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INTRODUCTION 

In its November 17, 1 978 (43 F.R. 5 4 1 2 5, November 20, 

1978) and December 5, 1978 (43 F.R. 57609, December 8, 1978) 

notices of the availability of a draft environmental impact 

statement concerning (i) motor gasoline dere gulation and (ii) 

an amendment to the Mandatory Petroleum Price Regulations 

allowing refiners to allocate increased cos ts to gasoline 

(the gasoline "tilt " ), the Department of Energy solicited 

written commments on the draft EIS and announced a public 

hearing on December 19, 1978. This Volume II contains the 

oral stateme nts submitted at the December 19 public hearing 

and all the written comments which DOE received on the draft 

EIS as of the date of publication . 

Related to the findings in the final EIS is an "Analysis 

Memorandum: 1980 Motor Gasol ine Supply and Demand , "  which 

was prepared by DOE ' s  Energy Information Administ ration. 

A copy is included as an appendix in Volume I of the final 

EIS. Incl uded in th i s vol ume are the wr i t ten comments 

received from the pu blic on this analysis memorandum. 

All of the oral and written comments received by DOE 

and contained in this volume have been reviewed and 

considered by DOE in the preparation of the final EIS. 

- 4 -



TEST! MONY OF ':;'71::_ 
JOHN HAM I LTON, GENERAL MANAGER, MARKET I NG 

AMOCO O I L  COMPANY 

ON DRAFT E I S  CONCERN I NG THE EXEMPT I ON OF MOTOR GASOLINE 

FROM PRICE AND ALLOCATION CONTROLS 

DECEMBER 19, 1978 

THAN K  YOU, MR. CHA I RMAN . I AM JOHN HAMI LTON, GENERAL 

MANAGER OF MARKET I NG FOR AMOCO O I L  COMPAN Y .  

LET M E  BEG I N  M Y  REMARKS B Y  SAY I NG THAT AMOCO COMMENDS 

THE DOE FOR THE WAY I N  WH I C H  IT HAS COMPLI ED W I TH THE REQU I R EMENT 

OF AN EN V I RONMENTAL I MPACT STATEMENT .  

WE HAVE SUBM I TTED TO THE DOE A WR I TTEN ADDENDUM TO THE 

COMMENTS I W I LL MAKE TODAY . TH I S  ADDENDUM PROV I DES DATA AND 

SUBSTANT IATION  FOR OUR POS I T I O N .  HOWEVER, BECAUSE THOSE DATA 

ARE PART OF AN ON-G O I NG MARKE T I NG RESEARCH PROJECT W I TH 

PROP R I ETARY AND COMP E T I T IVE IMPLICAT I ON S ,  WE ASK THAT THE ADDENDUM 

SECT I ON OF THE COMMENTS BE REGARDED AS CONF I DENT IA L .  

BEFORE GETT I NG I N TO THE SPEC I F I C S  OF T H E  IMPACT STATEMENT, 

WOULD L I KE TO PUT THE I SSUES OF THE ENVI RONMENTAL IMPACT 

STATEMENT AND GASOL I N E  DEREGULAT ION I NTO PERSPECTIVE : 

J0005 
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WOULD BEG I N  BY NOT I NG THAT WE RUN I NTO SOME DANGER 

IN TH I S  HEAR I NG BY L I M I T I NG OUR D I SCUSS I ON TO ONE ASPECT 

OF OUR ENV I R ONMENT . TRUE, WE LIVE IN A PHYS I CAL OR NATURAL 

ENV I R ONMENT WH I CH WE SHOULD DO ALL WE CAN TO PROTEC T .  BUT 

WE ALSO L I VE I N  A SOC I AL ENV I RONMENT, AN ECONOMI C  ENVI RONMENT, 

A POL I T I CAL ENV I RONMENT, AND A GEO-POLI T I CAL ENVI RONMENT . 

THE WHOLE MEAN I NG OF THE PHRASE "QUAL I TY OF L I FE" I S  

NOT WRAPPED U P  I N  TERMS SUCH A S  "PARTS PER M I LL I ON, " "NON

ATTAI NMENT AREAS, " AND THE L I KE ,  I MPORTANT AS  THOSE CONCEPTS 

MAT J:H:; .  50�Mir ����� i� �L3C A ���� :C�� �r M[�N!�S 

TERMS L I KE: " I NFLAT I ON , " "UNEMPLOYMENT, " "GAS-LI NES," "ENERGY 

SELF-SUF F I C I ENCY, " AND "BALANCE OF PAYMENTS . " 

SHORTS I GHTED, S I NGLE FOCUS DEF I N I T I ON S  OF WHAT CONST I TUTES 

OUR ENV I RONMENT CAN EAS I LY DO MORE HARM THAN GOOD I N  DEALING 

W I TH THE COMPLEX I TY OF I NTERACT I NG ENV I RONMENTS . TH I S  I S  

ESPEC I ALLY THE CASE W I TH THE TOP I C  O F  TODAY ' S HEAR I N G .  

THOSE WHO TALK ABOUT RETA I N I NG PR I C E  A N D  ALLOCAT I ON 

CONTROLS ON GASOLI NE ,  ARE TALK I NG ABOUT MORE THAN THE 

POSS I B I L I TY OF SOME D R I VERS M I SFUELI NG AT THE PUMP . THEY 

ARE TAL K I NG ABOUT KEE P I N G  RULES THAl BLATANTLY RESTR I CT 

COMPET I TI ON; RULES THAT T I E  PURCHASERS TO SUPPL I ER S  AND V I CE 

VERSA . THEY ARE TALK I NG ABOUT A WHOLE SET OF NON-MARKET 

RELAT I ONSH I PS THAT EFFECT I VELY PREVENT A PURCHASER F ROM 

'v JU06 
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CHOOS I NG H I S  SUPPLI ER ON THE TRAD I T I ONAL BAS I S  OF PRODUCT 

QUALI TY, SERV I CE, P R I CE, CONVEN I ENCE, TERMS OF CRED I T ,  AND 

SO ON . S I M I LARLY, THE SUPPL I ER I S  PREVENTED FROM SEEKING 

NEW BUS I N ESS  BECAUSE BASE-PE R I OD CUSTOMERS REMA I N  AS POTEN T I A L  

SUPPLY OBL I GAT I ONS . 

NOR DOES THE DAMAGE STOP THERE . RESTR I CT I VE COST-PASS 

THROUGH REGULAT I ONS I N H I B I T  I NVESTMENT IN NEW REF I N I NG FAC I L I T I ES 

AND CONVERS I ONS THAT PERM I T  RUNN I NG OF LOW-COST, H I GH-SULFUR 

CRUDES. THEY ALSO I N H I B I T  THE CONSTRUCT I O N  OF NEW F AC I L I T I ES 

FOR UNLEADED GASOL I NE AND THOSE THAT W I LL BE NEEDED TO SUPPLY 

OCTANES THAT W I LL BE LOST NEXT OCTOBER I N  THE LEAD-PHASEDOWN . 

AMOCO AND OTHERS WHO ARE I N  FAVOR OF DEREGULATI ON HAVE 

NOT LOST SIGHT OF THE ENV I RONMENT OR THE I MPORTANCE OF 

PROTECT I N G  I T .  RATHER, W E  ARE TRYING TO STR I KE A BALANCE 

BETWEEN THE NATURAL ENVI RONMENT AND OTHER ENV I RONMENTS I N  

WH I CH WE L I V E .  

How NECESSARY THAT BALANCE -IS -W I LL BE OBVI OUS T O  ANYONE 

WHO RECALLS THAT OPPOS I T I ON ON ENVI RONMENTAL GROUNDS HAS 

BEEN RESPON S I BLE FOR THE LOSS OF MORE THAN TWO M I LL I ON BARRELS 

A DAY OF NEW PLANNED CAPAC I TY ON THE EAST COAST IN THE PAST 

SEVERAL YEAR S .  I WOULD REM I ND THE PANEL THAT IT TOOK F IVE 

YEAR S OF COURT CASES, AN ARAB O I L  EMBARGO, AND AN ACT OF 

CONGRESS TO OPEN THE WAY FOR THE ALASKAN P I PE L I NE . SURELY, 

WE WON ' T HAVE TO RELEARN TH_�" SAME LESSON W I TH THE DEREGULAT I O N  ",0007 
I SSUE .  
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DEPUTY SECRETARY 0' LEARY WAS QUOTED I N  iIE\�S\�EEK rMGAZ I N E  

RECE�TL Y ABOUT THE DAr1AGE ALREADY DONE BY THESE CONTROLS . I N A 

VERY FORTHR I GHT �!AY, '1R .  0' LEARY NOTED AND I QUOTE, " I T'S A REAL 

MESS AND I T'S CAUSED llY OUR CONTROLS . THERE I S  NO ONE ELSE TO 

BLAi',E . " ( 1IEWSWEEK, ::lEC . 11, 1978, P. 80) 

FOR THE PAST SEVERAL YEARS, REPEATED ON-AGA I N ,  OFF-

AGA I N  S I GNALS FROM THE DOE HAVE FRUSTRATED R E F I NERY EXPAN S I ON 

PLANN I N G .  CONTI NUED REGULATI ON W I LL ONLY AGGRAVATE THE EX I ST I NG 

T I GHT S I TUAT I ON W I TH RESPECT TO TOTAL GASOLINE  PRODUC T I ON AND 

TO LEAD-FREE GASOLI N E  IN PARTI CULAR . 

FULL DEREGULA T I ON W I LL ALLOW GASOL I NE TO CARRY MORE 

THAN A S I MPLE VOLUMETR I C  SHARE OF REF I N I NG COSTS -- A POS I T I ON 

I N  KEEP I NG W I TH R E F I NERY ECONOM I C S  WH I CH RECOGN IZE THAT MANY 

OF THE MORE EXPENS I VE R E F I NERY PROC ESSES ARE USED E I THER TO 

I NCREASE OR UPGRADE THE Y I ELD OF GASOL I NE .  

FA I LURE T O  DEREGULATE MA Y  ULT I MATELY LEAD T O  SHORTAGES 

OF LEAD-FREE AND PROV IDE I NCONVEN I ENCE TO CUSTOMERS . AMOCO 

SUBM I TS THAT SUCH I NCONVEN I ENCE W I LL BE A MUCH STRONGER I NCEN

T I VE TO M I SFUEL THAN E I THER P R I C E  OR PERFORMANCE CON S I DERAT I ON S .  

",L008 
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I WOULD L I KE TO DEVOTE THE REST OF MY T I ME TO SEVERAL 

SPE C I F I CS RAI SED BY THE I MPACT STATEMENT . THESE I NC LUDE 

THE I NCENTIVES WH I C H  MAY LEAD A MOTO R I ST TO M I SFUEL AND THE 

POSS I BLE E FFECTS OF SUCH M I SFU E L I NG ON THE HEALTH AND WELFARE 

OF OUR C I T I ZENS . 

As I MENTI ONED EAR L I E R ,  AMOCO HAS DER I VED A GOOD DEAL 

OF DATA R ELEVANT TO M I SFUELING FROM OUR ONGOI NG MARKET I NG 

RESEARCH .  ALTHOUGH tPA DATA TENDS TO I N D I CATE SLI GHTLY H I GHER 

NUMBERS THAN OURS THERE IS A VERY REASONABLE CONS I STENCY 

BETWEEN THE TWO SETS OF NUMBERS . 

S I M I LARLY, ALTHOUGH THE GENERAL MOTORS STUDY SHOWS 

RESU LTS THAT TEND TO BE LOWER THAN AMOCO'S,WE F I ND THAT 

GROU P I NG AMOCO'S DATA BY AUTOMOB I LE MANUFACTURER SHOWS 

CONS I STENT CORRELAT I ONS BETWEEN THE GM STUDY AND OUR OWN . 

