c r i t i c . 

EPILOGUE 

On May 25, 1972, the day OPS announced i ts decision to come to Jacksonvi l le, 
Mayor Hans Tanzler declared, " I believe th is is Jacksonvi l le 's finest hour , " 
thereby p rov id ing the headl ine fo r the evening paper. " T h e p lan t , " he went on 
to say, " w i l l l i t e ra l l y t r ans fo rm our l ives." 

" I don't w a n t to say tha t the newspapers pros t i tu ted themselves," comments 
Seaboard Coast L i ne executive Ross Legrand. ( H i s choice of words was not 
prompted by the in terv iewer . ) " W h a t I wou ld say is t ha t they were serving the 
publ ic in terest . " 

The in te rv iewer suggested tha t i t m igh t be heal thy f o r a newspaper to main-
ta in some skept ic ism or at least some show-me ob jec t iv i ty i n the face of a de-
velopment as vast as the OPS project. 

"Tha t ' s not the way our newspapers here wo rk , " Legrand replied. "Ou r 
papers wo rk to promote g rowth . " 

F lo r i da Publ ico board member J. J. Dan ie l defends the two papers' coverage 
of the Ops pro ject on s imi la r grounds. Asked w h y edi tors had not been urged 
to provide more balanced coverage. Dan ie l replied. " I don' t t h i nk the newspapers 
should have been c r i t i ca l or skeptical. . . . Bo th West inghouse and Tenneco are 
so reputable. The paper chose to support i t . " Asked whether he thought the 
support the two papers gave the pro ject throughout the i r pages should have 
been confined to the i r ed i to r ia l pages, Dan ie l rep l ied : " H o w many people do you 
t h i nk read the ed i to r i a l page? W h a t do you t h i n k the percentage is of people 
who read the news pages versus those who read the ed i to r ia l page? Seventy-
t h i r t y ? Do you t h i n k i t is t ha t h igh? Our papers let them know they were 
wanted. " 

Asked whether F l o r i da Publico's al l -out support f o r the 01*8 project was re-
la ted to the fac t t ha t Seaboard Coast L ine Indust r ies stood to ga in increased 
ra i l r oad business f r o m the project , Dan ie l repl ied, " I f I believed t ha t the ra i l -
road was te l l i ng the papers wha t to wr i t e , I wou ld qu i t the board tomor row. " He 
d id acknowledge tha t the ra i l road had exerted inf luence i n the past. " W h e n I 
first became a member of the board [ i n 1968]," Dan ie l said, " I went to see 
[Rober t ] M i l l a r [Feagin 's predecessor as publ isher ] and asked h i m about the 
newspaper and the ra i l road. He to ld me tha t cer ta in taboos and proh ib i t ions 
had g rown up over the years. 'Th is is p re t ty much the way we r u n things, ' he 
to l f l me." No t any more, Dan ie l recal ls i n f o r m i n g M i l l a r . Dan ie l says t ha t i f 
the ra i l r oad s t i l l receives special a t ten t ion i n the T i m e s - U n i o n and J o u r n a l 
newsrooms, i t is only because " t he change i n a t t i t ude has not sett led down to 
tha t level ." 

I n a May 1972 in te rv iew wh ich appeared i n the S t . P e t e r s b u r g T i m e s , but 
wh ich readers of F lo r i da Publ ico papers were spared, Joel Kuperberg of the 
THF remarked : " T h e Westinghouse-Tenneco p lan t may be the best t h i ng tha t 
ever happened. I f i t ' s a good project i t should s tand up under examinat ion. I t 
wou ld appear t ha t they [Jacksonvi l le 's newspapers and c iv ic leaders] d idn ' t 
wan t i t examined." 

Responding to th i s statement, George Wachendor f , who wro te more West ing-
house-Tenneco copy than any other Jacksonvi l le jou rna l i s t , said i n a recent in-
terv iew : " N o t h i n g stands on i ts own two feet. You are operat ing i n an unrea l 
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w o r l d i f you t h i n k so. You have to sel l any th ing. I am hesi tant t o t h i n k t h a t 
saying something once or i n measured te rms gets across to anyone. M y job was 
to make them aware. I f I could help i t , everyone was going to know about i t , 
even the shoeshine boys. . . . I n my mind, the son o f a b i t ch was a w inner . M y 
ma jo r w o r r y was t ha t people wou ldn ' t real ize how good th is t h i n g was. T h a t is 
why I pressed the point . I d i d f o r Westinghouse-Tenneco w h a t a good publ ic-
re lat ions firm wou ld have done. Maybe I got car r ied away. " (Th roughou t 1972 
Wachendor f moonl ighted as a one-man publ ic re la t ions firm, p repar ing annua l 
reports and investment brochures f o r several Jacksonvi l le firms. A t least th ree 
of h is c l ients enjoyed favorab le a t ten t ion i n h is T i m e s - U n i o n financial a f fa i r s 
column. I n March 1973, he was g iven the choice of rema in ing as business news 
edi tor w i t h a raise and g iv ing up h is w o r k i n publ ic re lat ions, or leav ing the 
paper. He l e f t to become president of Wachendor f Associates, a firm specializ-
i ng i n corporate communicat ions and investor re lat ions.) 

Former T i m e s - U n i o n reported Tom Hoey, now d i rector of publ ic re la t ions f o r 
the Jacksonvi l le Po r t A u t h o r i t y , adds: " I n retrospect, i t appears t h a t i t was a 
sel l ing job. I f you are fo r a th ing, i f you have decided tha t i t is good f o r the 
communi ty , then you should sell i t , I guess. W e were not to ld to w r i t e a n y t h i n g 
false, bu t to st ick to the he lp fu l facts. E v e r y t h i n g we said was t rue, but we l e f t 
some of i t out. We d idn ' t seek stories, we took handouts [ f r o m OPS, the JPA , 
and the chamber of commerce]. A n y t h i n g negative, D i c k [Sta lder , T i m e s - U n i o n 
c i ty ed i to r ] t u rned h is head. 

"OPS was very he lpfu l . They sold the paper a b i l l of goods and they sold us. 
Obviously i t was i n the i r in terest to p lay down any of the problems, problems 
tha t are now cropping up. I t wasn ' t Westinghouse's job to po in t out the 
problems." 

Exac t l y . 
Among the problems tha t have cropped u p : Back R iver has been filled in, 

but orders fo r floating nuclear p lants have d r ied up. I n the f a l l of 1973. OPS 
had orders f o r f ou r such p lants f r o m the Publ ic Service Gas and E lec t r i c 
Company of New Jersey, the u t i l i t y wh i ch had developed the concept of float-
ing nuclear plants, and let ters of in ten t f o r the purchase of f o u r m o r e : two f o r 
Louis iana 's M idd le South U t i l i t y System, two f o r the Jacksonvi l le E lec t r i c 
Au tho r i t y . (Swept up i n the local e f for t to boost OPS, the J P A offered to 
sponsor up to $180 m i l l i on i n tax-exempt i ndus t r i a l revenue bonds f o r Ops, a 
gesture of support t ha t could save the company mi l l i ons of do l lars i n in teres t 
by p rov id ing i t w i t h a loan at mun ic ipa l ra ther t han commercia l rates. Off icials 
of both the J F A and the J P A stood to prof i t f r o m the success of the Ops venture 
T r u e t t Ewton . the cha i rman of the J F A , was also vice president fo r Gu l f L i f e 
Insurance, the company awarded the group insurance fo r OPS employees, wh i l e 
Thompson S. Baker , chief officer of F lo r i da Rock Indus t r ies and a member 
of the JPA 's board of d i rectors as we l l as of F lo r i da Publico's, was awarded a 
$4-mi l l ion contract to supply OPS w i t h mater ia ls . ) 

Then came the recession, and in f la t ion—and, i n Jacksonvi l le, a new general 
counsel fo r the c i ty . M idd le South U t i l i t y System let i t s le t ter of i n ten t lapse 
i n December 3973. The fo l l ow ing summer, Jacksonvi l le 's new general counsel, 
I l a r r y Shorstein. reviewed the proposed contract between Ops and the Jea and 
concluded a scathing analysis of i ts te rms by w r i t i n g t ha t i t s execut ion wou ld 
be "con t ra ry to the publ ic in terest . " The purchase pr ice fo r the two p lan ts 
cnnie to $2.2 b i l l i on ; the J E A , whose to ta l assets are valued at 8515 mi l l i on , 
proposed to raise th is sum by floating a bond issue. Shorstein, who described 
the proposed $2.2-bil l ion bond issue as " t he largest amount of tax-exempt debt 
ever offered fo r sale to finance any pro ject i n the h is to ry of the Un i ted States," 
pointed out tha t mak ing payments f o r the two floating nuclear p lants could 
qu ick ly bankrup t the Jea, cost ing the people of Jacksonvi l le the i r mun ic ipa l l y 
owned u t i l i t y system and about $25 m i l l i on a year i n revenues w h i c h the Jea 
normal ly pa id in to the c i ty 's general fund. I n September 1974 the Jea a l lowed 
i ts i M i e r of in ten t w i t h OPS to expire. A few days later , PSK&G of New 
Jersey postponed a l l of i ts orders f o r five years—its first p lant is now scheduled 
to be del ivered in 1984—because of lower forecasts fo r energy demand and 
h igher interest rates on loans. 

On February 1, 3975, Tenneco dropped out of i t s par tnersh ip w i t h West ing-
house. B y the summer of 1975, OPS was t r y i n g to persuade the federa l govern-
ment to buy f ou r floating nuclear plants, wh i ch i t could then lease to u t i l i t i e s 
a long the Gu l f and A t l an t i c coasts. West inghouse is now lobby ing h a r d f o r 
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President Ford's Energy Independence Author i ty bi l l , which would set up a 
$100-billion corporation ($25 bi l l ion of equity, $75 b i l l ion of debt) to assist pr i -
vate sector energy projects. Whether the country at large needs floating nuclear 
plants remains an open question. A study just completed by the environment-
conscious Scientists Ins t i tu te for Public In format ion, for example, finds that 
r is ing construction costs w i l l make the production of electr ici ty at nuclear 
power plants, earth-based and seaborne, economically impract ica l w i t h i n ten 
years: nuclear power w i l l cost more than coal-based power. 

Ops officials, meanwhile, say that they are committed to the offshore venture 
and that Westinghouse w i l l back i t even i f no federal funds are forthcoming. 
Bu t today there are no 8,000 or 10,000 or 14,000 jobs fo r Jacksonvil le workers 
out on Blount Island. Ops, which was to have begun wTork on the world's 
first floating plant last summer, has cut i ts work force f rom 700 to "305 office-
oriented people." The huge assembly plant w i l l now be bui l t piecemeal, an OPS 
spokesman says, each section being completed in t ime for next process in the 
manufacture of a floating nuclear power plant. 

I t would have been asking too much of any newspaper to foresee the diffi-
culties Ilia I: presently beset OPS. Bu t i t would not have been asking too much 
of Jacksonville's two dail ies to have reported the pros and cons in the beginning, 
before the community's decision wras made—to have behaved, in short, l ike 
newspapers rat her than l ike publishing arms of the chamber of commerce. 

The C H A I R M A N . Wel l , thank you. I thank a l l of you gentlemen 
very much for your presentations. 

Tha t was quite a story. I see i t was featured, as you say i n U.S. 
News and W o r l d Report. I have a copy of the article here. 

M r . S I M P S O N . M r . Chairman, I am John W . Simpson of the West-
inghouse Electr ic Corp. 

Could I make a brief statement? 
The C H A I R M A N . You certainly may. 
M r . S I M P S O N . I was very involved in the founding of the Offshore 

Power Systems Co., which is a whol ly owned subsidiary of the West-
inghouse Electric Corp. The project is a very viable project, techni-
cally and economically. I t is i n trouble neither technically nor eco-
nomically. 

We are asking for no bailout f rom anyone. We have f i rm contracts 
for four f loating nuclear plants of 1,150 megawatts each w i t h the 
Public Services Electr ical and Gas Co. of New Jersey. This w i l l 
furn ish power to New Jersey cheaper than any other possible source. 

I f the Federal Government, i n its wisdom, wishes to buy plants, i t 
is their option to do so. We believe that there would be some meri t i n 
having these plants, because i n the event of a power shortage i n any 
area, they could be moved to that area. 

Such orders are by no means necessary for the financial v iab i l i ty 
of the project. I n the long run, that project w i l l become increasingly 
viable, furn ish power increasingly cheaper to the ut i l i t ies who have 
suitable sites. 

Public services delayed its order 5 years tbromrh no faul t of ours, 
only due to the fact of the lack of energy in the Uni ted States br ing-
ing down the economy and result ing in low growth in load i n the 
State of New Jersey. 

I th ink that is al l I have to say. 
There is no bailout. There is no financial problem. We are 

proceeding. 
Next, w i t h respect to Mr . Patr ick Codell, who is a consultant of 

Westinghouse furn ish ing public opinion information. There is a 
proposition, known as proposit ion 15, before the people of Cal i fornia, 
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the in i t ia t ive to be voted on on June 8. I t is our opinion, mine as an 
indiv idual , the atomic industr ia l forum's and a great deal of industry, 
that the people of Cal i forn ia simply do not understand what they are 
vo t ing for . 

A recent opinion pol l showed that of those people who stated that 
they would vote i n favor of proposit ion 15, approximately 50 percent 
thought they were vot ing, when asked, fo r nuclear power instead of 
against i t . Twenty five percent of the people who said they would 
vote i n favor of proposit ion 15 admitted to the pol ler they d idn ' t 
know which way they were vot ing, they were just vot ing. 

Under those circumstances, backed up by industry's and the people's 
constitutional r ights to defend themselves and to discuss legislation, 
backed up by the superior and supreme court of Cal i forn ia and the 
Supreme Court of the Un i ted States, we i n industry are exercising 
our constitutional r igh t to advise the people of Cal i forn ia the facts 
surrounding proposit ion 15 and urg ing them to vote "no" on propo-
sit ion 15. 

Thank you, sir. 
The C H A I R M A N . I want to get into that maybe later, gentlemen. I 

th ink maybe we could devote an hour or two to that, but I t h ink we 
better stick on this legislation fo r the t ime being. Perhaps at the end 
we may have t ime to discuss this part icular problem fur ther . I have 
some questions w i t h respect to that. 

Le t me f irst ask M r . Cameron—and, M r . Simpson, you m igh t want 
to comment, too. You both made a good case fo r Federal assistance to 
finance long leadtime capital intensive energy facil i t ies, fo r example, 
fuel enrichment, reprocessing operations which you mentioned, M r . 
Simpson. 

Federal assistance should go to projects which offer the best hope 
of achieving energy independence, the most innovative technology, the 
most efficient production methods. F rank ly , I am not convinced that 
this Energy Independence Au tho r i t y would to this. 

The range of projects which can be assisted is very broad, would 
include anything, and I quote, "essential to the product ion or use 
of nuclear power." I t appears that E I A could finance any nuclear 
p lant on the production l ine today under that broad language, and 
I am just wondering whether or not this can be justified. 

Fo r instance, the language of the b i l l provides the author i ty shall 
not provide financial assistance to a project which would otherwise 
qual i fy fo r financial assistance i f i n the judgment of the board of 
directors such project involves technology which is i n the research 
and development phase or project appl icat ion doesn't display satis-
factory levels of efficiency, management levels, or other factors. Tha t 
is about the only safeguard. 

The charge has been made, and i t is a charge that concerns me 
very much, that this could go in to inefficient technologies s imply 
because the pressure would be there to bu i ld atomic plants or to 
provide fo r a p lant that m igh t permit you to l iquefy or gasi fy coal. 
The cost would be high, and the commercial prospects would not be 
very promising. 

Wha t is your answer to that? 
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M r . C A M E R O N . I would only answer w i t h respect to synthetic fuels, 
M r . Chairman. I m igh t defer to M r . Simpson to discuss the nuclear 
question. 

Insofar as synthetic fuels are concerned, I f rank ly am much more 
optimist ic about the results that would come out of the legislation 
passed by the Senate and now being considered by the House, H .R. 
12112. Tha t legislation has been the subject last f a l l of exhaustive 
hearings. I t has gone through a perfecting process i n order to make 
sure that there are not wasteful uses of the loan guarantee authorities 
that w i l l be granted under i t . 

I f , indeed, there is passed i n the future an Energy Independence 
Author i t y , the administrat ion has said that the program would be 
folded into the E I A . Bu t I believe that synthetic fuels can best get 
under way now under the aegis of H.R. 12112, w i t h government risk-
sharing w i t h industry. 

The C H A I R M A N . Tha t b i l l i n the House, as I understand, provides 
for $2 b i l l ion i n loan guarantees. 

Now, this is a $100 b i l l ion b i l l . I t sounds as i f , i n view of the fact 
that synthetic fuels would be a major par t of this operation, the 
$100 b i l l ion may be too much. I t may be extravagant. 

M r . C A M E R O N . I have not seen any breakdown of how the $100 
b i l l ion might be used, but, f rank ly , the or ig inal b i l l considered before 
the House and passed by the Senate was a $6 b i l l ion loan guarantee, 
which would have covered the development of about 350,000 barrels 
per day of synthetic fuels. 

The C H A I R M A N . I S i t your contention that what would happen is 
that the process, fo r example, of l iquefy ing coal or of making o i l 
shale commercial, that that plant would come onstream and then you 
would work out the bugs, work down the costs, and you would be 
able to get the costs down f r om what might now be projected at $15 
or $20 a barrel down to the $6 or $7 or $8 that we are aiming toward ? 

Or do you th ink that a l l i t would do would produce fuel at this 
very h igh cost? 

Mr . C A M E R O N . N O ; I th ink that the costs of o i l f rom o i l shale, o i l 
f rom coal and gas f rom coal, probably in i t ia l ly w i l l be i n the range 
of those figures that I mentioned, anywhere f r om $12 to $25 a barrel, 
covering the f u l l range. 

Now, we are ta lk ing about 1976 dollars. I f we go ahead and bu i ld 
this in i t ia l suite of plants, we are going to learn a lot. Those plants 
that might be bu i l t at a 50,000-barrel-per-day capacity—after we 
learn to operate them better—probably w i l l be increased i n capacity 
to 60,000 or 70,000 barrels a day. I n real terms, we w i l l reduce those 
costs. 

The C H A I R M A N . I th ink what I hear you saying is that we w i l l 
bu i ld a plant or series of plants to produce at this $15 or $12 to $25 
cost, and we w i l l learn i n that process what is wrong w i t h that plant. 
Then we have to bu i ld another plant to produce at the lower cost. 

Is that r ight? 
M r . C A M E R O N . N O ; an industr ia l plant is not l ike a 1 9 7 6 Chevrolet, 

which is always a 1976 Chevrolet. When you bu i ld a 1976 industr ia l 
plant, every t ime you br ing i t down for maintenance, you put i t back 
together better than i t was before. 
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So we expect to see improvements i n the economics of those in i t i a l 
plants, because you w i l l incorporate the new things you learn. 

B u t the important aspect of this whole concept is to be prepared 
to bu i ld better plants the second t ime around, to expand the industry 
w i t h a more mature technology and more experienced manpower. 

The C H A I R M A N . Can you give us any hard evidence that th is is 
l ikely to lead to a lower cost fuel that would be competitive w i t h o i l ? 

M r . C A M E R O N . Every experience we have had i n the past, f r om 
bu i ld ing o i l refineries to airplanes, we have always been able to in-
crease efficiencies and reduce real costs. 

The C H A I R M A N . Provide us documentation fo r the record. 
M r . Simpson, let me sharpen the question. I t ' s been charged that 

this b i l l is a bailout for the nuclear power industry. 
Tha t the costs to the nuclear power industry have been much, much 

higher than they thought they would go, and that they are inefficient 
and that the Federal Government w i l l p ick up f inancing fo r large 
projects that have fai led to make i t on the pr ivate market, because 
they are not economical. 

W h a t is your response to that ? 
M r . S I M P S O N . Wel l , I t h ink that is not a correct statement of the 

facts, because I th ink that this b i l l would only provide money fo r 
plants i n the event that a u t i l i t y had decided that the cheapest way 
to produce power was w i t h a nuclear plant. 

The C H A I R M A N . Yesterday, Vice President Rockefeller testified 
that most of the money migh t go, and he was jus t i f y ing $100 bi l l ion, 
might go to nuclear powerplants, that we have to increase the number, 
so we w i l l be producing 30 percent of our power w i t h i n 10 years or 
27 percent, a very large proport ion w i t h nuclear plants. 

Now, i t seems to me that i f you are looking at i t that way, then you 
aren't going to get the cost down to a competitive level, are you? 

M r . S I M P S O N . Nuclear plants produce power much cheaper than an 
oil-f ired plant, substantially cheaper than Eastern coal, marg inal ly 
cheaper, but cheaper than Western coal wi thout scrubbers. 

Now, i n the area where you have a need fo r the power, the u t i l i t y , 
fo r whatever reason of the past, no longer has the bond ra t ing where 
they can borrow the money or, fo r example, they have to have 2 
times interest coverage in order to borrow any more money and they 
do not earn that much. They can't sell common stock, because they 
are sell ing i t at 60 to 70 percent of the book value, and any d i lu t ion 
simply makes the stock wor th less w i t h a series that only converges 
at a zero price fo r the stock. Then i f the people in the u t i l i t y , t h ink 
nuclear is the cheapest, i t seems reasonable that some assistance i n 
borrowing money fo r that area that would not otherwise be provided, 
would be reasonable. 

I would th ink only in the event that a great many ut i l i t ies found 
themselves i n a posit ion they simply couldn't borrow money and 
couldn't sell stock, that you would use this b i l l to bu i ld nuclear plants. 

A nuclear p lant is a very viable financial deal on i ts own to be 
bui l t by any company that itself is f inancially capable. 

The problem is not the nuclear p lant isn't an attractive f inancial 
venture, i t is that ut i l i t ies in some cases migh t not be able to borrow 
money for anything, even to buy coal. 
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Now, the other pa r t is on the solidif ication. T o me the sol idif icat ion 
of nuclear waste is a very special situation. There is no market f o r 
th is radioactive waste. The waste by law must be turned over to the 
Federal Government. I t must be bur ied i n a solid fo rm. 

I f you are sending i t to the Federal Government fo r storage, i t is 
not a normal commercial venture and there is no good way to deter-
mine a f a i r price. 

So i t seems reasonable tha t the government wou ld be involved i n 
the f inancing of a solidif ication process. I t has no other useful in-
dustr ia l use, except so l id i f y ing the waste to t u r n i t over to the govern-
ment to bury. 

There are a number of special cases l ike this where I t h i nk that i t 
m igh t wel l be that th is act could come in. 

The C H A I R M A N . M r . B r o w d e r — I beg your pardon. 
M r . S I M P S O N . When you are ta l k i ng about t h e — I believe, i t was 

M r . Cameron, who said that the price would come down, I don' t t h i nk 
lie meant to say tha t i t would be lower than other forms of energy, 
but that any given p lant would have lower costs later than i t d id at 
the s tar t ; is tha t correct? 

M r . C A M E R O N . E igh t . 
The C H A I R M A N . I presume i t wou ld have a lower price, bu t i f i t is 

not going to come down into a range where i t wou ld be competit ive, 
where i t would be able—this author i ty only lasts 10 years, only 7 years 
when they make commitments. I f they can't get i t down i n that period, 
then what happens ? 

Does the Federal Government have to operate or subsidize i t w i t h 
some k i n d of pr ice support program or price di f ferent ial , price 
subsidy ? 

M r . S I M P S O N . I personally don't believe i t is possible i n th is period 
of t ime to get i t down, because star t ing today, by 1983, 1985, we w i l l 
be lucky to be th rough the second phase on these th ings that take so 
long to bui ld. 

I t h ink you also have to take into consideration the cost of the coal 
that goes into i t , wh ich is the key place you start. 

B u t you are going to need synthetic gas and synthetic o i l fo r those 
uses fo r which we have no substitutes, regardless of whether i t is less 
expensive, because i n the not-too-distant fu ture we are s imply not 
going to have enough natura l gas and natural petroleum l iquids to go 
around. 

Then we are go ing to need these even i f they are not economically 
competitive. 

The C H A I R M A N . M r . Browder, on the first page of your statement 
and throughout your del ivery, you claim the E I A would develop 
our lowest grade, most remote and most costly resources, a l l at the 
highest price and highest rate of consumption. 

Wel l , the b i l l requires the E I A to finance those projects which 
would contr ibute to energy independence. 

I t would have a clear directive to get the most eff icient, most prom-
is ing energy sources fo r development and financing. 

W h y do you t h i nk they would be th is perverse ? 
M r . B R O W D E R . We l l , sir, a l l that is required is a look at the A d -

ministrat ion's exist ing pol icy, a look at those industries and those 
companies that are l ined up to get the subsidies. 
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I don't th ink you can look at the b i l l as i f i t were being proposed 
i n the absence of anyth ing else that is happening. 

You can look at the Administrat ion's pol icy, oh, as fa r back as 
Secretary Dent's tenure as, Secretary of Commerce, when he was 
proposing the l ist of plants that had to be subsidized. 

Then just take a look at M r . Cameron's very presence here and 
interest i n this. I th ink i t is quite clear which systems and which 
fuels are l i n ing up, which ones are doing lobbying i n favor of the 
legislation. 

Today, the Science and Technology Committee on the House side is 
hav ing more hearings on the synthetic fuel subsidy legislation. The 
Environmental Defense Fund is representing us and most of the 
others 

The C H A I R M A N . The fundamental point M r . Simpson made that 
I th ink makes a lot of sense, we just need more fuel. The cost may 
be higher, but we need more energy. 

M r . B R O W D E R . We agree w i t h that very much. 
The C H A I R M A N . I f we are going to avoid a situation where we are 

impor t ing more than ha l f of our energy and, therefore, are very 
dependent and very vulnerable and subject to internat ional black-
mai l 

M r . B R O W D E R . We agree w i t h that very much, sir. 
B u t th is program is not designed to produce more fuel. 
The C H A I R M A N . I t is bound to, isn't i t . 
M r . B R O W D E R . N O , sir, i t is designed to subsidize hardware con-

struction, not fuel production. 
A t more than a b i l l ion 
The C H A I R M A N . That addit ional hardware would produce some fuel. 
I f , fo r example, let me give you an example. Supposing i f we had 

30 percent, maybe you can't get that h igh, but 25 or 30 percent of our 
electricity supplied by atomic plants i n 1985. W h y wouldn' t that 
reduce the shortage we now have and create a situation where we 
have gone at least par t way toward solving this problem? 

Mr . B R O W D E R . I th ink you would have to take a look at what the 
alternatives were and the number and kinds of resources and amount 
of money that could be invested to achieve that same degree of energy 
production, whether i t was through nuclear power or coal or a com-
bined cycle 

The C H A I R M A N . Very good. 
Th is is exactly what the G A O just testified to. They said they 

wanted to require that before these investments are made that there 
would be an analysis to determine whether th is is the most efficient 
way of saving or gett ing a barrel of oi l , whether the conversion 
method would be the best, solar energy, whatever i t is, require that 
test. 

M r . B R O W D E R . The administrat ion has already made its analysis. 
I t h i red M r . Cameron to te l l the administrat ion "that his process was 
the most efficient. 

So we th ink the administrat ion has gone through the process of 
making i ts agenda fo r those fuels and systems that deserve to be 
subsidized. 

The C H A I R M A N . A re you saying they would ignore the law ? 
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M r . B R O W D E R . Yes, s i r ; absolutely. They would continue their same 
Orwel l ian use of language that they have in regard to energy pro-
duction fo r the last several years. 

The C H A I R M A N . Then what can you do? On the assumption that 
you said Senator Jackson had the same position, i f you have Presi-
dent Jackson or President Fo rd or some other Democratic President, 
who would support the Jackson position on energy he is enormously 
influiential 

Mr . B R O W D E R . Not everyone supports his position. 
The C H A I R M A N . Tha t is true. Bu t i t seems to me your position is 

one of just saying there is nothing we can do about i t . 
M r . B R O W D E R . N O , s i r ; there are a number of things we can do to 

produce energy i n the country. B u t one of those things has to be to 
take a look at how direct Federal investment and how Federal spend-
ing indirect ly influence private capital and influence which fuels and 
which systems we encourage. 

To encourage the construction of bi l l ion-dol lar facil i t ies to produce 
50,000 barrel a day energy systems would, i n our opinion, and the 
opinion of a lot of other people, not give you enough energy fo r 
your money. 

The administration's own synthetic fuel task force to ld the Presi-
dent, and you can have these documents, they are accessible to you 
just as much as to M r . Cameron, that the synthetic fuel commerciali-
zation program would i n no way contribute to U.S. energy inde-
pendence. 

The C H A I R M A N . Y O U say you share our objective to achieve energy 
independence. How would you do i t? 

Mr . B R O W D E R . F i r s t I would get an honest definit ion of inde-
pendence, and decide what level of imports we could achieve through 
diversification of our sources. 

The C H A I R M A N . A l l r ight . I don't th ink that is unrealistic. The 
Vice President, i n support ing his position, argued that impor t ing 30 
percent of our energy needs by 1985, would be progress toward 
independence. 

Do you accept that ? 
M r . B R O W D E R . Y e s , s i r . 
Second 
The C H A I R M A N . H O W would you get there? 
Mr . B R O W D E R . T O the 30 percent ? 
The C H A I R M A N . That's r ight . 
M r . B R O W D E R . Si r , I would rather, because I feel more comfortable, 

ta lk about domestic fuel production, because those are the issues that 
our organization works on. 

The C H A I R M A N . A l l r ight . 
Mr . B R O W D E R . F rom the coal and oil and synthetic fuels work and 

energy facil i t ies s i t ing and electric power demand work that our 
people do, we believe that i t is possible to stimulate coal production 
in a much more efficient way than the administrat ion is now doing. 

To the degree that government has to bias toward one segment of 
the industry or another, we believe the biases are going in just the 
wrong way now. 
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The C H A I R M A N . Specifically what would you have us do? H o w 
would we amend this legislation to achieve this goal ? 

M r . B R O W D E R . I would throw out this legislation, sir. 
The C H A I R M A N . Then what legislation do we need, i f any? 
M r . B R O W D E R . I th ink the first t h ing you would have to recognize 

is the country is broken into diverse regions that have diverse sources 
of energy and uses of that energy once i t comes to them. 

I t is diff icult to create an efficient, un i fo rm nat ional ly appl ied 
energy production system when you are ta lk ing about regional fuel 
consumption. 

I would l ike to give you a very specific example. E i gh t y percent 
of our current national coal production comes f r o m east of the 
Mississippi River. 

F i f t y five of our coal resources i n this country measured by 
B r i t i sh thermal units, which is the way we burn i t , instead of 
measured by tons, is east of the Mississippi River. 

There is more than 80 b i l l ion tons of coal that is low su l fur east 
of the Mississippi River. 

Most of the demand fo r expanded coal consumption is i n the in-
dustr ial sector of this country east of the Mississippi River. 

Yet the administrat ion and those elements of the coal industry 
that have enough capital to be mobile enough to make the move are 
want ing to take advantage of cheap Federal leases on the publ ic 
lands i n the West and sh i f t our coal production, i n effect develop a 
new coal industry out there where we would take, i n the West, low 
qual i ty coal. I t is only low sul fur s i t t ing i n the ground. 

I f i t has fewer Br i t i sh thermal units, by the t ime you burn enough 
coal to achieve the same uni t of energy production, you have burned 
more sulfur. 

The C H A I R M A N . H O W would you achieve the purpose of mak ing 
the—converting coal to the purposes now served by o i l i f we don't 
fo l low some k ind of a synthetic fuel operation ? 

M r . B R O W D E R . Wel l , there is a considerable difference between the 
economics, inc luding the geographic economics, of synthetic fuel 
production and production of coal fo r use under boilers, fo r direct 
production of electricity. 

A n d the first th ing that we would do would be to look at those 
Federal programs that are biasing toward inefficient fuels, 7,000 
B t u coal instead of 12,000 B t u coal, and stop the biases. 

I t just doesn't make sense to take coal f rom Wyoming to West 
V i rg in ia , but that is the basis of the administration's coal product ion 
program. For synthetic fuels, sir, I want to te l l you, because th is is 
very important, we do not oppose the production of synthetic fuels. 

There w i l l undoubtedly come a t ime when synthetic fuels w i l l be 
necessary and we w i l l have to inject them in to our economy. 

B u t i f you subsidize the commercial development of synthetic fuels 
before there is a market fo r the fuels, you are going to bias the region 
of the country that produces those f ueis. 

F rom our point of view, the Midwestern coals, I l l i no is and Ohio, 
that region, would be the natural basis fo r synthetic fuel product ion 
when the economy can genuinely use synthetic fuels. 

The C H A I R M A N . May I ask you, M r . Browder, i f you, perhaps fo r 
the record, because this migh t take some thought on your par t , I 
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mean a l i t t l e more thought on your part , fo r the record i f you could 
give us your proposal as to how we might be able to translate this 
legislation or get new legislation, legislation you th ink you would 
work, that would enable this administrat ion or an administrat ion 
w i t h a simi lar viewpoint, to achieve this b ig stimulus of the coal 
industry, would give us the k ind of energy production we need ? 

M r . B R O W D E R . Could I make a last short point ? 
T h e C H A I R M A N . Y e s , s i r . 
Mr . B R O W D E R . The difference between a 1 5 percent and a 2 5 percent 

reserve margin i n capital construction for electric power companies 
over the next 10 years would come to capital investment of $63 bi l l ion. 

The range of financial opportunities both for saving and invest-
ment i n tak ing an objective look at the need fo r u t i l i t y construction, 
the relationship between reserve margins to u t i l i t y financing, the 
relationship between investment in large central station facil i t ies and 
increased unrel iabi l i ty that results f r om that, as compared to diverse 
and smaller facil i t ies where you have less outage risk, these kinds 
of analyses can show that there is such a range, w i th in a level in-
fluenceable by policy, but that does not require Federal subsidy, such 
a range of options fo r investment i n the u t i l i t y industry that we 
would th ink at least that a hard analysis of u t i l i t y f inancing should 
precede any k ind of legislation that just says, "okay, the ut i l i t ies say 
they need X amount of capital, let's make sure they get i t . " Because 
the electric u t i l i t y industry takes more capital for p lant property and 
equipment per dol lar of sales than any industry i n the country. 

To the degree that we invest i n electric power as opposed to less 
capital-intensive ways of achieving the same energy purposes, al l 
we are doing is sh i f t ing money out of other sectors of the economy 
into that electric power plant, property and equipment wi thout regard 
to the product iv i ty of the u t i l i t y . 

The C H A I R M A N . Let me ask you, M r . Cameron, I th ink Mr . Browder 
has made quite a strong case here. This is legislation that would 
provide for $100 b i l l ion for in effect subsidizing below the market 
rate, so you could come on w i th synthetic fuels, among other things, 
and atomic energy in a bigger way. 

He argues, and I th ink the argument is a very logical one, that the 
market for a l l its weaknesses does have great strength only going 
where the most efficient operation is and selecting the most efficient 
and discr iminat ing against the inefficient, incompetent. 

The government doesn't do that. The government w i l l do the op-
posite. I t w i l l come in and subsidize that which the market won't 
take. That is what this b i l l asks the government to do. 

What is your answer ? 
Mr . C A M E R O N . I would be opposed to any continuing subsidy of 

any energy source, including synthetic fuels. 
The C H A I R M A N . That is what the b i l l does. 
I t subsidizes i n the sense 
M r . C A M E R O N . T O the extent that the b i l l does that, I am opposed 

to i t . 
The C H A I R M A N . Then you are opposed to the b i l l because what the 

b i l l does is provide that these investments w i l l go into those areas 
that would provide more fuel, but where the pr ivate market w i l l not 
finance them. 
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T asked Governor Rockefeller specifically, I said supposing the 
pr ivate market would only finance a part icular project at a 12 per-
cent rate because of the r isk involved; would you come i n at 8 or 9 
percent? 

He said yes, that is what the legislation, i n his view, would do. 
He is the pr inc ipal architect of the legislation. Tha t is a subsidy. 
M r . C A M E R O N . O f course, I m ight dif fer i n the way tha t I would 

administer whatever government program might come out of the 
Congress. 

F i rs t of al l , I don't th ink any energy source should be subsidized 
because that causes wasteful use of that energy source. 

The C H A I R M A N . Isn ' t that the whole th ing this b i l l does? W h a t 
does this b i l l have in i t aside f rom a subsidy ? 

M r . C A M E R O N . Second: I would hope that we would establish a 
competitive market fo r energy i n this country so that by the normal 
processes of at t r i t ion, we w i l l f ind out which energy sources are most 
economical. 

I f , fo r instance, after we have established what synthetic fuels' 
costs really are, i f they cannot compete i n a free market, I would say 
that they have been determined not to be feasible at that part icular 
moment. 

Now, what we really are doing, I th ink , i n even considering Federal 
part ic ipat ion in the financing of new energy sources is tool ing up 
for the latter part of the century. I agree w i t h M r . Browder and 
others who say we are not going to produce many barrels of o i l or 
cubic feet of gas dur ing the next 10 years. Bu t what we w i l l do is 
get ourselves prepared to make the best choices of energy supply 
when we really have to have more domestic sources. 

A n d that, I believe, is an appropriate role for Government—to 
share the risk w i t h indust ry ; not pay for i t ; not take a l l the risks— 
but to share the extraordinary risks of br ing ing these expensive 
new fuel sources into practice. 

I would l ike to make one clarification. M r . Browder suggested that 
I have some proprietary interest in the technologies that are being 
proposed here. T have absolutely none. Th is is a misinterpretat ion 
on his part. 

I believe all available technological approaches that are ready to 
go to commercial operation at the present t ime should be encouraged. 
I do not believe that ideas i n the R. & D. stage should be pushed 
into a commercial application before they are ready. 

B u t we have i n the synthetic fuels area numerous technologies 
that have been practiced over the past 20 years, i n Europe, South 
A f r i ca , and elsewhere, that we should learn how to use and learn 
where they f i t i n our own energy economy. 

The C H A I R M A N . X O W , I would l ike to get to M r . Cury and M r . 
Simpson on the Jacksonville matter, because I th ink this is 
fascinating. 

1 notice i n the Jacksonville story, first M r . Simpson, I notice that 
the U.S. News and W o r l d Report, which is a h igh ly reputable pub-
lication, says that since Offshore Power Systems arr ived 3 years ago, 
Jacksonville has done the fo l low ing : fo r a l l practical purposes, given 
the f i rm 850 acres of choice industr ial land; promised to bu i ld a 
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$137 mi l l ion bridge to provide access to the plant's location; offered 
to buy through the municipal power company two floating plants 
at a cost crit ics insist the city can i l l afford, $2.2 bi l l ion. 

Spend more than $1 mi l l ion for the purchase of enriched uranium 
fuel fo r Jacksonville's two floating powerplants, which now appear 
w i l l never be bui l t . Launch construction of a vocational rehabil i tat ion 
center at a cost of $11 mi l l ion to t ra in thousands of OPS employees. 
Offer to sell $180 mi l l ion in low-interest, tax-exempt revenue bonds 
to provide the company w i th ready cash. 

I n view of a l l of this, and in view of the fact that the article fur ther 
said that since 1974, the Offshore Power Systems has had four of 
its eight orders canceled and the other four delayed fo r 5 years, went 
on to say that OPS' president was now t r y i ng to persuade the 
Federal Government to buy four floating plants and lease them to 
troubled uti l i t ies. 

A letter received f rom Westinghouse—and I have i t r ight here— 
dated A p r i l 12, "Dear Senator Proxmire," a letter I received yester-
day, backed up this point. I t described OPS as an excellent candidate 
for E I A financing, an excellent example of a company looking for 
a Federal bailout. 

Mr . S I M P S O N . N O , sir, i t is not. I don't know why the State of 
F lor ida decided to bu i ld a bridge. I am not i n the bridge-bui lding 
business or traffic business. 

Westinghouse d id attempt, as we always attempt to sell our prod-
ucts, to sell not only to Jacksonville Electr ic Author i ty , but to 
F lor ida Power and L i gh t , Middle South Ut i l i t ies and the Southern 
Companies floating nuclear plants. 

The ci ty of Jacksonville, Jacksonville Electr ic Au thor i t y , at one 
point intended to buy those plants and fo r their own reasons went 
ahead and bought some uranium. That is a perfectly reasonable 
th ing for them to have done i f they had intended to go ahead w i th 
the plant. 

We have had the plant delayed, as I have explained, because of 
the low load growth on the public service electric and gas u t i l i t y 
system. There was help i n t ra in ing people, almost every State of the 
Un ion has a fac i l i ty or organization that helps t ra in industr ial em-
ployees to b r ing industry into their area. They offered i t ; we accepted 
i t , we used i t when we came in. 

I do not believe there has been any $180 mi l l ion bond issue. They 
said they offered to do i t . This is something that they do normally. 
I do not believe that has yet been done and i t may never be done. 

Let's see. The other th ing was, yes, Westinghouse does believe i t 
would be i n the Uni ted States' interest to buy two of these plants. 
That is not a bailout. The fact that we would l ike to sell two or four 
plants to the Uni ted States, i f the Uni ted 

The C H A I R M A N . W h y do you have to sell to the U . S . Government? 
W h y can't you simply operate these, i f they are efficient ? 

M r . S I M P S O N . We don't operate them, sir! We bui ld them. 
The C H A I R M A N . W h y can't they be operated ? 
M r . S I M P S O N . We have no customer. 
The C H A I R M A N . That is because the market won't pick i t up. You 

have to go to the Federal Government w i t h a $100 b i l l ion project. 
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M r . S I M P S O N . Sir , i t is not a bai lout ; th© fact that we have a 
product we believe is desirable fo r the Un i ted States to buy. 

The C H A I R M A N . W h y do you bu i ld th is i f you have no customers ? 
M r . S I M P S O N . We have four—we have a customer fo r four plants, 

and we have a perfectly viable operation. 
The C H A I R M A N . I thought you said you had no customer fo r th is 

part icular offshore plant. 
M r . S T M P S O N . We don't bu i ld them un t i l we have orders f o r them, 

sir. We have orders for four. We are bu i ld ing four. 
I f the Un i ted States would l ike to buy any, we w i l l be glad to sell 

them to them. The Uni ted States would only do this, i f thev believe 
at the present t ime i t was undetermined as to what the load growth 
i n an area would be, l ike Flor ida, Georgia, Alabama, Mississippi, 
and none of the ut i l i t ies fe l t that they could go ahead; the Govern-
ment might decide that i t would be in the interest of energy assurance 
fo r the future to buy the plants and then resell them to whichever 
of these ut i l i t ies at the t ime need them. 

I f the Un i ted States doesn't believe this is a good th ing, they don't 
have to buy them. We w i l l continue, and we w i l l s t i l l have a good 
business. 

The C H A I R M A N . N O W , may I ask M r . Cury to comment. 
M r . C U R Y . I differ quite a b i t w i t h a lot of statements M r . Simpson 

said. 
Number one, I would l ike to make a l i t t le statement here. I th ink 

i t is wel l established that wi thout very, very large Federal subsidies, 
Westinghouse cannot sustain OPS wi thout resorting to a k i n d of 
atomic socialism. They came to Jacksonville. They jumped into the 
government process, they joined the r igh t clubs, they rubbed shoul-
ders, and anybody that opposed them fe l t the wTrath of Westinghouse 
Corp. 

I am a small independent grocer w i t h a very small store. M y w i fe 
and fami ly . The Westinghouse Corp.—and I say this fo r the record— 
harassed, threatened, and r igh t now i t is i n f ron t of a Federal grand 
iu rv , where the vice president of Westinghouse or Offshore Power 
is being charged w i th extort ion to do bodi ly harm through the mails. 

I would l ike to make another statement on the bonds that he said 
they have already accepted; the por t author i ty that doesn't answer 
to any one passed a resolution to issue the bonds fo r OPS, tax-exempt 
bonds. I t so happens that members of the por t author i ty were 
promised contracts f rom Offshore Power Systems, members of the 
Jacksonville Electr ic Au thor i t y , the man who is no longer there that 
was going to buy the nuclear plants, M r . Weinard, he is under two 
grand i u r v investigations and has le f t Jacksonville. 

The bridge is not $137 mi l l ion. I t is being pushed, and i t is $160 
mi l l ion. 

B u t I would l ike to make one statement. The main man that came 
to this town, M r . Staten—and I am very involved i n this Offshore 
Power thing—he just so happens to be President Ford's chief f und 
raiser fo r the State of Flor ida. A n d I would l ike that to go into the 
record. 

I don't know M r . Simpson. B u t they came to this town and pa id 
no taxes. They deceived, they deceptively marketed their merchandise. 

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



321 

They couldn't give anybody a straight answer, and anybody that 
opposed them, and a very small group in the beginning, holy hel l 
broke loose. 

They sent out smear letters on me. They run background checks 
on myself. They have done things that are unbelievable i n the history 
of the Un i ted States. 

M r . SIMPSON. A n d I don't believe them. 
The CHAIRMAN. W h o ran the background checks ? 
M r . CURY. M r . Staten admitted i t to a television station. H e had a 

file on me. He is the executive vice president. He admitted on public 
television, CBS, they had al l these documents. I n fact, he called 
people i n the community. He spread false propaganda about me. 

I f he was so worr ied that this un i t was so good and he had cus-
tomers, what was lie worr ied about a l i t t le grocer? I went and bought 
shares i n Westinghouse, Public Service and the company he men-
tioned, Middle South Ut i l i t ies. There is a letter here I wrote to Mr . 
K i r by , chairman of the board. 

I got a letter back and found out he is an amateur magician. He 
d id not give me an answer. I say, does Jacksonville have any money 
invested i n Jacksonville? 

He referred me to Mr . Zachelda. I turned around and found out 
that Public Service and Gas dreamed up this idea; i t was wr i t ten 
up in New Yorker Magazine that Public Service and Gas has put a l l 
the money i n this project. 

They have not proved to me as a stockholder that they have any 
money i n i t . I n other words, i f Jacksonville—and let me mention 
F lor ida Power and L igh t , and I would l ike to br ing this up, 4 of the 
directors and major stockholders of Westinghouse control 23 percent 
of F lor ida Power and L igh t . 

I do a l i t t le homework, too. M r . Simpson wasn't aware of i t . I am 
a grocer, but I do a l i t t le bi t on the side. 

The CHAIRMAN. There is one other point before you ask M r . Simp-
son to answer and perhaps conclude, that I realize the situation at 
Jacksonville must be red hot on this issue, the town is divided on i t . 
We al l know the enormous influence the newspapers have. 

Among other things the "U.S. News and W o r l d Report" reported 
that Jacksonville's newspapers, the "F lo r ida Times," "Un ion, " and 
"Journal , " are wholly-owned subsidiaries of the Seaboard Coast L ine 
Railroad, a rai l road which stands to gain considerably f r om its real 
estate holdings, i f OPS proves successful, supported the attempts to 
buy nuclear plants and so d id the newspapers i n banner headlines 
and editorials day-after-day. 

Mr . SIMPSON. They might even own or have some coal, i f Jackson-
vi l le doesn't buy these plants, so they are going to make out either 
way. 

The CHAIRMAN. Wou ld you l ike to make fur ther response? 
Mr . SIMPSON. Yes, I just th ink i t is a misuse of a fo rum to discuss 

the Energy Independence Au thor i t y to make statements of the sort 
that this gentleman has made in a direct attack, which he is prepared 
for , and i t is clear that I wouldn' t know al l the facts about what 
somebody said to h im or anybody else i n Jacksonville. I am f rom 
Pittsburgh. 
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T d id have the responsibility at one t ime fo r this plant. I have not 
had responsibility fo r this plant fo r the last 18 months, and I just 
would have no way to counter al l the details. 

Basically we have a viable commercial operation, and the things 
that went wrong in the C i ty of Jacksonville, i f the Jacksonvil le 
Electr ic Au thor i t y d id something wrong or the F lo r ida Power and 
L i g h t d id something wrong, that is somebody else's problem. We 
went in there w i th a perfectly s t ra ight forward business proposit ion 
before the O P E C embargo, when electric ut i l i t ies were buy ing plants, 
because they believed i n the growth of 7 or 8 percent a year, instead 
of 2 years negative growth. 

Obviously, w i t h a 2-year negative growth, our market d idn ' t t u r n 
out to be as good as we thought. We had no plants cancelled. 

We had some letters of intent that were not firmed up. 
Tha t is perfectly reasonable. I th ink that most of the statements 

the gentleman has made simply are not factual. 
T h e C H A I R M A N . A l l r i g h t , s i r . 
Wel l , I th ink that is a perfectly proper cri t icism that you weren't 

prepared. I w i l l tel l you what I would l ike to do. I f you would l ike 
to make a detailed response to Mr . Cury fo r the record w i t h i n the 
next week or so, so that you would have an opportuni ty to consult 
w i t h people in Flor ida, who are on the spot and fami l ia r w i t h i t , I 
w i l l be happy to disclose that, release that to the press or handle i t 
i n any way you feel would be helpful , because you are correct i n that , 
the purpose of this fo rum is not to decide anyth ing fo r Jacksonville. 

I th ink i t is a matter of concern, but the purpose of this forum, 
of course, is to see whether or not we should pass this legislation or 
mod i fy i t , or amend i t . 

T th ink al l of you gentlemen have contributed to our understanding. 
M r . SIMPSON. His tory w i l l show 
The CHAIRMAN. I would l ike to have you, M r . Simpson, f o r the 

record, supply us w i t h whatever you would l ike to. 
M r . SIMPSON. I w i l l , sir, and history w i l l show that floating nuclear 

plants are the cheapest, most environmentally acceptable way of 
producing electric power that this country has any possibi l i ty of 
achieving in the next 20 years. 

The CHAIRMAN. Thank you, gentlemen, very much. 
We appreciate your testimony. 
The committee w i l l stand in recess un t i l 10 o'clock tomorrow 

morning, when we have a number of witnesses who w i l l appear. 
[Whereupon, at 12:45 p.m., the hearing was adjourned, to be re-

convened at 10 a.m., on Wednesday, A p r i l 13,1976.] 
[The fo l lowing letter f rom Offshore Power Systems was ordered 

inserted in the record at this po in t : ] 
O F F S H O R E POWER S Y S T E M S , 

J a c k s o n v i l l e , F l a . , A p r i l 2 6 , 1 9 1 6 . 
H o n . W I L L I A M P R O X M I R E , 
U . S . S e n a t e , D i r k s e n S e n a t e O f f i c e B u i l d i n g , 
W a s h i n g t o n , D . C . 

DEAR SENATOR PROXMIRE: A t the hear ing i n Washington, D.C. on Tuesday, 
A p r i l 13, 1976, before your Commit tee on Bank ing , Hous ing and U r b a n A f f a i r s 
i n regard to S-2532, Energy Independence A u t h o r i t y , John W. Simpson appeared 
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as Cha i rman of the A tomic I n d u s t r i a l Forum. A t tha t hear ing Joseph I I . Cury 
of Jacksonvi l le, F lo r ida , represent ing Consumer Power, also testif ied. 

D u r i n g the hear ing, a number of statements were made in regard to Offshore 
Power Systems, a Westinghouse venture, as we l l as the Ci ty of Jacksonvi l le. 
Since M r . Simpson is an Off icer-Director of Westinghouse, you agreed to ho ld 
the record open so t h a t Mr . Simpson wou ld have an oppor tun i ty to consult 
w i t h Offshore Power Systems and make a response fo r the record. As President 
of Offshore Power Systems and at the reguest of Mr . Simpson, I wou ld l i ke to 
offer the a t tachment to th is le t ter fo r inc lus ion i n the record. 

Very t r u l y yours, 
A. P. Z ECU ELL A, 

P r e s i d e n t . 
At tachment . 

O F F S H O R E P O W E R S Y S T E M S RESPONSE TO A L L E G A T I O N S 

The fo l l ow ing responses to subjects raised at the hear ing and the headings 
used i n the responses are f o r the purpose of categor izat ion only. 

A l l e g a t i o n . — W e s t i n g h o u s e cannot sustain OPS w i t hou t federal subsidies. 
Fo l low ing conversations between Mr . Robert K i r b y , Cha i rman of West ing-

house, and Mr . F r a n k Zarb, Admin i s t ra to r of the Federal Energy Admin is t ra -
t ion, i n March of 1975 regard ing the potent ia l shortages of electr ical generat-
ing capacity i n the Un i ted States i n the ear ly 1980's. OPS proposed tha t the 
F E A purchase f o u r FNP 's fo r subsequent resale or lease to the electric u t i l i t y 
indust ry fo r s ta r t of operat ion i n the t ime period 1982 to 1986. 

Th is proposal was made on the basis tha t the load g rowth uncerta int ies and 
f inancia l d i lemmas of the u t i l i t y indus t ry had caused the de fe r ra l of planned 
generat ion to such an extent tha t there was a real possibi l i ty of a shortage of 
generat ion capaci ty by the ear ly to m id 1980's. Th is shor t fa l l was one tha t was 
considered a serious th rea t to the Na t iona l economy by Westinghouse and some 
par ts of the Federa l Government inc lud ing sections of the FEA. 

H i s to r i ca l records show tha t economic g row th was a lways accompanied by 
sustained increases i n e lect r ic i ty use. The s tar t of the economic recovery then 
envisioned f o r the 1975-1976 t ime per iod and cont inued g row th in to the la te 
1970's and ear ly 1980's wou ld requi re electr ical capacity not planned or de-
layed. The economic r i sk of not hav ing sufficient e lectr ical capacity to support 
and sustain the recovery and g row th are so great as to be unacceptable. The 
OPS proposal presented a program by wh ich over 4400 M W of nuclear genera-
t ion as FNP 's could be star ted and scheduled f o r operat ion as ear ly as 1982 
w i thou t hav ing a designated u t i l i t y or site. The federa l funds used fo r th is 
program wou ld be recovered i n t o ta l th rough the resale or lease of these p lants 
to operat ing u t i l i t i es . 

Th i s F E A program was never envisioned as a ba i l out fo r OPS in tha t OPS 
had planned and has cont inued i n business to sell these p lants to the u t i l i t y 
indust ry . I t was conceived out of a rea l concern f o r the f u t u r e of th is count ry 
and presented as a method to pa r t i a l l y a l lev iate a f u t u r e e lect r ic i ty shortage 
and move the na t ion more rap id ly towards i ts goal of energy independence. 
Whether or not there is federa l act ion on th is proposal OPS is now and w i l l 
remain an economical ly v iable under tak ing w i t h the fou r un i ts now under f i rm 
contract w i t h Publ ic Service E lec t r ic and Gas. No ba i l out is necessary or 
requested. 

A l l e g a t i o n . — P u b l i c Service E lec t r ic & Gas Company delayed the i r orders fo r 
seven years and has put a l l the money i n the project. 

On September 3, 1974, due to a reevaluat ion of the i r overa l l construct ion pro-
gram resu l t ing f r o m reduced load g row th project ions. Publ ic Service E lec t r ic 
& Gas Company requested tha t the del ivery dates fo r the fou r F loa t ing Nuclear 
Plants under contract w i t h OPS be rescheduled. The del ivery of the f i rst F N P 
was rescheduled f r o m Ju ly 1979 to Ju ly 1984 and the remain ing three un i ts re-
scheduled to Ju ly 1986, Ju l y 1989 and Ju ly 1991, respectively. These revised 
shipment schedules wrere accommodated th rough contract negotiations. 

A t no t ime since the o r ig ina l le t ter of in tent f r o m Publ ic Service Elect r ic & 
Gas to Westinghouse i n February 1972 has PSE&G owned or control led Offshore 
Power Systems. U n t i l January 1, 1975, Offshore Power Systems was a j o i n t 
venture of Westinghouse and Tenneco. Ef fect ive as of tha t date the interest 
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of Tenneco i n OPS was re t i red and Westinghouse became the sole owner of 
OPS. 

Publ ic Service has by no means pu t up a l l of the money f o r OPS. West ing-
house has had and w i l l cont inue to have a substant ia l investment i n OPS. 

A l l e g a t i o n . — O P S deceptively marketed the i r product to the Jacksonvi l le 
E lect r ic A u t h o r i t y and the A u t h o r i t y spent a m i l l i on dol lars f o r nuclear fuel . 

The Jacksonvi l le Electr ic Au tho r i t y recognized since ear ly i n the 1970's t ha t 
the Ci ty of Jacksonvi l le was growing at such a ra te tha t the A u t h o r i t y wou ld 
eventual ly need to consider nuclear powrer to sat isfy the needs of the Ci ty . I t 
was w i t h th is i n m ind tha t the A u t h o r i t y author ized and received f r o m B lack 
and Veetch, consul t ing engineers, an in-depth report on the new generat ion rec-
ommendat ion fo r the J E A system. Th is report , f inished i n ear ly 1972, concluded 
tha t the J E A system should consider only the addi t ion of nuclear powTer a f te r 
1982. Th is recommendation was made ma in l y upon economic considerat ions 
and th is was i n a t ime per iod when oi l , our only source of energy fo r our 
ex is t ing power plants, was cheap and p len t i fu l . 

Since the B lack and Veetch report , the J E A staff has been act ively invest i -
ga t ing the var ious nuclear p lan t concepts. Th is invest igat ion has included t r i ps 
to var ious nuclear p lants i n operat ion or under construct ion, v is i ts and con-
versations w i t h u t i l i t i es already i n the nuclear generat ion era, as we l l as dis-
cussion w i t h vendors of nuclear p lan t equipment inc lud ing Offshore Power 
Systems. 

I n September, 1973 Offshore Power Systems submit ted to the Jacksonvi l le 
E lect r ic Au tho r i t y a proposal fo r the purchase of two FNP 's by the J E A fo r 
operat ion i n 1982 and 1984. The proposal was based upon the s tandard F N P 
and the contract terms and condit ions then being used by OPS i n negot iat ions 
w i t h other u t i l i t ies . Fo l low ing a rev iew of the proposal by the J E A and i t s 
staff, a condi t ional le t ter of in ten t was issued by the J E A to OPS. Th is le t ter 
was va l id f o r a per iod of 120 days and requi red tha t fou r specific condi t ions be 
satisfied p r io r to J E A enter ing in to a contract w i t h OPS. These condi t ions 
inc luded: 

1. JEA 's ident i f icat ion of a suitable site fo r FNP's. 
2. JEA 's economic evaluat ion showing tha t the F N P was i ts prefer red genera-

t ion choice. 
3. J E A obta in ing power sales agreements or j o i n t venture agreements w i t h 

other u t i l i t i es f o r the FNP's. 
4. J E A obta in ing a sat isfactory method of financing the plants. 
The or ig ina l proposal was f o r t w o FNP 's a t a pr ice of $345 m i l l i on each or a 

to ta l of $690 m i l l i on and not $2.2 bi l l ion. D u r i n g the course of discussions and 
negot iat ions w i t h the J E A staff towards the sat is fact ion of these condit ions, 
J E A requested tha t OPS submit a proposal to manage the to ta l pro ject i nc lud ing 
the design and construct ion of a l l necessary and related si te structures such 
as the protect ive breakwater and bur ied cable f r o m the FNP 's to shore. A t the 
request of and i n conjunct ion w i t h the J E A staff and consultants, OPS pro-
ceeded to develop pre l im inary site structures and fac i l i t y designs and cost esti-
mates. As required by the J E A financial consultants and bond specialists, i t 
wras necessary to est imate the completed cost of the to ta l pro ject inc lud ing esca-
la t i on and interest costs. The i n i t i a l cost est imate fo r the two FNP's , site struc-
tures and fac i l i t ies and pro ject management was $981 mi l l ion. The add i t ion of 
other J E A costs, contingencies, escalation estimates and interest costs resul ted 
i n a to ta l completed est imated cost of $1,960 mi l l ion . As requi red by J E A bond 
indentures, a debt service reserve account had to be established. Th is reserve 
account was set at $200 mi l l ion . The JEA 's financial consul tant reported the 
project was feasible and financeable. 

Fa i l u re to sat is factor i ly resolve the condit ions of the le t ter of in ten t resul ted 
in several mu tua l extensions of the le t ter th rough the spr ing and summer of 
1974. D u r i n g th is t ime period, the Energy Research and Development Admin is -
t r a t i on in fo rmed the u t i l i t y indus t ry tha t a l l cont ract ing f o r enr ich ing services 
fo r nuclear fue l to be used i n p lants fo r operat ion by 1982 had to be contracted 
fo r by June, 3974. As the OPS negot iat ions were not complete bu t were pro-
gressing, the J E A commit ted to the enr ich ing services necessary f o r the first 
core of the first p lant wh ich required the down payment of approx imate ly $1 
m i l l i on to E R D A wh ich was subsequently refunded. 

A l l of the negotiat ions between OPS and the J E A were conducted i n an open 
manner. A l l negot iat ion meetings wrere attended by members of the J E A staff 
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and representatives of the Ci ty 's Office of the General Counsel. I n addi t ion, 
many of the other br ief ing sessions were held before the Au tho r i t y i tsel f as 
we l l as the Ci ty Council. Many of these br ief ing sessions were attended by and 
reported on by the local newspapers, T V and radio stations. 

I n spite of cont inued negotiations, a sat isfactory contractual arrangement be-
tween J E A and OPS was not reached over the summer of 1974. The let ter of 
in tent was te rminated on September 8, 1974 by OPS wh ich was a r i gh t under 
the terms of the let ter. The $1 m i l l i on down payment made by J E A to E R D A 
fo r fue l enr ich ing services has been refunded i n fu l l . 

A l l e g a t i o n . — J a c k s o n v i l l e gave OPS 850 acres of choice indus t r ia l land. 
The Jacksonvi l le Por t Au tho r i t y sold Offshore Power Systems 880 acres of 

land on B lount I s land fo r $2,000 per acre, or $1,760,000. Th is land had been 
f o r sale fo r many years. 

Of the acreage, 525 acres was i n marsh or wet lands. I n order to make the 
B lount Is land land suitable f o r i t s purposes, OPS spent $10 m i l l i on i n site 
preparat ion wh ich included dredging and filling. I n addi t ion, i n re tu rn fo r tak-
ing the 525 acres of marsh and wet lands, OPS purchased 1,007 acres of marsh 
and wet lands i n D u v a l County and deeded th is proper ty—at no cost—to the 
Ci ty of Jacksonvi l le. Th is land is so deeded tha t i t w i l l remain i n i ts na tu ra l 
state i n perpetui ty. Fu r the r , OPS paid $800,000 to the State of F lo r ida fo r 
sovereign mate r ia l taken out of the St. Johns River and placed on B lount Is land 
by the U.S. A r m y Corps of Engineers as par t of the harbor deepening project. 
( I t should be noted tha t i t was the first t ime i n the h is tory of the State tha t a 
charge was made by the State of F lo r ida fo r mater ia l dredged f r o m a Corps of 
Engineers project . ) Th is means tha t an acre of usable land or water on Blount 
Is land actual ly cost OPS over $14,000 an acre, inc lud ing the $2,000 per acre 
paid the Por t Au tho r i t y . 

U.S. News and W o r l d Report stated tha t the pr ice of other i ndus t r ia l land 
nearby was runn ing 5-10 t imes the $2,000 figure. The fac t is t ha t i n mid-1973 
and af ter land values had been raised due to OPS coming to Jacksonvi l le, OPS 
purchased 325 acres of p r ima r i l y up land property on the main land—inc lud ing 
about a mi le of deep water r i ver f ron tage—r ight across f r o m B lount Is land, 
fo r a to ta l pr ice of $1,225,000, or approximately $3,677 per acre. 

Because OPS delayed the exercise of the opt ion on the land one year i t d id 
not pay taxes on the property f o r tha t period—however, i t pa id the Por t 
Au tho r i t y $125,000 f o r the year's extension. H a d the raw property at tha t t ime 
been on the tax books, i t wou ld have had to be appraised a t over $7 m i l l i on i n 
order to have cost $125,000 i n property taxes. 

A l l e g a t i o n . — J a c k s o n v i l l e is t r y i ng to bu i ld a bridge fo r OPS. 
A br idge i n the area i n question has been projected on the F lo r ida H ighway 

Depar tment maps as f a r back as 1960, twelve years before OPS came to Jack-
sonville. 

The al legat ion doesn't ment ion tha t already i n the area the br idge wou ld 
serve a re : Imeson I ndus t r i a l Park w i t h huge regional Sears catalogue center ; 
St. Regis Paper Co.; the Jacksonvi l le Por t Au thor i t y ' s present fac i l i t ies on 
B lount I s l a n d ; the Anheuser-Busch p l a n t ; the a i r p o r t ; the zoo; the Bacard i 
p l a n t ; and H igh lands and several other subdivisions. Fur thermore, studies 
have shown the br idge to be viable w i t hou t any reference to revenues projected 
to be generated by traff ic to the OPS fac i l i t y . 

A l l e g a t i o n . — S i n c e the a r r i v a l of OPS, u t i l i t y rates, to l ls and taxes have 
gone up. 

W A T E R A N D S E W E R R A T E S 

The Ci ty of Jacksonvi l le began a comprehensive water and sewer program 
w i t h a bonded indebtedness i n excess of $100 mi l l ion . I n an ef for t to finance 
th is program, the fo l l ow ing rate changes were made beginning i n 1969—three 
years p r io r to the a r r i v a l of OPS: 

Date effective Water (cu bic feet) Wastewa ter (cu bic feet) 

Prior to 1969 $6/3,600/quarter No charge. 
Jan. 1,1969 $3/l,200/mo__ $3.50 flat rate/mo. 
Feb. 1, 1973 $3/800/mo $4/800/mo. 
October 1975 $3.50/300/mo $6/300/mo. 
March 1976 $3.50/500/mo. $6/500/mo. 
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E L E C T R I C R A T E S 

The increase in electric rates i n Jacksonvi l le results f r o m skyrocket ing f u e l o i l 
costs. The generat ing capacity of the Electr ic Au tho r i t y is 100% o i l fired. The 
fue l o i l ad justment charge is t ied d i rect ly to the increased cost of oi l . 

1,000 kWn base 1,000 kWh fuel 
rate adjusted charge 

Oct. 1,1973 $18.38 $1.57 
Oct. 15, 1S73 18.38 7.94 
Jan. 16,1974 18.38 20.00 

Taxes i n Jacksonvi l le have been reduced every year since 1969. 

Year County rate City/county rate 

196 7 $28.04 $40.74 
196 8 .. . . . . . 25.S3 31.93 
196 9 25.41 31.41 
197 0 24.22 29.72 
197 1 24.16 29.66 
197 2 23.05 27.05 
197 3 21.71 22.89 
197 4 18.08 19.30 
197 5 17.82 19.04 

B R I D G E T O L L S 

The Jacksonvi l le Transpor ta t ion Au tho r i t y increased the br idge tol ls f r o m lotf 
to effective September 1973, w i t h a prov is ion tha t main ta ined the 15^ rate 
fo r commuters through the use of t icket books (40 t ickets f o r $6.00). 

According to the JTA, th is act ion was taken " t o increase J T A revenues suffi-
c ient ly to provide the bonding capacity necessary to improve and expand the 
expressway system." 

A l l e g a t i o n . — O f f s h o r e Power Systems has pa id no taxes. 
OPS has, to date, paid $292,000 in F lo r ida State Sales Tax, $86,000 in 

Property ( rea l and personal) Tax and $4,000 i n Occupational Tax. The B loun t 
Is land property, purchased i n August 1975, is now being appraised by D u v a l 
County and taxes w i l l be payable in November of th is year. 

A l l e g a t i o n . — J a c k s o n v i l l e is bu i ld ing a vocat ional center fo r OPS. 
When F lo r ida Jun ior College President D r . Ben W y g a l came to Jacksonvi l le 

seven years ago—long before OPS—he star ted exp lor ing ways to pu l l the var-
ious downtown fac i l i t ies already operated by the F lo r ida Jun io r College in to 
one center. 

Near ly six years ago lie star ted work ing w i t h Mayor Hans Tanzler and the 
FJC- Board Chai rman and others to get u rban renewal land i n the downtown 
area. Pa r t l y prompted by the a r r i v a l of OPS. a decision was made to go ahead 
w i t h a f u l l Jun ior College Campus rather than a center i n the downtown area. 
Th is campus now under construct ion is not solely a vocat ional center, nor is i t 
dependent upon the fu tu re of OPS. There are more than 3,000 students now i n 
the downtown area at other fac i l i t ies in var ious j u n i o r college programs; easily 
enough to wa r ran t the campus i f i t opened today. The fac i l i t y , when opened, 
w i l l serve the ent i re communi ty. 

A l l e g a t i o v . — T h e Jacksonvi l le Por t Au tho r i t y issued $180 m i l l i on i n revenue 
bonds to give OPS operat ing revenue. 

No bonds fo r the OPS fac i l i t y have ever been issued by the Jacksonvi l le Por t 
Au tho r i t y . I n 1973 the Au tho r i t y author ized the issuance, should OPS so re-
quest. of up to $180 mi l l i on i n i ndus t r i a l revenue bonds to finance por t - re lated 
fac i l i t i es and pol lu t ion contro l fac i l i t ies wh ich wou ld be sold or leased to OPS 
and used as par t of the OPS fac i l i t y . Th is author iza t ion was cont inued i n 
October 1975. 

The bonds w i l l not be issued u n t i l the request of OPS and the au thor iza t ion 
w i l l be reviewed on a year-to-year basis by the Au tho r i t y . The agreement be-

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



327 

tween OPS and J P A provides tha t the issue may not exceed the costs of the 
financed fac i l i t i es and the interest must qua l i f y as t a x exempt under Federa l 
and F lo r i da laws. The bonds are to be payable solely f r o m the revenue der ived 
f r o m the sale, operat ion or lease and do not const i tute an indebtedness or 
pledge of the general credi t of the Por t Au tho r i t y . I n add i t ion to the leases, 
rentals or insta l lments requi red to pay p r inc ipa l and interest and redempt ion 
premiums on the bonds, OPS wou ld pay a l l taxes, governmental charges, u t i l i t y 
charges, etc., and wou ld have f u l l responsibi l i ty f o r expense, operat ion, repa i r 
and maintenance of the fac i l i t ies. 

JPA is author ized to issue indus t r i a l revenue bonds under the " F l o r i d a I n -
dus t r ia l Development F inanc ing Ac t " , Chapter 69-104, Laws of F lo r ida , General 
Acts of 1969, as amended, and has done so a number of t imes throughout the 
years as have other agencies i n the State of F lo r ida i n order to finance var ious 
types of i ndus t r i a l development. I n fact , i ndus t r i a l development financing is a 
method of financing long recognized throughout the Un i ted States and i t s t a x 
exempt status is prov ided fo r i n the 1954 I n t e r n a l Revenue Code and I R S 
Regulations. 

A l l e g a t i o n . — T h e local newspapers supported OPS. 
Th is al legat ion is best answered by one local newspaper's ed i to r ia l dated 

December 28, 1975. 
" W e supported the OPS project wholeheartedly. We supported i t openly, 

honestly, t r u t h f u l l y . We s t i l l support i t . 
"Our support is based on the honest convict ion, based on the fac t available, 

tha t the project wou ld be good fo r the communi ty of Jacksonvi l le. 
"Success has a thousand fathers, to paraphrase the saying, wh i le fa i l u re is 

an orphan. 
"The i n i t i a l promise has not yet mater ial ized. The financial crunch and the 

energy crisis pu t the p lant orders f r o m New Jersey, upon wh ich the s tar t of 
project was predicated, on the back burner, 

" I t is by no means dead. The orders have not been cancelled. They have been 
delayed. The f u t u r e is uncerta in. 

" W e hope the potent ia l is realized. I t w i l l have a host of benefits f o r the 
communi ty , inc lud ing a way out of the poverty t r ap f o r many who are 
unemployed or underemployed. 

"The communi ty i n 1972 was un i ted i n a way seldom seen i n Jacksonvi l le i n 
i ts desire to have OPS locate here. The support cut across social and economic 
lines. The ef for t was a communi ty effort. 

" W e don't apologize fo r being par t of tha t ef for t . " 
A l l e g a t i o n . — T h e A t to rney General of F lo r ida is ra is ing serious questions 

about the F loa t i ng Nuclear Project. 
Robert L . Shevin is A t to rney General of the State of F lo r ida and, along w i t h 

the Governor and h is Cabinet, is a Member of the Board of Trustees of the 
I n t e r n a l Improvement T rus t Fund of the State of F lor ida. M r . Shevin, on 
January 18, 1976, requested t ha t OPS appear before those Trustees at the i r 
January 20th meeting. A t t ha t meet ing he expressed sat is fact ion w i t h the 
answers received f r o m OPS. 

On May 23, 1972, upon the grant of the F lo r i da Dredge and F i l l Pe rm i t re-
qui red to do the necessary wo rk on B loun t Is land, the Trustees by resolut ion 
provided t h a t i f the land to be conveyed to OPS f r o m the Jacksonvi l le Po r t 
Au tho r i t y f o r the f ac i l i t y was not used to construct " a manu fac tu r ing p lan t to 
produce p la t form-mounted nuclear p lan ts" then i t was to be reconveyed to the 
Por t Au tho r i t y . Because the Un i ted States Nuclear Regulatory Commission, i n 
i t s " F i n a l Env i ronmen ta l Impact Statement Related to the Manufac tu re of 
F loa t ing Nuclear P lan ts " issued i n October of 1975 referenced a l ternat ive uses 
fo r t ha t land, Mr . Shevin fe l t tha t there migh t be a use contemplated by OPS 
tha t was inconsistent w i t h the permi t restr ict ions. I n addi t ion, Mr . Shevin 
wanted an update on the status of the project. Accordingly, at the January 20, 
1976 meet ing of the Trustees, both the Jacksonvi l le Por t Au tho r i t y and OPS 
appeared and assured the Trustees tha t the condi t ion was being complied w i th . 
I t was pointed out by OPS tha t the a l ternat ive use discussion i n the NRC's 
Env i ronmenta l Impac t Statement was required by the Na t iona l Env i ronmenta l 
Policy Ac t as we l l as by a series of Federa l Court cases and was required 
regardless of whether or not the agency involved (here the NRC) or the owner 
had the power to implement the al ternat ives. I t was also pointed out tha t OPS 
correspondence tha t was pa r t of the Impact Statement specifically cal led the 
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requirement of the Board of Trustees to the attent ion of the Nuclear Regula-
tory Commission. I n fact, agencies of the State of F lo r ida inc luding the Trust-
ees had expressly commented on the proposed Impact Statement when issued i n 
proposed fo rm in July of 1974 and those comments d id not relate to the alter-
nat ive use section. A t the January 20th meeting and i n accordance w i t h the 
At torney General's request, the Trustees were also given a status report on the 
OPS project. A t the end of the OPS presentation by Messrs. Staten and Camp-
bell, At torney General Shevin said: 

" I would just l ike to thank Mr . Staten and Mr. Campbell and the Chai rman 
of the Port Author i ty for being w i t h us today and for answering these ques-
tions. And I hope that everything moves as wel l and on schedule as possible. 
Aga in i t 's not 12,000 jobs but i t ' s a substant ial number of jobs and I wou ld 
hope tha t you ' l l get more orders and can employ a lot more people so we are 
ta lk ing about an ongoing industry." 

OPS knows of no fu r ther questions by the At torney General of F lor ida. 
Last ly, Mr . Cury charged at the hear ing tha t he had been threatened and 

subjected to various forms of personal harassment. As we understand i t , th is 
matter is current ly under the jur isd ic t ion of and is being invest igated by a 
Federal grand ju ry . We would l ike to propose tha t the mat ter stand i n abey-
ance un t i l the grand j u r y is heard f rom. 
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ENERGY INDEPENDENCE AUTHORITY ACT OF 1975 

WEDNESDAY, A P R I L 14, 1976 

U . S . S E N A T E , 
C O M M I T T E E ON B A N K I N G , H O U S I N G , AND U R B A N A F F A I R S , 

W a s h i n g t o n , B . C . 

The committee met at 10:05 a.m. in room 5302, Dirksen Senate 
Office Bui ld ing, Senator W i l l i am Proxmire (chairman of the commit-
tee) presiding. 

Present: Senators Proxmire and Sparkman. 
The CHAIRMAN. The committee w i l l come to order. 
This is the last day we have scheduled for hearings on S. 2532, the 

administration's Energy Independence Author i ty . 
We are delighted w i th the quality of witnesses we have scheduled 

for these hearings and I apologize to witnesses for the fact that we 
have asked them to prepare their statements w i th such l i t t le advance 
notice. That's the reason, I presume, that some of the witnesses haven't 
been able to file statements w i th us. I hope that they have been able 
to br ing some prepared statements because it's a great convenience 
for the committee and also, of course, to the press i f they can have 
prepared statements available. 

Mr . Parskv, we have your statement. I would appreciate i t i f you 
could l im i t i i as much as possible. We have six witnesses today. We 
are anxious to hear them al l and I have a number of questions for 
al l of you, so i f you can abbreviate your statement i t w i l l be printed 
i n f u l l i n the record. 

STATEMENT OF GERALD L. PARSKY, ASSISTANT SECRETARY OF 
THE TREASURY FOR INTERNATIONAL AFFAIRS; ACCOMPANIED 
BY PETER BORRE, FEA; AND BRUCE PASTERNACK, FEA 

Mr. PARSKY. Thank you, Mr . Chairman. I w i l l do my best to 
abbreviate i t as much as possible. 

I t 's certainly a pleasure for me to be here to discuss the President's 
proposal for an Energy Independence Author i ty . This init iat ive 
should be seen as part of the President's comprehensive energy 
policy—a policy that is aimed at removing our country's excessive 
dependence on others for our energy. 

To achieve these objectives we cannot rely on Government alone. 
We must, in large part, depend on our private sector for the large 
capital investment necessary to develop energy supplies. The task 
of mobil izing the needed private capital would be very challenging 
under the best of circumstances. However, the Government has com-
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pounded the difficulties through its regulation and control of the 
energy indust ry ; and fo r a variety of reasons, the pr ivate sector is 
hav ing diff iculty f inancing certain types of important energy projects. 
Most of these difficulties could be overcome through t imely and 
innovative regulatory actions and through removal of other impedi-
ments to the development of oi l , coal, and gas and the g rowth o f 
nuclear power. 

The fact that we must face, however, is that these needed regulatory 
actions and policy decisions w i l l be too slow i n evolving. The Presi-
dent has determined that we can't wa i t and, accordingly, has proposed 
the E I A i n order to insure the t imely development of impor tant 
sectors of our energy industry. I f E I A is viewed as a substitute f o r 
tak ing the needed regulatory reforms or i f i t is seen as a substitute 
f o r the pr ivate sector, i ts purpose w i l l have been defeated and i t w i l l 
be counter-productive. I f , however, i t serves as a temporary br idge 
to the t ime when regulatory impediments are removed and evolves 
as a supplement to the pr ivate sector, then i t can play an impor tant 
role in b r ing ing a sensible energy policy to this country. 

I n my testimony today, I w i l l concentrate on the f inancial con-
siderations which led to the E I A proposal and some of the more 
impor tant consequences of E I A operations. I know tha t you have 
heard f r om the Vice President as wel l as F rank Zarb and they have 
out l ined a number of our energy pol icy considerations. M y testimony 
focuses on the expected capital requirements of our energy industry, 
the reasons why many important energy projects may not be financed 
by the pr ivate sector, and the capital market impacts of E I A . 

A number of studies have been made concerning the capital re-
quirements of the energy industry. I n most cases these studies have 
analyzed the requirements based on several assumed scenarios, and 
the result ing estimates of the overall levels of capital requirements 
fo r the energy sector fo r 1975-85 produced by these studies range 
f r o m about $480 b i l l ion to about $680 b i l l ion i n 1975 dollars. A $580 
b i l l i on figure would seem reasonable to us. 

I n order to assess the relative size of this figure, i t should be 
compared w i t h estimated business spending on new p lant and equip-
ment of roughly $2,000 t r i l l i on i n 1975 dollars over the 1975-85 
period. When viewed i n this l igh t , the $580 b i l l ion energy investment 
f igure would constitute roughly 30 percent of estimated business 
f ixed investment over the period, which would be wel l w i t h i n the 
range of historical experience. Over the 1965-74 period, f o r example, 
energy investments as a percentage of tota l business fixed investment 
averaged 29 percent and ranged f r om 24 percent to 33 percent. 

Despite the fact that capital needs fo r energy are not out of pro-
por t ion to historical trends, an impor tant concern is the extent to 
which pr ivate investors w i l l be w i l l i ng to finance the necessary in-
vestment i n energy. 

W e believe that the capital market w i l l have the capacity to provide 
this level of fund ing to the energy industry. However, given the 
current uncertainties and regulatory climate, we do not believe that 
a l l of the necessary funds w i l l actually flow to the energy sector i n 
the needed amounts. Energy projects w i l l have to compete w i t h 
projects f r om other sectors; and the capital w i l l normal ly flow to the 
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most economically attractive projects—that is, where i t can be most 
prof i tably employed i n terms of pr ivate market criteria. Most of the 
needed conventional energy sector investments would be able to at-
tract the necessary financing f rom pr ivate sources wi thout Federal 
financial assistance such as that contemplated by E I A . There are, 
however, some types of projects which, fo r various reasons, are less 
l ike ly to be able to attract funds f r om the pr ivate markets dur ing 
the next 10 years wi thout some fo rm of Government assistance. I t ' s 
fo r this very reason that the President decided to propose E I A . T o 
more f u l l y appreciate the need fo r E I A , I would l ike to look briefly 
at some of the reasons why the pr ivate sector may not finance such 
projects. 

There is no single a l l pervasive reason why certain types of energy 
development projects are not being financed i n the pr ivate markets. 
I n most cases where Federal assistance may be required, there is a 
combination of factors which create uncertainty i n the minds o f 
potential investors and prevent them f rom commit t ing funds wi thout 
some fo rm of Federal part icipation. The most important of these 
reasons are the fo l low ing : 

(1) Some energy projects included i n our national energy program 
are marginal and, i n some cases, not economic at current market 
prices. For example, synthetic fuel plants are at best only marginal ly 
economic at current prices; and because of uncertainty over future 
wor ld o i l prices and Government regulation most synthetic fuel 
projects are not attractive to pr ivate investors. Federal financial 
assistance w i l l be needed i f we are to accelerate the commercialization 
of synfuels and other promising emerging energy technologies. 

(2) We have fai led to take needed regulatory action which is 
necessary to improve the financial v iab i l i ty of certain segments o f 
our energy industry and to provide requisite assurances to potential 
investors. As a pr ime example of this regulatory neglect, I would 
cite the inadequate rate increases granted to electric ut i l i t ies by State 
commissions which have resulted i n straining the financial condit ion 
of these ut i l i t ies and i n the deferral or cancellation of large amounts 
of new generating capacity. Almost hal f of the energy sector's pro-
jected capital requirements i n the 1975-85 period are i n the electric 
u t i l i t y sector. Electr ic ut i l i t ies are faced w i t h the need to raise more 
capital than the o i l companies over this period, but w i l l have less 
than ha l f the revenue base of these companies. Wh i le recent regula-
tory actions have resulted i n some improvement i n the financial 
situation of electric ut i l i t ies, these companies can be expected to face 
fu ture financial difficulties unless addit ional action is taken to pro-
vide fo r adequate rates and fo r a stronger cash flow. W i thou t inno-
vative regulatory actions such as including construction work- in-
progress i n the rate base, we may continue to have periods dur ing 
which the financial condit ion of the electric ut i l i t ies retards the 
undertaking of needed investment. 

I n the natural gas industry, i f pr ivate financing is to be arranged 
for certain needed major projects, deregulation of new gas prices 
and s t i l l other types of innovative regulatory actions may be needed. 
These include approval of "a l l events f u l l cost of service" tar i f fs 
which pass some of a project's r isk to gas consumers and, possibly. 
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consumer surcharges, wh ich could be used to help finance exp lorat ion 
and development of new gas supplies. 

Las t ly , decontrol of crude o i l prices wou ld substant ial ly improve 
the ab i l i t y o f the petroleum indust ry to finance energy projects and 
wou ld also prov ide needed incentives f o r conservation and f o r the 
development of new supplies. As you know, we are phasing such 
controls out over a 40-month period. The President has made i t clear 
tha t we should do whatever we can to assure decontrol takes place 
as rap id l y as possible. 

(3) Some energy projects have special r isks wh i ch the p r i va te 
market may not be w i l l i n g to bear w i thou t innovat ive regulatory de-
vices and /o r some f o r m of Government assistance. I n discussing 
synthetic fuels I prov ided examples of that , those i nvo l v ing commer-
cia l izat ion of technologies untested i n the pr ivate market are the 
p r inc ipa l i l lust rat ion. 

The basic long r u n solut ion is to move f o r w a r d as rap id l y as 
possible w i t h pol icy changes and regulatory reforms wh ich w i l l 
strengthen the ab i l i t y o f pr ivate f i rms to at t ract needed capital . 
F o r example, decontrol of energy prices wou ld mater ia l ly assist i n 
f inancing of energy projects by imp rov ing cash f low and p r o v i d i n g 
needed incentives to marg ina l projects. I n the tax area, there are 
a number of measures wh ich the President has proposed w h i c h 
wou ld fac i l i ta te capi ta l fo rmat ion i n general or wou ld improve i n 
par t icu lar the f inancial st rength of the electric u t i l i t ies indust ry . W e 
also need to encourage the pr iva te sector to adopt innovat ive ap-
proaches to ar rang ing the f inancing of needed ma jo r energy projects. 

These k inds of actions must be taken. The problem, however, is 
tha t many of these w i l l take t ime, and we s imply can't wa i t . A s the 
President lias repeatedly emphasized our dependence is g row ing and 
we must do whatever we can to reverse this trend. Therefore, the 
President has proposed the Energy Independence A u t h o r i t y as a 
temporary measure wh ich w i l l assist the energy sector over the next 
10 years i n d raw ing capi ta l to needed energy projects wh ich m i g h t 
not otherwise obtain f inancing f r o m the pr ivate capi ta l markets. 

A s we evaluate the E I A , I t h i n k i t is impor tan t to focus on pre-
cisely wha t E I A is designed to do and, as impor tan t l y , what i t w i l l 
not do. E I A is not intended to prov ide Government assistance to a l l 
energy projects and i t is no t meant to substitute the Government f o r 
the pr ivate sector, wh ich w i l l continue to provide the bu l k o f the 
funds f o r our energy development. I t is a supplement to the p r iva te 
market and aimed essentially a t some of the cr i t ica l bottlenecks i n 
the energy finance f ield wh ich may not be overcome i n a reasonable 
t ime per iod by the pr iva te sector w i thou t Federal assistance. 

I n the text of my statement, M r . Chai rman, I go in to the descrip-
t i on of exactly how the E I A w i l l work . I t h i n k that 's been prov ided 
f o r you so I w i l l pass th rough tha t rap id ly . 

The E I A w i l l be a Federal under tak ing o f large scope and magni -
tude and result i n substantial Federal involvement i n f inancing 
certain types of energy projects. Some wou ld argue tha t the Federal 
Government should not be so involved. I wou ld agree i f I f e l t t ha t 
the needed regulatory changes wou ld take place i n a t ime ly fashion. 
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However, we have not seen evidence that this w i l l happen and because 
of the overr id ing national importance of meeting our energy policy 
objectives in a t imely manner, some Federal involvement is necessary. 
I n 1973. we saw what could happen to us because of our heavy reli-
ance on foreign energy sources. That experience, coupled w i t h the 
continuing control that others exert over the price of oil, has resulted 
in a determination to reduce our reliance on insecure supplies which 
create an unacceptable danger to our economic prosperity and our 
national security. I n order fo r this goal to be achieved wre must in-
crease domestic*energy supplies, diversi fy sources of imports, create 
strategic stockpiles, and reduce the excessive demand for energy. 
E I A w i l l provide cri t ical assistance in meeting these objectives. 

However, the E I A legislation should not be considered as a sub-
stitute for the needed regulatory and energy policy actions which, 
over the long run, are essential to achieving our energy objectives. 
This is not the intention of the E I A proposal, and we must do every-
th ing we can to assure that it w i l l not happen. 

Brief ly, M r . Chairman, I would l ike to tu rn to an assessment of 
the impact that E I A assistance w i l l have on our capital markets. 
I n prov id ing financial assistance to the energy sector through the 
E I A , we believe that every effort should be made to minimize the 
cost of the E I A program to the general taxpayer, and to maximize 
the efficiency of this program. M in im iz ing the level of financial 
support requires f lexibi l i ty i n the forms of support that can be pro-
vided. I n addit ion, the exact fo rm of the most appropriate financial 
assistance w i l l vary f rom situation to situation depending on the 
technology, the regulatory environment, the nature of the companies 
involved, and competitive market considerations. Accordingly, we 
believe that i t is desirable to allow E I A to have a broad range of 
methods for prov id ing financial assistance. 

Even w i th such flexibility, concern has been expressed about the 
impact of E I A on the capital markets. I believe that we must face 
the fact that there may be considerable market impact. The central 
question is whether the urgent need for energy development out-
weighs any adverse capital market impact. A n y type of Federal 
financial assistance which results in projects which would not have 
otherwise been undertaken w i l l lead to some redirection of resources 
w i th in the capital markets. This is as true for E I A as fo r any other 
Government program. I f E I A is to be effective i n helping to solve 
our energy dependence problems, the E I A w i l l have to divert capital 
f rom other areas of our economy into the energy sector. Moreover, 
because the financial incentives provided by E I A w i l l have l i t t le or 
no effect on the overall supply of capital, E I A loans or loan guaran-
tees w i l l increase the demand for capital and tend to raise both pr ivate 
and Government borrowing costs. This is also true of other Govern-
ment lending and loan guarantee programs. There is noth ing unique 
about the E I A program in this respect. 

I n this regard, the net annual flow of funds i n the U.S. credit 
markets is expected to be about $239 bi l l ion i n fiscal year 1976. O f 
this amount, $137 bi l l ion, or 57 percent, w i l l be required to finance 
the Federal budget deficit and net borrowings for off-budget Federal 
programs, leaving only $102 bi l l ion to finance the private sector. 
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Fur ther tota l Government borrowings th is fiscal year w i l l have an 
even greater impact on the long-term securities markets. The fund ing 
of the E I A would add to the already large Government presence i n 
the capital markets and have an impor tant impact on both the overal l 
allocation of credit and the financing costs of both Government and 
pr ivate borrowers. 

