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Ms. Patricia J. McWe: "y

Executive Director

The Association of American Geographers
1710 Sixteeath Street, N. W.
Washington, D. C. 20209

Dear Ms. McWethy:

With regard to your letter of May 15, 1380, to Dr. Joseph Hendrie, you
may be interested in the enclosed '"Overview' of the Second National
Energy Plan transmitted by the President to the Congress on May 7, 1373.
Like the resolution passed by the membership of the Association of
American Geographers, this deals with a transition in sources of energy
and includes the following statement:

""The Nation stands at the threshold of a major transition
in its sources of energy supply. Over the next two
decades, the U. S. will meet its future demand growth
not only with oil and gas, but increasingly wi.h coal,
nuclear puwsr, renewables, and high-cost unconventional
sources."

The rois of the Nuclear Regulatcry Commission is to ensure the public
health and safety at all nuclear power piants that are currently in
cperation or that may start operating in the future.

Sincerely,

i howntl L2

Harold R. Denten, Director
Office of Nuclear Reactor Regulation

Enclosure:
Overview
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To the Congress of the United States:

I sm pleased to transmit to the Congress the second Nations!
Energy I?ltn, as required by Section 801 of the Department of Energy
Organization Act ?Public Law 95-91).

"he First National Energy Plan. which I sent to the Congress two
vears ago, was the first comprehensive effort to deal with the broad
scope of the Nation's energy problems. The resulting National Energy
Act, passed last autumn. acted on a number of my prooosals. and wil
have an important and lasting role in prepaning for tne Nation's
energyv future. | _

But nuch remains to be done. And we must now deal jointly with
2 number of issues which heve matured since April 1977.

As I said in my April 5th energy message, our Nation's energy
roblems are real. They are serious. And they are getting worse.
“very American will have to help solve those problems. But { is up

to us—the Congress and the Executive Branch—to provide the
leadership.

We must now build on the foundation of the National Energy
Act. In my April 5th energy address, I laid out a program for action
in five areas.

First. in accordance with the Energy Policy and Conservation Act
of 1975, I have announced a program to phase o.t controls on do-
mestic crude oil prices by September 30. 1981. O.] should be priced
at ite true replacement value if we are to stop suvsidizing imports,
increase U.S. oil production. reduce demard. and encourage the
development and use of new energy sources.

Second, the increased revenues from decontrol must not unduly or
unjustly enrich o1l producers at the expense of consumers. For this
reason, I have proposed a tax on the windfall profits due to decontro..
Proceeds from that tax would be used to estnbfi)sh an Energy Security
Trust Fund, which would be available, in part, to assist those low-
ir come Americans who can least afford higher ene-gy prices.

Third, we must ;)rovide additional emphasis on conservation and on
the development of new domestic energy sources and technologies. The
Energy Security Trust Fund will also provide funds for energy saving
mass transit and for tax incentives and accelerated research and dem-
onstri*ion of new energy technologies.
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Fourth, we must find ways to expeditiously develop and use our
energy resources, while protecting and enhancing the quality of the
environment. The Jength and complexity of many Federal, State, and
local permitting procedures, however, has created needless complexity
and increased time and cost, without improving the protection to the
public or the environmeat. We must remove the needless red tape
which is tying up many needed energy projects. I have signed an
Esecutive Order to expedite Federal decisionmaking for certain
energy projects, which are deemed to be in the national interest.

Fifth, we must provide international leadershir > deal with the
crisis before us today. The members of the l.:  ational Energy
Agency have joined in a common commitment to It _uce energy con-
sumption in response to current shortages. The United States has

rovided leadership in gaining this commitment. I will assure the

“nited States does its part to meet that commitment.

The energy program I announced on A ril 5th puts the country
in a strong position to achieve these goals. The Plan I am forwarding
today shows how these programs relate to our overall energy problem,
and %o the other policies and programs which we must carry forward.

This National Energy Plan explicitly recognizes the uncertainties—
geologic, technological, economic, political, and environmental—which
confront us. It presents a strategy for dealing forthrightly with the
uncertainties, with the threats and promises of our energy Iuture.

The analysis in the Plan shows the need to move & gressively to
meet the grave energy challenges to our Nation's vitality. My April 5th
proposals confront those challenges squarely. Tog>ther with the Na-
tional Enerﬁy Plan, we are providing a firm foundation for dealing
with these challenges today and for decades to com

sy Z{;

Tux Witz Hocse, Way 7, 1979.
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OVERVIEW

The o.' esbargo of 1973/74 signaled a fundazental change in the ability
2f *'x industrialized nations to chart their own economic desiinies and
to guarantee the economic security of their citizens. Only sajor vars
and recessions have directly affected so many people in .he world's
oil-consuming na' .ons. In the U.S., the oil embargo led to nationwide
shortages of petroleum, a $60 billion drop in GNP, nore rapid inflation,
and large balance-of-paysents deficits that conmtinue > plague the
economy today.