S I NCE THE GM STUDY I S  NOT CONC ERNED W I TH THE WHOLE CAR 

POPULAT ION -- BUT JUST W I TH GM CARS WE CAN EXPLA I N  THE 

APPARENT W I DE RANGE BETWEEN THE GM AND EPA F I GURES . 

,-uOO9 
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AMOCO DATA I N D I CATE THAT THE TOTAL I NC I DENCE OF M I SFUE L I N G  

L I ES SOMEWHERE BETWEEN THE 2 P E R  CENT GM RATE AND THE 10 P E R  

CENT EPA RATE . OUR F I GURES ARE ALSO CONSI STENT W I TH THE 13 

TO 16 PER CENT RATE OF FUEL SW I TCHERS BUY I NG LEADED PREMIUM 

GASOL I N E .  W E  CAN CON F I RM THE POS I T I VE R ELATI ONSH I P  BETWEEN 

MISFUE L I NG AND MODEL YEARS : THAT I S, M I SFUELI NG IS MUCH 

MORE FREQUENT FOR 1975 AND 76 CARS THAN FOR 1977 AND 78 CARS . 

L I KE THE DEI S  STUDY, WE HAVE FOUND NO EV I DENCE TO SUGGEST 

THAT M I SF U E L I N G  IS S I GN I F I CANTLY RELATED TO P R I C E .  

W I TH RESPECT T O  M I SFUEL I NG, AMOCO FEELS THE DtlS PLACES 

AN UNDUE EMPHAS I S  ON P R I C E  AS THE MOT I VE . WE BELI EVE TH I S  IS 

AN UNDUE EMPHAS I S  FOR TWO REASON S :  F I RST , I N  THE DOE SAMP L I NG, 

THERE IS NO WAY TO I SOLATE THE P R I C E  O R I ENTED M I SFUELER FROM 

OTHERS; AND SECOND,  THERE IS L I TTLE CON S I DERAT I ON G I VEN THE 

EQUALLY PROBABLE P ERFORMANCE O R I ENTED MOT I VE FOR M I SFUEL I NG .  

THERE ARE SEVERAL S I GN I F I CANT WAYS I N  WH I C H  AMOCO'S 

I NFORMAT I ON CAN BE ANALYZED TO PROV I DE I NS I GHTS I NTO PERFORMANCE

OR I ENTED M I SFUEL I NG . IN T H I S  RESPECT, OUR I N FORMAT ION I S  MORE 

USEFUL THAN THE EPA AND GM DATA WH I CH R ELY ON OBSERVAT I ONS OF 

S I NGLE, RANDOM I1 I SFUE L I N G  I N C I DENTS. AMOCO DATA ARE BASED ON 

COMPLETE PURCHASE RECORDS OF AP PROXI MATELY 5,000 CARS IN 42 STATES 

WHERE AMOCO MARKETS R ETA I L  GASOLI NE .  A SPEC I AL ANALYS I S  HAS 

BEEN MADE OF THE AUTOMOBI LES THAT FALL I NTO THE 1975 THROUGH 

78 MODEL YEARS IN W H I C H  LEAD-FREE GASOL I N E  USE HAVE BEEN MANDATED. 

vUU10 
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PROBABLY THE MOST STR I KI NG FACT TO EMERGE I S  THAT F ULLY 

ONE HALF OF ALL THE CARS I N  THE SAMPLE THAT USED LEADED FUELS 

HAVE DONE SO ON ONLY ONE OCCAS I O N .  

SECONDLY, ONLY 3.6 P E R  CENT O F  ALL THE CARS I N  THE 75-

78 SAMPLE APPEAR TO SWI TCH ON A CONSI STENT OR SUSTA I NED BAS I S .  

ONE I NFERENCE THAT MA Y  B E  DRAWN FROM A ONE-T I ME MISFUELING 

IS THAT I T  MAY HAVE BEEN THE  RESULT OF  ERROR OR AN UNSAT I SF I ED 

QUEST FOR BETTER PERFORMANCE .  IF PR I CE HAD BEEN THE FACTOR, 

WE WOULD HAVE EXPECTED THESE MOTOR I STS TO CONT I NUE MISFUE L I NG . 

THE  QUEST-FOR - H I GHER-PERFORMANCE EXPLANAT I ON I S  FURTHER 

BOLSTERED BY THE H I G H  PROPOR T I ON OF AMOCO SALES ACCOUNTED FOR 

BY UNLEADED PREM I UM GASOL I NE .  AMOCO'S PREMI UM LEAD-FREE SALES, 

COMPANY-W I DE, ACCOUNT FOR OVER 50 PER CENT OF TOTAL UNLEADED 

GASO L I NE SALES THROUGH RETA I L  SERV I C E  STAT I ONS . 

WE ALSO HAVE GOOD EVIDENCE (AS SHOWN I N  THE ATTACHED 

CHART ) OF A STRONG POS I T IVE RELAT I ONSH I P  BETWEEN OCTANE 

REQU I REMENTS OF  M ISFUE L I NG .  M I SFUEL I NG I S  SUBSTANT I ALLY 

H I GHER FOR uNLEADED CAR MODELS W I TH H I GH OCTANE REQU I R EMENTS 

THAN FOR THOSE W I TH LOW OCTANE REQUI REMENTS . 

'.;(J011. 
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MOREOVER, OUR OWN DATA CON F I RM WHAT THE DEIS 
I TSELF ADMI TS, NAMEL� THAT IT IS I MPOSSIBLE FROM THE DATA 

AT HAND TO ESTABL I SH ANY ,CONVINC I NG RELATIONSHIP BETWEEN 

UNLEADED/LEADED P R I C E  D I F F ERENT I ALS AND THE TENDENCY TO 

MISFUEL .  EXCEPT FOR  EXTREME PRICE D I FF ERENTI ALS OF 10¢ OR 

MORE PER GALLON -- WHERE OBSERVAT I ONS ARE RARE OR NON�EXISTENT 

THERE IS NO EV I DENCE I N  E I THER THE EPA OR THE GM STUD I ES TO 

CONCLUDE THAT A RELATIONSH I P  EXISTS BETWEEN PR I C E  DIFFEREN

T IALS AND FUEL SW I TCHI NG. 

ON THE OTHER HAND, THE APPARENT STRONG RELAT I ONSHIP 

BETWEEN M I SFUEL I NG AND OCTANE REQU I R EMENTS, LEADS US TO 

CONC LUDE THAT AUTOMOTIVE PERFORMANCE COULD WELL BE THE 

DOMI NANT MOT I VATOR OF M I SFUELING. F I NALLY, EXCEPT FOR OUR 

COMMENTS ON  THE IMPLI ED EFFECT OF  LEADED-UNLEADED PRICE 

D I FFERENTI ALS, WE BELI EVE THAT THE DEIS PRESENTS EXISTING 

E V I D ENCE ADEQUATELY AND FA I RLY . 

THESE FACTS MAY PLACE A D I F F ERENT I NTERPRETAT I ON ON 

THE DEGREE OF M I SF U EL I NG THAT MAY TAKE PLACE I N  THE EVENT OF  

DECONTROL. BUT LET'S ASSUME FOR THE M I NUTE THAT THEY DON'T .  

LET'S ASSUME THAT THE FULL E FFECTS O F  THE "WORST CASEH 

PROJECTI ONS OF DEREGULAT I ON ON A I R  ATTAI NMENT STANDARDS TAKE 

PLAC E .  WHAT WOULD BE THE EFFECT OF THAT ON OUR CITIZENS' 

HEALTH AND WELFARE? 

�tJ� 
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THE REPORT MEASURES THE EFFECTS TWO WAYS: ONE, 

ECONOMICALLY; AND TWO, IN TERMS OF ATTA I N I N G  A I R  QUAL I TY GOALS 

ON SCHEDULE . LET/S EXAM I NE BOTH GROUNDS . 

ON THE ECONOM I C  S I DE, AMOCO GENERALLY AGREES W I TH THE 

DOE/s EST I MATE THAT FULL DECONTROL WOULD RA I SE THE PRICE OF 

ALL GASOLI NES ABOUT 3.7¢ A GALLON -- AND THAT T I LT ,  AS 

PRESENTLY ENV I S I ONED, M I GHT RA I S E  THE PRICE ABOUT 2.S¢ A 

GALLON. 

f It'(.:)i vF ALLJ InL:;;: ��;::i\�:':::: 't:c�� BE !�� (:':'�?!....!.I\.�r:E 

W I TH PRESI DENT CARTER'S ANNOUNCED POLICY OF HAVI NG AMERI CANS 

PAY THE F ULL COST OF REPLACI NG THE ENERGY THE"{ USE . ADD I 

T IONALLY, THEY WOULD S I GNAL T H E  CONSUMER THAT MORE CONSER

VAT I ON IN MOTOR GASOL I NES IS IN ORDER . AT PRESENT, DR I VERS 

HAVE NOT BEEN ALLOWED TO REC E IVE THE SAME PRICE S I GNALS THAT 

HAVE I NFLUENCED CONSERVAT I ON AMONG END-USERS OF OTHER FUELS. 

MOST I MPORTANTLY, REFI NERS WOULD GET CLEAR S I GNALS 

THAT I NVESTMENT IN NEW CAPAC I TY WOULD BE ALLOWED A REASONABLE 

RETURN BASED ON ECONOM I C  CONS I DERATI ONS RATHER THAN THE 

PRESENT POLIT I CAL I NTERFERENCES IN THE MARKET . 

IN TERMS OF THE EFFECT OF DEREGULAT I ON ON ATTA I N I NG A I R  

QUALITY STANDARDS, THE DEIS CLEARLY I ND I CATES THAT EVEN I N  

PROBLEM C I T I ES I N  THE "WORST CASE, " THE DELAY WOULD B E  MEASURED 

IN MONTHS . �U013 
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SURELY, MR .  CHA I RMAN, T H I S  I S  A MODEST PR I CE TO PAY 

FOR G ETT I NG R I D  OF A REGULATORY S I TUAT I ON WHICH MR. O' LEARY 

CALLS A "MESS" AND THE JUST I CE DEPARTMENT CALLS "ANTI 

COMPET I T IVE . " 

FROM THE FOREGO I NG, SEVERAL RECOMMENDATI ONS STAND OUT: 

F I RST, ATTEMPTS TO CONTROL THE D I F FERENT I AL BETWEEN 

LEADED AND LEAD FREE GASO L I NES I S  A SUPERF I C IAL AND COUNTER

PRODUCTI VE APPROACH . 

SECOND, I F  THE EPA I S  CONVI NCED THAT MANY AMER I CANS 

W I LL FRUSTRATE THE GOALS OF CLEANER A I R ,  THEN THAT AGENCY 

SHOULD ASK CONGRESS TO PASS A LAW THAT SPECI F I CALLY PENALIZES 

THE V IOLATOR. SUCH A LAW SHOULD CONTAI N  APPROPRIATE PENALTI ES 

AND ENFORCEMENT PROCEDURE. 

TH I RD, THE DOE SHOULD RECOG N I ZE THE LONG LEAD T I MES 

NEEDED FOR NEW REF I N I NG PROJECTS AND GET ON AS QUI CKLY AS 

POSS I BLE W I TH THE BUS I N ESS OF DEREGULATI NG THE PRI C I NG AND 

ALLOCAT I ON OF MOTOR GASOL INE ••• AND THE REMA I N I NG COVERED 

PRODUCTS . 

TH I S  CONCLUDES MY PREPARED REMARKS, MR .  CHAI RMAN. IF 

THERE ARE ANY QUESTI ONS, I WOULD BE HAPPY TO ANSWER THEM NOW. 