W e must, however, remember that some redirection of capital flows 
is the intended effect of E I A and an inevitable consequence i f we 
are to assure p r io r i t y to energy development. Furthermore, the E I A 
assistance w i l l be spread over a relatively long t ime period. The E I A 
would provide an average of $10 b i l l ion per year i n the late seventies 
through the mid-1980's, w i t h the largest par t of such assistance l ike ly 
to be provided i n the period f rom 1980 to 1986 when the overal l 
economy w i l l have grown by 25 to 30 percent. Th is would represent 
roughly 13 percent of the projected yearly energy investments of 
$70 to $80 b i l l ion and roughly one-third of the external finance 
raised fo r energy sector investments dur ing that period. 

The precise nature of E I A ' s impact on interest rates and the allo-
cation of capital is impossible to predict w i t h any certainty. The 
aggregate size and the precise mix of the demand fo r capital w i l l 
be influenced by the size of Federal deficits, Government fiscal and 
monetary policy, the rate of inf lat ion, the strength of and durat ion 
of our economic recovery, and the financing needs of the pr ivate 
sector and of State and local governments. A n y one of these factors 
could have a substantially greater effect on capital markets than 
E I A act iv i ty. 

I n addit ion, the b i l l contains a number of provisions designed to 
minimize the impact of E I A operations on the capital markets. 

F i r s t : Section 303 of the b i l l requires the E I A to seek the maximum 
amount of financing f r om n o n - E I A sources i n connection w i t h any 
project which E I A undertakes. 

Second: Section 306 requires the concurrence of the Secretary of 
the Treasury as to the t i m i n g and substantial terms and conditions 
of each security issue backed by the Federal Government. Th is pro-
vision is, i n my view, an absolutely essential par t of the E I A proposal 
i n that i t not only helps minimize the impact on the capital markets 
but reduces the effects of E I A activities on Government borrowing 
costs. 

T h i r d : Section 314 of the proposed legislation contemplates an 
advisory panel which would review the effects of E I A financial activ-
ities on the funct ioning of the capital markets, inc luding the effects 
on the volume and distr ibut ion of capital flows to and w i t h i n the 
energy development sector of the economy. Such a panel could keep 
continual watch on the effect of E I A activities on our capital markets 
and insure that the impact was minimized. 

F o u r t h : Section 801 of the proposed legislation gives the members 
of the Energy Resources Council an opportuni ty to comment on any 
financial assistance granted by E I A . This would give the Secretary 
of the Treasury and other members of the E R C concerned w i t h the 
financial implications of the program an opportuni ty to give thei r 
advice on the capital market impacts of E I A assistance to any given 
project. 
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I n conclusion, M r . Chairman, i t is clear that E I A operations w i l l 
impact on our capital markets. I t is also clear that E I A w i l l result 
i n the reallocation of capital toward the energy indust ry ; however, 
the proposed legislation contains a number of provisions to minimize 
adverse market effects. Furthermore, inherent i n the E I A proposal 
is the belief that some reallocation or diversion of capital is needed 
i f we are going to achieve our energy goals. Also central to the pro-
posal is the belief that E I A is not a substitute fo r market solutions 
and regulatory re form but a temporary supplement to the pr ivate 
market. I t is w i t h these two objectives i n m ind that we are cal l ing fo r 
the creation of E I A . 

[Complete statement fo l lows: ] 

S T A T E M E N T OF G E R A L D L . P A R S K Y , A S S I S T A N T SECRETARY OF T H E T R E A S U R Y 

Mr. Chairman and Members of the Committee: I am pleased to be here 
today to discuss the President's proposal fo r an Energy Independence Author i t y 
( E I A ) . This in i t ia t i ve should be seen as par t of the President's comprehensive 
energy policy—a policy that is aimed at removing our country's excessive de-
pendence on others fo r our energy. Specifically, the President has set as our 
goals : 

I n the near-term, 1975-77, ha l t our growing import dependence by reducing 
o i l imports by 2 mi l l i on barrels per day ( M M B / D ) before the end of 1977. 

I n the mid-term, 1975-85, a t ta in energy independence by achieving invulner-
abi l i ty to o i l impor t d is rupt ion; this means a 1985 impor t range of 3-5 M M B / D , 
replaceable by stored supply and emergency measures. 

I n the long-term, beyond 1985, mobilize U.S. technology and resources to 
supply a significant share of the Free World 's energy needs. 

To achieve these objectives we cannot rely on government alone. We must, 
i n large part , depend on our pr ivate sector fo r the large capi ta l investment 
necessary to develop energy supplies. The task of mobi l iz ing the needed pr ivate 
capital would be very challenging under the best of circumstances. However, 
the government has compounded the diff iculties through i ts regulat ion and 
control of the energy indus t ry ; and fo r a var iety of reasons, the pr ivate sector 
is having dif f iculty financing certain types of impor tant energy projects. Most of 
these diff icult ies could be overcome through t imely and innovat ive regulatory 
actions and through removal of other impediments to the development of oil, 
coal and gas and the growth of nuclear power. 

The fact that we must face, however, is that tha t these needed regulatory 
actions and policy decisions w i l l be too slow i n evolving. The President has 
determined that we can't wa i t and, accordingly, has proposed the E I A i n order 
to ensure the t imely development of impor tant sectors of our energy industry. 
I f E I A is viewed as a substitute fo r tak ing the needed regulatory reforms, or 
i f i t is seen as a substitute for the pr ivate sector, i ts purpose w i l l have been 
defeated and i t w i l l be counterproductive. I f , however, i t serves as a temporary 
bridge to the t ime when regulatory impediments are removed and evolves as a 
supplement to the pr ivate sector, then i t can play an important role i n br inging 
a sensible energy policy to th is country. 

I n my testimony today, I w i l l concentrate on the financial considerations 
which led to the E I A proposal and some of the more impor tant consequences 
of E I A operations. I n par t icu lar , I would l ike to discuss w i t h you (1) the 
expected capi ta l requirements of our energy industry, (2) the reasons why 
many impor tant energy projects may not be financed by the pr ivate sector, and 
(3) the capi ta l market impacts of E I A . 

ENERGY I N D U S T R Y C A P I T A L R E Q U I R E M E N T S 

A number of studies have been made concerning the capi ta l requirements of 
the energy industry. I n most cases these studies have analyzed the require-
ments based on several assumed scenarios, and the resul t ing estimates of the 
overal l levels of capi ta l requirements fo r the energy sector fo r 1975-85 pro-
duced by these studies range f rom about $480 b i l l ion to about $680 b i l l ion i n 
1975 dollars. A $580 b i l l ion figure would seem reasonable to us. 
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I n order to assess the re la t ive size of th i s figure, i t should be compared w i t h 
est imated business spending on new p lan t and equipment of roughly $2,000 
t r i l l i o n i n 1975 dol lars over the 1975-85 period. When v iewed i n t h i s l i gh t , the 
$580 b i l l i on energy investment figure w o u l d const i tute roughly 30 percent of 
est imated business fixed investment over the period, wh i ch wou ld be w e l l 
w i t h i n the range of h is to r i ca l experience. Over the 1965-74 period, f o r example, 
energy investments as a percentage of t o t a l business fixed investment averaged 
29% and ranged f r o m 24% to 33%. 

Despi te the fac t tha t cap i ta l needs f o r energy are not out of p ropor t ion to 
h is to r i ca l trends, an impor tan t concern is the extent to w h i c h p r i va te investors 
w i l l be w i l l i n g to finance the. necessary investment i n energy. H is to r i ca l l y , the 
energy sector financed a re la t ive ly smal l percentage of i t s investment f r o m 
funds raised externa l ly . Fo r example, i t is est imated t h a t du r i ng the ear ly 
1960's about 25% of fossi l f ue l investment was financed ex terna l l y w h i l e the 
investor owned electr ic u t i l i t i es financed about 35% of t he i r cap i ta l needs th is 
way . 

However , over the past decade the energy sector and business i n general has 
tended to rely more and more on ex terna l financing, especially debt. D u r i n g 
the la te 60\s and ear lq 70's the foss i l f ue l indus t ry financed roughly 30-40% of 
i t s requi rements ex te rna l l y ; and the level of ex te rna l financing f o r investor 
owned u t i l i t i es ranged f r o m 50-70%. The resul t has been t ha t the energy sector 
has taken an increasing share of t o ta l funds supplied by the p r i va te cap i ta l 
marke t . Over the 1961-65 per iod the energy indust ry 's share of the t o ta l amount 
of funds raised by business i n U.S. cap i ta l markets averaged 18 percent. The 
energy sector's share rose to 21 percent f o r the 1966-70 per iod and then to 28 
percent i n 1975, a year when other cap i ta l marke t demands were depressed. 
Est imates f o r the 1975-85 per iod suggest the U.S. cap i ta l marke t w i l l prov ide 
some $1.1 t r i l l i o n ( i n 1975 do l lars) to the business sector and t ha t the energy 
i ndus t r y w i l l requi re on average 25% of these funds. 

W e believe tha t the cap i ta l marke t w i l l have the capaci ty to prov ide th is 
level of f u n d i n g to the energy indust ry . However , g iven the cur ren t uncer ta in-
t ies and regula tory c l imate, we do not believe tha t a l l of the necessary funds 
w i l l ac tua l ly flow to the energy sector i n the needed amounts. Energy pro jects 
w i l l have to compete w i t h projects f r o m other sectors; and the cap i ta l w i l l 
no rma l l y flow to the most economically a t t rac t i ve pro jec ts—that is, where i t 
can be most prof i tably employ eel i n terms of p r i va te marke t c r i te r ia . Most of 
the needed convent ional energy sector investments wou ld be able to a t t rac t the 
necessary financing f r o m p r i va te sources w i t h o u t Federa l financial assistance 
such as tha t contemplated by E I A . There are, however, some types of pro jects 
wh ich , f o r var ious reasons, are less l i ke ly to be able to a t t rac t funds f r o m the 
p r i va te markets du r i ng the next 10 years w i t h o u t some f o r m of government 
assistance. I t ' s f o r th is very reason tha t the President decided to propose E I A . 
To more f u l l y appreciate the need fo r E I A , I wou ld l i ke to look br ief ly a t some 
of the reasons why the p r i va te sector may not finance such projects. 

REASONS W H Y T H E PRIVATE M A R K E T M A Y NOT F I N A N C E C E R T A I N TYPES OF 
ENERGY PROJECTS 

There is no single a l l pervasive reason why cer ta in types of energy develop-
ment projects are not being financed i n the p r i va te markets. I n most cases 
where Federal assistance may be required, there is a combinat ion of fac to rs 
w h i c h create uncer ta in ty i n the minds of po ten t ia l investors and prevent them 
f r o m commi t t i ng funds w i t h o u t some f o r m of Federa l par t i c ipa t ion . The most 
impo r t an t of these reasons are the f o l l o w i n g : 

( 1 ) S o m e e n e r g y p r o j e c t s i n c l u d e d i n o u r n a t i o n a l e n e r g y p r o g r a m a r e m a r -
g i n a l a n d , i n some cases, n o t e c o n o m i c a t c u r r e n t m a r k e t p r i c e s . — F o r example, 
synthet ic fue l p lants are at best only marg ina l l y economic a t cur ren t p r ices ; 
and because of uncer ta in ty over f u t u r e w o r l d o i l prices and government regu-
la t ion, most synthet ic f ue l projects are not a t t rac t i ve to p r i va te investors. 
Federa l financial assistance w i l l be needed i f we are to accelerate the com-
merc ia l i za t ion of synfuels and other p romis ing emerging energy technologies. 

(2) W e h a v e f a i l e d t o t a k e n e e d e d r e g u l a t o r y a c t i o n w h i c h i s n e c e s s a r y t o 
i m p r o v e t h e f i n a n c i a l v i a b i l i t y of c e r t a i n s e g m e n t s of o u r e n e r g y i n d u s t r y a n d 
t o p r o v i d e r e q u i s i t e a s s u r a n c e s t o p o t e n t i a l i n v e s t o r s . — A s a p r i m e example of 
t h i s regu la tory neglect, I wou ld c i te the inadequate ra te increases gran ted to 
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electr ic u t i l i t i es by state commissions wh i ch have resul ted i n s t ra in ing t he 
financial cond i t ion of these u t i l i t i es and i n the de fer ra l or cancel lat ion of large-
amounts of new generat ing capacity. A lmost ha l f of the energy sector's pro-
jected cap i ta l requi rements i n the 1975-85 per iod are i n the electr ic u t i l i t y 
sector. E lec t r i c u t i l i t i e s are faced w i t h the need to raise more cap i ta l than 
the o i l companies over th is period, bu t w i l l have less t h a n ha l f the revenue base 
of these companies. W h i l e recent regu la tory act ions have resul ted i n some 
improvement i n the financial s i tua t ion of electr ic u t i l i t ies , these companies can 
be expected to face f u t u r e financial di f f icul t ies unless add i t iona l act ion is 
taken to prov ide f o r adequate rates and f o r a stronger cash flow. W i t h o u t 
innovat ive regulatory act ions such as inc lud ing construct ion work- in-progress 
i n the ra te base, we may cont inue to have periods du r ing w h i c h the financial 
condi t ion of the electr ic u t i l i t i es re tards the under tak ing of needed investment. 

I n the n a t u r a l gas indus t ry , i f p r i va te financing is to be ar ranged fo r cer ta in 
needed ma jo r projects, deregulat ion of new gas prices and s t i l l other types of 
innovat ive regulatory act ions may be needed. These inc lude approval of " a l l 
events f u l l cost of service" ta r i f f s wh i ch pass some of a project 's r i sk to gas 
consumers and, possibly, consumer surcharges, wh i ch could be used to help 
finance exp lora t ion and development of new gas supplies. 

Last ly , decontrol of crude o i l prices wou ld substant ia l ly improve the ab i l i t y 
of the petro leum indus t ry to finance energy pro jects and wou ld also provide 
needed incentives fo r conservat ion and fo r the development of new supplies. As 
you know we are phasing such controls out over a 40 month period. The 
President has made i t clear t ha t we should do whatever we can to assure 
decontrol takes place as rap id ly as possible. We must a l l make sure tha t the 
40 month program w i l l be f u l l y implemented so t h a t we can once and fo r a l l 
do away w i t h tha t set of government regulat ions wh ich encourages was te fu l 
consumption of o i l and discourages needed investment t ha t w i l l resul t i n 
add i t iona l supplies. 

(3) S o m e e n e r g y p r o j e c t s h a v e s p e c i a l r i s k s i c h i c h t h e p r i v a t e m a r k e t m a y 
n o t he w i l l i n g t o b e a r w i t h o u t i n n o v a t i v e r e g u l a t o r y d e v i c e s a n d / o r some f o r m 
of g o v e r n m e n t a s s i s t a n c e . — E x a m p l e s of these types of pro jects are those in-
vo lv ing the commerc ia l izat ion of technologies untested i n the p r i va te market . 
The technological r i sk is o f ten compounded by regula tory uncer ta in ty , and 
p r i va te investors may not be w i l l i n g to bear these r isks w i t h o u t Federal as-
sistance. I n many cases, these special r isks are compounded by long construc-
t ion lead t imes wh ich also make investors re luc tant to commi t funds. Synthet ic 
fue l plants, f o r exemple, have a lead t ime of at least five years ; and the t yp i ca l 
nuclear power p lan t has a 10 year lead t ime. 

BASIC FEDERAL GOVERNMENT A N D REGULATORY ACTIONS TO ASSURE A D E Q U A T E 
ENERGY I N V E S T M E N T S 

The basic long r u n sout ion is to move f o r w a r d as rap id ly as possible w i t h 
pol icy changes and regulatory re forms wh ich w i l l strengthen the ab i l i t y of 
p r i va te firms to a t t r ac t needed capi ta l . Fo r example, decontrol of energy prices 
wou ld mate r ia l l y assist i n financing of energy pro jects by improv ing cash flow 
and p rov id ing needed incentives to marg ina l projects. I n the tax area, there 
are a number of measures wh ich the President has proposed wh ich wou ld 
fac i l i t a te cap i ta l f o rma t i on i n general or wou ld improve in par t i cu la r the 
financial s t rength of the electr ic u t i l i t i es indust ry . We also need to encourage 
the p r i va te sector to adopt innovat ive approaches to a r rang ing the financing 
of needed m a j o r energy projects. 

These k inds of act ions must be taken. The problem, however, is t ha t many 
of these w i l l take t ime, and we simply can' t wa i t . As the President has re-
peatedly emphasized our dependence is g row ing and we must do whatever we 
can now to reverse th is t rend. Therefore, the President has proposed the 
Energy Independence A u t h o r i t y as a temporary measure w h i c h w i l l assist the 
energy sector over the next .10 years i n d raw ing cap i ta l to needed energy 
projects wh ich m igh t not otherwise obta in financing f r o m the p r i va te cap i ta l 
markets. 

T H E SCOPE OF T I I E E I A 

As we evaluate the E I A , I t h i n k i t is impor tan t to focus on precisely w h a t 
E I A is designed to do and. as impor tan t l y , w h a t i t w i l l not do. E I A is not 
in tended to prov ide government assistance to a l l energy projects and i t is not 
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meant to substitute the government fo r the pr ivate sector, wh ich w i l l continue 
to provide the bulk of the funds fo r our energy development. I t is a supplement 
to the pr ivate market and aimed essentially at some of the c r i t i ca l bottlenecks 
i n the energy finance field which may not be overcome i n a reasonable t ime 
period by the pr ivate sector w i thout Federal assistance. 

The Energy Independence Au thor i t y is designed to provide up to $100 b i l l i on 
of finacial assistance to energy projects wh ich : 

(1) W i l l contr ibute signif icantly to energy independence, and 
(2) Wou ld not otherwise be undertaken by the pr ivate sector w i thou t gov-

ernmental financial assistance. 
The E I A would have a l im i ted l i fe of ten (10) years (subject to a single 

three-year Presidential extension). The financial outlays and commitments of 
the E I A are intended to be recovered by the government and w i l l be used i n 
conjunct ion w i t h pr ivate sector financing to the max imum possible extent. The 
legislat ion requires E I A to use loans and loan guarantees to the max imum 
extent prac t ica l ; but E I A is also permit ted to provide guarantees of price, 
purchase and leaseback faci l i t ies, and purchase convertible and equity securi-
ties. Grants i n aid could be excluded. The projects tha t could be supported by 
the E I A range across the f u l l spectrum of the energy field and include emerg-
ing energy technologies, energy supply in f rast ructure, major conventional energy 
projects and emerging energy conservation technologies. 

I n addit ion, through the E I A legislation, the Federal Energy Admin is t ra t ion 
wou ld be empowered to cer t i fy projects as being of c r i t i ca l importance to 
achieving nat ional energy goals. The E I A would establish new procedures f o r 
coordinat ing and expedit ing Federal regulatory proceedings tha t affect energy 
projects and require sound and expedited regulatory responses f r om regulatory 
Commissions having author i ty over EIA-f inanced u t i l i t y projects. 

The Energy Independence Au thor i t y w i l l be, i n short, a Federal under tak ing 
of large scope and magnitude and result i n substantial Federal involvement i n 
financing certain types of energy projects. Some would argue tha t the Federal 
Government should not be so involved. I would agree i f I fe l t tha t the needed 
regulatory changes wTould take place i n a t imely fashion. However, we have 
not seen evidence tha t th is w i l l happen and because of the overr id ing nat iona l 
importance of meeting our energy policy objectives i n a t imely manner, some 
Federal involvement is necessary. I n 1973, we saw what could happen to us 
because of our heavy reliance on foreign energy sources. That experience, 
coupled w i t h the cont inuing control that others exert over the price of oil. has 
resulted in a determinat ion to reduce our reliance on insecure supplies wh ich 
create an unacceptable danger to our economic prosperity and our nat iona l 
security. I n order for th is goal to be achieved, we must increase domestic 
energy supplies, d iversi fy sources of imports, create strategic stockpiles, and 
reduce the excessive demand fo r energy. E I A w i l l provide c r i t i ca l assistance i n 
meeting these objectives. 

However, the E I A legislation should not be considered as a subst i tute f o r 
the needed regulatory and energy policy actions which, over the long run, are 
essential to achieving our energy objectives. Th is is not the in tent ion of the 
E I A proposal, and we must do everything we can to assure tha t i t w i l l not 
happen. I n th is regard, I th ink that the Committee should pay special atten-
t ion to those provisions of the proposed legislat ion wh ich are intended to en-
courage and fac i l i ta te needed regulatory reform. Specifically, Section 304(c) 
of the Act requires, as a condit ion of assistance to a regulated u t i l i t y , sound 
and expedited regulatory response f r om state regulatory commissions. For 
example, the legislat ion requires that the relevant regulatory commission 
agree wTith the E I A and the regulated firm to a rate covenant t ha t assures 
adequate earnings to protect E I A ' s investment. I n addit ion, T i t l e V I of the 
legislat ion provides a procedure to expedite Federal regulatory decisions w i t h 
respect to energy projects. By reducing the t ime needed fo r regulatory action, 
the legislat ion would help remove some of the regulatory uncerta inty wh ich 
prevents pr ivate capi ta l f r om flowing to many energy projects. 

I M P A C T O N T H E C A P I T A L M A R K E T S 

I would now l ike to t u r n to an assessment of the impact tha t E I A assistance 
w i l l have on our capi ta l markets. I n provid ing financial assistance to the energy 
sector through the E I A , we believe that every effort should be made to min i -
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mize the cost of the E I A program to the general taxpayer, and to maximize 
the efficiency of th is program. Min imiz ing the level of financial support requires 
flexibility i n the forms of support tha t can be provided. I n addit ion, the exact 
f o r m of the most appropriate financial assistance w i l l vary f r om si tuat ion to 
s i tuat ion depending 011 the technology, the regulatory environment, the nature 
of the companies involved, and competit ive market considerations. Accordingly, 
wre believe tha t i t is desirable to al low E I A to have a broad range of methods 
fo r provid ing financial assistance. 

Even w i t h such flexibility, concern has been expressed about the impact of 
E I A on the capi ta l markets. I believe that we must face the fact that there 
may be considerable market impact. The central question is whether the urgent 
need for energy development outweighs any adverse capi ta l market impact. Any 
type of Federal financial assistance which results i n projects which would not 
have otherwise been undertaken w i l l lead to some redirect ion of resources 
w i t h i n the capi ta l markets. This is as true for E I A as fo r any other government 
program. I f E I A is to be effective in helping to solve our energy dependence 
problems, the E I A w i l l have to divert capi ta l f rom other areas of our economy 
into the energy sector. Moreover, because the financial incentives provided by 
E I A w i l l have l i t t l e or no effect on the overal l supply of capital, E I A loans or 
loan guarantees w i l l increase the demand for capi ta l and tend to raise both 
pr ivate and government borrowing costs. Th is is also t rue of other government 
lending and loan guarantee programs. There is nothing unique about the E I A 
program in this respect. 

I n this regard, the net annual flow of funds in the U.S. credit markets is 
expected to be about $239 b i l l ion in fiscal year 1976. Of th is amount, $137 bil-
l ion, or 57 percent, w i l l be required to finance the federal budget deficit and 
net borrowings for off-budget federal programs, leaving only $102 b i l l ion to 
finance the pr ivate sector. Fur ther , to ta l government borrowings th is fiscal year 
w i l l have an even greater impact on the long-term securities markets. We 
expect tha t such borrowing w i l l absorb 82 percent of funds available i n the 
long-term securities market. The fund ing of the ETA would add to the already 
large government presence i n the capital markets and have an important impact 
on both the overal l al location of credit and the financing costs of both govern-
ment and pr ivate borrowers. 

We must, however, remember that some redirection of capi ta l flows is the 
intended effect of E I A and an inevitable consequence i f we are to assure pr io r i ty 
to energy development. Furthermore, the E I A assistance w i l l be spread over a 
relat ively long t ime period. The E I A would provide an average of $10 bi l l ion 
per year in the late seventies through the mid 1980's, w i t h the largest par t of 
such assistance l ikely to be provided in the period f r om 1980-1986 when the 
overal l economy w i l l have grown by 25-30%. This would represent roughly 
13% of the projected yearly energy investments of $70-$80 b i l l ion and roughly 
one-third of the external finance raised for energy sector investments dur ing 
tha t period. 

The precise nature of E IA ' s impact on interest rates and the allocation of 
capi ta l is impossible to predict w i t h any certainty. The aggregate size and the 
precise m ix of the demand fo r capi ta l w i l l be influenced by the size of federal 
deficits, government fiscal and monetary policy, the rate of inf lat ion, the 
strength of and durat ion of our economic recovery, the financing needs of the 
pr ivate sector and of state and local governments. Any one of these factors 
could have a substantial greater effect on capi ta l markets than E I A act iv i ty. 

I n addit ion, the b i l l contains a number of provisions designed to minimize 
the impact of E I A operations on the capi ta l markets. F i rs t , Section 303 of the 
b i l l requires the E I A to seek the max imum amount of financing f rom non-EIA 
sources in connection w i t h any project which E I A undertakes. Second, Section 
306 requires the concurrence of the Secretary of the Treasury as to the t im ing 
and substantial terms and conditions of each security issue backed by the 
Federal Government. This provision is, in my view, an absolutely essential par t 
of the E I A proposal i n tha t i t not only helps minimize the impact on the capi ta l 
markets but reduces the effects of E I A activi t ies on government borrowing 
costs. Th i rd , Section 314 of the proposed legislation contemplates an advisory 
panel which would review the effects of E I A financial act iv i t ies on the funct ion-
ing of the capital markets, inc luding the effects on the volume and d is t r ibut ion 
of capi tal flows to and w i t h i n the energy development sector of the economy. 
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Such a panel could keep cont inua l wa tch on the effect of E I A ac t iv i t ies on our 
cap i ta l marke ts and ensure t ha t the impac t was min imized. Fou r th , Section 
801 of the proposed leg is la t ion gives the members of the Energy Resources 
Counci l an oppor tun i ty to comment on any financial assistance granted by E I A . 
Th i s wou ld give the Secretary of the Treasury and other members of the E R C 
concerned w i t h the financial impl ica t ions of the program an oppor tun i ty to g ive 
the i r advice on the cap i ta l ma rke t impacts of E I A assistance to any g iven 
pro ject . 

COST OF T H E E I A PROGRAM TO T H E T A X P A Y E R 

The fac t t ha t E I A is designed to prov ide assistance to pro jects w h i c h are 
too r i sky f o r the p r i va te sector to under take has led many to conclude t h a t 
E I A w i l l lose b i l l ions of do l lars f o r the U.S. taxpayers. Th i s w i l l not be the 
case. The mere fac t t ha t a pro jec t involves r isks greater t han those w h i c h the 
p r i v a t e sector is w i l l i n g to assume does not mean t h a t the pro jec t w i l l neces-
sar i ly lose money. Many inherent ly sound pro jects are not financed by the 
p r i va te sector because of regu la tory delays and uncer ta in ty , or the long lead 
t imes of cer ta in energy projects. E I A assistance i n such cases does not mean 
t h a t ETA wou ld be financing a " los ing pro jec t . " I n s t ruc tu r i ng th i s au tho r i t y , 
we have t r i ed to prov ide safeguards so t h a t there w i l l be no cost to the tax -
payer f r o m E I A operations. As you know, E I A designed to be self l i qu ida t ing . 
The loans i t makes are expected to be repaid, appropr ia te guarantee fees w i l l 
be charged, and E I A is expected to pay a r e t u r n to the Treasury on i ts equi ty 
capi ta l . 

I t is, of course, possible t ha t E I A m igh t sustain losses—part icu lar ly i n i t s 
programs to encourage new energy technologies. However , the leg is la t ion has 
bu i l t - i n special provis ions to l i m i t cer ta in types of r i sk ie r financial assistance. 
Specif ical ly, Section 308 provides t ha t h igh r i sk loans, d i rec t investments, prod-
uct pr ice guarantees or other d i rec t financial assistance may not be prov ided 
i f reserves established to meet cont ingent l i ab i l i t i es created i n connect ion w i t h 
such assistance exceed the sum of E I A ' s pa id- in capi ta l , earned surplus and 
gains on disposi t ion of proper ty . I n such a case, the m a x i m u m loss to the tax-
payer wou ld be the i n i t i a l equi ty cont r ibu t ion , unless Congress prov ided f u r t h e r 
equi ty capi ta l . 

C O N C L U S I O N 

I n conclusion, i t is clear t h a t E I A operat ions w i l l impact on our cap i ta l 
markets. I t is also clear t ha t E I A w i l l resul t i n the rea l locat ion of cap i ta l 
t o w a r d the energy indust ry . However , the proposed leg is la t ion contains a 
number of provis ions to m in im ize adverse marke t effects. Fu r the rmore , inherent 
i n the E I A proposal is the bel ief t ha t some real locat ion or d ivers ion of cap i ta l 
is needed i f we are going to achieve our energy goals. Also cen t ra l to the 
proposal is the belief t ha t E I A is not a subst i tu te f o r marke t solut ions and 
regu la tory re fo rm but a temporary supplement to the p r i va te marke t . I t is 
w i t h these two objectives i n m i n d t h a t we are ca l l ing f o r the creat ion of E I A . 

The CHAIRMAN. Thank you, M r . Parsky. 
M r . Parsky, I have great reservations about this proposal. I t ' s an 

enormous amount of money, $100 bi l l ion. I t ' s a l l offbudget. Y o u 
haven't justif ied that, incidental ly, in your statement. I t ' s supposed 
to fund projects that the pr ivate market won't touch and whi le the 
President has been preaching deregulation and gett ing government 
off our backs, he now says we should get the Federal Government 
deeply involved i n the energy business, deeply involved to the extent 
of $100 bi l l ion. Last fa l l President Fo rd and Secretary Simon were 
fo r a long t ime adamant i n their opposition to a loan guarantee to 
New York , our largest ci ty, a c i ty of 7y2 m i l l ion people, which has 
been going fo r 400 years and w i l l be fo r another 400 years. 

Now you are before us, M r . Parsky, speaking fo r the administra-
t ion, saying you want Federal loan guarantees and other f inancing 
runn ing into $1 b i l l ion a month up to $10 b i l l ion fo r a single project, 
and a l l that fo r r isky energy ventures which the pr ivate market 
won' t touch, just as i t wouldn' t touch New York C i ty bonds. 

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



341 

I t seems to me there's an element of inconsistency here. The New 
Yo rk Ci ty situation requires that loans not be made un t i l there's a 
reasonable prospect of repayment as the way we protect the Federal 
Government's financial interest i n up to $2.3 b i l l ion of loans that may 
be made to New Yo rk Ci ty. Now this $100 bi l l ion, almost 30 or 40 
times larger, contains no requirement that there be a reasonable 
prospect of repayment of the loans or other financial assistance. 

Whi le you say i n your statement that the E I A ' s outlays are in-
tended to be recovered, I see l i t t le in the legislation to insure that that 
happens. I t seems to me you should be v i ta l ly concerned about the 
question of repayment because the Treasury w i l l be saddled w i t h a 
responsibility of l iqu idat ing E I A ' s affairs at the end of 7 years or 
you can make commitments up to 7 years and i t can run fo r another 3. 

M r . PARSKY. That 's r ight . 
The CHAIRMAN. Should the b i l l require a reasonable prospect of 

repayment ? 
Mr . PARSKY. Wel l , i f I might, M r . Chairman, I would make a 

few comments. The question of whether the E I A would be treated 
on-budget or off-budget—the basic rationale fo r t reat ing i t off-
budget—stems f rom the basic expectation that although some of the 
investments w i l l be i n r isky or h igh risk ventures and w i l l result i n 
losses, i n the aggregate al l of the financial resources committed are 
expected to be recovered. 

The CHAIRMAN. Let's stop r igh t there for a minute. We, unfor-
tunately, do not have a capital budget. We should have i t . We don't 
have i t . We treat v i r tua l ly a l l—wi th very few exceptions—of our 
credit programs as budgeted programs. This is true i n housing. Th is 
is true w i t h the Eximbank and it 's true throughout our operation. 
I can't fo r the l i f e of me see how we can make an exception of a 
program which is not a repayable loan program. I t ' s also an equity 
investment program. I t ' s also a price support program. 

Mr . PARSKY. The equity aspect would be par t of the budget as 
would any of the financial losses or gains that would be incurred by 
the Author i ty . I provided you w i th a rationale. I meant to add on 
top of that rationale, that any legislative measures you would 
see f i t to provide for assurance o i repayment, we would support. We 
do expect that i n fact these investments w i l l be, as I said—these 
financial resources w i l l be recovered. 

The CHAIRMAN. Let me just in terrupt to say that the equity in-
vestment, i n the Au thor i t y w i l l be part of the budget, but the equity 
investment that the Au thor i t y makes w i l l not be necessarily. 

M r . PARSKY. That's r ight . The equity of the Au thor i t y would be 
and any addit ional equity requests would be, but the equity commit-
ments which would be of a very l imi ted nature made by the Au thor i t y 
would not be. That's r ight . 

The CHAIRMAN. A n d the price support commitments would not 
be either, and of course you can lose. I would th ink i f they can come 
into effect i t would mean an expenditure. 

Mr . PARSKY. That's correct. Bu t i f I might, M r . Chairman, I ' d 
also mention that we too have concerns about the Energy Indepen-
dence Author i t y . These concerns were expressed directly as par t of 
the interagency process. I th ink that the determination and I th ink 
the thrust of my statement was that the pr io r i t y that is attached 
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to achieving a comprehensive energy pol icy is such that a normal and 
continual reluctance to involve the Federal Government and the 
pr ivate sector is i n th is instance overweighed. I t ' s a temporary 
authori ty. We must make sure that i t stays temporary and i t is not 
seen as a substitute fo r the pr ivate sector, but I would share w i t h 
you concerns, and I t h ink we should undertake any safeguards, but 
we made a determination that i n fact the needed energy w i l l not 
come onstream i n the t ime frame we are ta lk ing about and i t 's fo r 
that reason that the President has recommended this. 

The CHAIRMAN. H o w about the question as to whether or not the 
b i l l should require a reasonable prospect of repayment before you 
make any financial commitment? 

M r . PARSKY. As fa r as we're concerned, we anticipated tha t the 
b i l l was aimed toward sound lending and prudent equity investment. 
I f some characterization were suggested along those lines, I don't 
t h ink we would have any objection to i t . 

The CHAIRMAN. I have reluctance about this because we passed a 
Lockheed loan guarantee that was hot ly contested and although we 
expected i t to be administered rather str ic t ly i t 's been extended 4 
times. The Secretary has made i t clear he w i l l never extend the loan 
to New Y o r k Ci ty . He discriminates i n that case. W e have here some-
th ing that would be the equivalent of a Lockheed loan guarantee 
every week fo r the next 7 years, 400 back-to-back Lockheed loan 
guarantees. I t ' s $100 bi l l ion. That's an enormous amount of involve-
ment in the pr ivate sector that this b i l l would require. 

M r . PARSKY. M r . Chairman, we have no objection to inc lud ing i n 
the b i l l a condit ion that there be reasonable prospect of repayment. 

The CHAIRMAN. Wel l , let's look at some of the types of f inancial 
assistance which the E I A is authorized to provide. Y o u say i t 's desir-
able fo r the Au tho r i t y to have flexibility, that is, to have a broad 
range of methods fo r prov id ing financial assistance. Some of these 
methods raise substantial questions about the prospects of repayment. 
Take price guarantees. Th is means the Federal Government w i l l 
agree to subsidize the difference between the market price and a 
higher cost of production when the faci l i t ies come on-line and fo r 
a certain period of time. 

W h a t i f the price remains above the market level? W i l l the Federal 
Government ever get repaid? W i l l we even have any legal r i gh t to 
require repayment! We don't require repayment on agriculture sub-
sidies and this seems to be quite similar. 

M r . PARSKY. W i t h respect to price guarantees, there is both the r isk 
that there would be a loss and a possibi l i ty that money wou ld be 
made, depending on where the price w i l l go. 

The CHAIRMAN. You're bett ing against the market. The market 
would get in to i t i f they thought there was that k i nd of a prospect, 
wouldn' t they ? 

M r . PARSKY. That's at this point i n t ime, but there's no way to 
predict exactly where the market w i l l go over a period of t ime. 

The CHAIRMAN. A n d the b i l l also allows, as I said, the A u t h o r i t y 
to purchase equity securities. H o w w i l l the government be assured 
of get t ing i ts mouey out of this w i t h i n a set period of t ime or w i l l 
they not be able to assure that? 
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M r . PARSKY. Wel l , f irst of al l , i t 's contemplated that equity par-
t ic ipat ion would be of a l imi ted nature. Second, we would attempt 
to do that i n a way that would 

The CHAIRMAN. W h y shouldn't the b i l l expressly indicate how 
l imi ted i t should be? Wou ld you object to that? 

M r . PARSKY. Wel l , we would l ike to have the b i l l provide as much 
f lex ib i l i ty as possible. As I said, we are cautious i n our will ingness 
to allow substantial equity part icipat ion, but we would urge that 
maximum f lex ib i l i t y be provided. 

A general caveat to the effect that this should be of a l imi ted nature, 
as opposed to attaching a certain percentage or a certain amount, I 
don't th ink would be objectionable, because we share those concerns. 

The CHAIRMAN. W h y not confine the equity to, say, par t ic ipat ing 
debentures or something l ike that? Senator Stevenson raised the 
excellent point i n earlier hearings on this b i l l that the government 
ought to part icipate i n the earnings i n some of these areas and the 
earnings might be substantial. Couldn't you achieve that by requir ing 
that any equity would have to be part ic ipat ing so that the govern-
ment would be protected? You wouldn' t subordinate that equity 
which is what happens to equity a l l the t ime of course. 

M r . PARSKY. M r . Chairman, that's certainly a possibil i ty. As I in-
dicated, I th ink that we should give the Au tho r i t y as much f lex ib i l i t y 
as possible, pu t t i ng i n the proper kinds of safeguards. I f the Congress 
in enacting this legislation wants to ensure that the equity aspect 
of i t was of a l imi ted nature wi thout g iv ing a specific percentage or 
a specific dol lar amount, and wanted to make sure that earnings i n 
fact were generated and couch those into the b i l l , I don't t h ink we 
would have any objection. 

The CHAIRMAN. The b i l l also allows the E I A to f o r m a subsidiary 
and construct a major fac i l i ty wi thout even having a buyer l ined up 
and go into a $10 b i l l ion project because i t looks l ike the technology 
ought to be developed. B u t what i f i t builds the th ing and nobody 
w i l l buy i t? Should the b i l l require that the buyer be l ined up or 
should there be some k i nd of commitment ? 

Mr . PARSKY. I n discussing this possibil i ty we always contemplated 
that this would be i n a very l imi ted way. I wouldn' t object to any 
caveat being attached along those lines. 

The C H A I R M A N . N O W you say i n your statement that some energy 
projects are r isky because they have long construction lead times, 
10 years i n the case of a nuclear power plant, and most of the financ-
ing would be done i n the period f rom 1980 to 1986. 

Now doesn't this mean that a lot of the projects won' t even be 
finished, much less repaid, when the Au tho r i t y expires? 

Mr . PARSKY. Yes, that's correct. 
The CHAIRMAN. Wouldn ' t that mean that the Treasury would 

therefore have to, i n effect, own a b ig piece of nuclear powerplants, 
fo r instance ? 

Mr . PARSKY. There could be a period of t ime that that would be 
the case, yes. 

The CHAIRMAN. M r . Parsky, i n dealing w i t h the New Y o r k Ci ty 
problem, the Committee has been looking down the l ine at the prob-
lems the city w i l l be facing when the Federal loan program expires, 
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and it 's a very g r im situation, at least i n my view. I t seems to me 
that no one has been looking down the l ine of what we would be 
faced w i t h when the $100 b i l l ion Energy Independence Au tho r i t y 
expires 10 years f rom now. I t seems to me that the Federal Govern-
ment would be le f t hold ing a bagful of costly, obsolete white elephants 
perhaps i n 1986. Since the bag w i l l f a l l i n the Treasury's lap, I be-
lieve you should be g iv ing more thought to what is involved i n th is 
legislation i n that way. 

M r . PARSKY. M r . Chairman, we have given a great deal of thought 
to i t and, as I indicated to you, we are concerned about hav ing E I A 
move in a direction or evoive in a direction that was not intended. 
I th ink I have tr ied to express as precisely as I can that intent. We 
have looked down the road and we are objective and our purpose is 
to i n fact use the E I A as a means of removing those impediments to 
the process that w i l l allowT these aspects of the energy industry to 
continue to funct ion and continue to grow. 

I draw a dist inction—and perhaps I should have mentioned this 
before—but I do draw a dist inction between the E I A and the New 
Y o r k Ci ty situation. I n the New York C i ty situation, we were repeat-
edly reluctant to provide New Yo rk C i ty w i t h a guarantee or a f o r m 
of assistance unt i l we had some degree of assurance that the c i ty 
would in fact begin to get i ts own house i n order, would begin to 
reduce its expenditures and would begin to move toward a balanced 
budget. The situation w i t h respect to the energy industry, M r . Chair-
man, I believe is quite a b i t different. 

The CHAIRMAN. I don't want to resurrect New Y o r k C i ty a l l over 
again, but when they came to the Federal Government they had al-
ready made enormous cuts. They had already cut 20,000 or 30,000 
people off the payrol l . They had already frozen their payro l l f o r 
3 years. They had already put i n place the Financial Emergency Con-
t ro l Board which had been extremely emphatic i n ho ld ing down ex-
penditures. They had already made their ci ty about the highest taxed 
city i n the country. They had already made a lot of b ig sacrifices. 

I agree w i t h you that the President was successful i n securing ad-
di t ional concessions that were valuable. This seems to me to go to the 
heart of this thing. 

You estimate the capital needs for the energy sector fo r 1975 to 
1985 at $580 bi l l ion. Do you intend that the $100 b i l l ion i n Federal 
assistance proposed i n this b i l l w i l l be in addit ion to that $580 b i l l ion 
or a substitute for par t of the $100 b i l l ion or make the $580 b i l l i on 
possible % 

Mr . P A R S K Y . The latter, M r . Chairman. I would make the $ 5 8 0 
bi l l ion possible. 

The CHAIRMAN. Wel l , the studies that we have, the only documented 
studies, indicate that the $580 bi l l ion, or i n current dollars somewhat 
more than that, would be available f rom the private sector. A recent 
Bankers Trust study, for example, concluded the pr ivate capital mar-
kets would be adequate to meet the f inancing needs of the energy 
industries even though their estimate of the capital needed to achieve 
energy independence by 1985 was $900 b i l l ion and even al lowing fo r 
current dollars being more, that's somewhat higher than yours. 
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A study by Bosworth and Dusenberry made the same conclusion. 
They concluded that the capital markets would be adequate wi thout 
addit ional Federal assistance. 

Now you agree that the private markets w i l l make the capacity to 
do this and yet you say you don't believe that al l the necessary funds 
w i l l actually flow to the energy sector. I t appears your real point is 
that the funds won' t go to the most r isky ventures wi thout Federal 
assistance. Are you saying that we need an E I A pr imar i l y to channel 
capital to r isky energy projects and perhaps away f rom more secure 
energy investments? 

Mr.' PARSKY. The word " r i sky " is often a dangerous word to use 
because i t suggests that it 's going to be total ly uneconomic and that 
the result w i l l be a loss. That's not what i t means to suggest in my 
mind. I th ink there are sectors of the energy industry that w i l l not 
be able to generate the needed capital over this period of t ime and 
those would include the nuclear area: i t would include certain emerg-
ing technologies. The thrust of the E I A would be in that direction. 

I th ink that w i t h respect to o i l and gas over that period of time, 
it 's probably true that i n fact the private market wi thout Federal 
assistance would be able to generate the needed funds. 

What I was t r y i n g to indicate that I fe l t is that although the 
capacity exists in the private market as a whole, I don't th ink that 
in certain areas of the energy sector that those markets w i l l supply 
the needed funds wi thout some diversion and this Au thor i t y would 
br ing about that diversion. 

The CHAIRMAN. Dr . Ba r ry Commoner argues that by depart ing 
f rom the private market which w i l l finance the most efficient and 
productive investments that what you're doing is br ing ing on the 
more expensive and costly technologies and that the effect is going to 
not only divert capital but result i n higher energy costs. 

M r . PARSKY. Wel l , M r . Chairman, I th ink that we have to recognize 
that we are runn ing out of cheaper energy and the question that we 
have to face is whether or not we are w i l l i ng to maintain or sl ight ly 
reduce our dependence or increase our dependence or whether we 
really want to be i n a position of being invulnerable to a cutoff i n 
supply: and the conclusion that we have reached is in fact we are 
going to have to pay a l i t t le more in order to achieve that level of 
independence. 

The CHAIRMAN. Senator Sparkman. 
Senator SPARKMAN. Mr . Chairman, I find myself somewhat lost, i n 

t r y ing to go through al l of these bil l ions that are involved i n this 
presentation and yet i t is an interesting proposal. 

Let me ask you—this is the President's proposal, isn't i t? 
M r . P A R S K Y . Y e s ; i t i s . 
Senator S P A R K M A N . I S this his Manhattan project for the produc-

t ion of energy ? 
Mr . PARSKY. Senator, I haven't heard the President refer to i t that 

way. I don't view E I A as our whole energy policy. I view i t as an 
important aspect of i t and the President attaches that k ind of im-
portance to i t . I t ' s a l imi ted authori ty to do a l imi ted job. We 
shouldn't t r y to change the thrust of i t , for i f we do, I th ink that we 
would be moving in a direction that would be counterproductive. 
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Senator Sparkman. Th is is not i n any sense a nationalization o f 
the energy program, is i t ? 

M r . P A R S K Y . N O , Senator, i t should be viewed as exactly the op-
posite. I f i t becomes such or i f i t 's changed f rom the proposal that 
the President has pu t fo rward to be that , then we would object to i t . 

Senator SPARKMAN. I may say to you that I have long recognized 
the problem w i t h which we are faced over the next good many years 
w i t h reference to energy. As a matter of fact, about a year ago I 
wrote the President a letter and at that t ime there was a great deal 
of discussion among the people and in the news media w i t h reference 
to how our energy resources compared w i t h those i n other countries 
of the wrorld, what our dependence migh t be on i t , and we fussed 
back and fo r th i n the Senate on an energy b i l l you may remember, 
t r y i n g to get effective legislation. I wrote the President a l i t t l e letter 
reminding h im or recall ing to h im that back when we were get t ing 
ready for W o r l d W a r I I there was set up what was known as the 
Manhattan project. I remember I was i n the House of Representatives 
at that t ime and was on the M i l i t a r y Af fa i rs Committee of the House 
and I remember Senator McKel ler , who was chairman of the Senate 
Appropr ia t ions Committee, came over and testified to our committee 
and he made this request to us—he was asking for an authorizat ion 
of $2 b i l l ion and i n those days that was a lo t of money. 

M r . PARSKY. I t s t i l l is. 
Senator SPARKMAN. He said, "Now I just request this, that you not 

ask me to te l l you what this is for . " So that was quite a request. Bu t , 
he said, " I want to assure you that what we propose to do w i l l prob-
ably determine who wins the war i f we get into i t . " Th is is just 
before we entered i t , just before Pearl Harbor , maybe several months, 
but we a l l saw a war coming. Wel l , he says, "Germany and the Un i ted 
States are both work ing on the same th ing. " He d idn ' t te l l us what 
i t was, which we found out later was the breaking of the atom—the 
smashing of the atom, but he said—and as you know, they were pur-
suing two different methods. The Germans were work ing on i t and 
theirs was the heavy water process and he said, " W e are both work-
i ng on i t and the one that solves i t first w i l l w in the war . " 

Wel l , we took h im at his word and there was set up the Manhat tan 
project and you remember that that money was used fo r the purpose 
of bu i ld ing at Oak Ridge, Tenn., the nuclear p lant that we had there. 
So he may have been r igh t i n what he said. I don't know. B u t any-
how, I recalled that to the attention of the President and I said I ' m 
disturbed about this energy resource problem w i t h which we are con-
fronted and what's going to happen to us. Back at that t ime we were 
ta lk ing about becoming self-dependent by 1984 or some such year as 
that , and I suggested to h i m that we had a great supply of energy i n 
the earth, under the earth, and that what we needed, i n my opinion, 
was a tremendously stepped up product ion of oi l , going af ter our 
coal, the production of other sources of energy, and I to ld h i m I 
thought that some such program as that ought to be done. 

He assured me that they were work ing on the program that he 
thought would provide the energy that we needed and i t seems to me 
that this b i l l goes very fa r i n that direction. I must admit that the 
amount of money involved does rather scare me, but i t may be neces-
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sary and I don't th ink we can take any chances. I ' m glad at least i t 's 
being explored and I hope we can find some solution to our mul t ip le 
problems w i t h reference to adequate energy supplies. 

M r . PARSKY. Wel l , Senator, I can only comment by saying that 
the amount of money that's needed i n the sector as a whole is very 
large. We have not viewed the E I A as the only answer, as I indicated. 
I t shouldn't be seen as the long-term answer. The long-term answer 
really lies w i t h our pr ivate sector and w i t h improv ing the climate 
for investment. This is a temporary measure. We need to keep i t 
temporary and we need to at the same t ime insure that the necessary 
changes are made i n the environment to stimulate pr ivate sector 
action. 

Senator SPARKMAN. That's all, M r . Chairman. Thank you very 
much for your statement. 

M r . PARSKY. T h a n k you . 
The CHAIRMAN. I might point out that this is not a research b i l l . 

There's not a nickel i n here for research and as a matter of fact, as I 
understand the language here, you are only permitted to f und pro j -
ects in which the research—it says no research is permitted. 

M r . PARSKY. That 's correct. 
The CHAIRMAN. We have already provided last year something l ike 

$2.6 b i l l ion fo r research i n this area, and this year a 30 percent in-
crease to wel l over $3 bi l l ion, $3.3 b i l l ion I th ink i t is. So this is 
something separate. This is fo r established technology. 

M r . PARSKY. That 's r ight . I t ' s designed to attack a different prob-
lem, M r . Chairman. 

The CHAIRMAN. Now I note that you say that E I A could finance 
al l manner of energy supply projects, including major conventional 
projects, but on the conservation side i t could finance only new tech-
nologies. Yesterday, M r . Canfield f r om G A O made a very, very good 
presentation and I recommend that you review what he said because 
i t was one of the best presentations that we have had. 

H e testified that the gain in energy saved f rom using conservation 
technology exceeded those to be gotten i n the supply side and I got 
the distinct impression—I got i t f rom Vice President Rockefeller 
when he testified and f rom M r . Zarb—that they are almost tota l ly 
ignor ing the conservation savings. As a matter of fact, they estimated 
the savings would only be a reduction i n the rate of increase of about 
5 percent and the other testimony contradicts that pret ty emphatically 
and I would hope that i f we do enact this b i l l that you would th ink 
very strongly about financing not only new technologies—and I th ink 
we ought to mod i fy i t to authorize you to do so—but financing estab-
lished technologies so that we can save money i n conservation. 

Incidental ly, M r . Canfield suggested that we establish what this 
b i l l doesn't do, a benefit-cost system, so that you would evaluate every 
project on the amount of number of barrels that that project would 
save fo r the dol lar cost, and he said on that basis we would find that 
we could do a lot more i n conservation than we would probably i n 
production. 

M r . PARSKY. Wel l , M r . Chairman, I would only say that the concern 
is, again, that we not substitute E I A fo r what the pr ivate sector 
would do wi thout E I A . That 's the reason we have been cautious i n 
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terms of the Au thor i t y and the kinds of programs that we would 
undertake. B u t we are certainly committed to in fact increasing our 
conservation at the same t ime that we are br ing ing on supplies and 
this suggestion about a cost-benefit approach is certainly acceptable. 

The CHAIRMAN. I just have one final question. Usual ly, especially 
when the Treasury comes up, par t icu lar ly a Treasury Department 
headed by M r . Simon, he's very careful about the amount that 's re-
quested and he fights tooth and toenail I ' m sure to make sure that 
amounts are held down to only what is necessary and he w i l l fight 
over $1 mi l l ion and certainly over $100 bi l l ion. Here you come up 
w i t h a $100 b i l l ion request and I haven't seen a l ine indicat ing whv 
i t has to be $100 b i l l ion instead of $80 b i l l ion or $50 b i l l ion or $20 
b i l l ion or $200 bi l l ion. There's no justi f ication as to why $100 bi l l ion, 
which Senator Sparkman has said, is a size that would f r igh ten a l l 
of us—why that much money is needed. W h y do you settle on that? 
I know Vice President Rockefeller, who's the author of this, th inks 
big, but that's awfu l ly big. 

M r . PARSKY. M r . Chairman, let me assure you that M r . Simon and 
others i n the Treasury fought tooth and nai l on this issue as wel l 
as others. 

The CHAIRMAN. A n d he fought on the r igh t side, I th ink , even 
though he lost. 

M r . PARSKY. B u t I would say we feel i t is reasonable i n comparison 
to the tota l amount of energy investment that's needed over th is 
period—approximately 20 percent. We have broken i t down approxi-
mately a t h i r d to a l i t t le bit more than a t h i r d to emerging technolo-
gies, approximately a quarter would be allocated to nuclear, some to 
o i l and gas displacement, some to the regulatory side, and by cate-
gor iz ing that the reasonable amount 

The C H A I R M A N . H O W much for conservation ? 
M r . P A R S K Y . I don'T have a specific breakdown i n amount. I can 

get i t i f you like. 
The CHAIRMAN. Wel l , roughly ? You must have had some not ion; 

10 percent, 5 percent? 
M r . P A R S K Y . I ' d say about 10 to 12 percent. 
The CHAIRMAN. That's pret ty p i t i f u l , don't you th ink , i n view o f 

the prospects of i t ? 
M r . PARSKY. The question you have to ask is does the conservation 

area i n fact call fo r this k i nd of supplemental Federal involvement ? 
I t ' s not that we aren't committed to conservation. The question we 
have to ask of any one part icular area of the energy sector—is that 
one that would not otherwise be developed wi thout Federal assist-
ance ? 

The CHAIRMAN. I t sounds l ike maybe the best investments w i l l be 
made wi thout Federal intervention. 

M r . PARSKY. That could be, M r . Chairman. 
The CHAIRMAN. On that note, thank you very much, and thank you 

seriously fo r a very fine presentation and fo r an extremely well" or-
ganized paper. 

Our next witnesses w i l l be John Harper , Business Roundtable, 
Pi t tsburgh, Pa.; and Peter Peterson, chairman of the board, Lehman 
Brothers, New York . 
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STATEMENT OF JOHN D. HARPER, CHAIRMAN, EXECUTIVE 
COMMITTEE, ALUMINUM CO. OF AMERICA 

Mr . HARPER. Senator, my name is John D. Harper. 
The CHAIRMAN. I ' m sorry to interrupt once again and I apologize 

because you have been a patient listener, but we do have Mr . Nader 
fol lowing you and then Robert Nathan and Professor Weidenbaum, 
so we would appreciate i t i f you could abbreviate your remarks and 
make them as concise as possible. 

Mr . HARPER. I w i l l abbreviate i t very much, sir. 
I arn a director of theAluminum Co. of America and chairman of 

the executive committee of the company. I was formerly chairman 
of the board and chief executive officer of Alcoa and have served the 
company for nearly 50 years and I want you to know that we at Alcoa 
appreciate the opportunity to give you these comments on the pro-
posed Energy Independence Author i ty and I should point out that 
I am appearing for Alcoa not for the Business Roundtable. 

The company endorses the concept of the Federal Government pro-
v id ing loans and loan guarantees to industry for key, highrisk energy 
projects, which industry could not finance otherwise. We feel strongly, 
however, that such projects should be developed and operated entirely 
by the private sector. 

Whi le Federal financial assistance is needed to stimulate private 
development of new energy sources and technologies, equally im-
portant is the need for Congress to deregulate the sale of natural gas 
at the wellhead. That w i l l allow higher prices and provide an in-
centive for exploration and production and, thus, increase natural 
gas supply. I t is essential also that Congress deregulate, as rapidly 
as possible, the price of oi l to establish an incentive for developing 
new sources, including the Outer Continental Shelf, and for increas-
ing secondary and tert iary recovery. 

U.S. industry is going al l out to live w i th the new energy reality. 
That means searching for tolerable ways to pay the price of higher 
cost conventional energy. I t means converting to alternate fuel where 
possible. I t means developing new energy sources—and the technol-
ogy to use them. And, i t means tough conservation efforts. Hundreds 
of mil l ions of dollars are being spent by industry in coming to grips 
w i th today's and we hope tomorrow's energy constraints. 

Despite this substantial effort by the private sector, the overall 
energy dilemma is not gett ing resolved. The whole situation seems 
hopelessly bogged down in regulatory problems, institutional and 
environmental barriers and policy uncertainties. 

To understand the energy situation in the aluminum industry, you 
should know that smelting—or the actual metalmaking process— 
accounts for over 60 percent of our total energy requirement. Less 
than 40 percent is used in mining, refining and fabricating operations. 

So, the largest base for reducing energy per unit of production is 
in smelting. I n the past three decades, the energy for smelting alu-
minum by the H a l l process has been reduced f rom 12 ki lowatt hours 
a pound to an average of 8 ki lowatt hours, w i th today's most efficient 
smelters requir ing about 6 ki lowatt hours per pound of metal pro-
duced. I t is not economically feasible to convert the older H a l l pot-
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lines to the newest technology. B u t their energy efficiency is continu-
ously increased through better operating methods. 

That 's because the aluminum industry is h igh ly competit ive—and 
a l l a luminum companies compete vigorously i n reducing energy costs. 

The U.S. aluminum industry's energy profi le is unique. F o r ex-
ample, Alcoa, whose profi le is characteristic of the industry's, gener-
ates 50 percent of i ts own electric power requirement i n company-
owned plants and purchases the remainder f rom public and pr ivate 
power developments. B y contrast, industry as a whole generates only 
16 percent of i ts power. O f Alcoa's to ta l power requirement, 43 per-
cent comes f rom hydroelectric p lants; 40 percent is generated f r o m 
coal. On ly 17 percent comes f r om gas, oi l , and nuclear plants. 

We began i n 1972 to convert a l l faci l i t ies possible i n nonsmelt ing 
operations to use alternate fuels. Since then, we have spent about $12 
mi l l i on to convert f rom natural gas to oi l . We do this because we see 
l i t t le , i f any, interstate gas available to industry af ter 1979, except 
f o r cr i t ical process uses which are not convertible to alternate fuels. 

W e anticipate heavy constraints on the use of o i l af ter 1990, so we 
are developing ways to use more coal. Increased use of coal and coal-
derived fuels are h igh p r i o r i t y projects i n our industry laboratories. 
W e need the benefit of coal gasification and l iqui fact ion, as wel l as 
more nuclear power. 

B u t the capital requirements fo r these projects are huge—and the 
benefits may be fa r i n the future. 

Thus, the aluminum industry is counting heavily on its extensive 
conservation effort to make the best use of the fuels that w i l l be 
available over the next few years. 

Some of Alcoa's in i t i a l success was due to t imely results of ongoing 
research. A new Alcoa smelting process just coming on-stream w i l l 
reduce by 30 percent the electric power used i n that process compared 
w i t h today's most efficient potlines. However, i t w i l l take years and 
tremendous capital investments before this, or any other smelt ing 
technology, w i l l replace the exist ing H a l l process. 

Alcoa developed a new flash calcination process fo r use i n ref in ing 
alumina and now has i t installed at a l l of our refineries. I t w i l l save 
the company about 30 percent of the energy we were using i n 
calcining. 

We have over 100 energy-related projects underway—right now— 
in our research laboratories. 

We've also conserved energy through equipment and process modi-
fications—improved efficiency i n production methods—uti l ization o f 
waste heat f o r several applications—installation of exact controls on 
equipment—and tough plant housekeeping rules to el iminate energy 
waste. 

We've not been concerned only w i t h Alcoa conservation. The in-
dustry, through meetings w i t h the F E A and Department of Com-
merce, set 10 percent less energy per pound of product ion as an energy 
reduction goal fo r 1980. The base year is 1972. The aluminum industry 
already has made 50 percent of i ts goal. The next 50 percent w i l l be 
the toughest, but we expect to make the goal. 

I n the next 4 years we have to save more to meet the remaining 
one-half of our commitment. W e expect to manage w i t h major equip-
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ment and process changes, application of innovative technology, and 
construction of new facil i t ies of superior design. 

These solutions have a part icular characteristic i n common: they 
cost money, a lo t of money. A n d capital is short i n the aluminum in-
dustry, as i n many other industries, today. Capi ta l format ion is a 
very serious concern to us. 

The Federal Government could be especially he lp fu l i n moving 
the entire a luminum industry more rap id ly and surely to an even 
higher level of energy efficiency. There are energysaving opportuni-
ties common to a l l a luminum companies. 

We need the capabil i ty of replacing the use of natural gas and o i l 
w i t h coal-derived fuels through l iquefaction and gasification proc-
esses. The Federal Government is needed to back development of 
th is high-r isk technology and to help the pr ivate sector establish 
commercial scale operations. 

I t becomes obvious f rom this description of Alcoa's, as wel l as the 
aluminum industry's, energy situation that the pr ivate sector cannot 
possibly accomplish on its own a l l that needs to be done to improve 
the Nations overall posture. A cooperative effort w i t h Government is 
essential to speed development of key energy projects. 

Pr ivate industry is best equipped to handle many of the energy 
projects that are needed. Bu t fo r those that represent an unusually 
major undertaking, invo lv ing high-r isk capital, some fo rm of help 
w i l l be necessary f rom the Federal Government. Tha t help should 
be provided only i n the fo rm that financing today is provided rou-
t inely i n the pr ivate sector by banks, insurance companies, and other 
sources of capital. 

Therefore, i t is v i ta l that we act now, as a nation, to t u rn the flow 
of U.S. dollars away f r om insecure foreign suppliers of o i l to the 
many U.S. projects that are v i ta l to achieving energy independence. 

Thank you fo r the opportuni ty to comment at these hearings. 
I w i l l be happy to answer any questions you have regarding my testi-
mony. 

The CHAIRMAN. Thank you very, very much, M r . Harper. 
[Complete statement fo l lows: ] 

S T A T E M E N T OF J O H N D . H A R P E R , C H A I R M A N OF T H E E X E C U T I V E C O M M I T T E E , 
A L U M I N U M CO. OF A M E R I C A 

M y name is John D . Harper . I am a d i rector of A l u m i n u m Company of 
Amer ica and cha i rman of the execut ive committee. I was f o rmer l y cha i rman of 
the board and chief execut ive officer of Alcoa and have served the company 
f o r near ly 50 years. We, a t Alcoa, appreciate the oppor tun i ty to offer our 
comment on the proposed Energy Independence A u t h o r i t y . 

A l u m i n u m Company of Amer i ca endorses the concept of the Federa l Govern-
ment p rov id ing loans and loan guarantees to indus t ry f o r key, h igh- r isk energy 
projects, wh ich indus t ry could not finance otherwise. We feel st rongly, however, 
t ha t such pro jects should be developed and operated ent i re ly by the p r i va te 
sector. 

WThile Federa l financial assistance is needed to s t imu la te p r i va te development 
o f new energy sources and technologies, equal ly impor tan t is the need f o r Con-
gress to deregulate the sale of n a t u r a l gas a t the wel lhead. T h a t w i l l a l low 
h igher prices and prov ide an incent ive f o r exp lora t ion and product ion and, 
thus, increase n a t u r a l gas supply I t is essential also t ha t Congress deregulate, 
as rap id ly as possible, the pr ice of o i l to establ ish an incent ive f o r developing 
new sources, i nc lud ing the Outer Cont inenta l Shelf , and f o r increasing second-
ary and t e r t i a r y recovery. 
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U.S. industry is going a l l out to l ive w i t h the new energy real i ty. That means 
searching for tolerable ways to pay the price of higher cost conventional 
energy. I t means converting to al ternate fue l where possible. I t means de-
veloping new energy sources—and the technology to use them. And, i t means 
tough conservation efforts. Hundreds of mi l l ions of dol lars are being spent by 
industry in coming to grips w i t h today's, and we hope tomorrow's, energy 
constraints. 

Despite th is substantial effort by the pr ivate sector, the overal l energy 
di lemma is not gett ing resolved. The whole si tuat ion seems hopelessly bogged 
down in regulatory problems, ins t i tu t iona l and environmental barr iers and 
policy uncertainties. 

To understand the energy si tuat ion in the a luminum industry, you should 
know that smelting—or the actual meta lwork ing process—accounts fo r over 
60 percent of our to ta l energy requirement. Less than 40 percent is used i n 
mining, ref ining and fabr icat ing operations. 

So, the largest base fo r reducing energy per un i t of production is in smelting. 
I n the past three decades, the energy for smelt ing a luminum by the H a l l Proc-
ess has been reduced f rom 12 k i lowat t hours a pound to an average 8 k i l owa t t 
hours, w i t h today's most efficient smelters requir ing about 6 k i l owa t t hours 
per pound of metal produced. I t is not economically feasible to convert the older 
I-Ial l potlines to the newest technology. But thei r energy efficiency is continu-
ously increased through better operating methods. 

That 's because the a luminum industry is highly competit ive—and a l l alum-
inum companies compete vigorously in reducing energy costs. 

The U.S. a luminum industry 's energy profi le is unique. For example, Alcoa, 
whose profi le is characterist ic of the industry's, generates 50 percent of i ts own 
electric power requirement i n company-owned plants and purchases the re-
mainder f rom public and pr ivate power developments. By contrast, industry, as 
a whole, generates only 16 percent of i ts power. Of Alcoa's to ta l power require-
ment, 43 percent comes f rom hydroelectric plants. For ty percent is generated 
f r om coal. Only 17 percent comes f rom gas, o i l and nuclear plants. 

Based on the a luminum industry 's own assessment of fue l supplies, we have 
been al ter ing our energy profile at Alcoa. 

We began in 1972 to convert, a l l fac i l i t ies possible in non-smelting operations 
to use alternate fuels. Since then, we have spent about $12 mi l l ion to convert 
f r o m na tura l gas to oil. We see l i t t le , i f any, interstate gas available to indus-
t r y af ter 1979, except for c r i t i ca l process uses which are not convert ible to 
al ternate fuels. 

We anticipate heavy constraints on the use of o i l af ter 1990, so wTe are devel-
oping ways to use more coal. Increased use of coal and coal-derived fuels are 
high pr io r i t y projects in our industry laboratories. We need the benefit of coal 
gasification and l iquefaction, as wel l as more nuclear power. 

Bu t the capital requirements for these projects are huge—and the benefits 
may be fa r i n the future. 

Thus, the a luminum industry is counting heavi ly on i ts extensive conserva-
t ion effort to make the best use of the fuels that w i l l be available over the 
next few years. 

Some of Alcoa's i n i t i a l success was due to t imely results of on-going research. 
A new Alcoa Smelt ing Process jus t coming onstream w i l l reduce by 30 per-
cent the electric power used i n tha t process, compared w i t h today's most effi-
cient potlines. However, i t w i l l take years and tremendous capi ta l investments 
before this, or any other smelt ing technology, w i l l replace the exist ing I l a l l 
Process. 

Alcoa developed a new flash calcination process fo r use i n ref ining a lumina 
and now has i t instal led at a l l of our refineries. I t w i l l save the company about 
30 percent of the energy we were using in calcining. 

We have over 100 energy-related projects under way—r igh t now—in our re-
search laboratories. 

We've also conserved energy through equipment and process modif ications 
. . . improved efficiency in production methods . . . u t i l i za t ion of waste heat fo r 
several applications . . . insta l la t ion of exact controls on equipment . . . and 
tough plant housekeeping rules to el iminate energy wraste. 

We've not been concerned only w i t h Alcoa conservation. The industry, through 
meetings w i t h the F E A and Department of Commerce, set 10 percent less energy 
per pound of production as an energy reduction goal for 1980. The base year 
is 1972. 
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The a lum inum indus t ry already has made 50 percent of i t s goal. The nex t 
50 percent w i l l be the toughest . . . but we expect to make the goal. 

I n the next f ou r years we have to save more . . . to meet the rema in ing 
one-half of our commitment . We expect to manage, w i t h ma jo r equipment and 
process changes . . . appl icat ion of innovat ive technology . . . construct ion of 
new fac i l i t i es of superior design. 

These solut ions have a pa r t i cu la r character is t ic i n common: they cost money. 
A lo t of money. A n d cap i ta l is short i n the a lum inum indus t ry—as i n many 
other indust r ies—today. Cap i ta l f o rma t i on is a very serious concern to us. 

The Federa l Government could be especially he lp fu l i n mov ing the ent i re 
a lum inum indus t ry more rap id ly and surely to an even higher level of energy 
efficiency. There are energy-saving opportuni t ies common to a l l a l um inum com-
panies. For example : 

Recovery of heat f r o m the H a l l Cell. 
Saving energy i n the baking of anodes i n r i n g furnaces. 
Improvement of efficiency of me l t ing furnaces. And, development of heat re-

cuperat ion fo r preheat ing combust ion a i r and mater ia ls to be mel ted and f o r 
space heat ing. 

Development of technology fo r bu rn ing coal i n a lum inum mel t ing furnaces. 
I n the heat - t reat ing operations, wTe need heat recuperat ion fo r preheat ing 

combustion a i r and space heat ing and fo r subst i tu t ion of o i l f o r n a t u r a l gas 
and propane i n t h i n - w a l l rad ian t tube furnaces. 

We need the capabi l i ty of replacing the use of na tu ra l gas and o i l w i t h coal-
der ived fuels th rough l iquefact ion and gasif icat ion processes. The Federa l Gov-
ernment is needed to back development of th is h igh-r isk technology and to help 
the p r i va te sector establ ish commercia l scale operations. 

I t becomes obvious f r o m th is descr ipt ion of Alcoa's, as we l l as the a lum inum 
industry 's , energy s i tua t ion tha t the p r i va te sector cannot possibly accomplish 
on i ts own a i l t ha t needs to be done to improve the nat ion 's overa l l posture. A 
cooperative ef for t w i t h government is essential to speed development of key 
energy projects. 

P r i va te indus t ry is best equipped to handle many of the energy projects tha t 
are needed. B u t f o r those tha t represent an unusual ly ma jo r under tak ing, in-
vo lv ing h igh-r isk capi ta l , some f o r m of help w i l l be necessary f r o m the Federal 
Government. Tha t help should be provided only i n the f o r m tha t f inancing 
Today is prov ided rou t ine ly i n the pr iva te sector by banks, insurance companies 
and other sources of capi ta l . 

So long as capi ta l is short, and near- term constra ints on energy supply can 
he managed, indus t ry w i l l cont inue to gamble on the f u t u r e ava i lab i l i t y of o i l 
as i t is unable to take the b ig step, on i ts own, to i n i t i a t e any of the badly 
needed h igh-r isk energy ventures. 

Therefore, i t is v i t a l t ha t we act now, as a nat ion, to t u r n the flow of U.S. 
dol lars away f r o m insecure fore ign suppl iers of o i l to the many U.S. projects 
tha t are v i t a l to achiev ing energy independence. 

Thank you fo r the oppor tun i ty to comment at these hearings. I w i l l be happy 
to answer any questions you have regard ing my test imony. 

STATEMENT OF PETER G. PETERSON, CHAIRMAN OF THE BOARD, 
LEHMAN BROTHERS INC., NEW YORK 

Mr . PETERSON. Thank you, Mr . Chairman, I w i l l speak informal ly 
and in a summary way on this subject. 

I n th ink ing about this problem and ta lk ing to people around the 
Uni ted States about i t , I am impressed w i th what we used to say in 
Nebraska about the problems that are this difficult, that we feel ambiv-
alent, as we used to say, about these problems. 

On the one hand, wTe say that growing dependence on insecure 
sources is completely unacceptable and yet, we seem to go around ac-
cepting it . We say that extraordinary measures are needed to reduce 
the vulnerabil i ty, but when i t comes to taking concrete steps we seem 
to find reasons not to take them. 
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Therefore, i t seems to me the f irst question that you must face is 
whether you really believe the problem is serious enough to do some 
things that none of us would do under other circumstances. 

I guess I have decided that the alternatives, namely not hay ing 
enough energy, whether i t 's h igh cost or low cost, are that serious. 
Th is problem has achieved a certain Vietnam qual i ty i n which a l l of 
the alternatives are bad and they seem to be gett ing worse. So, the 
sooner we get at i t , the better. 

So I start out w i t h the premise that something unusual needs to be 
done. B u t i n deciding what ought to be done, i t seems to me that we 
have to face the fact that the public's suspicions that now exist on 
this energy problem are i n a sense at the heart of the pol i t ica l prob-
lem w i t h regard to what could be done about i t . 

I th ink the suspicions on the energy problem on both sides of the 
pol i t ica l spectrum approach paranoia and, i n this Bicentennial year 
of 1976 i n which I th ink some of the feelings are a l i t t l e less generous 
than our forefathers, I th ink i t 's going to be par t icu lar ly diff icult to 
arr ive at constructive, sensible solutions. 

As I ta lk around the country to people about the Energy Inde-
pendence Au tho r i t y and what's impl ied, as I ta lk to people who ap-
proach the problem f r o m the pol i t ical le f t , here are the k inds of 
comments, or I should say allegations that I get : "The o i l companies 
engaged i n one giant r ip-off i n the f a l l of 1973 w i t h its very h igh 
prices. These companies—again I must emphasize these are alle-
gations—were par t of a conspiracy to create an art i f ic ia l shortage. 
Now what's being proposed as, i n effect, a second giant r ip-of f . " W e 
a l l know the o i l companies are not fo lk heroes i n American l i f e at the 
present t ime. Thus, i t is easy to say that i f one goes ahead w i t h a 
program of this k ind, many w i l l suspect they w i l l have achieved the 
mi l lennium of h igh rewards and zero risks i n which heads they w i n 
and tai ls the consumer loses. 

Oddly enough, i f you approach this problem f rom the pol i t ica l 
r igh t , I hear across America equal concerns. Some say to me tha t " th i s 
is s imply the f irst step to an energy equivalent of the Post Office and, 
i n addit ion to that, you're tak ing enormous amounts of capital that 
are badly needed fo r other purposes that are more sensible, more 
commercially feasible, and i t just aggravates the capital shortage 
problem." They go on to say, "there's no way this Au tho r i t y w i l l go 
out of existence i n 1985 because it 's predicated upon the premise o f 
energy independence by 1985 which is not going to happen." W i t h 
the natural Parkinsonian tendency of bureaucracies i t probably 
wouldn ' t have happened anyway but i t 's not going to happen i n this 
case. So this is simply the first step toward a k i nd of government 
control and operation of the energy business. 

Th is is aggravated by the fact that people have predicted specific 
g rowth rates i n synthetic fuels over the next 10 years. Many sober 
analysts of this field tel l me they are not l ike ly to be attained and, 
therefore, hav ing set up the goals and not at ta in ing them, i t is argued 
that this w i l l then be used as a reason to federalize th is effort. 

So I would suggest an obvious point to you, M r . Chairman, tha t 
given the p ro fund i ty and I t h ink the extensiveness of the suspicions 
on both sides of the pol i t ical spectrum, one has to pay unusual atten-
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t ion i n coming up w i t h the r i gh t legislation to a good answer to the 
process by which projects are selected. Safeguards are also unusually 
important or we are l ike ly to once again do noth ing because we are 
paralyzed by our mutual suspicions. 

I n my comments today, I ' d l ike to focus essentially on new energy 
sources, pr inc ipa l ly i n the synthetic energy field. Our need i t seems 
to me is not s imply fo r a certain amount of energy by a certain 
amount of t ime, but a symbolic need to demonstrate to O P E C and 
the rest of the wor ld that we have the potential, the capacity to pro-
duce i n large volume addit ional energy i f we need i t . 

Now i f we agree on that, I guess the first question is : W i l l the 
private sector invest i n these kinds of new energy projects of a syn-
thetic nature? I th ink I w i l l say i t pret ty strong. I n my judgment, 
I th ink they absolutely w i l l not. Let's look at how these synthetic 
energy projects would look f rom the standpoint of a typ ica l company 
assessing these projects. 

Obviously, a first question that has to be raised is how many dol-
lars are you ta lk ing about? I have looked at a variety of these projects 
and we are clearly i n the megabuck category where the typical pro j -
ect here is somewhere between $500 mi l l ion and $1 b i l l ion fo r a num-
ber of these new synthetic energy projects. Remember, the o ld cliche 
about the p i g and the egg-laying hen discussing their relative con-
t r ibut ion to the food problems of the world. I believe i t was the p i g 
that indicated to the hen that to the hen i t was only a contr ibut ion 
but to the p i g i t was his whole existence. 

Now I th ink what you're going to find is that as companies start 
looking at numbers of this magnitude, part icular ly w i t h the k ind of 
economic and pol i t ical risks you're ta lk ing about, sensible business 
people are going to decide that the risks are simply unacceptable, 
part icular ly when we consider the magnitude of the capital invest-
ment we are ta lk ing about. 

Now let's look beyond the capital investment to the product costs, 
which I have t r ied to do, and i f you want to ask more questions about 
this later we can get in to i t , but any prudent businessman is going to 
look at alternative costs and alternative investments of other energy 
projects. A f t e r al l , o i l is pret ty much oil , whether you make i t syn-
thetical ly or not. I f you take other available investments i n oi l , f o r 
example, let's go across the spectrum a l l the way f r om Mideast o i l 
to let's say advanced recovery methods i n the Un i ted States, and go 
Mideast, No r th Sea, off-shore, domestic oi l , regular and then ad-
vanced recovery methods. I n the case of the Mideast we are probably 
looking at o i l that w i t h production costs f u l l y amortized, inc luding 
investment of $4,000 to $7,500 a barrel and prices of $5, $5.50, $6, $7, 
and $8. I f you go off-shore, you hear investment numbers l ike 
$3,000 to $4,000 a barrel and production costs l ike $5 to $6. I f you 
ta lk about domestic oi l , you hear investment numbers a l l the way 
f rom a few thousand dollars a barrel to $12,000 a barrel and prices 
of $5 to $10 and i f you ta lk about advanced recovery methods, 
the numbers range to something above $10. Against these kinds of 
investments and sell ing prices, we see estimates on the synthetic en-
ergy projects that involve investments per barrel between $12,000 
and $25,000, and sell ing prices f rom $13 to $26 a barrel—clearly much 
higher. 

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



356 

The point is, that you have got three very large negatives there 
facing anybody looking at these new synthetic energy projects— 
huge investments i n relation to their book value and net wor th (of ten 
single synthetic projects exceed a single company's entire book 
value—it would threaten their whole existence), extremely h igh cost, 
a factor of up to 100 to 1 over alternatives, and an ambiguous and 
unpredictable regulatory environment that adds addit ional risks. 
So I don't th ink it 's an overstatement to say that i f one argues he 
needs these new synthetic energy sources, it 's close to zero probabi l i ty 
that they w i l l happen re ly ing on the market system. 

Thus, whi le I am generally an advocate of the market system, 
I th ink the circumstances here are remarkably unusual. I n the first 
place, normal ly the market gives you some t ime to adjust, but Octo-
ber 1973 was so traumatic that the mechanism simply has not had 
t ime to work. Second, you're dealing w i t h an eminently nonmarket 
phenomenon in the cartel: and th i rd , you're dealing in an area here 
where, as I mentioned earlier, the pol i t ical forces i n this country are 
extremely important and they just add a whole new magnitude of 
r isk to any project. 

Therefore, I th ink i t 's easy in this situation to sloganize and be-
come ideologues and both sides of the pol i t ical spectrum w i l l prob-
ably do that. Ru t when I consider the alternative which is not only 
having low cost energy but not having energy at al l , I t h ink i t is 
l i tera l ly nonacceptable. 

Therefore, I would want to commend the President and, of course, 
the Vice President fo r presenting to the country an alternative in-
stead of a good deal of meaningless rhetoric that says on the one hand 
we can't stand fo r this cartel, we have got to do something, but we 
end up l i k i ng every k i nd of energy except the ones that we have. 

Now before gett ing to the development of new energy sources. 
I th ink there are some things that greatly supplement this act iv i ty. 
I commend what you've done on strategic storage reserves because by 
any cost effective measures that I have seen, i t 's eminently more cost 
effective and t imely way of reducing the cost of embargos than new 
synthetic energy source programs. 

Conservation I th ink deserves even more emphasis than it 's gotten. 
I n addit ion to proposals that I ' m sure you w i l l have heard about, 
investment i n conservation technology, fo r example, I would remind 
you that more effort on conservation has some very great advantages. 
I t ' s much, much quicker than some of the things that we have been 
ta lk ing about on the synthetic energy. I t ' s much, much cheaper. You 
save investments in the many bil l ions of dollars and, of course, our 
consumers save the money for other purposes and we save the precious 
resource w i t h less environmental impact. So I reluctantly conclude 
that it 's going to be necessary, given the threat that this problem 
poses to our security, to move even fur ther in the direction of man-
datory standards on various kinds of new bui ldings and equipment, 
et cetera, as we have had to do on automobiles. 

Hu t beyond new buildings, I th ink I would throw into the hopper 
consideration of looking at what we are doing w i t h exist ing bui ld-
ings where we are obviously wasting enormous amounts of energy. 
As I go around the country I s t i l l f ind many bui ldings relat ively 
overheated, overlighted, and overcooled. I am to ld by people that pre-
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sumably know the American pol i t ical system that the pol i t ical bag-
gage of this country is too heavy to sustain mandatory conservation 
standards. I ' m not really at a l l sure about this. I have a feeling that 
i f the American people really understood the grav i ty of this problem, 
and there was real burden sharing in which everybody sacrificed some-
thing, that i t is t ime that we do explore some alternatives here that 
apply to a l l of us w i t h regard to conservation on l ight ing, heating, 
cooling temperature standards i n a l l commercial buildings. When I 
look at the alternatives and the cost and the t ime and the need to 
show the wor ld we are serious, I th ink the t ime is here when we are 
going to have to consider addit ional conservation measures. 

Now w i t h regard to the Energy Independence Au thor i t y and syn-
thetic energy sources, there are a few issues I w i l l articulate. The first 
is how much money should be put into this and, of course, the next 
question is to do what? As to how much money, I w i l l s imply use the 
"motherhood" appeal and say "as l i t t le as possible" and I ' d l ike to 
indicate why. 

I th ink i t 's very important that we do not put too many bi l l ions of 
dollars into these extremely high-cost energy sources. I t would be an 
i rony indeed i f we put capital that's badly needed i n other segments 
of our economy in to very high-cost energy only to discover that our 
foreign fr iends who i n a more perfect wor ld should be sharing i n 
these costs got the advantages of this investment wi thout the cost. So 
I th ink it 's very important that we t r y to th ink i n terms of mini-
miz ing this investment rather than i n terms of any fixed number. 

I f the purpose of this synthetic act iv i ty is to pick out a very 
l imi ted number of promising commercial projects i n a few promising 
fields and move them to a sufficient commercial scale that i t means 
something—that it 's credible i n terms of whether a given method 
w i l l work on a large scale and credible i n terms of production costs— 
I would guess you're ta lk ing about some number l ike 10 to 20 of these 
picked f rom a variety of these fields such as coal gasification, coal 
l iquefaction, geothermal, etcetera. I f these projects are hal f a b i l l ion 
to a b i l l ion dollars apiece, you're ta lk ing somewhere i n the area of 
$10 to $15 b i l l ion to do this. 

Now i t is widely suggested that the best approach to this problem 
is to rely on guaranteed loans. M y view on that is I would only do 
that i f I absolutely had to. M y reasons are as fol lows: I th ink to the 
extent possible we should put fa i th i n the workings and the discipline 
of the market system. We should continue to keep some risks i n these 
projects because I th ink r isk is an incentive to succeed and incentive 
not to fa i l . I know it 's possible on guaranteed loans to wr i te pro-
visions l ike "you can't get credit elsewhere." I th ink provisions l ike 
these, while tney may i n some cases be necessary, are going to t u r n 
out to be a b i t sel f- ful f i l l ing. Wha t I mean by that is as long as lenders 
know that i f they wai t around they can get government backed credit, 
there are very few people I know who aren't going to prefer that 
route. 

On the subject of loans, too, I would suggest another caution. I n 
some of the material I have read about this program, there seems to 
be an impl icat ion that the losses would be minimal. Le t me suggest 
to you that it 's possible that there's an inherent contradiction i n this 
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assumption. W h a t I mean by that is the fo l low ing : I f somebody says 
the E I A should not be authorized to subsidize operations tha t w i l l 
prevent losses, whatever that means, th is is inconsistent i t seems to 
me w i t h the author i ty to provide price guarantees. I f the aid is going 
to be restricted to commercially feasible projects, whatever tha t 
means, by definition, the Federal assistance would of ten not be neces-
sary. Some of the rhetoric on guaranteed loans seem to suggest tha t 
the real issue is the avai labi l i ty of capi ta l ; somehow, i f you have the 
money i t doesn't real ly matter too much whether i t 's commercially 
feasible. 

I would argue that what most businessmen are going to be con-
cerned about is whether they can sell enough of th is product at a 
sufficient price to make a prof i t and the question o f loans can some-
times be self-defeating because they increase the leverage and increase 
the r isk. 

So generally speaking, I would not l ike to see guaranteed loans be 
the first option. I would much prefer a competitive b idd ing process 
of some sort where the Federal Government would say they w i l l buy 
so much o i l f rom a certain k i nd of process at such and such a t ime 
over such and such a period. I t also seems to me that i t would be pre-
ferable to give the Government some k i n d of a put or a buy-out pr ice 
as par t of that where i f , f o r example, we discover the costs are much 
higher or the technical problems are much more serious or the price 
of o i l fa l ls happi ly to some number l ike $5 or something, tha t the 
Government has a r i gh t to buy i ts way out on an agreed basis. 

I t seems to me that the advantages of t r y i n g to work towards some 
k i n d of contracts where the Government takes out a certain quan" 
t i t y at a certain price is i t makes the process of handing out con-
tracts more competitive. A n d I th ink i t 's a process that's more l ike ly 
to be accepted by the public, given the suspicions I mentioned earlier. 
I t makes i t somewhat more objective rather than subjective and i t 
does keep some risks i n this process. 

A n important issue I t h ink you're going to have to face is what do 
you do i f the project fails? I t h ink we should assume there w i l l be 
fai lures and I th ink i t 's important that we face what we do i n the 
event there are. Wha t do we mean by a fai lure? Wel l , perhaps the 
costs are so h igh as to be prohibi t ive or the technical aspects don't 
work. I t h ink i t 's important that we devote some t ime to who buys 
out who; what happens to the technology. I t h ink i t 's going to be 
a much more complex problem than simply saying the technology 
belongs to everybody because my experience is that technology that 
belongs to everybody generally belongs to nobody. So we have to 
th ink through what happens i n that event. 

Another issue is who does this work ? Should i t be E R D A ? Should 
i t be F E A ? Should i t be a new organization? M y exeperience gener-
a l ly , M r . Chairman, w i t h technical organizations such as E R D A is 
that typ ica l ly they are not par t icu lar ly good at commercialization. 
The i r mental i ty, their disciplines are different. The F E A i t seems to 
me is a regulatory organization. So whi le i t may be desirable to 
establish a new organization, I th ink we are going to have to devote 
a lo t of t ime to how this effort is coordinated because the l ine between 
research and technology and commercialization is a very fuzzy one. 
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I th ink another issue, quickly, is the issue of congressional control 
over this process. I would hope you would conclude that project-by-
project control is inappropriate. I th ink i t would become a massive 
bureaucratic and pol i t ical footbal l game and simply delay the process 
endlessly. 

B u t I th ink i t is important that you consider w7hat k i nd of safe-
guards you want : what is the process by which projects are chosen 
and how are they audited? I t seems to me at the very least you're 
entit led to is an audit, a report by some independent board or author-
i t y that you have had a significant role i n appoint ing that tells you 
how the projects have been chosen and how they are doing, which 
now brings one, I th ink , to the awkward question these days of should 
i t be on-budget or of f-budget. 

I th ink it 's self-delusion, which is obviously a product which is 
not i n short supply anywhere, to argue that simply because some-
th ing is an investment i t isn't a dra in or simply because we haven't 
yet lost money, we aren't going to lose money. I th ink i t 's important 
to give a sense of realism to this h ighly ambivalent subject that there 
be some way that annually we establish, as we would do i n industry, 
some k ind of reserve fo r the losses. 

The CHAIRMAN. Does that mean i t ought to be i n the budget or not ? 
M r . PETERSON. On balance, I don't th ink i t has to be i n the budget, 

but I th ink annually you should get an audit on the status of at least 
certain major projects i n that period of time. I f the r isk / reward 
rat io has changed signif icantly, i t should be charged o f f annually. 
I n other words, M r . Chairman, I don't th ink the fact that a project 
isn't yet a certain loss should preclude us f rom facing the l ikely 
reality. 

Now a final thought w i t h regard to the process. This suggestion 
may sound a b i t temporizing and evading the issue, but I do th ink 
some of these questions I have raised, and others I haven't had t ime 
to get into, are extraordinar i ly diff icult questions i f you're going to 
get the k ind of safeguards that I believe you're going to want. 

I would wonder whether i t would be presumptuous of me to sug-
gest that beyond this hearing process, as valuable as i t is, the diff iculty 
i n defining how these projects are going to be selected, monitored, 
etcetera, is such that you might not want to consider appoint ing very 
quickly i n a matter o f days or a week or something, a group o f inde-
pendent, credible, experienced people, i f that isn't a contradiction i n 
terms these days, and suggest that this group do some really intensive 
work to t r y to come up w i t h specific proposals for your consideration 
on how to manage this unbelievably complex question of the process 
of making these very b ig project decisions on synthetic energy. 