In the wvinter of 1976/77, the U.S. faced ancther energy emergency--a
A" urs. gas shortsge caused by abnormall; .iid weather. Factories
a.cor. the country closed, leaving workers tesporarily out of jobs
and ramatically reducing output.

In the winter and spring of 1978, a nationwide coal strike idied
thousands of workers, threatened millions of other Jjobs, and raised
the prospect of not “sving enough energy to heat and light homes.

In the vincer of 1978-.379, the U.S. and the world suffered yet another
blow-~s substantial reduction in crude oil supplies with the almost
cocplete elizination of Iranian production. The oil consuming countries
have had ts “orrow against curreat stocks, cutting info their capacity
to build up supplies against next vinter's cold.

In the oear future, the U.S. will suffer serious shortages of unleaded
gasoline unless 1ts refineries are expanded and upgraded. Investments
in nev refinery capacity have becn discouraged in the past by regule-
ticns that 2id net allow for aderuate ‘ivancial returns.

These past and prospective energy sei(backs are only symptoms of the
broader energy problem the U.3. and the world now face:

The U.S. and other major world consumers can expect more disruptions in
oil supplies, at other places and at other times, 2¢ & result of events
Such as vare and unrest abroad, politically inspired embargoes, strikes,
sebotage, asd other emergencies. Over the long=term, the supply of oil
vill be fundasentally limited by the capacities and production decisiocuns
of those few countries in wvhich world oil resources are concentrated,
When increases in production at currest prices oo longer can keep pace
vith rising world oil demand, prices will rise sharply to bring markets
into balance. As world oil supplies tighten under fundazental long-ters
pressures, the instability of the basic supply sources threatens even
®mcre economic and political damage to the U.S, It will sake even more
difficult the transition to the coming era of scarcer, more expensive
energy supplies,

45-0000-79.2
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THE NATURE OF THE SECURITY PROBLEM

It is all too easy to be distracted by the crisis of the soment, and to
overresct or to lose sight of the fundamenial problems that crisis
reflects. It is also easy to Te-interpret long-ters trand. on the
basis of today’s headlines. Even ssall svings 1o production and
comsumption can create a glut or shortfall tn werld oil markets almost
overnight. The public sense of urgency aboul the energy problen may
change. But the dangers posed to the nation’s political and economic

security have sow becose clear and present.

These “angers have arises froe Azerica’s rapid and sassive shifte
to comsu=ption of foreigs eil. Ia 1971, the U.S. imported 3.9 MMB/D,
aad paid only S& billice for that oil to foreign producers. In 197?,
the U.S5. will likely ismport 8.5 to 9.0 M@B/D and, with this year s
surge ia prices arisiog from the Iraciac shortages, pay ao izport bill

of over $50 billioa.

The origin of this sudden vuloerability lies 1o the Ascrican econcay’s
historic depencsoce oo a flow of cheap energy. Foergy prices in the
U.S. fell in real terms through most of this century. Falling energy
prices encouraged greaters-—even profligate--use af domestic oil and gas
rescurces. Yet the country's resources of oii and gas wvere finite.
These poverful forces did sot collide until lare in the i900ls. Domestic
oil production [eaked in 1970 sod has declined since that time. U.S.
production of catural gas peaked 1o 197). Vet :he Naticn has clung to
policies and habits that try to restore the past, keep pricus low and
conrinue wvasteful patterns of use. Maoy have been slov to recognize
that the true cost of each nev barrel of oil being consused {s the cost
of importsd oil bdrought in to replace dosestic supply-.

l1a the past 5 years, the price of dependence oo a few oil producer
countries has been a series of unpleasant ecomomic shocks. The first
OPEC price increase of 1973/74 quadrupled the cost of oil, helped push
the U.S. into a recession, and required painful adjustzents from which
it has only lately recovered. 0il izpor:s have directly raised the
cost of everything inm the U.S. thai uses eil or oil substitutes, and
thus have been a direct and indirect source of U.S. tnflacion. They
also have contributed to the large U.S. trude deficits in 1377 and 1978
which led to the recent depreciation of the dollar.