THANK YOU . 

# UOO14 
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My n ame is Jack Blum. I am the ge neral counsel of the 

Independent Gasoline Marketers Counc il, a trade association 

of nonbranded independent retailers of motor gaso l i ne. 

Counc i l  members operate i n  forty-f ive of the f i f ty states 

sell ing gasoline under the ir own brand names through h ig h-

volume sel f-service retail outlets . For the most part Counc i l  

members are not re f iners . A s  retailers, Coun c il members attempt 

to deliver t h e i r  product to cons umers a t  the lowest poss i b l e  pric e .  

I n  your letter dated November 27, 1978 you asked for our 

comments on the Draft Env iornmental Impact Statement on Motor 

�---- .. ,-���----�------ . - - f.T-:- �-:'T.'-:- �r.T! i r. ... -::.4 ... h � � ..... ., ... ... "m ........... '"� 

the problems wh i ch it iden t i f i e s  and be l ieve that the statement 

is legally adequate . However, there are a number of po i nts 

w h i c h  should be added for the bene f it of a complete and full record . 

The central issue d i sc u ssed in the assessment is whether 

motor ists will switch from unleaded gasoline to leaded gaso l ine 

because of an i ncreased pr i c e  d i f ferential resul t i ng from 

deregulat ion . After two tank-fulls of leaded gasoline, a 

car ' s  catalyt ic converter is permanently d e stroyed and i f  

enough people switch the $ 8  b i l l ion national i n vestment i n  

t h e  conv erter w i ll b e  ru i ned . 

We strongly believe that price is a se condary factor i n  

considering whether or not fuel-switching w ill occur. Q u i te 

apart from the i s s ue of the adequacy of the surveys of motorists 

W017 

wh ich attempt to determ i ne whether or not pr ice i s  

a factor in fuel switch ing , w e  have d i scovered a large number 

of cars presently on the road w i l l  not operate properly on 

88-90 octane unleaded gasoline . Th i s  is a d ire ct result of 

the fa ilure of the three relevant regulatory age n c i e s , the 

Department of Transportation, the Environmental Protection 

Agency, and the Department of Energy to coord inate the ir 

work on t h i s  country's most important transportation system, 

the automobile, and its fuel s upply , gasoline . 

The problem began when the Congress of the United States 

' _ _  !_' _ � _ ::I "'\.._� �h .... .. 1-" .... '-":::1 ........................... ...... �� --.---- ����� ��11nn nf 

gasoline burned .  Secondly, Congress s a i d  that the cars must 

emit less pollu t ion . Th irdly, Cong ress sa id the oil industry 

s h ould be frozen in its 1972 pos ition . Each of these obje ctives 

was d elegated to a d i f ferent agency . 

When the major automobile c ompan ies told the Department 

of Transportat ion they were hav i ng trouble meeting fleet 

mileage standards, the Department o f  Transportation permitted 

the manu facturers to test the i r  cars for the m ileag e standards 

on 92 octane gasoline . 92 octane unleaded gasoline is the so-

called premi um unlead ed .  It is not generally available at the 

pump. 

A car gets more m i le s  per gallon on h ig h  octane gasoline 

but the economy i s  false because the total amount of energy 

the car uses is the same . 

-2 - ,-uot.8 



At the same t ime , the Department of Transportation was 

mak ing its d eal, the Environmental Prote c t i on Agency was 

making a dftal with ref iners on the "lead phase down" requirement. 

When the re f iners explained that lead is an oc tane e x tender 

and that the only way to meet EPA ' s  d emands would be to 

temporar i ly lower the octane rating of gasoline , the 

Environ�ental Protection Agency agreed . The unleaded regular 

gasoline has been coming through w ith 87-89 octane, a level 

too low for the new car s .  

O f  cour�e , that was done w i thout consultation with the 

Department of Transportation whi ch had just authorized the 

production of cars requ i r i ng higher octane unleaded . 

Ref iners were in turn t ie d  by Department of Energy 

reg ulations and to their 1972 marg ins and their 1972 base

period customers .  Under those regulation s ,  a ref iner has no 

incentive whatsoever to invest in the complex new equipment 

needed to manufacture high octane unleaded gasoline . I n  

fact, Ynder Department o f  Energy regulations, ref iners are 

prohibited from rec e i v i ng a ret urn on inves tment from new 

money invested i n  unleaded capacity and un t il recently r e f iners 

could not cla im depre c iation as a cos t .  

More importantly , the Department o f  Energy stood ready 

and con t i n u e s  to stand ready to send a check to any r e f i ner 

who fails to make money because he i s  produc ing a produc t 

�u019 
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w h i c h  no long er h a s  a marke t .  T h e  payme nts I am referring to 

comes through the excep tions proce s s  and has been made to a 

number of refiners who have been unable to sell the ir fuel 

for one reason or another and, there fore, have been able to 

claim econom i c  hard s h ip .  

We believe that this failure to coord inate regulatory 

programs and the reSUlting �rustration of the new car owner i s  

the pr i nc ipal c a u s e  of fuel switc h ing . A f ter spend ing 1 3  or 

14 thousand dollars in an automobile showroom most people 

will spend the extra $50 a year to buy the proper gasoline 

but the gasoline must be available . These frustrated new 

car owners are prepared to s w i tch to premium l eaded fuels , 

buy high octane unleaded fuels when they are available or i n  

the-worst c a s e  swi tc h  t o  leaded regular f u e l  w h i c h  s till has 

an octane level one or two points higher than the unleaded 

octane levels now available. 

The message to all the regulators in t h i s  act i s  that 

there i s  no free lunch . Each of you will have to deal with the 

issue i n  a direct way wh i c h  takes the e n t ire sys tem into accoun t .  

I t  w i ll b e  hard pol i t i cally and require straight talk in p ubli c . 

Anyone who talks about keeping the present controls to 

avoid fuel switching is probably e n gaged in low grade d emagoguery . 

",-,020 
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Tne pr esent controls do not d eal with the price different ial 

and none of the proposed actions has a real impact on the 

underl ying problem . 

If the fuel switching problem is to be taken seriou sly , 

there are a variety of available remedies which should b e  

considered. 

These include: 

1. Enforcing fuel switching laws against motori s t s  

direct l y .  Thus far , political considerations have kep t 

enforcement action away from car owners. The owner of the car 

should share responsibility and face serious penalties. 

2. Requiring au tomobile manufacturers to put fill pipe 

preventers that really work on their cars. At present the 

preventers can be pried out with a screw driver. They should 

be welded in or the pipe should be of a dif f erent diameter. 

3. Stopping the octane requirement increases by not permi tting 

certification tests on high octane gasoline. All new American 

cars should be tested on 88 or 89 octane gasoline. 

4. Remove the 1 1/2 cent tariff on imported products. 

This will open the door to increased fuel oil imports and allow 

refiners to run year round in a gasoline configuration. I t  

will also encourage foreig n refiners to se t themselves up to 

manufacture unleaded gasoline . 

uu021 
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The one remedy which should not be considered is tying the 

retail price of leaded to that of unleaded. 

EPA requires that all stations sell both leaded and unleaded 

and if they do not have unleaded available they must close. 

Most of our members buy the d i f f e rent type s of g a soline from 

different sources and because the supply of unleaded may be 

short we may find ourselves in a very tight market for unleaded 

and paying a very high price. Tying the two prices together 

would make our s tations totally noncompetitive . 

We are sure that careful s t udy would lead you to conclude 

d ifferential controls would have to be imposed at the refinery 

level and would have to be a ccompanied by allocation s .  You 

would be reinv e n t ing the wheel. 

To make matters worse you would be creating an artificial 

market for a product which should have a declining price. 

Refiners who keep making leaded regular should not be rewarded. 

If the price dif ferential is to be controlled we urge the 

use of a tax mechanism s uc h  as a cut in the tax on unleaded 

gasoline and an increase in the tax on leade d .  This would damp 

the price difference witho u t  dis torting the marke t .  

,,0022 
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The key to the present pr oblem is supply a nd in that 

respect the restoration of the market is the fastest way to get 

new su pplies . Re f i ners should be subject to both the r i sks and 

rewards of their planning dec i s i o n s .  

If the market i s  n o t  restored, we believe there w i ll b e  a n  

absolute shortage of h i gh octane unleaded fuels b y  1981 and 

that fuel switc hing w ill be the only way to keep a car o n  the 

road. I n  short, ina ction o n  deregulation now may mean the 

death of the catalytic converter inve stment in 1981 . 

Thank yo u .  

"u023 

-7-

S'lATEMmT OF 

R. R. NErREY 

IIANAGER, FEDERAL PRICE COORDINATION 

U. S. MARKETmG AND REFDlIlIG DIVISION 

IIlBIL OIL CORPORATION 

A!r 

DOE I!EARIlro ON 

770703 

TIlE DRAFr ENVIRONIIEIITAL IMPACT sv.mMJmT 

III!LA1'!D TO IIl'l'OR GASOLIlIB DBRmULATION 

AND TIlE PROPOSED GASOLIllB = 

IlECEMBER 19, 1976 

,,0024 



- Go:ld nmni:ng. I!IIIl Richard Neyrey, Manager of Fe:!aral Price o:xmllilatian 

for the u. S. Marketing & Refinin; Division of Itlbil Oil Q>rp::1ration. 

'nle lXIE has issue:l. an EnvirorJnental IIIIp!Ict Statement with rl!J3'l"d to 

the decontml of gasoline. and the :pealjn; proposal :for gasoline oost 

tilt. 

It � that the _jor omolI'Ol1llll!lltal·concern is ".f'ualI _tching" poall1bI,
caused by price different:ial.s bebIeen l� and unl� grades of 

gasoline. The lXIE has prav:!.olsl.y amcl1.ldsd that deoont:rol IIIx>uld IrIt 

increase the price spread between leaded and unleaded gasoliDe, and 
that the EPA has alternate means of en:forc:in; the prohibition of 

l� gasoline in cars with catalytic =t:ers. Itlbil agrees with 
this assessment:. 

Gasoline decontml, and :for the ...... reasons gasoline oost tilt, IIIx>uld 
mt adversely affect the price spread, because existi.r.q price regulations 

eX> mt control the differential between l� and unl� gasoline. 

To the contrary, <nItinued a:ntrC>ls will di.scour:aqe refinery :l.nvest:menta 
nace&saJ:Y to pro'Ilde an ade:}uate supply to meet the gn>w1nq darImi :for 
unl� gasoline, thls indirectlyenc:ouraginq "fuel switchioq" in the 
l.orX] teI:m since arrt widespread sI=taqe of unleaded gasoline is lx>Im1 

to IICtivate I!Dtorists to use wbateYer gaso1.I.ne is available. 

· .... u025 
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Exi.st:inq regulations dictate the IIII!:ldmlm price that am be charged for a 

SFEcific g>:ade of gasoline, blt eX> mt naroate that a given g>:ade be sold at 

the maxlm.lIII al.lcwaI:lle price. Under such regulations, the differential in 
act:ual selling prices am vary greatly, especially when ccmpetitive �

-ditions keep prices well hel.cor their le;a1 maxlm.lIII limits. 