I haven't asked any of the fo l lowing people whether they would be 
available. I ' m simply suggesting that there are some people i n the 
country who do have some credibi l i ty w i t h various sides of the pol i t i -
cal spectrum who, i f they could be attracted to work on this, might 
cut through what migh t be endless pol i t ical bickering on this subject. 
I ' m th ink ing of men who may have less credibi l i ty than they may 
have had when I was here i n Washington, but there are men l ike M r . 
Sawhil l , M r . Ruckelshaus, Charl ie Shultz, l ike the GAO, l ike Haro ld 
Brown at Cal Tech, l ike Mike Blumenthal at Bendix, l ike Lane K i r k -
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land at A F L - C I O , men who are not i n the energy industry, who have 
a certain credibi l i ty, who I th ink might be he lp fu l i n t r y i n g to th ink 
through how to get this enormously important effort organized. 

Thank you. I ' m sorry to have taken so long. 
The C H A I R M A N . Wel l , thank you. Thank both of you gentlemen fo r 

your testimony. 
M r . Harper , I understand that you intended to appear today as a 

representative of the Business Roundtable. I n fact, your contacts w i t h 
the committee were made entirely through the Roundtable. They re-
quested that you appear and now I see your statement says "chairman 
of the executive committee of Alcoa," and you expressly to ld us at 
the beginning of your statement that you d id not represent the 
Roundtable. I s that because they oppose this legislation or take no 
posit ion on i t or what's the reason ? 

M r . H A R P E R . Wel l , Senator, the Roundtable, as such, does not take 
positions. We t r y to encourage members to take positions and I ' m 
tak ing the posit ion fo r Alcoa. I ' m tak ing i t as a member of the 
Roundtable, but I ' m speaking fo r a specific company and that's what 
we ask people to do because we th ink that's the way we can be effective 
and meaningful. I ' m sorry that there was a misunderstanding about 
my appearance because I intended that i t be fo r Alcoa a l l along. 

The C H A I R M A N . Bu t you say the Business Roundtable does not take 
a posit ion on this legislation ? 

M r . H A R P E R . N O , w e d o n o t . 
The C H A I R M A N . A l l r ight . Now you indicated that Alcoa—and 

Alcoa is a very large company—what are your tota l assets ? 
M r . H A R P E R . Our tota l assets are about $ 2 . 5 b i l l ion. 
The C H A I R M A N . A S one of the largest companies i n the country, 

i t would be unable to develop some of these technologies w i thout Fed-
eral assistance, because I take i t the r isk would be too large. Obvi-
ously, you're i n a position to borrow substantial sums on your own 
credit. You could borrow $y2 b i l l ion or $1 b i l l ion fo r a project i f i n 
the judgment of your experts i t was something that would prove out. 
I s that correct ? 

M r . H A R P E R . Wel l , I would question that because our debt is already 
high, and th is industry, l ike many others, has been steadily going 
upward i n debt fo r the last several years and I t h ink we would be 
l imi ted i n some of these projects both because of r isk but also because 
of our inabi l i ty to really finance a tremendously b ig project. 

I n addit ion, we are having to put a l l of our available resources 
to t r y i n g to modernize and t r y i n g to improve our conservation efforts 
and t r y i n g to increase our capacity, and I th ink that we are close to 
the l im i t of our resources. So I th ink that i t would be extremely diffi-
cult, i f not impossible, fo r us to finance a large coal gasification pro j -
ect, fo r example. 

The C H A I R M A N . Wel l , can you give me 2 or 3 instances of the k i nd 
of projects that you envision this would finance? H o w much would 
they cost and the arrangements that you th ink would be appropriate 
fo r the Federal Government, the k ind of loan that you would need 
or the k ind of interest rate that you would have to have i n order to 
move ahead? 
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M r . HARPER. Wel l , Senator, I would say that the sort of project that 
we would be th ink ing of is a project such as a coal gassification or 
coal l iquefaction, and let's suppose that we look at coal gasification. 
Th is is experimental and I would say that in i t ia l l y a project could 
be done fo r not too many mil l ions of dollars, but this would be an 
in i t ia l project and I ' m th ink ing wTe are ta lk ing several hundreds of 
mil l ions of dollars to bu i ld a project that's a meaningful size. I th ink, 
i n addit ion to the liquefaction, we are ta lk ing about gasification of 
coal underground. Here again, to do a major project you're ta lk ing 
several hundreds of mi l l ions of dollars today fo r that. 

The CHAIRMAN. Wou ld you th ink i t would be feasible to adopt the 
very interesting proposal that M r . Peterson has made, that instead of 
gett ing a guaranteed loan f rom the government when you make a 
proposal of this k ind on the notion that they have, that you would 
be an efficient, competent f i rm to engage i n this k ind of coal gasifi-
cation and that you would b id w i t h others so that the government 
would be safeguarded i n seeing that they d id get the best cost break 
they could get ? 

Mr . HARPER. I would th ink that would be possible, provided some 
safeguards were made. 

T h e CHAIRMAN. S u c h as? 
Mr . HARPER. Such as having the bidders qual i fy technically so you 

would not just have someone b id who is not qualified to do the project. 
I th ink i f proper qualifications were set up, and I ' m sure M r . Peter-
son intended that, I t h ink it 's perfectly feasible. 

The CHAIRMAN. Wel l , on that k ind of basis then, you would envi-
sion that on the coal gasification, fo r example, Alcoa and 2 or 3 simi-
lar companies migh t make a proposal to the Federal Government— 
and I would presume on the basis of what M r . Peterson has to ld us— 
and correct me i f I ' m wTrong—that this would be one that would be 
funded fo r the purposes of seeing whether coal gasification would i n 
fact work out, whether you can work out the bugs, whether i ts some-
th ing that could be efficient, and you could come on w i t h reasonable 
low cost energy; is that r ight? 

M r . HARPER'. That's r ight . 
The CHAIRMAN. A n d that would be satisfactory w i t h you i f you 

would simply b id i n competit ion w i th others to see i f you would be 
the one that would be funded ? 

M r . HARPER. Wel l , I th ink we would expect that because I would 
th ink that this should be done on a competitive basis certainly. 

The CHAIRMAN. A n d at a part icular price? I n other words, you 
would come on w i t h a coal gasification that might be $500 mi l l ion 
and somebody else migh t come on w i th similar terms fo r less; then 
also, more important than that—and I missed this point and I have 
just been corrected by the staff—the price per barrel of oi l , fo r ex-
ample, or o i l equivalent ? 

M r . HARPER. Wel l , M r . Chairman, I th ink that that's what a lot of 
the project has to do w i th , to see i f i t is feasible to produce l iquif ied 
fuel, synthetic fuels f r om coal, at a price that we can l ive wi th. I 
th ink that a lot of work has to be done before a figure can be set, but 
this is really what the game is a l l about I th ink. 
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The CHAIRMAN. Wel l , as I understand, M r . Peterson indicated— 
and I want to come r igh t in, M r . Peterson,—you weren't ta l k ing about 
front-end assistance; you were ta lk ing about something l ike the as-
surance to the company that they would come on, they could expect 
to get a market price that would make i t possible fo r them to go ahead 
and do i t ; is that r i gh t ? 

M r . PETERSON. Yes. Let me just elaborate a moment on this. I t h ink 
what I intended to say, M r . Chairman, was that wherever that ap-
proach is feasible, I personally prefer i t to just s tar t ing out w i t h a 
guaranteed loan. Now I th ink what you would f ind out—Mr. Harper , 
maybe you would agree and maybe you wouldn't—is that i n actual 
practice, whether a company wTould be w i l l i ng and what conditions i t 
would set on prices, fo r example, would depend somewhat on the de-
gree of the technical r isk, fo r example. 

M r . HARPER. That 's r ight . 
M r . PETERSON. N O W i f you move towards technologies that are rea-

sonably wel l proved, my guess would be that you could get companies 
to state prices w i t h appropriate cost escalators. As you move to the 
other end of the spectrum where there are very large technical ques-
tions, I th ink then you're going to probably have to go to some other 
approach, some k ind of guarantee i n the event of fa i lure i n which 
there's something paid fo r the technology. A l l I ' m suggesting is that 
rather than star t ing out w i t h the premise that this has to be a govern-
ment loan act iv i ty, I ' d l ike to get some competit ion and some disci-
pl ine into this process and only use other methods when it 's been dem-
onstrated that they had to be used. 

M r . HARPER. Mr.' Chairman, I know that M r . Peterson said this is 
diff icult, but I said that I fe l t that this should only be done where 
other means of f inancing could not be obtained and I recognize the d i f -
ficulties i n really spell ing that out and making i t work that way, but 
to the extent i t 's possible, I th ink i t should be confined to that , to the 
very r isky things that you can't 

The CHAIRMAN. That goes back to the Small Business Admin is t ra-
t ion. W h a t happens is that the SB A won' t make the loan unless you 
get a turndown f rom the bank, and the lending bank says, "Sure, I ' l l 
te l l them that I won' t make you the loan." I t doesn't mean very much. 

M r . H A R P E R . I recognize that, but I would hope there would be some 
way found so that this is done fo r the very r isky things that can't be 
handled through any normal commercial channels. 

The CHAIRMAN. M r . Peterson, you're a marvelous witness. You ' re 
one of the br igh t l ights of the country I t h ink i n so many ways. I say 
that before I te l l you that I th ink that you have taken advantage of 
the committee by not submit t ing a statement. You're the only witness 
who didn' t . I know you're a very busy man. I know you work many 
hours. B u t your testimony has been immensely valuable to us but i t is 
a handicap not to have a statement we can go over and analyze and 
consider and the staff can have a chance to study. I t improves the 
hearings substantially i f that can be done. 

So I would hope—I know i t 's a burden on you and you don't get 
paid fo r this—none of you gentlemen do. You volunteer your t ime and 
it 's very valuable time, but i n the fu ture I would hope you would 
provide fo r us an outl ine at least. 
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M r . Peterson, I t h ink you may have saved the Government about 
$90 b i l l ion this morning, i f I understand what you to ld us, so I th ink 
i t was a morn ing wel l spent. You te l l us instead of a $100 operation, 
you th ink we ought to consider something l ike $10 or $15 bi l l ion. I s 
that r ight? 

Mr . PETERSON. Wel l , let me comment on two aspects of that. I n the 
f irst place, savings should be put i n quotes i n the same way losses are 
put i n quotes and commercially feasible is put i n quotes. 

The CHAIRMAN. L ike when your wi fe doesn't buy a hat she comes in 
and saves $10? 

Mr . PETERSON. B y definition, i f you accept my premise that people 
aren't going to submit bids unless they th ink there's a reasonable op-
por tun i ty to make a prof i t , there's no free lunch here. Somebody is 
going to have to end up paying the price fo r that high-cost energy 
and that w i l l be the Government. I ' m simply suggesting that the dis-
cipline of that k i nd of b idd ing w i t h some r isk i n i t is a more accept-
able way of doing i t than going the loan guarantee route. B u t over the 
long period, it 's s t i l l obviously going to cost money because you're 
going to have to pay fo r that energy. 

Second, remember that I ' m ta lk ing about one par t of this program. 
I ' m ta lk ing about the newT energy sources that are related to synthetic 
fuels. I n spite of your overly generous comments, I don't claim to be 
anything approaching a renaissance man i n this field. I know that 
there are other aspects to the program. Bu t I th ink what I am saying 
is that fo r the new energy synthetic fuels aspect of the program I 
don't th ink an amount much more than $10 to $15 b i l l ion would be 
necessary as the first step at least. I th ink you're going to want to 
watch this program very, very careful ly i n any event, and I would 
lean toward the competitive b idd ing price approach to the maximum 
extent that it 's possible. 

The CHAIRMAN. Wel l , i t 's important that we don't put i n too much 
money. You d id say $10 to $15 bi l l ion. Now you say that would be 
w i th the synthetic fuels area. A l l r ight . Now tel l us wThat you th ink 
this overall program, i f you can—is $100 b i l l ion then about r igh t ? I s 
i t too much? We have to make a judgment on that. I know it 's 
awfu l ly hard to do i t , but you have probably given this more attention 
than most members of this committee are going to give i t , so we 
would l ike your advice. Wha t would you do i f you were a member 
of the committee ? 

Mr . PETERSON. M r . Chairman, you're the only man I know who's 
more modest than I am so I doubt very much that that's a true state-
ment. I haven't really studied careful ly the other aspects of the 
program. I guess what I ' m saying is this, when you have a departure 
that is this profound f rom the market, enterprise approach to prob-
lems which generally I believe in, when you have a k i nd of public 
suspicion that I th ink exists about this energy industry and where 
this program might lead and fears that cover the entire spectrum of 
loss of confidence i n U.S. institutions, I th ink an approach that 
might be characterized as step by step, a certain amount of gradual-
ism, a certain amount of constant review may be quite appropriate. 
I don't say this i n crit icism of the program because I commend the 
Vice President for forc ing us to do something unusual. 

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



364 

I t h ink it 's more important to do something and to get started 
and to do i t i n a hur ry than i t is to t r y to agree i n advance whether 
that number is $10 b i l l ion or $150 bi l l ion. You've got to th ink of this 
problem, M r . Chairman, i n a 10-year t ime frame and you w i l l have 
plenty of t ime over the next year or two or three to be deciding how 
b ig that ul t imate number should be. 

The C H A I R M A N . Wel l , we have to pass a b i l l and the b i l l says $ 1 0 0 
bi l l ion. Now shall we just leave that i n the bi l l? 

M r . PETERSON. Y O U have demonstrated the qual i ty of independent 
thought on other occasions and I ' m sure that you can f i l l i n some 
other number and simply say that we w i l l review what the size of 
that should be after a year's experience. I f rank ly would be satisfied 
to get this program launched to compromise over the size of the num-
ber, to be sure you had appropriate safeguards and a tough review 
and audit program rather than to have to decide today w7hat that 
ul t imate number is now. 

The C H A I R M A N . Does that mean that you th ink we could start off 
w i t h a $10 or $15 b i l l ion proposal and then look at i t af ter a year and 
see i f i t needs more? 

M r . PETERSON. I t h ink this k i nd of number is probably i n the 
bal l park fo r the synthetic port ion. I don't know how large i t should 
be fo r the other programs. I don't know that much about them, 
but I am a supporter of this synthetic energy program. I don't feel 
that there's any compell ing argument that suggests that you have to 
specify today that the number need be $100 bi l l ion. 

I guess i f you push me to the wa l l on that, which you're probably 
doing, I would 

The C H A I R M A N . I ' m t ry ing. 
M r . PETERSON. I would argue that given the major departures 

here f rom precedent, given the pol i t ical suspicions that exist on a l l 
points i n the spectrum, i t m igh t be prudent to start out w i t h a num-
ber that's substantially smaller than that. 

The C H A I R M A N . Senator Sparkman ? 
Senator S P A R K M A N . I t h ink you've done a very good job. I don't 

have any questions. 
The C H A I R M A N . I would l ike to ask just a couple more. 
Senator S P A R K M A N . I do want to ask a question of M r . Harper 

w i t h reference to gasification of coal. You mentioned that and appar-
ently you view i t as a very fine potential. D o you have any projects 
in operation ? 

M r . H A R P E R . We have a project proposed r igh t now which we are 
t r y i n g to get accepted, Senator, and we put an awfu l lo t of research 
in to i t and we th ink we have some excellent technology and w i t h 
some assistance i t can be developed to where i t 's commercially 
practical. 

Senator S P A R K M A N . This th ing has been discussed over a good 
many years. Have there been any successful tr ials? 

M r . H A R P E R . Senator, there have been some successful t r ia ls tech-
nical ly, inc luding one back in Alabama that I remember a good many 
years ago, Alabama Power Co. d id i t . 

Senator S P A R K M A N . W a y back i n 1 9 3 0 or 1 9 4 0 ? 
M r . H A R P E R . That's r ight . Alabama Power Co. 
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Senator SPARKMAN. Dr . M i l t on Theiss. I remember when he used 
to ta lk about i t way back i n the 1930's I th ink i t was. 

M r . HARPER. That 's r ight . Tha t was practical technically. I t was 
not economic at that time. There are some changes. There are some 
improved technologies which we th ink w i l l improve i t . There's been 
a lot of work since then of various sorts, but no one has really put a 
project together that has proved out to be economically feasible. We 
th ink that i t is practical to do that at this time. I t ' s going to take 
some help and it 's going to take a lot of effort and a lot of money. 

Senator SPARKMAN. Wel l , thank you. 
The CHAIRMAN. Mr . Peterson, I thought the most powerfu l par t 

of your argument was your cal l ing to our attention the enormous 
uncertainty i n this industry. You point out that i n some Mideastern 
countries it 's 14 cents a barrel and in other areas it 's $4 to $5 and 
elsewhere it 's $10, and it 's br ing ing out some of these would be at a 
higher level. This is the peculiar reason why the r isk is so enormous 
that i t paralyzes the k ind of action that you would otherwise get. 
That complicated by the fact that we have price regulations which 
are very uncertain and hard to know therefore what's going to happen 
to the price i n the future. 

Do you th ink that perhaps the first and more important step is to 
deal fo r th r igh t l y w i t h the regulation of the price level or price 
control ? 

M r . PETERSON. I ' m going to reveal my essential conventionalism on 
this subject by suggesting that I would have preferred that we be i n 
a position today where we relied more on market than we are now 
rely ing because I th ink it 's far better to have as much of the capital 
i n this country allocated according to objective market disciplines and 
not according to some governmental view of what is better than some-
th ing else, but we are not dealing i n a perfect world. The Congress 
i n its wisdom has decided that they aren't going to move toward—at 
least very quickly, toward more decontrol. The u t i l i t y rate regulation 
practices as they exist i n the real wor ld I th ink are unforunate i n 
that we simply aren't pushing in the direction of forc ing these prices 
to operate their w i l l on the market. I th ink , M r . Chairman, sooner or 
later we are going to have to do something about moving more toward 
markets and decontrol and more toward gett ing r i d of these regula-
tions that I th ink greatly add to the uncertainty. B u t as I say, it 's an 
imperfect wor ld and i f we wai t around for 5 to 10 years fo r that to 
happen we w i l l be s i t t ing in this room in 1984 asking ourselves have 
we determined what shale o i l would cost ? Have we determined what 
coal gassification and coal l iquefaction would cost? You had a great 
Senator who this bu i ld ing I believe is named after, Senator Dirksen, 
and I happened to be f rom I l l ino is at the time. A question came up 
where he had indicated a certain amount of will ingness to adjust his 
views and he said, " M r . Peterson, you may wonder whether I ' m a man 
of pr inciple," and he said, " I want vou to know that I ' m a man of 
h igh pr inciple and my first pr inciple is flexibility." 

I guess what I ' m saying is i f I had my choice I would prefer that 
market force play a more important role, but that isn't the wor ld we're 
l i v i ng in and i f we wai t around fo r that perfect wor ld to exist—the 
Vice President is absolutely r ight—we w i l l be s i t t ing around here 5 
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or 10 years f rom now where private industry won't take the r isk, and 
the O P E C w i l l be looking at this country and deciding i t doesn't have 
alternatives and we won't know whether we do or do not have alter-
natives, and at what cost, and given the grav i ty of this problem, I 
guess I ' m a flexible enough person that I suggest we get on w i t h i t . 

The C H A I R M A N . A l l r ight . I have one final question. I t relates to 
your posit ion that this shouldn't be i n the budget. Y o u made a very 
strong argument that we ought to acknowledge the fact that there are 
going to be losses and I th ink I couldn't agree w i t h you more, and I 
t h ink it 's important that we face that fo r th r igh t l y . You also said we 
ought to audit i t and watch i t closely. The only way we can do this is 
i n the budget. We need that discipline i n the Congress. There is no 
other way. I f we simply authorize this legislation, Congress is so 
busy and has so many other things to do—members of Congress do— 
that we simply w i l l walk off and that w i l l be, i f not the end of i t , i t 
w i l l be rare i f we look at i t and then only a few Senators or Congress-
men w i l l . . 

M r . PETERSON. Let me give an analogy that M r . Harper has probably 
had more experience in than I have had—it is not at all uncommon in 
industry, M r . Chairman, for companies to have major development 
projects where the technical or the economic or the market prog-
nosis changes as t ime goes on. The typical procedure there is whi le you 
may capitalize that .investment and therefore not run i t through your 
operations statement, at least annually, the auditors and the control ler 
looks at these projects and i f the prognosis has changed so the or ig ina l 
assumptions no longer seem val id—and I predict that's going to hap-
pen i n this program—you wr i te off against that year's budget what-
ever those losses should be. I th ink something of that type w i l l force 
us annually to look at what's going on w i t h this program. I ' m sorry 
to be so hardnosed about this because I ' m not negative about this 
program^ at all. I . t h i n k we should do i t . I would not accept any 
rhetoric, i f you're gett ing i t , that somehow al l these projects are going 
to .be "commercially feasible." I f they, were commercially feasible, the 
market system .and the private system would already be financing 
many of them-^except perhaps fo r the very largest ones—and there-
fore you're go ing to have to use nonmarket mechanisms i n order to get 
these, programs t0 operate. So I would guess you are going to have 
some.losses. So why not face the losses, as you go on ? Tha t w i l l give us 
some indicat ion of what i t 's costing us 

The C H A I R M A N . Wel l , we are fac ing the losses af ter the losses are 
incurred. The only way i t seems to me we can have a constructive at-
t i tude is to make reasonable assumptions and face the fact that you'i-e 
going to perhaps Ipse a large part of your loans and therefore appro-
pr iate the whole th ing and put i t into the budget and have i t take i ts 
chances .with, everything else and compete w i t h our. other, pr ior i t ies 
fo r our l imi ted resources. 

M r . PETERSON. M r . Chairman, f rank ly , I have two problems w i t h 
that , one conceptual .and one pol i t ical and pragmatic, but more 
f rank l y not ones that I feel ter r ib ly deeply about. Conceptually, I 
guess i f we'rQ going to single out this investment program, then there 
are lots of questions raised about how the U.S. Government budget is 
set up that are of an investment nature. 
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The CHAIRMAN. I don't want to single i t out. Every th ing else is put 
i n the budget. 

M r . PETERSON. Wel l , you have a lot of off-budget items. 
The CHAIRMAN. Very l i t t le now, just a few that are lef t . E E A and 

others, E x - I m Bank is back i n the budget and almost a l l the b ig hous-
ing programs are back i n the budget. These are a l l loan programs, re-
payable w i t h interest. This is something that, as you say, we w i l l have 
a lot of losses. I t would be very inconsistent not to put this i n the 
budget. 

M r . PETERSON. Y O U have a second problem. Let's assume you agree 
to put i n $10 or $15 b i l l ion i n synthetic fuels and some other number 
of bi l l ions in some k ind of u t i l i t y project, nuclear or otherwise. This 
could amount to $20, $30, $40 b i l l ion of investment. I would guess that 
given the pol i t ical realities of the country at that t ime anybody that 
proposed that k ind of an item being added to the budget we'd prob-
ably f ind once again i t would be a reason for not doing anything. I 
th ink this problem is simply too serious not to get ahead w i t h i t . 

The CHAIRMAN. I t 's too serious not to face i t . You can make that 
argument on al l of our programs. You can say we shouldn't appro-
priate, that i t discourages national defense to have to put i t i n the 
budget and appropriate i t . You could say i t discourages environmental 
policies because we have to appropriate money for that. I t would just 
seem so logical i f we're going to make resources available through 
the Federal Government they ought to a l l stand up and be counted. 

Thank both of you gentlemen very, very much. 
Senator SPARKMAN. Mr . Chairman, I ' d l ike to ask M r . Peterson 

one question. He mentioned shale a few minutes ago. I believe that's 
the first t ime I 've heard that mentioned this morning. 

M r . CHAIRMAN. Wel l , other witnesses in pr ior hearings have dis-
cussed that. 

Senator SPARKMAN. I just wanted to ask h im this question. Wha t 
progress are we making i n shale? 

Mr . PETERSON. Wel l , let me take shale as an example because I 
t l i i nk what's happened to shale is what's going to happen to a l l these 
other synthetic energy projects. A couple of h igh ly enterprising com-
panies decided to make substantial investments in terms of buying 
r ights to some shale land, as I remember i t , John, Standard of Ind i -
ana was one and Gu l f I believe was another. I f you w i l l go back 
to those projects, Senator Sparkman, and see what has actually hap-
pened to them, what I th ink you w i l l f ind is that very l i t t le has 
happened to them. Let me explain briefly why. 

Tn the case of shale, you're probably looking at costs now of some-
where between $12 and $15 thousand of capital per barrel of oil. 
This compares to numbers domestically l ike a t h i r d or ha l f of that 
number. The per barrel cost that I have recently looked at would 
probably be around $15, somewhere between $13 and $20. Now i f 
you were s i t t ing there in a company, and let's mu l t ip l y these numbers 
out, i f you wanted only 50,000 barrels a day and as you know that 
isn't very much, at $12 or $15 thousand a barrel, that company is 
looking at a $600 to $750 mi l l ion investment. 

Now going w i t h that project at a un i t cost of o i l that is 2 to 3 times 
what i t would cost i f i t put its money elsewhere and a total invest-
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ment that's much larger, and a l l kinds of regulatory and environ-
mental questions as to whether indeed they were going to be permit ted 
to complete the project on schedule—it is precisely that k i nd of 
synthetic o i l project, i n my judgment that a prudent management and 
a prudent board of directors is simply going to say the r i sk / reward 
rat io is inappropr iate; we are not going to go ahead w i t h this project. 
A n d I personally would be very surprised i f many companies are 
going to dump a ha l f b i l l ion dollars or three-quarters of a b i l l ion dol-
lars into this sea of uncertainty. 

M r . HARPER. I f I could add one word about i t , I believe the experi-
mental shale projects that were, two of the, underway have been shut 
down also fo r this same reason. 

Senator S P A R K M A N . I remember one t ime ta lk ing to D ix ie Lee Ray 
at the t ime she was up fo r the position i n the State Department. She 
came by my office and she said that the process of get t ing o i l out of 
shale was simply, f rom an environmental standpoint, impossible, be-
cause when you take the product and pu t i t through the process what's 
le f t over is greater i n mass than what you started w i th . 

M r . PETERSON. M r . Chairman, I th ink one of the reasons we'd 
better have a couple of projects is to find out. I mean, I can't imagine 
anybody i n industry going into a huge business wi thout t r y i n g i t , I 
mean commercializing i t . I f you don't, you're going to have a l l these 
questions, some of them myths and some of them real. F rank ly , you're 
going to end up w i t h some problems you d idn ' t anticipate, some that 
are worse than you thought they were, but I don't know any way of 
f ind ing out what they actually are except by doing one or two of 
each of these. 

M r . HARPER. There are also some possible payoffs f rom shale some 
day i n that associated w i th shale is a material known as Davisonite 
which is a good source of aluminum bearing ores. I t can't be done 
unless shale is developed because it 's entirely too expensive, but i f 
shale could ever be developed where i t 's practical and economical, 
this gives us a domestic source of aluminum bearing ores which we 
don't have at the present time. 

M r . PETERSON. I have the number, M r . Chairman. I asked that i t 
be looked up. To give you an idea of why you may consider this a 
redundancy, but why a nervous, t i m i d businessman migh t look at 
some of these projects w i t h more than usual concern. I am to ld that 
the current investment per barrel i n the Mideast is $300. I am to ld 
that domestically i t runs anywhere f rom a few thousand up to 12 
and i t probably averages 7 to 8. Off the Gu l f of Mexico, i t 's probably 
3,500, and roughly i n the same bal l park i n Alaska. H i g h B t u gas 
somewhere between $10,000 and $20,000. Coal l iquefaction, somewhere 
between $15,000 and $25,000. 

Now, Senator Sparkman, i n the ordinary course of business, when 
you're deciding to go into a venture, you look at your competition. 
You look at your alternative sources. 

I don't th ink i t 's w i t h i n my experience as a businessman that you 
have a 100 to 1 or 50 to 1 rat io and that r isk is just unacceptable. 

Senator SPARKMAN. Thank you very much. 
The CHAIRMAN. Thanks again very, very much. 
Our next witness is Ralph Nader. 
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STATEMENT OF RALPH NADER, CORPORATE ACCOUNTABILITY 
RESEARCH GROUP, WASHINGTON, B.C., ACCOMPANIED BY GARRY 
DELOSS 

The C H A I R M A N . Our next witness is Ralph Nader. We have your 
statement. 

Mr . NADER. I t is a concise statement that should take about 10 
minutes. 

The C H A I R M A N . G O r ight ahead. 
Mr . NADER. Thank you very much. W i t h me this morning is Garry 

DeLoss, who has been work ing on energy aspects of public policy. 
Thank you for the opportunity to comment on the proposed Energy 

Independence Author i ty , which is really a misnomer. I t should be 
called the "Energy Cartel Subsidy Act . " As Chairman Proxmire 
noted on Monday, the E I A sounds suspiciously l ike the Lockheed 
guarantee mult ip l ied manyfold. 

There is, as I discern, two purposes for this proposal, both of 
which are not reflected in the deficient testimony supporting i t . One 
purpose is to make a concise Rorschach test of Mr . Rockefeller's 
poli t ical economy. For future historians, this b i l l has so many pro-
visions i l lustrat ing so many disagreeable consequences that proceeded 
f rom his career as Governor in New York State. 

The second purpose is to soften up Congress by later retracting 
this monstrous $100 bi l l ion boondoggle; the proponents of this b i l l 
are t r y ing to get a piece of that action either by developing further 
support for the $6 bi l l ion synthetic fuels loan guarantee bi l l , or, as 
is more l ikely, to develop a massive bailout for the Atomic Energy 
Industry. I f you look at this b i l l carefully, and i t is del ight fu l read-
ing, f rom either a satiric or serious point of view, you w i l l see that 
i t has the fo l lowing impacts. I ts foolish conceptually; i t reflects 
unbridled corporate greed, is establishing a massive corporate welfare 
system, replete w i th contempt for the taxpayer, contempt for the 
economic health, and well-being of the consumer. I t supports, in ef-
fect, an objective that might be called the annual bank guaranteed 
profi t bi l l . 

I t tries to avoid the N E P A Act. I t succeeds in avoiding the Free-
dom of Informat ion Act. I t succeeds in avoiding al l of the Federal 
laws relating to public contracts and public works, and i t succeeds in 
developing a system of unfair competition for those businesses who 
believe in taking the risk along w i th the profits i n an enterprise 
system. I t also manages to avoid congressional accountability and 
manages to bypass, in some interesting respects, regulatory processes 
at the Federal and State level. That is not a bad grab bag for the 
Rockefeller forces. I t may also be called a bi l l which w i l l generate 
a severe imbalance in the k ind of energy policy this country should 
pursue. 

Let me t r y to decomplicate the deliberate overcomplication of this 
energy problem so as to, in Mr . Rockefellers view, facilitate Govern-
ment support of those kinds of energy resources, real or potential, 
which can be exclusively possessed in a high capital-intensive manner 
bv a few giant energy corporations wi th guaranteed profits f rom 
Washington. Let me make this assertion as clear and simple as I can. 
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We do not need to add another B t u in supply for our economy to the 
end of this century. 

I n the next 25 years, even assuming doubl ing economic g rowth i f 
we pursue &n energy-sufficient policy that is equivalent, by the year 
2000, of what Sweden and West Germany lias attained and w i l l a t ta in 
by the year 1990, we need no addit ional supply annually beyond what 
is now being used. 

Now I real ly should complete my testimony on that point , to 
make the point. B u t I w i l l continue anyway. 

I n short, energy efficiency is the way to go. I t gives us a 25-year 
breathing period, at the very least, i n a l l areas of our economy, 
reduces inflation, saves a good deal of capital which can be allocated 
to other parts of the economy that legit imately need i t ; reduces the 
fur ther monopolization i n our country ; reduces pol lut ion, because 
i f you burn less you are going to have less po l lu t ion; increases the 
efficiency of the economy which w i l l reflect itself i n foreign trade 
advantages as well. 

I suppose the thrust of this b i l l is to fur ther the process which 
the Congress is t r y i ng to stop, that is, the process of nat ional iz ing 
the American taxpayer indirect ly through Washington on behalf of 
the giant corporate state. 

There is no better example of that than M r . Zarb's testimony. 
He put i t a l l i n a few pages. A n d M r . Rockefeller's testimony. A n d i t 
is done w i t h an offensiveness to our Federal system and to our 
system of checks and balances that I find ut ter ly deplorable. 

A f t e r Watergate, af ter the abuses of the executive branch, af ter 
the corporate-executive collusions that we have seen ranging f r om 
bribes and payoffs, and coverups, to subsidies, we are now asked to 
embark on a fur ther min imum 10-year program w i t h consequences 
in terms of defaults and payments extending wel l beyond 10 years, to 
bypass Congress, to close off access to the cit izenry, and to engage an 
energy author i ty which has about as much insulation f rom the publ ic 
accountabil ity as any inst i tut ion of quasi-government that lias ever 
been conceived, inc luding the New Y o r k Por t Au thor i t y . 

Th is proposal has much in common w i t h the Lockheed bailout. 
Wh i le much o f the discussion of the E I A proposal has focused on 
its use to subsidize development of a synthetic fuel industry, i t is 
also designed to bailout the nuclear power vendors and their electric 
u t i l i t y customers who are i n trouble due to mismanagement reminis-
cent of the Lockheed qual i ty of management, although its conse-
quences are much more serious i n terms of radioactive disaster. 

Thus, the nuclear manufacturers have repeatedly understated the 
problems involved in developing safety, re l iabi l i ty , and economic 
nuclear power, and electric u t i l i t y managers have unskeptically 
accepted such findings; fo r example, fo r many years Westinghouse 
used cutrate uranium supply long-term contracts to sweeten the deal 
when sell ing nuclear reactors to a u t i l i t y . Then in 1975, Westinghouse 
breached the uranium supply contracts due to the uranium price 
increases, which i t had not allowed for . 

Electr ic u t i l i t y managers have had their own managerial excesses. 
They have a long history of sloppy operation of nuclear powerplants, 
and they have persistently overstated the need for nuclear power by 
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overstat ing f u t u re demand f o r e lectr ic i ty t h rough the i r rate policies 
and other corporate practices. 

Today , reduced electr ic i ty demand and burgeon ing cap i ta l and 
u ran ium costs have caused u t i l i t y management to postpone or cancel 
dozens o f nuclear plants. 

N o w the nuclear vendors and some o f the i r electric u t i l i t y people 
want the Federa l Government to ba i l them out by creat ing E I A to 
finance expanded u ran ium enr ichment faci l i t ies, nuclear fue l reproc-
essing plants, and the purchase o f nuclear powerplants. 

I n short, the E I A proposal is an admission by the F o r d adminis-
t ra t i on and the nuclear indus t ry t ha t nuclear power cannot compete 
economically wTith a l ternat ive energy sources. 

The nuclear power ba i lout has been h igh l i gh ted by remarks of 
both President F o r d and Vice President Rockefel ler. I n a Septem-
ber 29, 1975, speech to a nat iona l convent ion o f construct ion unions. 
President Fo rd , announcing the proposed E I A , sa id : " * * * we need 
dramat ic act ion to produce * * * floating nuclear powerp lants on 
barges * * * and vast energy parks th roughout Amer ica . " 

A t an energy po l icy conference October 2d, Vice President Rocke-
fe l ler noted tha t 70 percent o f the nuclear powerplants projected f o r 
construct ion have been canceled due to cap i ta l problems. H e then 
suggested t ha t E I A m i g h t construct nuclear powerplants and make 
lease-purchase agreements w i t h electric ut i l i t ies. 

A n impo r tan t p a r t o f the W h i t e House proposal is to condi t ion 
E I A f inancial assistance f o r powerp lant construct ion on b i nd ing 
agreements w i t h State regu la tory commissions tha t they w i l l increase 
electric u t i l i t y rates to insure "adequate earnings to protect E I A ' s 
investment." 

Now, how much though t do you t h i n k President F o r d gave to t ha t 
statement? I don' t t h i n k he gave any th ing . I t h i n k t h a t was taken 
f r o m a mimeographed procedure. H e has repeatedly refused to meet 
a single t ime w i t h d ist inguished scientific and technical energy cr i t ics 
of nuclear power. W e have wanted to s i t down w i t h h i m and give 
h i m at least 1 hour o f the other side o f the nuclear power scene 
compared to a l l the hours he has been exposed to the promoters of 
nuclear power. 

I t h i n k i t is incumbent on al l Presidents to at least t r y to under-
stand wha t speechwriters p u t i n the i r mouths. A n d th is statement 
stands as one o f the most s tup id statements by any President i n 
deal ing w i t h a subject o f such grave responsib i l i ty o f heal th i n the 
U n i t e d States of Amer ica , or the economic wisdom of any proposed 
energy pol icy. 

The Federal " c a r r o t " of i n i t i a l Federa l financing of projects cost-
i n g hundreds o f m i l l i ons of dol lars wou ld be used to induce the 
desired State cooperation. I n the end, o f course, the local ratepayers 
wou ld be p a y i n g f o r the federa l ly constructed nuclear powerplants. 
I n th is respect, the E I A is a back-door route to Federa l preempt ion 
o f State control o f electric u t i l i t y rates so tha t ratepayers are forced 
to finance uneconomical nuclear powerplants. 

The fac t t ha t President F o r d announced the E T A p lan before an 
audience of construct ion un ion officials was, o f course, not accidental. 
H e is repeat ing the practice perfected by Vice President Rockefel ler 
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as Governor o f New Y o r k , where massive pub l ic spending on con-
s t ruc t ion projects was used to ga in the po l i t i ca l suppor t o f the 
construct ion lobby—banks, contractors, steel companies, cement com-
panies, other suppl iers, and the construct ion unions. 

I n h is speech to the un ion leaders, President F o r d even f o u n d 
v i r t ue i n the diseconomy o f nuclear powerp lan t construct ion by 
stressing to his job-count ing audience t h a t "400,000 man-years o f 
labor are requi red to construct p lan ts and manufac ture equipment 
f o r 50 nuclear powerplants. T h i s represents 650,000 man-years o f 
labor i n the t ime f rame requi red." 

O f course, he chose to ignore the judgment of detached specialists 
t h a t a greater number o f jobs better distr ibuted; geographica l ly , 
w o u l d be created. Re t ro f i t t i ng bu i ld ings, f o r example, as the A m e r i -
can I ns t i t u te o f Arch i tec ts showed, can produce more jobs and save 
more e lectr ic i ty a t lower cap i ta l costs t han nuclear power cou ld con-
t r i bu te over the next 20 years. 

B y the way, Senator P roxmi re , I w o u l d l i ke to submi t f o r the 
record an ar t ic le tha t appeared i n the Wash ing ton Star on Septem-
ber 21, 1975, by W i l l i a m Rangel , called, " H o w Rockefel ler 's M i d a s 
Touch T r i c k W e n t Sour . " The subt i t le is, " D o we w a n t to set up a 
$100 b i l l i o n energy agency a long the l ines of a device to he lp get 
New Y o r k C i t y i n such a p ick le?" 

A lso , I ' d l i ke to inc lude i n the record an ar t ic le f r o m the W a l l 
Street J o u r n a l about the $100 b i l l i on wh i te elephant where the W a l l 
Street J o u r n a l w r i t e r took th is proposal to task a number o f months 
ago (see p. 377). 

T h e proposal f o r creat ion o f E I A to increase Federa l subsidies 
to the nuclear power i ndus t ry is consistent w i t h the F o r d admin is t ra -
t ion's general po l icy o f f a v o r i n g tax and subsidy programs w h i c h 
d i ve r t scarce cap i ta l to energy producers as the p r i m a r y answer to 
our energy needs. Ene rgy conservation or efficiency receives l i p serv-
ice; bu t when the W h i t e House Office o f Management and Budge t 
cuts the E R D A and F E A energy conservation budgets, the F o r d 
admin is t ra t ion 's real po l icy o f f oo td ragg ing on energy conservat ion 
is revealed. 

A g a i n and again, Senator P roxmi re , the staff i n the F E A and 
E R D A who have been w o r k i n g on conservation have been d is i l lu -
sioned. I n F E A there is a r a p i d tu rnover and I understand Roger 
Sant is about to resign. A n d wh i l e he w i l l g ive the usual pub l i c 
reasons, p r i va te l y he is very d isappointed at the lack o f suppor t he 
has been ge t t i ng both f r o m the W h i t e House and f r o m his superiors 
i n the Federa l Ene rgy Admin i s t r a t i on . They have lost some very 
good people t ha t were w o r k i n g i n energy conservation, who have 
come to Wash ing ton to t r y to do the i r best, and are undercut by 
proposals such as t h i s ; and then leave. 

I t is in terest ing to note i n the general ly very good G A O testi-
mony, M r . Canf ie ld noted t h a t th is no t on ly doesn't emphasize energy 
conservation, th is proposal, bu t i t hampers i t by the w a y the b i l l 
is w r i t t en . 

A s an analysis by the Congressional Office o f Technology Assess-
ment concluded, E R D A ' s energy conservation plans are " t i m i d and 
under funded, despite s t rong congressional encouragement," and " the 
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lack o f an aggressive conservation p rog ram is also reflected i n 
E R D A ' s budget requests, w h i c h allocate less t han 2 percent o f i ts 
to ta l budget f o r conservation." 

W h y is conservation looked on i n rea l i t y w i t h hos t i l i t y , a l though 
the l i p service is always there by the Exxons and the Rockefel lers? 

Because, f i rs t o f a l l , i t reduces sales f o r o i l companies. I t reduces 
sales f o r electric companies. Because you don' t buy wha t you don ' t 
need. 

Second, i t doesn't develop th is massive capital-intensiveness tha t 
increases the sales and the pol i t ical-economic power o f g ian t 
corporations. 

There is a great way to whipsaw government when a few g ian t 
corporat ions have got cont ro l o f the energy f u tu re and supp ly i n th is 
country. Y o u can devise tremendous leverage i n Wash ing ton whether 
i t deals w i t h more tax preferences, more suppor t overseas f o r p lun-
der ing or any other policies tha t the o i l companies have been support-
ing, and seek to continue to support . 

The fac t is t ha t the E I A proposal is a symptom of an emerg ing 
struggle over a l locat ion of capi ta l between energy p roduc t ion and 
energy efficiency improvements. Energy-eff icient improvements are 
l i ke ly to be made outside the ma jo r area o f—domina ted by the energy 
monopoly. They are go ing to be made, f o r example, by smal l business 
re t ro f i t t i ng o f ex is t ing bu i ld ings, and homes and office bu i ld ings, by 
arch i tectura l engineer ing f i rms b u i l d i n g new efficient bu i ld ings, by 
and indus t ry and commerce, t h a t now purchase electric and home 
fuel , do ing so under efficient b u i l d i n g modif icat ions. 

So there is th is st ruggle tha t is go ing on. The energy indus t ry and 
i ts p roxy i n the W h i t e House is resist ing serious energy-saving po l i -
cies because lost sales o f energy w i l l be lost prof i ts. Proponents of 
energy conservation programs, on the other hand, are resist ing the 
f u r t h e r d ivers ion o f cap i ta l t o energy produc t ion by E I A because 
they know tha t there is a f in i te amount o f cap i ta l available. Hence, 
to the extent tha t E I A preempts available cap i ta l f o r use i n energy 
product ion, i t w i l l reduce the capi ta l tha t could be used f o r energy 
efficiency improvements. 

Ano the r possible consequence of E I A ' s d ivers ion of scarce cap i ta l 
t o energy produc t ion ra ther than energy conservation is an in -
creased need f o r impor ted oi l . Th i s could occur because general ly 
more energy can be produced by invest ing a do l la r i n energy efficiency 
improvements wh i ch save energy than can be produced by invest ing 
the same do l la r i n convent ional energy product ion. T h i s is on ly no t 
premised on a very comprehensive energy conservation approach, 
bu t i t is premised on the p rem ium off- the-top whether you do i t by 
p u t t i n g unproduct ive dol lars i n unproduct ive energy product ion or 
product ive dol lars i n product ive energy efficiency. 

I f cap i ta l is d iver ted to the less capital-eff icient op t ion of energy 
product ion, the loss i n cap i ta l efficiency must be made up by either 
i m p o r t i n g more o i l , or by d i ve r t i ng more cap i ta l i n to energy produc-
t ion, unless we rea l ly go a l l the way on energy efficiency. 

One outs tand ing example o f the super ior i ty o f investment i n energy 
efficiency over investments i n energy product ion has been prov ided b y 
Oh io State Un ive rs i t y ' s p rog ram of re t ro f i t t i ng ex is t ing campus 
bu i ld ings to use energy more efficiently. Oh io State has cut e lectr ic i ty 
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use as much as 63 percent and na tu ra l gas use as much as 78 percent 
by such b u i l d i n g modif icat ions as reduc ing ven t i l a t ion rates d u r i n g 
b u i l d i n g occupancy, conversion o f constant vo lume ven t i l a t ion sys-
tems t o var iab le volume systems, shu t t i ng down a i r h a n d l i n g systems 
when b u i l d i n g space is unoccupied, removal o f excess l igh ts , and 
adjustments i n cool ing system controls. 

I n the six bu i ld ings modi f ied and moni to red thus f a r , the un iver -
s i ty has cut e lectr ic i ty use by an average o f 36 percent and na tu ra l 
gas use by an average o f 61 percent. The $210,000 investment i n mod i -
f y i n g the bu i ld ings was repa id i n less than 8 months and the un iver -
s i ty is now ne t t i ng $340,000 per year on i ts investment. T h i s deals 
w i t h on ly six bu i ld ings, and they are extending th is po l icy t o other 
bu i ld ings on campus. T h a t can occur a l l over the count ry i n many 
bu i ld ings whether on campus or off campus. I t gives you an i l lus-
t r a t i o n o f the spectacular gains tha t can reduce th is pressure to r i p 
up more l and and sp i l l more o i l , and produce more dangerous nuclear 
powerplants. 

A n o t h e r example o f how capi ta l could be invested i n energy effi-
ciency to produce more energy t han an equivalent investment i n con-
vent iona l energy p roduc t ion was described i n a 1975 study by D o w 
Co. o f cogeneration o f i ndus t r ia l steam and electr ic i ty on fac to ry 
sites. The D o w study estimated t ha t e lectr ic i ty could be produced 
w i t h h a l f the energy and at ha l f the cap i ta l cost i f produced t h r o u g h 
cogeneration by indus t ry . 

I n fact , Senator P roxmi re , one o f the reasons f o r the r id icu lous ly 
l ow prices at wh i ch the electric u t i l i t ies sell e lect r ic i ty t o large in -
dustries, requ i r i ng a smal l homeowner, i n effect, to cross-subsidize, 
is t ha t they are f e a r f u l i f they charged these industr ies the pr ice they 
should be charged, tha t the industr ies w i l l produce the i r own 
electr ic i ty . 

F o r a var ie ty o f reasons, some of wh i ch I have a l luded to i n recent 
test imony before the Senate Commerce Committee, the Oh io State 
success i n re t ro f i t t i ng commercial - type bu i ld ings to save energy has 
not been w ide ly repl icated. S i m i l a r l y , there are ins t i t u t i ona l and 
financial barr iers to. the widespread adopt ion of i ndus t r i a l cogenera-
t i on o f e lectr ic i ty and steam despite the D o w study's pred ic t ion o f a 
20 percent rate o f re tu rn on investments i n cogeneration fac i l i t ies. 
T h a t is a f a i r re tu rn , bu t i t is not as much as what i ndus t r y l ikes to 
have on i ts t ype of re turn , pa r t i cu la r l y when you include the Federa l 
subsidy component. 

The F o r d admin is t ra t ion should be propos ing policies tha t d i ve r t 
cap i ta l i n to energy efficiency improvements such as those just de-
scribed. B y propos ing a po l icy wh i ch wou ld d i v e r t cap i ta l in to energy 
p roduc t ion ra ther than energy efficiency, the F o r d admin is t ra t ion is 
suppor t i ng a po l icy o f "less bang f o r a buck. " The E I A wou ld serve 
the vested interests o f the energy producers but the nat ional in ter -
est—along w i t h less po l lu t ion , less in f la t ion, more jobs and super ior 
consumer and fo re ign t rade va lue—would be better served by en-
courag ing a more economical ly efficient a l locat ion of resources to 
energy , efficiency improvements. 

Le t there be no mistake about the purpose of tender ing th is l u l l 
i n th is session o f Congress. I t is not to get th is b i l l th rough. T h i s 
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b i l l doesn't have a chance to get th rough. I t is to, i n effect, wean 
some Members o f Congress in to go ing p a r t o f the way, and to get tha t 
process underway o f dramat ic ineff iciency: a Federa l subsidy and 
guaranteed loans. 

T h e h is to ry o f of f -budget inst i tu t ions, the admin is t ra t ive problems, 
the problems o f such provis ions i n the b i l l , as th i s one, I wou ld l i ke 
to refer to jus t b r i e f l y — a n d i t deserves, one m i g h t say, a l i t t l e 
humor—page 13 o f the b i l l says, " F i n a n c i a l assistance w i l l be pro-
v ided i n a manner wh ich , to the extent possible, does not enhance 
undu ly the recipient 's compet i t ive pos i t ion." 

Y o u w i l l note, Senator P roxmi re , t h a t on page 15 and i n the defi-
n i t i on o f "agency," i t c lear ly excludes th is au tho r i t y f r o m the Free-
dom of I n f o r m a t i o n A c t , and near the end o f the b i l l , where i t ta lks 
about the env i ronmenta l impact statement, you w i l l see tha t , such as 
on page 43, you w i l l see tha t there are grave doubts whether the en-
v i ronmenta l impact statement law has any app l ica t ion to some of 
those decisions. 

I n conclusion, I w o u l d l i ke to note tha t i f you wou ld l i ke f u r t he r 
submissions to suppor t these points and make up the record more 
f u l l y , we wou ld be very happy to submit i n fo rmat ion . 

I hope t ha t th i s doesn't d ive r t the Senate's energy f r o m a much 
more i m p o r t a n t b i l l , S. 2932 and i ts amendments, wh i ch is supported 
by Senators H o l l i n g s and Kennedy, to rea l ly embark on a tough 
energy efficiency p rog ram f o r the Nat ion. 

I t is in terest ing to note t ha t some of these same people wTho are 
b r i n g i n g you S. 2532, t ha t l i t t l e o ld $100 b i l l i on Ene rgy Independence 
A u t h o r i t y , wh i ch is another " layer o f bureaucracy," those are the 
same people who came to Congress to oppose the $15 m i l l i o n a year 
nonregulatory , nonsubsidiz ing, consumer advocacy b i l l to represent 
the interest o f consumers on such matters o f energy. 

T h a n k you. 
[ M r . Nader 's prepared statement and the newspaper articles re-

fe r red to ear l ier f o l l o w : ] 

S T A T E M E N T OF R A L P H N A D E R 

Mr . Chai rman. Thank you fo r the oppor tun i ty to comment on the proposed 
Energy Independence A u t h o r i t y , wh i ch is a misnomer. I t should he cal led the 
"Energy Car te l Subsidy Ac t . " As the Cha i rman noted on Monday, the E I A 
sounds suspiciously l i ke the Lockheed Loan guarantee mu l t i p l i ed manyfo ld. 

Indeed, th is proposal has more in common w i t h the Lockheed bai lout than 
the Cha i rman may have noted. W h i l e much of the discussion of the E I A pro-
posal has focused on i t s use to subsidize development of a synthet ic fuels 
indust ry , i t is also designed to ba i l out the nuclear power vendors and the i r 
electr ic u t i l i t y customers, w i l i ch are i n t rouble due to mismanagement reminis-
cent of the Lockheed qua l i t y of management. The nuclear manufac turers have 
repeatedly understated the problems involved i n developing safe, rel iable, and 
economic nuclear power and electr ic u t i l i t y managers have unskept ica l ly ac-
cepted such claims. Fo r example, f o r many years Westinghouse used cut rate 
u ran ium supply contracts to sweeten the deal wThen sel l ing nuclear reactors to 
the electr ic u t i l i t ies . Then, i n 1975, Westinghouse breached i ts u r a n i u m supply 
contracts due to u r a n i u m pr ice increases w rhich i t had not a l lowed for . 

E lec t r ic u t i l i t y managers have had the i r own manager ia l excesses. They have 
a long h is tory of sloppy operat ion of nuclear power p lants and they have p e r -
s i s t e n t l y overstated the need f o r nuclear power by overstat ing f u t u r e demand 
fo r e lect r ic i ty . Today reduced e lect r ic i ty demand and burgeoning capi ta l and 
u ran ium costs have caused u t i l i t y management to postpone and cancel dozens 
of nuclear plants. Now the nuclear vendors and some of the i r electr ic u t i l i t y 
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customers want the federal government to bai l them cut by creat ing E I A to 
finance expanded u ran ium enrichment faci l i t ies, nuclear fue l reprocessing 
plants, and the purchase of nuclear power plants. I n short, the E I A proposal is 
an admission by the Ford Admin is t ra t ion and the nuclear industry tha t nuclear 
power cannot compete economically w i t h al ternat ive energy sources. 

The nuclear power bai lout motive of the E I A subsidy has been h ighl ighted 
by remarks of both President Ford and Vice President Rockefeller. I n a Sep-
tember 29, 1975, speech to a nat ional convention of construction unions, Presi-
dent Ford, announcing the proposed E I A , said . . we need dramat ic act ion 
to produce . . . floating nuclear power plants on barges . . . and vast energy 
parks throughout America." 

A t an energy policy conference on October 2, Vice President Rockefeller noted 
that 70 per cent of the nuclear power plants projected fo r construction have 
been cancelled due to capi ta l problems. He then suggested tha t E I A might con-
struct nuclear power plants and make lease-purchase agreements w i t h electric 
ut i l i t ies. 

An impor tant par t of the Wh i te House proposal is to condit ion E I A financial 
assistance for power plant construction on binding agreements w i t h state 
regulatory commissions that they w i l l increase electric u t i l i t y rates to ensure 
"adequate earnings to protect E IA ' s investment." The federal " ca r ro t " of i n i t i a l 
federal financing of projects costing hundreds of mi l l ions of dol lars would be 
used to induce the desired state cooperation. I n the end, of course, the local 
ratepayers would be paying fo r the federal ly constructed nuclear power plants. 
I n th is respect, the E I A is a back-door route to federal preemption of state con-
t ro l of electric u t i l i t y rates so that ratepayers are forced to finance uneconomical 
nuclear power plants. 

The fact that President Ford announced the E I A plan before an audience of 
construction union officials was, of course, not accidental. He is repeating the 
practice perfected by Vice President Rockefeller as governor of New York, 
where massive public spending on construction projects was used to gain the 
pol i t ica l support of the construction lobby—banks, contractors, steel companies, 
cement companies, other suppliers, of the construction industry. 

I n his speech to the union leaders, President Ford even found v i r tue in the 
diseconomy of nuclear power plant construction by stressing to his job-counting 
audience that " four hundred thousand man-years of labor are required to con-
struct plants and manufacture equipment fo r 50 nuclear power plants. Th is 
represents 650,000 man-years of labor in the t ime f rame required." Of course, 
he chose to ignore the judgment of detached specialists tha t a greater number 
of jobs would be created by spending an equal amount of money to promote 
energy conservation and small-scale, decentralized energy systems which d ra in 
away less capi ta l f rom other sectors of the economy. 

The proposal fo r creation of E I A to increase federal subsidies to the nuclear 
power industry is consistent w i t h the Ford Administ rat ion 's general policy of 
favor ing tax and subsidy programs which d iver t scarce capital to energy pro-
ducers as the pr imary answer to our energy needs. Energy conservation re-
ceives l ip service, but when the Whi te House Office of Management and Budget 
cuts the E R D A and F E A energy conservation budgets, the Ford Adminis t ra-
tion's real policy of footdragging on energy conservation is revealed. As an 
analysis by the congressional Office of Technology Assessment concluded, 
ERDA's energy conservation plans are " t i m i d and underfunded, despite strong 
congressional encouragement" and " the lack of an aggressive conservation 
program is also reflected in ERDA's budget requests, which allocate less than 
two percent of i ts to ta l budget for conservation." 

The fact is that the E I A proposal is a symptom of an emerging struggle 
over al location of capi tal between energy product ion and energy efficiency im-
provements. The energy industry (and i ts proxy i n the Whi te House) is re-
sist ing serious energy saving policies because lost sales of energy w i l l be lost 
profits. Proponents of energy conservation programs are resist ing the f u r t he r 
diversion of capi tal to energy production by E I A because they know tha t 
there is a finite amount of capital available. Hence, to the extent tha t E I A 
preempts available capital fo r use in energy production, i t w i l l reduce the 
capital that could be used fo r energy efficiency improvements. 

Another possible consequence of E IA ' s diversion of scarce capi ta l in to energy 
production rather than energy conservation is an increased need fo r impor ted 
oil. This could occur because generally more energy can be "produced" by 
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investing a dol lar in energy efficiency improvements which save energy than 
can be produced by investing the same dol lar in conventional energy produc-
tion. I f capital is diverted to the less capital efficient option of energy produc-
tion, the loss in capi tal efficiency must be made up by either impor t ing more 
oi l or by d iver t ing more capital into energy production. 

One outstanding example of the superior i ty of investment i n energy ef-
ficiency over investments in energy production has been provided by Ohio 
State Universi ty 's program of ret rof i t t ing exist ing campus buildings to use 
energy more efficiently. Ohio State has cut electricity use as much as 63 per-
cent and natura l gas use as much as 78 percent by such bui ld ing modifications 
as reducing vent i la t ion rates dur ing bui ld ing occupancy, conversion of con-
stant volume vent i l izat ion systems to variable volume systems, shut t ing down 
a i r handling systems when bui ld ing space is unoccupied, removal of excess 
l ights, and adjustments in cooling system controls. I n the six buildings modi-
fied and monitored thus fa r , the Universi ty has cut electr ici ty use by an aver-
age of 36 percent and natura l gas use by an average of 61 percent. The $210,-
000 investment in modi fy ing the buildings was repaid i n less than eight months 
and the Universi ty is now net t ing $340,000 per year on i ts investment. 

Another example of how capital could be invested i n energy efficiency to 
"produce"' more energy than an equivalent investment in conventional energy 
production was descsribed i n a 1975 study by Dow Chemical Company of 
cogeneration of indust r ia l steam and electr icity on factory sites. The Dow 
study estimated that electr ici ty could be produced w i t h ha l f the energy and 
at hal f the capi ta l cost is produced through cogeneration by industry. 

For a var iety of reasons, some of which I have al luded to i n recent testi-
mony before the Senate Commerce Committee, the Ohio State success i n retro-
f i t t ing commercial type buildings to save energy has not been widely repli-
cated. Simi lar ly , there are inst i tu t ional and financial barr iers to the wide-
spread adoption of indust r ia l cogeneration of electr ici ty and steam despite 
the Dow study's predict ion of a 20 percent rate of re tu rn on investment i n 
cogeneration faci l i t ies. 

The Ford Admin is t ra t ion should be proposing policies that d iver t capital 
into energy efficiency improvements such as those jus t described. By proposing 
a policy which would d iver t capi tal into energy production rather than energy 
efficiency, the Ford Admin is t ra t ion is supporting a policy of less bang fo r the 
buck. The E I A would serve the vested interests of the energy producers but 
the nat ional interest (along w i t h less pol lut ion, less inf lat ion, more jobs and 
superior consumer and foreign trade value) would be better served by en-
couraging a more economically efficient al location of resources to energy ef-
ficiency improvements. 

Thank you. 

[From the Wall Street Journal, Sept. 30, 19701 

MR. FORD'S $100 B ILL ION ELEPHANT 

(By Dennis Farney) 

Washington—"We don't seem to have a goal. F D R came i n w i t h a goal, but 
we don't seem to have one." 

So mused a pol i t ical ly conservative f r iend and adviser to President Fo rd 
one clay recently. To w in reelection, lie continued, the President w i l l have to 
offer the voters something more than repeated vetoes of congressional pro-
grams. "Something more than a W I N button." Something positive, fo rward-
looking. 

Then, rather surprisingly fo r a Republican conservative, he concluded: " I 
th ink we need a 10-point program." 

As i t happens, the Ford Whi te House contains a man who has spent a l i fe-
t ime enthusiastically developing jus t such programs. Tha t man is Nelson 
Rockefeller. And even as the Ford adviser spoke, Vice President Rockefeller 
was put t ing the finishing touches on perhaps his boldest, most controversial 
creation y e t : a p lan to channel $100 b i l l ion in to energy projects over the next 
decade. 

Last week, to the consternation of pract ical ly every one of the President's 
economic advisers, Gerald Ford endorsed the Rockefeller plan. The story of 
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how, and why, Mr . Rockefeller prevailed offers an in t r igu ing look at the 
impact of personality and pol i t ica l considerations upon decision-making at the 
Whi te House. 

A S I M P L E E X P L A N A T I O N ? 

Almost to a man, Ford admin is t rat ion economists are baffled that the con-
servative Mr . Ford opted fo r the scheme, w i t h i ts inherent bureaucracy, ex-
pense and federal intervent ion i n the capi ta l marketplace. B u t perhaps, as 
the conversation w i t h the President's f r i end suggests, the explanat ion is 
s imple: 

The President and some of his more pol i t ical ly oriented advisers had come 
to feel the need for some sort of "posi t ive" program for 1976. Nelson Rocke-
fe l ler had such a program—and the singleminded determinat ion to bu l l i t 
through. 

And bu l l i t through he did. T ime and t ime again, dur ing more than three 
months of inf ight ing, opponents l ike Economic Adviser A lan Greenspan, Treas-
ury Secretary W i l l i am Simon and Budget Chief James Lynn thought they 
l iad succeeded i n th ro t t l ing the ambit ious scheme. T ime and t ime again i t 
revived to confront them anew, l ike some great weed that could not be contained. 

Mr . Rockefeller was simply impervious to cr i t ic ism. " M r . Vice President, 
there is not one redeeming feature in your plan," a member of the Economic 
Policy Board snapped dur ing one point i n the debate. "Glad to have you 
aboard," Nelson Rockefeller replied genially. 

The long debate highl ighted a profound difference in outlook and philosophy 
w i t h i n the Ford administrat ion. The cr i t ics of the plan are cautious men, 
pessimistic about the abi l i ty of government to shape events, and opposed on 
pr inciple to government intervention. To them, big plans are always bad 
plans. 

B u t Nelson Rockefeller, that inveterate opt imist and problem-solver, is 
something else again. "He gets emotionally involved in very big stuf f—he feels 
l ike he's creating something," complains an opponent i n the recent debate. 
" H i s l i fe-long weakness is tha t he gets overly enthusiastic about solving the 
world 's problems. 

"When I see something l ike this, I th ink ' I f i t 's that big, i t can't be any 
good,' but when he sees i t , he th inks ' I f i t 's tha t big, i t 's got to be good.' " 

Indeed, the Rockefeller p lan is a l l of a piece, i n i ts swTeep and i ts financial 
s t ructure w i t h the Urban Development Corp. Mr . Rockefeller spawned as gov-
ernor of NewT York. The fact that the UDC has come periously close to financial 
collapse apparently d idn ' t inh ib i t the Vice President i n the slightest. H i s feel-
ing about the UDC, says an associate, is that i f he had remained i n Albany 
to watch over i t , i t wouldn' t be i n the shape i t 's in. 

Mr. Rockefeller began th ink ing about the plan af ter President Ford assigned 
h im to s tar t collecting ideas fo r a Ford domestic program next year. He 
plunged into his task w i t h his characterist ic a i ry self-assurance. 

One day, dur ing a discussion of some now-obscure aspect of domestic pol icy, 
a staffer warned Mr. Rockefeller that Treasury Secretary Simon would never 
go fo r the idea under consideration. "Who is Simon?" Mr . Rockefeller repl ied 
l ightheartedly. Then he answered l i is own question: 

"Just a bond-seller." 
Out of staff meetings and numerous work ing dinners at the Rockefeller resi-

dence here, the proposed agency took shape. I t would operate much l i ke the 
Depression-era Reconstruction Finance Corp. By guaranteeing loans and mak-
ing loans of i ts own, i t would t ry to steer $100 b i l l ion into a var iety of projects. 

Those projects, by definit ion, would be high-r isk projects, either too far-out 
or too huge to at t ract sufficient capital on thei r own merits. Mr . Rockefeller's 
proposed Energy Independence Author i t y would t r y to launch synthetic fue l 
plants using technological processes now in the research stage, fo r example. I t 
would promote "energy parks"—clusters of nuclear power plants or of con-
vent ional ut i l i t ies. To get construction moving, i t would even bui ld some major 
fac i l i t ies i tsel f—nuclear power plants, for example—then t r y to lease or sell 
them back to pr ivate industry. 

To launch the E I A the Treasury would buy almost $25 b i l l ion i n the publ ic 
corporation's stock, the purchases spread out over the first four or five years 
of the corporation's l i fe. A f te r 10 years, the E I A would go out of business. 
Then, in theory, the Treasury would devote the next decade af ter tha t recover-
ing the taxpayers' investments. 
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Would taxpayers get a l l their money back? I t ' s doubtful . Some of E IA ' s 
high-r isk loans might wel l prove bad and some of i ts high-r isk projects might 
wel l become whi te elephants. To offset these losses, the E I A would have to 
make profits on i ts other investment. 

As the p lan took shape, the Vice President began t r y ing to sell i t to top 
adminis t rat ion policymakers i n a series of meetings. And soon admin is t ra t ion 
men were tak ing sides—mostly the anti-Rockefeller side. 

Unequivocally against the scheme were Messrs. Greenspan, Simon and Lynn, 
as wel l as Economic Adviser Paul McAvoy, top aides i n the Federal Energy 
Office and an energy adviser on the Domestic Council staff. 

Philosophically, the opponents objected to the very idea of government 
meddling i n the marketplace. They feared i t would merely subsidize many 
investments tha t are going to be made i n any event. They argued tha t i t would 
hu r t other sectors of the economy by d iver t ing capital awTay f r o m them and 
noted that i t would create yet another bureaucracy i n an adminis t rat ion tha t 
supposedly is t r y ing to shr ink the bureaucracy. 

More equivocal were Federal Reserve Chairman A r t h u r Burns, Economic 
Adviser L . W i l l i a m Seidman and Commerce Secretary Rogers Morton, who 
had deep reservations but could see some arguments fo r the idea. " F r o m a 
pure economic basis i t 's very hard to defend," Mr . Mor ton said recently, but 
nat ional security requires steps to achieve energy "independence." 

Energy Chief F rank Zarb was an enigma to the end, seeming to oppose the 
scheme on some occasions, seeming to support i t 011 others. Whi te House Chief 
of Staff Donald Rumsfield funct ioned as a broker between the competing 
factions. 

Of course, the only man whose opinion real ly counted was President Ford. 
And according to one part ic ipant in the debate, the President accepted the 
Rockefeller idea, i n principle, months ago. 

B R E A K I N G A S T A L E M A T E ? 

This seems highly i ronic fo r a President who ceaselessly champions free 
enterprise and has repeatedly denied hard-pressed New York City the very 
k ind of loan guarantees he now advocates fo r some of the most powerfu l cor-
porations in America. Bu t Whi te House men say Mr . Ford is convinced tha t 
a new effort is needed to break the energy policy stalemate w i t h Congress. 
Moreover, he's impressed by arguments that the plan would create jobs and 
help sustain the economic recovery i n fu tu re years. 

The President announced his decision i n a meeting w i t h the Vice President 
and top adminis t rat ion policymakers almost two weeks ago. Even then, a par-
t ic ipant recalls cr i t ics of the plan made a last-ditch effort to change Mr . Ford's 
mind. Whi le the President l istened pat ient ly, they ran " two or three t imes" 
more. 

I n the end, those and other arguments against the idea may yet prevai l . 
The plan already has generated strong opposition i n Congress, w i t h con-
servatives opposing i t on fiscal grounds and l iberals denouncing i t as a give-
away to big business. Even the businessmen i t supposedly would benefit are 
divided on i ts merits. I n a te l l ing admission, a top Whi te House official con-
cedes pr ivately that the idea probably w i l l go nowhere i n Congress. 

I t ' s possible tha t the controversial idea could become a pol i t ica l minus fo r 
Mr . Ford next year. B u t that 's conjecture, and Mr. Ford is a stubborn man 
who doesn't change his mind easily. He now has a program, a "posit ive" pro-
gram, and chances are you' l l be hearing a lot about i t f r om h im i n the months 
ahead. 

[ F r o m the W a s h i n g t o n S t a r , Sept . 21, 1 9 7 5 ] 

I l o w R O C K E F E L L E R ' S M I D A S - T O U C H T R I C K W E N T SOUR 

(By W i l l i a m Ringle) 

I n Nelson A. Rockefeller's baggage when he came to Washington was a 
formula f o r ' h i s equivalent of the philosopher's stone and the universal solvent 
rol led into one. 

L ike the philosopher's stone, this wonder-working device seemed to t u r n 
baser substances ( i n Rockefeller's case, paper bonds) in to gold, or at least 
money. 
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L i k e the un iversa l solvent, i t seemed to dissolve obstacles—especially publ ic 
debt, the need fo r more taxes, troublesome legislators, reca lc i t ran t voters, re-
l uc tan t un ion bosses and po l i t i ca l l iab i l i t ies . 

Th is magic device was cal led the publ ic au tho r i t y . 
A lmos t any t ime Rockefel ler had a ma jo r money problem i n Newr Y o r k — 

how to prov ide un ivers i ty or menta l hospi ta l bui ld ings, housing f o r those of 
l ow and midd le incomes, or commuter r a i l r oad cars—he created a pub l ic 
au tho r i t y . 

Las t spring, the publ ic au tho r i t y tu rned out to have s t i l l another, po l i t i ca l , 
advantage : I f i t goes bel ly up, i t does so a f te r the creator is long gone and i t 
gives big t rouble to his opposit ion. 

I n A p r i l one of Rockefel ler 's pet author i t ies, the U r b a n Development Corpo-
ra t ion , became the first ma jo r publ ic agency i n New Y o r k State ever to declare 
i tse l f unable to meet i ts debts. "The Impossible Happens : U D C Goes Broke , " 
said a N e w Y o r k T i m e s headline. By t ha t t ime Rockefel ler was comfor tab ly 
ensconced f a r away i n Washington. H i s Democrat ic successor, Gov. H u g h 
Carey, who by then had scarcely had t ime to l ea rn the way to his office, was 
forced to p ick up the pieces. 

Republ icans i n New Yo rk have yet another bonus i n prospect. The U D C was 
ba i led out, to the tune of a ha l f b i l l i on dol lars, bu t only tempora r i l y ( u n t i l 
Nov. 1, 1976) : The odds are t ha t Carey next year again w i l l be forced i n to the 
t ime-consuming, d is t rac t ing and embarrassing business of c leaning up another 
U D C mess. 

I n addi t ion, New7 Yo rk State's Hous ing Finance Agency, s t i l l another Rocke-
fe l le r publ ic au tho r i t y ( i t is the agency tha t markets bonds f o r pub l ic au-
thor i t i es ) wh i ch needs to borrow7 $300 m i l l i on a mon th j us t to t read wTater, 
served not ice on the state j us t las t week tha t i t has no re l iab le source of funds 
i n sight. 

Yet , w i t h the smoke f r o m U D C s t i l l on the hor izon and the U F A troubles 
looming, Vice President Rockefel ler—whose sense of t i m i n g i n the past has 
been less than exquisi te—has peen pushing f o r the same general k i n d of 
answer to the nat ion's energy prob lems: a publ ic au tho r i t y t h a t wou ld float 
bonds and raise up to $100 b i l l ion . 

Rockefel ler 's idea was to create a "new government corpora t ion" t h a t w o u l d : 
Guarantee loans fo r p r i va te indus t ry , or 
Raise money by sel l ing i ts own government-guaranteed bonds and then make 

d i rect loans to indus t ry . 
"Theore t ica l l y , " expla ined T h e W a l l S t r e e t J o u r n a l , w h i c h first revealed the 

scheme, "Wash ing ton wou ld be able to steer great quant i t ies of p r i va te money 
i n to v i t a l areas w i t hou t t y i n g up great quant i t ies of publ ic money." 

Because th is is almost exact ly the language Rockefel ler used i n p romot ing 
his author i t ies i n Xew Y o r k State, i t may be w o r t h w h i l e to look a t how and 
w h y these developed and w h a t has happened to them. 

The publ ic author i ty—somet imes cal led the "publ ic benefit co rpora t ion"— 
i n i ts p r i s t ine f o r m is s imply a means of l e t t i ng the users of publ ic pro jects 
pay f o r them. 

Fo r example, an au tho r i t y m igh t be set up to bu i l d and operate an express-
way or a bridge. To raise the money, i t wou ld sell bonds. Over the years, to 
pay off the bonds w i t h interest , and to pay f o r operat ing the road or br idge, 
i t wou ld charge tol ls. The pro ject successfully financed by an au tho r i t y wou ld 
l i t e r a l l y pay f o r i t se l f—be "sel f l i qu ida t ing , " i n the government l ingo. 

The au tho r i t y classical ly is used to do a job t ha t has an ex t ra d imension 
or is not i n the state's usual l ine of work . Fo r example, an au tho r i t y m i g h t 
operate power p lants to generate and sell e lect r ic i ty i n par tnersh ip w i t h a 
fo re ign government. Or i t m igh t prov ide a f a c i l i t y t ha t transcends o rd ina ry 
po l i t i ca l boundaries (such as bu i ld ing and operat ing a sports s tad ium to serve 
t w o conunties, or a fa rmer 's marke t serv ing a vast region of many ci t ies and 
count ies ; or a seaport or a i rpo r t serv ing a w ide reg ion) . 

The members of an au tho r i t y , of ten three to six i n number, operate as a 
k i n d of f ree-wheel ing board of directors. They combine the flexibility and in-
dependence of a p r i va te business w i t h the power of government. 

I n any na r ra t i ve of Rockefel ler 's enchantment w i t h publ ic author i t ies , t w o 
men loom large. One is his fo rmer al l-purpose b ra in t rus ter , W i l l i a m J. Ronan. 
The other is John N. Mi tche l l , once one of the nat ion's leading mun i c i pa l 
bond lawyers who was la te r to become President Nixon 's a t torney general. 
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I n the early 1950s, Ronan, then dean of the New York Universi ty Graduate 
School of Public Admin is t ra t ion and Social Science, directed a state commis-
sion's pioneering study of public authorit ies. I t is s t i l l somewhat of a col-
lector's i tem among students of government. I n 720 pages i t described the 
uses and abuses of public authorit ies. 

They operate—in secret, i f they wish—outside the conventional controls by 
elected officials. 

And they can, by selling bonds, run up debt w i thout the approval of the 
voters or the legislature. This is perhaps the most important aspect of the 
author i ty because many state governments are forbidden by their constitu-
tions to go into debt ( that is, to borrow by selling bonds or notes) w i thout 
obtaining the voters' approval. The public author i ty is a way around tha t 
obstacle. 

(A few may recall that Rockefeller became governor i n 1958 af ter tak ing the 
hide off his predecessor fo r runing up an $879 mi l l ion debt, a l l approved by 
the voters. F i f teen years later, when Rockefeller le f t office, the state debt 
was l isted as $11 bi l l ion, w i t h only $3 b i l l ion of i t approved by the voters. 
The rest had been run up by public authorit ies.) 

Ronan's study also noted that the debt acquired by authori t ies is not subject 
to those ear ly-warning systems, state or municipal debt ceilings. A public au-
thorty 's debt is i ts own obligation and is not lumped i n w i t h tota l state debt. 

. . Many public authori t ies i n New York have been created to avoid debt 
l imi ts ," said the Ronan-directed study. 

Despite the authori t ies' freedom f rom state restrictions, Ronan's study con-
jectured that i f an author i ty could not meet the payments on i ts bonds and 
went broke, the state's taxpayers would have a tac i t obligation to pay i ts 
debts. This, he said i n 1956, could be a "mora l obligation." (Prophetic words: 
That is exactly what happened af ter the UDC declared insolvency in Apr i l . ) 

Rockefeller la id the foundat ion for public author i ty financing i n 1960 w i t h 
the Housing Finance Agency. By then, Ronan, the old maestro of the public 
author i ty , was Rockefeller's administrat ive alter ego. And Mi tchel l generally 
gets credit fo r d ra f t i ng the H F A legislation, of which more w i l l be said 
later. 

Gradual ly, authori t ies prol i ferated. I n 1962, confronted w i t h the need for 
hundreds of mil l ions, perhaps bil l ions, to enlarge the state university, Rocke-
fel ler created the State Universi ty Construction Fund. 

Then, there was the Mental Hygiene Faci l i t ies Improvement Fund to erect 
buildings at mental hospitals ( in those days a big par t of every state's budget). 
Both sold their bonds through the HFA . 

The UDC came along in 1968, af ter voters had defeated two low-income 
housing bond issues. By then even the legislature was balky. A n angry Rocke-
fe l ler—who had hoped to get the " revolut ionary" legislation enacted to counter 
black host i l i ty af ter the assassination of Ma r t i n Luther K i n g Jr.—threatened 
to wi thho ld patronage and veto bi l ls the legislative rebels were interested in. 
The UDC b i l l passed. 

Rockefeller's authori t ies had a twist . The projects they financed did not 
exactly pay fo r themselves—they were not "sel f- l iquidat ing," al though he 
continues to insist they were. 

What Rockefeller d id was to spin off some conventional state responsibili-
ties, such as the construction of college buildings or mental hospitals, and give 
the job to a public author i ty . 

Since these kinds of structures d id not themselves generate any new rev-
enues, as a new to l l road or a bridge would, he then earmarked students' fees 
and mental hygiene patients' fees to pay off the bonds. 

Because such fees previously had been going into the state's general funds, 
th is mean the slack would have to be taken up by tax revenues. So, the bonds 
indirect ly were being repaid by the taxpayers, even though the debt tech-
nical ly had been shi f ted f rom the state's books to the authorit ies'. 

Besides the bookkeeping sleight of hand, the author i ty device provided a 
number of advantages. 

One, whether he intended i t or not. was pol i t ical. Rockefeller was then run-
ning for president and t rumpet ing "pay as you go." The author i ty gimmick 
enabled h im to go around the nat ion and claim that he was doubling the size 
of the state universi ty or adding $300 mi l l ion in mental hospital space wi thout 
adding to the state's debt and wi thout rais ing taxes. This claim, a legal t ru th 
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but a p rac t ica l misrepresentat ion, made Rockefel ler seem l i ke some k i n d of 
admin i s t ra t i ve mi rac le worker , an aura t h a t he reta ins i n some quar ters 
today. 

Another was t ha t au thor i t ies enabled Rockefel ler to avo id the cumbersome, 
t ime-consuming process of government—the approval by legis lators, w h o m 
Rockefel ler does not ho ld i n h igh esteem a t any level, and the voters, who 
were demonstrably against more publ ic housing and m igh t have resisted the 
badly needed state un ivers i ty expansion. The author i t ies enabled Rockefe l ler 
to exercise his considerable "papa-knows-best" inst incts. 

F ina l l y , the author i t ies had the benefit of postponing, i f only f o r a wh i le , 
the need to raise taxes. 

I t was not long a f te r Rockefel ler 's first venture i n to pub l ic au thor i t i es t h a t 
his tact ics began to d r a w fire. 

As ear ly as 1963, two corporat ions t h a t ra ted state bonds—Dun & Brads t ree t 
and Moody's Bond Survey—were w a r n i n g of the consequences. " . . . T h e state, 
i n a shower of po l i t i ca l l y or iented slogans, is resor t ing to bo r row ing t h r o u g h 
special agencies and is increasingly ea rmark ing revenues f o r th i s new debt , " 
said D&B . " A cont inuat ion of these policies could eventual ly affect the state's 
c red i t s tanding . . ." 

A f t e r several years, D & B and Moody's, fo l lowed by S tandard & Poor's, low-
ered New York 's t r ip le -A cred i t r a t i n g a notch. 

Ins tead of ac t ing to curb Rockefel ler , the p ian t leg is la ture t u rned on the 
bond-rat ing companies w i t h threats to ou t l aw them. 

The dour state comptro l ler , A r t h u r Lev i t t , repeatedly lambasted Rockefel ler 's 
"backdoor financing" " f iscal legerdemain" and "phan tom debt . " 

Rober t Morgenthau, the Kennedy-picked Democrat w i io r a n against Rocke-
fe l le r i n 1962, a r t i cu la ted the case against the author i t ies . B u t he proved such 
an ins ip id campaigner t ha t no one l istened. Besides, his c r i t i c i sm, l i ke Lev i t t ' s , 
was discounted as coming f r o m a Democrat . 

The fledging Conservat ive par ty , made up largely of apostate Republ icans, 
also had the au tho r i t y issue p inned down i n 1962, but i t s s t r iden t across-the-
board objections to any government spending a l l bu t downed i t out . 

M i t che l l p layed a ma jo r ro le i n mak ing the au tho r i t y bonds more pa la tab le 
to bond buyers. Since the bonds were issued by publ ic au thor i t ies alone— 
ma in l y the UDC or U F A — t h e y d id not have the " f u l l f a i t h and c red i t " of the 
state behind them. 

Obta in ing tha t wou ld requ i re the approva l of the voters, w7hich Rockefe l ler , 
a f te r h is setbacks, was re luc tant to seek. 

M i t che l l is given credi t f o r language i n the H F A l a w acknowledging the 
" m o r a l ob l iga t ion" of the state to make good on bonds should an a u t h o r i t y 
collapse. Other states adopted the same language. 

Theoret ica l ly , th is wou ld reduce the r i sk so t h a t buyers wou ld accept them 
at a lower interest rate. However , since the collapse of U D C and New Y o r k 
Ci ty 's latest insolvency, t h a t hope is somewhat beside the point . New York ' s 
" m o r a l ob l igat ion" is indeed being cal led upon—to the tune of $285 m i l l i o n 
of the taxpayers ' money f o r U D C bonds, to date. 

The other money to meet UDC's debts was bor rowed last spr ing f r o m such 
places as a state f u n d tha t pays claims when there's no insurance a f t e r an 
accident, f r o m the state employes' re t i rement system and f r o m a consor t ium 
of savings banks. Thus, i t is possible t h a t the taxpayers w i l l have to re imburse 
them and may end up pay ing the ent i re ha l f b i l l ion . Ye t the U D C was to have 
been a device, l i ke Rockefel ler 's proposal f o r a federa l energy agency, t o avo id 
" t y i n g up great quant i t ies of publ ic money." 

I I o w d i d New Yo rk State get i n such a pickle? 
One reason was tha t the leg is la ture was not only t ractable, bu t f ound the 

hazards of au tho r i t y bor rowing, a l though simple i n concept, beyond i ts n a r r o w 
a t ten t ion span. 

Many others cont r ibuted to the mess. They i nc lude : A subservient State 
Budget D i v i s i o n ; a t r us t i ng and adu la tory press ( w i t h the except ion of the 
N e w Y o r k T i m e s , wh i ch spoke out ear ly and o f ten against the backdoor bor-
r ow ing ) ; a neut ra l ized band of l ibera ls who d idn ' t quest ion the means so long 
as they approved of the ends; and t rade unionis ts who savored the good jobs 
t ha t the subsequent construct ion generated. 

Rockefel ler 's new federa l proposal—for an Energy Resources F inanc ing 
Corporat ion—seems to be get t ing more scru t iny than he was accustomed to i n 
A lbany . 
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A l a n Greenspan, cha i rman of the Counci l of Economic Adv i res , blasted d r a f t 
proposals because of the " v i r t u a l l y unconstra ined" scope of the corporat ion's 
operations. The corporat ion i tse l f could get in to almost any aspect of the 
energy business, or could bankro l l others. 

The corporat ion could avo id deal ing w i t h those persnickety bond buyers 
who were such a nuisance i n Albany. The d r a f t leg is la t ion wou ld pe rmi t i t to 
sell bonds to t rus ts and fiduciaries tha t are under federa l control . 

T h a t means t ha t money going in to the Social Secur i ty " t r u s t f u n d " or other 
re t i rement money could be " invested" i n ERFCO. A n d i f E R F C O per formed 
i n the manner of U D C or I I F A , pension money wou ld be lost and the Un i ted 
States wou ld have to step i n and make up the difference. 

W i t h his new corporat ion, Rockefel ler wou ldn ' t have to resort to John 
Mi tche l l - insp i red suggestions of "mo ra l ob l igat ion" i n order to make the bonds 
at t ract ive. The b i l l say they 'd be backed by the " f u l l f a i t h and c red i t " of the 
Un i ted States. 

The CHAIRMAN. T h a n k you, M r . Nader, f o r a devastat ing presen-
tat ion. 

I t h i n k tha t your catalog of problems tha t th is b i l l presents is 
most he lp fu l . The Freedom of I n f o r m a t i o n A c t exemption, the 
exempt ion i n the Federa l publ ic contracts, apparent ly an exemption 
f r o m the Na t iona l Env i ronmen ta l Po l icy A c t not i n the budget, 
no approp r ia t i on f o r , or congressional review, and others; you rely 
very heav i ly on conservation. A n d you indicate your hope fo r the 
Kennedy -Ho l l i ngs b i l l , wh i ch I t h i n k seems to be a very good b i l l . 

B u t how real ist ic is i t , rea l ly , to re ly th is heavi ly on conservation ? 
M r . NADER. I t is very real ist ic because you are r e l y i ng on 
The CHAIRMAN. I am t a l k i n g about the po l i t i ca l problem. 
M r . NADER. Yes; I t h i n k i t is f o r several reasons. 
One is, we are t a l k i n g o f changing human behavior. W e are ta lk -

i n g o f changing arch i tectura l standards. W e are t a l k i n g of changing 
energy efficiency i n automobiles. W e are t a l k i n g of changing in -
dus t r ia l processes. 

The CHAIRMAN. L e t me just s tar t off w i t h the arch i tectura l stand-
ards. 

W e pased a b i l l out o f the Senate. I t ' s over i n the House now. 
T h a t wou ld require conservation i n insu la t ing homes, and so f o r t h , 
so tha t the cost o f—the energy cost o f heat ing wou ld be reduced. 
W e are hav ing a te r r ib le t ime i n the House over tha t , and indicat ions 
are tha t we probably won ' t be able to get i t th rough. 

I n a l l fairness to the admin is t ra t ion, they are suppor t ing that , and 
they are suppor t i ng i t v igorously. A n d they are p lead ing w i t h the 
Members o f the House to adopt i t . B u t th is is a mat ter tha t is very 
hard. No mat ter where you t u r n here, you step on the toes of people 
who are deeply interested; i n th is case, the homebuilders and the 
architects. 

M r . DELOSS. L e t me make a po in t about tha t . I t is t rue that the 
admin is t ra t ion deserves credi t f o r a change fo r suppor t ing a pro-
gram, a regu la tory p rogram, to require energy efficiency because tha t 
is wha t is wha t i t is, a nonfiscal approach. 

B u t t ha t p rog ram won ' t take effect f o r at least 5 years when you 
analyze the t imetable i n the b i l l , and the real ly impor tan t t h i n g f o r 
the next decade is to do something about ex is t ing bu i ld ings ; that 
legis lat ion on ly applies to new construction. 
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Now, the b i l l t ha t we have test i f ied on before the Senate Commerce 
Commit tee, S. 2932, does focus on ex is t ing bu i ld ings and ex is t ing 
manu fac tu r i ng plants. A n d tha t is the k i n d of area where we need 
ac t i v i t y to have some effect i n the next couple of years. 

The CHAIRMAN. I couldn ' t agree w i t h you more. B u t i f a much 
m i lde r b i l l w i t h tha t l ong t imetable is hav ing such a very d i f f icu l t 
t ime, wha t prospect do we have tha t we can get leg is la t ion o f the 
k i n d tha t you support? 

M r . DELOSS. W e l l , the fac t is t ha t S. 2932, because i t is no t a 
mandatory regula t ion b i l l , because i t is something of an incent ive 
type of legis lat ion and involves a f o r m of loan guarantee and in ter -
est subsidies, m i g h t not r u n in to tha t k i n d o f resistance. 

The b i g po in t is t ha t the A d m i n i s t r a t i o n d i d come i n and tes t i f y 
against tha t k i n d of legis lat ion wh i ch we t h i n k wou ld have the k i n d 
o f short- and medium-range impact t ha t they have been t a l k i n g about 
when they t a l k about the need to reduce o i l impor ts . 

The CHAIRMAN. I agree, bu t we may have a veto. The arguments 
have been, and, f r a n k l y , I am not we l l enough i n f o rmed to know 
how f a i r th is argument is. The argument has been t ha t the Demo-
crats aren' t very f a r f r o m the Republ icans here. 

Senator Jackson, who has been a leader i n the energy area, has 
made proposals very s imi la r to V ice President Rockefel ler 's proposal. 
So the problem of ge t t i ng a substant ia l m a j o r i t y o f Congress f o r 
the k i n d o f energy conservation p rog ram wh ich you t h i n k is log ica l 
and I t h i n k i t is too 

S i r . DELOSS. W e are aware o f th i s problem. Senator, and we are 
hos t ing a conference r i g h t here on Cap i to l H i l l M a y 20 and 21st 
to educate Congress and the pub l ic and the media. I t is a conferecne 
ent i t led, "Pub l i c Policies to Promote Ene rgy Eff ic iency." A n d I 
w i l l be g lad to send you a l l the mater ia l re la t ing to tha t conference. 

W e are go ing to inv i te everybody and we are hav ing a number 
o f experts f r o m a l l over the count ry . W e w i l l be able to i n f o r m 
Congressmen and the i r staff members on the potent ia l i n th is area and 
there w i l l be an extended discussion specif ical ly on the pub l ic po l icy 
in i t ia t ives. 

T h e CHAIRMAN. I congratulate you on that . I t h i n k i t is ve ry 
construct ive k i n d o f action. 

M r . NADER. Senator, let me jus t say, f i rs t o f a l l , I t h i n k the 
po l i t i ca l rea l i t y o f ge t t i ng the energy efficiency b i l l t h r o u g h is much 
greater t han the po l i t i ca l rea l i t y o f ge t t i ng th is b i l l th rough . 