Finally, the rise in wvorld oil prices has affected every Asmerican’s
stasdard of living. The U.S. econcay 2as had to give up more and
sore goods and services to pay for the same amount of foreiges oil.
Asericans are sizply not as vell off vhen the terzs on vhich t ey bduy
s vital commodity such as oil change so adversely.

2
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This dependence oo foreign eil has also ushered io a new era of politi~
cal tnsrabilities. In today s world--wvith licttle varaning=--a revolutionm,
war, or political esbargo in the Middle East can quickly aod severely
disrupt Aserican econosic activity. The political and ailitary security
of a fev producing countries arcund the world has b2cose of major
significance for sll oil-consuming countries. AS the events iao lran
have desonstrated, internmal unrest in any major OPEC producer country
can cause sudden proble=s t{a wvorld oil smarkets. Closure of the Persian
Culf could plusmet the 0.5. and the other 1ndustrialized nations into &
vorld-vide depression.

Over the next decade, the energy security probleas facing the U.3.
could vorsen. The underlying supply and desand pressures for major
world oil price imcreases in the 1980s are great. Aav surplus produc-
tion capacity that {ndividual OPEC countries =4y have developed in
recent years will alsost certainly vanish by the aid-1980s, perhaps
sooner. Producer goverazents vith limited abtlizy =2 «dsord huge
revenues have strong incentives fo reduce ocutput bdelow saxizus tech=
atcal limits and keep vorld oil zarkets tight.

Unless thers are major changes {a forecasted energy productior and
consump tiou trends or efforts by goverazents, verld oil prices by 1390
could reach $30 pet barrel. Adjusted for {nflation, this is up to $55
per barrel ia 1990 prices. These increases are almost certain not to
occur in any smooth or predictable wvay. Recent experience suggests
that prices will rise in spurts as zarkers adjust, bSelatedly or pre=
saturely, deliberately or {nadverteatly, to nev realities. This erratic
behavior is likely to eggravatse the recessionary shocks and painful
adjustzents to higher prices.

The greater the long-ters rise in world oll prices, the more they will
slov werld ecosem’s growth, dasea Dev {avestzent, reduce esployzest
and vorsean inflationm. Developing coustries would suffer aven greater
direct harm than advaoced tadustrialized satioms; with the groving
ioterdependence of the world ecooomy, however, vulnerability to energy
problems is a collective danger.

The U.S., and the genmun:ro! the ot.«r consumer natioos vhich are
already linked in the laternational Energy Agency, are sot poverless
te influence the world esergy situation, however. For their ovo
security, they have no choice but to do so. They canm limic the economic
dazage from nigher vorld oil prices, and lisic vorld oil price
lucreases. Through policies that eacourage couservation and usa of
acersative fuels, consuming satious cao reduce the demand pressuces
that would lead to high vorld oil prices. They also cas stizulate

3
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w. higher-cost ecergy technologies and rescurces,
Db .',—~ggu':e¢ :l the proper times tn help limit further price

o ot sy “l.‘..ﬁll be essential, as wvorld oil prices rise, to ensure

:,.::“.:::. higher-cost substitutes for otl are available quickly end in

the quactities needed .

PLAKNING FOR UNCERTAINTY

The U.S. cacsot develnp & satislactory esergy policy until it recog-
oizes the need to plan for a wide racge of uncertaioties. Despite &
flood of epergy forecasts and prognoses in recest years, no one can
predict with certaioty the Nation's esergy future. But 1t is possible
to understand better the forces that will shape that future.

The first set of uncertainties comcers supply. The world has vast oil
acd gas rescurces. The basic donbt s wvhether encugh new oil sources
cas be discovered and produced at curreat prices o seet even a low
growth io wvorld oil demand. More and sore of the world’s oil has come
recestly from high-crst, hostile eovircrnments. Many geologists believe
that sost of the world’s largest fields have already been discovered,
and that future discoveries =ay be smaller in esize than in the past.
As productios from existing fields declines, successful discoveries
vould nave to occur at & rate never before experienced to preveant large
junse 1o world o1l prices.

Meaoshile, sose of the couatries L3 vhich world oil resources are
concentrated are unlikely to prduce at their zaxisus technical limit.
They villi seek to stretch out their oil supplies, and to seek the level
of revecues that best meets their .uvn needs for internal pelitical and
economic development. These supply factors cculd change, however.
Stepped~up exploration outside OPEC could lead to usexpectedly large
discoveries of nev oil sources. Changing revesue needs of OPEC govern-
sents could lead to nigher or lower cutput.