Actual price differentials between leaded and unleaded gaooline renect a 

IUIber of factors, I!I!ICD;J them, a de::lining morket for leaded gasoline and 
an expsn:l.inq I!llrket for unleaded gaso1.I.ne - a o:m:!ition directly resultin; 

fnm the regulatiacs pra!Ill.gata1 by EPA. The differential also reflects the 
fact that unl� gaool.inof is a prE!lllium quality prcdIx:t bl..mec. fnm a::m:

pocents prodIlced by III:Ire ex:t.ensive, a:mplex and, thus, c:ost.ly refinin; 
proc:esses • 

Evllll if it were to be deteI:Inined that the best and IICst appropriate way to 

prellellt "fuel switchin;" was tbrolgh price controls, (a fjniin; that M::bil 

believes camx>t be justified) it in IrI way IoO.Ild require cx:mt:mJation of 

the highly a:mpleK and restr:!ctive price and allocation regu1atjons that rOIl 

exist. All that walld be required is a direct control of the differential, 

far smpler than the specific, elalx:a:ate regulations desil;;ned to a:ntrol the 

maxlm.lIII price l.e'Iels baSed- on specific, detailed cost fcmrulas. However, such 

an apprcw::h walld tad to set a price floor for leaded gasoline, and..ould 
liJ<ely force legitillllte leaded-gasoline users to pay DCre than if prices were 

"uO:t6 



- 3 -

set by normal competitive conditions, there"::>y contributing to inflation. 

This opinion is shared by the President's emme11. on Wage and Price Stabl1-

i ty (Statement to FERC on December 23, 1m), wich further points out that 

upward pressure on the price of lmleaded gasoline could encourage the price of 

leaded gasoline to rise as we.ll .. !be Cotlllc11 stated that: 

.. .. • EPA should develop and vigorously pursue methods of enforce
ment of its emission control. regulations which are less 
costly to society and mre practicable ..... Dealers have lltUe 
to gain from acquiescing 1n fuel sw1 tch1ng, and the conse
quences of their being caught are far greater than those of 
individual. motorists so that their fulJ. cooperation may be 
assumed. Tberefore, this method of en:forcement can be both 
effective and, compared to EPA's price differential control 
proposal., relatively inexpensive. Certain1.y, such a program. 
is much mre 'reasonably-sized' than one which requires the 
impos1 tion of costs on consumers 6B)mlting to hl.mdreds of 
millions of dollars. 

The DOE noted that market forces coul.d be expected to reduce these price differ

entials when demand for unleaded gasoline matches that of leaded, regular gaso

line. Obviously, this presupposes an adequate supply of unl.eaded product. 

This raises a serious problem.. The price control regulations are unfair and 

arbi tra.rily based on May 1973 refiner and reseller margins which were inadequate 

then. Years of inflation and long-outdated controls have eroded these margins 

even mre. By now, the government has developed a long-term credibility problem 

in the eyes of industry. The regulations have provided an inadequate return on 

the large investments which the industry has made both before and since 1973 to 

maintain capahili ties and meet mandatory requirements, such as more stringent en

vironmenta.l and sa.t'ety standards, and gasoline lead phasedown. Since controls 

lim::l.t refiners to inadequate profits from base investments, it woul.d appear foolish 

for refiners to believe that they will be permitted a fair return on new invest-

ments of risk. capital. !bus, refiners my be deterred from lnstalllng the new 

... tJO;;:.7 
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facilities necessary to meet the growing demand l"or unleaded gasoline and, I 

should add, the growing demand :for unleaded, higher-octane gasoline. The EIS 

paints out that by 1980 refining capac1 ty could be straining to meet demand. 

Consequently, continued controls could lead to unleaded gasoline shortages which 

would only encourage fuel sw1 tching 1n the long term. • 

Further, we question whether DOE has the authority under the EPAA to implement 

or maintain price controls for the sole purpose of achieving environmental. 

goals. Continuing controls de &pi te OOE' s Findings that gasoline decontrol woul.d 

lead to fulfilling the statutory objectives mandated by the EPAA, contradict the 

actual. p'\U1>Ose of OOE' s controls. They cannot, and shoul.d not, arbitrarily be 

applied as a sub sidia.ry enforcement mechan! sm to envirocmental regulations. EPA 

should not seek to prevent the DOE from achieving its statutory objectives _ that 

is, to encourage adequate supplies to meet demand, simply because for the EPA it 

is an apparently easy (though costly) alternative to EPA enforcement of its regn-

lAtions. 

Further, if fuel switching is a significant problem, the motivation for con .. 

sumers may well be fuel octane quail ty rather than price. Many consumers are \m-

satisf'ied vi th their car's performance with current octane levels of most unleaded 

gasoline (91 Research Octane). Many 01: the 1975 and later cars, while designed 

for this octane, require a hi@J1er octane gasoline in order to avoid sluggl..sh 

performance and engine knock, which may result from lower-octane leaded gasoline. 

Even EPA Deputy Assistant Administrator Shutler has acknowledged, "If a car knocks, 

the motorist is likely to seek a solution by UB::l.ng leaded gasoline because he knows 

that lead is added to gasoline to increase octane. It 

vvO�8 
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The genesis of this problem goes back to the Clean Air Act passed in 1970 

and EPA's S\lb sequent actions. Since that time all U. S. - made car 9 were 

supposedly manufactured to operate on 91 Research Octane unleaded gasoline as 

recommended in their owners I manuals. At the same time that aut01l¥Jbile manu-

facturers were recommending 91 octane gasoline, EPA was and still 1s conducting 

emissions and fuel economy testing with a gasoline of significantly bigller 

octane quality rang:tng up to 98 Research octane number. In addition, many of 

the 1975 and later cars, have actual.l.;y required an unleaded gasoline of signifi

cantly bigller octane quality than 91 for knock-free performance. Coordinating 

Research Council data shows that in 1975 381> of the cars produced knocked on a 

91 octane fnel. Of the 1m Jll)dels, 591> knocked and this percentage is expected to 

increase even f'urther with the 1978 and 1979 mdels. Because of thi s s1 tuation, cus� 

tomer acceptance of M)bll' s recently introduced SUper Unleaded gasoline exceeded our 

expectations. Apparently, DILDY' mtorlsts are dissatisf1ed and, g1ven a choice, 

select a bigller octane unleaded gasoline than the one specified by EPA of whlch 

there is now an ample supply. 

Continuing controls, which constrain nol'1lJlll. market behavior and indwrtr;y's ohility 

to produce adequate supplies of unie8.ci� ;:�line, is mre l.1k.ely to lead to fuel 

sw1tch:l.ng than decontrol. Aga1.n, I repeat, price regulations do not fix �; �!

ferential for refiners Or resellers. Further, contin'W!!d regulations could lead 

to longer term shortage s of unleaded gasoline that ""old encourage Jll)re fuel sw:I. t-

ch1.ng. 

EPA must take respons1blli ty for environmental concern matters. 'lllis includes 

the problem of ensuring that leaded gasoline is not used in cars with cataJ..ytic 

cOlIVerters. DOE I S concern lies in seeing that the objectives of the EPAA are ful.-

filled. vuO:'::9 
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In the interim, and only' &s an interim measure pending decontrol, we urge DOE 
to proceed quickly with the implementation of the gasoline tilt. A. DOE has 

recogaized by ita proposal, this measure is neces.sa.ry immediately to &CCOlmt 

for the bigher costs actual.l.y' associated with the manufacture of gasoline.. This, 

however, 1s not an alternative for decontrol; a cost tilt cannot correct all the 

economic d1 stortions created by controls. 

We continue to DBintaln that gasoline decontrol 1s in everyone IS best interest, 

1nclllding the EPA and the con • .-r. The BOOner decontrol goes into effect, the 

mre e:f'f'ectlvely' industry will be able to respond to the consumer I s needs. 
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December 19, 1978 

Oral Testimony - Joseph Byrne 
Washington, D .  C .  

1 .  Draft Environmental Impact Statement 
concerning the Exemption of Motor Gasoline 
from Mandatory Petroleum Allocation and 
Price Regu lation 

2. Amendment to al low Ref���:� �Q Allocate 
��:��dsed Costs to Gasoline on a Greater 
than Pro-Rata Volumetric Basis 

My name i s  Joseph Byrne and I am here today to present 

the views o f  the Union Oil Company of California on the 

Draft Environmental Impa c t  Statement which covers the 

decontrol of gasoline and the gasoline tilt. 

It i s  clear that there have been recent problems in 

supply o f  unl eaded gasoline and i t  should be clear that 

these supply problems are prima r i l y  caused by price and 

a l locat�on regu lations . The continuation of price contro l s  

O n  gasoline wil l  o n l y  continue the d i sincentives refiners 

have to invest in new fac i l it i e s  and will aggravate not 

only the shortage of unleaded gasoline, but perhaps a l l  

grades of motor gasol ine. 

At the present time many refiners are reportedl y  nearing 

the t�e When their cost banks are exhausted. When a refiner 

reaches this condition under today's rules he has a 

disincentive of three to seven cents per gallon to increase 

d i stillate production a t  the expense of gaso l in e .  He is 

likely, therefore, to maximize gasoline production at the 

expense of distillates until the price of d i s t i l l ates increases 

00031 

to offset the penalty. Thi s  may wel l  cause an acceleration 

of d i stil late prices and may have the total l y  unintended 

effect of causing a shortage of hea�:�� 011 in the late 
wintp .... o�dson. 

Having made t�ese two principal points, I now wish to 

address our view of how the t i lt and decontrol mesh together 

and then present comment s  that will apply to both problems. 

In our view, the gasoline tilt restores to 1:te price 

regulat ion a sense of fairness and equity by correcting a 

defic iency which Occurred in the regulations when partial 

decontrol o f  products occurred in 1976. There i s  no question 

in the mind of anyone who understands petrol eum refining that 

the manufacture of gasoline requires a d i sproportionate 

amount of crude oil and higher non-product costs than do 

products l i ke aviation jet fuel , heating o i l , diesel and 

residual fuel . Before partial decontro l ,  refiners could 

adjust costs between product banks to al low for this d i sparity, 

but with the coming of partial decontrol and the el imination 

of certain product banks their flexibil ity i n  al locating 

both product and non-product costs has ceen severely l imited. 

The tilt rea l l y  compensates for thi s defic iency and should 

have been inst ituted concurrently with partial decontrol. 

The immediate effec t , then , of implementing the tilt is 

that gasoline prices would be a l l owed to increase beyond the 

level attained under the present rules. To this extent, the 

effect of passing t he t i l t  is similar to decontrol. In 

neither case , however , can we predict exactly what the price 
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increase would be and , based on my many years of experience 

in gasoline marketing , I doubt that there i s  any person, 

commissio n ,  or panel of experts who could accurately 

predict what changes would occur in gasoline pric e s ,  or in 

the price of differential between leaded and unleaded 

gaso l i ne .  History i s  replete with examples o f  the 

limitations and inaccurac ies of price forecasts. For example , 

in late 1975, when there was still an uproar about gasoline 

and energy prices and energy was being blamed for most o f  our 

inflation, forecaster s ,  including myself, were saying regula-

tions were controlling gasoline pr ices. Yet the next 3 2  months 

saw both gasoline and heating oil prices increase only 1 4 %  

and 1 8 % ,  respectively .  (Details i n  Exhibit "1/'.) These 

figures were less than the 19% figure regi stered by the Consumer 

Price Index, but hardly the performance pred icted by many in 

late 1 97 5 .  

Although the immediate effect o f  gasoline decontrol i s  

similar to what would be expected under the tilt, the long-term 

aspects are completely d iffer ent. As long as gasoline controls 

continue, there will continue to be distortions in the market 

.place ,  and there will continue to be disincentives for making 

investments necessary to manufacture additional quantities of 

unleaded gasoline. Additional growth in the refining industry's 

ability to manufacture unleaded gasoline i s ,  o f  course, needed 

to match the anticipated growth in the number o f  automobiles 

equipped with catalytic converters. Without this growth in 

unleaded gasoline suppl ie s ,  there is a potential for increased 

automotive emissions which could jeopardize the attainment of 

uooaa 
-3-

national ambient air quality standard s .  