Second, you don' t f i nd any verbal opposi t ion to energy efficiency 
compared to any other p rogram. They jus t don ' t wan t to push i t , bu t 
they are real ly very re luctant to oppose i t verba l ly because i t 
basical ly is accountable f o r efficiencies on the p a r t o f in termediate 
consumers and final consumers of e lectr ic i ty and fuel . T h a t holds 
t rue f o r insurance companies, banks, indus t ry , as we l l as the u l t ima te 
consumer. 

I t h i n k the Congress has been so d iver ted by these foo l ish proposals 
t ha t are coming up f r o m the executive branch f o r the last 3 years, 
a l l th is corporate subsidy g i m m i c k r y and a l l these p r i c i n g shenani-
gans tha t Congress has not had an opo r tun i t y to b u i l d u p na t iona l 
suppor t f o r an energy-efficient pol icy. 
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N o w tha t some of the p r i c i n g problems have got ten shunted to 
the side f o r some 40 months, you can concentrate on b u i l d i n g up 
a constituency f o r energy efficiency. A n d I say t ha t i t is there a l l 
over the count ry , and i t is also there i n some areas of i ndus t ry who 
are advocat ing" the sale o f equipment t ha t permi ts energy to be 
consumed more efficiently. 

So you have got a business lobby tha t can potent ia l l y be coordin-
ated to suppor t your efforts. 

The CHAIRMAN. W e l l , I won ' t w r i t e off th is b i l l as hav ing no 
chance. W e have had support f r o m the A F L / C I O . W e have had 
the suppor t of many b i g i ndus t r i a l f i rms wh i ch is, as you pointed 
out, wou ld ga in—then ga in great ly . 

A lcoa came i n and testif ied th is morn ing . So I t h i n k there is 
some possib i l i ty tha t th is m i g h t pass the House and Senate, and 
I wou ldn ' t w r i t e i t off. I t has the formidable support o f the Admin i s -
t ra t ion , pa r t i cu la r l y the V ice President. 

W o u l d you deny th is b i l l wou ld increase supply? Y o u see, the 
ma in logic they have, i t wou ld seem to me, is tha t a l though th is may 
underwr i te inefficient processes, i t w i l l b r i n g on a greater supply 
then wTe have now. 

F o r example, V ice President Rockefel ler said tha t one of the 
th ings th is b i l l wou ld pe rm i t wou ld be the construct ion of a p ipel ine 
t h rough Canada; a gas p ipel ine tha t wou ld p ick up bo th A laskan 
and Canadian gas and b r i n g i t to the M i d d l e West. 

H e argues tha t i t wou ld be very, very ha rd to expect i nd i v i dua l 
corporat ions to do tha t w i thou t some k i n d o f government suppor t 
because the cost w o u l d be so great. 

T h a t wou ld increase the supply of na tu ra l gas. W h y won ' t t ha t 
be h e l p f u l i n your energy si tuat ion? 

M r . NADER. F i r s t o f a l l , t ha t assumes tha t there isn ' t avai lable 
.pr ivate cap i ta l to b u i l d the pipel ine. A n d I don ' t t h i n k they can 
Substantiate t ha t assumption. A f t e r a l l , you know the o i l com-
panies were ready to b u i l d pipel ines on the i r own f r o m Alaska. W h e n 
A laskan pr ice of o i l i n th is count ry was at $3.50 a barrel . I t is now 
up to $12 a barre l . T h a t is a lo t o f incentive. 

The CHAIRMAN. I t is an incentive, bu t as M r . Peterson argued— 
and I w ish you wou ld answer th is because I t h i n k th is was the 
stronger argument. W e have heard the d i f f icu l ty f o r these firms is 
there is such an enormous d i f fe rent ia t ion i n cost. I n the M i d d l e East , 
the cost o f o i l is a smal l f rac t i on o f wha t i t is offshore there, or 
offshore i n A laska or Mexico, and these new synthetics coming on tha t 
m i g h t increase the supp ly , the cost is even h igher . 

So the r i sk f o r them go ing in to these areas is so immense, and 
the amount o f money invo lved is so great tha t they can't do i t w i t h -
out government assistance. 

M r . NADER. I must disagree because the oi l companies already took 
tha t r i sk before the 1973 embargo: t o exp lo i t and sell A laskan o i l 
at $3.50 or $4 a barrel . A n d i t is now sel l ing f o r more than 3 t imes 
that . A n d wh i le some of the i r costs have gone up, c lear ly you have 
got a lo t o f leeway there. 

They were w i l l i n g before '73 to d r i l l and produce and t ransmi t 
A laskan o i l at a pr ice less than one t h i r d of wha t i t is sel l ing now. 
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The CHAIRMAN. B u t you have the hard , cold facts tha t they have 
not developed these other al ternatives. They haven' t bu i l t—there is 
no ind ica t ion they are go ing to b u i l d the Canadian pipel ine. There 
is no ind ica t ion they are go ing to come on w i t h a gasi f icat ion or 
l i qu i f ac t i on p lan t i n a b i g way f o r coal. There is no progress i n the 
shale area; none o f these areas. 

M r . NADER. Y o u have to ask yourse l f : A t wha t pr ice supply? T h a t 
is, the cap i ta l t ha t comes out o f the E I A is so unproduct ive per B t u 
t ha t p re t t y soon you ask you rse l f : are a l l k inds o f other a l ternat ives 
more cheap? Solar, r i g h t now, starts to become very a t t rac t ive f o r 
generat ing electr ic i ty. 

W i t h th is k i n d of massive pr ice cost, th is E I A , they are ho is t ing 
themselves by the i r own petard. O n one hand i t is go ing to take 
enormous cap i ta l per B tu -produced and on ly th is government pro-
g r a m can guarantee to backstop i t . 

T h e n tha t raises the quest ion: " W e l l , now, wha t other al ternat ives 
suddenly become very economical ly a t t ract ive since the ce i l ing pr ice 
f o r the synthetics has gone so h i g h ? " 

I t h i n k you are go ing to see w i t h i n 1 year. Senator, the detai led 
plans f o r solar-generated e lect r ic i ty t h a t can be bu i l t , s ta r t i ng now, 
t h a t is compet i t ive w i t h those alternat ives. , 

M r . DELOSS. Senator, i n regards to the h i g h r i sk contrasted w i t h 
the rate o f re turn , where M r . Peterson ta lked about $15,000 per 
bar re l o f cap i ta l requi red f o r , let 's say, o i l shale development, now, 
I t h i n k I understand wha t he is t a l k i n g about. There is $15,000 in-
vestment per bar re l per day o f product ion. W e l l , you produce 365 
barrels a year then. T h a t means tha t t ha t $15,000 d i v ided by 365 
barrels is $41 development cost per bar re l on an annual ized basis. 

Now, they are go ing to get, a few years f r o m now even under pr ice 
controls, the pr ice of o i l is go ing to rise, let's say i t went to $14, $14 
is one- th i rd o f $41, so they get a 33 percent rate o f re turn . 

The CHAIRMAN. W h a t they are t a l k i n g about is $300 of cap i ta l 
investment i n the M i d d l e East compared to about $3500 i n the G u l f 
o f Mexico. 

M r . DELOSS. B u t they don' t have tha t op t ion anymore. They aren' t 
able to invest i n the M i d d l e East today. They don ' t have any low-
pr iced opt ions anymore. They on ly have h igh-pr i ced options. 

The CHAIRMAN. I do have other questions. U n f o r t u n a t e l y , t ime is 
r u n n i n g by. W e have two other witnesses who are pa t ien t l y wa i t i ng . 

L e t me jus t ask one quest ion; because you h i t th is so hard , I know 
how s t rong ly you feel i t , and I agree w i t h you. 

Y o u argue i n your statement t ha t th is b i l l wou ld be a ba l iou t o f 
nuclear power indus t ry i n the electr ic faci l i t ies. E I A w o u l d be 
author ized t o construct nuclear power fac i l i t ies and to purchase 
and lease back faci l i t ies. 

Y o u contend tha t 70 percent o f nuclear p lants projected f o r con-
s t ruc t ion have been cancelled due to cap i ta l problems. W h e r e do 
you get you r figures ? 

M r . NADER. YOU mean 77 percent ? 
T h e C H A I R M A N . Y e s . 
M r . NADER. Those are jus t constant ly repeated i n the New Y o r k 

T imes and W a l l Street Journa l . I am sure they come f r o m the 
A t o m i c I n d u s t r i a l F o r u m or the Ed ison E lec t r i c Ins t i tu te . 
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M r . DELOSS. The 70 percent figure i n the test imony was taken 
f r o m Vice President Rockefel ler 's address to an energy conference 
last October, bu t there are more exact tabulat ions o f postponements 
and cancellations, and so on, avai lable f r o m a number o f sources, 
i nc lud ing the N R C and E R D A . and the indus t ry i tse l f . A n d we 
can supply any number of those f o r the record. 

The CHAIRMAN. W e l l , the V ice President testif ied t ha t most o f the 
money, i n th is b i l l wou ld go in to nuclear plants. T h a t is wha t he 
t o l d us. T h a t was his test imony. 

Now, i f most o f the nuclear p lants on the d r a w i n g boards are being 
cancelled, who is go ing to buy the fac i l i t ies a f ter E I A bui lds them ? 

M r . DELOSS. W e l l , there is a real i rony go ing on here. A s M r . 
Simpson said yesterday, the problem is tha t the marke t f o r nuclear 
powerplants is gone and the reason the market is gone is because 
of the pr ice elast ic i ty i n the area of electr ic i ty consumption. 

Now, t ha t is wha t th is admin is t ra t ion was preaching last year about 
energy p r i c i n g i n wh i ch they were fighting o i l -pr ice controls and 
gas-price controls. They wanted the prices to go up so pr ice elast ic i ty 
wou ld decrease consumption. T h a t was p a r t o f the i r argument. 

Now, where i t has worked most successfully is i n the area of 
electric consumption. A n d yet here comes the admin is t ra t ion , j ump-
i n g i n and saying, "Ho r ro r s? Pr ice elast ic i ty has worked here. 
E lec t r ic consumers have used less electr ic i ty due to the increased 
price. 

" N o w there is no market f o r nuclear powerplants. W e have got 
to do something. W e have got to j u m p i n w i t h a subsidy." T h a t is 
what is go ing on here. They are t r y i n g to have i t bo th ways. They 
are saying they wan t pr ice elast ic i t } ' ; they want consumers to respond 
to prices by us ing less. B u t when they do, they wan t to pump 
i n and ba i l out an indus t ry where the market has slumped. 

The CHAIRMAN. I f the E I A and the b i l l is p r i m a r i l y nuclear 
faci l i t ies, w i l l those fac i l i t ies then end up i n the hands o f the Govern-
ment because they are too inefficient? Now, because the b i l l is w r i t t e n 
to guarantee tha t the ratepayers w i l l subsidize these u t i l i t ies eventu-
a l ly , i t begins w i t h the taxpayer subsidizing, then the State regula-
t o r y commission is required to adjust rates, so the ratepayers end up 
pay i ng f o r these th ings. 

Bel ieve me. the indus t ry is not go ing to end up ho ld i ng the bag. 
M r . NADER. The devices f o r the government to buy them and lease 

them back to the ut i l i t ies . 
M r . DELOSS. I m i g h t po in t out tha t I jus t f ound out yesterday 

f r o m t a l k i n g to somebody who attended a br ie f ing on the Energy 
Independent A u t h o r i t y by M r . Zausner o f F E A — w h o may s t i l l be 
here i n the audience—that i n add i t i on to the descr ipt ion t h a t is i n 
th is test imony o f the way the E I A wou ld cond i t ion these lease-pur-
chase agreements on cooperation by the State regu la tory agency to 
prov ide rates h i g h enough to finance the purchase by the u t i l i t y , 
on the lease-purchase agreement, t ha t i n add i t ion to tha t , the in ter -
pre ta t ion of th is l istener at the br ie f ing tha t I heard about, was tha t 
the Regu la tory Commission wou ld have to go f u r t h e r and prov ide 
enough g ravy i n the rates so the next t ime tha t u t i l i t y wanted to 
buy a nuclear powerp lant , i t wou ld be able to buy i t out o f i ts income 
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f r o m the rates and i t won ' t have to come back to the E I A f o r another 
lease-purchase agreement. 

I n other words, there is g ravy on top of g ravy here. T h i s is rea l ly 
a loaded set o f condit ions t ha t they wan t to at tach so tha t you are 
not on ly p reempt ing the State regu la tory role here, bu t you rea l ly 
are k i n d o f f o r c i ng the purchase of nuclear powerp lants t h a t the 
marke t does not pa r t i cu la r l y need. 

M r . NADER. Senator, i t w i l l encourage b i d d i n g f o r unproduct ive , 
or excessive r isk, as I i n te rp re t prices. I n section 3020, page 10 o f 
the b i l l , i t says the au tho r i t y author ized and empowered i n i ts sole 
discret ion, and upon such terms and condit ions as i t may determine 
to p rov ide financial assistance. 

Jus t another i l l us t ra t i on o f how much is closed off f r o m the ac-
countab i l i t y to the taxpayer and the consumer. 

I do want , i n 1 m inu te to summarize the reasons f o r the conser-
va t ion al ternat ive. The c la im is t ha t h i g h r i sk energy p roduc t ion 
opt ions require Government aid. T h a t is the c la im tha t is made by 
the proponents here. 

The lowest r i sk investment are investments i n energy efficiency 
by m a k i n g bu i ld ings and indus t r y more eff icient; f o r example, t ha t 
is the lowest r isk. Fu r the rmore , investments i n energy efficiency 
p rov ide the quickest r e t u r n on investment. There is a much shorter 
leadt ime, t han i n the case, say, o f atomic power, wh ich , qui te apar t 
f r o m i ts te r r ib le safety problems, requires 10 years or more f o r 
const ruct ion—and other exper imenta l technologies, w h o knows, maybe 
20 or 40 years. I rea l ly find i t abominable, and very , very reveal ing, 
how l i t t l e a t tent ion is p a i d to solar energy i n th is b i l l . 

There are exp l i c i t references to suppor t i ng nuclear power b u t 
there is jus t—oh, yo urea l ly have to s t ra in to see whether there w o u l d 
be a possible in te rpre ta t ion f o r solar energy i n th is area. 

The great f u tu re energy source f o r the p lanet E a r t h is here today 
i n some appl icat ions and coming much more r a p i d l y even w i t h o u t 
Government aid. T h a t is how compel l ing i t is. 

Now , t ha t is the t ipo f f r i g h t there. 
The CHAIRMAN. Gentlemen, t hank you very , very much. 
A s I have said, devastat ing test imony. W e very much appreciate 

i t . 
O u r final witnesses are a panel o f Rober t Na than , Wash ing ton , 

D.C. , and Professor M u r r a y L . Weidenbaum. 
Gentlemen, I apologize to bo th o f you. Y o u are m i g h t y pat ient . 
I understand, M r . Weidenbaum, you have to leave. So you go 

r i g h t ahead, sir. Y o u understand tha t the prob lem is t ime. The ent i re 
statement w i l l be p r i n ted i n f u l l i n the record. 

STATEMENT OF PROFESSOR MURRAY L. WEIDENBAUM, DIRECTOR, 
CENTER FOR THE STUDY OF AMERICAN BUSINESS, WASHINGTON 
UNIVERSITY, ST. LOUIS, M0. 

M r . WEIDENBAUM. T h a n k you very much. I have submi t ted a 38-
page analysis, wh i ch I do hope you w i l l include. 

The CHAIRMAN. I t w i l l be p r i n ted i n f u l l i n the record (see p. 397). 
M r . WEIDENBAUM. L e t me summarize m y statement very br ie f ly . 
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The case against the E I A is compel l ing on economic, financial, 
and admin is t ra t ive grounds. 

F i r s t o f a l l , there is no case f o r a Federa l subsidy f o r energy de-
velopment, i n the first place. The energy indus t ry has shown i t is 
f u l l y capable of ra is ing large sums o f capi ta l f o r commercial energy 
projects. The energy indus t ry has a s t rong financial structure. I t s 
prof i ts are now jus t about average f o r manu fac tu r i ng companies. 

The demand f o r energy is not s ta t ic ; i t is not decl in ing. Eve ry 
forecast shows i t is r is ing. The reason tha t p r i va te development of 
new energy sources isn' t f o r thcoming is i t doesn't pay, the way 
Congress has geared pub l ic po l icy , f o r new p r i va te energy invest-
ment i n new energy sources because o f pr ice controls and regulatory 
policies. 

M y paper boils down to the simple po in t t ha t i f you wou ld let 
the market wo rk , i f you wou ld e l iminate the pr ice controls on exist-
i n g fue l sources, as the pr ice of ex is t ing energy sources rises, the 
cost o f new energy sources w i l l become competi t ive. There won ' t 
be a need f o r a Government subsidy. 

Now, cer ta in ly an increase i n energy prices is pa in fu l . A n y pr ice 
increase is pa in fu l . B u t the way to deal w i t h in f la t ion isn ' t to con-
t a i n a specific pr ice. T h a t is a classic way to create a shortage. A s 
the fo rmer Cha i rman o f the J o i n t Economic Commit tee we l l knows, 
there are many ways tha t Congress can fight in f la t ion. A n d s i t t i ng 
on energy prices usual ly isn ' t one o f them. 

A s R a l p h Nadar po inted out—oh, I am almost uncomfortable 
agreeing w i t h h i m so much on th is subject, and no doubt vice versa— 
we have dampened down the demand f o r energy because of the sharp 
pr ice increases t ha t have occurred. 

Now, when you look at the b i l l , I t h i n k the most compel l ing reason 
f o r oposing the E I A b i l l is jus t to read i t . I t is a fasc inat ing docu-
ment. 

F i r s t of a l l , i t wou ld p u t Government in to p r i va te business, in to 
own ing energy fac i l i t ies and in to p roduc ing and sel l ing energy 
on the marke t to consumers. T h a t is wha t i t says i n the b i l l . I go 
in to deta i l on tha t . 

I f there is any concern about a lack of credi t f o r energy, I suggest 
tha t a Government credi t p rog ram doesn't create more funds. I t 
rearranges the use o f funds. W h a t the Congress needs to consider 
is in i t ia t ives to st imulate a greater flow of p r i va te savings i n the 
first place. 

C lear ly , E I A is a budget subterfuge. Yes, i t m i g h t conceivablv 
generate of fset t ing revenues bu t don' t let t h a t f oo l you. A n d I am 
sure i t won' t . There are p len ty of agencies i n the budget t ha t generate 
revenues. Jus t because a Federa l agency w i l l generate of fset t ing 
receipts, tha t is no reason f o r keeping i t out o f the budget, because 
by tha t standard, the I B S ought to be an off-budget agencv. I t 
generates f a r more revenues than i t costs the Treasury. 

A n d i n terms o f the admin is t ra t ive problems, people don' t recal l 
sufficiently the circumstances under wh ich the Reconstruct ion Finance 
Corpora t ion—the previous large Government credi t p rog ram fo r 
business—was terminated, f u l l o f scandal. 
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Wel l , what does th is t h i n g t r y to do? I t sets up so many restric-
t ions to avoid the R F C - k i n d of problem tha t , i t 's unworkable. I n 
my statement I just l is t 11 di f ferent restrictions. I won' t repeat them 
now. 

F o r a prospective energy project to j u m p those 11 hurdles, either 
i t is impossible or even i f they do i t , i t w i l l take so long tha t t ha t 
1985 target date fo r energy independence s t i l l won' t be achieved, 
even i f they spent the $100 b i l l ion . 

I jus t implore the Members of the Congress to read the b i l l ; to 
look at the details. Real ly , the unworkable details are p i led on 
top of each other i n sett ing up th is new Government program. B u t 
there is one t h i n g that needs to be emphasized, tha t is, the regulatory 
barr iers to domestic energy product ion. 

There have been a number of studies wh ich I cite i n m y f u l l 
statement saying that one of the ma jo r impediments to new domestic 
energy product ion i n the U n i t e d States is the great uncer ta inty 
resul t ing f r o m the environmental legislation. Even i f those cases 
where finally the project passes the environmental regulatory hurd le , 
there is s t i l l such great uncerta inty as to when the project w i l l finally 
meet a l l of the requirements, a l l of the l i t i ga t ion wh ich is predictable. 

Y o u can set up the most pol lu t ion- f ree energy program, and I 
predict the previous witness, or his f r iends, w i l l set up a suit to 
oppose i t . A n d i f they lose, they w i l l set up another suit. A n d i f 
they lose, they w i l l set up s t i l l another suit. I f anyth ing, they have 
increased the por t ion of the nat ional income going to the legal pro-
fession. B u t t ha t is another point . 

T o summarize, i n terms of ant ic ipated results, I have analyzed 
official statements and there is no relat ionship between the amount 
of money that w i l l be spent and the results tha t w i l l be for thcoming. 
W h y $100 b i l l ion? W h y not $50 b i l l ion? The only reasen I can give 
you f o r $100 b i l l i on is i t 's a nice round number. A n d I suggest tha t 
instead of M r . Peterson knock ing off the last zero, I wou ld knock off 
the first integer. 

I n summary, here is wha t is w rong w i t h the so-called Energy 
Independence A u t h o r i t y : 

One: I t avoids deal ing w i t h the fundamenta l need to prov ide basic 
market incentives. 

I f you are concerned about conservation, let the pr ice system 
work. I t w i l l g ive more incentive f o r product ion and more incentive 
f o r conservation. 

T w o : There is no ind icat ion tha t th is p rogram w i l l result i n any 
increase i n domestic energy product ion. 

Three : I t w i l l be extremely cumbersome. 
F o u r : I t ignores the sad lessons of h is tory. I t is another R F C ; and 
F i v e : The Federal Government could very w i l l w i n d up own ing 

and operat ing commercial p lants and sel l ing commercial products. 
T h a t is envisioned r i g h t i n the b i l l . 

Instead of tha t approach, I urge the committee to consider 
seriously the other alternatives avai lable: 

1. Greater reliance on normal market incentives. 
2. Reducing regulatory barr iers to the use of ex is t ing energy 

sources and the development o f new ones. 
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8. S tockp i l i ng petro leum to reduce the threat o f embargo. 
4. Encourag ing research and development of new domestic energy 

sources. A n d , 
5. More effective use of ex is t ing energy supplies. 
T h a n k you very much. 
T h e CHAIRMAN. T h a n k y o u . 
Now, i f i t is a l l r i g h t w i t h M r . Nathan, I w i l l go ahead and 

question M r . Weidenbaum br ief ly . 
I t h i n k th is is a very fine paper, inc identa l ly , and extremely 

logical and we l l organized. 
I know, however, t ha t you don ' t pu t much emphasis on wha t the 

previous witness d id , conservation. Th i s isn ' t one of your , or is i t — 
d i d I miss i t ? I t doesn't seem to be one o f your p r i nc i pa l points. 

M r . WEIDENBAUM. I t is the po in t , "encourage more effective use 
o f ex is t ing energy sources." O n the first two pages I po in t out t ha t 
l e t t i ng basic economic forces, the pr ice system, work , w i l l bo th 
dampen down demand as wTell as encourage supply. T h a t is the basic 
a l ternat ive to the E I A . 

The CHAIRMAN. YOU say t ha t to the extent the Federa l Govern-
ment v ia the E I A stands ready to share the financing of new projects, 
the l i ke l ihood of p r i va te cap i ta l investment i n r i sky ventures w i l l 
d imin ish. 

Do you c la im, then, cont rary to other witnesses, tha t p r i va te capi ta l 
w i l l finance these r i sk ventures, such as o i l shale and the trans-Canada 
pipel ine i f the Federal Government does not get involved. 

M r . WEIDENBAUM. I contend i n m y paper t ha t as uncontro l led 
market prices o f ex is t ing energy sources rise over t ime to the cost 
level o f new energy sources, l i ke synthetics and gasif ication, then i t 
w i l l become economical to go ahead w i t h shale, coal gasif ication, et 
cetera, w i t h o u t a Government subsidy. 

The CHAIRMAN. I see the t roub le w i t h the s i tuat ion. Y o u may 
we l l be correct. W e don ' t know, o f course. B u t , f o r one th ing , you 
have had controls. Y o u may get controls again i f you—even i f you 
take them off . A n d we are phasing them out, bu t you may get 
controls at another t ime. Perhaps even more troublesome i n the fact 
t ha t we are p o u r i n g tremendous amounts o f money i n to research 
and we are l i ke l y to come on w i t h new developments here t h a t m igh t 
reduce costs ra ther sharp ly i n some of these areas. 

Maybe they won ' t , bu t they very we l l m igh t . So the uncer ta in ty 
is great, I t h i n k t ha t is the ma in pa r t o f the agrument tha t appeals 
to me on the other side. Cer ta in ly i t is so great t h a t unless you 
provide some k i n d of p rog ram o f th is sort, pr ice guarantees, loan 
guarantees, and so f o r t h , t ha t p r iva te corporat ions s imp ly cannot 
take the r i sk to get in to these areas wha t wou ld produce more 
energy. 

M r . WEIDENBAUM. Sometimes you have to defend the pr iva te 
enterprise system against i nd i v i dua l p r iva te enterprisers. I am 
struck by the ab i l i t y o f th is system to wo rk , i f you let i t work . I n 
other words, Amer i can indus t ry has, over the years 

The CHAIRMAN. I t lias, M u r r a y , bu t wou ldn ' t / you agree tha t i t is 
a very unusual s i tuat ion i n energy now w i t h the colossal efforts we 
are mak ing to improve our technology and recogniz ing wha t tech-
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nology has done over the last 30 or 40 years. A t o m i c energy is 
re la t ive ly new and so is space t rave l . A l l these th ings are tremendous-
l y new revelations. A n d i f I were i n a corpora t ion and had to make a 
judgment as to whether o r no t to go ahead w i t h a h a l f b i l l i o n o r 
b i l l i on do l la r pro jec t t ha t w o u l d take several years to b u i l d I must 
say I wou ld be very concerned about w h a t the pr ice s t ructure might-
be 5 or 10 years f r o m now. 

M r . WEIDENBATJM. Yes. B u t I also, i f I were i n t ha t posi t ion, w o u l d 
have supposedly the benefit o f hundreds of m i l l i ons o f do l lars t ha t 
w o u l d be spent by E R D A on demonstrat ions, on p i l o t projects, 
on p i l o t p lants. Because th is b i l l doesn't on ly exclude research, i t 
excludes development. 

I n other words, the supporters of th is b i l l , I t h i n k , are f o r g e t t i n g 
the vast sums of Federa l Government money t ha t E R D A w i l l be 
invest ing i n new technology d u r i n g the r iskiest stage—that is the 
development of new energy sources. The p roduc t ion and the d is t r i -
bu t ion , w h i c h is the stage o f the process envisioned here, w i l l come 
a f te r the h igh - r i sk E R D A projects. 

The CHAIRMAN. YOU are a s t rong free marke t man and I h i g h l y 
respect tha t . I t h i n k there is an enormous amount o f m e r i t i n tha t 
i n our system. 

However , I t h i n k you have to recognize i f we deregulate o i l we 
may get back to the very serious prob lem tha t p rovoked the wors t 
recession we had since the great depression, t h a t because energy 
in f la t ion enormously increased prices and pr iced people out o f the 
m a r k e t ; there were other elements causing the in f la t ion bu t I t h i n k 
the fundamenta l cause was the colossal increase i n the pr ice o f 
energy. 

N o w , m i g h t th is no t happen again i f you jus t took off the controls, 
completely deregulated na tu ra l gas tomor row and so f o r t h ? 

M r . WEIDENBATJM. I got caught i n the cross-fire i n the f a l l o f 
1973 because I u rged a st i f f increase i n energy prices p lus a s t i f f 
increase i n energy taxes. So a po r t i on o f the added cost to t h t con-
sumer wou ld go no t to corporate treasuries bu t to the U .S . T reasury , 
and tha t money could be recycled i n to the economy i n a progressive, 
no t a regressive way. 

The CHAIRMAN. Then, i f you do tha t , wha t effect on conservat ion 
w o u l d you get? 

I t h i n k you have to do something l i ke t h a t perhaps, bu t I am not 
sure tha t you w o u l d get an effective marke t discipl ine. 

I understand. The fe l low w i t h the $5,000 or $6,000 a year income 
who has to d r i ve 20 or 30 miles to wo rk , i f he is go ing to have a 
job and the pr ice o f gasoline goes to $1, he is go ing to be i n a te r r i b le 
posi t ion. 

W h a t you w o u l d do is r e f u n d p a r t o f tha t increase to reduce h is 
net pr ice to 60 cents a ga l lon ? 

M r . WEIDENBATJM. Precisely. The State o f Wiscons in re funds A 
po r t i on o f the sales tax on the income tax . 

T h e CHAIRMAN. Tha t ' s r i g h t . B u t when you do tha t , you don' t 
get the conservation tha t you get i f you jus t re ly on the market . 
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Y o u are not r e l y i n g on the market . Y o u are s imp ly s h i f t i n g around 
the oppo r tun i t y to be t ranspor ted. 

M r . WEIDENBAUM. Senator, I t h i n k the experience o f D e t r o i t i n 
recent months is very inst ruct ive. W h e n gasoline prices were r is ing, 
people were b u y i n g compacts l i ke mad and the effect was the b i g 
gas guzzlers were s i t t i ng on the lots unsold. 

I n recent months, when the prices have come down, the compacts 
and subcompacts are s i t t i ng on the lots unsold and the l u x u r y car 
sales are booming. 

The pr ice system does w o r k i f we give i t a chance. 
The CHAIRMAN. I t does, bu t then I am t h i n k i n g of something 

else. I f you p u t t ha t no t ion you have in to effect, and prov ide enough 
so tha t the man wTith the modest income could s t i l l d r i ve to work , 
you s t i l l wou ld devastate, f o r example, the recreat ion indust ry . 

I n our State o f Wisconsin, i t is the t h i r d biggest indus t ry . I t is 
an indus t ry t ha t i f the pr ice o f gasoline goes up sharp ly to $1 or 
$1.25 a ga l lon people m i g h t have enough and tha t wou ld be the 
way we wou ld opt , I presume, to get to work . B u t they wouldn ' t 
be able to d r i ve to nor thern Wisconsin. 

The CHAIRMAN. A l o t o f them wou ld jus t stay home. 
W h a t I am saying is we have to do th is and we have to recognize 

when we do i t , we have to have our eyes open to see i f the effect on 
the economy could be serious and the effect on unemployment , the 
effect on investment i n recreat ion and other areas is perhaps more 
than we m i g h t otherwise expect. 

M r . WEIDENBAUM. B u t , Senator, the basic po in t i n m y paper is 
i t is an anomaly to see the Congress make l i f e d i f f icu l t f o r develop-
ment o f energy sources by keeping down prices w i t h one hand and 
then p r o v i d i n g the ba i lou t to the energy indus t ry v ia these proposed 
subsidies w i t h the other hand. 

" T h e L o r d g ive t l i and the L o r d taketh away. " I t is one of those 
situations. 

The CHAIRMAN. Jus t one final question. Y o u don' t touch on the 
nat iona l securi ty argument. T h i s is one t h a t has been raised by the 
V ice President and i t is pushed very ha rd , the argument t ha t we are 
becoming more and more depended on the M i d d l e East wh i ch is 
extremely uncer ta in and unsure, t h a t we are i m p o r t i n g now 40 
percent o f our consumption. I t w i l l be 50 or 60 percent u n t i l wre 
take act ion o f th is k ind . 

However expensive these alternatives w i l l be, we w i l l have them. 
There w i l l be more gas, more o i l , i f we proceed w i t h th is k i n d o f 

a p rog ram than we w o u l d have otherwise and i n a na t iona l securi ty 
emergency we w o u l d be f a r better off . 

W h a t is you r answer to tha t? 
M r . WEIDENBAUM. M y answer to t h a t appears on the last page o f 

m y statement where I u rge s tockp i l ing pet ro leum to reduce the 
th rea t o f embargo. 

T h a t c lear ly wou ld deal w i t h the very real nat iona l securi ty concern. 
The CHAIRMAN, I t w o u l d f o r awhi le, b u t t h a t b i l l is a good b i l l 

and I suppor t i t , bu t i t wou ld prov ide perhaps a 6 months ' or a 
year strategic reserve. W o u l d t h a t be enough? 
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M r . W E I D E N B A U M . I w o u l d t h i n k so i n d e e d . 
T h e C H A I R M A N . N o t m e e t t h e b l a c k m a i l i n g e f f e c t o r t h e p o w e r 

effect o f our not hav ing adequate resources to proceed more t han 
6 months or a year. 

S i r . W E I D E N B A U M . B e c a u s e , a f t e r a l l , w e a r e s t i l l o n e o f t h e w o r l d ' s 
majo r producers of petroleum. Th i s count ry can w i t hs tand t ha t 
k i n d o f s i tua t ion f a r more effectively t han Japan or Western Europe . 

T h e C H A I R M A N . T h a n k y o u v e r y , v e r y m u c h . 
S i r . W E I D E N B A U M . T h a n k y o u , s i r . 
| The f u l l statement and add i t iona l mater ia l f o l l o w s : ] 

T H E C A S E A G A I N S T A N E N E R G Y I N D E P E N D E N C E A U T H O R I T Y 

( B y M u r r a y L . Weidenbaum) 

NOTE.-—Mr. Weidenbaum is Director of the Center for the Study of American Business 
:it Washington University in St. Louis and an adjunct scholar at the American 
Enterprise Institute. The views expressed are entirely personal. 

Tl ie case against set t ing up a $100 b i l l i on Energy Independence A u t h o r i t y is 
compel l ing—on economic, financial, and admin is t ra t i ve grounds. M y analysis 
of th is proposed federa l credi t subsidy f o r energy development shows numer-
ous shortcomings. 

Th is statement summarizes a more detai led study scheduled to be publ ished 
by the Amer ican Enterpr ise Ins t i tu te . 

T H E B A S I C Q U E S T I O N : W H Y A FEDERAL S U B S I D Y ? 

Before get t ing to the technical aspects of c red i t programs, le t us address the 
basic issue: W h y does the domestic energy indus t ry need federa l c red i t assis-
tance? I t is not a mat te r of the size of the under tak ing. Large commerc ia l 
energy projects, such as the $7 b i l l i on A laska pipeline, do proceed w i t h p r i va te 
financing. 

Nor is i t a question of the weak financial condi t ion of the energy indus t ry . 
A l t hough the p ro f i tab i l i t y of the ma jo r o i l companies has been exaggerated i n 
much of the popular discussion, the indust ry 's ra te of r e t u r n over the years 
is about average f o r manu fac tu r ing companies. I t s asset s t ruc ture is qu i te 
strong. 

Ne i ther is i t a question of a stat ic or dec l in ing demand fo r energy. I n d i v i d u a l 
estimates vary , and fo r good reason, yet every forecast of f u t u r e energy con-
sumpt ion i n the Un i ted States shows a r i s i ng t rend, f a r beyond the capaci ty 
of ex is t ing domestic energy sources. W h y then is there such l i m i t e d in terest i n 
the pr iva te sector is going ahead w i t h the development of new domestic energy 
sources ? 

The answer is c lea r : under present circumstances, many such under tak ings 
ei ther are uneconomical or are restr ic ted by federa l regu la tory programs. The 
cost of competi t ive, convent ional sources of energy general ly is much lower. 
B u t the s i tua t ion is l i ke ly to change as the resul t of basic economic forces, 
i f we let them work . I t also could be improved by adopt ing more sensible regu-
la to ry policies. 

I n coming years, as more marg ina l and thus h igher cost convent ional energy 
supplies are used, the gap is l i ke ly to na r row between the cost of fue ls f r o m 
ex is t ing sources and potent ia l a l ternat ives—and then new sources such as syn-
thet ics could become compet i t ive w i t h o u t government subsidy. Yet we must 
real ize t h a t the pr ice of convent ional energy i n the Un i ted States is being kept 
a r t i f i c ia l l y low by government pol icy. Of course wTe a l l p re fer to pay less f o r 
something ra ther t han more, bu t tha t is ha rd l y a guide to sensible publ ic act ion. 

Clear ly, the lower t ha t the pr ice of ex is t ing f ue l sources is 'kept, the less 
a t t rac t i ve is the prospect of developing new domestic energy. A n i m p a r t i a l ob-
server can only gaze i n w ronderment a t an approach to pol icy wh i ch f i rs t keeps 
convent ional f ue l prices a r t i f i c ia l l y low (v ia government controls) and then 
f inds t ha t new domestic energy sources w i l l not be developed on a sufficient 
scale w i t h o u t government help. The s i tua t ion is made worse by the uncer ta in ty 
a r i s i ng f r o m the l im i ted dura t ion of ex is t ing pr ice controls. Given the h igher 
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wor ld price, the controls give domestic companies an incentive to hold off pro-
duct ion un t i l the fu tu re t ime when the controls may be l i f ted. 

A more s t ra igh t fo rward state of af fa i rs is to el iminate the special price con-
trols on exist ing conventional fuels. Such action - w i l l both encourage fu r ther 
explorat ion and s imul taneous ly promote greater conservation. As the price 
of convention fue l rises to the cost of new energy, there w i l l be an automatic 
incentive for pr ivate companies to move ahead. Bu t given the normal desire to 
minimize r isk, pr ivate investments w i l l be deterred as long as there is a strong 
possibi l i ty that the federal government w i l l step i n and assume the r isk. 

To those who are concerned that r is ing energy prices w i l l be inf lat ionary, we 
must point out tha t holding dowrn ind iv idua l prices is not the way to fight in-
flation ( i t is a classic wray to create a shortage). The basic method to dampen 
down inf lat ionary pressures is wel l-known—deal With the forces that influence 
the overal l pr ice level by reducing' the budget deficit and main ta in ing a moder-
ate monetary policy. 

MORE GOVERNMENT I N B U S I N E S S 

The Energy Independence Au tho r i t y w i l l represent a major involvement of 
government i n sectors of the economy t rad i t iona l ly the responsibil i ty of pr i -
vate enterprise. The federal government w i l l become a major factor i n financing 
energy industries. 

To the extent tha t the federal government, v ia the E I A , w i l l stand ready to 
share the financing of new projects, the l ikel ihood of pr ivate capital being 
w i l l i ng to finance the more r isky energy undertakings on i ts own is l i ke ly to 
diminish. B u t E I A w i l l be more than a financing mechanism. As the agency 
is authorized to make "h igh-r isk" loans, the possibi l i ty of defaul t by pr ivate 
borrowers certa in ly w i l l arise and E I A w i l l w i n d up owning and operating the 
projects that i t finances. 

So long as E I A meets the vaguely worded' " restr ic t ions" imposed by the legis-
lat ion, i ts Board of Directors w i l l have great discretion i n selecting the com-
panies to receive financial aid, the types of assistance, and the terms on which 
the assistance is provided. Unfor tunately, h istor ical precedence w i t h govern-
ment credit agencies exercising broad discretion is ; not comfort ing. 

Dur ing the 1930's and 1940's, the Reconstruction Finance Corporation, a fed-
eral enterprise financed w i t h many bi l l ions of dol lars of Treasury debt and 
tax receipts, undertook a wide var iety of activit ies. W i thou t underest imating 
any contr ibut ion tha t the RFC made dur ing i ts ear l ier years, we must note 
that Congress ended i ts existence amidst a rash of investigations of improper 
activit ies. 

SHORTCOMINGS OF' GOVERNMENT CREDIT A I D S 

I t is impor tant to understand tha t when Congress enacts a credit program, 
such as the Energy Independence Author i ty , i t does not increase the total 
amount of investment funds available to the economy. I t merely gives some 
group of pr ivate borrowers a preferred posit ion over other pr ivate borrowers. 

I t is not surpr is ing tha t demands fo r new federal credit programs are in-
satiable. Every t ime one group is singled out f o r preference some other group 
winds up w i t h less credit and asks for s imi lar treatment. Who gets squeezed 
out? New and smal l businesses, school distr icts, smaller local governments, and 
indiv iduals—the weaker borrowers. The unsubsidized pr ivate borrowers w ind 
up paying higher interest rates. 

BUDGET SUBTERFUGE 

The establishment of E I A w i l l be a major extension of off-budget financing 
of federal activit ies. To a f a r greater extent than a t present, the reported 
totals of revenues and expenditures w i l l understate the t rue magnitude of gov-
ernment operations. The reported budget deficits w i l l become less meaningful 
measures of federal financing needs. The counterargument t t ia t E IA 's credit 
extensions w i l l be repaid is not persuasive. 

Many programs i n the budget do generate offsett ing revenues, inc luding the 
Tennessee Val ley Au thor i t y , the Commodity Credit Corporation, the Farmers 
Home Adminis t rat ion, and the Federal Crop Insurance Corporation. The ex-
pectation tha t a federal spending program w i l l u l t imate ly y ie ld receipts is not 
a sufficient just i f icat ion for excluding i t f rom the budget. 
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There are credi t programs wh ich properly have been excluded, but each of 
these—such as the Federal Nat iona l Mortgage Association and the Federal Land 
Banks—have repaid the Treasury's investments and are now pr ivate ly owned. 
Tha t wou ld not be the case of the Energy Independence Au thor i t y . A l l of i ts 
capi ta l stock w i l l be held by the Secretary of the Treasury. A l l of i ts deben-
tures w i l l be guaranteed by the f u l l f a i t h and credi t of the Un i ted States. 

A D M I N I S T R A T I V E PROBLEMS 

To avoid the scandals tha t led Congress to terminate the RFC, the pro-
posed statutes sets up a mul t i tude of restr ict ions on the corporation's opera-
t ions : 

1. I t s projects are l im i ted to those wh ich wou ld not receive "suff ic ient" finan-
cing upon commercial ly "reasonable" terms f r om other sources to make the 
project commercial ly "feasible." 

2. F inanc ia l assistance is to be provided i n a manner which, " to the extent 
possible," does not enhance "undu ly " the recipient's competit ive position. 

3. F inanc ia l assistance may not be i n the f o r m of grants-in-aid. 
4. "Adequate provis ion" must be made to insure tha t E I A w i l l share in the 

profi ts tha t may result "commensurate" w i t h the r isk tha t i t assumes. 
5. F inanc ia l assistance can be given to regulated companies (e.g., electr ic 

u t i l i t ies ) only i f the state regulatory agency has met var ious condit ions wh ich 
involve a basic loss of i ts author i ty . 

6. F inanc ia l a id may not be given to projects involv ing technology i n the re-
search and development phase. 

7. F inanc ia l assistance may not be given to projects where the appl icant does 
not display "sat is factory" levels of "efficiency, management capacity, or s imi-
la r factors." 

8. No project may be approved unless E I A has taken in to account "competi-
t ive al ternat ives" to meet the same energy need. 

9. F inanc ia l assistance to any one business concern or aff i l iated business con-
cerns is l im i ted to $10 bi l l ion. 

10. Before making any financial commitment, E I A must seek the advice of 
the Energy Resources Council and any other federal agency designated by the 
President. 

11. "To the extent pract icable" and " i n the judgment of the Board of Direc-
tors," financial assistance shal l be i n the f o r m of loans and loan guarantees. 

I t is di f f icult to see how these vaguely-worded and of ten conf l ict ing state-
ments can help achieve better results, a l though the t ime and expense involved 
w i l l be substantial. For example, the expressed concern f o r an economically 
sound and competit ive pr ivate sector conflicts w i t h the requirement tha t the 
recipients of assistance conduct themselves l i ke federal agencies and federa l 
contractors. 

The b i l l gives the Federal Energy Au tho r i t y power to expedite the regulatory 
process for energy projects. Bu t i t also sets up a new level of reviews, requir-
ing other federal agencies to examine each project pr io r to E I A extending 
f inancial aid. 

REGULATORY BARRIERS TO DOMESTIC ENERGY PRODUCTION 

The expansion of environmental and other regulat ion has resulted i n a new 
obstacle in car ry ing out large developmental projects. V i r t ua l l y every proposed 
energy pro ject—including those tha t are u l t imate ly approved—is delayed fo r 
some unpredictable length of t ime and at some signif icant cost. The E I A pro-
posal does not face tha t issue squarely, but merely sets up a new ef for t to 
offset i n par t the adverse effects of ear l ier federal efforts. 

The Synfuels Interagency Task Force, a f te r l i s t ing the various regulatory 
requirements, states the mat ter succinct ly : " I n summary, some of these re-
quirements could easily hold up or permanently postpone any at tempt to bu i l d 
and operate a synthetic fuels p lant . " The uncerta inty resul t ing f r o m the way 
i n wh ich the var ious environmental programs are carr ied out is substantial. The 
comment of the Synfuels Interagency Task Force on the Federal Water Pol lu-
t ion Control Act Amendments of 1972 is ind ica t ive : " I t wou ld be next to im-
possible at th is t ime to predict the impact of these requirements on synthetic 
fuels product ion." 
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I t is hard to believe that those regulatory agencies have taken reasonable 
account of the Impact of the i r act iv i t ies on other impor tant nat ional objectives, 
such as foster ing domestic energy independence. 

ANTICIPATED RESULTS 

The official statements support ing the Energy Independence Au thor i t y are 
vague on the specific results to be achieved. The Wh i te House Fact Sheet on 
E I A offers the hopeful statement tha t $100 b i l l ion of E I A a id "could help as-
sure" tha t the equivalent of "hp to " 10-15 mi l l i on barrels of o i l a day of new 
energy product ion is realized i n 1985. No direct connection is made between 
any specific amount of financing and the resultant increase i n domestic energy 
production. 

No indicat ion is provided as to why $100 b i l l ion is needed to achieve the 
independence objective, rather than $50 b i l l ion or $150 bi l l ion. Nei ther is any 
explanation avai lable as to why 1985 was selected as the target date. Moreover, 
l i t t l e at tent ion is given to al ternat ive ways of deal ing w i t h th is nation's energy 
problems. 

S U M M A R Y 

The proposal to establish an Energy Independence Au thor i t y is undesirable 
fo r many reasons: 

1. I t avoids dealing w i t h the fundamental need to provide basic market 
incentives to increase domestic energy production. Al though intended to a id 
pr ivate industry, i t w i l l weaken the r isk-bearing and entrepreneurial charac-
ter of the Amer ican business system. 

2. There is no ind icat ion tha t the program w i l l result i n any specific in-
crease i n domestic energy production. 

3. I t w i l l be an extremely cumbersome program to operate, involv ing many 
government agencies. 

4. I t ignores the sad lessons of history, notably the RFC experience. 
5. The federal government could w i n d up operating commercial plants and 

sell ing the products or energy tha t are produced. 
Instead of adopting the E I A approach, I urge the committee to consider the 

other alternatives available to achieve a greater degree of domestic energy 
independence—greater reliance on normal market incentives, reducing regula-
tory barr iers to use of exist ing energy sources and to development of new ones, 
stockpi l ing petroleum to reduce the threat of embargo, and encouraging re-
search and development of new domestic energy sources and more effective 
use of exist ing energy supplies. 

A N A L Y S I S OP PROPOSED GOVERNMENT CREDIT SUSIDIES FOR ENERGY DEVELOPMENT 

( B y M u r r a y L. Weidenbaum, Director, Center fo r the Study of 
American Business, Washington Universi ty, St. Louis, Mo.) 

NOTE .—The author is indebted to L i n d a Rockwood for assistance in the preparat ion 
of this report . 

Since the embargo imposed i n the f a l l of 1973 by major o i l exporters, the 
Uni ted States has become increasingly aware of the importance of assured sup-
plies of energy and of the inab i l i t y to meet expected fu tu re demands f rom cur-
rent domestic sources of supply. The proposals wh ich have been suggested to 
deal w i t h the s i tuat ion have been f a r ranging. They include ra t ion ing exist ing 
supplies of energy, stockpi l ing an emergency petroleum reserve, subsidizing 
conservation and development efforts, re ly ing on the market mechanism to en-
courage supply and dampen demand, and declaring a definite point i n t ime as 
a nat ional goal f o r achieving energy independence on the par t of the Uni ted 
States. 

One of the most ambit ious and more expensive alternatives tha t has been 
advocated is the proposal fo r establishing a government corporat ion to provide 
funds to the pr ivate sector fo r developing new domestic energy sources. The 
idea of an Energy Independence Author i ty , largely a t t r ibuted to Vice President 
Nelson Rockefeller, has become a central aspect of President Gerald Ford's 
energy program. A more modest, but s imi lar version, a proposed $6 b i l l ion pro-
gram of federal loan guarantees to promote a domestic synthetic fuels industry 
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is contained i l l the federal budget fo r the fiscal year 1977. Tha t proposal is 
presented as an in te r im measure, pending establishment of the Energy Inde-
pendence Author i t y . 

The President's Budget message fo r the fiscal year 1977 states that , pending 
enactment of the E I A , the Ford Admin is t ra t ion is strongly support ing the im-
mediate author izat ion of a synthetic fuels commercial ization program to be 
administered by ERDA. The new budget includes $503 mi l l i on i n budget au-
tho r i t y fo r the fiscal year 1976 to cover $2 b i l l ion i n loan guarantees as a first 
step i n implementing the new program.1 I t is not clear why a guarantee pro-
gram requires th is magnitude of budget author i ty unless substant ial losses are 
expected to be charged to the budget. Approximately $4 mi l l i on of such net 
outlays are budgeted i n the 15-month period Ju ly 1, 1975 through September 
30, 1976. 

The Budget Message also assumes that , w i t h the creation of E I A , the syn-
thet ic fuels program would be t ransferred to the new agency dur ing the fiscal 
year 1977 and wou ld grow to a level of $6 b i l l ion i n loan guarantees. The syn-
thet ic fuels promotion program may we l l t u r n out to be the enter ing wedge fo r 
broader legislat ion along the lines of the basic E I A proposal. I n late 1975, the 
Congress seriously considered a s imi lar proposal, but the House of Representa-
tives finally rejected i t i n a floor vote.2 

The pract ical problems associated w i t h the i n i t i a l synthetic fue l credi t pro-
gram could be formidable, i n v iew of the numerous procedures tha t wou ld have 
to be fo l lowed before making a loan guarantee.8 The fo l low ing are the restric-
t ions tha t wou ld be placed on the synthetic fue l p rogram: 

1. The Bureau of Competit ion of the Federal Trade Commission must review 
each proposed loan guarantee. The FTC is to give "serious and meaningfu l 
a t tent ion" and provide a "comprehensive and adequate" response. 

2. The Department of Justice is to make a s imi lar review. 
3. A report must be submitted on each proposed guarantee to the House Sci-

ence and Technology Committee and the Senate In te r io r and Insu lar A f fa i rs 
Committee. E i ther House can then disapprove proposed guarantees (of $350 
mi l l i on or more) w i t h i n 90 days. 

4. The .Department of the Treasury must concur on the t iming, interest rate, 
and "substani tal terms and conditions", of each guarantee. 

5. T l ie administer ing agency must be sensitive to the Congressional concern 
tha t concentration i n the energy business is not to be " fu r the r aggravated" 
through the loan guarantees. 

6. Guarantees are l im i ted to construction and start-up costs. 
7. A "h igh p r i o r i t y " is assigned to the demonstrat ion of the synthetic produc-

t ion of pipeline qual i ty gas. 
8. I f the administer ing agency seeks to override the negative recommendation 

of a governor, the burden is on i t to show tha t the par t icu lar f ac i l i t y is indeed 
i n the nat ional interest. 

9. No o i l shale commercial demonstrat ion fac i l i t y receiving a loan guarantee 
shal l be larger than is necessary to demonstrate the commercial v i a l i b i l i t y of 
the process. 

10. The agency must have due regard f o r the need fo r competi t ion i n mak ing 
guarantees. 

11. I t can require each new commercial project to cover the capi ta l costs fo r 
essential public community faci l i t ies (Where the pr ivate project cannot ade-
quately provide fo r the capi ta l costs of new community faci l i t ies, E R D A can 
make direct loans and can forg ive a l l or par t of the i r repayment) . 

I t may be interest ing to note tha t the private-financed Alaska pipeline project 
is expected to y ie ld 1.2 mi l l i on barrels of o i l a day by November 1977. The 
Alyeska Pipeline Service Company estimates the to ta l investment cost a t ap-
proximately $7 bi l l ion. 

To date l i t t l e at tent ion has been given to al ternat ive ways of deal ing w i t h 
the energy problems facing the Uni ted States. For example, creat ing an emerg-
ency petroleum reserve would help to insulate the domestic economy f r o m the 
threat of another OPEC o i l embargo. Placing greater reliance on the price sys-

1 Budget, of the United States Government for the Fiscal Year 1977 (Washington: 
Government Printing Office, 1976), p. 87. 

2 U.S. House of Representatives, Conference Report to Accompany H.R. 847/t, Report 
No. 94-696. 94th Congress, 1st Session, 1975. 

a Ibid., pp. 49-58. 
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tem would encourage greater domestic production and simultaneously dampen 
clown domestic demand fo r energy. 

I n v iew of A r lon R. Tussing, Professor of Economics at the Univers i ty of 
Alaska and consultant to the Senate Committee on the In ter ior , the most at-
t ract ive al ternat ive for increasing domestic energy product ion is to concentrate 
on the unexplored provinces of the Outer Continental Shelf and Alaska. He 
states his posit ion quite fo rce fu l l y : 

" I t is preposterous even to consider a major effort to produce new kinds of 
fuels f rom investments tha t cost ten, twen ty or t h i r t y thousand dollars per 
dai ly barre l of o i l equivalents, and take a decade or more to complete, wrhile 
we have yet to d r i l l 95 percent of the sedimentary acreage on the Outer Con-
t inenta l Shel f . "4 

Professor Tussing estimates the cost per barre l on the outer continental shelf 
at nearer to $5,000 t&an $20,000, and the payoff t ime a f rac t ion of that required 
fo r the synthetics. He also considers i t "preposterous" to consider manufactur-
ing synthetic gas, moving i t by pipeline five thousand miles, fo r $3-5,000 per 
thousand cubic feet whi le price regulations s t i l l effectively prohib i t producers 
f rom looking fo r or developing conventional na tura l gass that costs more than 
52 cents.5 

THE PROPOSAL FOR AN ENERGY INDEPENDENCE AUTHORITY 

The proposed legislat ion to establish the Energy Independence Author i t y 
"The Energy Independence Au tho r i t y Ac t of 1975," was introduced by Senators 
Fannin, Hugh Scott, and Tower on October 20, 1975.6 The b i l l wou ld establish 
a new government corporat ion w i t h author i ty to provide financing and economic 
assistance fo r sectors of the nat ional economy impor tant to the development 
of domestic sources of energy or to the conservation of energy. The b i l l sets a 
target of achievement of domestic energy independence fo r the Uni ted States 
by 1985. The President's Budget for the fiscal year 1977 contains an estimate 
of $650 mi l l ion of net outlays of E I A (which would be "off budget") and 
$42 mi l l ion of net losses which would be included i n the to ta l budget 
expenditures.7 i 

I n the bi l l , the Congress makes two assertions that provide the rat ionale for 
the program: tha t energy independence and long-term security of energy sources 
and supplies (1) are "essential" to the health of the nat ional economy, the 
well-being of our citizens, and the maintenance of nat ional security and (2) 
cannot be at ta ined by re ly ing on " t rad i t iona l " capi tal sources in the " t rad i -
t ional " manner (Section 101 (a) and ( b ) ) . 

FINANCIAL ASSISTANCE BY EIA 

The proposed statute provides a broad range of powers and discretion to a 
new federal agency-, the Energy Independence Au thor i t y ( E I A ) . The E I A is 
empowered to prov ide: " f inancial• assistance to any business firm" wh ich is 
deems to meet the: requirements of the act (Section 302). 

Numerous forms of financial assistance are authorized under the b i l l , in-
cluding advances, extensions of credit, investments, part icipants, loan guaran-
tees, price guarantees, purchases and leasebacks of faci l i t ies, and purchases 
of convertible or equity securities (Section 301). Subject to specific l imi tat ions 
i n the Act (described below), the E I A is empowered to provide the financial 
assistance " i n i ts sole discretion and upon such terms and conditions as i t may 
determine" (Section 302). I t is specifically authorized to make "h igh r i sk " 
loans (Section 308). 

The financial assistance can be used to finance the ownership, construction, 
conversion or expension of product ion f a c i l i t i e s t h e acquisit ion of equipment, 
plant, machinery, and suppl ies; the acquisit ion and development of land and 
mineral r i gh ts ; the purchase of services; and to provide work ing capital (Sec-

4 Arlon R. Tussing. Good and Bad Examples in the Search for Energy Independence, 
Prepared for the Rocky Mountain Energy-Minerals Conference, Billings, Montana, Octo-
ber 1C>. 1975, p. 12. 

* Ibid. 
6 S. 2532, The Energy Independence Authority Act of 1975, introduced (by request) 

by Senators Paul Fannin. Hnph Schott, and .Tohn Tower. October 20, 1975. 
7 Budget of the United States Government for the Fiscal Year 1977 (Washington: 

Government Printing Office, 1976), p. 87. 

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



400 

t ion 302). I n his t ransmi t ta l message to Congress, President Fo rd referred to 
creat ing a "new partnership" between the pr ivate sector and the federal gov-
ernment on " v i t a l " energy projects. 

The projects which can be given this financial assistance are those which 
E IA ' s Board of Directors determines w i l l make a "s igni f icant" contr ibut ion 
either to the achievement of energy independence by the Uni ted States or to 
long term security of energy supplies fo r the Uni ted States. El ig ib le projects 
are those which would not receive "suff icient" financing upon commercial ly 
"reasonable" terms f r om other sources to make the project commercial ly "feasi-
ble" (Section 303 (a ) ) . 

A set of rather general technical c r i ter ia is given by wh ich the E I A Board 
of Directors is to choose the projects to be given assistance (Section 303 (a ) ) : 

1. Projects wh ich use or would st imulate the appl icat ion of technology wh ich 
is essential to developing, producing, t ransmi t t ing, or conserving energy and 
which is not i n widespread domestic commercial use. 

2. Projects wh ich use or would st imulate the appl icat ion of technology essen-
t i a l to producing or using nuclear power. 

3. Projects wh ich use or wou ld st imulate the appl icat ion of technology fo r 
generating or t ransmi t t ing electr ici ty f r om fue l sources other than oi l or natu-
ra l gas. 

4. Projects which do ut i l ize exist ing technology in widespread commercial 
use but where the project either (a) is so large that i t wou ld not be under-
taken w i thou t help f rom E I A or (b) involves an ins t i tu t iona l or regulatory 
arrangement not i n widespread domestic commercial use and wh ich could 
lead to improv ing the development or product ion of energy or innovat ive trans-
por tat ion or t ransportat ion faci l i t ies. 

5. Projects which rise or would st imulate the appl icat ion of technology f o r 
protect ing the envirnoment necessary i n connection w i t h any of the previous 
types of projects. 

According to the Fact Sheet issued by the Wh i te House on the E I A proposal, 
the projects that could be supported range across the f u l l spectrum of energy, 
excluding research. They could include commercial ization of such synthetic 
fue l technology as coal gasification, l iquefact ion, and product ion of o i l f r o m 
shale, as wel l as solar and geothermal energy. I n addit ion, such conventional 
technologies as u ran ium enrichment, coal, nuclear, and geothermal power plants 
would qual i fy . The projects of unusual size or scope indicated i n the b i l l might 
include new energy parks and major new pipelines f o r t ranspor t ing o i l and 
gas.8 

SUBSTANTIAL RESOURCES 

The proposed statute establishing the Energy Independence Au tho r i t y au-
thorizes i t to sell $25 b i l l i on of capi ta l stock to the Secretary of the Treasury, 
subject to the ava i lab i l i t y of Congressional appropriat ions (Section 401). E I A 
is also authorized to issue i ts own notes, debentures, bonds, etc., up to a to ta l 
of $75 b i l l ion outstanding at any point (Section 4 0 2 ( a ) ) . The Treasury De-
par tment is author ized but not directed to buy these securities. A l l of E IA ' s 
contractual commitments to provide financial assistance are to be general 
obl igations of the Uni ted States backed by i ts f u l l f a i t h and credit . As a result, 
the new agency may have as much as $100 b i l l ion avai lable to i t a t any given 
t ime. Tha t compares to the to ta l outstanding loans by a l l federal departments 
and agencies of $312 b i l l ion as of June 30, 1975. 

RESTRICTIONS ON EIA 

The proposed law sets up numerous factors which E I A must take account 
of i n i t s decision making. Some of these are clear restr ict ions, wh i le others 
appear to be more i n the nature of general advice or vague wishes on the pa r t 
of the sponsors. I n the aggregate, these restr ict ions wou ld be l i ke ly to slow 
down considerably E IA ' s speed of action as we l l as to require substant ial 
paperwork to j us t i f y the various actions tha t i t does take. 

The fo l low ing restr ict ions on financial assistance are set f o r t h i n the pro-
posed b i l l : 

1. The projects assisted are l im i ted to those which would not receive "suffi-
c ient " financing upon commercial ly "reasonable" terms f r o m other sources to 

8 Office of the White House Press Secretary. Fact Sheet, Energy Independence Authority 
Washington, D.C.: October 10. 1975). 
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make the project commercial ly "feasible" (Section 3 0 3 ( a ) ) . According to Fed-
eral Energy Admin is t ra tor F rank Zarb, th is provision is designed to provide 
maximum encouragement fo r pr ivate lenders to part ic ipate i n energy projects.® 
Upon reflection, th is provision is not l i ke ly to operate independently o f other 
federal energy actions (or inact ions). For example, so long as federal pr ice 
controls remain on o i l or na tu ra l gas or other price uncertaint ies continue, i t 
is possible tha t a very substant ial por t ion o l proposed new energy projects 
would be considered uneconomical by pr iva te lending sources and thus wou ld 
meet the standard fo r E I A aid. Yet, e l iminat ion of the price controls and a 
re turn to a free market s i tuat ion might resul t i n a f a r greater ava i lab i l i t y o f 
pr ivate credit f o r the very same projects and thus i n a sharply reduced need 
for E I A financial assistance. 

2. F inancia l assistance is to be provided i n a manner which, " to the extent 
possible," does not enhance "undu ly " the recipient's competit ive posit ion (Sec-
t ion 304 (a ) ) . The la t ter objective supposedly is to be achieved by the require-
ment that E I A a id be given on terms comparable to those available i n pr ivate 
credit markets. However, the imp l i c i t subsidy can be substant ia l ; i t is the 
difference between the rate of interest tha t would be paid to E I A ( the normal 
market rate of interes) and he higher rae wh ich wou ld be required to obtain 
pr ivate financing fo r the project. 

3. F inancia l assistance may not be i n the fo rm of grants-in-aid. Tha t is, E I A 
may not make out r ight donations or g i f ts (Section 301). 

4. "Adequate provis ion" must be made to insure tha t E I A w i l l share i n the 
profits tha t may result "commensurate" w i t h the r isk tha t i t assumes (Section 
304(a ) ) . No guidelines are set f o r th as to wha t wou ld be "adequate" recom-
pense fo r the r isk assumed by E I A , or how to measure tha t r isk . A n analyst 
submitted to the Congress by a senior partner of the investment banking firm 
of Di l l ion, Read and Company was relat ively pessimistic as to the ava i lab i l i t y 
of pr ivate capital f o r synthetic fue l projects i n the absence of government 
assistance: 

" I n order fo r synthetic fue l projects to successfully compete f o r capi ta l funds, 
we believe tha t pr ior to the commencement of construct ion assurance must be 
given to potential lenders that a l l funds necessary to complete the projects 
have been committeed and their loans will be repaid under aU circumstan-
ces . . . " (underscoring supplied).10 

I t would appear tha t 100 percent guarantees by the federal government are 
envisioned, i n at least some cases. The r isk involved fo r the pr ivate capi ta l 
committed under such circumstances would be nominal. 

5. F inanc ia l assistance can be given to regulated companies (e.g., electric 
u t i l i t ies) only i f the state or local regulatory agency has met several stated 
conditions. (Section 804 (c ) ) . I n the aggregate, meeting those conditions would 
involve a basic loss of au thor i t y on the par t of state or local regulatory agen-
cies. 

a. The state or local regulatory agency would have to issue a certif icate of 
necessity fo r the project as prescribed by E I A . 

b. I t wou ld have to enter in to a three-party agreement w i t h E I A and the 
company regulated requi r ing the regulat ing agency to permit , w i thou t p r io r 
hearing, quar ter ly rate adjustments so as to y ie ld sufficient earings to provide 
a "m in imum level" of coverage of interest charges. Th is wou ld consti tute a 
major change i n state regulatory practices, and the assumption by E I A of a 
major responsibi l i ty-determining the al lowable rate of re tu rn to be earned by 
a regulated u t i l i t y . 

c. E I A would establish wha t tha t m in imum interest coverage should be. 
I t would be required to set i t a t a level sufficient to assure repayment of i ts 
investment and restorat ion of the regulated company's credi t ra t i ng to a level 
at which i t can raise i ts own capi ta l at " favorable" interest rates. 

6. F inancia l assistance may not be given to projects invo lv ing technology i n 
the research and development phase (Section 304 (b ) ) . Supposedly those activ-

• Office of tho White House Press Secretary, Press Conference of Frank Zarb, Adminis-
trator of the Federal Energy Administration, James T. Lynn, Director of the Office of 
Management and Budget, L. William Seidman, Assistant to the President for Economic 
Affairs, and Robert Fry, Deputy Administrator of ERDA, Washington, D.C., October 10, 
1075. p. 4. 

10 Prepared Statement of Arthur B. Treman, Jr., Before the Committee on Science 
and Technology, U.S. House of Representatives (Washington: October 20, 1975). 
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i t ies would come under the ju r isd ic t ion 6f the exist ing Energy Research and 
Development Admin is t ra t ion. 

7. F inanc ia l assistance may not be given to projects where the appl icant 
does not display "sat is factory" levels of "efficiency, management capacity, or 
s imi lar factors" (Section 304 ( b ) ) . 

8. No project may be approved unless E I A has taken in to account "competi-
t ive al ternat ives" to meet the same energy need (Section 3 0 4 ( d ) ) . No guidance 
is given ag to how E I A is to take alternatives in to account, other t han noth ing 
theiir existence; 

9. F inanc ia l assistance to any one business concern or aff i l iated business 
concerns is l im i ted to $10 b i l l ion (Section 304(e) ) . r 

10. Before E I A may make any commitment to extend financial assistance, i t 
must seek thte advice of the members of the Energy Resources Council and of 
any other federal ^agency designated by the President. The advice is to assist 
i n determining whether the financial assistance w i l l " f u r t he r the pilrposes" 
of the E I A l aw and how the assistance "relates" to other program and nat ional 
policies (Section 801). 

11. "To the extent pract icable" and " i n the judgment of the Board of Direc-
tors," financial?.assistance shal l be i n the f o rm of loans and loan guarantees, 
rather than equity investment or price guarantees (Section 302). 

A D M I N I S T R A T I O N OF T H E A G E N C Y 

The basic power of the Energy Independence Author i t y is lodged i t i a five-
member board of directors appointed by the President w i t h the advice and 
consent of the Senate; The chairman of the board is designated chief executive 
officer of EI^ l , ^.ncl is responsible fo r i ts management and direction, inc lud ing 
admin is t ra t ive expe i^ i tu res (Section 501 (a ) ) . The chairman, i n turn , is given 
the powder to appoint and set the salary of a l l of the employees of E I A (Sec-
t ion 501 ( b ) ) . 

Although* E I A is, to avoid acquir ing permanent contro l l ing interest i n com-
merc ia l , activit ies, ^̂  contemplates tha t E I A may w i n d up i n the energy 
business v ia operating s^me.of the pr ivate projects for wh ich i t i n i t i a l l y only 
provides financing. .Section 305 empowers the agency to take over any col lateral 
that i t accepts as security for i ts loans. When E I A does acquire contro l of 
operat ing assets prjbQx to the commencement of the i r commercial use, i t is l im-
i ted to reta in ing. them for , rup to two years a f te r outset of commercial us6. 
When control is acquired, by; foreclosure or pursuant to a defaul t under a lease, 
E I A may reta in ,co&troL o f operating, assets fo r as long as fou r years (Section 
312(b)) ; . . . . . . « ' : : . * . 

. The agency is given a f a i r l y broad grant of legal immun i ty . No pr ivate 
ind iv idua l or organisat ion = or state or local government wou ld be. able to sue 
E I A al leging tha t i t has acted inconsistently wTith i ts s tatutory char te r ; or 
t ha t i t has^eglected to discharge i ts duties under the Act. Only the At torney 
General may inst i tu te such a suit. iPr ivate part ies would be free to sue E I A 
fp r breach o f contract :and the. agency's act iv i t ies would come undeir the Federal 
To r t Claims,Act; . (Sect ion 707). E I A is also given broad access to in fo rmat ion 
about the opei^t ions of • appl icants for . financial assistance (Section 313). 
Each applicant 'must consent to whatever financial examinations E I A may 
require and alsa-agree to provide;any reports,/of examinations by< "const i tuted 
author i t ies." ,r . •: 

BUDGETARY I M P A C T 

The establishment of JDIA would represent, a major expansion of the category 
of so-called "flfebudiget 'agencies." I n the fiscal year 1975, approximately $10 
b i l l i on of out i^ys (net of treceipts) were made by the exist ing agencies i n th is 
category, wh ich has been described as a subterfuge fo r showing smaller budget 
totals than are actual ly the c^'se. Off-budget agencies are bona fide parts of 
the federal government, using federal money and employees. The i r only com-
mon characterist ic is tha t , i n each case the Congress has passed a l aw stat ing 
tha t the i r revenues and outlays (or some major por t ion of them) shal l not be 
included i n the budget. The revenues and outlays of the Energy Independence 
Au tho r i t y are to be excluded f r o m the totals of the federal budget and are to 
be exempt f r o m any spending cei l ing set by Congress. 
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MISCELLANEOUS PROVISIONS 

The proposed statute establishing the E I A contains several other interest ing 
provisions. Section 204 makes i ts real property subject to federal, state ,and 
local taxat ion. Thus, rather than the modest "payments-in l ieu" of taxes that 
some federal agencies make, often on a voluntary basis, E IA ' s property would 
be subject to the same property taxes as pr ivately owned property. The waiver 
of federal tax immun i t y is much broader i n the case of commercial act iv i t ies 
which E I A may come to own. Any company or act iv i ty acquired or established 
by the agency wh ich produces, disrt ibutes, or sells energy, fuels or related 
products w i l l be f u l l y l iable fo r a l l federal, state, and local taxes, jus t as i f 
i t were pr ivate ly owmed. E I A may sell i n public or pr ivate transaction the 
stock, bonds, capi ta l notes or other financial instruments tha t i t acquires 
through default , etc. (Section 310). 

The proposed law contemplates that E I A w i l l stop mak ing new commitments 
fo r financial assistance by June 30, 1983. I t is instructed to give no new 
financial assistance af ter June 30, 1986, when i t is scheduled to be terminated. 
However, the President may extend i ts l i fe fo r as much as another three 
years to permi t the orderly l iqu idat ion of the agency's affairs. Any unl iquidated 
act iv i t ies at the t ime of the terminat ion are to be assumed by the Secretary of 
the Treasury, who would assume a l l of the powers of the Board of Directors 
and i ts chairman. The Secretary is charged w i t h re turn ing any capital stock 
that is s t i l l outstanding and paying the balance of any E I A funds into the 
Treasury (Section 802 (d ) ) . 

ANTICIPATED RESULTS 

The official statements issued by the Ford Admin is t ra t ion to support the 
proposed Energy Independence Au thor i t y are relat ively vague on the specific 
results that are l ike ly to be for thcoming f rom the new agency's activit ies. 
According to the Whi te House Fact Sheet on E I A , the Federal Energy Admin-
is t ra t ion estimates that investments fo r energy independence could tota l about 
$600 b i l l ion ( i n 1975 dol lars) over the next ten years.11 I n a press conference 
i n October 1975, Federal Energy Admin is t ra tor F rank Zarb was more specific. 
He stated flatly, " I t is our estimate tha t i t is going to require $600 bi l l ion over 
the next ten years to become independent. . 

I n fo rward ing the E I A proposal to the Congress, President Ford maintained 
that the risks i n many of the projects are so great tha t pr ivate capital markets 
w i l l not provide necessary financing. "The uncertainties associated w i t h new 
technologies inh ib i t the flow of capital ," he stated.13 Thus, assuming that the 
f u l l author i ty is used, the E I A might assist—through loans, guarantees, equity 
purchase, , or i n other ways—as much as $1 out of every $6 tha t w i l l be in-
vested i n domestic energy i,n the coming decade. The Whi te House contends 
that many new projects, such as u ran ium enrichment plants, are too large and 
economically r isky to be financed by the pr ivate sector alone. Also, emerging 
technologies, such as solar energy and shale oil, have uncertain economics due 
to long lead times and technological uncertainties, and considerable r isk i f 
wor ld o i l prices drop. 

I n terms of direct contr ibut ion to energy independence, the Whi te House 
Fact Sheet offers the hopeful statement tha t the $100 b i l l ion of E I A financial 
a id "could help assure" tha t the equivalent of "up to" 10-15 mi l l ion barrels of 
o i l a day of new energy product ion is realized i n 1985. No direct connection is 
made between any specific amount of financing and the resultant increase i n 
domestic energy production. When i t becomes operational, E I A w i l l be re-
quired to include i n each annual report an evaluat ion of the contr ibut ion 
which each project or ac t iv i ty tha t i t assists has made and is expected to make 
i n fu l f i l l i ng the purposes of the E I A Act. This is to include, "where possible," 
a precise statement of the amount of domestic energy produced or to be pro-
duced (Section 506(e ) ) . 

11 Fact Sheet, p. 2. 
12 Press Conference of Frank Zarb, p. 2. 
18 Office of the White House Press Secretary, Text of Letters from the President to the 

Speaker of the Houst of Representatives and the President of the Senate, Washington, 
D.C., October 10, 1975. 
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I M P A C T S OF GOVERNMENT CREDIT PROGRAMS 

Over the years, many credi t programs have been establ ished by the federa l 
government. Since most of these ac t iv i t ies do not appear i n the federa l budget, 
they seem to be a painless way of ach iev ing na t iona l objectives. I n the ma in , 
the federa l government is "mere l y " guaranteeing p r i va te bo r row ing or spon-
sor ing ostensibly p r i va te ins t i tu t ions , a lbei t w i t h federa l aid. E x i s t i n g ex-
amples include the federa l l and banks and the federa l home loan banks. 
Serious proposals have been made i n recent years to rev ive t ha t c red i t i ns t ru -
ment of the 1930's—the Reconstruct ion Finance Corporat ion. 

I s th is use of the federa l government's c red i t power a va r i a t i on of the pro-
verb ia l " f ree lunch V" As w i l l be demonstrated, upon closer inspect ion we f ind 
t h a t th is use of the governmental credi t power does resul t i n substant ia l costs 
to business as we l l as to taxpayers : i t also generates obvious oppor tun i t ies 
f o r the app l ica t ion of federal controls over p r i va te economic a c t i v i t y : c red i t 
serv ing as the sweetener fo r the recipent of the added regulat ion. Acknowl -
edgement also needs to be made of the substant ia l benefits t h a t may accrue 
f r o m these programs i n achieving var ious na t iona l pr io r i t ies . The advantages 
of the use of the government cred i t power arises f r o m i ts effectiveness i n 
channel ing more c red i t—and u l t ima te l y add i t i ona l rea l resources—to specific 
groups of the society. I n each case, the Congress has passed a l a w s ta t ing i n 
effect t ha t i t believes Uiat the na t iona l we l fa re requires t h a t the designated 
groups receive large shares of the avai lab le supply of c red i t t h a n wou ld resul t 
f r o m the operat ion of marke t forces alone. 

W h a t may not be apparent is the costs and other side effects t h a t resul t f r o m 
the extended use of government cred i t programs. I n terms of the i r overa l l eco-
nomic impact , they do l i t t l e to increase the to ta l pool of cap i ta l ava i lab le to 
the economy. They resul t l i t e ra l l y i n a game of mus ica l chairs. B y p reempt ing 
a ma jo r po r t ion of the annua l flow of savings, the government-sponsored c red i t 
agencies reduce the amount of cred i t t ha t can be prov ided to unprotected bor-
rowers m a i n l y consumers, state and loca l governments, and p r i va te business 
firms. 

A n investment banker tes t i f y i ng i n f avo r of the proposed financial a i d to 
synthet ic f u e l development offered the f o l l o w i n g ana lys is : 

"The proposed $6 b i l l i on government guarantee program, however, should 
not be taken too l i gh t l y , especially under the assumpt ion t h a t add i t i ona l guar-
anteee programs f o r o ther energy sources w i l l also be implemented. The a b i l i t y 
of smal ler companies and companies w i t h lower c red i t ra t ings to compete f o r 
avai lab le cap i ta l could be lessened a t t imes. I n add i t ion , h igher grade cor-
porate debt securi t ies could face s l igh t l y h igher in terest rates i n order to 
compete w i t h an increased supply of government guaranteed debt . "1 4 

D u r i n g periods of t i gh t money, i t is d i f f icu l t f o r unassisted bor rowers to 
a t t r ac t the financing t h a t they require. They are forced to compete against 
the government-aided borrowers. Federa l loan guarantees reduce the r isk iness 
of lend ing money to the insured borrowers. The resul t of t h a t uneven com-
pe t i t i on is s t i l l h igher interest rates. More deta i led analysis of the phenomenon 
of federa l cred i t programs is war ran ted . Over the years substant ia l numbers 
of c red i t programs have made the i r wray th rough the leg is la t ive process of 
the federa l government. These programs emerged on an a d hoc basis, w i t h each 
p rogram directed t o w a r d p rov id ing assistance i n overcoming a specific prob lem 
at hand. As a resul t of th is g radua l bu t very substant ia l accret ion, federa l 
c red i t p rogram subsidies are now prov ided to a great many and va r ie ty o f sec-
tors of the Amer ican economy—housing, agr icu l tu re , t ranspor ta t ion , heal th, 
education, state and local governments, smal l business—as w e l l as to fore ign-
ers.15 As shown i n Table 1, there are three m a j o r uses of the federa l govern-
ment 's c red i t power. 

T y p e s of G o v e r n m e n t C r e d i t P r o g r a m s 
D i r e c t l o a n s by f e d e r a l d e p a r t m e n t s a n d a g e n c i e s — T h e s e , such as the t w o 

percent loans made by the R u r a l E lec t r i f i ca t ion Admin i s t ra t i on , general ly in-

" Prepared Statement of Arthur B. Treman, Jr., Before the Committee of Science and 
Technology, U.S. Borne of Representatives {Washington: October 20, 1975) p. 18. 15 Detailed information on individual credit programs is presented in Special Analysis 
77. Spccial Analyses, Budget of the United States, Fiscal Year 1976 (Washington. Gov-
ernment Printing Office, 1975), pp. 82-100. 
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volve signi f icant subsidies because of low lend ing rates. I n many cases, the 
government also absorbs the admin is t ra t i ve expenses and losses a r i s ing f r o m 
loan defaul ts, thus f u r t h e r increasing the amount of the subsidy. A l t hough 
not f o rma l l y considered a federa l credi t program, the re la t ive ly generous 
progress payments made by the Depar tment of Defense do represent interest-
f ree prov is ion of w o r k i n g cap i ta l to government contractors on a very large 
scale. D i rec t loans have become a less impor tan t f o r m of federa l c red i t a id, 
in par t because they require the d i rect use of federa l money. 

L o a n s g u a r a n t e e d a n d i n s u r e d by f e d e r a l d e p a r t m e n t s a n d a g e n c i e s . — T h e s e 
account f o r the greatest share of the cur ren t expansion i n federa l c red i t sub-
sidies, largely because the loans are made by p r i va te lenders and thus are 
excluded f r o m the federa l budget. Also, there has been a substant ia l increase 
i n the federa l payments of pa r t of the interest on insured loans f o r such pro-
grams as low income housing. Technical ly , a l l t ha t the government does is to 
assume a cont ingent l i ab i l i t y to pay the pr iva te lender i f the p r i va te borrower 
defaults. 

L o a n s by f e d e r a l l y - s p o n s o r e d a g e n c i e s , s u c h a s t h e F e d e r a l N a t i o n a l M o r t -
g a g e A s s o c i a t i o n , t h e F e d e r a l H o m e L o a n B a n k s , a n d t h e f a r m c r e d i t a g e n c i e s . — 
These involve re la t ive ly l i t t l e d i rect subsidy. However, these ostensibly 
pr ivate ly-owned agencies have var ious t ax advantages and are able to borrow 
funds i n the marke t a t low interest rates because of the imp l i c i t government 
backing of the i r debentures and other issues. Loans made by these sponsored 
agencies have increased sharp ly over the past decade. They now comprise the 
dominant f o r m of federa l credi t assistance to the p r i va te sector. 

TABLE 1.—MAJOR FEDERAL CREDIT PROGRAMS, FISCAL YEAR 1974 

(New commitments, in millions] 

Government 
Guaranteed sponsored 

Category and agency Direct loans loans enterprises Total 

Aid to business: 
Commerce - $19 $255 $274 
Interior 19 35 54 
Transportation.. 50 1,143 1,183 
General Services Administration 20 483 503 
Emergency Loan Guarantee Board — 60 60 
Export-Import Bank - - - 7,039 $1,617 8,656 
Small Business Administration 249 2,703 2,952 Subtotal 357 11,718 1,617 13,692 

Aid to farmers: 
Agriculture 3,901 2,870 6,771 
Farm credit agencies 1,941 1,941 

Subtotal. — 3,901 2,870 1,941 8,712 

Aid to local governments: 
District of Columbia 270 270 
Washington Metropolitan Transit Authority 334 334 
Environmental Financing Authority 300 300 

Subtotal. - 270 334 300 904 

Aid to individuals: 
Health, Education(and Welfare 132 1,671 1,803 
Housing and Urban Development 15 15,2S9 15,284 
Veterans'Administration 412 8,643 9,055 
Federal Home Loan Bank Board 10 4,995 5,005 
Federal National Mortgage Association. 3,3i>4 3,354 

Subtotal. 

Miscellaneous: 
Funds appropriated to the President.. 
Other agencies 

569 25, 583 8, 349 34, 501 

1,125 
70 

664 
308 . . . . 

1,789 
378 

S u b t o t a l . . . . 1,195 972 2,167 
Total 6,292 41,477 12,207 59,976 

Source: Special analyses, budget of the U.S. Government for fiscal year 1974. 
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I m p a c t s o n T o t a l S a v i n g a n d I n v e s t m e n t 
The conclusions of the emp i r i ca l l i t e ra tu re on the impacts of federa l c red i t 

programs on the to ta l flow of sav ing and investment i n the Amer i can economy 
are clear. These programs do l i t t l e i f any th i ng to increase the t o t a l flow of 
sav ing or investment. They ma in l y change the share of investment funds going 
to a given i ndus t r y or sector of the economy and, i n the process of do ing so, 
exer t u p w a r d pressures on in terest rates as investment funds are b i d away 
f r o m other sectors. 

I n comment ing on ex is t ing programs of federal ly-assisted cred i t to the p r i -
vate sector, D r . Hen ry Kau fman , the d is t inguished economist w i t h the invest-
ment house of Salomon Bro thers , has w r i t t e n : "Federa l agency financing 
does not do any th ing d i rec t ly to enlarge the supply of savings . . . I n cont rast , 
as agency financing bids f o r the l i m i t e d supply of savings w i t h other c red i t 
demanders, i t helps to b id up the pr ice of money."1 0 

I n re fe r r i ng to bo r row ing by the federa l government and i t s agencies, D r . 
A lbe r t W o j n i l o w e r has made a s im i la r observat ion: 

"Because these governmenta l borrowers need have few i f any wor r ies about 
c red i twor th iness or meet ing interest payments, they can preempt as much of 
the cred i t markets as they choose. As a resul t , the Federa l sector has become 
one of the most relentless sources of u p w a r d pressures on in terest rates." 17 

I n a comprehensive s tudy of federa l c red i t p rograms f o r the prest ig ious 
Commission on Money and Credi t , W a r r e n L a w of H a r v a r d Un i ve rs i t y con-
c luded t ha t they have caused in f la t ionary pressures i n every year since W o r l d 
W a r I I .1 8 Professor Pa t r i c i a Bowers has noted w h a t she terms "costs" of fed-
e ra l c red i t programs. One cost arises f r o m the fac t t h a t g iven the ava i l ab i l i t y 
of funds, an increase i n cred i t f o r housing means lesser amounts f o r other 
borrowers. The other t w o bo r row ing groups most adversely affected by t i g h t 
c red i t are state and local governments and smal l businesses. A f u r t h e r cost 
is t h a t the operat ions of the federa l c red i t agencies tend to increase the level 
of in terest rates above the level tha t wou ld have prevai led i f they had not en-
tered the cred i t markets.19 

Th is phenomenon occurs f o r a va r ie ty of reasons. The t o ta l supply of funds 
is broad ly determined by household and business sav ing and the a b i l i t y of 
banks to increase the money supply. Th is is the basic l i m i t on the ava i l ab i l i t y 
of funds re fer red to by Professor Bowers. The norma l response of financial 
marke ts to an increase i n the demand f o r funds by a bor rower , such as is 
represented by a federa l c red i t program, is an increase i n in terest rates so as 
to balance out the demand fo r funds w i t h the supply of saving. B u t the federa l 
government 's demand fo r funds are " in terest - ine last ic" ( the T reasury w i l l 
general ly raise the money tha t i t requires regardless of the in terest ra te ) 
and the interest-e last ic i ty of saving is re la t i ve ly modest. Thus, weak and 
marg ina l borrowers w i l l be " ra t i oned" out of financial marke ts i n the process, 
wh i l e the Treasury and other borrowers pay h igher rates of in terest . 

I m p o r t a n t ins igh t i n to the effects of federa l cred i t programs on cap i ta l 
marke ts has been prov ided by Bruce MacLau ry , the President of the Federa l 
Reserve B a n k of Minneapol is and a fo rmer deputy Undersecretary o f the 
T r e a s u r y : 

"The more or less unfe t tered expansion of Federa l c red i t p rograms and the 
accompanying deluge of agency d i rect and guaranteed securi t ies to be financed 
i n the cred i t markets has undoubtedly pe rm i t ted Congress and the Admin is -

16 Henry Kaufman, "Federal Debt Management: An Economist's View from the 
Marketplace," in Federal Reserve Bank of Boston, Issues in Federal Debt Management, 
p. 171. 17 Albert M. Wojnilower, "Can Capital-Market Controls be Avoided in the 1970's," in 
Containing Inflation in the Environment of the 1970's, Michael E. Levy, editor (New 
York: Conference Board, 1971), p. 42. 

18 Warren A. Law, 'T'he Aggregate Impact of Federal Credit Programs on the Econ-
omy," in Commission on Money and Credit, Federal Credit Programs (Englewood Cliffs: 
Prentice-Hall, 1963), p. 310. 

10 Patricia F. Bowers, Private Choice and Public Welfare (Hinsdale: Dryden Press. 
1974), pp. 494-496. See also Alan Greenspan, "A General View of Inflation in the 
United States," in Conference Board, Inflation in the United States (New York: The 
Board, 1974), p. 4. 
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t r a t i o n t o c l a im t h a t wonder of wonders—something f o r noth ing, o r almost 
noth ing. B u t as w i t h a l l such sleight-of-hand feats, the t r u t h is somewhat d i f -
fe rent . " 20 

D r . M a c L a u r y goes on to po in t out t ha t there are ex t ra costs associated w i t h 
in t roduc ing new government credi t agencies to the cap i ta l markets , sel l ing 
issues t ha t are smal ler t han some m i n i m u m eff iciently t radeable size, and sell-
i ng securit ies t ha t only i n va r y i ng degree approx imate the character is t ics of 
d i rect government debt i n terms of per fect ion of guarantee, flexibility of t i m i n g 
and matur i t ies , "cleanness" of ins t rument , et cetera. He points out tha t , as 
a resul t of such considerat ions, the marke t norma l l y charges a p rem ium over 
the interest cost on d i rect government debt of comparable m a t u r i t y . T h a t 
p remium ranges f r o m % of one percent on the we l l -known federal ly-sponsored 
agencies such as Federa l Na t iona l Mortgage Associat ion to more than % 
percent on such exotics as New Communi ty Bonds. I n general, i f cost of 
f inancing were the only considerat ion, i t wou ld be most efficient to have the 
Treasury i tse l f prov ide the financing f o r d i rect loans by issuing government 
debt i n the marke t . 

Reduced efficiency occurs i n the economy by p rov id ing a federa l "umbre l l a " 
over many cred i t ac t iv i t ies w i t h o u t d is t ingu ish ing the i r re la t ive cred i t r isks. 
A basic func t ion t h a t c red i t markets are supposed to pe r fo rm is t ha t of dis-
t ingu ish ing d i f ferent cred i t r isks and assigning appropr ia te r i sk premia. Th is 
is the essence of the u l t ima te resource-al location func t ion of cred i t markets. 
As an increasing p ropor t ion of issues coming to the cred i t markets bears the 
guarantee of the federa l government, the scope f o r the marke t to d i f ferent ia te 
credi t r isks inev i tab ly diminishes. Theoret ica l ly , the federa l agencies issuing 
or guaranteeing debt wou ld pe r fo rm th is role, charging as costs of the pro-
grams d i f f e r i ng rates of insurance premia. I n pract ice, a l l of the pressures are 
against such d i f fe ren t ia l p r i c ing of risks.21 Th is is a h idden cost of federa l 
regulat ion v ia cred i t programs. 

I m p a c t s o n S e c t o r s of t h e E c o n o m y 
The very na ture of federa l credi t assistance is to create advantages f o r some 

groups of borrowers and disadvantages f o r others. The l i t e ra tu re provides 
clear answers on who w i l l tend to be ra t ioned out i n the process. I t is un l i ke ly 
to be. the large well-knowTn corporat ions or the U.S. Government. I t is more 
l i ke ly to be State and local governments, medium-sized businesses, p r iva te 
mortgage borrowers not under the federa l umbrel la , and consumers, thereby 
con t r ibu t ing to add i t i ona l economic and financial concentrat ion i n the Un i ted 
States. 