The e+cond set of uncertainties concerns world esergy demand. The
world s appetite for oill i the next two decades vill depend co eco-
nomic growth, vhich 1s very difficult te predict. Conservation canm
h“eld down energy demand growth, but goverssent policiles, con-umer
behavior and the energv-efficiency of new capital goods and buildings
sre notoriocusly hard to predict, and their effects are hard to estimate.
These factors will deters.ne whether and how fast world oil demand
reaches the limits of CPEC and 20o-OPEC productiom cspacity.



Many other uncertainties slso will af ect future world oil price behav~
ior. These include technologicai crange, the policies of consumer~
pation governsents in develooing substitutes for oil, and the role that
communist governments will play 1in world oil wmarkets as exjorters,
importers or both.

In short, the timing and size of price increases are clouded wvith
uncerzainty, Howeve~, under a Sroad variety of assumptions that span
the range of responsible opinrioms, 1L 18 almest inevitadle that dezand
at current prices will exceed supplies at those prices at some time
during the 1980s. It would be rash to ignore these uncertainties,
take comfort from the existence of optimistic forecasts, Or use them to
justify inaction. The U.S. sust plan for pessimistic and optimistic
futures, and anticipate the problems and senefits that can emerge in all

such futures.

Price is not the only measurs of a "good" or “»ad" energy future. Low
oil prices dring shorc-runm economic venefits, but lead to higher import
levels and greater long-run politizal insecurities and econcmic vulner-
ability to import disruptiins.

High oil prices say lead to reduced impcrt levels, although non-market
constraints on increased domestic supplies could emerge that would keep
imports high. The U.S5. =must develop policies that dalance and protect
against the risks of higher prices, higher imports, or both.

TOWARD A U.S. ENERCY STRATECY

Siace the first OPEC price increase of 1973/74, the U.S. energy situa-
tion has cootinued to deteriorate. while there has been increased
s=phasis on conservation and dezand growth has slowed, dozestic produc~
tion of energy has resa:ned stationary for almost a decade.

e Nation stands at the threshold of a major transitionm in 1ts sources
3f energy supply. Over the next two decades, the U.S. will meet its
future demand growth not only with oil and gas, but increasingly with
coal, nuclear power, renevables, and high-cost unconventional sources.
No longer cam it easily tura te isported oil to fill the supply gap, as
it has io the past. Foreign oil will no longer be cheap and readily
available. Moteover, the political costs of dependence will have
become even more apfirent and unacceptable.

The challenges of the tramsitiocm period are inhereatly formidable.
Development of nev transitional suppliss and the development of new
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sarkets for those supplies will take zany years and require snOrEouUs
investments over & long period of tize. Yet the effort 1is critice’
and, spart from political security benefits, the potential cost savings
would be eocrmous. Actions too long delayed could have disastrous
consequences.

To date, interminable conflict over the future of energy policy has
been one of the sost parslyzing uncertainties in the country's energy
future., Only with the President's energy message of April ° is the
Nation finally moving towards ac oil pricing policy that ends the
subsidy for foreiga oil. Institutional barriers have blocked increased
energy production and nev energy projecis. Frequently, businesses have
hesitated to undertake nev projects or raise their produciion because
of delays and uncertaiciies about goverament policies.

The anergy policy deiate has ‘eep one of the most divisive i. recent
years. Energy policy touches every economic interest, every group in
Aserican society. It leads into & complex tangle of scmetizes cocpeting
national goals--market efficiency end greater produciiom, egquity among
income classes and regions, envirommental protectios, sational security,
economic growth, snd inflationary restraint. 1t will be difficule, and
somerimes imporsible, to reconcile all these goals.

An energy strategy sust build om the Netional Energy Act of 1578. it
sust develop & consecsus oo issues that were not treated in the NEA,
and on nev issues that have arisen since. 1t sust define a more active
role for cegional, State and local governzeots io aderessing the vast
array of energy problems that casnot be solved at the national level.
1t sust demonstrate a new creativity in reducing the welfare ané eguity
impacts of highuz energy prices. 1t sust determine how to balance the
costs of short-rua inflatios with the senefits of long-rum iaflitiosaery
restraint. There is no altercative but to confront the difficule
chuices that lie ahead.

THE NATIONAL ENERGY STRATECY

An energy strategy must balance those measures that improve the Natica's
long-run security and those that better prepare it to deal wvith sudden
crises. It must recognize the different problems that can eserge in
three tise-frames: the near ters (from now to 1985), the eid term
(from 1985 to 2000) and the long-term (2000 and beyond) .