As we s e e  i t ,  the problems that will occur if controls 

continue are l ikely to be more severe than descr ibed in the 

Draft Environmental Impact Statement. These consequence s  

will b e  a shortage o f  unleaded fuel , which w i l l  provide 

incentive for switching many times greater than the price 

d ifferential which i s  the focus of the DEIS .  

W e  believe the following i s  a possible scenario should 

gasoline decontrol be indefinitely postponed: 

Without decontrol the U . S .  petroleum refining industry 

is l ikely to cancel planned investments intended to increase 

the quantity o f  unleaded fuel and continue operating in optimal 

fashion with existing plants and equipment. spot shortages 

of unleaded gasol ine will begin occurring , octane qualities 

of unleaded gasoline will be reduced to the minimum specified 

by Environmental Protection Agency requ irements and the dr iving 

public wi l l  begin compl a ining about quality problems and 

availability. Many drivers will begin to switch to leaded 

fuel merely to have their cars available. 

The government will then be confronted with the choice of 

�ationing only unleaded fue l , or rationing of all gasoline . 

Obviously , rationing of unleaded fuel only would meet with loud 

objections because it would penalize those operating newer c a r s  

that further our c l e a n  air objective s .  Rationing a l l  gasoline 

because of a shortage of unleaded on the other hane would be 

difficult to justify since there real l y  would not be a shortage 

of al l gasol ine , but only unleaded. At this po int, further 

,,0034 
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rulemaking might well be considered , congressional hearing.;; 
could be convened , and name-calling might well reach a new 
pinna c l e .  Does this scenario seem far fetched? We think 
not. We bel ieve it was given credence by Mr. Kahn when he 
told Congress two weeks ago that the price of energy must 
u l timately be al lowed to rise or we will face rationing. It 
is thi s kind of alternative that needs to be weighed in conjunction 
with the alternatives covered in the DEI S .  

Another point I wish t o  make tOday Concerns octane 
qual ity. Lack of satisfactory octane i s  given as one of the 
reasons why consumers are switching from unleaded to leaded 
fuel, yet there are those who would argue that switching 
can be solved merely by putting price controls on the differential 
pl.-ices between leaded and unleaded fuels. 'l'he ocLClne quality 
issue i s  far too complex to be solved by such a simple rul e .  
The matter o f  octane quality needs t o  be addressed b y  the EPA 
dS a part of its review of the automotive products coming out o f  
Detroit. I have personal l y  rem inVOlved in the unleaded gasoline 
story and participa ted in the stud ies done by the American 
Petroleum Institute in the mid-1 960s which demonstrated the 
very high investment and manufacturing costs required to 
COnvert gasoline of the quality manufactured at that time into 
unleaded fuel . As a consequence of these and similar stUdies, 
the automobi!e industry, under the leadership of General Motors, 
recogn i z ed that automobiles designed to run On unleaded fuel 
would have to rely on lower octane quality than could be 
provided in a leaded fuel environment. Led by General Motors , 

LOOJ!) 
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the automo b i l e  industry announced that it WOuld design cars to 
operate On 91 research octane unleaded fuel . I n  today's 
parlance o f  Average Knock Index, this i s  equivalent to a fuel 
o f  87 AKI . Early this year , the President of General Motors 
reaffirmed that General Motors would continue to de sign cars 
for this 87 AKI qua l ity . However , as i s  we l l  known by those of 
u s  familiar with the octane problem, it has always been d ifficult 
to manufacture an automobile fleet for a given octane require
ment without turning out some vehicles with a n  octane appetite 
substantially above the average of the fleet. This has again 
happened with cars requiring unleaded fuel and though the 
p� troleum industry and the automobile manufacturers continue 
their efforts to solve the problem, ,there are presently many 
cars on the road whose octane requirement i s  wel l  above 8 7  AKI . 
Given decontrol and incentives for investmen t s ,  we bel i eve 
gasoline of the quality necessary to meet the needs of such 
cars will be produced . Already various refiners have announced 
in the press their tentative plans [or the manufacture and 

marketing of " premium" unleaded fuel s .  This kind of response 
can only be expected though if we believe gasoline decontrol 

,wi l l  become a reality. 

As for our part , the Union Oil Company has already invested 

more than$75 m i l l ion in refining faci l i t i e s  to produce unleaded 

gasoline. These expenditures were made in the belief that 

decontrol would SOOn arrive and that we would be al lowed the 

opportunity to make an adequate return on our investment. So 

far the regulations have l imited this opportunity and we have 
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been able to realize a payback of only one cent p�r gallon . 

In all candor this return is unacceptabl e .  v1c cannot be 

expected to make investments of this magnitude if we continue 

to be denied the chance to earn a reasonable return. 

Our position is summ<lrized as follows: 

Continued contro l s  will c l e arly cause difficulties 

with the supply of unleaded fuel ; 

Shortage s  of unl eaded fuel have environmental 

consequences far greater in magnitude than the 

switching problem which is addressed in DEI S .  

Failure t o  pass the gasoline t i l t  i s  likrly to 

accelerate the increase of disti l l ate prices and 

may cause supply d i fficul t i�s . 

Another way of stating our overall pos ition is that we 

think switching is a minor issue compared to the other 

consequences of withholding action on gasol ine decontrol and 

the gasol ine t i l t .  We think the t i l t  should be impl emented a s  

soon a s  possible with decontrol t o  follow shortly thereafter. 

This concludes my te stimony and I will be pleased to 

respond to any questions you may have. 
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STATE:'-lE:�'l' OF CL"�::iCE N. Dl"rLCl I l 1 I  
DIRE:CTOJ{, CENTER FOR A 

REFORE THE: ECO;�O:UC REGULJI.TORY 
DEPARTMENT OF ENERGY 

WASillNGTO N ,  D. C . ,  DECE�'l.Ii�!{ 1 ') ,  ] ,)7 8  

770705 

Th2Sf' CQ�.I'>1€'nts ar-,' sub;nitted on Uk' dr,' ] ,  (:" ,v .  rOdIT"nt.,l H": :lC': 

5 C.;::':.(' ·:t:nt on the propos.al to exempt mot.Ol" ga50] li<l.: !:!:'O.'I ),I,ll!Jo.l tory 
,l l incation and price control r e g u l a t ions und'.n tile I:n:,:rS"';l;:;Y !'�trol ;?" : ,  

A l location A c t .  I d m  the Director o I  the Cente:;;" .lor ;\'..l l:o f;,lf,> :::y ,  Cl nO;1" 
;):;;"o I .i. L  organiza tio!l found('!,� by Ralph ;\.1.10.r <lm1 Con�;t!:n·>' '; !:::i.n:' b ... " I () ,' 
.i nd(.'pendent of both. The Center has do:w extc;lsi. V(' I,'or k  on 1 ('']clf-r,,-,,'' 
9;'1.':0(') i .,<, and its USl� in motor vcjl icll'::. 'T'h i s  st,l ':.�;r.·.· r:t is .su!,;:,i t·v-.' 

<1 1 ;0 on the behal f  o f  Friends of th(' T:Z!r t i"l ,  Hd 1 Fh t�ildpr ,  tll-" l;" t £o,nl 
CleClll Air Coa l i t ion and Public C i tizen , Fri0;]ds (,[ thG E.JrLh " T'd 
l'"L;bLi.c C i t i z e n  are mi'\jor n3tional enviro.,i\1e-:t,1. 1 <IT'(; CO:1su'� �r g:;;"uu:� , 
rcspectively while the N a t ior-al Clean Air Coalition i s  <'! cO<l.lition o f  
diverse groups and individuals cominitted t o  cleaning up and preservin:.; 

the nation ' s  a i r .  The Coalition .... d S  establ ished in 1 9 7 Y by environ

J,l;)iltcl.l leaders from throuyho.;t the count:ry to p:::e ",.�::v(' t',(.' i n t cc';..- it.y 

o f ,  st:re:lg th€'a and enfo::'ce the Clean Ai r  AC' t .  
Thesf' cO[llr.lents are necessarily l i m i t.ed bccaus2 of the pxtr<1ordi r,: 

lilanner in which the Department has co:npressed the schedulc am! at t�ll'!-,l:"d 

to change the draft EIS on decontrol into one cove.r i;19 " t i l t "  also 

\·:11en the public interest cOIlUi1unity mO.':ot cv:}c�:;;"ned v:i til the::>e r.,.Jil.:;O,..-.' 
\·:a5 in the midst o f  l i t.ig<l t ion agninst the Dcpilr tl�en�: over t h i s  

?rcc:?Jur�. By participating h e r e  torlay, \':e d o  n o t  \va ive our leg",l 

r i':lhts to challenge the e ffective 11 cal�nder day co:;n�"'�t pe>:"iod on 

(:1ilft. EIS before this hearing. 

the 

De!'lpite containing numerous errors and omis.sio�s tha'.:. rcJ;,l(':c,' the 

projected adverse environmental impact, the d r a f t  E1S clearly �hO\�..> 

that decontrol will cause higher gasoline pric�s anJ 10lr002r dJ.fferel' '' � i:'.l 

b8tweei1 the price of leaded and leadfree gasolii1.�" w!1iei) in tnrn 

causes more use of leaded gas in catalyst car s (fuel s\..;itchi.ng) anc 

hi.gh",r tail pipe Gmission s .  Since the dOr.1<':stic auto l�.il�;ers hc.tve 

sel ected the catalyst as the primary means o f  reducing t a i l  pip€: 

emissions, this country has invested some 5 billion dollars for 

cdtalysts to clean 'Up mobile source emiss ions and \� ill spend ,,0!i1� 

$2 b i l l ion more in the next t\to year s .  Yet fuel s\>iitchi.ng thl:eilt�Il�' 

fan the fires of inflation by wasting a sizable porti.on of that 
ex,>enditure with a 10% switching ratc alone by 1 9 8 0  <I1Cl;ang the 

conSUr:1""r liable for $600 million to repldce poisoned ca talysts. 

Sign"if.icantly, the draft EIS admits that immediate dl2control \>iill not 

r c s u l t  in increased refinery capacity anrl morl": p l e n t i f u l  !,Ud)lic�; of 

leadrr�c gasoline until after 1 9 8 0 .  In the mear.t i !n3 , the p�lbl l c  \>i l l l 

l",ave to pay the oil piper while irreparable enviro()HH�ntill h,"lnl occurs. 
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'i'll (�:'L!::t l: r s  ell' the out..set points ou t.. thdl " l t J h,� m':l jor :':Otl'.�:t, 
0 ':- l ) f ,  'rL.<.lin-i ty" i .<; \-!;)·.� L1� er thc fll.:"l sIJitchi.n'J tlw c. i� Ob,,('l"\Tcl ; 
h,;'<,.\ · ' 01." Ti:n.1Q)H "c Li.C)"\ on p :: r l  o f  the vehi<:l(> UCtVl!r- . �.ft,�r or'" i i " j [0 ... · h ,�!.i. t\l.-..l bell.Jv"!.llr: in the mo,lel , th8 draft EIS �i.aLc" tha t " the: 
<'C C " fl 1  ,·,\:·:\he:.; o f  impaired c'ltalysts in th� vehicle: po;->ul ;l t i  01', \lill ll�' L' ; f llw b"':)'I\'ior is lhe rilndc)m c.J,.'lc . "  TI.� \�C!. p:d:lt ('.:l (.ut. ill 
(l;;, i. L  ':',n )" bvEoJ.. l! this <lgency ill Ju ly 19"JU ,  the acl\'::,r.<:� C'nv i.ro1l-: . l) H:t. wXlld be 5 t iI'l8.'": ," " gXE:at a:. proj f"!ctc'd if. th02 OI,TJ>r fllCl 
S'.'1.tr-;). ,-, oil l y  1 nut o f  every 5 tin:;. " , peJ:ll.:op,; wll::'>;) hc or sl]e p�lll' 
in; o 0;\", 0': tho,--;: s L .:l t j o n ::>  v.i.t.h an r. c(Cr.t./l)allon diff crL'n t .i a l nr mCJ r C' .  