The compet i t ion f o r funds by the rap id l y expanding federa l c red i t programs 
also increases the cost to the taxpayer by ra is ing the in terest ra te a t wh i ch 
the Treasury borrows i ts own funds. As shown i n Table 2, there has been a 
massive expansion i n the size and re la t ive importance of federa l government 
credi t demands over the past decade. I n 1960, the federa l share of funds 
raised i n p r i va te cap i ta l markets, us ing the Federa l Reserve System's flowr-of-
funds data, was 12.7 percent. B y 1970, the government's share had r isen to 23 
percent, and has cont inued to grow. 

V i r t u a l l y every session of the Congress i n recent years has enacted add i t iona l 
federa l cred i t programs. Since I960, the Federal Na t iona l Mortgage Associ-
a t ion (Fann ie Mae) has been jo ined by the General Na t i ona l Mortgage Asso-
c ia t ion (Ginn ie Mae) , Student Loan M a r k e t i n g Associat ion (Sa l ly M a e ) , and, 
most recently, the U.S. Ra i lway Associat ion (Fann ie Rae) . The u p w a r d t rend 
has not leveled off. I n v iew of the financial problems faced i n ra is ing sufficient 
funds f o r the ext remely cap i ta l intensive energy indus t ry , proposals are now 
being seriously advanced fo r federa l cred i t guarantees of p r i va te electr ic 
u t i l i t y bonds and fo r the creat ion of an Energy Independence A u t h o r i t y to 
provide credi t to p r i va te companies. 

20 Bruce K. MacLaury, "Federal Credit Programs—the Issues They Raise," in Federal 
Reserve Bank of Boston, Issues in Federal Debt Management, p. 214. 

a Ibid., p. 217. 
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TABLE 2.—IMPACT ON CREDIT MARKETS OF FEDERAL AND FEDERALLY ASSISTED BORROWING 

[Fiscal years, dollars in billions] 

Category of credit 1960 1965 1970 1971 1972 

A. Federal borrowing 
B. Federally assisted borrowing (off-budget) 1 

C. Total Federal and federally-assisted borrowing ( A + B ) . 
D. Total funds advanced in credit markets 
E. = ( C ) - r ( D ) (percent) 

$2.2 $4.0 $5.4 $19.5 $19.4 
3.3 6 .8 15.1 18.2 19.2 
5. 5 10.8 20.5 37.7 38.6 

43.4 69.6 89.0 120.0 145.6 
12.7 15.5 23.0 31.4 26.5 

1 Obligations issued by Government-sponsored agencies or guaranteed by Federal agencies. 

Source: Federal Reserve System; U.S. Treasury Department. 

S u m m a r y 
Boi led down to i ts basics, federa l guarantees of bonds issued by business 

and other ins t i tu t ions real ly invo lve p u t t i n g " t he monkey" on someone else's 
back. They do not increase the amount of investment funds avai lab le to the 
economy. Rather , to the extent they succeed, they ma in ly take cap i ta l funds 
away f r o m other sectors of the economy and lead to s im i la r reqeusts f o r a i d 
by those sectors. These government guarantees also tend to ra ise the level 
of in terest rates i n the economy, both f o r p r i va te as wTell as government bor-
rowers. They thus increase an impor tan t element of business costs. 

Since an increasing propor t ion of p r i va te saving is being bor rowed by gov-
ernments, the ine last ic i ty of demand of the money and cap i ta l marke ts has 
been r is ing. T h a t is, governments elbow p r i va te borrowers out of the cap i ta l 
markets s imply because the federa l government and i ts agenies are w i l l i n g 
to pay whatever interest rates are requ i red to cover the i r f inanc ia l needs. 
P r i va te borrowers are rest r ic ted by compet i t ive pressures and the l i m i t s of 
the i r own resources. 

The pressure on interest rates forces the Federa l Reserve System to increase 
the reserves of the bank ing system to supply f inancing to the p r i va te sector. 
Th is , i n tu rn , contr ibutes to the general in f la t ionary condi t ion of the economy. 
Federa l c red i t programs therefore tend to ra ise the p r i va te cost of p roduc t ion 
i n two w a y s : (1) by causing an increase i n in terest rates and (2) by resul t -
ing i n a h igher ra te of in f la t ion. 

Perhaps the most fundamenta l proposal does not deal w i t h federa l c red i t 
programs at a l l , but w i t h the under l y ing condi t ions of w h i c h they are symp-
toms. Hence, i f we can create an economic c l imate more conducive to p r i va te 
saving and investment, tha t w i l l reduce the need f o r p r i va te borrowers to seek 
federa l c red i t assistance. 

I t is d i f f icu l t to forecast the development of government programs w h i c h 
have not yet been created, and wh ich Congress may not u l t ima te l y approve. 
Yet th is i n i t i a l survey indicates a va r ie ty of impo r tan t po ten t ia l shor tcomings 
of the proposals f o r federa l credi t subsidies to promote the development of 
domestic energy product ion. 

T h e B a s i c Q u e s t i o n : W h y a F e d e r a l S u b s i d y f 
Before ge t t ing to technical questions re la t i ng to credi t programs, we need 

to raise a more basic issue. Why does the domestic energy i ndus t r y need fed-
era l c red i t assistance i n the first place? I t does not appear to be a ma t te r of 
the mere size of the under tak ing. The $7 b i l l i on A laska pipel ine pro jec t is 
proceeding w i t h p r i va te financing. 

Nor is i t a question of the weak financial condi t ion of the indus t ry . A l t h o u g h 
the p ro f i tab i l i t y of the ma jo r o i l companies has surely been exaggerated i n so 
much of the cur ren t popular discussion, the indust ry 's ra te of r e t u r n over the 
years is j u s t about average f o r manu fac tu r i ng companies.22 

Nei ther is i t a question of a s tat ic or dec l in ing demand f o r energy. I n d i -
v i d u a l est imates surely va r y—and f o r good reason—yet every forecast of 
f u t u r e energy consumption i n the Un i ted States shows a r i s i ng t rend, f a r 

F I N D I N G S A N D C O N C L U S I O N S 

22 James M. Dawson, Windfall Profits (Cleveland: National City Bank, 1974), pp. 2-3. 
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beyond t l ie capaci ty of ex is t ing domestic energy supply sources.23 W h y then 
is there such l im i t ed interest i n the p r i va te sector i n going ahead w i t h the 
development of domestic energy sources and especially w i t h the creat ion of a 
new synthet ic fuels indus t ry? 

The answer seems qui te c lear : under present circumstances, many such 
under tak ings ei ther wou ld be uneconomical or they wou ld be rest r ic ted by 
one or more federa l regulatory programs. T h a t is, the cost of competi t ive, 
convent ional sources of energy general ly is much lower. B u t the s i tua t ion is 
l i ke ly to change as the resul t of basic economic forces—and i t also could be 
improved as a resul t of adopt ing more sensible regulatory policies. 

I n coming years, as more marg ina l and thus higher cost convent ional energy 
supplies are used, and these fuels become re la t ive ly scarce, the gap is l i ke ly 
to na r row the cost of fuels f r o m ex is t ing sources and po ten t ia l a l te rnat ives— 
and then new a l ternat ives such as synthet ics could become competi t ive. The 
November 1975 repor t of the Synfuels Interagency Task Force is qui te clear 
on th is p o i n t : 

"The results of the analysis imply tha t under normal investment and r i sk 
circumstances, marke t forces are l ike ly to cause the in t roduc t ion of synthet ic 
fuels i n the 1985-1995 t ime period. W i t h the r i gh t combinat ion of prices and 
costs, product ion of synthet ic fuels i n 1995 migh t be as h igh as 9 m i l l i on bar-
rels per day a l though the expected average is 5 m i l l i on barrels per day." 

Yet i t needs to be acknowledged tha t i n good measure the pr ice of conven-
t ional energy i n the Un i ted States is being kept a r t i f i c ia l l y low as a resul t 
of government pol icy. Of course we a l l prefer to pay less fo r something ra ther 
than more, but tha t is ha rd ly a guide to sensible publ ic act ion. 

What is re levant to the present concern is tha t the lower tha t the pr ice of 
ex is t ing fuel sources is kept the less a t t rac t i ve is the prospect of developing 
new domestic energy. A n i m p a r t i a l observer can only gaze i n wonderment at 
an approach to pol icy wh i ch first keeps convent ional f ue l prices a r t i f i c ia l l y 
low (.via government controls) and then finds tha t synthet ic fuels w i l l not 
be developed on a suff ic ient ly large scale w i t hou t special government assistance. 
I f anyth ing, the s i tua t ion is made worse by the uncer ta in ty a r i s ing f r o m the 
l im i ted three-year t e rm of ex is t ing pr ice controls. Given the higher w o r l d price, 
the con t ro ls—unwi t t i ng ly—give domestic companies an incent ive to hold off 
explorat ion, development, and product ion u n t i l the f u t u r e t ime when the con-
t ro ls are l i f ted . 

A na tu ra l and more s t r a i gh t f o rwa rd state of a f fa i rs wou ld be to e l iminate 
the special pr ice controls on ex is t ing convent ional fuels. Such act ion wou ld 
both encourage f u r t h e r exp lora t ion and s imul taneously promote greater con-
servat ion. As the pr ice of convent ional f ue l rises to the cost of synthetics, 
there w i l l be an automat ic incent ive fo r p r i va te companies to move ahead. 
B u t given the no rma l desire to min imize r isk , p r i va te investments w i l l be de-
ter red i f there is a st rong possibi l i ty tha t the federa l government w i l l step 
in and assume the r isk . 

To those who are concerned t ha t r i s i ng energy prices wou ld be in f la t ionary , 
i t needs to be po in ted out t ha t ho ld ing down i nd i v i dua l prices is not the way 
to fight in f la t ion ( i t is the classic way to create a shor tage) . The basic 
method to dampen down in f la t ionary pressures is we l l -known—deal w i t h the 
forces tha t inf luence the overa l l pr ice level by reducing the budget deficit and 
ma in ta in ing a moderate monetary pol icy. 
G o v e r n m e n t i n B u s i n e s s 

Other impo r tan t shortcomings of the synthet ic f ue l p rogram and the pro-
posed Energy Independence A u t h o r i t y seem evident. I f they ever get underway 
to the extent envisioned by t h i r sponsors, they wou ld represent a ma jo r in-
volvement of government i n sectors of the economy w h i c h t rad i t i ona l l y have 
been the responsib i l i ty of p r i va te enterprise. I n the words of fo rmer energy 
admin is t ra to r John C. Sawhi l l , "The proposed Energy Independence Author -
i t y . . . represents a ma jo r new in t rus ion in to the p r i va te sector."2 5 

23 U.S. Federal Energy Administration, Project Independence Report (Washington: 
Government Printing Office, 1974) ; J. A. Hausman, "Project Independence Report: An 
Appraisal of U.S. Energy Needs Up to 1985." Bell Journal of Economics, Autumn 1975. 

Synfuels Interagency Task Force, Recommendations for A Synthetic Fuels Commer-
cialization Program, Report Submitted to the President's Energy Resources Council, 
Vol. 1 (Washington: Government Printing Office. 1975), Vol. 1, p. 27. 

25 John C. Sawhill, "What makes America Work? Energy . . . and it's time we became 
independent," Wall Street Journal, December 2, 1975, p. 15. 
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V ia these new programs, the federa l government w o u l d become a m a j o r 
fac to r i n the financing of energy industr ies. T h i s w o u l d be i n s t r i k i n g cont rast 
to the present s i tuat ion. The mu l t i - b i l l i on do l la r A laska p ipel ine pro jec t , f o r 
example, is p r i va te l y financed, a l though th is is one of the largest const ruc t ion 
pro jects under taken i n the h is to ry of the Un i t ed States. Because the unde r l y i ng 
marke t is considered to exist , suff icient p r i va te cap i ta l has been a t t r ac ted f o r 
the purpose. To the extent t ha t the federa l government w i l l s tand ready to 
share the financing of new projects, the l i ke l ihood of p r i va te cap i t a l being 
w i l l i n g to finance the more r i sky under tak ings ent i re ly on i t s o w n is l i ke l y 
to d imin ish . 

B u t E I A w o u l d be more t h a n a financing mechanism. As the agency w o u l d 
be specif ical ly author ized to make "h igh - r i sk " loans, the poss ib i l i t y of de fau l t 
by p r i va te borrowers cer ta in ly wou ld ar ise and E I A wou ld w i n d up own ing the 
co l la tera l , t h a t is the pro jects t h a t i t finances. 

So long as E I A meets the ra ther vaguely worded " res t r i c t i ons " t h a t wou ld 
be imposed by the pending legis lat ion, i t s B o a r d of D i rec tors w o u l d have great 
d iscret ion i n selecting the companies t h a t wou ld receive financial assistance, 
the types of financial assistance t ha t i t offers, and the specific te rms on w h i c h 
the assistance is provided. A l t hough the i n ten t of the proposed p rog ram may 
be notewor thy , h is to r ica l precedence w i t h government cred i t agencies exercis-
i ng broad grants of d iscret ion is not comfor t ing . 

D u r i n g the 1930's and 1940's the a r ray o f federa l agencies inc luded the Re-
const ruct ion Finance Corporat ion. Th i s whol ly -owned federa l enterpr ise, 
financed w i t h many b i l l ions of do l lars of T reasury debt and t a x receipts, 
under took a w ide var ie ty of depression, war t ime , and postwar act iv i t ies. W i t h -
out underes t imat ing any con t r ibu t ion t ha t the R F C may have made d u r i n g 
i t s ear l ie r years, i t is per t inent to note t h a t the Congress ended i t s existence 
amidst a rash of invest igat ions of al leged improper act iv i t ies. A n extended 
Senate invest igat ion disclosed w h a t seemed to be gross abuses of the power 
and a u t h o r i t y w h i c h had been vested i n the enterprise. 

B u d g e t S u b t e r f u g e 
The establ ishment of E I A w o u l d represent a ma jo r extension of off-budget 

financing of federa l government act iv i t ies. To a greater extent t h a n a t the 
present t ime, the repor ted to ta ls of revenues and expendi tures w o u l d under-
state the t rue magni tude of government act iv i t ies. L ikewise, the repor ted 
budget defici ts wou ld become less mean ing fu l measures of federa l f inanc ing 
needs. The counterargument t h a t E I A ' s c red i t extensions w i l l be repa id is not 
persuasive. 

F i r s t of a l l , a number of programs wh i ch are i n the budget do generate off-
se t t ing revenues, i nc lud ing the Tennessee Va l ley A u t h o r i t y , the Commodi ty 
Cred i t Corporat ion, the Farmers Home Admin i s t ra t i on , the Federa l Crop In -
surance Corporat ion, the Government Na t i ona l Mor tgage Associat ion, and the 
Na t i ona l Cred i t Un ion Admin is t ra t i on . Clear ly , the expectat ion t h a t a federa l 
spending p rogram w i l l u l t ima te l y y ie ld receipts is not a suff icient j us t i f i ca t ion 
f o r exc lud ing i t f r o m the budget. To be sure, there are c red i t p rograms w h i c h 
qu i te proper ly have been excluded, and the i r t ransact ions do no t appear i n 
the to ta ls of federa l revenues and expenditures. 

B u t each of these l a t t e r organizat ions—such as the Federa l Na t i ona l M o r t -
gage Associat ion, the Federa l L a n d Banks, and the Federa l Home Loan 
Banks—have repa id any investments t h a t the T reasury o r ig ina l l y made and 
are now ent i re ly p r i va te ly owned. T h a t w o u l d not be the case of the Energy 
Independence A u t h o r i t y , a l l of whose cap i ta l stock wou ld be he ld by the Sec-
re ta ry of the Treasury and a l l of whose debentures w o u l d be guaranteed by 
the f u l l f a i t h and cred i t of the Un i t ed States Government. 

A d m i n i s t r a t i v e P r o b l e m s 
I n an apparent e f fo r t to avo id the type of scandals t ha t led to the Congress 

t e r m i n a t i n g the Reconstruct ion Finance Corpora t ion i n the 1950's, the pro-
posed E I A s ta tu te sets up a va r ie t y of res t r ic t ions on E I A ' s lend ing ab i l i t y , 
c r i t e r i a f o r the guidance of i t s d i rectors, and reviews by other federa l agencies. 
I t is d i f f i cu l t to see how these vaguely-worded and of ten conf l ic t ing statements 
can t r u l y help i n ach iev ing bet ter results, a l though the t ime and expense t h a t 
m i g h t be invo lved could be substant ia l . 
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For example, E I A may not give financial assistance to projects where the 
appl icant does not show "sa t i s fac to ry " efficiency, management capaci ty, and 
other fac tors usua l ly considered by p r i va te sources of financing. Yet financing 
is l im i t ed to those projects w h i c h cannot obta in adequate financing f r o m pr i -
vate sources who presumably have not been satisf ied w i t h the jus t i f i ca t ion f o r 
the same project . 

The proposed s ta tu te expresses a general concern f o r an economical ly sound 
and compet i t ive p r i va te sector. Yet* i n several respects i t requires the recipients 
of E I A assistance to conduct themselves l i ke federa l agencies and federa l 
contractors. Th is is the case w i t h reference to adherence to federa l labor 
standards, i nc lud ing the Davis-Bacon Act , and equal employment oppor tun i ty 
requirements. 

On the one hand, the E I A b i l l gives the Federa l Energy A u t h o r i t y new power 
to expedite the regu la tory process f o r energy projects. B u t on the other hand, 
i t sets up a new level of reviews, requ i r i ng the Energy Resources Council , 
among other federa l agencies, to examine each pro ject p r io r to E I A ' s extend-
ing i t any financial a id. 

R e g u l a t o r y B a r r i e r s t o D o m e s t i c E n e r g y P r o d u c t i o n 
Th is study is not the appropr ia te place f o r a general rev iew of the effective-

ness of env i ronmenta l and other regu la tory programs. W h a t is clear is t h a t 
the expansion of regu la tory legis lat ion has resul ted i n a new type of delay i n 
ca r ry ing out large new developmental projects i n the Un i ted tSates. 

I t is v i r t u a l l y un iversa l t ha t proposed ma jo r new energy development p ro j -
ects—including those t ha t are u l t ima te l y approved—are delayed fo r some 
unpredictable length of t ime and at some signi f icant cost. The E I A type of 
credi t proposal does not face t h a t issue, bu t merely wou ld set up a new federa l 
e f for t to overcome, a t least i n par t , the adverse effects Of an ear l ie r federa l 
ef for t . 

The Synfuels In teragency Task Force, a f t e r l i s t i ng the var ious regu la tory 
requirements, states the mat te r very succ inc t ly : " I n summary, some of these 
requirements could easi ly ho ld up or permanent ly postpone any a t tempt to 
bu i ld an operate a synthet ic fuels p lan t . " 2 8 

The more s igni f icant regu la tory constra ints t ha t wou ld app ly include the 
f o l l o w i n g : 

I . P repar ing an env i ronmenta l impact statement, as requ i red by the Na t iona l 
Env i ronmenta l Po l icy Ac t of 1969. 

2: Meet ing new source performance standards f o r a i r qua l i t y , under the Clean 
A i r Ac t Amendments of 1970. 

3. Meet ing the hazardous po l lu tan t emission standards, under the Clean A i r 
Act Amendments of 1970. 

4. Meet ing the state a i r qua l i t y imp lementa t ion plans requ i red by the Clean 
A i r Amendments of 1970. : ' - ! •• 

5. Obta in ing necessary po in t source discharge permi ts , under the W a t e r Pol-
l u t i on Cont ro l Ac t Amendments of 1972. 

6. Meet ing state w a t e r qua l i t y standards and w rater qua l i t y management 
plans, as promulgated under the W a t e r Po l lu t ion Cont ro l Ac t Amendments 
of 1972. 

7. Comply ing w i t h l im i ta t i ons appl icable to "underground in ject ions," under 
the Safe D r i n k i n g W a t e r Ac t of 1974. 

8. Comply ing w i t h the regu la t ion of in ters ta te p ipel ine transmissions, under 
the In te rs ta te Commerce Act . 

9. Comply ing w i t h the a l locat ion of ra i l r oad cars t ranspor t ing coal, under 
the In te rs ta te Commerce Act . 

I I . Comply ing w i t h the regu la t ion of in ters ta te t ransmiss ion of synthet ic 
gas once m ixed w i t h n a t u r a l gas, under the N a t u r a l Gas Act . 

12. Obta in ing necessary p lan t and minet leases, f r o m the U.S. Bu reau of 
Land Management. 

14. Obta in ing necessary wa te r al locat ions, f r o m the U.S. Bu reau of Reclama-
t ion. 

15. Comply ing w i t h the Coal M ine H e a l t h and Safety Ac t of 1969. 

26 Synfuels Interagency Task Force, p. 134. 
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The comments of the In teragency Task Force on the impact of the var ious 
regulatory requirements deserve f a r more a t ten t ion t h a n they have received 
to date. The fo l l ow ing is the eva luat ion of the effects of the env i ronmenta l 
impact statements ( E I S ) requ i red by the Na t iona l Env i ronmen ta l Po l icy Ac t 
of 1969 ( N E P A ) : 

"Thus , the ma jo r uncer ta in ty under N E P A is not whether or not the p ro jec t 
w i l l be a l lowed to proceed, bu t ra ther the length of t ime i t w i l l be delayed 
pending the issuance of an E I S t ha t w i l l s tand up i n court . The cost of such 
delays (const ruc t ion financing and in f la ted r a w mater ia ls and labor costs) is 
an obvious potent ia l hazard to any synfuels project . . . 

" I n summary , the cost and delay occasion by N E P A const i tu te a subs tan t ia l 
d is incent ive, aggravated by the fac t t ha t i n deal ing w i t h new processes i t is 
very ha rd to ant ic ipate w h a t the E I S requirements w i l l be and on w h a t 
grounds the E I S may be at tacked. The general guidel ines offered by the Coun-
c i l on Env i ronmen ta l Qua l i t y (40 C F R Pa r t 1500) prov ide a d r a f t i n g f rame-
w o r k hu t no assurance of compl iance."2 7 

The uncer ta in ty in t roduced by the way i n wh i ch the var ious env i ronmenta l 
programs are car r ied out is d i f f icu l t to underest imate. The comment of the 
Synfuels Interagency Task Force on the Federa l Wa te r Po l l u t i on Cont ro l Ac t 
Amendments of 1972 is i nd i ca t i ve : " I t wou ld be next to impossible a t th i s 
t ime to predic t the impact of these requirements on synthet ic fue ls produc-
t ion. " 28 

SUMMARY 

The proposed program of c red i t subsidies to promote domestic energy develop-
ment is undesirable fo r many reasons: 

1. I t avoids deal ing w i t h the fundamenta l need to prov ide basic ma rke t in-
centives to increase domestic energy product ion. A l though i t is in teuded to a i d 
a new p r i va te indus t ry , i t wou ld wreaken f u r t h e r the basic r isk-bear ing and 
ent repreneur ia l character of the Amer ican business system. 

2. There is no ind ica t ion t h a t the federa l cred i t p rogram w i l l resu l t in any 
specific increase i n domestic energy product ion. 

3. I t wou ld be an ext remely cumbersome program to operate, i nvo l v i ng 
many federal , state, and local agencies. 

4. I t ignores the sad lessons of h is tory , notably the R F C experience. 
5. I t wou ld be a ma jo r extension of federa l responsib i l i ty f o r local a f fa i rs . 

Under the proposal f o r loan guarantees f o r synthet ic fue l projects, the federa l 
government could guarantee up to 100 percent of a local i ty 's bonds f o r "essen-
t i a l " pub l ic ac t iv i t ies or i t could guarantee the amounts of an t i c ipa ted t a x 
revenue f r o m the energy demonstrat ion fac i l i t y . 

6. The federa l government could w i n d up operat ing commerc ia l p lants and 
se l l ing the products or energy t ha t are produced. I t wou ld be author ized to 
do so i n case of defau l t . 

I n the f o r m a t i o n of publ ic pol icy on fos te r ing a greater degree of domestic 
energy independence decision-makers need to consider the var ious a l te rna t i ve 
ways of p romot ing the nat ion 's objectives i n the energy a rea—inc lud ing 
greater rel iance on no rma l marke t incentives, reduc ing the severe regu la to ry 
bar r ie rs to the use of ex is t ing energy sources and to the devlopment of new 
ones, and s tockp i l ing pet ro leum to reduce the th rea t of embargo. 

Despi te the h igh hopes of i ts supporters, there is no assurance t h a t the 
many b i l l ions of dol lars contemplated to be used by the synthet ic fue ls pro-
g ram and subsequently by the Energy Independence A u t h o r i t y ac tua l l y w i l l 
resu l t i n the a t ta inment of the object ive of energy independence. Perhaps the 
fundamenta l shor tcoming is the f a i l u r e to demonstrate the super io r i t y o f t h i s 
approach—subsidies to the p r i va te sector—to other alternatives.29 

T h e C H A I R M A N . O u r final w i t n e s s i s M r . R o b e r t N a t h a n . G o r i g h t 
ahead. 

v Ibid., pp. (M8-C-19. 
Ibid., p. 0-22. 

29 Edward J. Mitchell. U.S. Energy Policy: A Primer (Washington : American 
Enterprise Institute, 1974). 
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STATEMENT OF ROBERT R. NATHAN, ROBERT R. NATHAN 
ASSOCIATES, INC., WASHINGTON, D.C. 

M r . NATHAN. T h a n k you very much. 
L e t me be very b r ie f , and star t by saying I can't he lp bu t observe 

th is m o r n i n g you have got strange bedfel lows 011 th is issue; the 
combinat ion o f supporters of the b i l l — a n d I count mysel f as a 
supporter o f the b i l l — a n d the combinat ion of those opposed is 
probably as odd a m ix tu re as I have seen on legis lat ion f o r a long, 
long t ime. 

When M u r r a y Weidenbaum and Ra lph Nader are on the same 
side, i t is rea l ly a s ight to see. 

I don ' t envy th is committee, because of the complex i ty o f these 
problems. B u t I do t h i n k tha t we come down, M r . Cha i rman, to one 
very real problem and subsidiary problems and tha t ma jo r problem 
is do we have an energy crisis or not. 

I am not go ing to t a l k i n deta i l about that . I t is i n my test imony. 
B u t , I real ly believe tha t a lo t o f people don' t t h i n k we have an 
energy crisis, or i t w i l l somehow go away i f we let the marketplace 
func t ion , or give us enough t ime, and so on. 

I don ' t happen to buy tha t and I t h i n k tha t f o r the greatest nat ion, 
the most powe r f u l na t ion and I t h i n k the most impo r tan t factor 
i n the free w o r l d to have a sort o f a razor or k n i f e across i ts throat 
tha t m i g h t be moved or indented a l i t t l e b i t in to the th roa t f r o m t ime 
to t ime is not something we ought to resign ourselves to, and whi le 
I don' t t h i n k we can achieve energy independence i n t o ta l i t y i n the 
foreseeable per iod, I t h i n k t ha t the combinat ion o f our r u n n i n g out 
o f our r u n n i n g out o f our own oi l and gas over a per iod o f t ime 
and the combinat ion o f being subjected to po l i t i ca l b lackmai l raises 
very , very c r i t i ca l problems i n m y mind . M y suppor t o f th is b i l l 
stems f r o m m y convic t ion tha t we are i n a very serious energy 
crisis t ha t is go ing to get worse i n m y judgment , not better. 

Now, let me jus t deal very b r ie f w i t h 2 or 3 points. 
F i r s t , as f a r as the marketplace is concerned, I don ' t see how 

anybody can say the marketplace has worked sat isfactory i n th is 
count ry i n terms o f envi ronment, i n terms o f low wages, i n terms o f 
social re t i rement or securi ty. 

You go back over a whole range of issues and we had to supple-
ment or complement the marketplace when we had real problems tha t 
the marketplace doesn't take care of . I mysel f f avo r r e l y i ng as much 
as we can on the marketplace, bu t t o t h i n k t ha t the solutions to 
our energy problems are go ing to come f r o m marketplace reliance 
over the next several years is rea l ly h i d i n g oneself f r o m rea l i ty . 

Second, we rea l ly don' t know, M r . Cha i rman, w h a t the elasticities 
o f supplies are go ing to be. 

There are some who say i f you jus t le t the pr ice of gas go there 
wou ld be p l e n t i f u l supplies, bu t I doubt i t very much. B y the way, 
i f the pr ice o f na tu ra l gas were to be to ta l l y decontrol led t o d a y * I 
know o f no expert i n th is field who th inks i t wou ld be below $2 i n 
very short order per 1000 cubic feet and your imp l i ca t ion o f what 
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t ha t could do to in f la t ion and wha t i t could do to the ongo ing re-
covery of th is economy i n m y j udgmen t is very impor tan t . 

I wou ld f avo r decontrol o f new produc t ion i n order to s t imula te 
supp ly , bu t I don' t see any po in t i n decont ro l l ing o ld supplies. I 
t h i n k tha t a double t ie r pr ice s i tuat ion, t hough i t is a l i t t l e abnormal 
wou ld make a l o t bet t r sense i n the face o f the in f la t ion th rea t t h a n 
jus t decont ro l l ing to ta l l y . 

N o w let me just t u r n to 1 or 2 th ings about th is b i l l . 
M r . Cha i rman, I agree very s t rong ly t ha t conservation ough t to 

be a ma jo r ef for t as we l l as efficiency o f energy use. B u t I cannot 
take seriously, as more t han an i l lus ion, t ha t i n the next quar ter o f 
a century we won ' t need any more energy at a l l i f we rea l ly go a l l 
out on efficiencies. 

I have been to Sweden many , many t imes. Sweden is no t the 
U n i t e d States. I t doesn't have the degree o f i ndus t r i a l i za t i on o f 
the U n i t e d States. The whole pa t te rn o f l i f e i sn ' t t he same as the 
U n i t e d States. A n d to say i f we could have 25 years f r o m now the i r 
B t u consumpt ion per person we wou ldn ' t need any more energy is 
jus t l i ke say ing let's go to another w o r l d . Maybe i f we w i l l a l l move 
to the moon we won ' t need any more energy at a l l . 

W e have to recognize i n the real w o r l d i n w h i c h we l i ve we are 
go ing to have increases i n pr ices—and, by the way, electr ic produc-
t i o n is not down p r i m a r i l y i n response to h igher prices. I t j us t runs 
i n the face o f rea l i t y o f wha t th is recession has done namely, reduce 
employment and produc t ion as we l l as use of energy. 

I f you look at electric p roduc t ion i n the last 3 to 5 months you 
can see wha t the recovery is do ing to step t ip the p roduc t ion o f 
e lectr ic i ty . 

W e ought to go a l l out on conservation and i f th i s b i l l were 
enacted I wou ld even say t ha t some signi f icant po r t i on o f the 
funds avai lable, to the extent i t can be effect ively used, ought to go 
towards conservation and more effective u t i l i za t i on of . energy. 

A n d there are a couple o f other th ings, M r . Cha i rman, t ha t you 
raised, t h a t I wou ld p u t i n t o the b i l l . I w o u l d agree on the cost-
benefit requiremei i t f o r any k i n d 4 o f investment or any k i n d o f a 
loan above some m i n i m a l amount. 

I wou ld cer ta in ly p rov ide f o r mon i to r i ng . 
A l so no objections to out lays be ing inc luded i n the budget. B u t 

there are rea l problems o f how you deal w i t h the ou t lay t i m i n g f o r 
budget purposes. 

Y o u w o u l d have to gear i t somehow t o the t i m i n g o f the out lays 
as we l l as the commitments. 

B u t , there has been some th ings said here today, M r . Cha i rman , 
t ha t bother me a great deal. 

F o r instance terms such as " b a i l out o f nuclear pro jects." 
I w o u l d hope t ha t We could re ly on conservat ion , on b r i n g i n g u p 

more o i l arid gas and coal, b u t I k n o w o f no one who seriously 
believes t h a t i n the next 20 or 30 years we are go ing to be able to 
p rov ide our essential energy needs a f te r conservation and a f t e r 
efficiencies, on an a l l -out bases, f r o m jus t these sources. 

I don ' t know o f one person technical ly competent—and I hope M r . 
Nader is r i g h t — w h o rea l ly believes tha t solar energy is go ing to 
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be ava i lab le w i t h i n a year or a decade or t w o decades on a p rac t i ca l 
basis f o r electr ic generat ion. 

T h a t w o u l d be j us t marve lous and i f t h a t were possible I w o u l d 
say toss ou t the nuc lear field en t i re l y . B u t I don ' t t h i n k t h a t is 
real is t ic . 

N o w , the m a i n p r o b l e m I find, M r . C h a i r m a n — I p o i n t ou t i n m y 
tes t imony t h a t I have gone t h r o u g h some cr is is w h e n I was cha i r -
m a n o f the p l a n n i n g commit tee o f the W a r P r o d u c t i o n B o a r d and 
the depu ty d i rec to r o f the Office o f W a r M o b i l i z a t i o n and Reconver-
s ion—is the t r agedy t h a t w i t h a l l o f our unde rs tand ing we may 
g ive t o the p r o b l e m o f our energy cr is is, unless cer ta in steps are 
taken, unless ce r ta in pol ic ies are adopted, unless cer ta in ins t i t u t i ons 
are set up , we are no t go i ng to get results. 

A n d i n t h a t respect, t h i s a u t h o r i t y has a great deal o f mer i t . 
N o w , i f y o u sa id w h y the $100 b i l l i o n f igure , I agree I t h i n k i t 

was taken o u t o f the a i r . 
Y o u say w e l l w h a t about s t a r t i n g w i t h someth ing less. I w o u l d 

ra the r have a $50 b i l l i o n s ta r t t h a n no th i ng , a n d I w o u l d p u t a l o t 
o f const ra in ts on i t Such as the m o n i t o r i n g such as the cost-benefit 
studies, such as r e p o r t i n g to the Congress every 6 months or 9 
months o r year and, by the way , I w o u l d r a the r have t h a t t han 
have a l l the pol ic ies subject to t he decision o f the Secretary o f the 
T reasury . I do t h i n k we are g o i n g to have some losses and I do t h i n k 
t h a t t h i s g r o u p ough t no t to be t i e d too t i g h t l y o r too precisely to 
the suref i re ac t iv i t ies because r isks are needed now. 

I t h i n k the needed amoun t o f money is n o t g o i n g to be f o r t h c o m i n g 
f o r new r i s k y unce r ta in act iv i t ies. Unless we take some r isks now and 
t r y to break t h r o u g h the cu r ren t uncer ta in t ies , 10 years f r o m now 
I am a f r a i d M r . C h a i r m a n , we w i l l have 70 or 80 o r more percent 
o f ou r o i l i m p o r t e d and we w i l l be s i t t i n g here w o r r y i n g about w h a t 
is g o i n g to happen and we w i l l be t a l k i n g about goals f o r 1995. 

I come d o w n i n f a v o r o f t h i s b i l l , because I believe we have a m a j o r 
cr is is and I don ' t t h i n k we are d o i n g m u c h about i t and we need to 
take some r isks. 

W e need to overcome uncer ta in t ies . W e need to p rov ide means 
and mechanisms t h a t w i l l do the unusual , no t re l y on n o r m a l l y . A s 
a ma t t e r o f fac t , M u r r a y W e i d e n b a u m advises us to r e l y on business 
as usual. I don ' t t h i n k t h a t is g o i n g to lead us anywhere. 

T h e CHAIRMAN. YOU say, M r . N a t h a n , t h a t y o u w o u l d be inc l i ned 
to spel l ou t the E I A ' s scope and responsib i l i t ies more amb i t i ous ly , 
more b road l y? 

T h e y seem to have i n m y r e a d i n g o f the b i l l qu i te a b road area 
o f respons ib i l i t y now and, as M r . N a d a r po in ted out , they are exempt 
f r o m a number o f requi rements i n the l a w t h a t a p p l y to o ther 
agencies. 

H o w w o u l d y o u change th i s leg is la t ion to b roaden t h e i r a u t h o r i t y ? 
M r . NATHAN. W e l l , I w o u l d make t w o o r th ree suggestions, and 

one is t h a t some cond i t ions be p e r m i t t e d i n the loans and these 
condi t ions I w o u l d say w o u l d t i e to such measures as conservat ion, 
such measures as efficiencies. 

I w o u l d g ive to th i s A u t h o r i t y a respons ib i l i t y f o r setting; up 
c r i t e r i a w h i c h the f ree marke tp lace people won ' t l i ke at a l l bu t 
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I t h i n k t ha t some governmenta l pa r t i c i pa t i on i n the r i sk and some 
shar ing i n the benef i ts—I l i ke wha t you said before, t h a t i f a pro ject 
should be successful and rea l ly t u rns out we l l , w h y shouldn ' t the 
government, w h i c h provides the money t ha t is subject to the greatest 
r isk , par t i c ipa te i n those benefits. 

These are areas o f ac t i v i t y tha t I w o u l d prov ide fo r . I happened 
to tes t i f y 13 months ago before Senator Jackson's committee on his 
proposed Na t iona l E n e r g y Produc t ion Boa rd b i l l , I w o u l d l i ke t h a t 
Boa rd and th is A u t h o r i t y to be t i ed i n w i t h F E A and E R D A i n 
some k i n d o f a top au thor i ta t i ve coord ina t ing po l i c ymak ing body 
whereby E I A w o u l d have a postive role i n terms o f be ing sure t h a t 
we get construct ive pr ice regulat ions and incent ive policies. A t least 
i t should get i ts voice heard i n po l icy councils. 

Le t me jus t gve you one i l l us t ra t ion , M r . Cha i rman. 
W e are now ra is ing prices to st imulate gas and o i l p roduct ion. W e 

have raised prices o f na tu ra l gas. W e have decontrol led somewhat 
but we have decontrol led to ta l l y , on new oi l . 

A t the same t ime, we are t a k i n g away the tax incentives. 
F o r 20 years I favored ge t t i ng r i d o f or reduc ing the cost deple t ion 

allowance. 
I t h i n k the deplet ion allowance, at a t ime when we rea l ly had a 

surplus o f o i l i n th is count ry and when Texas and Ok lahoma were 
set t ing 4-day-a-month l i m i t s or 5-day-a-month l im i t s on product ion , 
we were g i v i n g these tremendous incentives i n terms o f cost deple-
ton and the in tang ib le allowances. 

Now, when we desperately need to pursue oi l and gas exp lora t ion, 
we are c u t t i n g those tax inducements. 

W e have already cut deeply i n the deplet ion allowance. I w o u l d 
much ra ther even l iberal ize depreciat ion al lowance today and to t r y 
to ho l d down prices. 

I t h i n k there are these po l icy combinat ions tha t I wou ld hope t ha t 
th is A u t h o r i t y m i g h t par t ic ipa te i n f o r m u l a t i n g so tha t you have 
a coord inat ion o f expansion o f supp ly w i t h conservation, w i t h 
p r i c i n g policies, and w i t h sound regu la to ry determinat ions. 

The CHAIRMAN. YOU have had probab ly as l ong and as p r o f o u n d 
experience i n the Federa l Government , admin is t ra t i ve branch, as 
anybody i n Wash ing ton , perhaps longer. I know as a young man, as 
a very young man, you had a h i g h l y responsible pos i t ion i n the 
Roosevelt admin is t ra t ion r i g h t f r o m the very beg inn ing, and y o u 
are tho rough ly f a m i l i a r , I am sure, w i t h the Reconstruct ion F inance 
Corpora t ion . 

M r . N A T H A N . Y e s . 
The CHAIRMAN. NOW, the R F C d i d a l o t o f ve ry good th ings , 

bu t they also were subject to a lo t o f scandals and a l o t o f po l i t i ca l 
pressure. 

W h e n you have a $100 b i l l i on corporat ion i t is go ing to p rov ide 
guarantees and go ing to buy stock and so f o r t h , i t is one whale o f a 
lo t o f power. 

D o you see any danger t ha t th is au tho r i t y w o u l d go the R F C 
route and the Federa l Government wou ld end up saddled w i t h a 
lot o f bad loans and worse scandal ? 
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M r . NATHAN. F i r s t , I real ly believe, Senator P roxmi re , t ha t the 
R F C , i f one could p u t a cost-benefit on i t and say wha t were the 
good and wha t were the bad results, I wou ld say i t was 10 to 1 favor -
i n g the good th ings versus the bad. I t rea l ly wasn' t u n t i l the very 
end t ha t some o f these bad measures came out. Nobody l i ke Jessie 
Jones or the others at the top were ever accused o f cor rup t ion . There 
were some bad performances at lower levels, bu t not so very many. 

The CHAIRMAN. The R F C came on the scene when the count ry 
was flat on i ts back and we had to have tha t k i n d o f cap i ta l in fused 
in to an economy where there was no confidence and we had enormous 
overwhelming unemployment , no th i ng real ly o f the k i n d we have 
today. 

M r . N A T H A N . N O , b u t w e h a v e 
The CHAIRMAN. W e have unemployment , bu t t ha t was 25 percent. 
M r . NATHAN. B u t , M r . Cha i rman, i t isn' t the unemployment tha t 

bothers me now. I t h i n k we are equivalent to being almost f iat on 
our backs w i t h respect to energy. 

W h e n I look at the figures and I see us re l y i ng on the M idd le 
East and a few other countries f o r 40 percent o f our o i l use and 1 
see tha t 5 years ago on ly i t was about 15 percent, and I see i t r i s ing 
steadi ly year by year, I see the challenge i n the energy area tha t is 
comparable to our challenge i n 1932 i n the general economy. 

O u r prob lem is to determine wha t r isks do we take. 
I wou ld suggest some k i n d of l i edetector test or some way to check 

and moni to r investors and make them repor t regu la r l y on invest-
ments and the l ike. W e cannot avo id some r isk , bu t I believe tha t 
there are enough honest people i n th is count ry and techniques can be 
devised whereby we can min im ize cor rup t ion i n th is process and I 
wou ld not let the fear o f co r rup t ion stop do ing wha t is essential. 

The CHAIRMAN. NOW you argue t ha t the conservation argument is 
not real ist ic at least as pushed so h a r d by M r . Nader. 

Y o u also say the Amer i can people are f a r ahead o f the Government 
on conservation. 

The G A O witness yesterady, M r . Canf ield, who impressed the com-
mit tee very much, argued tha t there is more oppo r tun i t y f o r saving 
i n conservation t h a n there is i n product ion. 

D o you t h i n k t ha t th is b i l l should be red ra f t ed to place a greater 
emphasis on consevration in i t ia t i ves and less emphasis on supp ly ? 

M r . NATHAN. W e l l I t h i n k you need both, M r . Cha i rman. 
I w o r r y a l i t t l e b i t about the e i ther /o r , bu t I cer ta in ly wou ld pu t 

s t rong provis ions on conservation and efficient u t i l i za t i on o f energy 
in to the b i l l , and I wou ld i n every b i l l . 

The CHAIRMAN. HOW do you mobi l ize suppor t f o r t ha t ? 
Y o u say you perceive a lo t o f popu la r suppor t f o r i t . M r . Nader 

said the same th ing . They are go ing to t r y to educate the Congress on 
i t , and I t h i n k i t is a very construct ive effort . 

B u t we always r u n in to th is opposit ion. W e always r u n in to people 
who are on other other side of th is and make i t very h a r d f o r us to 
enact legis lat ion wh i ch w i l l conserve energy. 

M r . NATHAN. W e l l , I t h i n k there are three th ings tha t ought to be 
done. 
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One, ' I agree t ha t whatever pr ice or t a r i f f changes -you.permit i n the 
regulated area, you do i t i n such a way as to seek conservation. 

L e t me g ive you an example. 
F o r example, i n the regulated area, i t w o u l d be appropr ia te f o r 

the government to t r y , to lay down guidelines, and th is raises questions 
o f excessive regulat ion, bu t I w o u l d l i ke to see the regu la to ry agencies 
supported i n some k i n d o f way—and I am t a l k i n g about pub l i c u t i l i -
t y commissions i n States as we l l as Federa l—in such a way as to t r y 
to begin to restructure some of our u t i l i t y rates w h i c h w o u l d encour-
age conservation. 

I w o u l d l i ke very much tp see us go overboard on l owe r i ng rates 
at n i g h t as compared w i t h dayt ime. D o your l aund ry at n i gh t . R u n 
you r d rye r and cleaner at n i g h t . 

Let 's t r y to set up rate structures i n a way to encourage conserva-
t ion. 

I t h i n k second, and very i m p o r t a n t l y , we ought to go i n f o r 
standards. I don ' t believe t ha t we can re l y ent i re ly on vo lun tar ism. 

W e ought to go f o r standards i n terms of cars. I wou ld say p u t 
a $1,000 tax on an 8Tmile-a-gal lon car and $100 on a 20-mi le-a-gal lon 
car. O r no th i ng on smal l gas-using cars. I n other words, s h i f t your 
t ax structures. 

Ano the r example, f o r instance, M r . Cha i rman, w o u l d be to en-
courage cit ies to p u t very heavy taxes on a l l -day d o w n t o w n p a r k i n g 
and take tha t money and g ive i t to the Me t ro system or the subway 
system or the bus system or r a i l commuter. 

So i n a sense, by you r t ax s t ructure you are s h i f t i n g incentives i n 
a way t ha t you can have much more conservation. 

The CHAIRMAN. I go a long w i t h tha t , bu t , o f course, the funda-
menta l incent ive is the one you resist and I t h i n k wisely and I 
resist i t and I must say i t is no t consistent and t ha t is t h a t the great-
est d is incent ive is t o let the prices go up. 

I f the prices go up people won ' t d r i ve as much and they won ' t 
consume as much. 

B u t we have w r i t t e n i n to the l a w protect ion f o r the consumer 
and, as you and I recognize, the a l ternat ive is to h u r t the economy 
because, as the pr ice o f energy goes up, the pr ice o f every th ing we 
buy—because-there i s a b i g energy component i n every th ing we 
buy , food, c lo th ing, every th ing—the pr ice of every th ing goes up and 
i t is in f la t ionary . 

M R ; N A T H A N . I agree wi th that and that is Why I would target in 
on price techniques. 

W h e n I say pu t $100 on an 8-mi le-a-gal lon car and nothing on a 
20-mi le-a-gal lon car, th is is us ing the p r i c i n g phenomenon. B u t at 
least i t is targeted. I f you pr ice gasoline f r o m 40 cents to 60 cents a 
ga l lon, I don ' t t h i n k we discourage an a w f u l l o t o f use. 

I f we went f r o m 60 cents to $1 or $1.50, I t h i n k we would . B u t 
heaven f o r b i d wha t happens to the impacts of wage escalator clauses. 

The CHAIRMAN. Once the O P E C countries become accustomed to 
the i r new weal th , is the threat o f an embargo real ist ic? 

M r . NATHAN. I don ' t t h i n k the embargo is an economic determina-
t ion , M r Cha i rman. I t h i n k the embargo determinat ion w o u l d be 
po l i t i ca l . 
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I n many ways, the more weal thy they are i n te rms 'o f reserves, the 
more real ist ic i t is t ha t they wou ld impose an embargo. 

Now, i f they get to a po in t where they are eat ing up the i r reserves 
as we l l as a l l t he i r new income, then i t wou ld be less real ist ic because 
then they wou ld be i n t robule, too. 

The CHAIRMAN. W h e n they impose an embargo, they give an enor-
mous incent ive f o r developing al ternat ive energy sources and, o f 
course, as you know, I understand, and I t h i n k th is is t rue—not 
hav ing $1 m i l l i o n mysel f , I don' t know i f i t is the case—but they say 
there is no th ing more cautious than $1 m i l l i o n and they have a lot 
more than that . 

M r . NATHAN. T h a t is qui te t rue, but I do t h i nk , M r . Cha i rman, 
tha t th is issue you raise can be a very deter r ing issue to Amer ican 
investors. 

M u r r a y Weidenbaum ta lks about l e t t i ng the marketplace deter-
mine i t . 

As of now I don ' t t h i n k i f you absolutely decontrol led new o i l 
altogether t ha t new o i l prices wou ld rise ins ign i f icant ly—they wou ld 
rise ins ign i f icant ly because you have already got a cei l ing there of 
the O P E C prices. 

Y o u r domestic o i l w i l l not be produced i n any signi f icant quant i t y 
when i t costs substant ia l ly more than the O P E C price. 

Some people w i l l d r i l l . I f you get one out o f five wells and fou r 
are dry—everybody figures maybe I am smarter, and I w i l l get two 
producers out o f five. B u t by and large tha t O P E C pr ice does set a 
ce i l ing and I t h i n k th is is a problem about the uncertaint ies o f what 
O P E C is do ing on p r i c ing , and tha t is a po l i t i ca l decision, not an 
economic decision. I t h i n k i t is one of the elements, M r , Cha i rman, 
as to w h y I t h i n k the uncertaint ies necessitate something l i ke th is 
b i l l an au thor i t y . 

The CHAIRMAN. M r . Nathan, t hank you very , very much. Y o u 
are not on ly pat ient , bu t you are a splendid witness and we wan t to 
thank you. 

M r . NATHAN. T h a n k you very much. 
[ F u l l statement o f M r . Na than and add i t iona l mater ia l received 

fo r the record f o l l o w : ] 

S T A T E M E N T OF ROBERT R . N A T H A N 

Mr. Cha i rman and members of the Commit tee: Thank you fo r th is oppor-
tun i t y to tes t i fy on the energy crisis fac ing th is country and other o i l impor t -
ing nat ions around the wor ld . B i l l S. 2532 relates to many of the problems 
and needed actions associated w i t h our energy impasse. 

I n the two and a ha l f years tha t have t ranspi red since the Oil embargo was 
imposed by the OPEC countries, too l i t t l e has been done toward the solut ion 
of this crisis. I n the immediate months a f te r the embargo, the people of th is 
country faced much tension and many inconveniences w i t h remarkable de-
terminat ion. Unfor tunate ly , not long af ter large-scale impor ts were resumed 
there began a gradua l lessening of concern over our precarious posi t ion i n the 
c r i t i ca l area of energy and fuels. 

We have become accustomed to higher o i l prices. Too many o f our leaders 
f ind i t convenient or comfor t ing to ignore the fac t tha t o i l impor ts represent 
a rap id ly increasing share of our to ta l o i l consumption. We shr ink f r o m the 
thought tha t another embargo wou ld b r ing much more serious chaos than 
fo l lowed the 1973 embargo. We do not want to face the prospects tha t our 
ent i re economy could be seriously undermined by ex terna l po l i t i ca l and eco-
nomic decisions re la t ing to oil. 
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I t is not necessary f o r me to elaborate a t length on the energy crisis and 
what fu r the r interrupt ions of o i l imports or fu r the r large increases i n OPEC 
prices could do to this country. Much more impor tant is the need to take stock 
of what we have done, are doing, and must do to ha l t the shocking t rend to-
ward increasing dependence of the Uni ted States on imported o i l and to move 
toward greater energy self-sufficiency as rapid ly as possible. 

Probably most Americans agree on the directions tha t we should and must 
pursue. I t is the details of policies and programs and measures where the 
ma jo r differences of opinion exist. We need now to move away f r o m gen-
eral izations and get down to real i t ies and aff i rmative decisions. I believe tha t 
S. 2532 can help serve tha t purpose. 

We must do f a r more i n the way of conservation. Some argue tha t we should 
rely on voluntary efforts i n achieving conservation; others cal l f o r s t r i c t 
government standards and regulat ions; and s t i l l others favor combinations 
of incentives and disincentives to achieve conservation progress. The Amer ican 
people are f a r ahead of the government on conservation. They are prepared to 
make sacrifices i f they are convinced tha t these sacrifices are necessary and 
tha t they w i l l be applied firmly and equitably among di f ferent groups i n the 
population. I believe our energy crisis is so severe and the needs fo r progress 
toward self-sufficiency so overwhelming as to war ran t str ic ter ra ther than 
mi lder measures. 

Conservation is one impor tant first step, but not adequate re lat ive to the 
severity of the challenges we face. We need to do our utmost to increase our 
product ion of energy sources and tha t includes oi l and gas f r o m t rad i t i ona l 
sources and f r om new sources. This w i l l require carefu l at tent ion to pr ice 
policies and tax policies geared to max imiz ing explorat ion and explo i ta t ion 
of our oi l and gas resources. 

Clearly we must greatly expand our product ion and t ranspor tat ion and use 
of coal. I t would appear tha t coal prices have risen sufficiently to s t imulate 
much greater investment and greater product ion of coal. B u t the investment 
and output responses to these much higher price levels have not been com-
mensurate w i t h the needs of the nation. Nor have we achieved much i n the 
way of increasing our t ransport capabil i t ies fo r moving coal f r o m the mines 
to the users. We have not moved signif icantly toward reconcil ing environ-
mental and product ion solutions i n the coal area. 

We have slowed down substantial ly the construction of nuclear fac i l i t ies 
fo r the generation of power. Economic and technical factors as wel l as con-
flicts between supporters and opponents of nuclear energy have been impor tan t 
elements in th is si tuation. No matter wha t we achieve via conservation, in-
creased domestic o i l and gas supplies and expanded coal production, we w i l l 
certainly need greatly increased supplies of nuclear energy over (he next 15 
to 25 years i f we are going to have a growing economy and achieve a de-
c l in ing degree of dependence on o i l imports. Given the tremendous techno-
logical achievements dur ing and since Wor ld War I I , and especially our ac-
complishments i n space, we can be confident of producing nuclear energy safely 
and securely. 

I n addi t ion to these domestic sources of energy we need to accelerate re-
search and development on other sources, especially solar, geothermal, shale 
and other sources. Most scientists agree tha t i t w i l l be a long t ime before 
these added sources can be signif icant factors i n supplying our growing energy 
requirements, but we should s tar t immediately and intensively on these re-
search and development efforts. 

We need to ask ourselves why greater progress has not been achieved i n 
get t ing more conservation, i n increasing the explorat ion fo r new o i l and gas 
reserves and recovering higher proport ions of our known reserves, i n expand-
ing our coal product ion and i n increasing our nuclear capacities. Par t of the 
answer l ies i n the fact tha t we have engaged i n too much ta l k and too l i t t l e 
action. One of the reasons why our actions have been so inadequate stems 
f r om ins t i tu t iona l deficiencies. Wha t changes tha t have been made, l i ke estab-
l ish ing F E A and ERDA, are not enough. 

Just 13 months ago I testif ied before the Committee on In te r io r and Insu la r 
A f fa i rs of the Senate on a b i l l introduced by Senator Jackson deal ing w i t h a 
proposed "Nat iona l Energy Product ion Board." I expressed the v iew a t t ha t 
t ime tha t i f we were going to get off dead center and do the things tha t must 
be done, we needed inst i tut ions w i t h author i ty and funds which would focus 
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pr imar i l y on the energy problem. Whi le many of the provisions i n S. 740, as 
proposed by Senator Jackson, are much dif ferent f rom those proposed i n the 
legislat ion under consideration here today, S. 2532, there are certain under-
ly ing principles which are involved i n both of these bi l ls and which might we l l 
be considered i n some common relationship as these hearings proceed and as 
consideration of S. 2532 moves ahead. 

I had the opportuni ty to serve dur ing Wor ld War I I as Chairman of the 
Planning Committee of the War Production Board and later as Deputy Di-
rector of the Office of War Mobi l izat ion and Reconversion. Certainly, the 
circumstances at tha t t ime were dif ferent f r om those we encounter today. We 
wTere then engaged i n mobi l iz ing fo r an al l-out war, whereas now our problem 
is mobi l iz ing i n one crucial sector of our economy—the energy sector. I do 
not mean to imply that the two challenges are identical, but I believe that the 
seriousness of the challenge i n this energy crisis does war ran t our looking at 
past experience and recognizing the need for inst i tut ions and policies and 
people to do the jobs that need to be done i f we are going to achieve greater 
energy self-sufficiency. 

I t should be clear by now that the goals that have been set fo r 1985 w i l l 
be steadily cut back i n size and scope i f we rely only on the normal forces of 
"business as usual" i n solving our energy problems. This is not meant to imply 
that the pr ivate business community should not and w i l l not play the major 
role i n expanding our capacity to produce energy domestically. Rather, i t 
recognizes the need fo r government policies and government programs and 
government inst i tut ions which w i l l mot ivate and energize the pr ivate business 
practices. Wi thou t appropriate policies, programs and inst i tut ions we w i l l not 
do the unusual and w i l l not get the focus and the emphasis needed fo r greater 
energy independence. 

The size of the job is going to be a very big one and the level of investment 
i n the energy field over the next decade must be very large. Perhaps i t w i l l not 
cal l fo r a sizably larger share of our to ta l investment program than has been 
t rue over past decades since Wor ld War I I . However, the absolute magnitude 
w i l l be unprecedented. Fur ther , and most important , the problems are going 
to pose much bigger r isks and much greater uncertainties than i n the past. 

These r isks and uncertainties include questions about the prices that OPEC 
nations are l ikely to charge soon and fa r in to the fu ture. I doubt i f OPEC 
prices are going to be lowered, but when pr ivate indiv iduals and pr ivate 
corporations are called upon to invest aggregates of many hundreds of bil-
l ions of dol lars over the next decade, they w i l l take account of the fact that 
even remote possibil it ies of lowered OPEC prices must be factored in to thei r 
investment decisions and the decisions of those w^ho provided the funds. 

Also, there are technological r isks because intensified research and develop-
ment w i l l b r ing new technologies, innovative processes, new procedures, 
speedier obsolescence, and other developments. Also, long lead times wall be 
involved i n many of the large investments. There w i l l be competit ion f rom 
other sectors as we l l as competit ion w i t h i n the energy field to be taken into 
account. Reliance on normal capi ta l market operations is not going to be suf-
ficient i n face of such risks. 

As w i t h a l l proposed legislation, there can and w i l l be d i f fer ing views about 
many of the features of S. 2532 and many changes can and undoubtedly w i l l 
be made to improve the bi l l . Basical ly, i t represents an impor tant move in the 
r igh t direction. I strongly urge i ts serious consideration. We need the establish-
ment of an Energy Independence Au thor i t y w i t h the financial means tha t are 
essential fo r vigorous and major progress toward energy self-sufficiency. As 
w i t h so many problems, money alone w i l l not assure solutions. However, w i th -
out capi ta l funds f r om the Government, i t w i l l be very di f f icul t to make much 
progress. 

Some w i l l argue tha t $100 b i l l ion over the next ten years or to be com-
mi t ted w i t h i n seven years is much too large a figure. The question of size is, 
of course, debatable. B u t $100 b i l l ion may prove to be inadequate rather than 
excessive relat ive to the challenge facing this nat ion and relat ive to the 
magnitude of the investment tha t w i l l be needed i n the energy field over the 
next ten years. I have seen estimates ranging a l l the way f r om $600 b i l l ion to 
$900 b i l l ion as the l ikely level of investment requirements i n th is sector between 
now and 1985. Whatever the total , i t is not l ike ly tha t the max imum needed 
w i l l be for thcoming w i thout special provisions and special incentives under-
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taken by the Government. Tha t is the key issue and given the crisis, I would 
prefer doing too much rather than too l i t t le . 

One way to; st imulate pr ivate investment i n the energy area is to expand 
the incentives throt igh taxat idn and regulat ion and related measures such as 
sett ing or a l lowing higher prices. Another is to make loans i n association w i t h 
pr ivate capital sources, w i t h the Government assuming a higher r i sk than 
the pr ivate funds. Over the longer run the loan route w i l l l ike ly be the most 
impor tant one fo r Government to play, but tha t does not preclude pu t t i ng 
together a var iety o f ' combinations of incentives. The proposed bi l l , S. 2532, 
does give a f a i r l y w ide range of lat i tude to the top officials of the proposed 
Energy Independence Au thor i t y and I believe tha t considerable flexibility is 
needed. Whi le we know the direct ion we want to go and whi le we have some 
fa i r l y clear understanding of the magnitude of the effort tha t w i l l be needed, 
there are s t i l l too many uncertainties to spell out the precise techniques and 
the precise devices that w i l l give us the best and most effective results. As we 
move fo rwa rd we w i l l have a better understanding of what works and wha t 
does not work and what k ind of leverage di f ferent financial programs w i l l 
achieve as compared w i t h others. 

I f the Congress wants to s tar t w i t h something less than $100 bi l l ion, I 
would certainly favor that as compared w i t h no fund ing fo r such an Energy 
Independence Au thor i t y as proposed. However, I would certainly lean on the 
upper side rather than the lower side i n order to get the degree of results we 
need. The r isks are a l l greater on the under side because i f th is country does 
not move dramat ical ly and vigorously we are going to be increasingly de-
pendent on imported o i l f o r years and years ahead and our economic leader-
ship in the wor ld and the status of the free nations of the wor ld w i l l be more 
precarious than i f we take our r isks on the upper side. More dar ing efforts 
may mean more losses or more government in t rus ion into capi ta l markets, 
but tha t is a lesser r isk than becoming more and more dependent on o i l f r o m 
abroad. 

I would agree tha t the basic pr inc ip le of supplementing or complementing 
pr ivate financial resources be pursued, as suggested i n this legislation. I n 
other words, there ought to be some evidence tha t pr ivate financing w i l l not 
be for thcoming at reasonable terms, as a prerequisite fo r the mak ing of gov-
ernment loans or guaranteeing loans or guaranteeing markets a t given prices. 
I t is not always easy to determine whether pr ivate resources w i l l be fo r th -
coming, but an effort ought to be made to test the pr ivate market first. Also, 
I agree tha t i t would be better to have government fund ing i n the nature of 
loans. Equi ty investments should be undertaken only when i t is overwhelm-
ingly demonstrated tha t the best route is through equity financing. 

I would have some qualms about such decisions as debt terms and t im ing 
and methods of mak ing loans and sources of funds being subject to the ap-
proval of the Secretary of the Treasury. Th is Energy Independence Au tho r i t y 
might we l l be required to report regular ly to the President and to the Congress 
and i ts major policy decisions might even be subject to veto by Congress 
w i t h i n l im i ted periods of t ime. Generally I would be incl ined to give tha t 
Au thor i t y a considerable degree of lat i tude. 

I f anything, I would be incl ined to spell out the Author i ty 's scope and re-
sponsibil it ies and jur isd ic t ion less precisely and perhaps more ambit iously. I 
would be incl ined to give i t more author i ty rather than less and more re-
sponsibi l i ty ra ther than less and perhaps even some broad policy decisions 
w i t h i n the overal l policy f ramework set by the Congress and the Admin is t ra-
t ion. I n other w^ords, let us lean on the side of making th is Energy Inde-
pendence Author i t y t ru l y a strong ins t i tu t ion tha t w i l l b r ing us much greater 
progress toward energy self-sufficiency and toward greater energy independence 
rather than treading gingerly i n fear of making mistakes and i n fear of doing 
too much. 

S T A T E M E N T B Y S . D A V I D F R E E M A N , S T A F F C O U N S E L , S E N A T E C O M M E R C E 
C O M M I T T E E 

I am glad to present this statement i n response to the Committee's inv i -
tat ion. The views presented reflect my owTn experience and study of these 
issues both i n and out of government and are not be a t t r ibuted to the Senate 
Commerce Committee where I am now employed, or to anyone other than 
myself. 
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S. 2532, a b i l l to establ ish the Energy Independence A u t h o r i t y , correct ly 
places the spot l ight on the fac t tha t marke t forces are f a i l i n g to close the 
g row ing gap between domestic energy product ion and the demands of an ex-
panding economy. The marke t place is cer ta in ly not a t t r ac t i ng very much of 
the potent ia l investments i n energy conservation, investments t h a t are much 
more economical t han ei ther impor t i ng more o i l or increasing domestic pro-
duct ion. A n d nei ther is the so-called " f ree m a r k e t " a t t r ac t i ng investments 
i n synthet ic fuels or shale o i l or other marg ina l sources needed to reverse the 
down w a r d t rend i n domestic o i l and gas product ion. 

The rhetor ic about "P ro jec t Independence" is out of touch w i t h the facts 
tha t por t ray a g row ing dependence on impor ted petro leum f r o m the A r a b 
nat ions tha t embargoed us i n 1973-74 and threaten to do so again a t any t ime. 

I therefore give the President 's proposal f o r an Energy Independence Au-
tho r i t y h igh marks f o r conceding tha t marke t forces are inadequate and tha t 
act ion by the federa l government is needed. Un fo r tuna te ly , the act ion pro-
posed merely " t h rows money" a t the problem and does not reflect any though-
f u l analysis of where federa l subsidies may be needed and where they wou ld 
be a mistake. I t tends to neglect investments i n conservat ion—which are more 
economical t han increased product ion f r o m synthet ic fuels or electr ic powTer 
p lants—and wou ld subsidy a l l fo rms of more costly new product ion. I t fa i l s 
to d is t ingu ish between a new technology wh ich migh t need a subsidy f o r a 
first-of-a-kind demonst ra t ion project and commercial p lants where the subsidy 
represents a fundamenta l pol icy decision of adding the u t i l i t i es and the f ue l 
producers to the nat ion 's we l fa re rol ls. 

The fundamenta l e r ror i n S. 2532 is i ts very first finding i n Section 101(a)-— 
t h a t "The achievement of energy independence f o r the Un i ted States by 1985 
and the long-term secur i ty of energy sources are essential to the heal th of 
the na t iona l economy . . . " T h a t finding must be read i n conjunct ion w i t h 
Section 101(c) wh i ch states tha t "Energy independence fo r the Un i ted States 
can be accomplished by reducing impor ts of energy resources and increasing 
domestic supply of energy resources . . . " 

Th is basic premise is wrong because every knowledgeable energy expert, 
inc lud ing top admin i s t ra t i on officials such as D r . Seamans, the Admin i s t ra to r 
of E R D A , knows tha t achieving independence by 1985 is v i r t u a l l y impossible 
and wou ld cost us a ru inous pr ice i n dol lars as we l l as i r reparab le damage 
to the envi ronment. W h a t is conspicuous by i ts omission i n S. 2532 is a finding 
tha t investments i n conservat ion can reduce impor ts more cheaply t han could 
increased product ion or a finding tha t protect ing the env i ronment is rea l ly 
not consistent w i t h the goal or energy independence by 1985. Nor does S. 2532 
even explore strategies f o r obta in ing needed supplies f r o m at home and 
abroad at the lowest cost to the nat ion. Instead, the b i l l assumes t h a t domestic 
product ion is preferable to impor ts no mat ter how much more i t costs and 
w i t h o u t regard to the fore ign pol icy of the o i l producing nat ions and terms 
and condit ions under wh ich we purchase the oi l . 

Before w r i t i n g a $100 b i l l i on b lank check to yet another federa l agency w i t h 
a broad product ion-or iented charter , the Commit tee and teh Congress wou ld 
do we l l to debate and decide the pol icy issues th is b i l l raises. 

The cent ra l pol icy issue raised by S. 2532 is whether the federa l government 
should subsidize the commercia l p roduct ion of energy. I f so, how? On a pro ject 
by pro ject basis? W i t h a t a r i f f or quota on impor ted oi l? 

Have we thought of the message we are sending to OPEC i f we decide on 
a general pol icy of subsidy f o r domestic product ion of new sources of petro-
leum? A f t e r r an t i ng and rav ing about the outrageous prices the OPEC car te l 
has fixed f o r o i l we wou ld be saying to OPEC, "You r prices are not h igh 
enough—al ternat ive sources of petro leum i n Amer ica cost much more and we 
must subsidize U.S. product ion or buy f r o m OPEC." I t wou ld seem altogether 
plausible t ha t OPEC wou ld oblige us by ra is ing the i r prices and thus e l iminate 
the need to subsidize the Amer ican producer. B u t th is wou ld be a te r r i b l y 
expenses remedy f o r the Amer ican consumer, and f o r consumers throughout 
the wor ld . 

I t may be qu i te t r u e t h a t synthet ic petro leum w i l l i n fac t cost more t h a n 
OPEC oi l . B u t t h a t should be a " red flag" to w a r n us to stop and t h i n k before 
leaping in to a p rogram to subsidize such a sky-high source of energy. A t the 
very least, we should l i m i t the subsidy to the most p romis ing first-of-a-kind 
demonst ra t ion projects. Subsidies are an essential pairt of the last phase of 
a n R & D process, bu t they could be a very expensive mis take i f extended to 
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commercial plants before we have examined other policy options tha t appear 
much more promising. 

There is an altogether di f ferent strategy for balancing our energy budget 
tha t would save the American people unto l bi l l ions of dollars, save our environ-
ment, and be more i n harmony w i t h the t rue role of the Uni ted States as a 
leader of nations on an increasingly interdependent planet. 

Such a strategy would rely more on conservation to keep our to ta l demand 
fo r energy f r om growing very rapidly. I t would face tha t we are going to 
need to impor t o i l and thus quicken the pace of bui ld ing up an o i l stockpile 
fo r use dur ing an embargo or other emergency. I t would include an active 
role fo r the U.S. government in seeking to help f r iend ly nations around the 
wor ld to develop their own petroleum resources. Such a Project Interdepend-
ence approach could enlarge the wor ld supply of o i l and thus exert pressure 
to keep prices f rom going up. And by d ivers i fy ing the sources of o i l we can 
minimize the risks of fu tu re embargoes. I n addit ion, research and development 
efforts to harness solar energy and geothermal energy fo r large scale use 
should be greatly enlarged and intensif ied and the technology to use our large 
coal resource wi thout endangering human health should be perfected on an 
urgent basis. 

A conservation-oriented, Project Interdependence approach to our energy 
di lemma w i l l also require the federal government to help finance cer ta in 
act ivi t ies. B u t i t would be an altogether di f ferent m ix of act ivi t ies. The cost 
to the federal government would be a smal l f rac t ion of the sums proposed 
fo r the Energy Independence Au thor i t y and the benefits to the nat ion would 
be much greater. 

I n my opinion i t would be a mistake to set up a federal financing agency 
such as the Energy Independence Au thor i t y or even a scaled-down version 
w i thout the Congress first deciding on the general category of act iv i t ies tha t 
should be funded. 

There i n mount ing evidence tha t the nat ion cannot af ford to continue jus t 
to d r i f t ahead un t i l i t encounters a real energy crisis. B u t i t is equally clear 
tha t opting fo r a policy of al l-out subsidy of domestic energy product ion wou ld 
deal w i t h one piece of the energy puzzle at the expense of environmental de-
gradat ion and a huge extra cost to the American people. 

The environmental concerns are very real. There is no way tha t a crash 
effort to bui ld sizeable numbers of addi t ional synthetic fue l plants, shale o i l 
plants, nuclear power plants and the rest can be pursued w i thou t tu rn ing our 
back on the environmental ethic that th is nat ion has so recently acquired. 
There would not be t ime for the carefu l p lanning and implementat ion of en-
v i ronmenta l protection features because the time-table for product ion would 
be too urgent. I t is a philosophy of "bu i ld now—test la te r " tha t has character-
ized the past. I t means "dumping" b i l l ion dol lar plants i n unspoiled areas, 
d iver t ing scarce water supplies to thei r use, pol lu t ing the a i r and d is turb ing 
the peaceful l i festyle of people i n the surrounding area. I t is no accident i n 
wh ich they are to be located. I t is a very expensive, central ized solution. 

And the ext ra costs to the nat ion of the energy policy embraced by S. 2532 
are also very real and very large. The direct subsidy—as large as i t is—is 
only par t of the cost. Consumers w i l l pay ext ra bi l l ions fo r higher cost domestic 
product ion even i f the loans guaranteed by the federal government are repaid. 

There are three basic options fo r supplying the marg ina l supplies of fue l 
to meet America's growing needs i n the next decade. Roughly speaking, they 
a re : 

Domestic production of synthetics & shale—$15-20/bbl. 
Impor ted Oil—$13/bbl. * 
Investments i n Conservation—$7-10/bbl. 
S. 2532 opts fo r the highest coal solution. 
The fastest, most cost-effective and most environmental ly sound way to pre-

vent fu tu re energy shortages i n the Uni ted States is to encourage and fac i l i -
tate energy conservation. Bu i ld ing codes and fue l economy standards can man-
date tha t conservation be bu i l t in to the design of new bui ldings and new cars. 
B u t massive investments of some $200 b i l l ion over the next decade are re-
quired to retrof i t a l l the homes, non-residential buildings, and indus t r ia l p lants 
tha t were bu i l t i n the era of cheap energy. Such investments can reduce the 
need i n such buildings by some 25 percent. 

The conservation option offers a large source of domestic supply. The sav-
ings potent ia l is at least as large as could be obtained by a crash effort to 
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produce synthetic fuel and i t could be accomplished i n several years instead 
of a decade- The savings f r om jus t r e t r o f i t t i n g exist ing buildings are larger 
than the entire flow of some 2 mi l l ion barrels of o i l per day expected through 
the Alaska pipeline. 

The conservation opportunit ies are being only par t ia l ly realized because, 
unl ike the major petroleum companies and the ut i l i t ies, most consumers do 
not have ready access to the necessary capital. Nor do homeowners, smal l 
business concerns and many industries have the engineering capabil i ty or the 
interest i n finding out jus t how much energy they could save by investing i n 
insulation, and a var iety of materials, machines, and redesigns of their oper-
ations to save energy. Also, there is l i t t l e incentive fo r landlords to spend 
money to save energy when the tenants pay the bi l l , and the reverse is t rue 
as well. 

The investments in conservation can be repaid, w i t h interest, f rom the funds 
that would otherwise be spent on the energy saved. The payout period i s 
usually less than 10 years, about hal f the t ime required to repay the invest-
ment in synthetics or a power plant. Bu t consumers are not i n the energy 
business and they ord inar i ly have more demands fo r capital in their ma in 
business or to balance the fami ly budget. Furthermore, the price for energy 
reflects the lower priced sources that are s t i l l available. Thus, whi le con-
sumers pay the equivalent of less than $10 a barrel fo r o i l and less fo r na tura l 
gas, the energy saved on the margin costs the nat ion $13 a barrel for imports 
or even i f we produce synthetics. 

There is an urgent need fo r legislation to provide consumers w i t h rel iable 
in format ion and access to capital to make energy conservation investments 
that on the average w i l l save twice as much energy per dol lar invested as 
would be produced f rom the same investment i n new production. S. 2932, the 
Energy Conservation Act of 1976, would enact such a program. I t deserves 
prompt consideration by this Committee as a positive response to the problem 
of market fa i lu re which S. 2532 identifies. 

I n addit ion to investments i n conservation I th ink there are needs for cer-
ta in specified federal financial help on the production side. One area is the 
research and development of new technology including the fund ing of demon-
strat ion plants. This is the job assigned to ERDA. Their budget is now over 
$2 bi l l ion annually. My own view is that they can probably usefully spend 
more money on solar, geothermal energy and on conservation. And they prob-
ably need loan guarantee author i ty fo r first-of-a-kind demonstrations of coal 
gasification technology. B u t these projects need to meet st i f f environmental 
standards and require a project approval both locally and by the Congress-
There is no need to launch a new technology that isn't an improvement over 
what we have f rom an environmental and economic point of view. 

Bu i ld ing up an o i l stockpile for use i n emergencies is another obvious pro-
gram that requires federal financing. I t is hard to believe that almost 3 years 
af ter the Arab embargo the Uni ted States has not bu i l t up any addi t ional 
stocks. Such a program is now underway at a p i t i f u l l y slow pace. The size of 
the stockpile and pace of bui ldup is an integral par t of a strategy for security 
of supply. A b i l l ion barrel stockpile would cost some $15 b i l l ion but i t would 
provide a f u l l year's backup fo r a l l the o i l we presently impor t f rom the Arab 
nations. And we would s t i l l own the oil. 

Perhaps there is yet t ime to stop pursuing our " D r a i n America F i r s t " policy 
before we succeed in doing so. 

I also believe there is a useful role for federal fund ing i n j o in t venture® 
w i th f r iendly nations to develop thei r petroleum resources, as mentioned 
earl ier. Any increase i n petroleum supplies, especially outside the Arab wor ld , 
is a help to a l l consuming nations. Petroleum resources that are much less 
expensive than making oi l out of coal are almost certain to exist i n many 
poor countries that are desperate fo r 'the revenues they would produce a t 
prices fa r less than the cost of the high-cost sources this 'bill seeks to subsi-
dize. We need to launch—Project Interdependence—'a sort of modern-day 
"point Four " program of technical assistance and front-end capi ta l fo r such 
nations. 

I n addit ion, there are a number of energy projects such as the t ransportat ion 
systems needed to br ing na tura l gas f rom Alaska tha t may be jus t too large 
fo r pr ivate financing. Such special projects—if otherwise economic and en-
vironmental ly acceptable—may be legit imate candidates fo r federal financial 
assistance. 
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Tliere is thus a large agenda of specific programs tha t require federal fund-
ing. Some are being funded at present, but most of them are not. Act ion is 
needed to fund energy conservation research and development, o i l stockpiles, 
j o in t ventures w i t h f r iendly governments to produce o i l and specific economical 
projects beyond the capacity of pr ivate capital. 

B u t i t would be a fundamental error to go beyond these specific areas where 
market prices cannot provide the necessary financial incentives and subsidize 
commercial energy production whose price can and should provide a l l the in-
centives that are needed. To launch a new agency w i t h a broad charter to 
subsidize commercial energy product ion is a decision to embark on the road 
to corporate socialism or to national ism. I t is a dangerous and very expensive 
road that should be avoided. 

Instead, urge the Committee to act favorably on the legislat ion before i t to 
implement investments i n the conservation of energy, our lowest cost source 
of supply. The supply-oriented in i t ia t ives identif ied earl ier also require fund-
ing, but proposals must be much more specific and better just i f ied than the 
request for a $100 b i l l ion blank check now before th is Committee. 

The ongoing federal and pr ivate investments in the energy field are a hodge-
podge of uncoordinated ad hoc ventures that are not doing the job of balancing 
th is nat ion s energy budget. This Committee could fill a basic need by estab-
l ishing an overal l p lanning mechanism to make sense out of the federal ef fort 
and be sure i t is directed to supplement rather than supplant pr iva te invest-
ment. A federal financing ent i ty could provide the fund ing fo r the necessary 
federal component of the overal l plan, and at the same t ime provide an ele-
ment of fiscal responsibil i ty and coherence to the federal ef for t i n energy 
which is i n such a bad state of disarray. 

The federal government needs to spend more money on balancing our energy 
budget than the current effort, but the funds must be directed toward pro-
grams tha t w i l l al leviate the current fue l inf lat ion, environmental degradation, 
and vulnerabi l i ty to embargoes at the lowest possible cost to the taxpayer. A 
planning and fund ing mechanism to get tha t job done through specific pro-
grams approved by the Congress could enable us finally to put the pieces of 
the energy puzzle together, and perhaps even ar r ive at a publ ic interest 
solution. 

S T A T E M E N T OF J O H N M . H O P K I N S , A C T I N G P R E S I D E N T , U N I O N S Y N T H E T I C F U E L S 
D I V I S I O N , U N I O N O I L CO. OF C A L I F O R N I A 

My name is John M. Hopkins. I am Act ing President of the Synthetic Fuels 
Div is ion of Union Oi l Company of Cal i forn ia in addi t ion to my responsibil i-
ties as Vice President in charge of Union's refining, market ing and transpor-
ta t ion operations i n the western Uni ted States. I thank you fo r the oppor-
tun i t y to present our interest i n federal programs fo r support of synthetic 
fuels development. 

The Union Oi l Company believes tha t the rapid ly growing dependence of 
our country on insecure foreign sources of crude o i l makes immediate develop-
ment of synthetic fuels f r o m coal and o i l shale imperat ive. I n addit ion, other 
sources of energy must not be ignored. Our company has sufficient o i l shale 
property, water r ights, technology and a l l the other requisites fo r product ion 
of impor tant amounts of o i l f r om shale and is ready to proceed as soon as 
economic and pol i t ica l conditions permit . My comments today, therefore, per-
ta in to the development of an oi l shale industry in general and specifically to 
Union's proposals to achieve that end. 

There is a tremendous quant i ty of potent ial energy contained i n America's 
o i l shale format ions which can contr ibute signif icantly to the stated objective 
of reducing our country's dependence on imported foreign oi l . I n the 16,500 
square mi le Green River fo rmat ion of Colorado, Utah and Wyoming, to ta l 
in-place shale deposits contain o i l resources of around 1.8 t r i l l i on barrels of 
oil. I f i t is assumed that only one-third of the 1.8 t r i l l i on barrels is recover-
able, i t would represent: More than 80% of the world 's proven o i l reserves; 
17 times the current proven U.S. reserves; or a 100-year supply of fue l f o r the 
U.S. at 1975 consumption rates. 

A t the present t ime, the technology fo r product ion of o i l f r o m shale is sub-
! s tant ia l ly f u r t he r advanced than technology fo r recovery of either gas or o i l 
f r om coal. We also believe i t is the cheapest and most readi ly avai lable fossi l 
fue l energy source other than conventional petroleum. The Synfuels In te r -
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agency Task Force, i n i ts November 1975 report to the President's Energy Re-
sources Council, estimated that H i - B t u gas f rom coal w i l l have a cost equiva-
lent of $26.88 per bar re l ; o i l f r om coal w i l l cost $24.44; Lo-Btu gas f rom coal 
w i l l cost the equivalent of $22.65; but shale oil, i n a comparable energy basis, 
could be produced at the much lower cost of $12.70 per barrel. We believe tha t 
the relat ive costs indicated by these estimates reflect the current state of 
technology and indicate the greater value of o i l shale as a source of early 
production of supplemental energy. 

Al though the significance of net energy analysis (or thermal efficiency) has 
not been fu l l y established, Union's data indicates tha t the efficiency of pro-
ducing syncrude f rom shale is much higher than for producing gas f r om coal. 
For example, at Union's proposed oi l shale complex i n Colorado, the fac i l i t y 
would produce 4.5 barrels of shale o i l fo r each barrel equivalent of o i l and 
electricity consumed i n the process. Coal gasif ication faci l i t ies have rat ios 
ranging f rom a high of 2.6 to a low of 1.7. 

The point these figures and statistics make is tha t shale o i l should be given 
a high pr io r i t y i n any program our government establishes fo r development 
of al ternate energy sources. 

Union has been involved i n the o i l shale industry in western Colorado for 
more than 50 years, since i t first began acquir ing properties i n the Parachute 
Creek area of Garfield County i n the early 1920's. 

Considerable research and other work necessary to the development of the 
resource has been accomplished over the years. I n 1943, Union began active 
development of i ts own unique oi l shale retor t ing process, first bui ld ing and 
operating a small two-ton per day pi lot re tor t at i ts Los Angeles Refinery. 
Later , i n the early 1950's, a 30-ton per day research un i t w7as bu i l t and tested. 
This retor t was based on the rock pump upflow7 principle, w i t h heat fo r re-
tor t ing supplied by combustion of the carbonaceous residue le f t on the shale 
af ter retort ing. 

Based on th is early pi lot p lant experience, Union designed and constructed 
a semi-plant i n Colorado i n early 1957 and operated i t fo r a year and a hal f . 
Dur ing this t ime, sufficient data were obtained to permi t engineering design 
and economic evaluat ion of a proposed commercial scale plant. 

The semi-works plant was designed to retor t 350 tons of o i l shale per day. 
As operating experience was gained and improvements made i n the process, 
the throughout rate was increased to a max imum of 1,200 tons per day, prob-
ably the highest rate of o i l shale processing to date i n the U.S. Testing in-
cluded operating the retor t under automatic process control f o r extended 
periods. Subsequent research and development work led to fu r ther improve-
ments and resulted i n today's retor t concept referred to as Union's Upflow 
Retort "Model B . " 

Union owns out r ight approximately 20,000 acres of o i l shale lands i n the 
Parachute Creek area of Garfield County, plus more than 10,000 contiguous 
acres of val ley and ranch lands acquired fo r support of a shale re tor t ing 
operation. I n addit ion, Union, recognizing tha t o i l shale operations would 
require substantial water, over the years has taken appropriate steps to 
assure adequate supplies. Some 1.6 b i l l ion barrels of o i l could be recovered 
by today's technology f rom the high yeld Mahogany zone w i t h i n the 20,000 
acres of our patented o i l shale lands. To put these reserves in perspective, 
they are large enough to supply a 150,000 barre l par day o i l shale re tor t ing 
complex for more than 25 years. 

Union Oi l Company's studies lead to the conclusion that the most economical 
and pract ical way of achieving commercial operation is to first bu i ld and 
operate one f u l l commercial sized re tor t module to be fol lowed at a later date 
by addit ional modules as experience and economic conditions dictate. Union's 
propr ietary aboveground re tor t ing technology has been developed to the point 
that i t is ready fo r immediate construction of th is first commercial demonstra-
t ion module. 

Union, therefore, desires and is ready to bui ld a single demonstration re tor t 
which would process 10,000 tons per stream day of o i l shale to produce some 
7,800 barrels per day of crude shale oil. Also included in the contemplated 
project are a l l anci l lary faci l i t ies required to mine and crush the shale, dis-
pose of the retorted shale, and ship the product. The crude shale oi l product 
would be sold fo r use as boiler fue l i n an electric u t i l i t y generating plant. 

Est imated cost of this fac i l i t y is $118,000,000 (based on prices i n effect i n 
the first quarter of 1976). Because OL Inflation, the actual cost could be as 
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.much as 50% higher. This fac i l i t y could he designed and constructed i n 32 
months af ter approval. Union also has made the necessary environmental 
studies to assure that i t can operate an o i l shale plant i n an environmental ly 
acceptable manner. Start-up is estimated to require three months a f ter me-
chanical completion of the faci l i t ies. 

Fol lowing successful operation of the demonstration retor t , and assuming 
.polit ical and economic conditions as favorable, addi t ional s imi lar retorts 
could be instal led to increase production to the level of 50,000 to 70,000 bar-
rels per day. Kydrogenut ion faci l i t ies would also be instal led to upgrade the 
.shale oi l f rom boiler fue l grade to high qual i ty synthetic crude suitable fo r 
use i n almost any conventional petroleum refinery in the country. The cost of 
a synthetic crude oi l p lant of this magnitude would be i n the order of one 
Trillion dollars. 

I n our opinion, under normal circumstances, pr ivate industry would be able 
to cope w i t h the capital requirements, lead times and technical r isks of shale 
o i l development. However, pr ivate industry cannot stand alone i n the face of 
the extraord inary r isks imposed by today's pol i t ica l and economic environment. 

The technical r isks associated w i t h o i l shale development can be reasonably 
calculated and can be manimized by our proposed modular approach. Other 
r isks l isted here, however, are beyond the control of pr ivate industry. 

1. The economic environment is largely control led by federal government 
i n a most uncertain manner. Ex is t ing o i l reserves are being l iquidated a t 
prices substantial ly less than replacement cost. H igh cost shale o i l cer ta in ly 
cannot compete w i t h price regulated conventional petroleum. 

2. Capi ta l requirements fo r shale o i l are higher per barre l than fo r con-
vent ional petroleum, even in the new high cost provinces such as offshore and 
Alaska. L im i ted capital available to pr ivate industry must obviously be allo-
cated first to the lower capital requir ing conventional petroleum opportunit ies. 

3. Though we feel oi l shale can be produced in an environmental ly accept-
able manner, there is considerable uncertainty about the requirements tha t 
government agencies on a l l levels w i l l impose. Furthermore, environmental 
groups frequently br ing l i t igat ion, which causes lengthy delays. Such un-
certaint ies and delays in a period of h igh inf lat ion add greatly to the u l t imate 
product ion cost fo r h igh capital requir ing projects. 

For these reasons, i t seems abundantly clear that pr ivate industry w i l l not 
soon achieve significant synthetic fuel development on i ts own. 

The development of these great resources thus awaits the action of Con-
gress. Many ways in which government can share r isks have been suggested 
by the Administ rat ion, by the Congress and by pr ivate industry. S. 2532 seems 
to encompass them al l , and certainly i ts passage could result i n accelerated 
development. We are concerned, however, that i t may be an expensive and 
inefficient way to get the job done. I t creates a second large governmental 
organizat ion w i t h considerable author i ty for very large expenditures. 

The energy independence objectives set fo r the Energy Research and De-
velopment Admin is t ra t ion are of greater importance, greater urgncy and 
greater magnitude than the objective set fo r the Nat ional Aeronautics and 
Space Admin is t ra t ion by President Kennedy in May 1981. For the objective 
of pu t t ing a man on the moon w i t h i n 10 years, the Admin is t ra t ion and the 
Congress were able to work together to implement a successful program. 
Thus far , in the three years since the President set an energy independence 
objective, the Admin is t ra t ion and the Congress have been unable to develop 
an effective energy program. The E R D A structure is there, but the added 
author i ty and budgetary appropriat ions necessary to a meaningful s tar t on 
al ternate energy development by pr ivate industry are s t i l l lacking. Creation 
o f a second agency w i l l not solve this problem. 

We recommend consideration be given to amending S. 2532 to channel a l l 
federal assistance fo r synthetic fuels development through the exist ing E R D A 
structure. The useful methods fo r producing th is assistance contained i n 
S. 2532 could s t i l l make their important contr ibut ion w i thout loss of efficiency. 

Union Oi l has on file w i t h E R D A a proposal and request fo r assistance f o r 
the first commercial size retor t module described above, and we are ready to 
commence construction as soon as suitable fund ing is made available. We 
believe the nation's energy needs dictate that such development be undertaken 
w i t h a great sense of urgency. 

Thank you. 
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S T A T E M E N T OF ROBERT M . B A R T N E L L , P U B L I C R E L A T I O N S C O N S U L T A N T , 
L I B E R T Y L O B B Y 

Mr. Chairman and Members of the Committee: I am Robert M. Bar tnel l , 
Public Relations Consultant fo r L iber ty Lobby. I appreciate th is opportunity 
to submit for the record our statement representing the views of our nearly 
25,000-member Board of Policy, and also on behalf of the approximately quarter 
mi l l ion readers of our wTeekly newspaper, the Spotlight. 

L iberty Lobby opposes the format ion of the Energy Independence Author i ty , 
feel ing that the establishment of another taxpayer supported government body 
is not conductive to the economic health of the nation. 