The Nation cannot resclve all the energy issues facing it pov or at any
one tiwe. Every decision must be made carefully with recognition that
more knowiedge will permit wiser choices later. The main cbjectives of
the strategy, nevertheless, wmust be to offer constant policy guidance
for an uncertain future.
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The Near Term (19°9-85)

Over the next few years, the United Stated and the rest of the world
vill be fortunate to escape a second cadical increa ¢ in world o1l
prices. The adjustaent process would again de painful/. Most of the
energy-producing and energy-using equipment that will be important
in that period is already in-place.

Even with the benefits of last year's National Erergy Act, isports are
still unaccepcadbly high, and without further action could be stail
higher by 1985.

As an immediate obieczive, which will become even

more important inm the future, the Nat:ion must reduce
its dependence on fareign o1l and its vulnerability

to supply interruptions.

The challenge of the near ters is to ensure that investments 1n new
energy producing and consuming equipment are zade in the degree and
kind that reflect the new realities, and that existing stock and
equipzent are usel in the most etfective vay.

Movement toward the priciog of oil and gas at their true replace~
sent cost will prepare American coasumers GLoiler for long-term price
increases and stimulate greater productic” and conservation nowv.
Rcmoval of barriers to new production will e .zinate excessive regula-
tory delays that now paralyze the constru Zion of new refinecies,
pipelines, an’ ~*her energy projects. Fillirg the Straregic Petroleun

Reserve (SPFP ~ation of world oil s ~olics, and other actions
will cushic -:c impact of an interru tiom. All these zeasures
can set the _« for actions that will buy e’ o grealer energy security

io the sid-ters.

The Mid-Term (:985-2000)

During the mid-ters, the U.S. and .ae rest of the world will begia to
shift from reliance om oil and gas to nev and higher-cost forms of
energy. GEnergy coosumption growth should de far slowver than once
anticipated. Direct coal use, elestricity and decentralized renevable
sources will increase their share of the zarket. The uncertainties—=
especially those surroussing world oil supply and price--are such
greater for the mid-term than for the near ter=. These uncertainties
will give the U.S. & major opportusity to influence sore directly its
own ecergy future.

R
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In the mid=t:rm. the Netion suet seek 0 1)
8= g )

et *
keep 1mports sufficientlsy low to prote-: -.%.
security end to extend the period betlore world
o1) desans reaches the licits of production

capacity and (1) develor the capadbility (9 use

nev nigher-priced backstop ) technologies as
wotld o1l prices rise. .

Because of the uncertainties in the smid-ters outlook, the U.&. cannot
sfforéd to pursue an inflexidble set of programs or sctions. No one can
be certain how fast or how slowly world oil prices will rise. The v.S.
must press forwvard with those actions that are approrriste todey. It
should begin now to develop the capability to use nev technologies that
rely so dosestic or non-OPEC resourcas, to be deployed if and only
if they becone competitive with imported o1l at Righer prices. Intro~
duction of these advanced technologies also will require innovative
solutions in desigs and deployment to esnsure cozpa.ibility vith envirom=
weotal goals.

The Lcug Term (2000 and bevond)

The U.S. faces two major transitions in energy markets between nov and
the middle of ths 2lst century. The first will occur during the
gid-term vhen the U.S. moves from an energy systes which has depended
on traditionsi oil and gas sources ‘including imporis) to one relying
on unconventional supplies. These Ytransitional" esergy supplies
include some renevable technologies, eshanced oil recovery, oil shale,
unconventional gas, and coal-derived products.

Cince even those supplies are depletable, » second transitior ...
begin after the year 2000, A set of "ultimate” technologies, inc . 'ing
all the renewable and advanced nuclear techoologies, would brgin to
displace tiiditional fuels and nop-resevable ->nventiocsal 1curces.

The Nation's long-term cbiective is to have
renewable and essentially - chaustible tources
of energy t> sustain a hea, economy.

Many promising techoologies may prove excessively expensive. .aviron~
msental and safety problems may render others infeasidle. rare is
slvays the danger that premar e or overbearing Federal suprort for
eny one group of techmologies ¢y foreclose more sttractive .ptions.
The current generation cannot and should not impose its own udgments
and values on generations yet to come. The final choices abou deploy~
ment of various ::chnologies sust be left to thes.
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A sustainable energy future cannot be achieved overaight. The U.S.
csunot expect “crash® technological breskthroughs to solve 1Le energy
jrobless. The technical advasies that do occur sre bes: encouraged by
diligent, aggressive tresearch »nd developoent programs for the widest
range of options.

AN AGENDA FOR ACTION

The Federal governmen', State and local goveraments, and the private
sector all have importani responsibilities to sdvance conservation and
specific fuel tec ~ologies in all three time periods. T™is section
descrides Federal policies and programe.