'I i l ( !  u:!:'" f t  E.C$ based it� jlld9'���:1 i;; on t h (,!  I ib:>lihood t h <.l t  l..h�� 
[ucl s .'i �<:h(·'r' is onc< \Tho has l'Clno·"ec. the fil ler- neck restriction to 
('xpe(� ite continued s\vitching. Just this past weekend, the U . S .  
cn,ji r("lnr'1�';l tal Prot�<: tion l\.gency l'clGdsed a s tudy that virtually (;'!' CU) !'C": tll i s  rdC1U' t UH',;115 <tSZllf'l}ticm i n  f.:hol/ing t)::l" 7Si. 0':: c<trs 
\'h ich h,,{j f,nel BI'li tchr�c1 5 t i l l  hi",d the r o & t r i c t io!lS in thp filler n8c).;.s. 

�r_�.E�'�:( 
':i'1l(' d , n f t  F:IS heavily rel j c ::;  on the GM study whici, shO\.'s f<l>:" ] 01,'0, ri1, t , ', 0 ;"  fuel !;I/itchin!] tiJan C1ny O!-.h'lr nat ioni'\ l  study eV0r conr!t'ctC'd. (',� ' " i( of erron; that b j a s  thc study, the d r u f !' ETS mi:;app l i C's il lly 

u s i n g  it to sO'y fuel s\o'i tching dOG1; not increase after a car beCOl'lt.,; 

Cl. 3 r.':)(l;"!l yCiJT 0 1 (1 C'<lr or 4 calender yC<.J,:r:� old , ht this age, the C I S  
�i Cltl':; thE': 'vehicle sUq.li1BSeS 50, 000 milps, '�hich m,"ly be a ps}'ch":!ln';lj c" l 
tU":: lli;!�, ,,:>int. in the minds of o',mers" as it "coincides \'lith tl:e pub l i ::  
p('rc'�r t j ·.l0 of the· effectiYe l i f(! of t h e  converter . "  (EIS Clt II I -GO . )  
J '=  the> draft ETS preparer"> had r�"rl Tablf! r in m.l ' s  study they \,'oI11d 
h,.V8 s .  �;n th<lt the .J,verag(' mileage on the: 3 model year old 1975 r"o(�els 
\Va::; abo.l.<:' 4 1 , 500 ; � i l et. so thilt no "psychological turning poi n t "  coulL: 
pos . �b.ly have been enO'J.ntered. In addi tion, the study was done in the 
t "iX ::.I: hal f o f  1978 whe;l the oldest 1 9 7 5  mooel could only h<:v<� b2el1 about 3 ye>�lr,s, 9 m0nl:lis old and perha!Js only 2 years, 9 months. Tht!s the 

draIt E1S has a major error in not showing . the switching rate to 

contin\l� to increase. 
1I1 though the dra ft EIS points out that the GM study might under

<'5timale fuel switching because it had no stations with a differential 
biS:ler than 8 ce nts , i t  did not state that there were only 2 of 24 
statiollr> \ot"i til the 8 cent differential and no ,!':t�� 
c� .. �jJ�.£.: . .:r.!'_n!j�. Thu5 Gt·t had the highly abnormal d istribution of 
or,] ), 8 . 3':- o f  the .stol f··service staUons it m0:l i tored with d i ffc r en tiil.l s 
of qre" t<:'r than 5 cents at about tile sarno:" tim8 the Lundberg Sm"vpy 
(Vo l .  v, No. 21) ""<'I.S repnr tin'J thc1.t n<ttiona l ly some 40\\ of self-scrv.l.C(' 
stat ion,. h.J,o d i ffercnti.als gre"ter than 5 cen ts per gallon. Thi.s \o'a 5 
at l�'� ��.J"'\18 t ime a Centc-r study fo und 64% of self-serves in the DC f're..l 
had cl E: cent.. per gallon or higher d i f fercr. tia 1 .  

t !  . 
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\!lIC':! ont' c:ollples t hE' ilbnorr'i"ll d i.�t:r ;but i on in t h , '  G.'·: �,\1 :::\'uy 
t i ,  t.h(, i , l e t- LlJ l �  G�l d i tl i lot tiurv,,�' tho'.,' :,U.Li oy'o. \ il , C'1l r(:il .. to 

2, c i tj,(:r the �;t 0.t.ion5 n�i. u " i ,�CJ COOi'Cl"<: l v '" lF1(] hi':! .  
d ' l i ('d;:It. i il. l �> anrl fuel :;w i.Lcili.r.(j or (" j d ) (] cot h<1"<"> <I ) an�hnl :.�. l �T L ; o ·  

1" ·O(,VJll t C .  In (' i l l ,('r ('vent, thl' (;\1 SUX Vl''y Cdl ll�Ot. b e  i]("CD1.·("(' t t h e, 

1,>v('1 o f  v<l l id i l} given it by the d r ", [ t  EIS prC?<ln'::s.  Finilll y ,  t�, I" i.; U,_' 
J iH't t h 2! t  the ETS prC'pcln'!:"" recog n i::0 t h a t  t�n pre sc�cc of [)); ,,"-v:'�)l(: 

c.; �'\ln'�/" t�; n:duc<-':; t.h · -.. a l j (li.ty of t.he OJ ::;Lu,l;_ 

1 n  Cnnlrd';lt, t.hc , r i t i , i �;mi-> q i vpn tlh-' F.1';, !';tu�;!, \,,"\ � h  t,j(:l.,'� 
" ' . i l (";i: Ul',l r,lt.t'::; if' b 1 (11·m PU t o f  p:·o;l<.)'· t i 0>1 by eOj,(l, ..  )"" i !;".T1_ 1 '1 ,) 1�t 

; (Jf t Ill: c,t".i. Liei sm.; i "  C'.cn.'":0.0US tlr.d )1tl iv,' .1'1 t.L ·1 I � t  f " i l �; l.() ( v'!'" 
t ;' ; ,  t J : , ' )"" ( �  can bf! ann j s Cl. ph" 1l0r.l(';"10n kno,,'.l a!;  rC\l(�rS(·- �:1'" I.e:) i l '  
1..:',i)1(, lr�,..,;ll 1('e g .. :; in a Cit'.- t.h:lt. Ci'ln burn l c,\(�C'j . J� ) s�ci.\ l l y ,  <1"";,"":" 
E I S  st.uLc's th e EP!I stu(ly roa.y he b.i.d�icd becausc of errors in rro�wJ.: ) Y  

iC('nt i. f y i '1�1 ve�l j (' l C's il:; i;1C"!ing l eaded o r  lrarHrcc COJ- t if io,l us('r'" 0:,( 
I� i " " , :: �,',\L i.(1J. i <; ,l l eCl,J(" l v,'-h ic l{� r e r uol in] \. i l 1 1 lc;,J:.:-u�· f�l<'l 

t\,,:" ,,;( u l e.  dC' F J ,lt(> t:l(� [uc:l �;\-l i tching r<.l tc . Th�s c,�;, ilnd dor;s (':�(""e 
Ii, 'C:1�1';' �., i <;I!.I f ,l::,"I.:11. ntU,,\),'" 0; vel"; i clc O',.:1,-,t S b,l;' 1 (!i1(; �r(' f'I ; ;  [0 
i t �; C 1 C'-.:1 lJul'n-: l!'J chllrJ�' t Q , i " t ie; . .1" i�; e',,�_d(;I;':;E'd by Ar.1�)cO ' s  �".1C,-('�;, ' �� l  

�,c l l i r,': ( i f  ] c.vl i r c e  �ld�'( ' l i n('.'. : o r  m,:ny ye" r �; t o  o.,'!!:"!:",> o f  C d f S  t hi:t 

� l: UfI  0:, 1 ' 1 ,1<1,,(1 (jel'>. GrlO of tj,,! p:r i.m(> �;(' l l i n,) P(; � ) , t �., \'/,1:; t ! ' fl. <- C,ll' 

C ' >1 : : (}  SCl'!1' 5 (""(" : � h  per �;<l l l on in r:lu ill : p rQ)1CC C()sl roy f,\ " l C : l i ,,'.i 

, I) 10:,,., f1-('(: (),���oljlle,  U;Al� P,",p.'l· No , 7 2 0 0 8 4 , "Savil'() r1aint.f'lli , 

1)',1 1 ,1 ; \..- � t h  I,r,ld-Fr<2'(' Ci��'ul i o\' _ " )  

f n  ;:.cL' : l .l(': l , the d ,·,1 � C.  C I S  over". U .�-' t l · '  th<"' i,.-();»j,i ] i L:  o �  
�" , y � :1' J '-'dOC,1 Cill' a:, onr) thi'lt ShC}D 1 d uSC' 10,1.(\ . rp" fur 1 \,:\�,l 

0'.0 d�!U�)1 � '  clJ(!('k �', t hruu'1� til(' l i cc n s li'  11l1lTI�,)C' . _  For C�;<ll"il;)le, t1 , 
["('C!Ue' (.';1 t.O l(,.!(:[u"c an, t.he 1 975 and ' " tc r  l�()(:(.' l�, W)!.iCll 1.:1\'., S 
i d(."l t i fy .Ul"j c;�:.tt:d("t.(: t i s t ic!j a s  l <t rg(.'Y bm"per" tc �t:" t tile b\l;;"lf'cr 

stanc.ardc.;. 

�r..:...���>j��!,�_�,���; 
",'il i.J." tlw dr:l f ... J:15 n�vcr cl e� H:l y nh(,\�s ho'" it. der ivc:.; lh, r;l\i ' 

fdc "'()r�, il� Taule I I I  11-<1 from those i n  TaLol o:: 111 1\.- 3 ,  they <l1 (' ("" lc,,-. ' y  

iT� error for the 1 9 8 0  mouel y8a.r_ Althotl,-;h a factor o f  R incr",n:;e for 

1':1 " )-79 C il l' S  de s i')oed to m'?et 1 _ 5  HC and 1 5  CO may be correc l . ,  i t. i "  

c l (!c1 r 1 y  t o o  l o w  [ 0 ,  c a r s  s u c h  a.'; Crlliforr:ia car s a'13 1 9 8 0  C : l r s  t.hat 

h<.lv<� t:o meet lower emi. s s ion standards and u t i l ize stich adVilJJC'cd systCln'; 

,:::; lhJ,c.c WdY or start-up o:!:" auxilary catalysts that have a higher 

c:,'t�l ] Y S t.  e f f i c iency thiln pre:�ent oxidation catalys t s ,  The po i sonio'j 

fac t o r  ,.,' L l 1  ol cu.:l y  he higher and any calcul,lt io:1S should be b,'l :;O(1 on 

e n g i n e  out. emisl'>ions tha n on an (>x trapolation from pre5€'nl vl;'h ic lcs . 

'l ! l i s  error "n l l  b e  co:npoundf.!d for areas that us€' the advonccct syst-cm� 

prior to 1980 .lncludinq Californi<t ,11ld any st<lle �uch as N'",�: Jc� :..�')' 
th�t appl i es for a wa iver under new S 177 of the C l e a n  Air !'Ict , 

Emj .�si�2n����..J�:!�9. 
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Til<' (lr.d t EIS r;uS/qc:-l l :.; t h d L  vehic l p  inspvCL ion/".d i.lLt('f'.�, · ( l !N)  
-L;::": Cilr. /) ( '  t;:H'U to w i  t l 'j il t(·, thE' <1(1\'(>r5l' C:1Vj rO!l;,'c n \  < ' ;  i!.l,',,, ; l . 