L iber ty Lobby feels that i f i t is true, as has been published in many news-
papers across America, tha t the major o i l companies are enjoying record 
profits, i t would appear tha t the o i l companies themselves have the necessary 
funds to expand the production of domestic oi l and gas supplies. 

I f i t is also t rue that the major o i l companies pay an average 7% i n federal 
income taxes, compared w i t h the average American's 13.5%, then i t would 
seem that once again the taxpayers are being required to finance thei r own 
bankruptcy. 

I f i t is also t rue tha t the Alaska pipeline w i l l deliver as much as 400,000 
barrels a day of surplus crude o i l to the U.S., and this surplus, though pos-
sibly desperately needed, could not be used because of lack of t ransportat ion— 
and possibly could be sold to Japan just to get r i d of i t—then i t looks as i f 
the major o i l companies do not need government assistance i n order to solve 
the energy crisis. 

I f there is an energy crisis, L iber ty Lobby believes America should become 
as independent of foreign fue l sources as possible. Bu t i t seems the major o i l 
companies are not going to face the problem squarely and honestly un t i l they 
are assured the same prof i t marg in on domestic production as they current ly 
enjoy on foreign oil. 

The solution to the price problem inside America is a ta r i f f on imported 
oil. As i t is now, domestic producers are le t t ing wells go idle rather than br ing 
o i l out because they cannot compete w i t h foreign oil. The increase in cost 
would be only temporary as domestic competition, especially now that the 
Nor th Slope of Alaska has entered the market, would short ly force the price 
down again. 

The author of th is energy plan is reported to be Vice President Rockefeller. 
W i t h his usual flair fo r profligacy, Mr . Rockefeller envisions the establishment 
of an energy w i t h responsibil i ty of channeling $100 b i l l ion into energy develop-
ment. I n other words, there is nothing wrong w i t h energy development i n this 
country that spending more money won' t cure. Poppycock! The major oi l com-
panies want their investments guaranteed by the taxpayers, obviously feeling 
i t is easier fo r the government to raise taxes to pay fo r the guarantees than i t 
is to raise the prices at the gas pumps. This way government becomes the 
v i l l a in not the o i l companies. 

We are to ld Mr . Rockefeller objects to compare this new energy plan w i t h 
his i l l - fated and ill-conceived Urban Development Corp. i n New York. Yet, i n 
essence both are simply a means of le t t ing the taxpayers pay for projects best 
le f t i n the hands of pr ivate enterprise. Mr. Rockefeller's credentials as an 
economist and administ rator are reflected i n the fact that when he became 
governor of New York in 1958 he belabored his predecessor for running up 
an $879 mi l l ion debt. When he le f t office 15 years later, the state debt stood 
at $11 bi l l ion, most of i t incurred through the public author i ty route, precisely 
the same as the current prospective energy measure. 

L iber ty Lobby opposes the establishment of any agency designed to avoid 
congressional and executive branch reviews. Trad i t iona l ly and histor ical ly 
there is no reason to believe this agency wrould not grow i n power and size to 
become a "super agency" i n charge of a l l energy financing and policy making 
in the Nation. 

Government is already, i n our view, pervasive and bloated. I f American o i l 
companies can assist the Soviet Union i n their search fo r na tura l gas and 
o i l ; i f they can assist Indochina and Vietnam in their explorat ion and develop-
ment fo r o i l ; i f American o i l companies can af ford to wi ldcat around the 
wor ld as they are doing, then wTe feel they can afford to explore and develop 
energy sources, inc luding oil, i n th is country. 

Thank you again fo r this opportunity to submit our statement for the 
record. 
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S T A T E M E N T OF T H E A M E R I C A N P E T R O L E U M I N S T I T U T E 

The Amer ican Pet ro leum Ins t i t u t e f u l l y agrees w i t h the pr inc ip le, expressed 
i n the Energy Independence A u t h o r i t y proposal, t h a t th is Na t i on must reduce 
i t s heavy and increasing dependence on fore ign oi l . Decisive act ion is needed 
i f we are to m a i n t a i n the na t iona l secur i ty and pol icy independence of the 
Un i t ed States, and to ensure against the stagger ing costs t h a t could be imposed 
on th is Na t i on should another o i l embargo be i n i t i a ted by the Organ iza t ion of 
Pet ro leum E x p o r t i n g Countr ies ( O P E C ) . W e must also seek to const ra in the 
ab i l i t y of the OPEC car te l to ex t rac t monopol is t ic prof i ts f r o m the Un i t ed 
States i n the f o r m of even h igher crude o i l prices. 

The A P I , however, has serious reservat ions about the need f o r and va lue of 
the proposed Energy Independence A u t h o r i t y i n achieving these objectives. W e 
believe there are more effective and more immedia te ways f o r th i s count ry to 
a t t a i n a greater degree of energy self-sufficiency and to reduce our heavy de-
pendence on insecure and high-cost fo re ign oi l , w i t h o u t l evy ing an unnecessary 
burden on the Nat ion 's taxpayers. 

We share the concern of economic experts, w i t h i n and outside of the Federa l 
government, who have caut ioned against the in f la t ionary and other adverse 
economic impacts tha t could evolve f r o m a government-f inanced and -backed 
p rogram on the magni tude of $100 b i l l ion. 

One area of pa r t i cu la r concern to economists is the prov is ion of the E I A 
proposal to provide Federa l loan guarantees. 

Secretary of the Treasury W i l l i a m Simon, i n a recent speech to the I n te r -
na t i ona l Associat ion of Business Communicators, pointed to the substant ia l costs 
to taxpayers and the economy t h a t w rould resul t f r o m increasing government 
ac t i v i t y i n th is area. 

Professor Hen ry D. Jacoby, an economist f r o m M I T , stressed the same po in t 
i n recent test imony he presented to the House Science and Technology Commit -
tee. H e sa id : " L o a n guarantees obscure the t rue cost to the economy of new 
energy sources or energy savings technology. They hide the cost f r o m pol icy 
makers, and thereby bias key decisions i n th is rea lm." A n d he added, "More 
impor tan t , they h ide the t r ue cost f r o m consumers and encourage was te fu l 
consumpt ion pract ices." 

Another question to be considered is whether Congress should expose publ ic 
funds to h igh r isks such as those contemplated i n S. 2532. Even though the E I A 
wou ld not be a l lowed to permanent ly contro l , own or operate energy fac i l i t ies , 
i t wou ld have the task of de te rmin ing wh ich projects to finance w i t h o u t h a v i n g 
any p r i o r experience i n th is area. Publ ic funds wou ld be exposed to unnecessary 
r isks wh i le the government corporat ion, i n a very short per iod of t ime, a t tempts 
to grasp the t o ta l i t y of the energy s i tuat ion. I n add i t i on to tha t considerat ion, 
Congress must be aware of the great r isks inherent i n rap id ly b r ing ing any new 
technology or process on l ine. 

A t h i r d area of concern is the effect of the E I A on the compet i t ive marke t -
place. E I A wou ld d iver t f inancia l resources f r o m more efficient investments in to 
economically ineff icient projects. The EIA-subs id ized projects wou ld not have 
to compete fo r scarce p r i va te funds, and thus wou ld subvert the d isc ip l ine of 
the marketplace. 

Gera ld Parksy, Ass is tant Secretary of the T reasury f o r Trade, Energy and 
F inanc ia l Resource Pol icy, caut ioned against the impact of heavy government 
borrowings on the long-term securit ies market . He pointed out that , i n f iscal 
year 1976, the net flow of funds to the U.S. cred i t marke t is expected to be about 
$231) b i l l ion. Some 57 percent of these funds—of $130 b i l l i on—wou ld be requ i red 
to finance the Federa l budget def ic i t and the net borrowings of the government 
fo r off-budget programs. 

Mr . Parsky went on to say : 
" W e expect tha t such borrowings w i l l absorb 82 percent of funds ava i lab le 

i n the long- term securit ies market . The f u n d i n g of the E I A weu ld add to the 
already large government presence i n the cap i ta l markets and have an i m p o r t a n t 
impact on both the overa l l a l locat ion of credi t and the f inancing costs of both 
government arid p r i va te borrowers." 

I n short , adopt ion of E I A w i l l increase the d e m a n d f o r capi ta l , bu t have l i t t l e 
or no posi t ive effect on the overa l l s u p p l y o f capi ta l . 

Fur thermore , the Federa l government wou ld be increasing i ts presence in the 
cap i ta l markets despite the absence of any evidence tha t government-owned or 
cont ro l led corporat ions are more efficient t han p r i va te corporat ions. 
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John A. I l i l l , Deputy Adm in i s t r a t o r f o r the Federal Energy Admin is t ra t i on , 
i n test imony last J u l y before the Senate Committee on I n te r i o r and Insu la r 
Af fa i rs , analyzed and compared the performance or U.S. o i l companies and 
government-owned oi l companies i n other countries. Bo th i n financinal areas 
and i n operat ional act iv i t ies, the F E A found the pr iva te corporat ions to be f a r 
more efficient than government- run companies. There is 110 reason to believe tha t 
the s i tua t ion wou ld be any d i f ferent i n th is Na t ion w i t h respect to energy 
development. 

There is, on the other hand, good reason to believe tha t the reverse wou ld 
occur. The E I A wou ld be responsive to government admin is t ra to rs ra ther than 
to marke t forces. I t wou ld not necessarily s t r ive toward the goals tha t accu-
rate ly reflect consumer wants. A t the present t ime, government p r i c i ng decisions 
do not re late to the cost of energy product ion or to the demand fo r energy 
programs. The E I A wou ld compound th is ineff icient t rend through the mechan-
ism of h igher floor prices fo r some synthet ic fuels of th rough the mechanism of 
even higher taxes to f u r t he r subsidize inefficient projects. 

There is a better, more efficient and less costly may to solve the Nat ion 's 
c r i t i ca l energy problem. I t is a problem, as Professor Jacoby has stated, that 
"we must take w i t h u l t ima te seriousness—facing head-on the t rue costs of our 
ad jus tment to i t . " 

The t rue costs of deal ing w i t h the energy problem can best he revealed by per-
m i t t i n g marke t prices i n th i s country to spot l ight the problem and by a l low ing 
energy users and suppl iers a l ike to respond to the problem. A n d the most effective 
means of reducing our dependence on, and of lessening the th reat of another 
embargo by, the OPEC car te l is fo r the Federal government to adopt policies 
that re tu rn th is Na t ion to a marketplace economy i n energy. 

Congress has al ready taken a fo rward- look ing step toward achieving a proper 
degree of independence f r o m insecure fore ign oi l . Th is was the adopt ion of the 
Na t iona l Secur i ty Storage Program as pa r t of the Energy Pol icy and Conserva-
t ion Ac t of 11)75. 'This crude o i l secur i ty storage program is now being imple-
mented by the Federa l Energy Admin is t ra t ion . We support th is program and 
believe i t is an effective means of i nsur ing this N a t i o n against the economic costs 
and po l i t i ca l r isks of any f u t u r e o i l embargoes. 

Unfor tuna te ly , i n t ak i ng th is one step f o rwa rd , Congress took at least one 
backward, i n con t inu ing and expanding price controls on o i l as another par t 
of the Energy Pol icy and Conservat ion Act . We believe tha t complete and im-
mediate decontrol of U.S. o i l prices wou ld increase domestic product ion, de-
crease unnecessary consumpt ion of energy by Americans, and reduce imports . 

This impor tan t step f o r w a r d wou ld thereby enable the secur i ty storage pro-
gram to provide a greater amount of insurance against the possibi l i t ies and the 
costs of another OPEC o i l embargo. 

Decontro l of U.S. o i l prices would also provide an effective const ra in t on the 
sp i ra l ing p r i c ing policies of the OPEC cartel . The Federa l Energy Admin is t ra -
t ion, in i ts "Na t i ona l Energy Outlook, 1976," has est imated tha t decontrol o f o i l 
prices wou ld hold impor ts to cur rent levels th rough 1985. By contrast, cont inued 
pr ice controls w i l l make th is Na t ion even more dependent on impor ted oi l . The 
F E A estimates that , w i t h pr ice controls, impor ts by 1985 w i l l be roughly d o u b l e 
current levels. 

S im i la r posi t ive act ion should also be taken by Congress w i t h respect to nat-
u r a l gas, th rough deregulat ion of field prices on n a t u r a l gas sold fo r resale i n 
the in ters ta te market . The Senate, last October, sought to move i n th is direct ion. 
We recommend tha t both Houses of Congress take th is f u l l step f o rwa rd . 

The deregulat ion and decontrol of o i l and n a t u r a l gas prices wou ld e l iminate 
the need to adopt S. 2532, the b i l l to create the Energy Independence Au tho r i t y . 
The rea l beneficiaries of pr ice decontro l act ion by Congress w i l l be the Amer ican 
taxpayers and consumers, who wou ld not have to bear the more expensive and 
less efficient costs of the E I A . 

The A P I believes t ha t the proper ro le of the Federal Government i n a com-
pet i t i ve marke t system is to establ ish the goals and to encourage the p r i va te 
sector to develop the resources. I n the case of energy supplies, we believe t h a t 
the p r i va te sector can and w i l l p rov ide increased supplies to Amer ican con-
sumers i f government establishes the proper policies and the posi t ive cl imate. 
The assumption on wh ich the proposed E I A is based is therefore erroneous. The 
energy problem s t i l l fac ing th is Nat ion can be solved by less, not more, govern-
ment in tervent ion. And i t can be solved at less cost and r i sk to Amer ican tax-
payers and energy consumers. 

I n the in terest of th is Na t ion and the Amer ican publ ic, the A P I recommends 
tha t S. 2532 not be adopted. 
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E N E R G Y I N D E P E N D E N C E A U T H O R I T Y A C T OF 1 9 7 5 — S U G G E S T E D E E I P O S I T I O N 

I N T R O D U C T I O N 

The Energy Independence Au thor i t y Act of 3975 would create a new govern-
ment corporation w i t h financial resources of $100 bi l l ion, whose purpose would 
be to help achieve energv independence by providing loans, loan guarantees, 
price guarantees, or other financial assistance to pr ivate sector energy projects. 
The proposed legislation also has provisions to expedite c r i t i ca l energy projects 
whether or not they are receiving financial assistance f rom the Au thor i t y . 

The creation of a new government corporation to play a fundamenta l role 
in financing energy development i n our country is a departure f r om the manner 
i n which the nat ion has heretofore expanded i ts energy supply. Since the opera-
t ion of the corporation could have a significant impact on the electr ic u t i l i t y 
industry, this proposed legislat ion is of great importance to the Edison Elect r ic 
Inst i tu te . 

Numerous studies have been undertaken relat ive to the rate at wh ich the 
public's demand for electr ici ty w i l l increase in the years ahead. Most analyses 
conclude that the growth rate w i l l f a l l between 5 percent and 6 percent. A few 
indicate slower g row th ; some a considerably higher rate. Our expectation is 
tha t even w i t h a high degree of effort on the par t of the public to use energy 
i n a l l i ts forms wisely and careful ly, electric energy w i l l increase i n the coming 
decades at approximately 6 percent annually. 

To provide fo r the ant icipated growth, the electric u t i l i t y indust ry must 
ut i l ize the most effective and efficient means of generating electr ic i ty, and must 
have the financial ab i l i t y to bu i ld necessary electric generating capacity and 
other faci l i t ies. By depending upon coal and nuclear fue l fo r electric power 
generation, we can maximize the use of domestic resources, thus reducing the 
cost of electr ic i ty and the nation's reliance on imported oil. 

C O M M E N T S 

Government assistance to demonstrate new and unproven technologies which 
w i l l expand our use of domestic energy resources and permi t more efficient use 
of ex ist ing sources of energy is both necessary and in the public interest. The 
role wh ich the government adopted in the development of nuclear power fo r 
electric generation is an excellent example of how government can help foster a 
new energy technology w i thou t entering in to the commercial phases of the 
energy industry. Under tha t program, the Atomic Energy Commission con-
ducted research and development, undertook experimental projects and provided 
direct or indirect assistance fo r the design, construction and operation of dem-
onstrat ion of prototype plants. 

Wh i le that method of assistance worked wel l for the nuclear power program, 
the most appropriate fo rm of government involvement in other fields depends 
on the status of the energy technologies which are being developed, the type of 
assistance needed, and the interest and ab i l i t y of concerned segments of indust ry 
to provide funding. Loan guarantees and other financial arrangements provided 
fo r i n the Energy Independence Au thor i t y Act of 1975 might be suitable means 
fo r provid ing government assistance for the development of certain technologies, 
but the circumstances i n each case should determine the fo rm of help, i f any, 
tha t might be needed. 

Many di f ferent forms of energy development are needed. They may be cate-
gorized f rom the standpoint of the t iming, the magnitude of the effort and the 
financial resources w^hich may be required to b r ing them to f ru i t ion . For example : 

1. W i t h respect to such act iv i t ies as shale oi l development, coal gasif ication 
and coal l iquefaction, the organizations and companies which have been develop-
ing these processes would be in the best posit ion to know what migh t be neces-
sary in the way of government assistance. 

2. As to energy f rom such sources as solar and fusion, research and develop-
ment efforts are proceeding in these areas, although i t w i l l be decades before 
any substant ial benefits can be expected f rom them in terms of large-scale gen-
erat ion of electricity. Government financial assistance w i l l undoubtedly be needed 
fo r continued research and development and may wel l be required fo r experi-
mental and demonstration projects in such fields. 

3. Government assistance in a l l l ikel ihood w i l l be required to assure tha t 
various aspects of the nuclear fuel cycle, such as addi t ional u ran ium enrichment 
capacity and fue l reprocessing faci l i t ies, are developed to the point where ade-
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quate supplies of nuclear fue l w i l l be available fo r electric power generation. 
The magnitude of expenditures for such projects may require government par-
t ic ipat ion i n some fo rm un t i l these faci l i t ies can be provided by pr ivate industry 
alone. 

ELECTRIC U T I L I T Y F A C I L I T I E S 

We do not believe that the financing arrangements proposed in the Energy 
Independence Author i t y Act of 1975 are appropriate means of provid ing capi ta l 
to construct conventional electric u t i l i t y faci l i t ies such as coal and nuclear fueled 
power plants presently being bu i l t or planned. Current ly, the industry is ex-
periencing di f f icul ty in financing needed expansion. The solution to this problem, 
however, is not a restructur ing of the manner in which generating capacity is 
financed. The answer is prompt and adequate rate increases so tha t electric 
u t i l i t y earnings are sufficient to at t ract new capital f rom the financial markets. 
The Federal government can also assist by enacting tax policies which would 
encourage capital fo rmat ion and increase the cash flow of ut i l i t ies. The recent 
legislative recommendations of the President's Labor-Management Committee 
would help signif icantly i n achieving these objectives. 

I f the Federal government attempts to ut i l ize the normal capital markets fo r 
financing projects under the Act, i t may disrupt these markets by competing 
for funds which normal ly are ut i l ized directly by the energy and al l ied industries. 
Tlie concept of loan guarantees, furthermore, has already been suggested as a 
substitute for adequate rate rel ief and has generally been found to be an 
unsatisfactory approach.1 I t seems highly unl ikely that regulatory agencies 
would submit to the grant ing of mandatory rate increases proposed in Section 
801(c) as a pre-condition for loan guarantees. Loan guarantees would not 
produce significant savings fo r consumers, would probably result in the violat ion 
of the r ights of exist ing holders of u t i l i t y bonds, and could encourage regulatory 
authori t ies to force ut i l i t ies under their jur isdict ions into less favorable financial 
conditions in order to qual i fy them for such guarantees. 

Unfortunately, Section 304 specifically provides that the Author i t y shall not 
extend financial assistance to a project which would otherwise qual i fy i f , i n 
the judgment of the Board of Directors, i t involves technology which is in the 
research and development phase. This provision thus appears to foreclose gov-
ernment financial par t ic ipat ion where i t is needed and fosters assistance i n 
another area, electric power generation, where other means of provid ing ade-
quate capital would be more effective and would not require a radical departure 
f rom a time-proven method of explaining needed generating capacity. 

EXPEDITING OF L I C E N S I N G PROCEDURES 

Ti t le V I assigns certain responsibilities and functions to the Federal Energy 
Administ rat ion. Section 002(a) (1) provides that FEA -'shall keep apprised of the 
processing of energy project l icensing proceedings at the Federal, local, state, and 
regional levels and, where appropriate and consistent w i t h applicable Federal, 
state and local law, may suggest procedures for expedit ing such Federal proceed-
ings and s imi lar local, state, or regional review and for consolidating Federal, 
local, state and regional applications and action to reduce dupl icat ion of effort 
and expedite the overal l l icensing process." Other provisions for expedit ing the 
licensing process include the development of a composite fo rm of license applica-
t ion for al l Federal agencies. 

T i t le V I also authorizes the F E A to cer t i fy that an energy project, whether 
or not receiving financial assistance f rom the Author i ty , is of cr i t ica l importance 
to tho achievement of the purposes of the bi l l . The recipient of such a cert i f ication 
may then submit i t to the appropriate Federal l icensing agency. Section 003(e) 
provides that such agency "shal l f o r thw i th commence al l necessary proceedings 
which may be required for the licensing of any aspect of the affected energy 
project, and is authorized to give such proceedings preference over a l l other 
questions pending before i t expect other proceedings involv ing s imi lar 
cert ifi cations." 

The FEA's cert i f ication would not be considered a major Federal action so that 
an environmental impact statement, would not be required. 

1 See " F i n a n c i n g t he T l o r t r i c U t i l i t v I n d u s t r y . " conc lus ions of n S t u d y f o r tho E d i s o n 
E l e c t r i c I n s t i t u t e by D r . M u r r a v L . W e i d e n b a u m . Mal l inc fc rod t . D i s t i n g u i s h e d U n i v e r s i t y 
P ro fesso r a t W a s h i n g t o n U n i v e r s i t y . St. L o u i s . M i s s o u r i . 
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Final ly , T i t le V I provides for expedited jud ic ia l review of a Federal agency's 
f inal action concerning a certified energy project. 

Expedit ing the licensing process is important to the electric u t i l i t y industry. 
T i t le V I of the proposed Act could assist i n reducing current delays in licensing 
procedures. 

CONCLUSION 

The Energy Independence Author i ty Act of 1975 contains some features which 
would be of great assistance in helping to solve the nation's energy problems. 
Providing government financial help, where needed, to br ing technology i n such 
fields as oi l shale, coal gasification and solar applications to the point where 
presently untapped resources can make useful contributions to our energy supplies 
would be a positive step forward. The bil l 's proposals to expedite licensing pro-
cedures address a serious problem area that must be resolved i f progress is to be 
made in the near future. These measures are constructive and we would support 
them. 

Other provisions in the proposed legislation should, however, be modified. The 
proposed government financing of electric u t i l i t y facil i t ies, including the con-
struction of coal-fired and conventional nuclear power plants, is not needed 
and could be counter-productive. On the other hand, financial aid of the type 
indicated should be made applicable to projects in the research and development 
phase, as wel l as to experimental, prototype and demonstration plants. Sucli 
activit ies are the very areas where addit ional funding can be most helpfu l 
and meaningful. 

T h e CHAIRMAN. T h e c o m m i t t e e w i l l s t a n d a d j o u r n e d . 
[ W h e r e u p o n , a t 1 :15 p . m . , t h e h e a r i n g was a d j o u r n e d . ] 
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ENERGY INDEPENDENCE AUTHORITY ACT OF 1975 

MONDAY, M A Y 10, 1976 

U . S . S E N A T E , 
C O M M I T T E E ON B A N K I N G , H O U S I N G A N D U R B A N A F F A I R S , 

" W a s h i n g t o n , , D . C . 

T h e commi t tee met at 10:05 a.m., p u r s u a n t t o not ice, i n r o o m 5302, 
D i r k s e n Senate Off ice B u i l d i n g , Senator W i l l i a m P r o x m i r e ( c h a i r -
m a n o f t he commi t t ee ) p res id i ng . 

Present : Senators P r o x m i r e , Stevenson, a n d G a r n . 
T h e CHAIRMAN. T h e committee- w i l l come to o rder . 
T o d a y the commi t t ee cont inues i t s hear ings on S. 2532, t h e E n e r g y 

Independence A u t h o r i t y A c t . 
I n 3 days o f hear ings on t h i s b i l l las t m o n t h , t he commi t tee hea rd a 

n u m b e r o f a rgumen ts i n f a v o r o f the b i l l — a n d some devas ta t i ng 
c r i t i c i s m o f i t a n d the assumpt ions u n d e r l y i n g i t . 

T h e b o t t o m - l i n e a r g u m e n t the A d m i n i s t r a t i o n makes f o r c rea t i ng 
a $100 b i l l i o n energy deve lopment b a n k is n a t i o n a l secur i ty . V i c e 
Pres iden t Rocke fe l l e r t o l d the commi t tee t h a t i f we don ' t unde r take 
a massive e f fo r t t o become sel f -suf f ic ient i n energy , we w i l l be i m p o r t -
i n g between 50 a n d 60 percent o f ou r o i l i n 1985. A t t h a t p o i n t , he 
said, we AVOW Id be enormous ly vu lnerab le . A cu to f f o f f o r e i g n o i l sup-
pl ies, p r o b a b l y ano ther A r a b o i l embargo , cou ld sha t te r ou r economy. 
Thus , l ie and others conclude t h a t we mus t a v o i d t h i s danger to our 
n a t i o n a l secur i t y wha teve r the p r i ce o f energy independence. 

I have very s t r o n g reservat ions about t h i s leg is la t ion . A s i t ' s p re -
sent ly w r i t t e n , i t is a $100 b i l l i o n b l a n k check f o r the A d m i n i s t r a t i o n 
to make any energy inves tments i t wan ts to , f o r wha teve r reasons, 
w i t h o u t any ef fect ive congressional overs igh t . 

I t w o u l d p r o v i d e the equ iva len t o f one L o c k h e e d l oan guaran tee 
a week f o r 400 consecut ive weeks t o f inance r i s k y energy p ro jec ts t h a t 
the p r i v a t e m a r k e t w o n ' t touch. T h e F e d e r a l G o v e r n m e n t m i g h t w e l l 
end u p w i t h a lo t o f immense ly expensive, uneconomic, Pos t Office-
t y p e boondoggles. S q u a n d e r i n g ou r l i m i t e d f i nanc ia l resources is n o t 
the w a y t o i nsu re n a t i o n a l secur i ty . 

M o s t o f ou r witnesses, w h e t h e r t h e y f a v o r e d the Rocke fe l l e r b i l l 
o r s t r o n g l y opposed i t , be l ieved t h a t the U n i t e d States mus t do some-
t h i n g to solve the energy p rob lem. T h e con t roversy centers on w h a t 
Ave shou ld do, h o w q u i c k l y we need to do i t , a n d h o w l a rge a ro le the 
Fede ra l G o v e r n m e n t shou ld p l a y i n m e e t i n g ou r f u t u r e energy needs. 
A n d the answer t o these quest ions l ies, t o a l a rge degree, i n an expe r t 
assessment o f h o w m u c h a n d h o w i m m e d i a t e l y ou r n a t i o n a l secur i t y 
in th rea tened by ou r dependence on f o r e i g n o i l suppl ies. 

W e have w i t h us t o d a y several witnesses w h o are h i g h l y respected 
exper ts i n M i d d l e Eas t po l i t i c s a n d the opera t ions o f the pe t ro l eum 
i n d u s t r y a n d the O P E C car te l . W e w a n t to find out f r o m t h e m the 
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answers to the basic questions. W i l l the pr ice o f o i l stay h i g h and 
go h igher , or is i t l i ke l y to f a l l ? W i l l the O P E C cartel stay together 
or d r i f t apart? W h a t is the l i ke l ihood of another A r a b - I s r a e l i war? 
I f th is d i d occur, wou ld the A r a b countries impose another embargo, 
or are they now so dependent on a h i g h level o f o i l resources t h a t 
another embargo is un l i ke ly? 

The committee w i l l hear f i rs t f r o m M r . James A k i n s , d i rector o f 
the State Depar tment 's Office of Fuels and Ene rgy and U.S. Ambas-
sador to Saud i A rab ia , d u r i n g the per iod of the A r a b o i l embargo. 
O u r other witnesses are M e l v i n Conant, recently assistant admin i -
s t ra tor f o r In te rna t iona l Ene rgy A f f a i r s w i t h the Federa l E n e r g y 
A d m i n i s t r a t i o n ; John L i c h t b l a u of the Pet ro leum I n d u s t r y Research 
Founda t i on ; M . A . Ade lman , Professor o f Economics at M I T ; and 
Charles Maxwe l l , senior vice president and energy analyst f o r the 
brokerage f i r m of Cyrus J . Lawrence, Inc . 

W i l l a l l o f you gentlemen come f o r w a r d as a panel and sit 
wherever you wish and then we w i l l ask M r . A k i n s to begin. W e w7ant 
to be sure tha t I have you down and p roper l y ident i f ied. 

A l l r i gh t . M r . Ak ins , wha t I w o u l d p re fe r and I ' m sure Senator 
G a m wou ld too, i f you gentlemen could confine you r remarks to 
about 10 minutes, and then we w i l l have the ent i re statement p r i n t e d 
i n the record i f you sk ip over i t . Go r i g h t ahead, sir. 

STATEMENT OF JAMES E. AKINS, FORMER U.S. AMBASSADOR TO 
SAUDI ARABIA 

M r . AKINS. Ene rgy independence w o u l d be very nice i f i t were 
at ta inable easily and cheaply. I w o u l d suppor t S. 2532 as one o f 
many measures we need to reduce our reliance on impor ted oi l . W e 
also need a s t r ic t s t r i p m i n i n g b i l l , increased d r i l l i n g o f cont inenta l 
shelves and substant ial increase i n research i n other energy sources, 
notab ly solar energy; and we need s t rong measures to conserve 
t o w a r d energy independence," not the "a t ta inment o f energy inde-
pendence i n 1985. 

S. 2532 wou ld cer ta in ly f a l l f a r short. I object to the imp l i ca t i on 
o f i ts name, a " b i l l to establish an energy independence au tho r i t y . " 
Can ' t the count ry be honest enough to say tha t it w i l l " lead "us 
t o w a r d energy independence," not the "a t ta inment o f energy inde-
pendence ?" 

F o r a var ie ty of reasons we d i d not move on a p rog ram of increased 
domestic energy product ion and conservation i n 1967 when i t became 
clear what were the trends i n domestic and in ternat iona l energy. 
Supp l y and demand. I n fact , we s t i l l haven' t moved very fa r . There's 
l i t t l e po in t i n t r y i n g to cast blame or assign gu i l t f o r our inact ion. I 
have no doubt tha t there is danger i n our dependence on impor ted o i l . 
W e can t a l k o f and we must consider na tu ra l disasters and revolu-
t ions i n the o i l p roduc ing countries. W h a t we rea l ly mean by th is 
is whether the A r a b oi l embargo of 1973 could be repeated? I f 
there is a war i n the M i d d l e East i t very l i ke ly w i l l be. I n fact , I 
t h i n k i t wou ld be irresponsible fo r us to assume anvth i iu r other t han 
t h a t ^ " 

We haven't yet taken many measures since 1973 to protect our-
selves. No t much lias been done to increase storage. No t much has 
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been done to increase domestic product ion except to approve the 
A laskan pipel ine, and overal l the o i l p roduct ion continues to decline. 
W e have set up a Na t iona l Ene rgy Agency some 4 or 5 years too 
late, bu t the question is w i l l i t surv ive a real test, an embargo on 
the U n i t e d States and not one i n Europe and Japan? W i l l our all ies 
share the i r o i l w i t h us i f i t means the embargo w i l l be imposed on 
them, pa r t i cu la r l y i f they do not agree w i t h the actions wh i ch pre-
c ip i ta ted the embargo? I t seems very l i ke l y to me tha t they wou ld 
make the i r own accommodations w i t h the o i l producers. 

W e have ta lked of other measures to protect ourselves. F o r the 
last year we have heard plans to invade the A r a b peninsula. Th i s 
is one of the most s tup id and c r im ina l ideas I have ever heard out 
o f Washington. W e also have ta lked of d i rec t ing our o i l purchases 
to non-Arab sources, but that 's not very pract ica l and even i f i t 
could be done do we wan t to pu t ourselves at the mercy of the non-Arab 
o i l producers? They are not a l l t ha t benign and we couldn' t swi tch 
easily to other suppl iers i f they were to become cantankerous. 

Then we ta l k o f break ing up the o i l indust ry . A l t h o u g h th is may 
prov ide some psychic enjoyment, let us hope tha t the purpose of any 
an t i -o i l company legis lat ion is solely to increase compet i t ion and 
product ion and not to lay to rest the ghost o f John D . Rockefel ler, 
Sr . I f i t is the la t ter , then our energy problems w i l l be made worse. 
I f the energy indus t ry is broken hor izonta l ly , t ha t is i f the com-
panies are restr icted to product ion or refinement or marke t ing and 
i f they are fo rb idden to develop other fo rms o f energy, they w i l l 
die when hydrocarbons lose the i r preemina as a source o f energy. The 
overa l l nat ional energy supp ly could i n fac t become much worse i f 
th is type o f d ivest i ture were carr ied out. Smal ler and yet f u l l e r inte-
g ra ted companies makes more sense, but to force th is wou ld be r i sky 
at a t ime when we are t r y i n g to reduce reliance on impor ted oi l . 

I wou ld suggest tha t we admi t to ourselves tha t we are against a 
problem w i t h no easy or magic solut ion. W e could have energy inde-
pendence r i g h t now today s imp ly by exc lud ing fo re ign o i l impor ts , 
but the economy wou ld be ruined. 

The question is how much do we wan t to pay i n terms of l iving-
standards and degradat ion of envi ronment i n the next decade f o r 
energy independence ? I suspect tha t the Amer i can people wou ld f i nd 
the cost much too h igh . 

I wou ld hope tha t S. 2532 or some modi f ied version thereof wou ld 
be approved because I t h i n k i t wou ld help increase our domestic 
energy supplies. I wou ld also hope tha t the Congress wou ld approve 
other means to increase domestic o i l p roduct ion and, more impor -
s tan t ly , t ha t the Congress wou ld adopt a s t rong p rog ram of energy 
conservation s ta r t i ng w i t h new taxes on gasoline and a l locat ing the 
monc}7 received to mass t rans i t and other energy saving projects. 
B u t we should a l l recognize t h a t w i t h a l l these measures, we wT i l l 
continue to be dependent on impor ted o i l f o r at least a decade and 
probably much longer. 

The most recent figures of F E A I have seen now ta l k o f reduc ing 
our impor ts i n 1975 5 or 6 m i l l i o n barrels a day. Th i s is too much 
to be lost. The on ly t h i n g I can say f o r i t that 's favorable is t ha t i t 's 
a lot better than 8 m i l l i o n and cer ta in ly better t han the 10 or 12 
m i l l i on we had projected earl ier. 
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T h e o n l y w a y t o i n s u r e t h a t wTe h a v e a c o n t i n u e d flow o f o i l , i n 
s h o r t , i s b y i n s u r i n g t h a t t h e r e i s p e a c e i n t h e M i d d l e E a s t . T h i s 
i s n ' t a n i m p o s s i b l e g o a l . W e c a n a c h i e v e i t a n d n o o n e else c a n . W e 
c a n p r e v e n t a n o u t b r e a k o f w a r i n t h e M i d d l e E a s t a n d n o o n e e lse 
c a n . F u l l n e g o t i a t i o n s m u s t o f c o u r s e b e u n d e r t a k e n first b u t i f t h e y 
f a i l w e m u s t n o t w a s h o u r h a n d s o f t h e w h o l e a r e a . P o l i t i c i a n s o f 
a l l s t r i p e s , w i t h t h e n o t a b l e e x c e p t i o n o f G e o r g e B a l l , h a v e e x p r e s s e d 
h o r r o r a t t h e s u g g e s t i o n t h a t w e c o u l d i m p o s e p e a c e i n t h e M i d d l e 
E a s t . N o t o n l y c a n w e d o t h i s , b u t w e m u s t , i f n e g o t i a t i o n s a r e n o t 
s u c c e s s f u l . N o t o n l y w o u l d o u r o i l s u p p l i e s be j e o p a r d i z e d b y a M i d d l e 
E a s t w a r , b u t t h e r e w o u l d be a p o s s i b i l i t y o f a m u c h w i d e r w a r i n -
v o l v i n g o u r s e l v e s ; t h i s c l e a r l y w o u l d b e i n t o l e r a b l e . 

T h i s i s a n A m e r i c a n e l e c t i o n y e a r a n d b o t h s i des w e h o p e , i n t h e 
M i d d l e E a s t , w i l l r e m a i n p a t i e n t . W e m u s t a l s o h o p e t h a t t h e n e w 
P r e s i d e n t , w h o e v e r h e m i g h t be , w i l l m o v e q u i c k l y i n 1977 w i t h o u t 
l o n g s t u d i e s o r d e l a y s t o s o l v e t h e w h o l e M i d d l e E a s t p r o b l e m , t o 
find a g e n e r a l o v e r a l l s o l u t i o n t h a t w i l l s u r e l y p l e a s e n o o n e b u t w i l l 
be r o u g h l y e q u a l l y o b j e c t i o n a b l e t o a l l s ides . I f h e d o e s n ' t m o v e , a 
w a r w i l l b r e a k o u t a l o n g t i m e b e f o r e w e a p p r o a c h o u r g o a l o f 
e n e r g y i n d e p e n d e n c e . 

T h e C H A I R M A N . T h a n k y o u , s i r . 
[ C o m p l e t e s t a t e m e n t f o l l o w s : ] 

S T A T E M E N T OF J A M E S E . A K I N S , F O R M E R U . S . A M B A S S A D O R TO S A U D I A R A B I A 

I t is argued, convincingly a t t imes, t h a t na t iona l independence i n energy 
resources is not only h igh ly desirable but necessary f o r both securi ty and bal-
ance of payments refeisons. T o t a l independence could, of course, be achieved 
by no th ing more complex t h a n fo rb idd ing impor ts , or decreasing t h a t a l l im-
por ts were to stop on a designated date. B u t the cost of such ac t ion wou ld be 
staggering, pa r t i cu la r l y i f th is " independence" were to be achieved i n a shor t 
t ime. We must weigh the re la t ive mer i t s and need fo r independence against 
these costs. 

F o r a var ie ty of reasons we d i d not move eight or ten years ago on a pro-
g ram of energy conservat ion and development of new energy resources. A l -
though the reasons fo r our inac t ion should be understood i n order to avo id 
rep i t i t i on of er ror , there is l i t t l e pro f i t i n t r y i n g to assess blame. We had f a r 
bet ter look a t our posi t ion today. I t is not comfor tab le ; we are i m p o r t i n g 
over 40 percent of our pet ro leum needs arid domestic product ion of hydro-
carbons wTill cont inue to decline u n t i l A laskan product ion begins. 

We must s ta r t by asking ourselves a f ew questions. F i r s t , is there any reason 
f o r a s t rong government energy program? Probably yes; a l though th is is some-
w h a t less clear t han i t seemed a ffcw years ago. The cur ren t h igh prices f o r 
energy w i l l lead, by themselves, to greater conservat ion and to more extensive 
development of new energy resources than i f prices had remained low. I t seems,, 
however, t ha t marke t forces w i l l be insuff ic ient and tha t a concerted govern-
ment p rogram such as prov ided by S. 2532, by government sponsored research 
on new energy fo rms and by enforced conservat ion w i l l also be necessary. 

I find i t d i f f icu l t to take very seriously any p rogram ostensibly lead ing to-
w a r d energy independence wh i ch does not address i tse l f f u l l y to conservat ion, 
pa r t i cu l a r l y to greater savings i n the use of gasoline. Gasoline prices are now 
decl in ing and the welcome t rend of a year ago t o w a r d smal l cars seems to 
have been reversed. Yet we do not seem to be g i v ing much considerat ion t o 
h igher gasoline taxes, even to proposals wh ich wou ld inc lude means of soften-
ing the regressive na tu re of such taxes. A n d there seems to be cu r ren t l y very 
l t t l e t a l k of using gasoline taxes f o r const ruct ion of mass t ranspor ta t i on sys-
tems ra ther t han h ighways. 

The second question i s : wou ld a s t rong government-directed p rog ram lead 
us to energy self-sufficiency i n a re la t ive ly short t ime? The answer here is 
c lear ly t h a t i t wou ld not w i t h o u t in to lerable costs to the consumer, t h a t is, 
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w i t h o u t a substant ia l decline i n the general s tandard of l i v ing . Est imates of 
the Federa l Energy Agency have var ied wide ly first i t was self-sufficiency i n 
1983; then i t was impor ts of three m i l l i on barre ls per day of o i l by 1985; now 
the present est imate, I believe, is 5 m i l l i on barre ls a day by t h a t year. Even 
th is la t te r figure seems opt imis t ic as the assumptions on wh ich i t is based are 
questionable. Can we real ly count on large discoveries of new domestic o i l i n 
the next decade? W i l l there rea l ly be substant ia l new product ion f r o m ex is t ing 
fields? A n d how w i l l the savings i n consumption be made? Yet even i f th is 
l a t te r figure is correct we w i l l be f a r f r o m being self-sufficient and the loss 
of five m i l l i on barrels per- day of o i l wou ld be a disaster f o r the count ry . The 
most char i tab le remark t ha t can be made on behalf of th is figure is t ha t i t 
is better than 6 m i l l i o n and much better t han the ten or twelve m i l l i o n barre ls 
per day of o i l impor ts wTe had pro jected j us t a few years ago f o r 1985. 

The t h i r d question to wh ich I have been asked to address mysel f p r i m a r i l y 
is "does any of th is rea l ly ma t te r? " A r e there any rea l problems i n rel iance 
on impor ted oi l? The answer can only be t ha t there obviously are, bu t t ha t 
no th ing i n the w o r l d is idea l and tha t we again must weigh these dangers 
against the cost to the economy and the society and the env i ronment of a 
crash program leading to complete energy self-sufficiency. 

We are now impo r t i ng over s ix m i l l i o n barre ls a day of oi l . The te r ro r , i n 
1974, sur round ing the balance of payments costs of our o i l impor ts seems to 
have vanished i n the Un i ted States i f not i n much of the rest of the wor ld . 
We are pay ing a heavy pr ice f o r our impor ted o i l but th is has been made 
up th rough increased expor ts : food and to a considerable extent th rough 
arms sales to the Midd le East , a mat te r of qu i te another concern. 

The danger is, as i t a lways has been, i n a cut-off of o i l impor ts and our 
i nab i l i t y to make up the loss. A cut-off could arise f r o m a n a t u r a l disaster 
i n a producing c o u n t r y ; i t could fo l l ow a po l i t i ca l upheaval i n one or more 
of the producers. B u t wha t we real ly fear is a recurrence of an A r a b o i l em-
bargo. I s th is possible? A n d have we taken measures to protect ourselves? As 
to the first par t , i t is not only possible bu t we must count i t a cer ta in ty t ha t 
there w i l l be an embargo i f there is an outbreak of host i l i t ies i n the Midd le 
East and the Un i ted States gives massive m i l i t a r y a i d to Israel , as i t d i d i n 
1973. I f there is a wTar, the Un i ted States main ta ins s t r i c t neu t ra l i t y and 
Israel , w i t h i t s stockpi led Amer ican arms, w ins a crush ing v ic tory , an em-
bargo, I wou ld say, wou ld also be very l i ke ly . I f there were a stalemated war , 
then i t m igh t be possible to avo id a boycott. Success wou ld depend largely on 
the sk i l ls of the Amer ican Ambassadors on the spot. 

As fo r the second par t , w h a t lessons have we learned f r o m the 1973 embargo 
and wha t precaut ions have been taken? Very few? I ' ve thought i n retrospect 
tha t the wors t t h i n g I d i d as Ambassador i n Saudi A r a b i a was to w o r k as 
ha rd as I d id to get the embargo l i f ted . I f i t had lasted another six months 
I suspect the energy problem wou ld be v iewed here much more seriously t han 
i t is. B u t my inst ruct ions f r o m Washington bordered on hyster ia and had I 
repl ied tha t a cont inuat ion of the embargo wou ld have been good fo r the 
Amer ican body and soul, my tour as Ambassador wou ld have been even more 
abbreviated than i t was. 

We have ta lked of s tockpi l ing o i l bu t have done nothing. We are t ak i ng 
some measures to increase domestic o i l product ion. We have, w i t h our al l ies, 
set up the I n te rna t i ona l Energy Agency, something we should have done i n 
1970 or ear l ier . B u t how effective w i l l i t be i f i t comes to the test? I f there is 
a rep i t i t i on of the 1973 embargo f o r the same reasons; i f the Arabs announce 
that they have no desire to h u r t the i r f r i ends ; but i f they announce (as they 
have already made per fect ly we l l known ) t ha t any country wh ich part ic ipates 
i n the shar ing arrangement w i l l be subject to an embargo i tse l f , then the 
chances of the I E A s tanding firm wou ld be smal l indeed. They wou ld approach 
the vanish ing po in t i f the embargo were appl ied to the Un i ted States f o r ac-
t ions taken by i t wh i ch were opposed by Europe and Japan. 

The chances of an embargo by the o i l producers, A r a b or non-Arab, f o r rea-
sons unconnected w i t h the Midd le East confl ict, seem to me to be very small. A 
more real possib i l i ty is t ha t some of the ma in o i l producers, notably Saudi 
A rab ia and the Un i ted A r a b Emirates, w i l l res t r ic t o i l product ion f o r con-
servat ion reasons or because they cannot find adequate and product ive means 
of invest ing the i r income at home or abroad. Th is pa r t i cu la r problem could be 
resolved re la t ive ly easily, I believe, by encouraging A r a b investment i n the 
Un i ted States, ra the r t h a n discouraging i t as now seems to be the case. 

71-787—76 29 
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Words and slogans are not to be underest imated i n Amer i can society. I was 
perhaps the first to use the expression "energy cr is is" I used i t f o r t w o rea-
sons ; the first was t h a t I bel ieved we were indeed enter ing a cr is is s i t u a t i o n ; 
the second was the belief t ha t i n the Un i t ed States we ra re ly take ac t ion 
unless we are shocked in to i t . "Cr i s i s " seemed a good word . I n Pres ident 
N ixon 's energy message of A p r i l , 1973 a l l references to "c r i s i s " were removed. 

"Plow can we speak of cr is is" , i t was asked, "people w i l l wonder why the 
A d m i n i s t r a t i o n d idn ' t move f o u r years ear l ie r . " I t was a sound po l i t i ca l po in t 
and the emasculated message, when i t came out, spoke of the "energy chal-
lenge". No one was chal lenged and l i t t l e was done. I understand, therefore, 
why the authors of S. 2532 feel they must t a l k of "energy independence". I t 
sounds good; i t is a noble goa l ; i t m igh t exci te the ci t izens and they m i g h t be 
w i l l i n g to accept some hardship. There is however danger i n us ing words o r 
slogans t ha t do not mean precisely w h a t they say. We must recognize t h a t 
S. 2532 w i l l not make us independent i n energy i n ten years, probably not i n 
twenty , nor is i t l i ke ly t h a t any th ing else we w i l l do w i l l a l l ow us to a t t a i n 
th i s state of bliss. We m igh t as we l l face the fac t t ha t we w i l l cont inue to de-
pend on impor ted oi l , largely M idd le Eas tern oi l , f o r the nex t decade and 
probably th rough th is century. 

I t wou ld be much more honest to speak of S. 2532 as a b i l l " l ead ing t o w a r d " 
energy independence not " lead ing t o " independence. I believe i t should be 
supported, nonetheless; and I believe we should also support a s t r i p -m in ing 
b i l l w i t h s t rong provis ions f o r restorat ion of the land and w i t h a t a x on a l l 
s t r ip -mined coal to be devoted to res tora t ion of lands a l ready devastated by 
s t r i p min ing . I wou ld urge support f o r increased d r i l l i n g on the con t inen ta l 
shel f and an expanded p rogram of research on new energy forms, fus ion, solar 
energy and geothermal energy. A good case can also be made f o r complete 
deregulat ion of n a t u r a l gas and petro leum prices but Congress has ra ised 
v a l i d objections to i t . A n d of course there should be t ax incent ives ( t h rough 
h i g h gasoline taxes or other means) to use smal ler , efficient cars and to reduce 
the waste of energy i n other areas. A l l these actions should be taken—and 
many more ;—they w i l l help reduce our dependence on impor ted o i l bu t they 
w i l l not e l iminate i t i n ten years and probably not i n twen ty . 

We have almost a lways looked a t o i l w i t h more emot ion t h a n reason. O i l is 
a commodi ty un l i ke any other and we tend to v iew i t and i ts producers i n a 
re l ig ious ra ther t han an economic l igh t . The t ime has cer ta in ly come when 
we should look ra t iona l l y a t the indus t ry . I t may have been over- favored i n 
the p a s t ; i t may have g rown beyond the po in t of m a x i m u m efficiency today 
and perhaps these i n the country who are a t tack ing i t are correct i n be l iev ing 
t h a t i t should be broken in to smal ler compet ing uni ts. B u t any d iv is ion de-
creed by Congress wou ld be, I hope, designed to a l low the resu l t ing smal ler 
un i ts to be completely integrated, v iab le companies. I f one of the new un i t s 
is to be l im i t ed to ref in ing or to product ion of o i l alone, i t is being sentenced 
to death when convent ional o i l is exhausted. Le t us hope t h a t the purpose of 
any an t i -o i l company leg is la t ion is solely to increase efficiency and to increase 
compet i t ion and product ion, not to pun ish the i ndus t r y or to exorcise the ghost 
of John D. Rockefel ler , Sr. I f the la t te r , then our energy problems w i l l be 
made worse. 

Ano ther "easy so lu t ion" w h i c h we should avo id is the o f ten proposed in -
vasion of the A r a b i a n peninsula. The L i b r a r y of Congress study points out 
t h a t even i f the o i l fields were occupied they could not be kept i n product ion. 
M y own v iews are even more negative. Leav ing aside the mora l i t y of the sug-
gestion ( M o r a l i t y i n Fore ign Pol icy has f a l l en in to i l l repute i n the Un i t ed 
States i n the last few years) i t wou ld be catastrophic f o r the Un i t ed States. 
O i l p roduct ion f r o m the Persian Gu l f wou ld be lost f o r several years and the 
resu l t ing economic chaos i n Europe and Japan wou ld make them easy prey 
f o r domestic or even fo re ign communists. No normal , sane, i n fo rmed person 
can propose invasion. Yet we s t i l l hear th is advanced as the d e u s e x m a c h i n a 
to solve our energy and our economic problems. 

A t h i r d proposal has somewhat more appeal and more log ic ; t h a t is a reso-
l u t i on i n t ime of peace to impor t a l l our o i l f r o m non-Arab sources. Th i s wou ld 
be d i f f i cu l t ; perhaps impossible. The non-Arab producers themselves wou ld 
l i ke divers i f ied markets. Fur thermore , rest r ic t ions of impor ts to a f e w coun-
t r ies m igh t not i n the long r u n be ent i re ly a t t rac t i ve . We could be subject to 
pressure on pr ice and possibly even on some mat te r of i n te rna t iona l pol i t ics, 
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e.g. the Panama Canal, which might not be entirely to our l ik ing. To suggest 
that i t would, in such a case, be easy to shi f t to other suppliers demonstrates 
only a lack of understanding of international o i l production. 

The details of an energy program have been discussed for several years now 
but I fear any program w i l l f a i l unless i t is based on a few fundamental 
precepts: 

(1) That the world's conventional resources of hydrocarbons are finite and 
that at some time, probably before the end of this century, we w i l l have 
physical not pol i t ical restraints on oi l production; that at that t ime we w i l l 
have to have made plans for the shi f t to other energy resources; 

(2) That government and private action to increase domestic oi l production 
w i l l be necessary; that i t is possible to have a unified program which does 
not do violence to the economy of the environment but that such a program 
wi l l not bring us to complete independence in ten years, and probably not i n 
twenty : 

(3) That there is real danger in reliance on imported oi l and that most of 
our imports w i l l probably come f rom the Middle East ; Final ly , and most 
cr i t ical 

(4) That the only real guarantee now for security of energy supplies is 
peace in the Middle East. W i t h peace there would be no l ikely reason for 
cutt ing off oi l supplies; w i th war, production restrictions must be assumed 
to be certain. We must also recognize that the United States is the only 
Power capable of bringing peace to the Middle East. This i n no way means 
selling Israel for Arab o i i ; i t does mean an Israel essentially w i th in its pre-
.1067 borders and security guarantees for Israel and its neighbors that a l l 
consider binding and adequate. We certainly hope this can be achieved through 
negotiations, but i f i t cannot then we must move to other alternatives. Politicians 
of a l l stripes (exceeding notably George Ba l l ) have long said that we cannot 
impose i>eace on the Middle East. This is nonsense. Not only can we do i t but 
we must i f negotiations fai l . War in the Middle East would be intolerable 
not only because of the disruption in energy supplies but fo r the danger of a 
wider war. And war in the Middle East can be prevented, i f we have the w i l l 
and the wisdom to act. 

T h e CHAIRMAN. O u r n e x t w i t ness is M r . C o n a n t . G o ahead, s i r . 

STATEMENT OF MELVIN A. CONANT, INTERNATIONAL ENERGY 
CONSULTANT, AND FORMERLY ASSISTANT ADMINISTRATOR FOR 
INTERNATIONAL ENERGY AFFAIRS, FEDERAL ENERGY ADMIN-
ISTRATION 

i l r . CONANT. M r . C h a i r m a n , I was asked t o speak p a r t i c u l a r l y o n 
the ques t i on o f o u r n a t i o n a l s e c u r i t y a n d t h e e x t e n t t o w h i c h i t is 
i n v o l v e d i n a c o n t i n u i n g h i g h l e v e l o f i m p o r t i n g o f o i l . I w o u l d l i k e 
t o b e g i n i f I m i g h t b y r e c o m m e n d i n g s t r o n g l y t o y o u a r e p o r t w h i c h 
was p u b l i s h e d f o r t h e J o i n t A t o m i c E n e r g y C o m m i t t e e i n D e c e m b e r 
o f l as t yea r b y t h e C o n g r e s s i o n a l Research Se rv i ce e n t i t l e d " T o w a r d 
P r o j e c t I n t e r d e p e n d e n c e : E n e r g y i n t h e C o m i n g D e c a d e . " T h i s is, 
i n m y v i e w , t h e best r e p o r t , l o o k i n g t o t h e yea rs ahead, t h a t we have 
h a d a v a i l a b l e t o us. I t has also a p p e a r e d i n b r i e f e r f o r m i n W o r l d 
O i l R e p o r t a n d I have s u b m i t t e d a c o p y o f t h a t b r i e f e r s u m m a r y 
o f t he r e p o r t i n t h e h o p e t h a t y o u w o u l d i n c l u d e i t i n t h e f o r m a l 
r eco rd o f t h i s h e a r i n g . 

T h e C H A I R M A N . H O W l o n g a r e p o r t is t h a t , s i r ? 
M r . CONANT. I t ' s abou t f i ve pages. 
T h e CHAIRMAN. W e w i l l be h a p p y t o p u t t h a t r i g h t i n t o t h e reco rd . 
M r . CONANT. T h a n k y o u v e r y m u c h . I t ' s a m o s t u s e f u l gu ide . 
M r . C h a i r m a n . I have l o n g used as m y gu ide l i nes , t h i n k i n g about 

('lie s e c u r i t y o f o u r c o u n t r y i n e n e r g y , th ree r a t h e r obv ious ob ject ives. 
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The supply of energy to our society must be adequate i n volume; i t 
must be continuous i n its provision; and i t must be obtained at a 
reasonable cost. 

Against those three objectives, the fo l lowing observations are per-
t inent to your inquiry. F i rs t , I believe, along w i t h many others, that 
the Un i ted States for the next decade at least w i l l remain dependent 
upon o i l imports for a v i ta l par t of its petroleum supply. There is 
very l i t t le that can be done in the intervening period which w i l l 
signif icantly alter that dependence. 

Second, I believe, along w i t h others, that there is no realistic possi-
b i l i t y that the importance of the Midd le East to us i n o i l supply,, 
and the Persion Gu l f i n part icular, w i l l d iminish as the major source 
of the petroleum imported into the Un i ted States. 

Th i rd , the quickest possible creation of a strategic reserve is real ly 
the only single measure of consequence that can be taken soon that 
would improve the security position of the Uni ted States and w i t h 
the plans now submitted fo r moving i n that direction I Avould hope 
that i t would get enthusiastic support of the Congress. 

Hav ing said that, M r . Chairman, the question before us is real ly 
the l ikel ihood of a significant in terrupt ion of supply and i f i t is 
a possibil i ty, what other measures than the strategic reserve, such 
as the b i l l before us, could be taken to improve our security? A m -
bassador Ak ins has referred to the ever-present danger of an Arab-
Israel i conflict. I would support that view and so would many others. 
I would emphasize perhaps more than he d id the u t i l i t y to us of 
the Internat ional Energy Agency as the first measure which WMS 
taken after the embargo and which has, I believe, improved our 
prospects for sharing whatever o i l is available amongst the key 
industr ia l states of the free world. 

Bu t let me make my pr inc ipal point, M r . Chairman; i t is a situ-
ation which deeply concerns me and which I see coming toward us 
over this next decade. Surely, one case is the Arab-Israel i conflict 
and its meaning in terms of energy supply to our country and to our 
allies, but I would l ike to mention a perhaps broader and more 
intense concern. 

I see, M r . Chairman, a competition for Midd le East oi l throughout 
this decade which w i l l transcend anything that we have ever known 
before. I see no possibil ity that Europe or Japan or our country w i ' l 
be able to take measures soon enough to reduce our collective or 
ind iv idua l dependence upon that region. Moreover, Mr . Chairman, 
I would argue that i n that same period of t ime the chances are good 
that the Soviet Un ion and the People's Republic of China w i l l also 
be competing fo r some of that Midd le Eastern oil. The prospect 
before us, M r . Chairman, is one in which allies and potential enemies 
w i l l be wrestl ing for access to one of the greatest geological accidents, 
so to speak, that we know o f : the o i l of the Middle East, A n d i t is 
the complexity of that struggle and the implications of i t to our 
foreign policy and to our domestic security, that would lead me 
to consider al l kinds of measures, including the b i l l before you, t o 
lessen our dependence as rap id ly as possible upon that part icular 
source. 

We are among the very few nations that have alternatives i n this 
regard and we should exploit these to the maximum extent. 
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W i t h r e g a r d t o t h e p a r t i c u l a r b i l l b e f o r e us, M r . C h a i r m a n , I 
d o n ' t possess t h e means t o k n o w w h e t h e r such a n u n p r e c e d e n t e d 
i n i t i a t i v e is i n d e e d necessary a t t h i s t i m e . I d o n ' t k n o w w h e t h e r t h e 
e n e r g y i n d u s t r y c a n n o t ra ise t h e c a p i t a l t o t a k e a n e n e r g y i n v e n t i o n 
ou t o f t h e l a b o r a t o r y i n t o t h e m a r k e t p l a c e . T h e y h a v e a y w a v s been 
able t o d o so i n t h e p a s t a n d I a m uneasy o v e r t h e i m p l i c a t i o n , 
desp i te t h e s t a g g e r i n g c a p i t a l sums r e q u i r e d ove r t h e n e x t decade, 
t h a t t h e p r i v a t e i n d u s t r y is somehow i n c a p a b l e o f c o n t i n u i n g t o 
meet t h e cha l lenge . A n d so I m u s t say I a m s k e p t i c a l o f t h e need f o r 
t l i i s p a r t i c u l a r l e g i s l a t i o n . 

I w o u l d l i k e t o k n o w t h a t o t h e r measures w h i c h I w i l l l i s t b r i e f l y 
are o f n o a v a i l , o r h a v i n g t r i e d t h e m w e f o u n d w e we re n o t succeed-
i n g i n d i s c o v e r i n g n e w resources 011 o r o f f shore o r e lsewhere t h a n t h e 
M i d d l e E a s t ; w e are c l e a r l y n o t d o i n g e n o u g h t o reso lve o u r e n e r g y 
p r o b l e m s a n d A m b a s s a d o r A k i n s m e n t i o n e d these 

So i t m a y seem r i d i c u l o u s t h e n t o be w a r y a t t h e same t i m e o f 
a t t e m p t i n g t oo m u c h , b u t i t has seemed t o m e t h a t we h a v e a p l e t h o r a 
o f measures b e f o r e us w h i c h are a l l a i m e d a t b r i n g i n g us closer t o 
ene rgy s e c u r i t y a n d some o f these w i l l r e q u i r e m o r e t i m e b e f o r e we 
k n o w i f w e have been o n t h e r i g h t t r a c k . F o r e x a m p l e , I w o u l d ask, 
a n d g i v e m y s e l f t i m e f o r t h e w o r k i n g s o f i n d u s t r y , t o see h o w w e 
move. I w o u l d ask h o w is o u r o f f - shore search f o r o i l a n d gas p r o -
ceed ing? I T o w is o u r e f f o r t p r o c e e d i n g t o deve lop i n t e n s i v e l y a n d 
i n t e l l i g e n t l y o u r vas t resources i n coa l? W h a t w i l l be t h e ef fect u p o n 
t he dec is ions o f t h e e n e r g y i n d u s t r y o f a p r o l o n g e d d i v e s t i t u r e 
debate? W i l l some o f t h e m a j o r c a p i t a l i n v e s t m e n t s t h a t are necessary 
t o ach ieve g r e a t e r e n e r g y s e c u r i t y a c t u a l l y be m a d e o r m a d e i n 
t i m e ? 

B u t mos t i m p o r t a n t p e r h a p s , A i r . C h a i r m a n , h o w is o u r e f f o r t 
p r o c e e d i n g t o r e f o r m t h e r e g u l a t o r y p rocedu res w h i c h m a y w e l l 
c o n t i n u e t o be t h e m o s t s i g n i f i c a n t b a r r i e r t o p rog ress i n a c h i e v i n g 
o u r e n e r g y ob jec t i ves? T i t l e 6 o f t h e b i l l b e f o r e y o u , M r . C h a i r m a n , 
addresses i t s e l f t o t h i s p a r t i c u l a r p r o b l e m ; I we l come i t a n d h o p e 
t h a t p e r h a p s i t c o u l d s t a n d b y i t s e l f : i t m a y be t h a t w e s h o u l d stress 
a c t i o n i n t h a t d i r e c t i o n a t t h i s p a r t i c u l a r t i m e r a t h e r t h a n p r o v i d e 
e n o r m o u s sums o f m o n e y . T h a n k y o u v e r y m u c h . 

[ C o m p l e t e s t a t e m e n t f o l l o w s : ] 

S T A T E M E N T OF M E L V I N A . C O N A N T . F O R M E R A S S I S T A N T A D M I N I S T R A T O R FOR 
I N T E R N A T I O N A L A F F A I R S OK T H E F E D E R A L E N E R G Y A D M I N I S T R A T I O N 

Mr. Chairman, Members of the Committee, I am Melvin A. Conant, of Great 
Falls, Virginia, un t i l recently Assistant Administrator for Internat ional A f -
fairs, of the Federal Energy Administrat ion. I am now fol lowing wor ld 
energy developments in my private capacity. I was invi ted to this hearing 
to discuss our national security energy interests have bearing upon such pro-
posals as the Energy Independence Author i ty . 

I welcome this opportunity and thank you for i t . 
Only a very few years ago a discussion of the sort we are having this morn-

ing would have been of interest to a very few specialists in government and 
indust ry ; today, there is no quicker way of emphasizing the change which 
has come over the topic than to cite the hundreds of studies which have 
emerged since 1974 alone on every conceivable aspect of the problems posed 
our nation, and al l our citizens, by "energy": i ts adequate and continuous 
supply at reasonable cost. 

Some of these studies have been first-rate. Quite possibly the most useful 
of a l l for the intel l igent layman and policy-maker is the report "Towards 
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Project Interdependence: Energy in the Coming Decade" prepared fo r the 
Joint Committee on Atomic Energy by D r . Herman T. Franssen, and his 
associates, of the Congressional Research Service of the L ib ra ry of Congress, 
i n December, 1975. This par t icu lar report is required reading fo r any serious 
discussion of energy and the U.S. Nat iona l Interest. The key findings of th is 
report have been published in " W o r l d O i l " fo r A p r i l of this year. Because 
of the importance which I at tach to th is paper, I request your permission, 
Mr . Chairman, to have the summary art ic le f rom " W o r l d O i l " attached to 
my own testimony and included i n the record of this hearing. 

I believe that an in formed debate about our nat ional energy posit ion could 
begin w i t h agreement on the fo l lowing points : 

(1) The Uni ted States, fo r the next decade at least, w i l l remain dependent 
upon o i l imports fo r a v i t a l par t of i ts supply ; 

(2) There is no real ist ic possibil i ty that the importance of the Middle East, 
and the Persian Gul f i n par t icu lar , w i l l d imin ish as the major source of our 
imported supply. 

(3) Quickest possible creation of the "strategic reserve" is an absolute 
necessity i f we are to l i m i t the damage which could be done us i f there were 
again an in ter rupt ion of supply. 

The question before us is the l ikel ihood of a signif icant in ter rupt ion of sup-
ply, and i f i t is a possibi l i ty, what other measures than the strategic reserve 
should be taken to improve our security i n energy. 

I t is my view that the Uni ted States, along w i t h many other indus t r ia l 
states has to deal w i t h a s i tuat ion i n which i ts o i l imports have already 
reached a "c r i t i ca l " level—some fo r t y per cent of our to ta l o i l consumption— 
and tha t proport ion is going to rise over the decade; we could we l l be im-
por t ing as much as 11mm b / d by 1985. 

Wha t events could endanger tha t supply? 
The most commonly cited one would be a tragic re-occurrence of an Arab 

war w i t h Israel. A renewal of the conflict would result i n another shor t fa l l 
i n supply ; and this t ime, whi le i ts imposit ion might again affect largely the 
exports f rom the Arab states of the Gul f , the importance of Saudi Arab ia 
would be considerably enhanced by v i r tue of i ts acknowledged preeminent 
posit ion among oi l exporters. 

Since there appears to be no prospect of a significant lessening of the danger 
of war between Israel and the Arab states, we have to conclude tha t i t is 
very much to our nat ional interest tha t we take measures to reduce our 
vulnerabi l i ty . I n addi t ion to the strategic reserve, we have in place the In ter -
nat ional Energy Agency whose pr inc ipal purpose is to help insure there is an 
equitable sharing of available o i l between i ts members; we are considerably 
better off i n th is respect than we have ever been before. Who can te l l wha t 
the severity of an embargo might be? Who can forecast which producers would 
embargo and which would not? Who can te l l which would fo rmal ly at tach 
an embargo but not enforce i t? 

Whi le most discussion of our energy vu lnerabi l i ty rests w i t h the Is rae l i 
case, so to speak, there is an even more serious prospect before a l l of us, and 
th is larger danger should cause us to move swi f t l y to d iminish our dependence 
upon imported supply generally, and supply f r o m the Middle East i n par-
t icu lar . Let me refer to the coming competit ion fo r Middle East oil. 

I n recent history, the competit ion fo r Midd le East o i l took the f o r m of 
competit ion fo r concessions, or privi leged access to oil. Once secured, there 
was ample oi l to meet the world 's needs, and competit ion, of the k ind I forsee, 
simply d idn ' t exist. 

B u t i n the years ahead, the Uni ted States, and most of Europe, Japan and 
some large par t of the developing wor ld w i l l s t i l l not have found immense 
new reserves outside the Middle Eas t ; and, i f by some miracle, such reserves 
are discovered, there w i l l s t i l l be years of development, and the creation of 
the logistics systems before the o i l could enter wor ld trade i n meaningfu l 
quantit ies. A t the same time, the volumetr ic demand for oi l w i l l be r is ing and 
the Persian Gulf , especially I raq, I r a n and, above al l , Saudi Arabia, w i l l be 
the focal point of our attentions. 

Let me go fu r ther and suggest to th is Committee that the competi t ion f o r 
access to Middle East o i l w i l l reflect not only the v i ta l needs of the demo-
crat ic, indust r ia l states but the impor t requirements of the Soviet Union and 
China as well . I n neither of these two communist nations can the bu lk of 
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their import requirements be met f rom elsewhere, or such I see as the pros-
pect. 

I t is inconceivable to me that a nation which has practical alternatives to 
i ts dependence upon the Middle East w i l l not exert every effort to l im i t i ts 
energy dependence upon that region. And the United States has alternatives 
but none of them is either easy, cheap nor quick. 

Over the past year we have engaged in an intensive, protracted debate; what 
should be done ? 

One of the larger proposals is the Energy Independence Author i ty whose 
principal purpose is, as I understand i t , to shorten the t ime in which energy 
projects, which have gone beyond the laboratory, and are ready for commercial 
production, are made available to our society and economy. The sum required— 
one hundred bi l l ion dollars—is staggering; the need for intensive precautions 
to prevent abuse, and the necessity for guidelines and review to accomplish 
our objectives are a l l expressed in the proposed legislation. 

I don't possess the means to know whether such an unprecedented in i t ia t ive 
is necessary; I don't know7 whether the energy industry cannot raise the capital 
to take an energy " invent ion" to the market place; or whether out-there, 
somewhere, there are commercially applicable energy developments which lan-
guish f rom want of a hearing. I f there are, some k ind of assistance might be 
needed. 

We are clearly not yet doing enough to resolve our energy problems. I t may 
seem ridiculous, then, to be wary of attempting too much. Bu t I am w a r y ; I 
would want to know that i f other measures f a i l we could resort to the use of 
such as E I A to insure that lack of money is not the cause of our fa i lure to 
make us more self-reliant in euergy. 

Specifically, how is our off-shore search for oi l and gas proceeding? 
How is our effort proceeding to develop intensively and intel l igently our 

vast resource in coal? 
How are efforts going tow7ards serious conservation? 
I Iow is our effort proceeding to reform the regulatory procedures which may 

wel l be the most significant barrier to progress in energy? (T i t le I I I of E I A 
could stand by i tself) — 

What w i l l be the effect upon the energy industry of a prolonged "divest i ture" 
debate? w i t h key decisions understandably postponed and perhaps never made? 

I f we have tackled a l l these major questions, and st i l l find our efforts want-
ing, then fur ther examinations might cause us to have to look at such legis-
lat ion as the proposed Energy Independence Author i ty Act. Bu t I cannot, out 
of my own knowledge assert that t ime is now. 

T h e CHAIRMAN. T h a n k y o u v e r y m u c h , s i r . 

STATEMENT OF JOHN H. LICHTBLAU, EXECUTIVE DIRECTOR, 
PETROLEUM INDUSTRY RESEARCH FOUNDATION, INC. 

M r . LICI ITBLAU. T h e c o n n e c t i o n be tween t h e p r o p o s e d E n e r g y I?I-
dependence A u t h o r i t y a n d n a t i o n a l s e c u r i t y is spe l l ed o u t i n t i t l e 
1 o f t h e b i l l w h i c h states t h a t t h e p r i n c i p a l p u r p o s e o f t h e A u t h o r i t y 
i s t o a t t a i n e n e r g y i ndependence b y 1985 a n d t h a t such i ndependence 
is essent ia l f o r m a i n t e n a n c e o f n a t i o n a l s e c u r i t y . T h e b i l l does n o t 
def ine i ndependence . T h e a d m i n i s t r a t i o n f i r s t used t h e t e r m a t t h e 
e n d o f 1973 a n d i t w a s c l e a r l y m e a n t t o be t a k e n l i t e r a l l y , t h a t is , 
r e d u c i n g o i l i m p o r t s t o zero o r close t o i t . S ince t h e n , t h e concept 
has c h a n g e d s i g n i f i c a n t l y . 

T h u s , w h i l e t h e F E A ' s f i r s t P r o j e c t I n d e p e n d e n c e r e p o r t issued 
i n N o v e m b e r 1974 c o n t a i n e d a zero i m p o r t scenar io f o r 1975 a m o n g 
i t s f o u r scenar ios w h i c h assumed m a i n t e n a n c e o f e x i s t i n g p r i ces , 
t h e u p d a t e o f t h i s r e p o r t issues l a s t F e b r u a r y does n o t h a v e a n y zero 
i m p o r t scenar ios a m o n g t h e e i g h t c o m p a r a b l e 1985 p r o j e c t i o n s . 

S i m i l a r l y , t h e F E A ' s base case has u n d e r g o n e a s u b s t a n t i a l re-
v i s i o n f r o m a n i m p o r t r a t i o o f 17 pe rcen t o f U . S . o i l d e m a n d i n t h e 
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ear l i e r case to 25 percent i n the u p d a t e case, w h i c h m u s t s t i l l be con-
s idered o p t i m i s t i c 011 the basis o f most o f t he o ther recent forecasts. 

I ' m o n l y q u o t i n g these numbers t o i l l u s t r a t e h o w f a r w e have 
m o v e d f r o m the o r i g i n a l concept o f energy independence. I t h i n k one 
can say ca tegor i ca l l y t h a t the a t t a i n m e n t o f t r u e energy independence 
o r even a p p r o a c h i n g t h i s t a r g e t is unach ievab le b y 1985-86, a lmos t 
regardless o f w h a t we do. B u t i f we cannot achieve energy inde-
pendence, we can at least a t t a i n a subs tan t ia l r e d u c t i o n i n dependence 
f r o m the c u r r e n t leve l o f 41 to 42 percent o f U . S . o i l demand , a n d 
can the E I A be o f h e l p i n t h i s endeavor ? 

T h e r e are t w o ways t o reduce ou r leve l o f o i l i m p o r t s s i g n i f i c a n t l y 
b y 1985. One is l uck . T h e o ther is a massive n a t i o n a l e f fo r t , a f f ec t i ng 
a l l aspects o f the economy. T h e f i r s t a p p r o a c h w o u l d requ i re n o t h i n g 
less t h a n the d iscovery o f ve r y l a rge domest ic reserves o f o i l a n d 
gas i n the n e x t 2 t o 3 years. F o r instance, i f we can f i n d t w o f ie lds 
t h e size o f P r u d h o c B a y i n the O u t e r C o n t i n e n t a l S h e l f a n d i f we 
can deve lop t h e m w i t h a m i n i m u m o f techn ica l a n d r e g u l a t o r y de lay , 
we m i g h t b y 1985-86 be able to reduce ou r o i l i m p o r t s t o pe rhaps 25 
percent o f o u r d e m a n d w h i c h w o u l d o f course be a m a j o r i m p r o v e -
m e n t over ou r present dependence. T h e p r o b a b i l i t y o f such a n occur -
rence is cons idered v e r y l o w by o i l company a n d g o v e r n m e n t 
geologists. B u t c a p i t a l a v a i l a b i l i t y has v e r y l i t t l e t o do w i t h i t . O i l 
companies are w i l l i n g and able t o exp lo re ou r f r o n t i e r areas t o the 
m a x i m u m ex ten t possible. T h e o n l y t h i n g s t h a t have h e l d t h e m back 
so f a r were g o v e r n m e n t delays i n p u t t i n g f r o n t i e r areas u p f o r 
l eas ing a n d p r i v a t e a n d p u b l i c e n v i r o n m e n t a l o p p o s i t i o n t o e x p l o r a -
t o r y d r i l l i n g . T h e r e is no i n d i c a t i o n t h a t t he search f o r o f fshore o r 
A l a s k a n o i l has been h a m p e r e d b y l ack o f cap i t a l . 

S h o r t o f t he u n l i k e l y event o f such m a j o r new discover ies, a sub-
s t a n t i a l o i l i m p o r t r educ t i on b y 1985 w o u l d requ i re an ef fect ive 
n a t i o n a l p o l i c y w h i c h w o u l d have t o assign t he h ighes t p r i o r i t y t o 
the a t t a i n m e n t o f t h i s goal . O b v i o u s l y , t h i s w o u l d necessitate t h e 
r e o r d e r i n g o f o the r n a t i o n a l p r i o r i t i e s . P u t t i n g aside f o r t h e m o m e n t 
the quest ion o f w h e t h e r such a r e o r d e r i n g is j us t i f i ab le o r des i rab le , 
le t us l ook b r i e f l y a t w h a t c o n t r i b u t i o n , i f any , t h e E I A c o u l d m a k e 
t o w a r d t he ach ievement o f t h i s goa l . 

T h e t w o p r i n c i p a l means o f i m p o r t r e d u c t i o n over the p e r i o d u n d e r 
cons ide ra t i on w o u l d have t o come f r o m a subs tan t i a l l o w e r i n g o f 
d e m a n d a n d the m o d i f i c a t i o n o f e n v i r o n m e n t a l res t r i c t ions . D e m a n d 
c u r t a i l m e n t s can be achieved d i r e c t l y t h r o u g h r a t i o n i n g o r i n d i r e c t l y 
t h r o u g h p r i ce increases—by means o f excise taxes o r b y l e t t i n g 
energy pr ices r ise t o w o r l d leve ls—or t h r o u g h conserva t ion measures. 
T h e first t w o obv ious l y do n o t r equ i re t h e t y p e o f financial a i d t h e 
E I A w o u l d have t o of fer . E n e r g y conserva t ion does requ i re some 
c a p i t a l expend i tu res . B u t i n genera l , t he e x p e n d i t u r e is l i k e l y t o be 
s e l f - l i q u i d a t i n g t h r o u g h l o w e r energy costs. A n y conserva t ion ex-
p e n d i t u r e t h a t canno t be j us t i f i ed i n t h i s w a y r u n s t h e r i s k o f 
c r e a t i n g a resource misa l loca t ion . B u t a p a r t f r o m th i s , i f t he G o v e r n -
m e n t wishes t o encourage the i n s t a l l a t i o n o f conserva t ion e q u i p m e n t 
a n d mechanisms there are m u c h s i m p l e r ways o f a c c o m p l i s h i n g t h i s 
goa l t h a n b y c r e a t i n g a $100 b i l l i o n financial assistance agency". F a s t 
t a x w r i t e o f f s a n d t a x c red i t s have f r e q u e n t l y a n d successfu l ly been 
used i n the past to encourage specif ic inves tments cons idered i n t h e 
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n a t i o n a l in terest . I t h i n k c a p i t a l expend i tu res f o r energy conserva-
t i o n equ ipmen t w o u l d respond r e a d i l y to such t r e a t m e n t i f t he G o v -
e rnmen t finds i t des i rab le t o encourage them. 

I n the area o f e n v i r o n m e n t a l res t r i c t ions , t h e p r i n c i p a l changes 
r e q u i r e d i n o rde r t o l owe r f u t u r e o i l i m p o r t s w o u l d be a change i n 
some a i r p o l l u t i o n s tandards t o p e r m i t t he b u r n i n g o f a d d i t i o n a l 
coal, and a change i n t he e n v i r o n m e n t a l res t r i c t i ons on s t r i p m i n i n g 
o f l o w - s u l f u r W e s t e r n coal. I a m no t here a d v o c a t i n g these changes 
b u t w i t h o u t t h e m the vas t p o t e n t i a l o f domest ic coal reserves cannot 
be f u l l y u t i l i z e d as a subs t i tu te f o r o i l a n d gas i n i n d u s t r i a l and 
powerp lan ts . A g a i n , wha teve r e f fo r t t h i s requi res, a d d i t i o n a l c a p i t a l 
n o t o therw ise ava i lab le is n o t one o f t hem. 

One e n v i r o n m e n t a l measure, t he i n s t a l l a t i o n o f flue-gas scrubbers 
t o p e r m i t the b u r n i n g o f h i g h - s u l f u r coal b y u t i l i t i e s , does requ i re 
a considerable a m o u n t o f cap i ta l . H o w e v e r , t he p r i n c i p a l reason 
t h a t m a n y u t i l i t i e s are less t h a n enthus iast ic about scrubbers is t h a t 
scrubbers are new a n d some u t i l i t i e s s t i l l l ack confidence i n t h e i r 
round- the -c lock o p e r a b i l i t y . F u r t h e r m o r e , t hey ins is t the re are less 
expensive ways t o cope w i t h the hazards o f s u l f u r emissions, such 
as i n t e r i n i t t a n t s u l f u r c o n t r o l depend ing on wea the r cond i t ions . 
W h a t e v e r the v a l i d i t y o f these a n d o ther reasons f o r n o t i n s t a l l i n g 
scrubbers, t h e y have l i t t l e t o do w i t h u n a v a i l a b i l i t y o f cap i ta l . 
F u r t h e r m o r e , a l l t he scrubbers w h i c h are l i k e l y t o be i ns ta l l ed 
between n o w a n d ea r l y 1980?s—when the E I A w o u l d have to cease 
g i v i n g financial a i d — a r e expected to cost less t h a n $5 b i l l i o n , a la rge 
p a r t o f w h i c h w o u l d be financed p r i v a t e l y even i f E I A f u n d s became 
ava i lab le . 

N e x t , a r e d u c t i o n i n o i l i m p o r t s w o u l d o f course requ i re an i n -
crease i n domest ic o i l a n d gas p r o d u c t i o n . W e have a l ready discussed 
the search i n the f r o n t i e r areas. I n the more conven t i ona l areas the 
expec ta t ion f o r subs tan t ia l p r o d u c t i o n increases is n o t v e r y good. 
B u t the m a n m a d e cons t ra in ts here are n o t c a p i t a l a v a i l a b i l i t y b u t 
p r i ce cont ro ls . H i g h e r pr ices f o r some o f t he " o l d " o i l w o u l d en-
courage mo re secondary a n d perhaps even some t e r t i a r y recovery. 
C e r t a i n l y , the r e m o v a l o f p r i ce con t ro ls on n e w l y d iscovered gas, 
o r at least a subs tan t ia l increase i n i ts p r ice , w o u l d g r e a t l y encourage 
the search f o r t h i s h y d r o c a r b o n . I t is d i f f i cu l t t o see w h a t f u n c t i o n 
the E I A w o u l d have i n a l l t h i s . 

T h e s i t u a t i o n is qu i te d i f f e ren t f o r syn the t i c o i l a n d gas. H e r e 
subs tan t ia l amoun ts o f h i g h r i s k c a p i t a l are r e q u i r e d t o s ta r t an 
e n t i r e l y new i n d u s t r y whose p r o d u c t w i l l p r o b a b l y be as h i g h p r i ced , 
at least i n i t i a l l y , as t he h ighes t cost i m p o r t e d o i l a t c u r r e n t pr ices. 
So here a ce r ta i n a m o u n t o f gove rnmen t financial assistance w o u l d 
c lea r l y be h e l p f u l . H o w e v e r , t h i s is a l ready p r o v i d e d i n ano ther 
m u c h more modest b i l l w h i c h has the specif ic purpose o f encou rag ing 
the deve lopment o f a syn the t i c fue ls i n d u s t r y . A s y o u k n o w , such 
a b i l l was passed b y the Senate last yea r bu t , r e g r e t t a b l y , was de-
fea ted i n t he House. C u r r e n t l y , a somewhat s i m i l a r b i l l — H . R . 12112— 
is unde r cons idera t ion i n the Honse. T h e $4 b i l l i o n p r o v i d e d i n 
t h i s b i l l over t he n e x t 2 years w o u l d p r o b a b l y be enough t o get the 
p r o g r a m of f t he g r o u n d , a l t h o u g h I bel ieve t he b i l l w o u l d be m u c h 
more ef fect ive i f i t were n o t l i m i t e d t o l oan guarantees b u t a l l owed 
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a v a r i e t y o f f o r m s o f financial assistance. I f t he p r o g r a m proves 
successful, a d d i t i o n a l a p p r o p r i a t i o n s can be a u t h o r i z e d l a t e r on. 

I t s h o u l d be p o i n t e d ou t , however , t h a t t h e absolute m a x i m u m 
o f syn the t i c fue ls p r o d u c t i o n t h a t can r e a l i s t i c a l l y be expected b y 
1985 u n d e r t he mos t f a v o r a b l e c i rcumstances w o u l d be 750,000-
800,000 ba r re l s a day . I n t he absence o f any spec ia l g o v e r n m e n t 
assistance, we m a y have 250,000-300,000 bar re ls a d a y b y then . T h u s , 
t he c o n t r i b u t i o n o f Gove rnmen t - f i nanced syn the t i c f u e l p l a n t s t o 
energy independence w o u l d be qu i t e sma l l , no m o r e t h a n 2.5 t o 3 
percen t o f t o t a l "U.S. o i l demand. 

F i n a l l y , t he re is t he quest ion o f financing nuc lear p o w e r s ta t ions 
w h i c h is spec i f ica l ly m e n t i o n e d i n the b i l l . These have o f course v e r y 
h i g h c a p i t a l costs. B u t here aga in , c a p i t a l shor tage does n o t p resen t l y 
p u t a m a j o r r e s t r a i n t on t h e cons t ruc t i on o f these p lan ts . M o s t 
recent cance l la t ions are due e i ther t o excessive delays on t he p a r t o f 
r e g u l a t o r y agencies i n g r a n t i n g p e r m i t s o r t o d o w n w a r d ad jus tmen ts 
i n e lect r ic p o w e r d e m a n d p ro jec t ions . I f e lect r ic u t i l i t i e s were en-
c o u r a g e d b y f u n d s ava i lab le f r o m t h e E I A t o b u i l d a d d i t i o n a l 
p l a n t s t h e y w o u l d t h e n have t o p r o m o t e t h e sale o f t he o u t p u t f r o m 
these p lan ts . T h i s w o u l d t e n d to make t h e m m u c h less eager t o 
i n s t i t u t e such energy conserva t ion pract ices as m a r g i n a l cost ra te 
s t ruc tures . T h e resu l t w o u l d p r o b a b l y be a ne t increase i n the use 
o f e lec t r ic p o w e r w h i c h w o u l d be counter to the v e r y purpose o f t he 
E I A . 

A l t o g e t h e r , then , i t w o u l d seem t h a t we w i l l n o t be able t o do m u c h 
more t h a n w e are a l ready d o i n g on t he s u p p l y side t o w a r d s r e d u c i n g 
o u r f o r e i g n energy dependence. O n the d e m a n d side wTe can do m u c h 
m o r e i f we w a n t to . B u t the more we do the mo re i t w i l l i m p a c t on 
t h e rest o f t ho economy. W e can also increase o u r domest ic coal ou t -
p u t b u t n o t w i t h o u t caus ing some a d d i t i o n a l e n v i r o n m e n t a l de te r io -
r a t i o n . B u t wha teve r we decide to do. the t y p e o f financial assistance 
p roposed u n d e r t he E I A w o u l d n o t be requ i red . 

Y e t , t he p r o b l e m w i t h an i n s t i t u t i o n such as the p roposed agency 
is t h a t i f i t does n o t find economica l l y a n d soc ia l l y j us t i f i ab le ou t le ts 
f o r i t s ac t i v i t i es i t is l i k e l y to come u p w i t h some less j u s t i f i a b l e 
ones. T h u s , i t is e n t i r e l y possible t h a t b y 1985 we m a y be s tuck w i t h 
b i l l i o n s o f do l l a r s o f uneconomic p ro jec ts o r w i t h p ro jec ts t h a t w o u l d 
o the rw ise have been financed t h r o u g h p r i v a t e f u n d s w i t h o u t r i s k 
o r cost t o the t a x p a y e r . 

NOAV I w o u l d l i k e t o r e t u r n b r i e f l y t o the n a t i o n a l secur i t y aspects 
o f o u r f u t u r e o i l i m p o r t s . O b v i o u s l y , a l l o the r t h i n g s b e i n g equal , 
a l o w e r leve l o f i m p o r t s is p re fe rab le t o a h i g h e r b u t f a i r l y sub-
s t a n t i a l leve l o f i m p o r t s is qu i te to le rab le over t he n e x t 9 t o 10 
yea rs—s t ra teg i ca l l y , economica l l y a n d l og i s t i ca l l y . L e t us suppose 
Ave w i l l have to i m p o r t u p t o 10 m i l l i o n bar re ls a d a y b y 1985. C a n 
Ave cope w i t h a v o l u m e o f t h i s m a g n i t u d e ? 

L e t us l ook first a t t he s t ra teg ic i m p l i c a t i o n s . T h e p r i n c i p a l d a n g e r 
here is ano ther p o l i t i c a l embargo o r a cu to f f o f supp l ies as a r esu l t 
o f f o r e i g n m i l i t a r y act ions. O u r s t ra teg ic p e t r o l e u m reserves w h i c h 
are n o w i n the process o f b e i n g b u i l t u p w i l l go a l o n g Avav t o reduce 
t h i s clanger. B y the end o f 1982 we w i l l have 500 m i l l i o n ba r re l s 
o f s t ra teg ic reserves u n d e r t he e x i s t i n g l aw . W h i l e t h i s w i l l cer-
t a i n l y he lp , a h i g h e r leve l o f s t ra teg ic reserves Avould be m o r e des i r -
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-able. A v o l u m e o f 750 t o 800 m i l l i o n ba r re l s , t o g e t h e r w i t h a re l a -
t i v e l y modes t r a t i o n i n g p r o g r a m , c o u l d p r o t e c t us f o r 7 - 8 m o n t h s 
f r o m the effects o f a sus ta ined f o r e i g n o i l i n t e r r u p t i o n l a r g e e n o u g h 
t o d e p r i v e us o f h a l f o f o u r t o t a l i m p o r t s . T h i s w o u l d p r o b a b l y 
enab le us t o cope w i t h mos t r e a l i s t i c a l l y conce ivab le emergency s i t u -
a t ions . I t w o u l d seem t h e r e f o r e t h a t w e c o u l d d e r i v e a m u c h h i g h e r 
n a t i o n a l s e c u r i t y benef i t f r o m s p e n d i n g $3 t o $4 b i l l i o n o v e r t h e 
n e x t 5 years to" ra ise o u r s t r a t e g i c o i l reserves t o 750-800 m i l l i o n 
b a r r e l s t h a n b y s p e n d i n g t h a t same a m o u n t o n E I A - f u n d e d p ro j ec t s . 