Conservation

Conservation continues to offer the greatest prospect of reducing
dependence on unstable imoorts, reducing energy costs, and 3eeting
environcental goals. The objectives of the Administration's conserves
tion pelicies are two! to reduce the rate of growth in desand for
energy and to improve the productivity of energy use--by increasing the
energy efficiency of existing an? future capital stocks of buildings,
vehicles, homes, and ingustrial operations while sustaining economic
groveh, The tools far achieving these objectives will "e smainly the
izpact of higher energy prices, the conservation tax incentives in the
Energy Tax Act, and regulatory measures.

o Conmservation will be encouraged by policies for replacement~
cost pricisg, -8 esbodied in the Natural Cas Policy Act, the
phased decoatrcl of crude oil prices, and the Public Utilities
Regulatory Polivy Act.

o The residential and industrial conservation tax credits in “he
Energy Tax Act will be an important sechanism to encourage
sear-term energy conservation.

o Eanergy use in oev buildings and appliances will be reduced
by using the regulaiory suthe=i*ies in the Conservation Policy
Act and other legislation. Encrgy use ino automobiles will be
regulated by fuel ecunomy standards. The Administration will
vork to resolve promptly the :asues surrounding future use
of the diesel engioe.
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Crents will continue to bo provided tc low income fasilies,
schools, and hRegpitels to improve the energy efficiency of
residential and comeunity facilitires.

The Administration vwill seekh &nd explont epporr .- ities to
desonstrate conservation and increased efficiency in enzigy use
and productivity at the institusional and cossurilty level.
Institutional barriers to grester cqnssrvation will be reduced
by intervening 10 s lity rate procesc.ags and by ecquainting
the public with opportunities to consecve.

The Federal government viil lead the way in energy conservas
tion, starting with its own buildings, processes, and transpors

tation.

The Departsent of Energy will support research and development
(R4D) to improve efficiency where the senefits of new develop~
ments will not be captured by industry wvithout governaei t i0*
volvesent. Major RDGD targets include induatrial opera. ons,
buildings, and new automotive propulsion systems.

Financial incentives and the reductiocn of institutional barriers are the
@/ )or tools to raise 0il production.

Domestic production will be increased Sy rapidly phasing out
cootrols on cruse oil and, until rmplere sscontrol inm 1981, by
providing price incentives targsled for groduction from cew
discoveries, marvinal wells, and ihe uee of ennanced oil recovery

techniques.

To prevent excessive revenues from flowing to producers in
the wvake of decontrol, the Fresident has regquested that the
Comgress enact & Windfall Profits Tax. Its proceeds would be
used to help lLow-.ncome families, to encourage sass transit, and
to create an Energy Security Fund.

Alasks and California production vill be stisula od through
steps to asccelerate transportation systems to bring oil wore
cheaply from the West Toast to sid-Continent, Gulf, and East
Coast markets. Lxports or svaps of Alaskan oil are also under
consideration as a =ey to strengthen markets for West Loast
production.

10



o 0il Shale technology will be developed and tested on & com~
mercial scale through @ production tax credit financed by tre

windfall Profits Tex.

To provide security ia the event of a possible disruption,
the Strategic Petroleum Reserve will be filled, ultismately to @
level of one dillion barrels.

o Sources of production worldwice will be diversified, The
Adeioistration will support sultilateral bank fimancing and
other incentives for exploration, development, and proluc~
tion is less developea countries. The Adginistration will also
encourage accelerated deveiopment of improved techraologies for
extraction of heavy oils and tar sands.

Natural Gas

The natural gas policy has two Aigh prioricy elesents~~-use of the
temporary domestic surplus to substitute for oil imports snd incentives
to increase cosvent.onal domestic production.

o Domestic producticnm will be encouraged by financial incen~
tives, including the higher prices steczing from the recently
enacted Natura' Cas Policy Act; through a more stable and pre-
dictable regulatory eaviromsent; the dex-gulation of high-cost
gas, sost sotably that bdelow 1S thousand feet; and, derejulation
on a predictable basis.

o Surplus gas and ressonably-priced supplemental s:sroes of gas
will be used to displace foreign oil in existing industrial
and utility fecilities capable of bduraizg bdoth oil aaf das; coal
vill continue to be the preferred fuel for existing coal-cape’ =
units and all oev boiler facilities.

o Supplemental sources of gas vill be used in the ¢ _2r :f their
cost~effectiveness and security. Under present circumerances,
the order of attractiveness is: Alaska production; pipeli‘e gas
from Canada and/or Mexico; short-haul liquefied nsturil gas
(LNC); domestically produced synthetic gas, depeading upsn the
resolution of certain technical problems and cost; aund long~haul
LNG.