( ' : . �, dt V - 1 ) . Jt c l r,ove-rly sk i.ps 0'/.: .. - t. ! I C  �S�,\h' 0" \vll ,'th:': U-,  

" (" In c1. �Lc,�t POli;(ll1<.'tl cdt;11yc, t ' . i n  f; l"ti nt, ; 
'.1"0 t ) , �, ('xL'nt. lhdi V'(, � l i c l e �  W"i.t:l der-'�c� i.\·f! ("; , I t ,, ' '  
<.",1:> D'.! ide:;t. i. f i.('(; b y  llw.;p prD'-i r'llns , tll"y \� il l n; L i ' i .l : �' 
tile ,Llnpcl c t  of 

l'I('c(>-'! l.n�J to EPA ' s  .s l a t.cr;l(:nt. dt thl!D'" hC';n i" '.l h l a s t  J1l1 y ,  th" ;)["l.:,".';":' 

!i:l ) "  SllC':\ a s  the id L(' modt, u s·�,l ],y j;" " ,  .Tt·n;\'\ (" � '!:i(l: : 1  
p' , ' ;-C"<r: " ' :  cdtul y:.; t alld 1:1''\ i �. 100ki.n9 a r(;iln:1 [0'" add t l ' ) la :  s t  

Lht'rmoc(lu!-,le p["u�' ("; t h a i  c o u J , l  be i.l(hlpcl to t.ll'· l /f-: l ,ro."'  

cost" to d�� L c ( ' �  P:'l';O:H'd (':t � J ! y : · t " � ; ,  

(; --dft. E r�; avo � ds th!-' lilr'1 " :; ::: '2ov i ro; ,,\V) t.::l i." 

, l : �, Cd\..,, : y . , t s POlholl2J L)y fUf' l swi l.c!"n" "i a:\ci t !lt..' i!1:.'lc', c n : �' " ). : o [  
J /r'l P" ()S.'<.l:'l�--wh(�Lh8r �;ig(,.! Li.cil.:'.t r�!�l s',o.·ttc h i ng wi 1 1  creat .. , ill! 

i'7,;J",dirn'�Ilt. to liN progr0!1 i n i t iat ion _ l'1uny 10cC\ 1 � t.i",,, h<1ve n: " i z b,(l 

II;: p.Ol,::-U:n:; bcc: aui>\.' of GO�t s ,  I �  t.�l0= liL.,-, l i hooa t)"!,lt. " f il r l il.'; 

� ()(',!1 T/�; 1';'Uj.c<l. , �P.I;)t � :1  i!.'::\·:" � . d -:'(' ("'();:S\l·'· ' �  

l 'i '  o r  ,' 1 1  C.l , ,J : 'j':;ts bt'ca.u;;c thr)' \,',' r ' th .. !'. <::(1�l l (  

1 DC' t ::-,> st.r,h·; lh<J.t J. i l. l �; t.lH� p::::O j r,l:' I t  \·;,,:n:�(: 1 b(' 
il�; Ilo � l ' i n'j  �()rr' th,ln Cl Tl!;'rc) f i t  P-:'O(;>:"<I,,'_ i\nd (·very na i o .  r e t : o f i.:" 

l It :0,1" b',0:1 at U::n,)t ,--.o:! all pT:;"v,' L� j)d',S"';, j,'-:' {lut ()l1.0t j 1 r.'" h,.:-; L. i l , ·,! , 

, I i  it i" i n  ,1 IX:; i.. l u \(�,: <'lrf'.l slCcn ,IL, Co.l l -l. fornl,l . 

�-,;,� .o � -,"iil,t.i:.£:l<1 1 _�v�'�'d9,':'. 

'l'lq� drv.!"'t :CIS use:, t h ,  pro:iectod na t iona l aver<1(j<:' d i f f e r l ' n t" i , j ;  

t : l " ()ll'J: :  t h �, � t t H l l  W � l.; l ' re-f<' rt''""lc(' tha� df'dll'r t e )  d,�"l('r \ "  Ir l ,' ': L O  

i" : r." \(� iln y d i f f,,- c,,:1C'- ( F. I S  < 1 1  IV- 5 5 . )  Thi�.; ie, tl'lfo�;i,J ' .  

F.i.r � , i  t ' - . ,  (Ji.ffc r(�ntL"l;. <I t  s c l i - s e .nr�ce S l.l t lons i!-. hi(;11er th,u! [:l l l -

�" ,r\ i c ' 1"0"" eX<.lmple, t.:,'> :CI';'\ :S'l�l\ll. .. \,'r<; Survf'Y 5:10",,·2 f u l l -:;v"'yi (""<' 

, � � : C: I : ;  to hdVt..' on ly ct 1 . 7 6  (""(:,!',t: d i f£(>,ential COi:\l':t r�'J to ,t 1, , 9 2  c(';. _ 

(l i f f: e -:' (,TJ.tidl for s e l f -service s .  And the d i f f erential for self-s",vicr..: 

r;t"olt it1r has bE-.en going up h':'qhcr tha n for [1.l l 1 -:o:"'.:-vic<',,,; ,  Coup1 1 'lq 

t \ l i "  \-l i � h  tfl" fact t.hat i t  i s  (,1'l s ier for a t:onS\l;rler to f u e l  sh' l l.ch ,I t 
il. �e l f -';erv L c l= ,  the dra ft EIS tlppe,n:o; 

tc, a.dd n�" �  this a5p�)ct o f  the problem, 

wO" .!:ully ir,i1.dc(,I!ol [ e  in f<1 i 1 i:19 

Then there arc s i gni f ica nt region;:!.l variations. In \"-"ls!1-:'ng:-on, 

t h e  Cent('I: found the d i f f erential ove.::-a l l  to be 6 . 2  cents \o'h i.le the 

sel f -s,:;;-vice \lia s 8 . 4 .  Ins tead o f  us ing t h e  Center ' s  d a t <.l ,  the dra. f t. 

l�I. S  ref.erred to P] a t t '  s Oi lgral'\ \�hi (""h show-2d il WashlJ.<;ton <lvera')(> 

d i [ f e n ' n t i a l  of 4 _ 8  cents compared to 4 _ 4  nationa l ly and no indic�tion 

0; t.he spre<td for s e l f -st:rvicc Hh i eh presumably wou ld hi:\v(' b,�e;1 even 

h i q ! l 0 r .  The probler:l i s  that if the hi,:!h':)r bases are us�'J illste2J o� 

lh(> IQwer nat ional average , then even with the dr3.ft EIS ' s  10',.' c s t il"l'..ol.t"(' 

C.,r fu('l swi tch ing , the d i fferential increases under decontrol c"n 

C<lU'; .... the d i f ferentials to reach level:. that tr igger s igni f ican t incre<ls .. ,"'; 

ill fuel sl.;i.V;hing_ 
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'j'h'� ;,:,,-, l ys i :; on d�"l l 8 c  tv d�"l l � r  Vdl- j,,,!;  i o n  ... . > 
i nc n·..l.�c \ ; i l l b.' � 1 1oc-"'t ,'(: C'v·, · l y  Lv <� ; 1  (1 ... , '  

)l.)� h�' Lh.: ca�·; .  D�'d l c�rs wit]L  l .... �·';<-! d ,·,·n': ; , 1 <.>  !:;.!)' 

1. �( · q ·" s�; \..h�!i.r sprc"J \;:1 1 1 �  clealpr�; liLtl1 1 0' ,  ' , 1 r .. ·,4 
, " .1' l:, , � . ; i n ,.;. In oth�' ''' h':rd,; , t�I'.' (: � r f(" 0'1:. i ,,1 inc! ' 

:.1" 

t{, o..:cur in tlF: draf:' 1:;[:'> 1. 'lY bp lOdc;,-'�l vn t.a lhose s t : .l" L i '1'lS :,! , j ;;:l  .,r·' 

th\.! la"lcr 7:,th perCCTl l i l e .  Til i.s i �, p,n t i c  •• l.!.'- l y  1 i) _' 1 y  to l... ; l',:, 
11;"l�1" · deeonl.1"<)l i i ,  iI �: t h :� dCc::t E r �  sl�. : <, o" tL" '" i'; '�i J l� J [ i ('.I" t 

in thC' n�::,l i l  n a�·j;\'t .  
'-:_��'::: ::....-?�_.�:..:..l_., i .' l�l·.�"l-_".·lq · 1 ;; :  ioy 

'). ) l l  , ir,l.ft E I S  a ::: 1 1 1 -';:" " C10l t ( .; ,.1·1i"\�. DCil; i:i I1Dt. (,l� ; ,  r( !.:'.; t ' \ 
r,. : <l i 1  p r L , ; i n y  rc>sul..Lion'; dnc1 tint �;t,,\ L'lIs 0'::-'.' \·j U!.-,( 1 (': .. : ;  

("(" i l i'I,! i'( ic :·� p�,�-,"", i.tt':" l .  Y e t.  tIE' a: i: C t  Ll S  � il i l ,-,(: t.o (j\l..l!l :: i. f )  

I.h j s  pro�l ern <'lnd relate i t  t. o  the fu<· 1 swiLching that. U i  08in0 dOJ:\� . 
',, ; , , ;; i�; pi"lrtj culclr1.y n,"-i!�L'(l for s t a : " i o r '.; vii :.\: ('(· i ) i I"'; 1'. ) (;., \ . ,, 1 d �  i 
'::1 1 vd(1[., 9il:)(,1 i.�l'" <llC' L'�·U:"'.lbl )· t ' , ,, () " , \ "  ... :, !::h ·  LI (: :  

\:Iwre [uul sIYitC'hin;! i !>  l�n�· .... l i kel y to occu.( . '1':'ll.'; UH! l.!,""" ),,c ·. (>1 
(;,".:C�l :"l·r.' l  c,1nn0 ·· U" (!Sl<1b' i .','H·:� ur, ; ".;" \.:,: knu·,·: ",)];1\ ' I · � tc·:l 

'J'-' 011 under di., «:: (>:I t.i,,l '. \;ith f u l l  e i l ':orc"" l,� n \  o[ th2 r�� 'i.� 1 ,1 �: " W; 
!:.l.�i �;:-' � � !l'\l-.�� 

'1'1 (',',. [ :  J ; l : ; ' �; p;::r> � "nr., :"i or. ( ,f  !;;l;J;> l y  dil l "  i '; .';0 in: · " .�i':. 
�::'ud · · . ','r, i llq�,:l pIlt-" L.: CO:·:,.h " , t .  'l'h:' al!: ,lY'� i �, j '. h , ' � ; 'r,> 

1 ' ; '(.;, \.h·� a:;'," . J '  :001 tl:.,,'. 1 9 � O  �;up;:)!.y ,'''d uC:l!klml \·,' i  1 1  h "  l l� 1'.1 1 <"1 . .  < 
d" v"' r: l : ll.',1 in p,,, l l m i :l 1 1 ) ' ; T j', d;I IJ, ( E T C; at I I T - 7 ,  JV·· 1 . ) .13 ' ; '  
(""I: ) l y  c1()� " D�!·,: [;:Jil  to pro(ll1" '� lll.:':,,,-, c: a t_n: i t  0. 1 :;0 f C:' i l:; Lo � i L �' " 

:·:�:JJ.'l i" . .'.·.l�'i'1y j n:'o�rr.1l :,, ' :  d(!1telolkJ by In;, ('�rJ 1 ( "  tll i s y('21r \-·;! i.c · : 

ir;,l : c<.lt ",; '� \j3sol i n " ' 1::-:.\".1 1 1  of Ij O (l , O (Jo bid til 19:' 0 ,  { o.C','L, · 

' , . ' .; 

; t "  

,'� . .  \;C'o.,.,;. 0;, O·,Jt't:<.; i q' l t:.  a!v] o� L!',' Il:-'Jt,�,.: Co :. : .  o� T l : � ,  : ',1.itCV 
an� l-'o"-<2ig� COIl'"-",��cu, "Gasoline necont r u l "  (Atl'] . 1 9 7 13 ) . )  

The v n l i d i t y  o f  thp (Iraft. 1:15 a s  based on unseen I;u�,;'ly l!:l ::,: i 

c<':,: . .l lltC' dOllUI' by i:""IOo n s i s t '_'nc i c" ;  Oil DOE ' ;; p r o j e c t i o . '  T;: t l ' "  
r ,,�)tL'l:lj�-:T. 1 9 7 7  report on deco!lLrol prep,'ced b y  Fl.:.'\. (DOi : ' :;, i-'l.."<.!:1., .. ,.:, ... ., . .  , )  
supply r!"ojcction were mddp throtHjh 1 9 7 9  or for ov(�r 2 yearl': ilh�i'I" . 
'fhe Hay J 9 7 8  Supplement prepared by DOo.:: did not upJilte the projt!cL.io',::, . 