T h e p h y s i c a l a v a i l a b i l i t y o f 10 m i l l i o n b a r r e l s a d a y o f f o r e i g n 
o i l f o r U . S . i m p o r t pu rposes w o u l d n o t seem t o be i n ques t i on be tween 
n o w a n d 1985. C u r r e n t excess o i l p r o d u c i n g c a p a c i t y i n t h e O P E C 
na t i ons , reasonable es t imates o f w o r l d o i l d e m a n d increase ove r t h e 
n e x t 10 years a n d t h e d e v e l o p m e n t o f n e w s u p p l y sources a b r o a d 
•all i n d i c a t e t h a t such a v o l u m e o f o i l c o u l d be o b t a i n e d w i t h o u t 
d e p r i v i n g o t h e r i m p o r t i n g n a t i o n s o f t h e i r needs. 

T h e f u t u r e p r i c e o f i m p o r t e d o i l i s o f course a m a t t e r o f con-
j t c t u r e . But ; i f Ave can accept t h e s ta tements o f m o s t o f t h e m o r e 
respons ib le O P E C spokesmen t h a t O P E C ' s f u t u r e p r i c i n g p o l i c y 
w i l l a i m o n l y a t t h e m a i n t e n a n c e o f e x i s t i n g o i l p r i ces i n r e a l t e r m s 
we w i l l be ab le t o cope w i t h t he cost o f a 10 m i l l i o n b a r r e l s a d a y 
i m p o r t l eve l i n 1985, a s s u m i n g t h e l o n g - t e r m h i s t o r i c t r e n d i n t h e 
g r o w t h ra te o f o u r e x p o r t t r a d e w i l l c o n t i n u e , e n a b l i n g us t o p a y 
f o r t h e h i g h e r o i l i m p o r t s . 

i w o u l d l i k e t o m a k e c lear t h a t I ' m n e i t h e r a d v o c a t i n g n o r p r o -
j e c t i n g a 10 m i l l i o n b a r r e l s a d a y i m p o r t l eve l f o r 1985. I a m m e r e l y 
s a y i n g t h a t i f we needed such a l eve l i t w o u l d p r o b a b l y be ob ta i nab le , 
a f f o r d a b l e a n d p ro tec tab le . 

T h e y e a r 1985 is o f course a n a r b i t r a r y cu to f f p o i n t f o r a n ana l ys i s 
o f o u r o i l i m p o r t dependency . B e y o n d t h a t da te o u r dependency 
c o u l d become m o r e p r o b l e m a t i c . B y t he l a t e r 1980s O P E C ' s excess 
p r o d u c i n g c a p a c i t y w i l l p r o b a b l y have d i s a p p e a r e d a n d m o s t i n c re -
m e n t a l w o r l d o i l d e m a n d m a y have t o be m e t f r o m a v e r y s m a l l 
n u m b e r o f sources w i t h a l l t h e p o t e n t i a l p o l i t i c a l a n d economic r i s ks 
a t t e n d a n t t o such a s i t u a t i o n . 

W h i l e such a d e v e l o p m e n t is n o t c e r t a i n i t is c e r t a i n l y possib le. 
W e can o n l y h o p e t h a t i n t h e i n t e r v e n i n g 10 yea rs w e w i l l have 
l ea rned m o r e a b o u t e n e r g y conse rva t i on , enhanced o i l r e c o v e r y tech-
n iques, a n d t h e u t i l i z a t i o n o f coa l w i t h o u t e n v i r o n m e n t a l d e g r a d a -
t i o n , w i l l h a v e c o n s t r u c t e d a first g e n e r a t i o n o f sha le o i l a n d coal 
g a s i f i c a t i o n p l a n t s a n d w i l l h a v e m a d e a b e g i n n i n g i n t h e c o m m e r c i a l 
d e v e l o p m e n t o f so la r e n e r g y a n d o t h e r i m p o r t dependency t h a t w i l l 
p r o b a b l y p r o v e u n f o u n d e d i n t h e n e x t 9 t o 10 yea rs m a y become 
o n l y too rea l i n t h e f o l l oAv ing decade. 

I w o u l d i u s t l i k e t o a d d , M r . C h a i r m a n , t h a t I agree w i t h M r . 
C o n a n t o n h i s c o m m e n t s o n t i t l e 6 o f t h e b i l l , t h a t t h i s is a v e r y 
u s e f u l a n d s i g n i f i c a n t p r o p o s a l . 

[ C o m p l e t e s t a t e m e n t folloAA^s:] 

S T A T E M E N T OF J O H N I I . L I C I I T B L A U , E X E C U T I V E DIRECTOR, P E T R O L E U M R E S E A R C H 
F O U N D A T I O N I N C . 

I would l ike to thank you for inv i t ing me to testi fy at today's hearing on 
S. 2532. the b i l l to establish an Energy Independence Author i ty ( E I A ) which 
would have the author i ty to spend up to $100 bi l l ion over the next 8-9 years 
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i n provid ing financial assistance to the energy sector of the U.S. economy. I n 
your letter of inv i ta t ion you asked me to address myself i n par t icu lar to the 
nat ional security aspect of the bi l l . 

The connection between the proposed E I A and nat ional security is spelled 
out i n T i t l e I of the B i l l which states tha t the pr inc ipal purpose of the Au-
thor i ty is to a t ta in energy independence by 1985 and that such independence 
is "essential . . . fo r maintenance of nat ional security." 

The B i l l does not define energy independence. When the Admin is t ra t ion first 
used the term at the end of 1973 i t was clearly meant to be taken l i te ra l ly , tha t 
is, reducing o i l imports to zero or close to i t . Since then the concept has changed 
signif icantly. Thus, whi le the FEA's first Project Independence Report, issued 
i n November 1974, contained two zero impor t scenarios fo r 1985 among i ts four 
scenarios which assumed maintenance of exist ing prices, the update of th is re-
port , issued last February, does not have any zero impor t scenario among the 
eight 1985 scenarios wrhich assume maintenance of exist ing prices. S imi lar ly , 
the FEA's Base Case scenario has also undergone a substantial upward revi-
sion. The earl ier Base Case showed an impor t ra t io of 17% of U.S. o i l demand 
by 1985 which was considered unreal ist ic by most other forecasters. Th is has 
now been changed to a 25% impor t ra t io w7hich must s t i l l be considered opti-
mist ic ( though not unreal ist ic) on the basis of a ma jor i t y of other recent im-
por t forecasts. 

I am only quot ing these numbers to i l lus t ra te how f a r we have moved f r o m 
the or ig inal concept of energy independence. I th ink one can say categorically 
that the at ta inment of t rue energy independence or even approaching th is 
target is unachievable by 1985-86, almost regardless of what we do. 

B u t i f we cannot achieve energy independence can wre at least a t ta in a sub-
stant ia l reduction i n energy dependence f r om the current level of 41-42% of 
U.S. oi l demand, and can the E I A be of help i n this endeavor? 

There are two ways to reduce our level of o i l imports signif icantly by 1985. 
One is luck, the other is a massive nat ional effort, affect ing a l l aspects of the 
economy. The first approach would require nothing less than the discovery of 
very large domestic reserves of o i l and gas i n the next two to three years. For 
instance, i f we can find two fields the size of Pruhoe Bay i n the Outer Cont-
inental Shelf and i f we can develop them w i t h a m in imum of technical and 
regulatory delay we might by 1985/80 be able to reduce our oi l imports to per-
haps 25-27% of our demand which would of course be a major improvement 
over our present dependency. The probabi l i ty of such an occurrence is consid-
ered very low by o i l company and government geologists. Bu t capi ta l avai l -
ab i l i ty has very l i t t l e to do w i t h i t . Oi l companies are w i l l i ng and able to ex-
plore our f ront ier areas to the max imum extent possible. The only things tha t 
have held them back so fa r were government delays in pu t t ing the f ron t ie r 
areas up fo r leasing and pr ivate and public environmental opposition to ex-
ploratory dr i l l ing. There is no indicat ion tha t the search for offshore or A laskan 
o i l has been hampered by lack of capital. 

Short of the unl ikely event of such major new discoveries, a substant ial o i l 
impor t reduction by 1985 would require an effective nat ional policy wh ich 
would have to assign the highest p r io r i t y to the at ta inment of th is goal. Ob-
viously, this wTould necessitate the reordering of other nat ional pr ior i t ies. Put-
t i ng aside for the moment the question of whether such a reordering is jus t i -
fiable or desirable, let us look br ie f ly at wha t contr ibut ion, i f any, the E I A 
could make towards the achievment of th is goal. 

The two pr inc ipal means of impor t reduction over the period under consid-
erat ion would have to come f r om a substantial lower ing of demand and the 
modif icat ion of environmental restrict ions. Demand curta i lments can be 
achieved direct ly through rat ion ing or indi rect ly through price increases (by 
means of excise taxes or by le t t ing energy prices rise to wor ld levels) or 
through conservation measures. The first twTo obviously do not require the type 
of financial a id the E I A would have to offer. Energy conservation does require 
some capital expenditures. Bu t i n general the expenditure is l ike ly to be self-
l iqu idat ing through lower energy costs. Any conservation expenditure tha t 
cannot be just i f ied i n th is way runs the r isk of creating a resource misalloca-
t ion. B u t apart f rom this, i f the government wishes to encourage the instal la-
t ion of conservation equipment and mechanisms there are much simpler ways 
of accomplishing this goal than by creat ing a $100 b i l l ion financial assistance 
agency. Fast tax write-offs and tax credits have frequently and successfully 
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been used in the past to encourage specific investments considered i n the na-
t ional interest. I th ink capital expenditures fo r energy conservation equipment 
would respond readily to such treatment i f the government finds i t desirable 
to encourage them. 

I n the area of environmental restrictions, the pr incipal changes required in 
order to lower fu tu re o i l imports would be a change in some a i r pol lu t ion 
standards to permit the burnings of addi t ional coal, and a change i n the en-
vi ronmental restr ict ions on str ip min ing of low-sulfur western coal. I am not 
here advocating these changes but wi thout them the vast potent ial of domestic 
coal reserves cannot be fu l l y ut i l ized as a substitute for o i l and gas i n indus-
t r i a l and power plants. Again, whatever effort this requires, addi t ional capi tal 
not otherwise available is not one of them. 

One environmental measure, the insta l lat ion of flue-gas scrubbers to permi t 
the burning of h igh-sul fur coal by ut i l i t ies, does require a considerable amount 
of capital. However, the pr inc ipal reason that many ut i l i t ies are less than 
enthusiastic about about scrubbers is that scrubbers are new and some u t i l i -
ties s t i l l lack confidence i n their round-the-clock operabil i ty. Furthermore, they 
insist there are less expensive ways to cope w i t h the hazards of sul fur emis-
sions, such as in termi t ten t su l fur control depending on weather conditions. 
Whatever the va l id i ty of these and other reasons for not insta l l ing scrubbers, 
they have l i t t l e to do w i t h unavai labi l i ty of capital. Furthermore, a l l the scrub-
bers which are l ikely to be instal led between now and early 1980's (when the 
E I A would have to cease g iv ing financial a id) are expected to cost less than 
S5 bi l l ion, a large par t of which would be financed pr ivately even i f E I A funds 
became available. 

Next, a reduction in o i l imports would of course require an increase i n do-
mestic o i l and gas production. We have already discussed the search in the 
Front ier areas. I n the more conventional areas the expectation fo r substan-
t ia l production increases is not very good. Bu t the man-made constraints here 
are not capital avai lab i l i ty but price controls. Higher prices fo r some of the 
"o ld" oi l would encourage more secondary and perhaps even some ter t ia ry re-
covery. Certainly, the removal of price controls on newly discovered gas, or 
at least a substantial increase i n its price, would greatly encourage the search 
for this hydrocarbon. I t is dif f icult to see what funct ion the E I A would have 
in a l l this. 

The s i tuat ion is quite di f ferent for synthetic oi l and gas. Here substantial 
amounts of high r isk capi ta l are required to star t an entirely new industry 
whose product w i l l probably be as high-priced, at least in i t ia l l y , as the highest 
cost imported o i l at current prices. So here a certain amount of government 
financial assistance would clearly be helpful . However, th is is already provided 
i n another much more modest b i l l which has the specific purpose of encourag-
ing the development of a synthetic fuels industry. As you know, such a b i l l was 
passed by the Senate last year but, regrettably, was defeated i n the House. 
Current ly, a somewhat s imi lar b i l l ( I I R 12112) is under consideration i n the 
House. The $4 b i l l ion provided in this b i l l over the next two years would 
probably be enough to get the program off the ground, al though I believe the 
b i l l would be much more effective i f i t were not l imi ted to loan guarantees 
but al lowed a var iety of forms of financial assistance. I f the program proves 
successful, addi t ional appropriat ions can be authorized later on. 

I t should be pointed out, however, that the absolute max imum of synthetic 
fuels production that can real ist ical ly be expected by 1985 under the most fav-
orable circumstances would be 750-800,000 b/d. I n the absence of any special 
government assistance, we may have 250,000-300,000 b / d by then. Thus, the 
contr ibut ion of government financed synthetic fue l plants to energy indepen-
dence would be quite small, no more than 2.5 to 3% of to ta l U.S. o i l demand. 
Certainly, i t would not war ran t the expenditure of a substantial share of the 
proposed $100 b i l l ion to which the E I A would have access. 

F inal ly , there is the question of financing nuclear power stations which is 
specifically mentioned in the bi l l . These have of course very h igh capital costs. 
But , here again, capital shortage does not presently put a major restra int on 
the construction of these plants. Most recent cancellations are due either to 
excessive delays on the par t of regulatory agencies i n grant ing permits or to 
downward adjustments in electric power demand projections. I f electric u t i l i -
ties were encouraged by funds available f rom the E I A to bui ld addi t ional plants 
they would then have to promote the sale of the output f r o m these plants. This 
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would tend to make them much less eager to inst i tu te such energy conservation 
practices as marg ina l cost rate structures than they would otherwise be. The 
result wTould probably be a net increase i n the use of electric power wh ich wou ld 
be counter to the very purpose of the E I A . 

Altogether, then, i t would seem that we w i l l not be able to do much more 
than we are already doing on the supply side towards reducing our fo re ign 
energy dependence. On the demand side we can do much more i f we want to. 
Bu t the more we do the more i t w i l l impact on the rest of the economy. We 
can also increase our domestic coal output but not w i thout causing some addi-
t iona l environmental deterioration. Bu t whatever we decide to do, the type of 
financial assistance proposed under the E I A would not be required. 

Yet, the problem w i t h an ins t i tu t ion such as the proposed agency is tha t i f 
i t does not find economically and socially just i f iable outlets for i ts act iv i t ies i t 
is l ike ly to come up w i t h some less just i f iable ones. Thus, i t is ent i rely possible 
tha t by 1985 we may be stuck w i t h bi l l ions of dol lars of uneconomic projects or 
w i t h projects that would otherwise have been financed through pr ivate funds 
w i thout r isk or cost to the taxpaper. 

Now I would l ike to re tu rn br ie f ly to the nat ional security aspects of our 
fu tu re o i l imports. Obviously, a l l other things being equal, a lower level of 
imports is preferable to a high, f r om the point of view of nat ional security. 
B u t a fa i r l y substantial level of imports is quite tolerable over the next 9 to 10 
years—strategical ly, economically and logist ical ly. The question is of course 
wha t is tolerable. Let us suppose we w i l l have to impor t up to 10 m i l l i on b / d 
by 1985. Can we cope w i t h a volume of th is magnitude? 

Let us look first at the strategic implications. The pr incipal danger here is 
another pol i t ica l embargo or a cut-off of supplies as a result of fore ign m i l i t a ry 
actions. Our strategic petroleum reserves which are now i n the process of being 
bu i l t up w i l l go a long way to reduce this danger. By the end of 1982 we w i l l 
have 500 mi l l ion barrels of strategic reserves under the exist ing law. Wh i l e 
th is w i l l certainly help, a higher level of strategic reserves would be more 
desirable. A volume of 750 to 800 mi l l ion barrels, together w i t h a relat ively 
modest ra t ion ing program, could protect us fo r 7-8 months f rom the effects of 
a sustained foreign oi l in ter rupt ion large enough to deprive us of ha l f of our 
to ta l imports. This would probably enable us to cope w i t h any real is t ical ly 
conceivable emergency situation. I t would seem therefore that we could der ive 
a much higher nat ional security benefit f r om spending 3 to 4 b i l l ion dol lars 
over the next 5 years to raise our strategic oi l reserves to 750-800 mi l l i on bar-
rels than by spending that same amount on EIA- funded projects. 

The physical avai lab i l i ty of 10 mi l l ion b / d of foreign oi l for U.S. impor t pur-
poses would not seem to be i n question between now and 1985. Current excess 
o i l producing capacity in the OPEC nations, reasonable estimates of wTorld o i l 
demand increases over the next 10 years and the development of new supply 
sources abroad a l l indicate that such a volume of o i l could be obtained w i thou t 
depr iv ing other impor t ing nations of their needs. 

The fu tu re price of imported o i l is of course a matter of conjcture. B u t i f wTe 
can accept the statements of most of the more responsible OPEC spokesmen 
tha t OPEC's fu tu re pr ic ing policy w i l l a im only at the maintenance of ex ist ing 
oi l prices in real terms we w i l l be able to cope wTith the cost of a 10 mi l l i on b / d 
impor t level i n 1985, assuming the long-term histor ic t rend i n the g rowth rate 
of our export t rade w i l l continue. 

I would l ike to make clear tha t I ' m neither advocating nor project ing a 10 
mi l l i on b / d impor t level fo r 1985. I am merely saying tha t i f we needed such 
a level i t would probably be obtainable, affordable and protectable. 

The year 1985 is of course an a rb i t ra ry cut-off point fo r an analysis of our 
o i l impor t dependency. Beyond that date our dependency could become more 
problematic. By the later 1980's OPEC's excess producing capacity w i l l prob-
ably have disappeared and most incremental wor ld o i l demand may have to be 
met f r om a very small number of sources w i t h a l l the potent ial po l i t ica l and 
economic risks attendant to such a si tuat ion. 

Whi le such a development is not certain i t is certainly possible. We can only 
hope tha t i n the intervening 10 years we w i l l have learned more about energy 
conservation, enhanced o i l recovery techniques, and the u t i l i za t ion of coal 
w i thou t environmental degradation, w i l l have constructed a first generation of 
shale oi l and coal gasification plants and w i l l have made a beginning i n the 
commercial development of solar energy and other exotic forms of energy. Un-
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less we have, al l the fears ahout oi l import dependency that w i l l probably 
prove unfounded in the next 9 to 10 years may become only too real i n the 
fol lowing decade. 

T h e CHAIRMAN. T h a n k y o u v e r y m u c h , M r . L i c h t b l a u . 
M r . M a x w e l l . 

STATEMENT OF CHARLES T. MAXWELL, SENIOR VICE PRESIDENT 
AND DIRECTOR, CYRUS J. LAWRENCE, INC., NEW YORK 

M r . MAXWELL. M r . C h a i r m a n , t h e r e w o u l d a p p e a r t o be 2 m a i n 
r oads t h a t w e c a n t r a v e l i n c o n f r o n t i n g o u r e n e r g y p r o b l e m s . T h e 
r i g h t h a n d o f these w o u l d be t h e m a i n t e n a n c e o f t h e m i n i m u m 6 
b i l l i o n b a r r e l s a d a y o f i m p o r t s t h a t ' s d iscussed he re a n d a t t e m p t s 
t o so lve o u r p r o b l e m b a s i c a l l y a t h o m e a t v e r y h i g h i n v e s t m e n t 
costs. T h e l e f t h a n d o f these w o u l d be t o a l l o w t h e p resen t t r e n d s 
t o c o n t i n u e , t h e t r e n d s i n b e i n g t h a t w i l l c a r r y us o n p r o j e c t i o n s 
m a d e b y m y firm t o 50 p e r c e n t i m p o r t r a t e b y 1980 a n d as l o w as 
GO p e r c e n t i m p o r t r a t e b y 1985 o n l y i f a n u m b e r o f f a c t o r s i n v o l v i n g 
d e r e g u l a t i o n a n d g r e a t e r use o f coa l a n d release o f o u t e r c o n t i n e n t a l 
she l f areas are p u r s u e d success fu l l y p e r h a p s t h e i m p o r t r a t e b y 
1985 w o u l d be h i g h e r t h a n 60 pe rcen t , 

O b v i o u s l y , such a course b y 1985 represents unaccep tab le p o l i t i c a l 
a n d economic a n d m i l i t a r y r i s ks , b u t I w o u l d cons ide r t h a t these 2 
r oads are b o t h e x t r e m e s ; t h a t o u r course l ies i n t h e m i d d l e a n d I 
t h i n k t h a t t h e t e s t i m o n y o f t h e 3 g e n t l e m e n t h a t p receded me gen-
e r a l l y bears o u t t h a t v i e w . I n o t h e r w o r d s , t o be s h o r t , I t h i n k t h a t 
t h e r e a re w a y s b y w h i c h w e can a t t e m p t t o so lve o u r p r o b l e m s t h a t 
a re w i t h i n a n d w h i c h w e h a v e p resen t t e c h n o l o g y w e can use, w e 
h a v e p resen t reserves b e t t e r , w e h a v e means t o d e l i v e r ourse lves 
f r o m o u r p r o b l e m s w h i c h w e have n o t exhaus ted , a n d we s h o u l d 
a t t e m p t t o do those t h i n g s first because t h e y rep resen t l o w e r costs, 
less soc ia l d i s o r g a n i z a t i o n , a n d I t h i n k i n t h e e n d less r i sks , u s i n g 
t h e w o r d r i s k i n t h e w i d e r c o n t e x t b o t h i n v o l v i n g i m p o r t s f r o m 
a b r o a d a n d t h e m a i n t e n a n c e o f s t r o n g G N P g r o w t h a t h o m e w i t h a l l 
t h a t i m p l i e s f o r o u r soc ia l scene. 

I t h e r e f o r e w o u l d be a g a i n s t t h e E I A as t h e b i l l is p r e s e n t l y 
w r i t t e n because I f ee l t h a t i t w o u l d i n v o l v e t h e c o u n t r y i n e x p e n d i -
t u r e w h i c h has n o t y e t been de f i ned as n e e d f u l . W e h a v e n o t p u r s u e d 
a l l o t h e r remed ies w h i c h w o u l d g i v e us t h e same r e s u l t a t subs tan t i -
a l l y l o w e r costs a n d I w o u l d suggest t h a t t h e r e a re r i s k s i n eve ry 
course. O n e c a n n o t d e f e n d t h e i dea o f g o i n g t o P r o j e c t I n d e p e n d e n c e 
de f i ned as a m i n i m u m 6 m i l l i o n b a r r e l s a d a y a n d say t h a t is t h e 
less r i s k y course. T h e r e a re v e r y s u b s t a n t i a l p o l i t i c a l a n d economic 
r i s ks i n ' m a i n t a i n i n g t h a t l o w i m p o r t figure. 

S p e c i f i c a l l y d e a l i n g w i t h S. 2532, I t h i n k t h a t i t i s a b l a n k check. 
I t h i n k t h a t t h e a s s u m p t i o n t h a t t h e r e are a l o t o f p r o j e c t s o f t r a d i -
t i o n a l c a p i t a l sources has y e t t o be p r o v e n . I t h i n k t h a t t he re is a 
t endency t o f u n d m o r e a n d b e t t e r p r o j e e s t t o p r o d u c e e n e r g y w h e n 
p e r h a p s a f a r g r e a t e r r e l i ance s h o u l d be p l a c e d o n means t o d r o p 
t h e r a t e o f c o n s u m p t i o n b o t h b y w o r k w i t h peop le c h a n g i n g people 's 
h a b i t s as w e l l as n e w t y p e s o f i n v e s t m e n t w h i c h w o u l d emphas ize 
conse rva t i on . I t h i n k t h e t i m e l i m i t i n t h e b i l l f o r E I A o f 7 t o 10 
yea rs is i m p r a c t i c a l i n t e r m s o f w h a t i t w i l l a c t u a l l y w o r k o u t t o be. 
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I t h i n k i t w i l l go f o r m a n y yea rs a f t e r t h a t a n d p r o b a b l y w i l l be a 
r e s e r v o i r o f l o s i n g p r o j e c t s t h a t w i l l a l w a y s d e m a n d 5 m o r e yea rs i n 
o r d e r t o p a y o u t i n t o t h e p u b l i c a n d t h e l i f e o f t h i s o r g a n i z a t i o n 
w i l l be e x t e n d e d a n d e x t e n d e d w i t h n e w a n d m o r e e x c i t i n g o v e r l a y s 
o f b u r e a u c r a t i c l aye rs . 

I t h i n k t h a t i t a lso is d i f f i c u l t t o assume t h a t w e c a n t h r o w m o n e y 
i n o u r e n e r g y p r o b l e m s a n d come u p w i t h s o l u t i o n s t o t h e m . T h i s 
is a g r e a t dea l o f m o n e y . I t h i n k t h a t w e are r e l y i n g he re v e r y m u c h 
011 n e w t e c h n o l o g i c a l means t o so lve o u r p r o b l e m s . I t h i n k t h e r e are , 
as M r . A k i n s has s t r o n g l y i m p l i e d , p o l i t i c a l means , f o r e i g n p o l i c y 
means t o so lve t h e m also. I t h i n k t h e r e are a lso soc ia l means t o 
so lve some o f o u r e n e r g y p r o b l e m s a n d i n t h e e n d I t h i n k t h a t a n 
o v e r a l l course i n v o l v i n g p u r s u i t o f a n u m b e r o f d i f f e r e n t ob jec t i ves , 
each o f w h i c h is l o w e r cost a n d c loser t o o u r g r a s p t o d a y , w i l l p r o v e 
t o be m o r e a t t r a c t i v e t o soc ie ty t h a n t h e p u r s u i t o f vas t a n d g r a n d i o s e 
p l a n s o n s h a k y t e c h n o l o g i c a l g r o u n d s a n d i n c r e d i b l e costs t o t h e 
p u b l i c . 

T h a n k y o u . 
T h e CHAIRMAN. T h a n k y o u v e r y m u c h , M r . M a x w e l l . 
[ C o m p l e t e s t a t e m e n t f o l l o w s : ] 

New York, N.Y., May 10, 1976. 
H o n . W I L L I A M P R O X M I R E , 
Chairman, Committee on Banking, Housing and Urban Affairs, 
U.S. Senate, Washington, D.C. 

DEAR SENATOR PROXMIRE: There are a great number of technical, legal and 
semantic points in the text of the legislative proposals to set up an Energy 
Independence Author i ty ( E I A ) which deserve close scrutiny. However, I would 
prefer not to deal w i th them at this t ime because I believe the core of the 
debate must, i n the first stage, deal w i th an overall definit ion of the problem to 
be solved and the efficacy of the Act in doing this. I therefore wish to comment 
on the proposals as a body of principles rather than as a collection of specific 
measures. 

The possible establishment of a government corporation of the size, scope, 
funct ion and power of the Energy Independence Author i ty ( E I A ) inevitably 
raises three broad categories of public policy questions. 

Fi rst ly , is energy "independence," defined here is a maintenance of U.S. o i l 
imports at levels no higher than 6 mi l l ion barrels per day (b /d ) by 1985 really 
necessary? What are the costs and risks and rewards of not pursuing this goal, 
vs. t ry ing to achieve i t? I f the answer to this, usually treated as more obvious 
than i t really is, should emerge as "yes," then we pass to the second category 
of question: Are there means to achieve energy "independence" which are con-
sidered viable, i.e., w i l l they work in the required t ime span of the next 5-15 
years? Can they be implemented on present technology, at costs normally sup-
portable by the society and wi thout disruptive side effects? I f the answer to 
these is "yes" then i t remains to be asked: Is this Act establishing the E I A 
the best means to achieve our objective of energy "independence" among other 
policy courses f rom which we might logically choose? 

For purposes of i l lustrat ion a "yes" has been accepted in the answers above. 
The weight of evidence, however, suggests that at best the case for positive 
answers to a l l three cr i t ical questions is an unproven one, and at worst subject 
to reasonable doubt by observers fami l ia r w i th the issues. 

The first question: " I s energy independence really necessary? 
Proponents have argued that "vulnerabi l i ty to an oi l embargo, or any inter-

ference w i th a stable and continuing supply of oi l would jeopardize our na-
t ional security, decrease our freedom of action abroad and threaten the credi-
b i l i ty of our pledge to stand by our responsibilities in the world." 

Crit ics could logically assert a number of contrary v iews: 
1. There would s t i l l be substantial "vu lnerabi l i ty" to the extent of six mi l l ion 

barrels per day by 1985, or something between 25 and 30% of assumed oi l 
consumption at that t ime even under the best of circumstances. 
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2. Oi l is only one of over 50 cr i t ica l commodities which we in the U.S. are 
having to depend more on foreign imports each year to obtain i n sufficient 
quant i ty to meet our needs. "Independence" or greater "sovereignty" i n fore ign 
affairs may be a dream in the wor ld of today unless we are prepared to dras-
t ical ly reduce the demand of the U.S. consumer or create substi tute supplies 
across a broad range of raw materials. The problem is basically our h igh 
American standard of l i v ing and r is ing demands for raw materials. Current 
trends indicate we w i l l continue to outstr ip our country's abi l i ty to supply an 
ever-increasing range of commodities. The U.S., w i t h 6% of the wor ld popula-
t ion is already believed to consume some 35% of a l l raw materials produced. 

What oi l is important , perhaps the most important of a l l commodities, where 
do we draw the l ine? Defending our posit ion in o i l a t substantial ext ra cost 
to the consumer whi le becoming more dependent i n 49 other areas is hardly 
an argument i n favor of the effort. 

3. "Freedom of action abroad" which is so important to some proponents of 
energy independence, d id not al low us to solve our major foreign policy prob-
lems when we were less dependent on foreign oil. Our involvement i n Viet Nam 
or our posit ion vis-a-vis Israel and the Arabs in the Middle East was not satis-
factor i ly resolved by having larger o i l supplies. Would the high cost to pay fo r 
achieving stabi l i ty of U.S. imports at 6 mi l l ion b / d provide some new and as 
yet unseen catalyst to give us the answers to issues such as these? The propo-
si t ion is arguable. I f fo r instance our relat ive " invu lnerab i l i t y " should embol-
den us to stay on in the Panama Canal Zone for years beyond the acquiescence 
of the Panamanians ( i n what they took to be a forced m i l i t a ry occupation), 
would this be one of the advantages energy independence might confer on us i n 
the foreign sphere? Obviously not. 

4. On the terr ib le assumption that Wor ld War I I I remains a possibi l i ty, how-
ever remote, the issue of American vulnerabi l i ty to an o i l embargo in those 
circumstances would surely be irrelevant. The conflict would be decided we l l 
before any 6 or 12 month supplies of stored oi l reached cr i t ica l levels. 

5. On the other assumption of "brush fire" wars short of al l-out nuclear hos-
t i l i t ies and/or selective embargoes f rom unfr iendly nations the answer there 
might wel l be f ramed i n terms of cu l t ivat ing a wider diversi ty of foreign sup-
ply sources in advance, of implementing major storage programs in this coun-
t ry , and of establishing emergency programs of energy production combined 
w i t h conservation that could be executed under a s i tuat ion of duress. I t must 
be remembered that oi l cut offs are not the same as energy cut offs. Oi l repre-
sents a dominant par t of our energy, about 47% of the to ta l i n this country 
today, but a cutback in th is figure by, say, 25% as representative of the aggre-
gate Arab supplies would only reduce a l l available energy by approximately 
12%. Storage, greater production of other fuels, conservation and some change 
in public consumption habits (as begun in the 1973 Arab oi l embargo but not 
sustained) could carry us over the hurdle of a 12% short fa l l for over a year 
w i thout the economic or m i l i ta ry damage predicted by some. I n circumstances 
of real (and fu l l y perceived) pressure, the American public has an unusual 
abi l i ty to respond. 

0. Circumstances of the last embargo, in which heavy m i l i t a r y help was 
given one side i n the Middle East and not the other, are not l ike ly to reoccur. 
America's stance is more even-handed now that simplist ic and patch-up solu-
tions have been abandoned i n a more real ist ic appraisal of our own long-term 
interests i n the area. That an embargo could nevertheless be imposed again is 
accepted. That i ts odds of occurring are high enough to cause reasonable men 
to take a l l possible precautions at extraordinary cost and effort is a debatable 
point unless such a cutoff would completely stall, or permanently damage our 
economy. Evidence of the last embargo indicates how many leaks there were 
in the tighest enforcement programs, how different the actions of OPEC mem-
bers between Arab and non-Arab exporters and how quickly economic and 
pol i t ical pressures to terminate the embargo bu i l t up. W i t h Arab countries in 
the Middle East deeply committed to highly expensive development programs 
depending on Western technology and managerial help, these pressures would 
be even greater today. 

A fu r ther point made by proponents o f energy independence involves the 
inf lat ionary impact and balance-of-payment problems believed to result f rom 
fa i lure to meet most of our own energy needs, i.e., i n r is ing levels of imported 
crudes at consistently higher prices. 

71-787—70 
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Counterpoints to these arguments are relat ively easy to uncover: 
1. The real cost of exploring for, finding and developing oil supplies is going 

up rapidly in this country under any set of circumstances. The choices are not 
real ly between "cheap" domestic crudes and "expensive" foreign crudes. ( T o 
obtain the incremental barre l of U.S. crude, when i t 's available, already costs 
the country close to $6.00 per barrel before r isks and profi ts and depletion and 
interest costs, etc. O i l to be derived f rom synthetic crudes may r u n $14-$18 
per barrel on the margin.) Whi le relat ive values s t i l l favor domestic crude, 
the gap is closing. As U.S. demand picks up and we move fu r the r in to higher 
cost sources (Nor th Slope, offshore East Coast, o i l shale, etc.), the incremental 
cost of a barre l of foreign and domestic crude as purchased i n the marke t may 
cross at about $15 per bbl by 1980. I n terms of the investment cost to mank ind 
as a whole, U.S. o i l is already the most expensive i n the wor ld. Incrementa l o i l 
supplies can be developed onshore i n Saudi Arabia at an investment cost of 
about $500 per barrel per day (cont inuing product ion). I n th is country the in-
cremental onshore barrel has an investment cost of about $6,000 whi le $8,000-
$10,000 covers general volume options on the Nor th Slope. Development of syn-
thet ic fuels i n the years ahead suggests product ion investments i n the strato-
spheric range of $16,000-$20,000 per bbl. 

The sell ing price of a Saudi barrel of course carries a heavy government-
imposed prof i t component ak in to a tax. This should be seen as a t ransfer of 
funds out of our economy to theirs. However, to the extent that the Saudis at 
the same t ime buy our "way of l i fe , " impor t ing our cars and consumer durables 
and equipment and technology at to ta l costs close to those representing our 
purchases of their oi l, there is an exchange here that al lows us to w i n back 
some of the Saudi "prof i t " and obtain o i l supplies at more reasonable real costs 
than are generally understood. 

A t the same time, by tu rn ing to a higher proport ion of imports instead of de-
veloping new o i l at home our economy does avoid large commitments to h ighly 
expensive productive capacity. There may be a price to pay f o r th is but there 
are also advantages. Capi ta l funds are freed to go in to other areas where 
Amer ican know-how and manufactur ing is basically more efficient, and com-
parable rewards can be gained f rom lower inputs. The effect of th is is also to 
lower inf lat ionary pressures on an economy that has fo r some years been t ry -
ing to do too many things at the same time. This advantage only par t ia l l y off-
sets the higher cost per barre l of imports and does not address the security 
issue. 

2. There is security also i n creating economic conditions at home tha t per-
m i t re lat ively h igh employment and growth of GNP and disposable income by 
consumers. Th is is par t icu lar ly impor tant i n a society such as ours w i t h many 
ethnic communities tha t are emerging f r om less at t ract ive social conditions of 
past years. I t could be termed a security issue tha t a policy of economic g rowth 
be maintained. I f large increments of investible capi ta l are to be d iver ted 
f r o m hospitals, schools, factories, machines, research and so on to finance 
energy developments that themselves cannot meet commercial payout cr i ter ia , 
questions inevi tably must arise as to whether this use of f inancial resources 
strengthens or weakens prospects for overal l economic g rowth and social sta-
b i l i ty . This would be a par t icu lar ly signif icant issue i f E I A chose a course of 
developing a large indust r ia l base i n synthetic crudes f r o m coal and o i l shale. 
Such an investment p r io r i t y might wel l be subject to special scrut iny since a 
v i r t u a l t r i p l i ng of investment costs would inevi tably permit our society to do 
less in other areas, possibly restr ic t ing conventional fue l developments, possibly 
l im i t i ng efforts to push fo rward i n energy conservation. 

3. As a question of fact, o i l is not a large component of the consumer pr ice 
index. The weight ing of gasoline is about 3.1% of the to ta l al though there are 
other sectors that use oi l pr ic ing in the development of the i r cost structures. 
The percentage increase in this product over the past fou r years is on the order 
of 50-55%. As one of the more stable components of the index fo r many p r io r 
years, the last four should be seen in the l ight of a catch-up game in wh ich a 
short t ime span witnessed recovery of r is ing real costs dat ing back over more 
than a decade. 

The roots of inf lat ion, however, would not appear to be i n the gyrat ions or 
manipulat ion of commodity pr ic ing in any case. Rather, commodities tend to 
react to the inf lat ionary forces unleashed in the developed countries by unwise 
monetary and fiscal policies generally pursued by governments seeking expedi-
ent ways to main ta in economic growth under dif f icult circumstances, and /o r 
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seeking to placate organized interest groups i n their own societies w i t h fo rms 
of economic favor i t ism. I n the same way, the burden of inf lat ion therefore 
cannot be said to spring f r om oi l pr ic ing by the industry, or even OPEC. Rath-
er, we would view pr ic ing as a reflection of emerging geologic realit ies (less-
oi l , i n smaller reservoirs at greater depths, further- f r o m inhabited areas and 
available through more expensive technologies) and patterns of r is ing man-
made cost trends result ing f r om our own economic mismanagement. 

Ou the basis, then, of arguments involv ing "nat ional securi ty" and " inf la t ion, 
wTith balance-of-payments problems," the case for having to achieve energy 
independence is not a compelling one i n our view. 

The second major issue at debate might be phrased in this way: "Are there 
viable, practical, socially responsible means for the U.S. to achieve energy 
independencef" 

Crit ics of E I A would generally concede that there were viable means, and 
probably save t l ie i r arguments to address the question of whether the govern-
ment's present proposals were anything near the best ones to accomplish this. 
Nevertheless, some questions remain. 

The oi l and gas reserve controversy i n the U.S. is a vexed one and unfortu^ 
nately too often mixed w i t h person and idealogical clashes. However, even t he 
U.S.G.S. estimates of reserve ranges are now trending downwards, and the? 
effect of more d r i l l i ng in f ront ier areas recently has been to lower fu tu re pro-
jections of what these might y ie ld (Dest in anticl ine and Hat ters Pond are twc> 
wTondrously woven tales of vast underground riches recently bumped to earths. 
as examples). Real izat ion is now widespread t h a t : (1) Shallow gas i n the 
U.S., where i t appears associated wTith oil, is relat ively wel l d r i l led up. By i t -
self i t is only marginal ly economic owing to a t rend towards smaller discov-
eries and low product ib i l i ty per well. (2) There are s t i l l assumed to be large-
reserves of deep gas (15,000 feet plus) to d r i l l for , but costs are high, and con-
t inue to escalate wel l beyond the economics of the current FPC pr ic ing sys-
tem. (3) Large o i l discoveries onshore i n the U.S. are increasingly fewT and 
f a r between. Offshore they are more common but even here subject to sharply 
r is ing costs, environmental restrict ions and a burdensome bonus leasing sys-
tem. (4) Front ier areas such as the edge of the continental shelf or isolated 
parts of Alaska are going to require many years of development. Higher oper-
at ing costs plus technology gaps make capital recovery dif f icult to calculate and 
thus reduce the incentives to gamble. (5) Meanwhile, owing to government 
pr ic ing policies applied to ' l ower t ie r " (old) oil, secondary and ter t ia ry recov-
ery work is l ikely to make no more than modest progress, w i t h result that over-
a l l depletion of exist ing o i l reserves may wTell move down by 4-5% per year f o r 
some time. This makes the achievement of energy independence, i.e., mainte-
nance of 6 mi l l ion b /d of imports, even more diff icult and puts added pressures 
on government and industry to come up w i t h new (and more expensive) re-
serves to push into the "m ix . " 

There wTould appear to be many lower-cost, lower-r isk approaches the govern-
ment could take to the energy crisis before plunging into huge and question-
laden investments w i t h the taxpayers' and bondholders' money i n exotic areas 
such as coal gasification and oi l shale. The t ransi t ion f rom o i l and gas to coal 
i n u t i l i t y use could be accelerated. True, this would require constant pressure,, 
and would often be at odds w i t h various local interest groups. The question 
conies down here to the pol i t ica l manageabil i ty of tak ing a hard l ine or an* 
easy line, or something i n between i n terms of el ic i t ing the public's cooperations 
i n implementing energy policies and sustaining support for them. The consumer 
today starts w i t h extreme skepticism about the roots of the energy problem 
and is more l ikely to base his judgments on theories of o i l company conspiracy 
or OPEC conspiracy than on the more complex si tuat ion seen by those close 
to energy in government and industry. I f conspiracy d id cause- the crisis, them 
pol i t ical efforts to break up the conspiracy, not programs such as- those endorsed! 
in the E I A proposals, should be implemented. This is a fundamental dichotom^; 
tha t w i l l not be soon resolved. Nor is the previous sense of urgency to act om 
energy shortages at the t ime of the embargo l ikely to re tu rn to spur par t i cu la r 
public support for industry or government programs. 

The point i s : there may be viable pract ical and socially responsible means; 
to achieve energy independence, but can the public be convinced to go along: 
w i th them over a workout of many years. I n the case of E I A , there are bound? 
to be early fa i lures in attempts to open up new sources of energy, cost over-
runs, and some bankruptcies of pioneering companies i n new technology areas> 
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etc.—elements of these are only to be expected i n the early days of a new 
organizat ion such as E I A . However, we would forecast l i t t l e government or 
public patience w i t h fa i lure. Format ion of E I A w i l l inevi tably raise expectan-
cies tha t w i l l be dif f icult ( I wou ld say, impossible) to fu l f i l l . 

The t h i r d major issue might be paraphrased as : Does the EIA as a struc-
tured government corporation vrith certain assets and restrictions have a rear 
sonable chance of success in terms of its own organizational format and the free 
market environment it will be operating int 

Here the cr i t ics wou ld appear to have r ich lodes to mine. 
1. E I A is probably destined to take on most of the conceptual non-starters 

i n the energy experimentat ion field. I f an idea looked pract ical , i f the early 
tests gave va l id results, i t m ight be given enough of a chance of success to 
w i n the backing of pr ivate money and thus receive the push of human art i f ice 
and selfinterest. On the other hand, i f the idea is "way ou t " or completely un-
t r ied, the path would lead direct ly to E I A . This may be overstat ing the case. 
Yet even well-worked-out schemes i n areas of developing technology o f ten 
(usual ly) come in to severe problems. I t would be unreal ist ic not to expect 

huge and early losses i n th is organization. 
2. I f E R D A is to continue on the pure research and development side, and 

the established commercial energy companies are p ick ing up the better proven 
and more sol id energy ideas, is there a role fo r E I A i n the middle, and where 
are the boundaries to be set? 

3. The E I A proposals may convince members of the Congress and publ ic tha t 
something impor tant could be accomplished i n 7 to 10 years of operations. How-
ever, tha t span of t ime is very short under current lead/ lag condit ions i n the 
energy field. Confidence tha t answers could be discovered and implemented i n 
tha t t ime period might create complacency. This could override more pract ica l 
steps i n areas tha t could have greater impact. As an instance, implementat ion 
of a program forc ing mass switchovers by u t i l i t ies to coal f r o m o i l and gas 
might more than equal a l l of the incremental o i l saving/producing increments 
tha t could be accomplished by E I A i n a mu l t ip l i c i t y of other endeavors. The 
pr ior i t ies comprising the E I A proposals may thus be incorrect. There would 
appear to be a number of areas where substantial, near-term and lower-cost 
results could be achieved w i t h modest regulatory, admin is t rat ive or price ad-
justments. This would avoid the superimposit ion of a new government organi-
zat ion such as E I A . To name areas we consider to be f r u i t f u l : 

A. Greater secondary recovery of exist ing U.S. o i l reserves (pr ice incentives 
required) . 

B. Phased deregulations of U.S. na tura l gas prices. 
C. Greater (enforced) use of coal to replace o i l and gas i n u t i l i t y use. 
D. D i f fe rent ia l taxat ion on cars by the states or federal government at t ime 

of sale based on weight or horsepower, so that the incentive to move down the 
scale into smaller cars is maintained. 

E. Breakthrough i n legal and legislative barr iers to faster development of 
Western coal. 

F. Assistance f r om government i n expedit ing nuclear power development. 
G. Breakthrough in the legal, legislat ive and financing barr iers to the faster 

development of the country's geothermal resources. 
H . More rap id approval of offshore areas fo r d r i l l i ng on the U.S. cont inental 

shelf. 
I . Improved nat ional insulat ion standards fo r housing, industry and commer-

c ia l bui ldings. 
I t is t rue tha t many of these steps have no par t icu lar support f r o m the 

general public, par t icu lar ly as they point to higher consumer costs fo r fuels. 
However, as the natura l gas shortage tightens i ts hold on us over the next nine 

; months, and again in the win ter of '77/'78, we feel confident tha t concentration 
on pr ic ing issues w i l l recede as demand fo r volume picks up. We would expect 
the labor movement, among other interest groups, to begin a process of judic ious 
swi tch ing of posit ion on energy issues to the side of "growth . " Th is is l i ke ly 
to be par t icu lar ly marked i n states l ike Nor th Carol ina where shortages are 
l ike ly to impact employment soon. 

4. I t is recognized that the objective of E I A is to be sel f- l iquidat ing i n t ime 
(t l :e real danger is that i t w i l l be l iquidated before i ts t ime) . However, under 
our assumptions of early and severe financial problems (brought about by a 
charter that simply invites them), w i thd rawa l by E I A f r o m the game might 

• prove to be quite prolonged, even wi thout attempts to appear indispensable. 
A t the t ime i t w i l l simply be bad poli t ics to stop act iv i t ies tha t are jus t be-

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



459 

ginn ing to be f r u i t f u l , i.e., the E I A and the publ ic would lose "va lue" i f the 
network of cash-hungry companies were severed f r o m the i r supply source 7-10 
years out f r o m now. The key argument would be tha t a l l the money could 
eventual ly be recouped i f the operations were extended j u s t another five years 
(and then another five, and so on) . 

5. The question of crowding out does not appear seirous i n terms of new de-
mand on the financial markets by E I A . Proponents of E I A r igh t l y po in t out 
tha t the propor t ion of business p lant and equipment expenditure on energy is 
normal ly i n the 28-32% area i n the U.S., and tha t these rat ios wou ld not be 
exceeded w i t h the add i t iona l use of $100 b i l l ion over a per iod of 7 years of 
investment input . The issue, however, appears not to be the amount but the 
efficacy of wha t can be accomplished by the sums spent. Special lending a t fav-
orable rates to one business segment of the society impl ies a lower ing of nor-
ma l rates of r e tu rn cr i te r ia f o r tha t par t icu lar g roup ; they are to be subsidized. 
The subsidy, of course, comes out of the resources of a l l other members of the 
society. W i l l the u l t imate re tu rn to society compensate f o r th is f o r m of " tem-
pora ry " capi ta l expropr iat ion? Only i f i t is a "success" re la t ive to the other 
uses i t m igh t be put to—in energy developments or i n other g rowth fields. The 
odds of accomplishing th is i n E I A do not look impressive to th is point . 

I n our view, the questions concerning the advisabi l i ty of pushing ahead w i t h 
energy independence, reasonable chances of success i n the nat iona l effort , and 
the selection of a s t ructured government corporat ion such as E I A to execute i t 
remain basically unanswered. We could not therefore support these proposals 
i n the i r present fo rm. 

Instead, we have impl ied the greater efficacy of government energy programs 
designed t o : 

1. A l l ow the best ideas to be funded f r o m pr iva te sources w i l l i n g to sponsor 
and manage them and gain superior rewards i f they wo rk out (ideas w i thou t 
par t icu lar a t t rac t ion not to be funded at a l l ) ; 

2. Emphasize potent ia l savings i n energy use through more assistance to 
conservation efforts i n the publ ic and pr iva te sectors; 

3. Concentrate government admin is t ra t ive and legislat ive efforts on remov-
ing roadblocks to faster progress i n conventional and proven fields of energy 
development such as Western coal, nuclear and geothermal ; 

4. Unlock na tu ra l incentives to better performance through upward adjust-
ments to the prices i n na tu ra l gas, condensate, o i l to be recovered through 
secondary means; 

5. Accept some r isk i n pursuing a pol icy tha t yields the lowest cost " m i x " 
of fuels we are l ike ly to get, but does not and w i l l not cover a l l our demand 
growth, thus a l lowing r is ing imports as a residual factor a f te r our best efforts 
i n conventional energy development; and 

6. B l u n t obvious vu lnerab i l i t y to a cutoff of o i l by diversi f icat ion of supplies, 
greater storage, development of a l ternat ive domestic energy sources, and recog-
n i t ion of the rea l weaknesses of countries t ha t might confront us on oil. Avo id 
panic measures wh ich i n seeking to lower our vu lnerab i l i t y i n one category 
might increase i t i n another. T rea t w i t h fore ign countries on an "even handed 
basis" so as to min imize the dangers of resort to embargo. 

Very t r u l y yours, 
C H A R L E S T . M A X W E L L . 

Attachment. 
Exh ib i t 

Comparable Investment Costs per Barrel per Day (or Equivalent) -for the 
Development of Selected Fuel Sources 

Saudi Arabia (onshore, incremental barrels) $ 500 
Persian Gulf (offshore, incremental barrels) 2, 000 
Appalachian Coal (barrel equivalent) 3, 200 
U.S. onshore ( incremental barrels) 6, 000 
N o r t h Sea ( incremental barrels) 7, 000 
U.S. offshore ( incremental barrels) 7, 000 
Alaska (No r t h Slope) 9, 000 
Athabasca Tar Sands 16, 000 
Coal Gasification ( Intermediate Br i t i sh thermal units) 18, 000 
Oi l Shale (Western Un i ted States) 18, 000 

Source: Charles T. Maxwell. 

T h e C H A I R M A N . M r . A d e l m a n . 
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STATEMENT OF M. A. ADELMAN, PROFESSOR OF ECONOMICS, 
MASSACHUSETTS INSTITUTE OF TECHNOLOGY, CAMBRIDGE, 
•MASS. 

M r . ADELMAN. M r . C h a i r m a n , I hope t h a t S. 2532 is re jec ted a n d 
t h e sooner the bet ter . M y s ta tement exp la ins w h y the b i l l w o u l d 
resu l t i n v e r y expensive energy , f r o m techno logy obsolete be fo re i t 
even began t o operate, i n amoun ts neg l i g i b l e i n 1985. 

I t u r n n o w to the n a t i o n a l secur i t y p rob lem. 
D u r i n g the w i n t e r o f 1973-74 t h e A r a b o i l p r o d u c i n g na t i ons cu t 

b a c k o u t p u t b y about 4.5 m i l l i o n bar re ls d a i l y , abou t 15 percen t o f 
t h e o i l m o v i n g i n t o i n t e r n a t i o n a l t rade . F i f t e e n percent was the 
a p p r o x i m a t e loss o f i m p o r t s t o a l l the consum ing na t ions , " f r i e n d l y , " 
B r i t a i n a n d F rance , t he so-cal led " o d i o u s l y n e u t r a l " Japanese, a n d 
t he u n f r i e n d l y A m e r i c a n s . T h e r e was no select ive embargo . A selec-
t i ve e m b a r g o — t h a t is aga ins t one o r t w o n a t i o n s — w a s a n d is i m p o s -
sible. I f o i l becomes u n u s u a l l y scarce i n some count r ies i t is p r o f i t a b l e 
f o r those p roducers w h o don ' t cut back t o d i v e r t e x p o r t s there . T h e 
n o n - A r a b gove rnmen ts are g l a d t o col lect h i g h e r pr ices a n d also 
show t h a t t hey are re l iab le supp l ie rs . T h e y have h a d a n d w i l l have 
n o d i f f i cu l t y i n d o i n g w e l l b y d o i n g good. A m e r i c a n i m p o r t s are 
n o w between 6 a n d 7 m i l l i o n bar re ls d a i l y a n d b y 1980 are expected 
t o be a r o u n d 9 m i l l i o n bar re ls d a i l y . N o n - A r a b O P E C capac i t y is 
t o d a y 14.5 m i l l i o n a n d i t w i l l con t inue t o g r o w . 

T h i s sounds l i k e good news b u t i t is a m u c h b a d news. T h e A r a b s 
c a n n o t h u r t us w i t h o u t h u r t i n g eve rybody , b u t i n h u r t i n g e v e r y b o d y 
else t h e y also exer t pressure on us. T h e r e f o r e , even zero U . S . o i l 
i m p o r t s w o u l d n o t remove energy dependnc. I t w o u l d o n l y m i t i g a t e 
i t . 

So l o n g as the ca r te l keeps pr ices v e r y h i g h , t h e o i l p r o d u c i n g 
na t i ons get i nc reas ing l y r i ch . T h e y can a f f o r d p r o d u c t i o n cu tbacks 
a n d the re is no energy independence. T h e r e is no g i f t o r concession 
anyone can make to the p r o d u c i n g coun t r ies w h i c h w i l l i nsu re secure 
s u p p l y . I n o r d i n a r y business, people are k e p t t o t h e i r p romises b y 
c o m p e t i t i o n a n d b y l a w . I f anyone pe rs i s ten t l y b reaks h i s w o r d , h i s 
customers can go elsewhere o r a cou r t can fo rce h i m t o p e r f o r m . B u t 
t he o i l ca r te l na t i ons have suppressed c o m p e t i t i o n a n d as sovere ign 
na t i ons t h e y are beyond any l a w . 

Hence , i f t h e U n i t e d States does a n y t h i n g t h a t a l a r g e g r o u p o f 
o i l p r o d u c i n g count r ies do n o t l i ke , t h e y can use t h e t h r e a t o f 
i n t e r r u p t i n g o r r e d u c i n g s u p p l y . W h a t e v e r Ave do t o meet t h e i r de-
m a n d s becomes past h i s t o r y a n d t h e y can use t h e same t h r e a t l a te r . 
T h e r e is no w a y t o persuade o r ca jo le o r b r i b e t h e m i n t o d o i n g 
o therw ise . 

T h e danger o f ano ther cu tback is f o r the t i m e b e i n g s m a l l because 
o f g rea t excess capac i t y i n the car te l . I f t o d a y t he A r a b s a g a i n cu t 
back o u t p u t b y 4.5 m i l l i o n bar re ls , t he n o n - A r a b s c o u l d m a k e u p 
n e a r l y a l l o f the def ic i t . B u t w h e n a n d i f excess capac i t y d w i n d l e s , 
t h e chances o f the cu tback are g rea te r n o w t h a n i n 1973. 

T h e A r a b na t ions k n o w n o w t h a t t h e consum ing na t i ons w i l l ac t 
l i k e the E u r o p e a n s i n the t h i r t i e s — m a k e f r i e n d s w i t h t h e t i g e r i n 
t h e hope he w i l l go eat somebody else. I n 1973 the member n a t i o n s 
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o f t h e E u r o p e a n E c o n o m i c C o m m u n i t y b l o c k a d e t h e N e t h e r l a n d s i n 
v i o l a t i o n o f t h e i r o w n l a n d , t h e T r e a t y o f R o m e , w h i c h f o r b i d s 
b a r r i e r s t o t h e m o v e m e n t o f goods w i t h i n t h e C o m m u n i t y . W e n o w 
h a v e t h e i r a g r e e m e n t t o a p l a n o f c r i s i s m a n a g e m e n t i n t h e I n t e r -
n a t i o n a l E n e r g y A u t h o r i t y . W h e t h e r t h e y wT i l l d i s h o n o r t h e i r s i g -
n a t u r e s n e x t t i m e as t h e y d i d l as t t i m e is s o m e t h i n g I w o u l d r a t h e r 
n o t find ou t . 

A s f o r t h i s c o u n t r y , w e h a v e h e l p e d t h e c a r t e l f r o m t h e b e g i n n i n g . 
I n J a n u a r y o f t h i s y e a r , M r . P a r s k y o f t h e T r e a s u r y s u m m e d i t u p 
a d m i r a b l y : " B r e a k i n g u p O P E C w o u l d be d e t r i m e n t a l . " H e does n o t 
e x p l a i n w h y . T h e s h o r t o f t h e m a t t e r is t h a t because o f o u r h e l p a n d 
t h e a c c u m u l a t i o n o f h u g e a m o u n t s o f f o r e i g n assets, S a u d i A r a b i a 
a n d t he c o o p e r a t i n g c o u n t r i e s can m a k e m u c h b i g g e r cu tbacks . H e n c e , 
t h e chances o f a n o t h e r one become u n c o m f o r t a b l y h i g h w i t h o u t t h e 
p r o d u c t i o n o f excess c a p a c i t y . T i m e is n o t necessar i l y o n o u r s ide. 

T a k i n g t h i s ac t a t i t s best, i t p r o v i d e s some v e r y expens ive , p e r -
m a n e n t assurance o f a v e r y s m a l l p a r t o f t he f u e l s u p p l y 10 yea rs 
f r o m n o w . B u t w h a t w e need is a s h o r t t i m e asurance o f a l a r g e 
p a r t o f t h e f u e l s u p p l y . H e n c e t h e E n e r g y I n d e p e n d e n c e A c t is use-
less f o r s e c u r i t y . 

A s t o c k p i l e w o u l d h e l p . H a l f a b i l l i o n b a r r e l s w o u l d t i e u p a n 
i n v e s t m e n t o f a b o u t $8 b i l l i o n f o r years , b u t i t w o u l d p r o t e c t us, as 
a s i m p l e c a l c u l a t i o n shows, f o r abou t a y e a r a n d a h a l f p r o v i d e d 
t h a t we reduce c o n s u m p t i o n b y 10 pe rcen t t h r o u g h a severe excise 
t a x a n d r a t i o n i n g , r e c y c l i n g t h e t a x revenues i n o r d e r n o t t o pena l i ze 
consumers . S u c h a c o n s e r v a t i o n p r o g r a m costs us n o t h i n g u n t i l t h e 
p l a n goes i n t o ef fect a n d t h e k n o w l e d g e t h a t we are p r e p a r e d makes 
a n o t h e r c u t b a c k less l i k e l y . 

N a t i o n a l s e c u r i t y w i l l c o n t i n u e t o be a p r o b l e m even w i t h emer -
gency s tockp i l es here a n d a b r o a d as l o n g as o i l p r o d u c t i o n i s m o n o p o -
l i z e d b y n a t i o n s w h i c h a re r e a d y t o d a m a g e us. T h e m o r e m o n e y 
t h e y accumu la te , t h e g r e a t e r t h e d a n g e r . T h e w o r s t aspect o f t h e 
E n e r g y I n d e p e n d e n c e A c t is t h a t i t g i ves t h e i l l u s i o n o f p r o t e c t i v e 
ac t i on , w h i l e t h e s i t u a t i o n gets worse. 

T h a n k y o u , M r . C h a i r m a n . 
[ C o m p l e t e s t a t e m e n t f o l l o w s : ] 

S T A T E M E N T OF M . A . A D E L M A N , PROFESSOR OF E C O N O M I C S A T M A S S A C H U S E T T S 
I N S T I T U T E OF T E C H N O L O G Y , C A M B R I D G E , M A S S . 

I thank the Committee for i ts inv i tat ion to appear and comment on S.2532, 
the Energy Independence Act. 

This Act has two declared purposes: first, to reduce the vulnerabi l i ty of the 
United States economy to another oi l embargo; and secondly, to provide cheap-
er oil or equivalent. Looking brief ly at the second objective—the b i l l would 
result in very expensive energy, f rom technology obsolete before i t even began, 
in amounts negligible by 1985. This is the only possible result of a crash pro-
gram to start bui lding faci l i t ies immediately. For example, w i th current meth-
ods, gas f rom coal w i l l cost the equivalent of $21-$24 per barrel of oil, twice 
the cartel price. And since haste makes waste, this may be conservative. Bu t 
the heavier costs are indirect. The huge demands on labor, capital, and engi-
neering knowhow w i l l raise construction costs to the wThole economy, and starve 
efforts to develop new superior technology which might lower costs below the 
wor ld cartel prices. These efforts might unlock vast supplies of high sulphur 
coal, now environmentally damaging; and of new oil, now much of i t below 
ground but not produceable. Final ly, large expenditures on known techniques 
would slow down our efforts at longer range solutions through solar and fusion 
research. 
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Al though the heavy costs are certain, we are given 110 indicat ion of how 
much addi t ional p r imary energy w i l l be available i n re tu rn fo r the commit-
ment of $100 bi l l ion. The Wh i te House statement of October 10, 1975 says the 
program "could help assure tha t the equivalent of 10-15 barrels of o i l per day 
of new energy product ion is realized by 1985." This gives the impression t ha t 
we could hope to get between 10 and 15 m i l l i on barrels dai ly of o i l equivalent 
f r o m th is program. I n fact , the 10-15 mi l l i on is the gross addi t ion to capacity 
wh ich i t is hoped w i l l be provided by a l l investments i n a l l areas. Only a smal l 
f rac t ion of 10 mi l l ion barrels dai ly f r o m new sources is even conceivable. (The 
max imum E R D A program is only 350 thousand barrels dai ly.) 

The unstated assumption seems to be tha t there is a capi ta l shortage wh ich 
only the government can cure. Th is is untrue. I f capi ta l demands increase 
more quickly than capital supplies, interest rates w i l l r ise to equi l ibrate them. 
That 's what capi ta l markets are for . Nor is i t a question of the great r isks 
of new technology. I f the price is h igh enough, i t compensates f o r r isk, and 
pr iva te companies fo rm groups to spread r isk and avoid r u i n f o r any one of 
them. B u t the cost exceeds any l ike ly price. 

Assuming fo r the sake of argument tha t we want to subsidize energy produc-
t ion, i t should be done direct ly by payment or by price guarantees. Loan guar-
antees make capital ar t i f ic ia l ly cheap. The builders of the new plants are given 
an incentive to substitute the subsidized cheap capi ta l f o r labor or mater ia ls 
or t ransportat ion cost or anyth ing not subsidized. The outstanding d is tor t ion 
wTould be to bu i ld capital- intensive nuclear electric plants where coal p lants 
were real ly more economic. As fo r synthetic fuels, we are sure to receive the 
wrong in format ion f r om the first generation of plants. 

Th is brings me to the nat ional security problem, usually mis-stated as an 
embargo. 

D u r i n g the win ter of 1973-1974 the Arab o i l producing nations cut back out-
put . The max imum reduction was i n November, about 4.5 m i l l i on barrels dai ly , 
15 percent of o i l moving i n in ternat ional trade. And 15 percent was the im-
por t loss for the " f r i end ly " Br i t i sh , the "odiously neut ra l " Japanese, the "un-
f r i end l y " Uni ted States. There was no embargo against th is country, and grov-
el l ing d id not make the o i l supply elsewhere any better than here. 

A selective embargo, tha t is, against one or two nations, was and is im-
possible. I f o i l becomes unusual ly scarce i n some countries, i t is prof i table f o r 
those producers who don't cut back to d iver t exports there. The non-Arab gov-
ernments would l i ke nothing better than to collect higher prices and also show 
tha t they are rel iable suppliers. They have had and wTill have no di f f icul ty i n 
doing we l l by doing good. Amer ican imports are now between 6 and 7 m i l l i on 
barrels dai ly and by 1980 they are expected to be around 9 mbd. Non-Arab 
OEPC capacity is today 14.5 mi l l ion, and w i l l continue to grow. 

This is both good and bad news. The Arabs cannot hu r t us w i thou t hu r t i ng 
everybody even worse. B u t i n hu r t i ng everybody else they also exert pressure 
on us. 

Therefore even zero U.S. o i l imports wou ld not remove energy dependence, 
only mi t igate i t . So long as the cartel keeps prices very high, the o i l producing 
nations get increasingly r ich. They can af ford product ion cut-backs, and there 
is no energy independence. 

There is no g i f t or concession anyone can make to the producing countries 
wh ich w i l l ensure lower prices or secure supply. 

I n ordinary business l i fe, people are kept to the i r promises by competi t ion 
and by law. I f anyone persistently breaks his word, his customers can go else-
where or a court can force h im to perform. B u t the o i l cartel nations have 
suppressed competition, and as sovereign nations they are beyond any law. 
Hence i f the Uni ted States does anyth ing tha t a large group of o i l producing 
countries do not l ike, they can use the threat of in te r rup t ing or reducing sup-
ply. Whatever we do to please them becomes past history, and they can use the 
same threat later. There is no way to persuade or cajole or bribe them in to 
doing otherwise. 

The danger of another cut-back is, f o r the t ime being, smal l because of great 
excess capacity i n the cartel. I f today the Arabs cut back output again by 4.5 
m i l l i on barrels, the non-Arabs could make up nearly a l l of the defict. 

B u t i f and when excess capacity dwindles, the chances of a cutback are 
greater now than i n 1973. The Arab nations know now tha t the consuming 
nations w i l l act l ike the Europeans i n the 1930's—make fr iends w i t h the t iger 
i n the hope he w i l l go eat someone else. I n 1973, the member nations of the 
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European Economic Community blockaded The Netherlands, i n v io lat ion of 
the i r own lawT, the Treaty of Rome, which forbids barr iers to the movement of 
goods w i t h i n the community. We now have their agreement to a plan of crisis 
management i n the In ternat iona l Energy Author i ty . WThether they w i l l dis-
honor their signatures next t ime as they d id last t ime is something I would 
rather not find out. 

As for th is country, we have helped the cartel f rom the beginning. I n Janu-
ary of this year, Mr . Parsky of the Treasury summed i t up admi rab ly : "break-
ing up OPEC would be detr imenta l " to us; he does not explain why. Six years 
ago, the State Department helped the Libyans blow the door off the hinges, 
but neither then nor since d id they explain why. (Hearings Before The Sub-
Committee on Mul t ina t iona l Corporations, 92 Con., 2d Sess., Par t 8, pp. 771-
773 (1975). See also: " A Diplomat ic Si tuat ion Where Oi l and Hauter Just 
D idn ' t M ix , " Washington Post, March 14, 1976, p. F - l l , and " H o w OPEC Came 
to Power", Forbes, A p r i l 15, 1976, pp. 69-85.) 

The short of the mat ter is tha t because of our help and the accumulation of 
huge amounts of foreign assets, Saudi Arabia and the other cooperating coun-
tries can now make much bigger cutbacks. They also have more support i n the 
United States. Some people are gett ing r ich sell ing them armaments, c iv i l ian 
goods, construction services, and so on. 

For this reason, the chances of another production cutback become uncom-
for tably high w i thout the protection of excess capacity. T ime is not necessarily 
on our side. 

Tak ing E I A at i ts best, i t provides some very expensive permanent assurance 
of a very small par t of the fue l supply, ten years f r om now. ( I t also tells the 
oi l cartel tha t incremental supplies of oi l are wor th to us much more than even 
the prices they charge today.) Bu t what we need is a sho?*t-time assurance of 
a large par t of the fuel supply. So the Energy Independence Act is useless. 

I t is also expensive. I f the oil-equivalent cost were $21/barrel ( the low end 
of the range for coal-based gas), the premium per barre l would be $9.50 over 
the 1976 cartel price. I f one mi l l ion b / d were provided, the annual insurance 
payment would be $3.5 bi l l ion, fo r which we would have very l i t t l e insurance. 

A stockpile would help. H a l f a b i l l ion barrels would t ie up an investment of 
about $8 bi l l ion, fo r years. Bu t even on conservative assumptions (see Appen-
d ix ) i t would protect us for about a year and a hal f—provided t ha t we reduce 
consumption by 10 percent through a severe excise tax and rat ioning, recycling 
the tax revenues i n order not to penalize consumers as a group. Such a con-
servation program costs us nothing un t i l i t goes into effect. And the knowledge 
that we are prepared makes another cutback less l ikely. 

Some parts of the oi l supply are much more sensitive than others. The penalty 
of a residue fue l o i l shor t fa l l is loss of jobs. I n November 1973 the then U.S. 
Ambassador to Saudi Arab ia predicted a "c r i t i ca l " s i tuat ion at the East Coast 
i f the Arabs d id not increase output " w i t h i n a matter of days" (N.Y. Times, 
November 10, 1973). This was fa r fetched. I n any'case, residual fue l o i l is par-
t icu lar ly cheap to store, here or in Caribbean islands. 

Nat ional security w i l l continue to be a problem, even w i t h emergency stock-
piles here and abroad, so long as o i l production is monopolized, mostly by na-
tions which are ready to damage us. The more money they accumulate, the 
greater the danger. The Energy Independence Act is not merely useless but 
harmfu l , because i t gives the i l lusion of protection. 

Appendix.—Protect ion by Stockpile Against 50 Percent Arab Cutback i n 
1980. 

Assumed.—Arabs produce 65 percent of OPEC o i l ; no non-OPEC impor ts ; 
no significant excess capaci ty; hence 50 percent Arab cutback—33 percent less 
ou tpu t ; consumption cut 10 percent by excise tax and rat ioning. 

Before 
cutback 

After 
cutback Difference 

1. Total consumption 
2. Total imports demanded 
3. OPEC supply 
4. Deficit 
5. 30 pet of normal stocks (45 X 20 X 0.3). 
6. Security stockpile 
7. Total stockpile 
8. Days supply (770-4-1.4) 

.mbd, 

.rnbd. 
mb_. 

.mb_. 

.mbd__ 
mbd._ 
mbd._ 

20.0 
10.0 
10.0 

18.0 

270 
500 
770 
500 

8.0 
6.6 

- 1 . 4 

- 2 . 0 
- 2 . 0 

•3.4 
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T h e CHAIRMAN. W e l l , t h a n k y o u , gent lemen, v e r y m u c h . 
I t ake i t , M r . A k i n s , t h a t y o u f a v o r t h i s l eg is la t i on . Y o u s u p p o r t 

i t . M r . Conan t , y o u p r o b a b l y do n o t s u p p o r t i t a n d y o u w e r e n ' t 
qu i t e as decis ive as t h e o the r members o i the pane l . A t least y o u 
w o u l d n ' t make i t t h e t o p p r i o r i t y . Y o u w o u l d n ' t r e l y on t h i s p l a n . 
A n d M r . L i c h t b l a u , M r . A d e l m a n , a n d M r . M a x w e l l a l l opposed 
t he leg is la t ion . 

F i r s t , M r . L i c h t b l a u , one a r g u m e n t f o r t h i s l e g i s l a t i o n is t h a t we 
s h o u l d do e v e r y t h i n g possib le t o p r o v i d e f o r g rea te r p r o t e c t i o n o f 
o u r prec ious energy resources a n d t h a t w h i l e o the r means m a y be 
m o r e a t t r a c t i v e a n d eff icient, t h a t t h i s a t least is one means. W h e n 
V i c e P res iden t Rocke fe l l e r tes t i f i ed he, f o r example , p o i n t e d o u t t h a t 
w i t h o u t t h i s k i n d o f ac t i on a gas p i p e l i n e t h r o u g h Canada p r o b a b l y 
w o u l d n ' t be b u i l t because i t w o u l d requ i re such an enormous a m o u n t 
o f c a p i t a l a n d i t w o u l d t ake a l o t o f r i s k . H e sa id t h a t some o f t h e 
nuc lea r p l a n t s w o u l d n ' t be const ruc ted. 

N o w y o u answer t h a t t o some ex ten t . Y o u sa id t he reason t h e 
nuc lea r p l a n t s a ren ' t cons t ruc ted is because t h e y are b e i n g h e l d u p 
i n c o u r t a n d because t h e y are b e i n g h e l d u p b y r e g u l a t o r y bodies 
a n d so f o r t h on e n v i r o n m e n t a l g rounds . C a p i t a l i sn ' t t h e f u n d a -
m e n t a l issue. B u t doesn' t i t seem l o g i c a l t h a t a t least some c a p i t a l t o 
b r i n g on scene technolog ies w h i c h are r i s k y , w h i c h are m a r g i n a l , 
a n d w h i c h w o u l d p r o b a b l y n o t be p r o f i t a b l e — t h a t t h i s k i n d o f i n -
ves tmen t w o u l d p r o v i d e sources o f energy we w o u l d n ' t o t he rw i se 
have ? 

M r . LICHTBLAU. T h e o n l y area w h e r e t h i s m i g h t be t h e case i s 
synthet ics . I t h i n k we canno t s t a r t a syn the t ics f u e l i n d u s t r y , shale 
o r coal 

T h e CHAIRMAN. YOU say w e a l r eady have t h a t . W e have a $3 o r 
$4 b i l l i o n p r o g r a m a n y w a y . 

M r . LICHTBLAU. I t ' s n o t a p r o g r a m . I t ' s a b i l l t ha t ' s u n d e r con-
s i d e r a t i o n r i g h t now . 

T h e CHAIRMAN. I t passed the Senate, d i d n ' t i t ? 
M r . LICHTBLAU. I t passed the Senate las t year . I t was t h e $6 

b i l l i o n b i l l w h i c h passed the Senate, b u t i t was de fea ted i n t h e 
House . 

T h e CHAIRMAN. I t p r o b a b l y w o u l d have a be t te r chance t h a n t h i s 
b i l l w o u l d have. 

M r . LICHTBLAU. I w o u l d t h i n k so. I t ' s spec i f i ca l ly d i r ec ted t o t h e 
one area where G o v e r n m e n t f u n d s are requ i red . I d o n ' t t h i n k y o u w i l l 
ever see—or a t least y o u w o n ' t i n t h e n e x t 10 years see a shale o i l 
o r coa l l i q u e f a c t i o n o r gas i f i ca t ion i n d u s t r y get of f the g r o u n d unless 
y o u have G o v e r n m e n t financing o r financial a i d o f some sor t . I t ' s a 
v e r y r i s k i n d u s t r y . P r o b a b l y t h e cost o f l i q u e f a c t i o n coal o r coa l 
gas i f i ca t ion w o u l d be as h i g h as the h ighes t cost o f i m p o r t e d o i l o r 
even h i g h e r . So unless y o u k n o w w h a t t he f u t u r e p r i ce o f o i l w i l l 
be, unless y o u can make an assump t i on t h a t p r i ce o f o i l w i l l con t i nue 
t o r ise 

T h e CHAIRMAN. T h a t ' s one o f t he v e r y t h i n g s t h a t t h i s l e g i s l a t i o n 
w o u l d do, as y o u k n o w . I t w o u l d p r o v i d e p r i ce suppor ts . I t w o u l d 
p r o v i d e gua ran teed pr ices f o r a p e r i o d o f t ime . 

M r . LICHTBLAU. Y e s ; b u t a l l o f t h i s can be done o n a m u c h 
sma l le r a n d m u c h mo re l i m i t e d basis. T h i s is an o v e r a l l b i l l w h i c h 
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5s supposed to s u p p l y financial s u p p o r t f o r every sector o f t he 
energy economy w h i l e there 's o n l y one sector where i t ' s r e a l l y needed. 
F u r t h e r m o r e , y o u c o u l d n ' t poss ib ly spend a n y t h i n g l i k e $100 b i l l i o n 
i n 7 years i n synthet ics . T h e F E A r e p o r t t a l k s about 

T h e CHAIRMAN. N O ; t ha t ' s r i g h t , a n d I t h i n k the p roponen ts o f 
the l eg i s l a t i on w o u l d agree w i t h t h a t . T h e y i nd i ca ted , as I say, t h a t 
m u c h o f t h i s — I t h i n k m o r e t h a n h a l f w o u l d be spent on, i n t h e i r 
v i e w — t h e i r e s t i m a t i o n — w o u l d be spent on nuc lear p l a n t s a n d o thers 
on means o f m o v i n g gas a n d o i l b y p ipe l i ne , t a n k e r a n d so f o r t h . 

M r . LICIITBLAU. W e l l , I w o u l d say t h a t the nuc lear aspect is t he 
most quest ionable. T h e idea t h a t p ipe l ines w i l l n o t be b u i l t unless 
the G o v e r n m e n t g ives t h e m some financial assistance is also v e r y 
quest ionable. E i g h t n o w , the re are several g roups t h a t are fighting 
over w h o shou ld b u i l d the gas p i p e l i n e f r o m A l a s k a t o the U n i t e d 
States. T h e r e are at least th ree p ro jec ts r i g h t n o w u n d e r w a y . So i t ' s 
no t a m a t t e r o f n o t h a v i n g the money . I t ' s a m a t t e r o f w h i c h w a y 
i t shou ld be b u i l t , w h a t are the e n v i r o n m e n t a l impac ts , w h i c h is 
t he most economica l l y jus t i f i ab le , a n d the G o v e r n m e n t w i l l have t o 
make the decis ion. B u t i n none o f these pro jec ts has the re been a 
serious quest ion o f n o t be ing able t o b u i l d t he p i p e l i n e because t h e 
money i sn ' t here. 

A s f a r as nuc lear p o w e r is concerned, I t h i n k there 's a danger i f 
y o u b u i l d mo re nuc lear p o w e r p l a n t s on the basis o f E I A financing 
t h a n u t i l i t i e s w o u l d o therw ise b u i l d , i t w o u l d c lea r l y l ead t o the 
p r o m o t i o n o f e lec t r ic energy a n d t h i s is o f course exac t l y w h a t we 
w o u l d l i k e t o avo id . There 's a g rea t deal the u t i l i t i e s can do t o 
conserve energy me re l y b y c h a n g i n g t h e i r ra te s t ruc tures . 

T h e CHAIRMAN. I ' m t o l d t h a t t he Commerce C o m m i t t e e has a 
reco rd t h a t establ ishes to some ex ten t t h a t c a p i t a l w o u l d no t be 
ava i lab le , especia l ly f o r p ipe l ines. 

M r . LICIITBLAU. F o r p ipe l ines? 
T h e CHAIRMAN. F o r the C a n a d i a n gas p ipe l i ne . 
M r . LTCHTHLAU. I d o n ' t see t h a t . W e l l , y o u k n o w , t ha t ' s an o p i n -

ion . I t h i n k I w o u l d n o t agree w i t h t h a t . I w o u l d t h i n k t h a t the 
money w o u l d be ava i lab le a n d we have seen there 's no p r o b l e m — 
there 's the E l Paso p r o j e c t r i g h t n o w w h i c h obv ious l y w o u l d be 
ava i lab le because o the rw ise t hey w o u l d n ' t be p u s h i n g f o r i t . There ' s 
the C a n a d i a n - A l a s k a n h i g h w a y p ro jec t . A g a i n , t he quest ion o f un -
a v a i l a b i l i t y o f c a p i t a l hasn ' t come up . I f i t is, w e l l , t h e n we can 
l ook a t i t spec i f i ca l l y , b u t I d o u b t v e r y m u c h t h a t t h e u t i l i t i e s 
w h i c h need t h a t gas desperate ly , p l us the companies t h a t have f o u n d 
i t , w i l l n o t be able t o raise t he money to deve lop a n d b u i l d t h a t 
p ipe l i ne . I t ' s an absolute sure t h i n g i f y o u b u i l d t h i s p i p e l i n e there 's 
a ready m a r k e t f o r i t . I t ' s a m a t t e r o f p r i ce perhaps. I t depends on 
w h a t p r i ce t he g o v e r n m e n t w i l l p e r m i t t h i s gas t o sel l i n t he U . S . 
m a i n l a n d , b u t I d o n ' t see a n y cons t ra i n t as f a r as c a p i t a l is con-
cerned t h a t w o u l d p r e v e n t t he b u i l d i n g o f t h a t p ipe l i ne . I can ' t 
i m a g i n e t h a t t h i s cap i t a l w o u l d n ' t be ava i lab le . 

T h e CHAIRMAN. W e l l , le t me ask M r . A d e l m a n , y o u i n d i c a t e d y o u 
t h o u g h t an embargo w o u l d be u n l i k e l y , as I u n d e r s t a n d i t , because 
i f y o u embargo any one c o u n t r y o r t w o count r ies t h a t i t ' s imposs ib le 
f o r the o i l - p r o d u c i n g count r ies t o p reven t o i l f r o m m o v i n g f r o m 
the count r ies t h a t w o u l d be g e t t i n g i t t o the scarce count r ies t h a t 
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needed i t . I i o w about the l i k e l i h o o d o f a w a r ? H o w about t he pos-
s i b i l i t y o f an A r a b - I s r a e l i w a r ? W o u l d n ' t t h a t create a s i t u a t i o n i n 
w h i c h we c o u l d be a t a t e r r i b l e d i sadvan tage a n d a s i t u a t i o n w h i c h 
m i g h t be even m u c h worse t h n the one we h a d i n 1973-74 w h e n we 
h a d t h e deepest recession we have su f fe red i n recent years a loss o f 
$10 o r $20 b i l l i o n i n gross n a t i o n a l p r o d u c t w i t h s k y r o c k e t i n g energy 
pr ices a n d a shor tage o f energy ? 

M r . ADELMAN. Senator , i f such a w a r came about , I ' m sure the re 
w o u l d be ano ther p r o d u c t i o n cu tback , b u t a select ive embargo was 
imposs ib le then , even w i t h t he best o r w o r s t 

T h e CHAIRMAN. I ' m n o t t h i n k i n g about an embargo n o w , b u t a 
w a r . W o u l d n ' t a w a r j u s t resu l t i n a reduc t i on , sha rp r e d u c t i o n i n 
the a v a i l a b i l i t y o f o i l i n t h e M i d d l e Eas t? 

M r . ADELMAN. I t w o u l d resu l t I ' m sure i n a cu tback o f p r o d u c t i o n 
w i t h v e r y m u c h the same resu l ts as p r e v i o u s l y , a r e d u c t i o n i n s u p p l y 
t o a l l c o n s u m i n g count r ies , i n c l u d i n g t he U n i t e d States, w i t h a l l 
t he consequences t h a t y o u have men t ioned . 

T h e CHAIRMAN. M r . A k i n s , you ' r e t h e l o n e — n o t q u i t e t h e l o n e — 
M r . C o n a n t g ives y o u a l i t t l e m o r a l s u p p o r t t h e r e — t h e lone p r o -
p o n e n t o f t h i s leg is la t ion . I n v i e w o f t he p o w e r f u l a r g u m e n t s t h a t 
A i r . M a x w e l l , M r . A d e l m a n , a n d M r . L i c h t b l a u have g i v e n us on t he 
l i k e l i h o o d t h a t t h i s $100 b i l l i o n m i g h t w e l l be was ted a n d w o u l d n o t 
r e a l l y p r o v i d e a d d i t i o n a l energy resources a n d t h a t the re are op t i ons 
ava i lab le , p a r t i c u l a r l y s t ra teg ic reserve, t h a t are f a r m o r e p r a c t i c a l , 
do y o u fee l a t a l l shaken i n y o u r suggest ion t h a t w e s h o u l d go 
ahead w i t h t h i s? 

M r . AKINS. NO. I sa id a t t he v e r y b e g i n n i n g t h a t I d o n ' t t h i n k 
t h i s b i l l w o u l d assure us energy independence. B u t I t h i n k i t ' s one 
o f a series o f act ions w e shou ld take. M a n y o f t he p roposa ls o the r 
witnesses have r e f e r r e d to , I have also r e f e r r e d t o i n m y o r a l state-
m e n t a n d i n t he w r i t t e n s ta tement . I t h i n k f o r examp le we s h o u l d 
c e r t a i n l y move to b u i l d u p a s t ra teg ic reserve f o r t he U n i t e d States. 

I have no doub t t h a t a l o t o f money w i l l be was ted i n a n y c rash 
p r o g r a m . Y o u a lways have money wasted. I have abso lu te ly no d o u b t 
t h a t some o f t h i s $100 b i l l i o n w o u l d be used i m p r o p e r l y , b u t I t h i n k 
t he energy p r o b l e m is so severe we s h o u l d take a l l measures t h a t we 
can to cor rec t i t . I t h i n k a loss o f t he 5 o r 6 m i l l i o n ba r re l s a clay i m -
p o r t s w o u l d be a lmost i n to le rab le f o r us. I t h i n k t h a t the prospects o f 
m u c h h i g h e r i m p o r t s i n 1985 are g rea t a n d I s u p p o r t t h i s b i l l o n l y as 
one measure, one o f m a n y measures we s h o u l d take t o reduce o u r de-
pendence on i m p o r t s . 

A s I sa id ear l ie r , I t h i n k i t ' s d ishonest t o r e fe r t o t h i s as an 
" e n e r g y independence a u t h o r i t y . " I t ' s n o t g o i n g to b r i n g about i nde -
pendence. 

T h e CHAIRMAN. A r e n ' t y o u impressed a t a l l b y the colossal size o f 
t h i s t h i n g , $100 b i l l i o n ? 

M r . AK INS. Yes. W h e n t h e b i l l is presented i t ' s n o t $100 b i l l i o n . 
I t ' s $25 b i l l i o n p l us $75 b i l l i o n i n loans. I t ' s over 10 years a n d a t least 
the au tho rs o f i t 

T h e CHAIRMAN. O n loans, yes, b u t loans t h a t are p r e t t y s o f t r e a l l y . 
M r . AK INS. W e l l , i t ' s h a r d t o say. I p resume t h a t au tho rs o f t h e 

b i l l t h i n k t h a t most o r a l l o f t h i s is g o i n g t o be recovered. 

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



467 

T h e CHAIRMAN-. There 's n o t h i n g i n the leg is la t ion t h a t the l oan 
o n l y be made on the g rounds t h a t the Secretary o f T reasu ry or who-
ever admin is ters the b i l l is convinced t h a t the loans w o u l d be repa id . 

M r . AKINS. T h a t ' s qu i te t rue , b u t $10 b i l l i o n o f t h i s cou ld be f o r 
the A l a s k a n - C a n a d i a n gas p ipe l ine , a p ro jec t t h a t M r . L i c h t b l a u 
po in ted ou t Avill pay off . I f cap i t a l is no t avai lab le, and the Com-
merce D e p a r t m e n t t h i n k s i t ' s no t avai lable, t h i s w o u l d seem a w o r t h y 
candidate. I presume t h a t there are other pro jec ts t h a t w o u l d also 
pav off even tua l l y ; t h a t is, at no cost to the taxpayer . 

T h e CHAIRMAN. W h a t are the prospects f o r negot ia ted set t lement 
i n the M i d d l e Eas t ? 

M r . AKINS. F a i r l y good, b u t n o t y e t — n o t now. I t h i n k we w i l l 
have to w a i t u n t i l t he nex t admin i s t ra t i on . 

T h e CHAIRMAN. U n t i l wha t? 
M r . AKINS. U n t i l the nex t admin i s t ra t i on . I don ' t t h i n k i t ' s possible 

f o r use to p l a y a m a j o r ro le i n the M i d d l e Eas t t h i s year . 
T h e CHAIRMAN. W e l l , we' re t a l k i n g about by 1985 now. Tha t ' s 

w h a t t h i s leg is la t ion i n t imespan w o u l d encompass. Y o u say t h a t no t 
i n 1976 we're no t g o i n g to get a sett lement. 

M r . AKINS. I n 1977 I t h i n k a set t lement is qu i te possible. T h i s was 
t he who le g is t o f m y p resen ta t ion : T h e on l y w a y we can preserve 
ou r energy secur i ty is t h r o u g h peace i n the M i d d l e East . I t h i n k 
peace is qu i te possible. 

T h e CHAIRMAN. M r . M a x w e l l , as I unders tand i t , believes t h a t the 
O P E C car te l is l i k e l y t o weaken as the possib i l i t ies o f peace i n the 
M i d d l e Eas t increase. D o y o u agree w i t h t ha t ? 

M r . AKINS. XO, I don ' t t h i n k so. I don ' t t h i n k t h a t the M i d d l e 
Eas te rn A r a b - I s r a e l i p rob lem has too m u c h to do w i t h O P E C sol i -
d a r i t y . The re are a l o t o f countr ies i n O P E C t h a t are n o t A r a b and 
have l i t t l e in terest i n the A r a b - I s r a e l i sett lement. A n d a l l the coun-
t r ies o f O P E C w h i c h are the best off financially have reasons to 
preserve the o rgan iza t ion . I don ' t t h i n k t h a t i t ' s go i ng to be weakened 
subs tan t ia l l y , a t least no t to the extent t h a t we w i l l benefi t t h r o u g h 
collapse o f o i l pr ices. 

T h e CHAIRMAN. I ' m no t sure t h a t I reca l l—was i t M r . M a x w e l l 
who quoted M r . P a r s k y — o r M r . A d e l m a n quoted M r . P a r s k y say ing 
t h a t the con t i nua t i on o f O P E C is const ruct ive and i m p l i e d i t ' s i n ou r 
interest . I s t h a t y o u r v iew? 

M r . AKINS. XO. I t h i n k t h a t O P E C is, however , a fac t o f l i f e t h a t 
we have to ad jus t to and b l i n d l y say ing t h a t O P E C is about to 

T h e CHAIRMAN. I t ' s a fac t o f l i f e we have to ad jus t to, b u t i t seems 
to me we shou ld make u p our m i n d whether or no t we w a n t th i s k i n d 
o f comb ina t ion o f a ve r y p o w e r f u l car te l p a r t i c u l a r l y i n v iew o f the 
amount o f o i l t h a t they have under t he i r con t ro l and the consequences 
t h a t has f o r our economy. I t w o u l d be to ou r g rea t interest i f t he 
O P E C car te l d i d no t cont inue. 

M r . A K I N S . I t wou ld be very nice i f the O P E C cartel were to dis-
appear, but AVC have to decide Avhether Ave haATe the capabi l i ty of 
mak ing i t disappear or not, and I t h i nk Ave haven't. 