° Financial incentives or R&D as appropriate wvill be used to
quicken the production of unconveational sources of gas, includ-
ing gas from tight sands, Devosnian shale, geopressurized sethane,
and coal bed methane. RAD programs will be directed at determia~
ing the size of the resource base, the cost of extraction, and
the possible enviroamental effects.
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Coal

Coal, the Nation's most abundent fossil energy resource, should be used
in place of oil end ge¢ vherever economically and environzentaslly

feasible.

Prograss that increase the use of coal as a substitute for

oil will receive the highest priority.

© Direct Use

The Powerplant and Irdustrial Fuel Use Act (PIFUA) will be
used to reguire coal use in all new electric utilities ond
msajor industrial fuel bdurning instalistions, .nd io existing

coal capable fazilities;

Research, development, and dezonstration (RD&D) programs
vill be used to develop environsental control technologies and
environsentally acceptable means of direct coal use to
enhance the overall maiset for cosl and to increase the
regulatory options available under the PIFUA.

o Coal Ligwefaction

RD&D for direct coal liguefsction processes will be used to
develop the capability by the 19%0s for commerciasl deployment
of plants producing the most economic synthetic ligquid fuel.

Indirect coal ligquefaction processes bared om existinog
technology will be examined to deterzine whether they cffer
sdditional econcmic or esvircnmental bdenefits.

o Cosl Jasification

The Administracion supports favorable rate trestment and
loan guarantees for first-generation Lurgi technelogy.

The two second-generation gasifization tec’noclogies now
being considered for deponsiration will be developed and
analyted further, leading to 8 decision in early FY 1580
wvhether to proceed with a desonstration plant.

Research and developzent om advauced technologies will be
continued. Funding levels will be based on whether the
processes appear to prozise more economic end environzental
benefits than available technologies, and on wvhether this
supplesental source of gas is needed.

12



o lIsproved !Hicicncz Coal Conversion

= R&D or advaoced coal conversion systezs such as Bagneco~
hydrodysamics (MHD,, combined cycle, pressurize! flyidized
bed, -ad fuel cells wiis attezpt o resolve key technical,
economic, end environmen: sl questions.,

Nuclear

The President.s]! Cosmission will provide a complete accounting of the
causes of the Disee Mile Island accident and its handling by utility,
State, and Federal officials. The Nation needs to develrp safeguards
that will allow light water reactors o continue to meet an increasing
share of electrical energy ceeds.

9 Light Water Reactor

= The Adwministration will work toward resolving nuclear waste
Banagement issues, including both avay-from-reactor storage
and permanent disposal, in dccordance with the recomzendations
of the lateragency Review Croup.

= Nuclear siting ang licensing legislation wvill be proposed
to stresmline procedures vithout im any way sacrificisg the
safety of new power plants.,

= Generic R&D will be undertaken to improve light wvater
reactor (LWR) operations, to izprove the safety of LWRs, and
Lo improve their eificiency and thus extend the uranius
resources they utilize.

= Reliable azd economic uranium enrichment services for
domestic and foreign users will be etiured by:

© Operating and expanding the ex.sling gaseous diffusion
plant capacity,

9 Comrercializing u-c centrifuge technology by establiching
4 machine sanufacturing industry and building a commer: ial
centrifuge earichment plant,

© Devel.ping edvanced isotope separation enrichzent tech-
nology.

13



o Breeder Reactor

« R&D onm breeder resctors will continue so that commercial
development can be initiated, if justified by future sarket
conditions snd pe--;¢oliteration policies.

« Breedar reactor descnstration vill be deferred pending the
results of the Intersatiocal ¥uclear Fuel Cycle Evaluation

end interagency reviev.

o Fusion

- Reseatch oo the magnetic and igertial cenfinesent concepts
vill continue with the objective of demcnstraiing scientifae

feasibility in the zid-1980s.

-~ The progras for develomment of fusion energy wvill be gov=
erned by a strugtute of sequential decision points te select
candidste techsolrgies and to initiate construction of large
facilities. 1f all goer vell, the first commercial use of
fusion will occur in about the year 2020.