The CHAIRMAN. W e l l , t h a t m a y be, bu t there's also the considera-
t i o n M r . A d e l m a n i m p l i e d t h a t whether or no t Ave ough t to have a 
po l i cy o f encourag ing the O P E C cartel . T h a t ' s a great d isadvantage 
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i t w o u l d seem to me o f o u r consumers, a t least t h a t w o u l d appear t o 
be t h e s i t ua t i on . A p p a r e n t l y , t he S ta te D e p a r t m e n t has some n o t i o n 
t h a t i t ' s a s t a b i l i z i n g fo rce o f some k i n d , t h a t i t p rov i des a basis f o r 
;a n ice o r g a n i z a t i o n s i t ua t i on . 

M r . AK INS. I d o n ' t t h i n k tha t ' s t r u e a t a l l . I t h i n k the re is f i n a l l y 
•-a r e c o g n i t i o n 

T h e CHAIRMAN. W e r e y o u aware o f M r . P a r s k y ' s express ion o n 
th i s? 

M r . AK INS. NO, I h a d n ' t h e a r d about i t . 
T h e CHAIRMAN. W o u l d t h a t ref lect t h e v iews t h a t y o u u n d e r s t o o d 

i n t h e S ta te D e p a r t m e n t ? 
M r . AKINS. NO, n o t exac t l y . I t h i n k there 's a r e c o g n i t i o n t h a t 
T h e CHAIRMAN. W h a t do y o u mean, " n o t e x a c t l y ? " 
A i r . AK INS. I t h i n k there 's r e c o g n i t i o n t h a t O P E C canno t be 

dest royed. 
The" CHAIRMAN. SO w h a t you ' r e s a y i n g i t ' s a f a c t o f l i f e , you ' ve g o t 

t o l i v e w i t h i t a n d t ha t ' s i t ? 
M r . AK INS. T h a t ' s r i g h t . 
T h e CHAIRMAN. I t ' s n o t a m a t t e r o f a p p r o v i n g o f i t . 
A i r . AK INS. A p p r o v i n g o r d i s a p p r o v i n g . 
T h e CHAIRMAN. W e l l , I d o n ' t k n o w w h y we d o n ' t d i s a p p r o v e i t . 

I t doesn' t m e a n — I w o u l d agree w i t h y o u w h o l e h e a r t e d l y , o r A i r . 
Con an t—one o f y o u gen t lemen p o i n t e d o u t h o w r i d i cu lous i t w o u l d 
be f o r us to i nvade S a u d i A r a b i a w i t h m i l i t a r y fo rce . I agree w^ith 
y o u t ha t ' s out rageous a n d w^ould be c o u n t e r p r o d u c t i v e i n t h e w o r s t 
sense. Nevertheless, i t seems t o me i t shou ld be c lear t h a t ou r economic 
a n d p o l i t i c a l in te res t is n o t served b y t he c o n t i n u a t i o n o f O P E C . 

A i r . A K I N S . Y e s . 
T h e CHAIRMAN. J u s t as t h e in terests o f S a u d i A r a b i a a n d t h e 

A r a b coun t r ies w o u l d n ' t be served i f t he consum ing n a t i o n s go t to -
g e t h e r e f fec t i ve ly i n a v e r y p o w e r f u l n e g o t i a t i n g stance w h i c h w e 
h a v e n ' t done a n d p r o b a b l y a ren ' t g o i n g t o be able t o do. W h a t I ' m 
s a y i n g is t h a t I w o u l d t h i n k t h a t o u r po l ic ies w o u l d j u s t f r a n k l y 
a n d hones t l y recognize t h a t f a c t a n d do o u r best t o encourage w h e r e 
w e can t h e d issoc ia t ion o f t h e na t i ons i n O P E C . 

W e l l , m a y I a s k — I w a n t t o come back t o A i r . L i c h t b l a u , a n d I 
also have some quest ions o f y o u o ther gent lemen. A i r . L i c h t b l a u , y o u 
ended u p w i t h a s ta tement o n page 10 whe re y o u said, " W e can o n l y 
hope t h a t i n t he i n t e r v e n i n g 10 years we w i l l have l ea rned m o r e abou t 
ene rgy conserva t ion , enhanced o i l recovery techniques, a n d t h e u t i l i -
z a t i o n o f coa l w i t h o u t e n v i r o n m e n t a l d e g r a d a t i o n , w i l l have con-
s t r uc ted a f i r s t gene ra t i on o f shale o i l a n d coal gas i f i ca t i on p l a n t s 
a n d w i l l have made a b e g i n n i n g i n t h e c o m m e r c i a l deve lopmen t o r 
so lar energy a n d o the r exo t i c f o r m s o f ene rgy . " 

I d o n ' t l i k e t h i s b i l l e i the r , b u t i t seems t o me tha t ' s w h a t the p r o -
ponents o f t h e b i l l i n tended , exac t l y w h a t y o u have here. T h e y w a n t 
t o m a k e these techniques ef fect ive. I t ' s n o t a research b i l l ; i t ' s a de-
v e l o p m e n t b i l l . I t ' s a b i l l t h a t w o u l d t ake these techniques t h a t have 
been deve loped t o some ex ten t a n d b r i n g t h e m o n a n d t r y t h e m o u t 
a n d le t t h e m succeed o r f a i l , b u t w o r k ou t some o f the bugs i n v o l v e d . 

A i r . LICHTBLAU. Y e s ; I was a f r a i d t h i s las t p a r a g r a p h m i g h t be 
cons idered an endorsement o f t he b i l l , b u t i t r e a l l y i sn ' t m e a n t t o be 
t h a t a t a l l . I t h i n k mos t o f t h e t h i n g s i n here are i n t h e research 
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area and no t i n t he area o f commerc ia l development. I can ' t see h o w 
we can spend the k i n d o f money on these t h i n g s over the nex t 10 
years. B u t i f we w i l l have learned someth ing t h r o u g h research, t hen 
i n the post-1985 p e r i o d we can a p p l y some o f the t h i n g s wTe have 
learned i n those 10 years. W e have a 9- o r 10-year p e r i o d l e f t be fore 
o i l i m p o r t s cou ld be so la rge t h a t we s i m p l y w i l l have no w a y o f 
p r o t e c t i n g ourselves against them. I n those 9 o r 10 years some new 
energy subst i tutes can be developed. E n e r g y conservat ion w o u l d be 
a ve ry i m p o r t a n t one. 

T h e CHAIRMAN. YOU say they can be developed and y o u w o n ' t need 
to have some k i n d o f subsidized cap i ta l p r o g r a m to b r i n g t h e m on? 

M r . LICHTBLATT. W i t h the except ion o f synthet ics we won ' t . 
T h e CHAIRMAN. A n d the m a r k e t w i l l b r i n g t h e m on ? 
M r . LICHTBLATT. T h e m a r k e t w i l l b r i n g t hem on and the research 

w i l l b r i n g t h e m on. I n some o f t he most i m p o r t a n t areas money is 
no t at a l l the p r i m e considerat ion. F o r instance, f o r c u r t a i l i n g energy 
demand y o u don ' t need a $100 b i l l i o n p r o g r a m . Y o u m a y need a v e r y 
h i g h excise t a x on gasol ine w h i c h has been proposed i n Congress 
any number o f t imes. I f y o u g r a d u a l l y increase the gasol ine t a x to 
40 or 50 cents perhaps over a 6- o r 7-year per iod , y o u w o u l d have a 
ve ry sharp reduc t i on i n gasol ine demand. I t has n o t h i n g to do w i t h 
investment . 

I n the area o f conservat ion, as I sa id before, y o u can g ive t ax 
cred i ts o r fas t t ax wr i teo f fs to businesses w i i i c h p u t these fac i l i t i es 
in . So, again, there's no money i nvo l ved f o r cap i t a l expendi tures 
t h a t cou ldn ' t be recouped by business. 

So most o f these t h i n g s can be done w i t h o u t any a d d i t i o n a l f unds 
requ i red and where the f unds are requ i red they are avai lab le f r o m 
business because they w i l l pay off . T h a t A l a s k a n gas p ipe l ine is 
g o i n g to pay off . I n f ac t , I don ' t k n o w w h y the Commerce Commi t tee 
said the money w^on't be avai lab le because I k n o w there are th ree 
o r f o u r app l i ca t ions p e n d i n g u n t i l the Government decides w h i c h 
one i t 's g o i n g to approve. 

T h e CHAIRMAN. I t ' s no t the A l a s k a n p ipe l ine I ' m t a l k i n g abou t ; 
i t ' s the Canad ian p ipe l ine . I have a pa roch ia l in terest i n t h a t be-
cause t h a t w o u l d be ve ry h e l p f u l to Wiscons in and the M i d d l e West . 
I was one o f the five Senators w h o vo ted against the p ipe l ine , the 
one the ya re b u i l d i n g now. 

M r . LICHTBLATT. T h e y m a y have p u t i t the w r o n g way , bu t i t ' s too 
late now. A t any rate, these pro jec ts are g o i n g to be b u i i t and I t h i n k 
i f the Government entered i n t o t hem i t w o u l d p robab l y delay them, 
i f any th i ng . W h a t I ' m also a f r a i d o f is t h a t a ve r y la rge p a r t o f 
the money i n t h i s b i l l wTould be loaded on nuclear power and we w i l l 
go the nuc lear w a y w i t h o u t h a v i n g made a decision whether t h i s 
is the best w a y as f a r as our energy sector is concerned, mere ly be-
cause more and more money w i l l be p u t i n t o i t . W e m i g h t perhaps 
have more nuclear power then and less coal power i f we b u i l t some 
o f the nuc lear powerp lan ts at the expense o f coal, ye t , there is a 
quest ion w h i c h o f the t w o is the bet ter , the more secure, as f a r as 
env i ronmen ta l a n d other fac to rs are concerned. So th i s cou ld pos-
s ib ly lead us i n the w r o n g d i rec t ion . 

T h e CHAIRMAN. L e t me ask M r . Conant . V i ce Pres ident Rocke-
fe l le r contends the cont inued dependence on f o r e i g n sources o f o i l 
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c o u l d cause us t o lose c r e d i b i l i t y w i t h o u r a l l i es because t h e y w i l l 
conc l ude t h a t w e are m o r e i n t e r e s t e d i n o u r o w n economic w e l f a r e 
t h a n t h e i r s a n d w e w i l l s ide w i t h t h e o i l s u p p l i e r s r a t h e r t h a n w i t h 
t h e m . I t seems t o m e t h e y m i g h t be m o r e l i k e l y t o d r a w t h a t c o n c l u -
s i o n i f w e e m b a r k e d o n a n expens ive e n e r g y i ndependence e f f o r t 
a n d s h o w e d w e w e r e w i l l i n g t o p a y a n y p r i c e t o ach ieve s e l f - s u f -
f i c i ency w h i l e mos t o f t h e m d o n ' t h a v e t h e c a p a c i t y t o d o t h a t . 

M r . C o n a n t , w h a t do y o u be l ieve w o u l d be t h e r e a c t i o n o f o u r a l l i es 
o f a n e s t a b l i s h m e n t o f a $100 b i l l i o n e n e r g y i ndependence p r o g r a m ? 
W o u l d t h e y fee l s u p p o r t e d o r a b a n d o n e d ? 

M r . COXAXT. G e n e r a l l y , I ' m i n c l i n e d t o agree w i t h y o u , M r . C h a i r -
m a n . T h i s is a c o m p l i c a t e d ques t ion . I t h i n k f o r t h e reasons t h a t I 
h a v e a d v a n c e d i n m y t e s t i m o n y t h a t w e are m o v i n g i n t o a p e r i o d i n 
w h i c h I see c o m p e t i t i o n w i t h M i d d l e E a s t e r n o i l o n t h e p a r t o f a l l 
o f us, t h a t t h e E u r o p e a n s a n d t h e Japanese m i g h t w e l c o m e s i g n a l s 
t h a t w e we re n o t g o i n g t o be as i m p o r t a n t a c o n t e n d e r w i t h t h a t 
source. O n t he o t h e r h a n d , t h e s u p p l y o f e n e r g y is a n i n t e g r a l p a r t 
o f t h e w o r k i n g s o f o u r a l l i a n c e a n d I t h i n k t h e y w o u l d be uneasy 
i f w e m o v e d i n t h a t d i r e c t i o n , t h a t i s o f r e d u c i n g o u r dependence , 
a n d a t t h e same t i m e became less conce rned a b o u t t h e i r o w n v u l n e r -
a b i l i t y , p e r h a p s less c o o p e r a t i v e i n t h e a n t i c i p a t o r y p l a n n i n g t o 
h e l p us secure i n t h e even t o f a n o t h e r s h o r t f a l l ; i t i s a n o t h e r w a y 
o f s a y i n g t h a t w e c a n ' t t h i n k o f e n e r g y s o l u t i o n s o r t h e p r o g r e s s 
w e ' d m a k e i n v e r y b l a c k a n d w h i t e t e r m s . T h i s is a n e n o r m o u s l y 
v i t a l sub jec t a n d t h e reac t i ons v a r y f r o m c o u n t r y t o c o u n t r y . I f w e 
a re s t r o n g i n o u r o w n l e a d e r s h i p i n f o r e i g n p o l i c y , I t h i n k moves 
o f t h i s s o r t w o u l d be m o r e w e l c o m e t h a n n o t . I f t h e y h a v e d o u b t s 
a b o u t o u r s t a y i n g p o w e r , t h e n such a m o v e o f t h a t s o r t w o u l d s i m p l y 
a d d f u e l t o t h e i r o w n uneasiness. 

T h e CHAIRMAN. W o u l d t h e e s t a b l i s h m e n t o f a n E n e r g y I n d e p e n d -
ence A u t h o r i t y t e n d t o s t r e n g t h e n o r w e a k e n t h e b a r g a i n i n g p o w e r 
o f t h e c o n s u m i n g n a t i o n s as a w h o l e ? 

M r . CONANT. V i s - a - v i s p r o d u c e r s ? 
T h e C H A I R M A N . Y e s , s i r . 
M r . CONANT. I t w o u l d be s e n d i n g a s i g n a l , b u t I b e l i e v e — a n d I 

t r i e d t o m a k e t h e p o i n t i n m y t e s t i m o n y — t h a t w e a re s e n d i n g s i g n a l s 
a l r e a d y a n d t h e s t r o n g e r t h e y become w i t h t h e search f o r o f f s h o r e 
resources, i n c o n s e r v a t i o n a n d so on , t h e n t h a t ' s enough . 

T h e CHAIRMAN. W h a t ' s y o u r g e n e r a l assessment o f t h e e f f o r t o f 
c o n s u m i n g n a t i o n s t o ach ieve m o r e o f a vo i ce i n O P E C p o l i c y ? 

M r . CONANT. Success o f c o n s u m i n g n a t i o n s i n a c h i e v i n g m o r e o f 
a vo ice i n O P E C p o l i c y ? 

T h e C H A I R M A N . Y e s , s i r . 
M r . CONANT. YOU m e a n b y t h a t t h e success o f t h e c o n s u m i n g na -

t i o n s i n a f f e c t i n g O P E C p o l i c y ? 
T h e CHAIRMAN. T h a t ' s r i g h t . 
M r . CONANT. Yes . I t h i n k i n t e r m s o f a n o t h e r s h o r t f a l l , be i t a 

se lec t ive e m b a r g o o r a g e n e r a l one o r a r e s u l t o f w a r ; t h e k e y 
O P E C S ta tes n o w recogn ize t h a t w e a re i n b e t t e r shape t o cope 
w i t h such t h a n we have been i n e a r l i e r cr ises. A s f a r as t h e m o s t i m -
p o r t a n t aspect o f c o n s u m i n g n a t i o n s ' s t r a t e g y goes, t h a t i s t o say 
t h e e x t e n t t o w h i c h we w e l c o m e a n d m a k e t h e m a n i n t e g r a l p a r t o f 
t h e i n t e r n a t i o n a l economic a n d f i n a n c i n g sys tem a n d m a k e rea l t h e 
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achievement o f t h e i r deve lopmen ta l object ives i n the m a r k e t s o f con-
s u m i n g S t a t e s — I ' m n o t ye t sat is f ied t h a t we e i the r severa l l y o r 
t o g t h c r have done enough. 

T h e CHAIRMAN. HOW effect ive is t he I n t e r n a t i o n a l E n e r g y A g e n c y ? 
M r . CONANT. Un tes ted . A l l we can say is t h a t we n o w have a n 

agreement between governments , i n w h i c h the U n i t e d States is a 
f o r m a l p a r t , w h i c h has created a f o r m u l a f o r s h a r i n g ava i lab le o i l . 
W e have never h a d t h a t before. 

T h e CHAIRMAN. Senator Stevenson. 
Senator STEVENSON. T h a n k you , M r . C h a i r m a n . I apolog ize f o r 

b e i n g la te and I d o n ' t w a n t t o repeat a n y t h i n g t ha t ' s a l ready been 
gone over , b u t l e t me j u s t say a t t he outset t h a t i t seems t o me t h a t 
i t w o u l d be a g rea t m is take t o labe l t h i s genera l e f fo r t , P r o j e c t I n d e -
pendence. I have been sugges t ing t h a t i t o u g h t t o be renamed P r o j e c t 
Dependence a n d t h a t we o u g h t t o face the i m p o s s i b i l i t y o f t r u e 
energy independence. I f we ' re g o i n g t o r e m a i n dependent o n f o r e i g n 
sources o f energy f o r a l o n g t i m e t o come, c e r t a i n l y t h r o u g h t h i s 
cen tu ry , t hen , consequent ly , one o f ou r object ives o u g h t t o be, i n 
a d d i t i o n t o t he deve lopment o f domest ic sources, t h e d i ve rs i f i ca t i on 
o f f o r e i g n sources o f energy . 

A s a genera l p r o p o s i t i o n , w o u l d y o u a l l agree wT i th t h a t ? L e t me 
a d d one o the r p o i n t t h a t I d o n ' t k n o w i f you ' r e aware o f . T h e re-
cent and, gene ra l l y speak ing , unno t i ced r e p o r t b y t h e U . S . Geo log ica l 
S u r v e y w h i c h , w i t h t h e i m p e r f e c t da ta base we have, concludes t h a t 
most o f t he w o r l d ' s undeve loped a n d und iscovered o i l a n d gas re-
sources are n o t i n t he O P E C nat ions . T h e y are n o t i n t he so-cal led 
C o m m u n i s t count r ies . T h e y are i n A f r i c a , a n d i n A f r i c a t hey con-
c lude t h a t there 's v e r y l i t t l e e x p l o r a t i o n e f fo r t . W h y s h o u l d n ' t we 
make one o f o u r objectves n o t j u s t independence—i t ' s also been ca l led 
the D r a i n A m e r i c a n F i r s t S y n d r o m e — b u t the d i ve rs i f i ca t i on o f f o r -
e i gn sources a n d so t h a t we also end u p w i t h a l a r g e r s u p p l y , reduce 
O P E C i m p o r t s a n d consequent ly p u t some pressure on pr ice? 

T h a t ' s more o f a s ta tement t h a n a quest ion, b u t w o u l d y o u respond 
t o t h a t s ta tement? M r . A k i n s , w e ' l l s t a r t w i t h you . 

M r . AKINS. I t h i n k e x p l o r a t i o n is g o i n g on a r o u n d the w o r l d . T h e 
s ta tement p u t o u t b y the I n t e r i o r D e p a r t m e n t was somewhat m is -
lead ing . I t was based on the n u m b e r o f we l ls d r i l l e d i n the U n i t e d 
States compared t o t he n u m b e r o f we l ls d r i l l e d outs ide the U n i t e d 
States. W e have d r i l l e d f a r too m a n y we l ls a n d have p roduced v e r y 
l i t t l e f r o m each we l l . T h e rest o f the w o r l d has n o t h a d t h i s ex t r ao r -
d i n a r y d r i l l i n g p r o g r a m . 

T o ' m a k e a p r o j e c t i o n f r o m the n u m b e r o f feet d r i l l e d here a n d 
the n u m b e r o f fee t d r i l l e d i n L a t i n A m e r i c a o r t he F a r Eas t o r 
M i d d l e E a s t o r whereve r , a n d say t h a t reserves can be a l i nea r p r o -
jec t ion , I t h i n k is qu i t e m is lead ing . A l o t is b e i n g done a l ready i n 
l o o k i n g f o r o i l a r o u n d the w o r l d . Pe rhaps n o t enough. B r a z i l is one 
o f the count r ies t h a t p r o b a b l y has a l a rge po ten t i a l , b u t t he B r a z i l i a n 
l aws i n h i b i t the p a r t i c i p a t i o n o f f o r e i g n o i l companies i n e x p l o r a t i o n . 
T h e E a s t A s i a n c o n t i n e n t a l she l f poss ib ly is r i c h , b u t a g a i n the C h i -
nese have n o t ye t m o v e d 011 g i v i n g concession or e n t e r i n g i n t o d r i l l -
i n g agreements w i t h companies. B u t , i n genera l t he prospects 
a r o u n d the w o r l d are n o t too good. W e have looked f o r o i l f o r a 
l o n g t ime . W e m a y ye t f i n d ano ther M i d d l e Eas t , b u t the chances 
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are n o t v e r y g rea t . T h e demands o f t h e w o r l d f o r o i l are so e x t r a o r -
d i n a r y t h a t we ' re g o i n g t o have t o l o o k i n a l l areas whe re t he re are 
prospects, b u t t o t h i n k we are g o i n g t o dup l i ca te t h e reserves o f O P E C 
o r even a p p r o a c h these reserves t h r o u g h d r i l l i n g ou ts ide t h e present 
O P E C area w o u l d be o v e r l y o p t i m i s t i c . 

Sena to r STEVENSON. A n y o the r comments o n t h a t c o m m e n t o f 
m i n e ? 

M r . CONANT. Senator , I w o u l d agree w i t h y o u r p ropos i t i ons . 
M r . LICIITBLAU. I w o u l d agree w i t h i t . I t h i n k t h a t o i l supp l ies 

are m o r e o r less i n d i v i s i b l e a r o u n d t h e w o r l d . W h e r e v e r w e can f i n d 
a d d i t i o n a l supp l ies i t w i l l be a pos i t i ve f a c t o r f o r o u r secu r i t y , re -
gard less o f w h e t h e r these are secure o r insecure supp l ies , I t h i n k 
t h e a d d i t i o n o f any insecure s u p p l y is g o i n g t o m a k e o u r o v e r a l l 
s u p p l y m o r e secure because i t ' s g o i n g t o sp read the r i s k so t o t h a t 
ex ten t I t h i n k i t ' s t e r r i b l y i m p o r t a n t t h a t A m e r i c a n o i l compan ies 
l o o k f o r o i l n o t j u s t here, a n d t h a t we d o n ' t measure o u r success 
o n l y b y f i n d i n g o i l w i t h i n t h e U n i t e d States, b u t b y f i n d i n g o i l o n 
a g l o b a l basis. B u t w h a t t h i s requi res, o f course, is a U . S . G o v e r n m e n t 
p o l i c y t h a t w o u l d encourage th i s , a n d we haven ' t seen t h a t l a t e l y . I 
t h i n k t he p h i l o s o p h y o f t he las t severa l years has been, " b r i n g t h e 
o i l companies home. T h e y s h o u l d exp lo re f o r o i l here a n d n o t 
ab road . " O u r t a x p o l i c y has spec i f ica l ly changed aga ins t f o r e i g n o i l 
ac t i v i t i es i f y o u compare i t t o the t a x p o l i c y we h a d i n t he pre-1974 
pe r i od . So I t h i n k a change i n ou r p o l i c y is ca l led f o r . A r e c o g n i t i o n 
t h a t whe reve r o i l is f o u n d i t w i l l a d d t o o u r secu r i t y is i m p o r t a n t . 
W e s h o u l d n o t t h i n k t h a t i f w e d o n ' t f i n d i t i n t h e U n i t e d States i t ' s 
a l l s o m e t h i n g t h a t can be used aga ins t us. 

M r . MAXWTELL. Senator Stevenson, I also w o u l d agree w i t h y o u r 
p o i n t . T h r e e i tems o f pe rhaps some in teres t . T h e greatest areas o f 
p o t e n t i a l reserves t h a t t he o i l companies are specu la t i ng on, n o t h i n g 
mo re t h a n specu la t ion , w o u l d be i n t h e f a r n o r t h o f Canada whe re 
the reserve o f b o t h o i l a n d gas cou ld be vast , b u t we are l o o k i n g a t 
l o n g deve lopmen t t imes a n d i nc red ib l e expense. P e r h a p s a g r e a t t r i -
ang le b o u n d b y the S p i t s b e r g e n - N o r t h Cape o f N o r w a y a n d N o v a v a -
Z e m l y a i n t h e Ba ren t s Sea w h i c h is v e r y e x c i t i n g b u t is l oaded w i t h 
p o l i t i c a l a n d m i l i t a r y p o r t e n t ; a n d t h i r d l y , o f course, t h e M i d d l e 
E a s t ; a n d every i n d i c a t i o n we have is t h a t w h i l e the re are v e r y a t -
t r a c t i v e new geolog ic places b e g i n n i n g i n t h e G u l f o f T h a i l a n d a n d 
A n d a m a n Sea, t h e B o m b a y h i g h o f fshore I n d i a — m a n y places t h a t 
one c o u l d n a m e — t h e p r a c t i c a l effect o f these w o u l d be s m a l l a d d i -
t i o n s t o reserves w h i c h 10 o r 15 years f r o m n o w w o u l d s t i l l leave 
t h e M i d d l e E a s t i n t he present d o m i n a n t p o s i t i o n i t has been s h o r t 
o f these i n c r e d i b l y l a r g e discover ies t h a t w o u l d t a k e p lace i n these 
o the r spots, b u t g i v e n t h e i r expense a n d deve lopmen t t i m e , I guess 
most o f us i n the i n d u s t r y w o u l d con t i nue t o l ook a t t h e d o m i n a t i o n 
o f t h e M i d d l e E a s t f o r t he n e x t 20 o r 30 years i n p r a c t i c a l t e r m s as 
b e i n g a f a c t o f l i f e . 

M r . ADELMAN. Senator , l i k e the others , I agree w i t h the sugges-
t ions . T h e r e w i l l u n d o u b t e d l y be some l a r g e discover ies i n t h e n e x t 
190 years b u t t h e y have v e r y l i t t l e t o do w i t h ou r p rob lems o f s u p p l y 
a n d n a t i o n a l secur i t y i n t he i n t e r v e n i n g 10 o r even pe rhaps t h e suc-
ceed ing 10 years. 
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S e n a t o r STEVEXSON. W e l l , h a v i n g b a s i c a l l y accepted t h e u n d e r l y i n g 
a s s u m p t i o n t h a t d i v e r s i f i c a t i o n o f f o r e i g n sources a n d d e v e l o p m e n t 
o f a d d i t i o n a l sources is des i rab le , n o w I r e t u r n t o t h e i m m e d i a t e 
q u e s t i o n a b o u t t h e adequacy a n d t h e a v a i l a b i l i t y o f c a p i t a l . I t h i n k 
t h i s p r o p o s a l m a y be m i s u n d e r s t o o d a n d q u i t e u n d e r s t a n d a b l y be-
cause o f t h e f o r m i n Avhich i t was i n t r o d u c e d , b u t i n t h e course o f 
these h e a r i n g s t h e V i c e P r e s i d e n t a n d o the rs h a v e i n d i c a t e d t h i s 
s h o u l d be a n i n s t r u m e n t a l i t y t o m a k e c a p i t a l a v a i l a b l e f o r deve lop -
m e n t o f f o r e i g n sources wThere t h a t is needed a n d also f o r deve lop -
m e n t o f such t r a n s p o r t a t i o n as t h e t r a n s - C a n a d a p i p e l i n e wThich I 
u n d e r s t a n d has been a l l u d e d t o , a n d t o t h e w a y o f t h i n k i n g o f m a n y 
o f us, p e r h a p s even m o r e i m p o r t a n t , e n e r g y c o n s e r v a t i o n w h e r e w e 
are r u n n i n g i n t o c r i t i c a l c a p i t a l p r o b l e m s . 

X o w I w a n t t o m a k e sure t h a t a l l o f y o u i n c o n s i d e r i n g t h i s 
p o s s i b i l i t y are a w a r e o f i t s i n t e r n a t i o n a l d i m e n s i o n s — w h a t c o u l d be-
come i n t e r n a t i o n a l d imens ions . T h e U n i t e d S ta tes has a l r e a d y 
es tab l i shed a n E x i m b a n k w h i c h does m a k e financing a v a i l a b l e i n con-
n e c t i o n w i t h A m e r i c a n e x p o r t s f o r t h e d e v e l o p m e n t o f e n e r g y sources 
ab road . T h a t c a p i t a l is n o t supposed t o be m a d e a v a i l a b l e i f i t is 
a v a i l a b l e i n p r i v a t e m a r k e t s a n d y e t t h e E x i m b a n k i s b e c o m i n g a 
source o f t h a t , p a r t i c u l a r l y t h e a d v a n c i n g o f c a p i t a l f o r n u c l e a r re-
ac to rs a n d e n e r g y p r o d u c t i o n f a c i l i t i e s ab road . 

I f t h e U n i t e d S ta tes has c a p i t a l t o m a k e a v a i l a b l e a b r o a d ou ts ide 
t h e p resen t p r o d u c i n g states, a n d i f t h e U n i t e d S ta tes has techno-
l o g i c a l resources t h a t n o o t h e r s ta te has, w o u l d n ' t i t t h e n be i n a 
p o s i t i o n t o do w h a t y o u h a v e a l r e a d y sugges ted s h o u l d be done, o r 
is b e i n g done n o w ? M y i m p r e s s i o n is no . W e c o u l d d o f a r m o r e i f 
we c o u l d m a k e c a p i t a l a n d t e c h n o l o g y ava i l ab le . N o w does a n y -
b o d y care t o c o m m e n t o n t h a t ? 

I m i g h t j u s t say , i f y o u ' r e g o i n g t o say n o — y o u ' r e s a y i n g i t ' s a . 
b a d p r o p o s i t i o n , t h e n I ' m g o i n g t o ask y o u w h y d o n ' t w e j u s t f o l d 
r l i e E x i m b a n k . I s i t b r e a k i n g t h e l a w b y m a k i n g c a p i t a l a v a i l a b l e 
t h a t ' s n o t necessary? 

M r . CONANT. C o u l d I con f ine m y r e m a r k s t o t h e q u e s t i o n o f c a p i t a l 
a n d t e c h n o l o g y f o r o i l , f o r t h e o i l search? I w o u l d be s u r p r i s e d , Sen-
a to r S tevenson, i f t h e r e w a s a n y l a c k o f a v a i l a b l e p r i v a t e c a p i t a l 
f o r e x p l o r a t i o n a n y w h e r e i n t h e w o r l d . I w o u l d be w i l l i n g t o con-
cede t h a t h a v i n g f o u n d a s i g n i f i c a n t resource d e v e l o p m e n t a l costs o f 
a n area Avhich was a p p a l l i n g e n v i r o n m e n t a l l y a n d t e c h n i c a l l y , such 
as o f f t he N o r t h Cape , t h a t those d e v e l o p m e n t a l costs m i g h t p r o v e 
t o be a v e r y h e a v y b u r d e n a n d p e r h a p s too m u c h . B u t I f ee l q u i t e 
ce r t a i n , S e n a t o r , t h a t t h e r e a l p r o b l e m is n o t t h e ques t i on o f c a p i t a l 
because i f t h e resource is f o u n d i n suf f ic ient m a g n i t u d e , I t h i n k t h e 
c a p i t a l w o u l d be m a d e a v a i l a b l e p r i v a t e l y . 

T h e r e a l ques t i on i s t h e d u r a b i l i t y o f t h e ag reemen ts t h a t a re 
reached be tween those w h o a re s e a r c h i n g f o r o i l , d e v e l o p i n g i t a n d 
w a n t i n g t o p r o d u c e i t f o r t h e w o r l d m a r k e t a n d t h e hos t g o v e r n -
m e n t T h i s t o m e is p r o b a b l y t h e N o . 1 p r o b l e m w h i c h causes a n 
A m e r i c a n c o m p a n y t o be r e l u c t a n t t o g o a g a i n ab road . T h e r e f o r e , I 
t r y t o t h i n k o f w a y s i n w h i c h t h e d u r a b i l i t y o f these u n d e r s t a n d i n g s 
c o u l d be i m p r o v e d . I f w e we re ab le t o do t h a t , t h e n I t h i n k t h e cap i -
t a l p r o b l e m w o u l d s i m p l y n o t be u n d e r t a k e n o r be b e f o r e us. 
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Senator STEVENSON. M a y I resopnd t o t l i a t p o i n t ? I ' v e t r i e d to 
address the same p r o b l e m b y , a m o n g o the r t h i n g s , p r o p o s i n g t h a t an 
agency o f t h e U . S . G o v e r n m e n t assert t h e a u t h o r i t y o f t h i s G o v e r n -
m e n t i n t he nego t ia t ions w i t h t h e gove rnmen ts o f f o r e i g n p roduce rs 
f o r j o i n t ventures, p r o d u c t i o n f ac i l i t i e s a n d also purchase o f o i l . 
W o u l d y o u s u p p o r t such a p roposa l as t h a t ? I t ' s rece ived every k i n d 
o f abuse a n d i t ' s qu i t e adap tab le t o a n y cons t ruc t i ve suggest ions t h a t 
y o u w o u l d l i k e t o make. A t t he m o m e n t i t has no chance o f b e i n g 
enacted i n t o l a w . 

M r . CONANT. I w o u l d n o t }^et s u p p o r t such a p roposa l . I ' m a l l t oo 
conscious f r o m m y recent exper ience i n g o v e r n m e n t t h a t p r o b l e m s 
get added w h e n gove rnmen ts i n v o l v e themselves i n m a t t e r s as v i t a l 
as energy i n overseas re la t i onsh ips . I w o u l d be in te res ted i n h a v i n g 
a c o u n t r y ' s acceptance o f an energy resource deve lopmen t p r o j e c t 
m ade p a r t o f t he genera l c red i t wo r th i ness o f t h a t c o u n t r y a n d even 
go so f a r as t o have an i m p l i e d U . S . in te res t i n t h e p r e s e r v a t i o n o f 
t he agreement w i t h o u t d i r ec t i n v o l v e m e n t . 

I t seems t o me, f o r examp le , t h a t w e have n o t ye t been able t o use 
t h e f a c i l i t i e s o f t he W o r l d B a n k t o w a r d such an end. I ' m n o t t h i n k -
i n g o f t he p r o v i s i o n o f c a p i t a l t o rep lace t h a t o f p r i v a t e i n d u s t r y , , 
b u t t h e sanc t ion o f an i n s t i t u t i o n l i k e t h e W o r l d B a n k t o h e l p p re -
serve t h e sanc t i t y o f these agreements. 

Sena to r STEVENSON. W e l l , t h e i n v o l v e m e n t as a c r e d i t o r w o u l d 
accomp l i sh t h a t purpose, w o u l d i t no t? 

M r . CONANT. T h r o u g h the aegis o f t h e W o r l d B a n k ? 
Sena to r STEVENSON. W e l l , t h r o u g h t h e aegis o f a n E n e r g y I n d e -

pendence A u t h o r i t y o f t h e k i n d w e are desc r i b i ng also. 
M r . CONANT. I n m y v i e w , I d o n ' t t h i n k i t ' s necessary t o have an 

E I A a t t h i s p o i n t . W e have so m a n y o the r t h i n g s t h a t w e s h o u l d 
t r y f i r s t be fo re g o i n g once mo re t o the p u b l i c t r o u g h , a n d I t h i n k 
t h a t i n m y ea r l i e r remarks , Senato r , I emphas ized the necessity o f 
p roceed ing r a p i d l y on t he rev iew o f t h e r e g u l a t o r y process, h o w 
l o n g i t takes, can i t be cu t d o w n , can o u r ob ject ives be m e t w i t h o u t 
these i n o r d i n a t e delays. I ' m j u s t uneasy about p roceed ing such a 
massive w a y w h e n I ' m n o t sure t h a t t h e need exists a t t h i s t i m e . 

Sena to r STEVENSON. B e f o r e we go on, wTe have a n u m b e r o f p r o p o -
s i t ions on t he tab le . W o u l d o thers l i k e t o respond? 

M r . ADELMAN. Senator , t he re is a l i t t l e b i t o f h i s t o r y r e l evan t i n 
t h i s connect ion o f w h e t h e r a g o v e r n m e n t o u g h t t o i n v o l v e i t se l f i n 
o i l p r o d u c t i o n inves tments outs ide i t s borders . A n u m b e r o f com-
panies o p e r a t i n g i n the O P E C area were p a r t l y o r w h o l l y g o v e r n -
m e n t o w n e d a n d t hey were e x p r o p r i a t e d j u s t as fas t as t h e p r i v a t e 
companies. 

Sena to r STEVENSON. T a k e f o r j u s t a m o m e n t t h e ques t ion o f the-
a v a i l a b i l i t y o f cap i t a l . I n d e a l i n g w i t h t h e va r i ous A r c t i c gas p r o -
posals t h a t Avere made i n Congress, one o f the p rob lems t h a t we 
faced is t he r i s k t o t r a n s p o r t a t i o n f ac i l i t i e s a n d t h e p r o t e c t i o n o f t h e 
west coast a n d t r a n s p o r t a t i o n across Canada w i t h o u t , o f course, a t 
t h a t p o i n t k n o w i n g w h a t t h e po ten t i a l s are f o r d iscover ies i n t h e 
B e a u f o r t S e a — I don ' t bel ieve t h a t anyone, i n c l u d i n g the p r o p o n e n t s 
o f these app l i ca t i ons , i n c l u d i n g C a n a d i a n off icials, t h e financial ex-
pe r t s—has c l a imed t h a t i t w o u l d be possible, r emo te l y possible f o r 
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p r i v a t e money m a r k e t s t o finance e i ther o f these $10 b i l l i o n p ipe l ines . 
D i d I hear accura te ly t h a t y o u gen t lemen are m a k i n g such a c la im? 

M r . LICHTBLAU. I t h i n k i t w o u l d be possible. I d o n ' t see t h a t t h i s 
is g o i n g t o be v e r y bas ica l l y d i f f e ren t f r o m the A l a s k a p i p e l i n e 
w h i c h was financed p r i v a t e l y . I d o n ' t mean p r i v a t e l y o u t o f c o m p a n y 
earn ings , b u t t h r o u g h bonds a n d o the r t r a d i t i o n a l financial sources. 
I t h i n k an $8 o r $10 b i l l i o n p r o j e c t o f t h i s so r t c o u l d p r o b a b l y be 
financed over a p e r i o d o f t ime . 

Senator STEVENSON. M a y b e you ' r e m a k i n g an assump t i on w h i c h 
I ' m n o t m a k i n g . A r e y o u assuming an " a l l events t a r i f f " f o r n a t u r a l 
gas ? T h e r e is one assumpt ion u p o n w h i c h the re are some assessments 
t h a t c a p i t a l c o u l d be f o u n d i n the p r i v a t e m a r k e t . T h a t assumpt ion 
is an " a l l events t a r i f f " o n n a t u r a l gas. T h a t assumpt ion is unreason-
able. T h e r e is n o t a regulator }^ commiss ion i n any o f t he consum ing 
states t h a t w i l l accept i t a n d t h e y have made i t b l u n t l y a n d mos t 
e m p h a t i c a l l y c lear t o us. T h i s is one o f those noneconomic , non-
m a r k e t fac ts o f l i f e t h a t somebody has t o face. F i r s t o f a l l , do y o u 
disagree w i t h me, o r i f i t is an unreasonable assumpt ion do y o u s t i l l 
suggest t h a t p r i v a t e m a r k e t s w i l l s u p p l y t he cap i t a l? 

M r . LICIITBLAU. I f t h e c a p i t a l cannot be s u p p l i e d p r i v a t e l y a n d 
I ' m n o t conv inced i t cannot , b u t i f i t cannot , I t h i n k t h i s w o u l d be a 
specia l case a n d maybe a specia l l a w , specia l financing means can be 
devised. W e s t i l l d o n ' t need an o v e r a l l energy agency f o r a p e r i o d 
o f 10 years t o l o o k a t any n u m b e r o f p ro jec ts a n d a m o n g t h e m I 
t h i n k a tomic energy , nuc lear energy is the most i m p o r t a n t one. Y o u 
get t h a t f e e l i n g ou t o f r e a d i n g t he a d m i n i s t r a t i o n ' s b a c k g r o u n d com-
ments. I w o u l d also say t h a t w h e n y o u read t h e F E A ' s P r o j e c t I n -
dependence r e p o r t t h a t j u s t came ou t i n F e b r u a r y y o u don ' t get t h e 
impress ion t h a t c a p i t a l shortages are g o i n g t o r e a l l y i m p i n g e on 
the energy deve lopment i n the U n i t e d States, w i t h the excep t ion o f 
t he syn the t i c fue ls a rea ; t h a t w h i l e the re are p rob lems, acco rd ing t o 
the F E A ana lys is mos t o f the money is expected t o be ra ised w i t h i n the 
i n d u s t r y o r w i t h i n conven t i ona l t r a d i t i o n a l channels. W h e n y o u go 
t l i r o u g h t h a t F E A r e p o r t , p a r t i c u l a r l y the o i l a n d gas sections, there 
is no expec ta t ion t h a t a m a j o r shor tage o f c a p i t a l r e a l l y w i l l res t r i c t 
the deve lopment o f o i l a n d gas, i n c l u d i n g A l a s k a n o i l a n d gas. 

Senator STEVENSON. DO y o u u n d e r s t a n d w h a t some o f us are sug-
ges t ing? W e are n o t p r o p o s i n g to make a n y t h i n g ava i lab le t h a t i sn ' t 
necessary. T h i s is o n l y f o r the ad hoc emergency s i t u a t i o n where the 
m a r k e t doesn' t p roduce the cap i t a l , a n d I g r a n t y o u the re are a l o t 
o f p rob lems i n t r y i n g t o d r a f t i t a n d i t m a y be imposs ib le , b u t t he 
o n l y purpose is t o have c a p i t a l ava i lab le on a v i r t u a l l y emergency 
basis. N o w y o u have ca rved ou t one possible except ion , t he p ipe l i ne . 
Y o u have also m e n t i o n e d syn the t i c fue ls as ano ther area. 

M r . LICIITBLAU. There 's a separate b i l l on t h a t i n Congress else-
where . 

Senator STEVENSON. T h a t ' s w h a t I ' m g e t t i n g at . W e ' r e g o i n g t o 
have a separate b i l l f o r every energy conserva t ion system or p ipe -
l ine. W e have a $10 b i l l i o n conserva t ion b i l l ou t o f t he Commerce 
Commi t t ee tha t ' s n o w come to t h i s commi t tee because o f i t s relevance 
to t h i s o the r l eg i s l a t i on t h a t we ' re p ropos i t i on . W e ' r e c a r v i n g o u t 
syn the t i c fue ls , ano ther m u l t i b i l l i o n d o l l a r area. W e have such o ther 
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r e s p o n s i b i l i t i e s as t h e f i n a n c i n g o f s o l i d was te t r e a t m e n t f a c i l i t i e s , 
m u n i c i p a l f a c i l i t i e s w h i c h w i l l p r o d u c e n o t o n l y e n e r g y b u t a lso 
a l u m i n u m a n d steel. T h e t e e c h n o l o g y i s t h e r e b u t t he re ' s j u s t n o fi-
n a n c i n g o f such s o l i d was te t r e a t m e n t f a c i l i t i e s f o r m o s t m u n i c i p a l i -
t i es a n d i f t h e y d o n ' t h a v e c r e d i t w o r t h i n e s s t h a t , t o o , m i g h t f a l l 
w i t h i n t h e aegis o f t h i s agency even t h o u g h t h e p u r p o s e s i n t h a t 
case a re m u l t i p l e . 

W o u l d y o u suggest s t i l l a n o t h e r agency f o r t h a t a rea o r i s t h a t 
one n o t w o r t h y o f spec ia l a t t e n t i o n ? 

M r . LICHTBLAU. W h a t c r i t e r i a d o w e h a v e i n each o f these cases 
t h a t t h e l o w e s t cost, t h e m o s t economic p r o j e c t is b e i n g financed? F o r 
i ns tance , the re ' s a n e w sugges t i on t h a t n a t u r a l gas i n A l a s k a bo 
t u r n e d i n t o m e t h a n o l a n d be s h i p p e d b y t a n k e r s f r o m a c e r t a i n p o i n t 
t o m a r k e t s . I ' m n o t s a y i n g t h i s i s g o o d o r b a d , b u t i t ' s a n e w i dea a n d 
p e r h a p s t h e economic b a t t l e be tween t h e v a r i o u s p r o j e c t s w i l l r e s u l t 
i n s o m e t h i n g b e t t e r t h a n w o u l d o t h e r w i s e be t h e case, b u t w e h a v e n o 
g u a r a n t e e t h a t i f t h e e n e r g y a u t h o r i t y moves i n i t w i l l r e a l l y o f f e r 
t h e m o s t e c o n o m i c a l l y j u s t i f i a b l e . 

S e n a t o r STEVENSON. M r . L i c h t b l a u , t h a t ' s o u r d e t e r m i n a t i o n . W e 
c a n ' t m a k e t h e dec is ion i n Congress o n e v e r y s i n g l e p r o j e c t b u t w e 
c a n d o s o m e t h i n g t h a t t h e a d m i n i s t r a t i o n is n o t d o i n g i n i t s p r o p o s a l . 
W e c a n es tab l i sh c r i t e r i a . I ' m t r y i n g t o es tab l i sh some v e r y t o u g h 
c r i t e r i a i n c o n n e c t i o n wT i th m e t h a n o l t r a n s i t a n d o thers . T h a t ' s t h e 
best w e can do a n d w e s h o u l d d o i t . W e s h o u l d a t t e m p t i n t h e cases 
o f these a l t e r n a t i v e e n e r g y p r o p o s a l s f o r p u b l i c financing, i t seems 
t o me , t o es tab l i sh c r i t e r i a i n c l u d i n g cost -benef i t r a t i o s . M a y b e we 
w a n t t o do s o m e t h i n g t o d o w n g r a d e t h e n u c l e a r a rea w h i c h y o u m e n -
t i o n e d . T h e r e c e r t a i n l y o u g h t t o be some a t t e n t i o n t o t h e e n v i r o n -
m e n t a l p r o b l e m s , c e r t a i n l y some a t t e n t i o n t o t h e w h o l e q u e s t i o n o f 
dependence o r i n te rdependence . W e can b u i l d some s a f e g u a r d s . 

M r . LICHTBLAU. I f y o u change t h e b i l l , i f y o u b u i l d some safe-
g u a r d s i n t o i t , I ' d l i k e t o l o o k a t i t a g a i n . A s i t is , I d o n ' t see a n y 
s a f e g u a r d s . I see a b l a n k check o f $100 b i l l i o n . 

S e n a t o r STEVENSON. T h a t ' s a n a t r o c i o u s p r o p o s a l a n d I d o n ' t 
q u a r r e l w i t h y o u r c h a r a c t e r i z a t i o n o f i t , i f t h a t is t h e p o s i t i o n b e i n g 
t a k e n here . I m i g h t say i t ' s n o t t h e first t i m e i t ' s been t a k e n a n d 
enac ted i n t o l a w . T h e E x i m b a n k is a $35 b i l l i o n c a r t e b l a n c h e f o r 
t h e e x p o r t sector o f o u r econom}^ a n d i n t h i s case I d o n ' t t h i n k 
t he re ' s a n y ser ious t h o u g h t a t a l l u p he re t o c reate a ca r t e b l a n c h e . 
I f t he re ' s g o i n g t o be a n y t h i n g , i t ' s g o i n g t o h a v e some t o u g h c r i t e r i a 
a n d w e a re i n t e r e s t e d i n i n s u r i n g t h a t t h e c a p i t a l i s a v a i l a b l e w h e n , 
a n d w h e r e , a n d i f , i t ' s needed. W e need some h e l p i n d e v e l o p i n g 
those c r i t e r i a . T o m e n t i o n j u s t a n o t h e r area, coa l c o n v e r s i o n t o o i l 
a n d t o gas. I t h i n k t h e la tes t figures o n t h e c o m m e r c i a l i z a t i o n o f t h e 
g a s i f i c a t i o n p l a n t a re u p o v e r ' p / 2 b i l l i o n each. 

M r . LICHTBLAU. That goes into the area of synthetic fuels. I agree 
th is is one where where Government help is absolutely required. 

S e n a t o r STEVENSON. B u t i t ' s a b i g area. 
M r . A D E L M A N . I wonder i f I m ight disagree w i t h Air . L ich tb lau 

on this point. Where capital is not available, pr ivate capital, that's 
an indicat ion that the anticipated price is going to be lower than 
the anticipated cost. Now there may be reasons for subsidizing the 
development and production of this fuel, but I t h ink each such pro-
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posed subs idy o u g h t t o be c a r e f u l l y examined. T h e r e are t w o p r i n -
c i p a l ob ject ions. One, i f y o u ' r e se t t i ng the p r i ce , let 's say o f gas 
f r o m coal a t w h a t ' s c u r r e n t l y es t imated i n te rms o f o i l equ iva len t 
a r o u n d $21 t o $24, y o u ' r e s e r v i n g no t ice on t he ca r te l t h a t inc remen-
t a l energy supp l ies are w o r t h t o y o u a lmos t t w i c e as m u c h as t he 
c u r r e n t p r i ce . I t h i n k t ha t ' s b a d f r o m ou r p o i n t o f v i e w a n d good 
f r o m the i rs . 

T h e second p o i n t is t h a t i f , nevertheless, we are g o i n g t o subsidize 
t h i s o r ano ther energy source, subsidies t o c a p i t a l are t h e w o r s t pos-
sib le w a y o f d o i n g i t a n d l oan guarantees are one means o f subs id iz-
i n g cap i ta l . Y o u ' r e encou rag ing people t o overuse the cheap a n d 
a b u n d a n t resource ins tead o f l o o k i n g t o see the best m e t h o d o f b lend-
i n g cap i ta l , r a w ma te r i a l s , t r a n s p o r t a t i o n a n d so on. Y o u ' r e t e l l i n g 
t h e m to bear d o w n on the c a p i t a l in tens ive m e t h o d a n d M r . L i c h t -
b lau 's p o i n t o f coal versus nuc lear is I t h i n k a v e r y good examp le o f 
t h a t . 

Senator STEVENSON. W e l l , m y t i m e is u p . 
T h e C H A I R M A N . G O a h e a d . 
Senator STEVENSON. L e t me j u s t conclude b y say ing , M r . C h a i r -

m a n , t h a t we can r e l y on the m a r k e t t o make t h e c a p i t a l ava i lab le 
a n d r e l y on j u d g m e n t s i n t h e marke tp l ace about where the r e t u r n is, 
where the h ighes t r e t u r n is, where t he safest r e t u r n is, j u d g m e n t s 
t h a t a ren ' t g o i n g t o have a n y t h i n g t o do w i t h w h a t is r ea l l y best f o r 
the c o u n t r y over t he longest p e r i o d o f t ime . W e ' r e g o i n g t o end u p I 
t h i n k w i t h m isa l loca t ions o f resources, no t w i t h the a l l oca t i on o f 
cap i t a l resources t o m a j o r conserva t ion ef for ts , f o r example , whe re 
t h e r e t u r n is n o t immed ia te , no t pe rhaps t o solar energy , a n d even 
some o f t he s h o r t - t e r m poss ib i l i t i es have p o l i t i c a l f ac to rs a t w o r k o r 
u n k n o w n quan t i t i es t h a t m i g h t ma te r ia l i ze , a n d y o u w o n ' t get t he 
cap i t a l . T h e system across Canada f o r A r c t i c gas m a y be a m a r g i n -
a l l y a t t r ac t i ve o r u n a t t r a c t i v e t r a n s p o r t a t i o n system f r o m A l a s k a 
a n d the M c K e n z i e de l ta , b u t i f i t ' s b u i l t i t can become the f i r s t step 
t o w a r d the t r a n s p o r t a t i o n system f o r the t ransmiss ion o f o i l ou t o f 
t he B e a u f o r t Sea. W e l l , i n the p r i v a t e money m a r k e t s t h e y can ' t 
m a k e t h a t j u d g m e n t u n t i l years f r o m n o w w h e n we k n o w wha t ' s i n 
t he B e a u f o r t Sea. B u t i n the mean t ime , we can leave t h e gas u p 
the re a n d t r y t o t u r n i t i n t o f e r t i l i z e r i n A l a s k a or some th i ng l i k e 
t h a t , b u t the m a r k e t a t the m o m e n t is n o t i n t he p o s i t i o n t o make 
t he k i n d o f j u d g m e n t s t h a t y o u were s a y i n g shou ld be made. N o w 
i n a l l those s i tua t ions , w h y d o n ' t y o u agree w i t h me t h a t we o u g h t 
t o have an agency t h a t can make j u s t exac t l y t h e j u d g m e n t s w h i c h 
I t h i n k y o u are s a y i n g o u g h t t o be made a n d i n some cases on 
grounds^ w h i c h are t r a d i t i o n a l g rounds , b u t w h i c h p r i v a t e sources 
cannot j udge , because o f these uncer ta in t i es a n d because p r i v a t e 
sources j u s t a ren ' t p a r t i c u l a r l y in terested? 

M r . ADELMAN. IS t he quest ion addressed t o me? 
Senato r STEVENSON. T h a t ' s ano the r one o f m y quest ions i n case 

y o u cou ldn ' t t e l l . 
M r . MAXWELL. C o u l d I have a go at t h a t one? 
Senator STEVENSON. GO r i g h t ahead. 
M r . MAXWELL. I ' l l t r y t o make i t v e r y shor t . I t h i n k t h a t o f the* 

m a n y p ro jec ts t h a t such an agency w o u l d unde r take , Sena to r Steven-
son, obv ious l y the re w o u l d be some b i g w inners . I t h i n k t he p r o b l e m 
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t h a t mos t o f us have i n dea l i ng w i t h t he p r o p o s i t i o n t h a t we s h o u l d 
go ahead on a b r o a d f r o n t is t h a t the re m a y be a co l lec t ion o f non -
w inne rs a m o n g the w i n n e r s t h a t is abso lu te ly o v e r w h e l m i n g as t he 
ve r y best p ropos i t i ons are b r o u g h t t o t h e commerc ia l sphere a n d are 
f o r v a r i o u s reasons re jec ted a n d t h e n are subsequent ly pushed of f 
i n t o an o r g a n i z a t i o n such as E I A . T h e r e f o r e , t h e o r g a n i z a t i o n w i l l 
p o i n t to i t s successes b u t t h e f a i l u r e s w i l l be l a r g e enough a n d f r e -
quen t t h a t quest ions w i l l be ra ised a t t he end o f t he process as t o 
w h e t h e r the t o t a l a l l oca t i on o f c a p i t a l w o u l d have been as a t t r a c t i v e 
t o w a r d s E I A as a l l o w i n g t h a t same c a p i t a l t o be t a k e n b y t he com-
m e r c i a l m a r k e t a n d pushed i n t o areas such as g rea te r coa l use o n 
t he cor rec t b u r n i n g base o r n a t u r a l gas p r i ce r ises w h i c h causes i n -
cent ives w h i c h a l lows us t o p roduce m o r e conven t i ona l f u e l such as 
n a t u r a l gas, t he quest ion o f t o t a l r e t u r n t h a t we ' re t a l k i n g abou t here. 
I ' m n o t d i sag ree ing w i t h y o u r p o i n t t h a t the re w i l l be some areas 
w h e r e c a p i t a l is a f r a i d t o t read . 

M r . ADELMAN. Senator , I t h i n k y o u s ta ted qu i t e e l oquen t l y t h e 
case f o r t he G o v e r n m e n t spend ing t o acqu i re k n o w l e d g e w h i c h 
-doesn't p a y a n y b o d y , a n y p r i v a t e p a r t y , t o acqu i re o n i t s o w n be-
cause i t can ' t cap tu re t he use o f t h a t know ledge . I w o u l d p o i n t o u t 
t h a t t h i s k i n d o f s p e n d i n g requ i res t h e v e r y same f a c i l i t i e s w h i c h 
are g o i n g t o be d r a w n d o w n b y large-scale p ro jec ts o f t h e k i n d w e 
have been t a l k i n g about . M o n e y is t h e least o f t he p r o b l e m , b u t some 
m a t e r i a l s a n d eng inee r i ng k n o w - h o w are s m a l l pools , q u i c k l y p re -
empted . So i f we are to l e a r n m u c h more , f o r examp le , abou t shale 
o i l e x t r a c t i o n b y be t te r methods, o r so lar energy , a n d so on, we 
•can't do t h e m w h i l e a t the same t i m e we have an e x t r a v a g a n z a o f 
large-scale deve lopment . 

T h e CHAIRMAN. M r . M a x w e l l , an economic a r g u m e n t f o r t he b i l l 
is t h a t i f we con t inue to spend b i l l i o n s o f do l l a r s a b r o a d f o r f o r e i g n 
o i l t h i s takes a w a y jobs a t home. N o w we k n o w t h a t w h e n w e do 
spend t h a t money the A r a b s are d o i n g some th i ng w i t h t h e money . 
T h e y are b u y i n g goods i n i n d u s t r i a l na t i ons a n d t h e y are b u y i n g a 
g r e a t deal f r o m us. L a s t yea r we h a d t he mos t f a v o r a b l e ba lance o f 
t r a d e we have ever had . W h a t happens i f we b u y energy se l f - su f -
f ic iency t h r o u g h t h i s l eg i s l a t i on a t a h i g h cost? W i l l we l o w e r u n -
e m p l o y m e n t a n d bo ls ter ou r economy o r w o u l d we j u s t lose jobs i n 
the e x p o r t sector a n d g a i n t h e m i n t h e energy sector w i t h no rea l 
net ga in? 

M r . MAXWELL. W e l l , I t h i n k you ' r e aware , M r . C h a i r m a n , t h a t as 
an energy specia l is t y o u have asked me s o m e t h i n g somewha t ove r 
m y head. I ' l l r e p l y a n y w a y because y o u asked me a n d I do have an 
o p i n i o n b u t t he quest ion o f e x p o r t jobs is a v e r y comp lex one, p a r -
t i c u l a r l y as i t i nvo lves t h i n g s t h a t are f a r b e y o n d energy , b u t w e 
are t a l k i n g abou t t he p e t r o d o l l a r r e c y c l i n g p r o b l e m a n d l o n g - t e r m 
balance o f p a y m e n t . I w o u l d m a i n t a i n t h a t those w h o bel ieve t h a t 
s h a r p l y r a i s i n g levels o f i m p o r t s f r o m a p u r e l y economic p o i n t o f 
v i e w we are n o t d iscuss ing p o l i t i c a l o r m i l i t a r y — i s a d isas t rous 
course t o e m b a r k on. O b v i o u s l y the M i d d l e E a s t is i n t h e p o s i t i o n 
f o r t he n e x t 20 years t o p u t i t g r a p h i c a l l y i f t h e y w i s h t o b u y t h e 
A m e r i c a n w a y o f l i f e , a t least t he Saud is do. W e ' r e l o o k i n g a t t h e 
c rea t i on o f an i nc red ib le i n f r a s t r u c t u r e s t a r t i n g w i t h roads a n d u t i l i -
t ies a n d a i r p o r t s a n d h a r b o r s a n d p o r t s g o i n g i n t o t h e m a i n i n d u s -
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t r i a l areas, even tua l l y e n d i n g u p i n l i g h t i n d u s t r y , h o u s i n g a n d so 
on, a t t h e a m o u n t o f business w h i c h wre can t ransac t over the re i n 
w h i c h we h e l p t h e m i n p rocurements o f m a t e r i a l , eng inee r i ng de-
s ign , cons t ruc t i on w o r k , g i v i n g t h e m the benef i t o f o u r t echno logy 
a n d e x p o r t i n g vas t amoun ts o f equ ipmen t , m a c h i n e r y a n d process 
k n o w - h o w is huge. T h e r e m a y be m a n y years d o w n t h e r o a d a s i tu -
a t i o n i n w h i c h w e canno t e x p o r t these t h i n g s t o t he degree w h i c h we 
are i m p o r t i n g o i l , b u t su re ly t h i s is a g rea t j o b c rea to r a n d w i l l be 
so f o r m a n y , m a n y years. 

T h e CHAIRMAN. O f course, n o w we ' re se l l i ng t h e m arms. W e ' r e 
b u y i n g t h e i r o i l a n d t hey ' r e b u y i n g o u r arms. 

M r . MAXWELL. T h a t p a r t pe rsona l l y , M r . C h a i r m a n , I w o u l d l i k e 
t o see reduced a n d the huge economic flow increased. 

T h e CHAIRMAN. B u t t he p r i n c i p a l economic effect is t h e f a c t t h a t 
t he ex ten t t h a t we are dependent on f o r e i g n o i l a n d t h a t p r i ce tends 
t o r ise a n d we o f course suf fer an i n f l a t i o n i n t h i s c o u n t r y , a n d based 
on the exper ience we h a d i n 1973-74 a n d i n f l a t i o n w h i c h t rans la tes 
i t se l f r a p i d l y i n t o a recession because people p r i ce themselves o u t o f 
t he m a r k e t f o r va r i ous t h i ngs . So t h a t t h i s b i l l w o u l d a t t e m p t t o 
overcome t h a t b y p r o v i d i n g a m o r e assured source o f energy w i t h 
a p r i ce w h i c h w o u l d n ' t be outs ide o f ou r c o n t r o l as m u c h as the 
f o r e i g n p r i ce . 

M r . MAXWELL. I t c o u l d be a rgued i n l i ne w i t h t h e p e a k i n g o f 
va r i ous O P E C count r ies i n the p r o d u c t i o n i n t h e m i d d l e a n d la te 
1980's i n rea l 1976 do l l a rs , w e c o u l d w h e n t h i s su rp l us M r . L i c h t -
b l a u a n d Pro fessor A d e l m a n spoke about w i t h y o u s topped, w e 
c o u l d be i n a s i t u a t i o n i n t he la te 1980's o r t he ea r l y 199's where t he 
p r i ce o f o i l t o o k ano the r i nc red ib le leap. I bel ieve i t c o u l d r ise i n t o 
t he $25 t o $28 a b a r r e l r ange i n 1976 do l la rs , b u t t ha t ' s a l o n g w a y 
a w a y a n d I w o u l d say t h a t a t least f o r the nex t decade t he chances 
are t h a t i t w i l l r e m a i n i n a range o f whe re i t is n o w , pe rhaps r i s i n g 
s l o w l y i n l i ne w i t h w o r l d i n f l a t i o n o r pe rhaps as I w o u l d guess 
s l i g h t l y be low w o r l d i n f l a t i on . B u t t h i s issue o f i n f l a t i o n the re fo re , 
t a k i n g the n e x t 10 y e a r s — a n d tha t ' s w h a t I ' d l i k e t o l i m i t i t t o 
because t he rest is specu la t i on—the i nd i ca t i ons t o me w o u l d be t h a t 
such a vast e f f o r t m o u n t e d a t home w o u l d create cond i t i ons o f m u c h 
h i g h e r i n f l a t i o n t h a n t he comparab le s i t u a t i o n o f l o w e r i n g ou r i n -
ves tment t o sources o f energy w h i c h are m u c h m o r e economic t o 
develop a n d b r i n g ons t ream more q u i c k l y . I ' m t h i n k i n g , f o r instance, 
o f i nves tmen t i n n a t u r a l gas where we ' re o b t a i n i n g i t t o d a y , f a i l i n g 
t o o b t a i n i t f r o m Texas, a p r i c e o f 40 cents a t h o u s a n d cubic fee t , 
whereas we can o b t a i n i t r e l a t i v e l y eas i ly , l a rge i n c r e m e n t a l amoun ts , 
a t h i g h e r pr ices Avhich a c t u a l l y a p p r o x i m a t e $10, $12 o r $13 a b a r r e l 
f o r o i l . 

T h e CHAIRMAN. YOU m a y w i n the a r g u m e n t o n t h e shor te r range , 
the 10 years. I w o n d e r i f y o u w e n t o u t l onge r t h a n t h a t . 

M r . MAXWELL. I w a n t e d t o agree w i t h y o u on t h a t . 
T h o CHAIRMAN. I n t h e l onge r range viewT, can we con t inue t o 

sus ta in a h i g h leve l o f i m p o r t s t h r o u g h 1990 o r t h e year 2000 o r do 
y o u bel ieve t h a t w e have good assurance w h e r e i n t h a t p e r i o d o f 
t i m e the p r i v a t e ma rke t s w o u l d finance a l t e rna t i ve energy develop-
ments, syn the t i c fue ls , so lar energAr, o r some o the r t ype? 
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M r . MAXWELL. T h e r e is a rea l ques t ion as t o h o w l o n g w e can 
sus ta in these levels o f i m p o r t s . T h i s gets i n t o a g a i n c o m p l i c a t e d 
issues o n t h e a g r i c u l t u r e side p a r t i c u l a r l y a n d o n t h e m i l i t a r y side. 

T h e CHAIRMAN. M r . A k i n s , y o u h a d some v e r y f a s c i n a t i n g tes t i -
m o n y be fo re Senator C h u r c h ' s commi t tee . A s I u n d e r s t a n d i t , t h e 
a d m i n i s t r a t i o n ' s a r g u m e n t f o r an energy independence i n i t i a t i v e ap -
pears t o c o n t a i n some con t rad i c t i ons . O n t he one h a n d , i t i s a r g u e d 
t h a t we need an E n e r g y Independence A u t h o r i t y t o m a k e us less 
v u l n e r a b l e t o O P E C p r i ce increases. O n t he o the r h a n d , t h e success 
o f the energy independence d r i v e seems to depend on o i l p r i ces s tay-
i n g h i g h a n d g o i n g h i g h e r . 

Y o u tes t i f ied be fo re t h e M u l t i n a t i o n a l C o r p o r a t i o n s S u b c o m m i t -
tee las t week t h a t t he N i x o n a d m i n i s t r a t i o n i n m id -1974 re fused t o 
l e t y o u consu l t w i t h S a u d i A r a b i a n off ic ials abou t a p o t e n t i a l o i l 
a u c t i o n w h i c h c o u l d have b r o u g h t d o w n O P E C o i l pr ices. 

D o y o u bel ieve t h a t the re are s i m i l a r p r i c e - c u t t i n g o p p o r t u n i t i e s 
a v a i l a b l e t o d a y ? 

M r . AKINS. NO, n o t v e r y m a n y . 
T h e C H A I R M A N . Y O U d o n o t ? 
S i r . AKINS. NO. I t h i n k we are p r o b a b l y g o i n g t o have t o l i v e 

w i t h the present p r i ce i n 1975 do l l a r s f o r t he n e x t 10 years p l u s o r 
m i n u s a percen t , assuming there 's no w a r i n t he M i d d l e E a s t . 

T h e CHAIRMAN. Y o u r t es t imony a t t h a t t i m e was t h a t t he re was 
a n o p p o r t u n i t y . 

M r . AKINS. T h e r e was an o p p o r t u n i t y t h a t was lost . 
T h e CHAIRMAN. A t least a p o w e r f u l person i n S a u d i A r a b i a an 

i m p o r t a n t person w h o was t r y i n g v e r y h a r d t o modera te p r i ces a n d 
he h a d some s u p p o r t w i t h i n the c o u n t r y , b u t I t h i n k he h a d t o r e l y 
on I r a n t o get the o the r O P E C count r ies i n l i n e a n d j u s t c o u l d n ' t 
p u l l i t o f f . 

M r . AKINS. W e l l , there were t w o separate t h i n g s , b u t I d o n ' t t h i n k 
e i t he r w i l l dup l i ca te i t se l f now. I d o n ' t k n o w t h a t e i t he r w o u l d have 
w o r k e d i f we h a d t r i e d . T h e p o i n t I was m a k i n g was t h a t w e d i d n ' t 
t r y . 

T h e CHAIRMAN. I s n ' t the re any f e e l i n g on the p a r t o f these O P E C 
count r ies t h a t i f t hey ins is t on h i g h pr ices o r even a h i g h e r p r i c e 
t h a t t h e y ' r e g o i n g t o encourage t he deve lopmen t o f a l t e r n a t i v e 
sources o f f u e l a n d t hey ' r e g o i n g t o end u p w i t h a s i t u a t i o n i n w h i c h 
t h e i r o i l w o u l d n ' t be w o r t h nea r l y as m u c h ? 

M r . AKINS. I don ' t t h i n k t h a t bo thers t h e m v e r y m u c h . B u t as 
eve rybody at t h i s tab le t h i s m o r n i n g has said, we are n o t g o i n g t o be 
able t o do v e r y m u c h f o r t he n e x t 10 o r 20 years t o t u r n t h i n g s 
a round . I n 20 years t h e i r resources w i l l be w e l l on t h e w a y t o w a r d 
exhaus t i on except i n S a u d i A r a b i a a n d I r a q . T h e o the r O P E C coun-
t r ies are l o o k i n g at the present m a r k e t o p p o r t u n i t y as a v e r y s h o r t 
t e r m prospect . T h e y k n o w h o w m u c h o i l t h e y have a n d t h e y w a n t t o 
make as m u c h money as t hey can i n the sho r t r u n . W e can ' t f r i g h t e n 
a n y o f t h e m w i t h the prospect o f ga rbage convers ions i n t he y e a r 
2000. 

T h e CHAIRMAN. Y o u t h i n k i t ' s j u s t un rea l i s t i c t o expect o i l p r i ces 
t o come d o w n , no m a t t e r w h a t we do? 

M r . AKINS. Yes, I do. I t h i n k i n t he n e x t 10 years t h e best we 
c o u l d hope f o r w o u l d be a modest dec l ine i n cons tan t do l l a rs . 
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T h e CHAIRMAN. T h a t ' s t h e best. W h a t ' s t h e w o r s t ? D o y o u t h i n k 
t he re ' s a p o s s i b i l i t y t h a t p r i ces w i l l go u p r a t h e r s h a r p l y ? 

M r . A K I N S . I f t he re ' s a w a r i n t h e M i d e a s t , t h e p r i ces c e r t a i n l y 
w i l l g o u p because t h e r e w o u l d be p r o d u c t i o n r e s t r i c t i o n s , p r o d u c t i o n 
cu to f f s . P r i c e s c o u l d r e a c h a v e r y h i g h leve l , b u t I t h i n k t h a t w o u l d 
h a p p e n o n l y i f t h e r e w e r e a w a r i n t h e M i d d l e E a s t . 

T h e CHAIRMAN. Y o u ' r e f o r t h i s l e g i s l a t i o n . H o w i m p o r t a n t do 
y o u r a t e t h i s as c o m p a r e d t o a d i f f e r e n t r e g u l a t o r y p o l i c y ? 

M r . A K I N S . I w o u l d n ' t r a t e t h i s v e r y h i g h . I s a i d t h a t I t h i n k t h i s 
is one o f t h e t h i n g s t h a t s h o u l d be done. I c e r t a i n l y d o n ' t t h i n k i t is 
t h e b e g i n a l l a n d e n d a l l . 

T h e CHAIRMAN. I t ' s a n a w f u l l o t o f m o n e y i f y o u d o n ' t r a t e i t 
h i g h l y ; $100 b i l l i o n is a t e r r i f i c p r i c e t ag . 

M r . A K I N S . B u t we h o p e w e ' r e g o i n g t o ge t a l o t o f i t back . 
T h e CHAIRMAN. Some o f t h e peop le w h o f a v o r e d t h i s — M r . P e t e r -

son made a v e r y i m p r e s s i v e appearance b e f o r e t h e c o m m i t t e e , t h e 
h e a d o f L e h m a n B r o s , a n d f o r m e r S e c r e t a r y o f Commerce . H e a r -
g u e d i t was too m u c h m o n e y , $10 b i l l i o n o r $15 b i l l i o n i s w h e r e w e 
o u g h t t o s t a r t . T h a t w o u l d be m o r e reasonable a n d w e c o u l d have 
m o r e c a r e f u l s c r u t i n y o f i t a n d $100 b i l l i o n — t h e r e ' s n o j u s t i f i c a t i o n 
f o r t h a t . H e t h i n k s we s h o u l d s t a r t o f f a t a m u c h l o w e r leve l . 

M r . A K I N S . I t ' s o b v i o u s l y n o t g o i n g t o be spen t a l l a t one t i m e . 
Y o u s t a r t w i t h $10 b i l l i o n a n d i f i t w o r k s y o u go i n t o a n o t h e r $10 
b i l l i o n a n d t h e n o t h e r i nc remen ts . T h a t sounds l i k e a g o o d i d e a t o 
me. 

T h e CHAIRMAN. S e n a t o r S tevenson? 
Sena to r STEVENSON. M r . C h a i r m a n , I d o n ' t h a v e a n y m o r e ques-

t i ons . I w o u l d hope , t h o u g h , t h a t t h e c o m m i t t e e m i g h t soon h a v e a 
d i f f e r e n t p r o p o s a l i n c o m m i t t e e p r i n t t h a t w o u l d reduce t h e n u m b e r s , 
a n d c o n t a i n s o m e t h i n g a b o u t c r i t e r i a f o r d e t e r m i n i n g p r i o r i t i e s , 
s o m e t h i n g abou t t h e w a y y o u f inance i t a n d w h e r e y o u ' r e g o i n g — 
t h e scope. I t ' s n o t j u s t t h e p r o d u c t i o n o f e n e r g y , b u t c o n s e r v a t i o n 
a n d t r a n s p o r t a t i o n , m a y b e even g a r b a g e convers ion . A n d w e m i g h t 
t h e n go b a c k f o r a d d i t i o n a l comments . I w o u l d j u s t h o p e t h a t t h i s 
h e a r i n g , m u c h o f w h i c h I was u n a b l e t o a t t e n d , d i d n ' t leave a n y b o d y 
w i t h t he i m p r e s s i o n t h a t w e ' r e n o t i n t e res ted i n a n e f f o r t t o assure 
t h a t c a p i t a l is a v a i l a b l e w h e n i t ' s needed f o r t h e p r o d u c t i o n o f 
e n e r g y . 

T h e economic a r g u m e n t s f r e q u e n t l y t e n d t o ove rcome a n d obscure 
t h e n a t i o n a l s e c u r i t y cons ide ra t i ons . H o w w o u l d y o u r a t e t h e chances 
o f a n o t h e r M i d d l e E a s t w a r i n t h e n e x t 5 years? 

A i r . A K I N S . I t depends o n w h a t w e do. 
Senator STEVENSON. Wel l , you're quite r ight . I agree w i th you. 

Therefore, I can't be very optimistic. 
A i r . A K I N S . I a m v e r y o p t i m i s t i c . 
Senator STEVENSON. Y O U are? 
Ai r . A K I N S . I am very optimistic. 
Sena to r STEVENSON. YOU have t h e ou tcome o f t h e e lec t i on figured ? 
A i r . A K I N S . N o t y e t . 
S e n a t o r STEVENSON. C o u l d y o u g i v e t h e c o m m i t t e e b e f o r e w e b r e a k 

up, a description of the Stra i t of Hormuz? Isn ' t this a source of 
vulnerabi l i ty i n o i l transportat ion that we ought to be concerned 
about? H o w about the Stra i t of Hormuz? I don't t h ink anybody 
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has ever h e a r d o f t he S t r a i t o f H o r m u z . H o w m u c h o f t h e w o r l d ' s 
o i l flows t h r o u g h t h e S t r a i t o f H o r m u z ? 

M r . AK INS. A good dea l o f i t , a n d i t c o u l d be closed, b u t i t w o u l d 
o n l y be closed i f t he re were a w a r . 

Sena to r STEVENSON. W e l l , t he M i d d l e E a s t e r n leaders i n m y re-
cent t r i p sa id i f t he S t r a i t is closed, i t w o u l d be closed i n a m y s t e r i -
ous w a y a n d i t m i g h t w e l l n o t be an event such as o u t b r e a k o f w a r . 

M r . AK INS. I can ' t i m a g i n e t h a t . T h a t is, t he s t r a i t s are n o t t h a t 
n a r r o w . T h e y are qu i t e deep a n d acc iden ta l s i n k i n g o f a t a n k e r is 
n o t g o i n g t o close t h e s t ra i ts . 

Sena to r STEVENSON. T h a t has been said. I s t h a t u n t r u e ? W h a t is 
t he case? 

M r . AK INS. I t w o u l d have to be m i n e d . O r y o u c o u l d have a r t i l l e r y 
on one side. 

Sena to r STEVENSON. B u t i t cou ld be done b y one t a n k e r ? 
M r . AK INS. NO; i t c o u l d n o t be done b y one t a n k e r . 
Sena to r STEVENSON. O r a couple o f tankers? 
M r . AK INS. Y o u ' d need mines a n d y o u ' d need a r t i l l e r y . Y o u ' d 

have t o have a s i t u a t i o n o f w a r . 
Sena to r STEVENSON. B u t i t has been sa id b y s i n k i n g one o r t w o 

t a n k e r s t he S t r a i t s c o u l d be closed. I s t h a t u n t r u e ? 
M r . AK INS. I d o n ' t t h i n k t ha t ' s t r u e . 
Sena to r STEVENSON. W e l l , I ' l l pu rsue t h a t a l i t t l e l a te r . I wTould 

l i k e t o be educated on t h e S t r a i t o f H o r m u z . 
M r . AK INS. T h e t r a n s p o r t a t i o n t h r o u g h H o r m u z is o f course ex-

t r e m e l y i m p o r t a n t a n d the s t ra i t s c o u l d be closed, b u t as I ' v e s a i d 
be fore , I t h i n k i t w o u l d o n l y be i f t he re were a w a r i n t he M i d d l e 
E a s t , t h e n i t w o u l d have t o be s o m e t h i n g t h a t w o u l d have t o be 
considered. 

Sena to r STEVENSON. T h a n k you , gent lemen. 
T h e CHAIRMAN. I w o u l d l i k e t o say t o Sena to r Stevenson t h a t h i s 

suggest ion t h a t t h e commi t tee come u p w i t h a commi t t ee p r i n t is 
a v e r y welcome suggest ion a n d a good one. I u n d e r s t a n d Sena to r 
Stevenson is w o r k i n g o n l eg i s l a t i on a l o n g t h a t l i n e a n d I c e r t a i n l y 
we lcome i t . W e have be fo re t he Congress, be fo re t h e Senate, a 
K e n n e d y - H o l l i n g s b i l l w h i c h has been endorsed b y R a l p h N a d e r 
a n d some others. T h a t ' s t he synthet ics b i l l w h i c h M r . L i c h t b l a u spoke 
o f a n d s u p p o r t e d w h i c h is ano ther e lement i n t h i s w h o l e p i c t u r e . 
I do hope Ave can come u p w i t h s o m e t h i n g t o p r o v i d e cap i t a l . T h a t ' s 
o u r r espons ib i l i t y as t he k i n d o f c red i t commi t tee f o r t he Senate. 

Sena to r STEVENSON. I f t h e c h a i r m a n w o u l d y i e l d , a l l o f these p r o -
posals are g o i n g about i t p iecemeal , ad hoc, as usua l , a n d w o u l d 
create a pa rade o f agencies i n a d d i t i o n t o those a l r eady i n existence 
f o r t he deve lopmen t a n d d e l i v e r y o f cap i t a l . So I suggest t o y o u , 
M r . C h a i r m a n , t h a t some cons idera t ion o u g h t t o be g i v e n i n t h i s 
case, t o p u t t i n g toge ther s o m e t h i n g t h a t beg ins t o m a k e some j u d g -
ments on p r i o r i t i e s a n d to be sure t h e c a p i t a l i sn ' t made ava i l ab le 
i n d i s c r i m i n a t e l y t h r o u g h a dozen d i f f e r e n t agencies b u t a c c o r d i n g t o 
o u r h ighes t p r i o r i t i e s . T h e K e n n e d y - H o l l i n g s b i l l w h i c h I h a d a 
h a n d i n d r a f t i n g , j u s t t h a t one b i l l has $10 b i l l i o n . 

T h e CHAIRMAN. T h a t was be fo re t h e Commerce C o m m i t t e e ? 
Sena to r STEVENSON. Yes, s i r , i t ' s been r e f e r r e d t o t h i s c o m m i t t e e 

n o w . 
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T h e CHAIRMAN. W e l l , as I say, w e w i l l h a v e t o see w h a t w e can 
d o t o p u t t h i s t o g e t h e r because 1 t h i n k , as S e n a t o r S tevenson has 
p o i n t e d o u t , t he re ' s a l o t o f o p p o s i t i o n n o t o n l y i n t h i s p a n e l b u t t h i s 
c o m m i t t e e a n d t h i s Congress t o t h i s k i n d o f b i l l as i t is. I t p r o v i d e s 
so m a n y e x e m p t i o n s — e x e m p t f r o m t h e b u d g e t , e x e m p t f r o m t h e 
F r e e d o m o f I n f o r m a t i o n A c t , e x e m p t f r o m r e g u l a t o r y b o d i e s — i t 
has a n u m b e r o f weaknesses a n d de fec ts t h a t j u s t h a v e t o be cor -
rec ted . 

A s M r . L i c h t b l a u a n d o the rs w h o oppose t h i s b i l l h a v e i n d i c a t e d , 
p e r h a p s i f w e came u p w i t h a n o t h e r b i l l t h a t m i g h t ge t m o r e f a v o r -
ab le c o n s i d e r a t i o n . 

G e n t l e m e n , t h a n k y o u v e r y , v e r y m u c h . Y o u h a v e been m o s t h e l p -
f u l . I h a v e some o t h e r ques t ions I w i l l ask f o r t h e r eco rd . S e n a t o r 
S tevenson, do y o u h a v e a n y m o r e quest ions? 

Sena to r STEVENSON. NO f u r t h e r quest ions . 
T h e CHAIRMAN. T h i s i s a n exce l l en t pane l . Y o u g e n t l e m e n are 

o b v i o u s l y v e r y , v e r y w e l l i n f o r m e d a n d y o u h a v e been m o s t h e l p f u l 
a n d m a d e a fine r eco rd . 

[ W h e r e u p o n , a t 11 :55 a.m., t h e h e a r i n g was a d j o u r n e d . ] 
[ A l e t t e r f r o m R a l p h F r i e d m a n c o m m e n t i n g o n t h e r e m a r k s o f 

C h a r l e s M a x w e l l was rece ived f o r t h e r e c o r d as f o l l o w s : ] 

R A L P H F R I E D M A N , 
Neiv York, N.Y. May 25,1976. 

H o n . W I L L I A M P R O X M I R E , 
Committee on Banking, Housing and Urban Affairs, U.S. Senate, 
Washington, D.C. 

DEAR SENATOR PROXMIRE: Charles Maxwel l was good enough to send me a 
copy of his letter to you of May 10th relative to his appearance before the Sen-
ate Banking Committee on that day. Whi le I greatly respect Charlie's intel l i -
gence and knowledge of the oil, gas, and coal industries, and I do agree w i t h some 
of the points made in his letter, I differ on others, and w i t h some of his conclu-
sions as to what the United States should do about improving i ts energy situa-
tion. Hence this letter to you, out of the cold so to speak, as I do not recall 
having had the pleasure of meeting w i th you. 

F i rs t let me introduce myself, Giographical information is l isted in the cur-
rent as well as past volumes of "Who's Who in America". I n addit ion to that 
let me say : 1. I am active on the Yale University Council Committee for i ts 
School of Forestry and Environmental Studies, the oldest and possibly the most 
inf luential and prestigious School of Forestry in the country. 2. For many years 
through other organizations I have been involved in conservaton and natural 
resource problems; I was a member of Governor Carey's New York State Task 
Force on Problems of the Environment; I am a member of the Adirondack 
Council, etc. 3. My business activit ies in past years included domestic oi l and 
gas exploration and production, and contract dr i l l ing i n the Gulf. 4. I have a 
long involvement in matters of the Middle East and have been repeatedly to vari-
ous of the countries. As part of this I am the American director of the Bank 
Leumi, the dominant commercial bank of Israel, w i t h offices worldwide and 
assets of over 8 bi l l ion dollars. 

Mr. Maxwel l poses the question: " Is energy independence really necessary" ? 
Without defining the meaning and l imits of "necessary" the question of course 

cannot be answered flatly, but i t is unquestionable that energy independence, to 
the greatest degree possible, is extremely desirable for the United States. The 
only room for serious argument is the price that we are w i l l ing to pay. 

Whi le I strongly agree that an in i t ia l funding of 100 bi l l ion dollars through 
a proposed new Author i ty ( E I A ) , or through ERDA, is not the sober way to 
proceed, I do believe that the Federal Government should, and indeed must, 
underwrite the costs and take the directional responsibility for a very major 
research and pi lot program in these fields, funding i t as you go along, and there-
fore not just squandering money. A precedent research undertaking was the 
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Manhat tan Project dur ing Wor l d W a r I I . I f i t had not been for tha t and i t * 
technological break-throughs, we would not have had the b i r th and development 
of the nuclear power industry, our newest and best single bet for energy better-
ment. Another paral le l i l lus t ra t ion current ly is the Federal Breeder A tomic 
Reactor Program. 

Mr . Maxwel l i n his let ter to you seems to oppose any such government support 
of research fo r br inging down the costs, i n money, and i n damage to the environ-
ment, of producing oi l f rom shale, tar sands, of coal gasification, of nuclear 
power, and i n the more exotic fields of nuclear fusion, solar energy, and geo-
thermal power. He suggests re ly ing on the pr ivate sector, sparked by the prof i t 
motive. Th is I believe is dead wrong as they cannot af ford the gamble of a 
crash research program. 

A n "evenlianded' stance by us in the Middle East (Page 6, Paragraph 3 of h is 
le t ter ) is the current euphemism or code phrase fo r a pro Arab stance, regardless 
of the i r oft-stated in tent of e l iminat ing the State of Israel. The Arab Rulers ' 
objection to Israel goes beyond i ts Statehood. I t also is keyed to Israe l being an 
uncomfortable example of progressive western c iv i l izat ion i n a feudal par t o f 
the wrorld. 

A wa lk out on Israel w i l l buy us no dependable f r iendship or freedom f r o m 
fu tu re economic blackmail. Over the long te rm i t w i l l not get us a barre l of o i l a t 
a price cheaper than they are able to extract anyway, through the power of the i r 
cartel, egged on as i t is and w i l l be by the Russians. The Soviet need fo r t u r m o i l 
i n the Middel East (and elsewhere) and their appetite fo r dominat ing Western 
Europe and fo r our destruction have never real ly varied. 

Research towards energy self sufficiency is the only prudent course in the jungle 
wor ld we l ive in. The problems involved are not easy; the sociological adjustments 
we may we l l have to face are not easy; but there is no other reasonable course. 
Appeasement is a can't-win, downward spiral w i thout end. 

Regarding America's energy resources and opportunit ies : 
1. Nuclear Power.—Licensing procedures fo r nuclear power plants, in land and 

ofT-shore need to be standardized and expedited. Research fo r addi t ional safety 
checks and procedures, for abatement of thermal pol lu t ion (wh ich is a real 
problem), and fo r more convincingly secure disposal of radioactive wastes must 
continue, and i t w i l l as the a r t develops. I t is also imperat ive tha t the publ ic 
become better educated to the real i t ies; to the present levels of safety, which, 
are comparat ively good, and to the lack of non-pol lut ing alternatives. There is no 
Utopia. Str ip min ing of coal poses risks (almost certainties) of environmental, 
degradation fa r greater than nuclear power plants. On this I would refer you to 
" A n Inseparable L inkage: Conservation of Na tu ra l Ecosystems and Fossil 
Energy" by Professor F. I I . Bormarm of Yale Un ivers i ty ; also the report jus t 
published of the meeting i n A p r i l on Nuclear Energy of the American Assembly 
(Columbia Univers i ty ) . 

2. Domestic Oil and Gas Exploration and Production.—Both o i l and gas 
price controls should be phased out as rap id ly as pol i t ical at t i tudes w i l l permi t . 
Domestic crude w i l l never rise above wor ld prices and price controls are night-
mar ish and counter-productive. They effectively discourage the a l l out explora-
t ion for hydrocarbons tha t we need as wel l as some secondary or ter t ia ry recovery 
procedures i n older fields. The end result is to prolong the agony and incidental ly 
to intrench the power of our enemies and f a i r weather fr iends. 

Continental shelf explorat ion should be permit ted under str ict and sophisticated 
standards w i t h responsibil i ty for any minor or major accidents rest ing w i t h the 
operat ing companies. Since off-shore production would a l l be used domestically, 
on-shore storage faci l i t ies and refineries where the gather ing l ines wouid' 
terminate, should be a few miles in land—not oil estuaries, or sea coasts. The 
greatest damage to marine l i fe is done in the estuaries and coastal shallows. 
As the off-shore o i l and gas would be used w i t h i n the Uni ted States, d is t r ibut ion 
f r om storage tanks and refineries should be required to go by pipeline, not by 
tanker. Hav ing the on-shore faci l i t ies in land w i i l reduce the chance of mar ine 
pol lut ion. The oceans of the wor ld are being damaged rap id ly and seriously 
by tanker spil ls and i l legal discharges of bilge and o i l f rom other vessels. 

3. Coal.—Production should be encouraged, but not by re laxat ion of environ-
mental controls. Where s t r ip min ing is done reclamation and revegetation o f 
the surface w i t h indigenous trees and grasses must be meaningful, a l though th is 
i n many cases may not succeed, and subject to moni tor ing by a Federal agency 
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having enforcement powers to assure acceptable standards and to stop the 
min ing where damage is grave and seems l ike ly to be permanent. Research, 
pr ivate and public, should continue on this, as wel l as on gasification of coal and 
desulphurization. A i r qual i ty standards as now established by Federal legisla-
t ion should not be measured at close ground levels despite some u t i l i t y 
propaganda. 

The above comments are offered fo r whatever they are wor th and w i t h f u l l 
real izat ion tha t they only touch the highl ights of the whole vast complex of 
problems. 

One closing word i f I may be prophetic. The economy of America and its 
fu ture may wel l hinge on the decisions i n this matter by your distinguished 
committee and the Congress. 

Sincerely yours, 
R A L P H F R I E D M A N . 

o 
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