Renewable Energy Sources

The Nation's capacity to use resewvable resources should bde enhanced.
The wmaturity of these technologies varies grestly; scze are econo@ic
now, others are ic the early stages of R&D. Federal support =ust be
tailored to each stage of development.

o Solar Energy

- Tax credits and ather financial ipcentives will be used
where necessary o accelerate market penetratios of solar
technologies that are economiz or nesrly economic now (solar
hot water heating, certain incustrial process heat sysie=s,
passive solar systems, direct wood bursing. #ad .ov head
hydro).

- RD&D and/or product support will advanse thuse teshnologies
that have significant sarket potential and thay replace oil
and gas, but which are not yet competitive 1in the masse
market (certsin solar industrial process heat ryttems,
active solar space heating, coaversionm of biomass (o liquad
and geseous fuels, and vind systems).
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= R&D and limited product support will develop those technot «
gies with gignificant long-term potential, but which are far
from economic application (solar cooling, photovoltaics,
solar thermal, and ocean thersal energy conversion (QTEC)).

= The Administration will continue to study the possible
applications of technologies with highly uncertain potentis.
(solar powver satellites, photo-chemical conversion).

9 GCeothersal

= Tax inceatives and loan guarantees are the primary tools
to encourage the use of hydrotnermal resources. RDED will de
used vhere the technology has not been demonstrated.

“ Research and development will be used to develon the tech=
aclogy to use hot dry rock geotherzal resouvrces.

= The Adeministration will encoursge the development of geo-
pressurized emergy primarily as sources of methane and secon=
darily as scurces of heat froe hot vater,

Ct00l°Cuttu‘l' Policies

[a addition to these Prograss designed to ameliorate the Nation's
{undamenry, energy problezs in future years, it is necessary to con=-
iroant ioday's crises. The vays in which the Federal government deils
Vith evargy problems must Se streamlined. And energy policy must trest
il it izens fairly.

9 Dealing with the Current Crisis

¥ith conservation and other wmeasures, the United States will
Seet its commitment, reached jointly with other member nations
of the laternational Evergy Agency, to cut energy consumption
8y 5 per:ent by the latter part of 1979,

° !ar‘nq Pngondnﬂg

The ODepartmant of Energy, im cooperation with state and local
goveroczeais, will continve to develop and refine planning and
®anagezeat capadilities to deal vitk smergency shortage: of
supply.
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o Management of Energy Frocesses

« The Administratios will seek to clarify and simplify pro=
cesses and procedures for siting end licensing new energy
facilities, without sacrificing the opportunity to carefully
balance conflicting policy objectives.

- The Administratios will work closely with States and local
governsents 1o ensure that they participate fully and effec~
tively 1o developing and izplesenting the Nation's energy
policies. The Administration has )topoud the Energy

Managesent Partnership Act o provide funds to accomplish

this objective.

THE SICNIFICANCE OF NEP-11

The actions alresdy undertaken, and those currently proposed, will
place tae Nation's energy policy cn @ sound and long-lasting footing.
Movement toward replacement cost pricing for crude oil, coupled with
last year's action oB® natural gas pricing. will build o coherent
economic framevork for wmaking =cre rational decisions about energy
production and consumption—-and thus about the Nation's energy future.
These actions are coupled with a variety of measures, such as the
windfall Profits Tax, designed to assure equity for consumers.

8y beginning to resove the toadbiocxs to timely and equitable decision=
saking on energy projects, the Nation can increase production of 1ts
domestic resources. By spuitife +he developzent of new technologies,
the U.S. will lay the groundwork for their future use as world oil
prices rise.

The decade of the 1960s, ond the early 19708, sav jmports climb
steadily, both in absslute terms and, sore dangerously, es @ percentage
of total consumplion. With each passing year, the Nation became sore
dependent on oil imports, and thus =ore vulnerable.

The National Energy Act, and the acti.os and proposals recently ano~
~oupces ¥ the President, will arrest those trends. By 1965, the
aeasures 1. tae National Energy Act vill reduce imports 2.5 to 3.0
@illion barrels per day belov what they would have been vithout those
actions. The additionsl steps proposed this year will save over one
sillion barrels per day. As @ result, 2il izports are expectsd to drop
ar a percentage of total energy consumption by 1985. Al though izports
will still be cosparable to current levels, U.S. vulnerability will be
reduced substantially Dy the availability of the strategic petrcieum
reserve.
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sfter the series of crises over the last few years, crises that resulted
in shortages of oil, gas, and ccal, it is now clear that it is imposei~
sle to lay cut, 1n one document, all the policins that ultisately may
prove necessary for the WNation's lomg-ters future. Instead, NEP-LI
provides the Congress vith the best informatics svailable at the present
tize with which to make future decisions, to deal with fuiure develop~
-¢nts, and to capitalize on future technological advances.
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