'j']'e draft EIS nOh' states n0\'; pro j ect ion s \>'i11 bc "'Jedlable in ll.:c'(' !,o:"l' 
1 9 7 (j  but.. obviouf'ly after t hi <; hear in'l and o!"'portun ity for. o,ill COIi" .-" .... r:.t. 

In V i  [!\'.' o f  thE:! ea r l ier p..:: ssirr. i stic projccLi0 1:':, the lr:lI";iilil 

interruption and the pr ice increJ,,�� in OPEC oi l of 14 . S !l.  ave-raIl and 

c "" e n  h i q h f' "  f o r  the l i g h t  crude gril(1es H h i c h  ax-e faYo!."c('! for I (,.f i n ;  ' , ' 

i n t.o �Flr.;ol i n c ,  it appcac�; c:he optimism exrr(' " "cd on I1n i d c nt i f h�d d"c.J 

J. n  U�0 c;.rilft E I S  i s  uufoll'1Jf·d .  IndC:'cd, UIC OPEC pr i ce incrc'<\::;e il l  Or" , 

hcc0!.si ta t(> s ne''''' pro i cctions on g.:lsol inc p�icc ilnd d i f [cr(!:1t1i.l.J :iP.�r,.·" 

t"h<lt ... ·('uld sho\" cl(>ilrly disilstrous env iroument.al cons�gUf�nccs \,:l1en 

C':).�'.:>i:I -,:1 �·!ith the corrc�c t i o n s  di sC:l1�.;,;cd i!�:'JQV(' �;hou.lti d('copt ::::01 b .. ir::)�, '-
I";�;ntcd . 
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STATEI�EHT BY KOSERT A. Pl rRPONT, JR . 770706 A 
EXXON CorWAllY, U . S . A .  

BEFORE THf 
ECONOm:: REGULATO:�Y ADf;l!Il STRATlON 

DEPARTflEIiT OF ENEP,GY 
REGARDHiG THE 

DRAF, ENVI RO�mmr,\L J :·IPi\CT STATENEN, 

. CONCERti ING THE EXEHPT ION or l·mOR GASOLHlE FROM KMWATORY 
PETROLEUM ALLOCAi lON AriD P R I CE REGJLATJONS 

AND THE GASOL PIE T I  LT PROPOSA:' 

December 1 9 ,  1 978 

am Robert A .  Pierpont, Jr. , Manager of Retai l  Bu� i ness for Exxon Company , 

U . S . A .  I a ppreciate the opportunity to appe." at this publ i c  heari ng and present 

Exxon' s  views 00 the Draft Envi ronmentai Impact Statement (e E l S ) concerni ng the 

deregulation of motor gasol i ne and the gasol i ne ti l t  proposal . 

Exxon continues tJ bel ieve that prompt gasol i nl:! deregul ation is I..'rgently 

nt:eded. I n  ger.e!"'t:l ,  we concur wi th the conclusion of the DE I S  that de:control 

\,/i l 1  f:·Yt have tln adverse envi ronmental impact -- in fac t ,  it is our concl usion 

that fa i l ure 1.0 d£control gasoHne poses an even greater envi ronmental threat . 

Whi l e  not a s"bsti tute for decontrol , implementation of the p,'oposed regul ations 

3 1 1 01<i ng a hi gher proDor!ion of refi nery costs to be appl i ed to gasol ine pro

duction -- the " t i l t "  -- shoul d  not create an envi ronmental problem. 

My co"'ents today wi l l  focus on ( 1 )  the adequacy of gaso l i ne suppl ies during 

1 979- 1980, ( 2 )  the pOSSibi l i ty that conti nued controls could  adversely affect 

future suppi i e s ,  ( 3 )  the envi ronmental impact of decontrol , ( 4 )  the futi l i ty of 

a ",andated price dHferentia l  as a means to contrel fuel swi tching , ( 5 )  the 

outlook �or an uncontrol led mar"�tplace ,  bnd (6) the need to implement the 

gasol i ne ti l t  pending complete gasol ine decontrol . 
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Supply/Demand 

Recent gasol i ne demand has been at record h i gh level s .  Nonetheless , Exxon 

is meeting al l of i ts customers normal requi rments . We have been doing so since 

1 974 . 

We forecast 1979-1980 total i ndustry-wide motor gasol ine demand to be i n  

t h e  range of 7 . 3  - 7 . 5  Mf1B/D. I n  order t o  meet the antici pated demand , a h i gh 

level of refinery runs wi l i  be necessary; and , as a res u l t ,  the flexibi l i ty of 

refiners to hand1 e unusual equi pment breakdowns or other events that caul d 1 ir:1i t 

suppl i es wi l l  be less  than normal . Nevertheles s ,  gi ven the right ecor.omi c and 

regulatory envi ronment ,  we bel ieve refiners l<i l 1  generally  be able to provide 

adequate suppl ies .  A ful ler discussion of the supply s i tuation and outlook was 

presented on December 1 5 ,  1 978 here in 14ashi ngton by the Manager of Exxon ' s  Supp1J 

Department at the DOE Motor Gasol ine and Middle Disti l l ate Conference. A copy 

of h is  prepared remarks i s  attached for· the record. 

Effect of Conti nued Controls on Supp1:,' 

As I testified before the Federal Energy Admin i stration i n  December 1976 

and on severa 1 subsequent occas ions to the Depa rtment of Energy . l onger term 

gasol i ne s uppl i es can be jeopardi zed by continued control s .  The threat of 

a regul ation-induced shortfa l l  in suppl i es is very real as long as control s  

are continued. These control s have denied refiners the opportunity to earn 

an adequate return on new faci l i t i es and thus have discouraged refi nery i n

vestments at a time when such investments are urgently required.  Further 

they detract from the stable business cl imate that is conducive to investments 

in needed refinery faci l i t i es . 
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A major investment need i s  for refinery processing faci l i ti es to meet the 

i ncreasing cl ear octane demand whi c h  has been accel erated by the loss of I'/1T as 

an octane improver and the EPA ' s  lead phasedOl<n regulations . We estimate that 

refiners wi l l  need to invest about $2 bi l l i on fa meet the cur�ent1y forecast 

octane requi rements of the earl y 1980 ' s. 

The Environmental Issue 

As brought out in the DEl S ,  the only envi ronmental i ssue of consequence 

resul ts from the poss ibi l ity of consumers electing to use l eaded fue l s  in cars 

equipped with catalytic' converters. 

The results of several surveys indicate varying l evel s of
·
fue1 swi tching or 

misfue1 ing.  14h i l e  not concl usive ,  these surveys i ndi cate that several motives 
prompt motori sts to use l eaded fuel s rather than unleaded fue l s .  Price and 
performance are indicated as reasons from al l surveys . The surveys do not show 
that fuel swi tching would be el i minated through control led pri ces -- in fact they 
suggest that substantial fuel switching woul d occur without any di fferential . 

The fact that there are no regul ations or penal ties preventing motori sts 

from swi tching or from removing fuel p i pe restrictors and decal s from vehic les  

makes enforcement of regulations at the  reta i l  service station impracti cal and 

ineffective, particularly where sel f service fue l i ng is involved. 
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The most serious threat to the envi ronment would be a shortage of unl eaded 

gasoline which could quickly lead to much hi gher l evel s of fuel swi tchi ng wi th 

long lasting effects even i f  the shortage was for a rel a t i vely short period of 

time. 

Decontrol -- not continued contro l s  -- offers the best course to assure that 

maxim"" efforts are made by refiners to provide adequate supp l i e s  of unleaded 

gasol inc:s and to produce qual i ty l evel s which wi l l  increase customer sati3faction 

If fuel switching is determined to be a s i gn i f i cant en'!i ronmental probl efil ,  

then ITfJre d i rect action - - particularly periodic inspec t i on of emi s s i on control 

devi ces on vehicles -- 'appea,'s to be the only rea l i stic way of substan t i a l l y  

controll i ng t h e  problEm. 

Mandated Leaded/Un 1 eaded Price Di fferenti a 1 

Ivl] action that perpetuates gasol i ne controls w i l l  continue the d i s i ncenti'l., 

to refiners t9 maximi ze unl eaded suppl i es and to i mprove unleaded octane le\'el � .  

The proposal to regulate the di fferential beb/een leaded and u n l eaded regular 

grade sasol ines i s  tantamount to maintaining price con trols on unl eaded sasol ine.  

As- such, a regu l at i on of this type wi l l  aggravate the very problem i t  is  desi ,ne" 

to correct. 

If a mandated price di fferential  were imposed at the refinery leve l , the 

i nlpact cou l d  be much the same as continuation o� the present regul a t i ons . Costs 

associated wi th increasing production of unleaded gasol ine vary substanti a l ly 
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among refiners -- especi a l l'y in regard to i n creased qua l i ty l evel s .  I f  the 

d i fferential were set too low, the i ncentives to produce added suppl i es and to 

make i nvestments would be frustrated .  I f  the di fferential  were set hi gh enough 

to provide incenti ves for a l l  refiners , it would serve no useful purpose. A 

fixed d i fferenti a l  would lead to low octane l evel s i n  unl eaded gasol i ne .  Thi s 

would aggravate fuel switching wh i ch is al ready occurring to obtain improved car 

performance . 

If a m"ndated di fferential were imposed upon retai l ers the pri cing of a l l  

gaso l i ne grades "ould b e  d i s torted. Si nce most reta i l e r  marg i ns are constrai ned 

by competi tion today, a mandated di fferent i a l  "ould not necessari ly resul t  in 

l ower unl eaded prices . It i s  much more l i kely that the pri ce of l eaded regul ar 

wou l d  rise to the mandated di fferenti a l .  Thu s ,  a regulatory attempt to deal 

with one problem generated by the actions of a few motorists would i n crease the 

cost of gasol5ne for a much l arger segment of the remaining  motor i s ts .  

Market Outl ook 

A substantiaf part of the DE I S  dea l s  with the future market outlook and 

projected price trends. 
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Si nce the DOE modifi ed regulations in February 1977 to a l l ow refiners to 

change gasol i ne grade prices by di ffer�nt amounts wi thi n the overa l l  gaso l i ne 

price control system, un1eaded/1ea�ed regul ar differentials  increased at  

whol esal e  to an average level of just  bel ow 3 . 0¢ per gal lon i n  the  fal l  of 1977. 

During the past year, there has been l i tt l e  change i n  this  w�01esa1e  di fferential 

which today is  sti l l  about 3 . 0¢ per gal lon .  

Di fferenti a l s  i n  reta i l er margins between leaded regular and  unleaded have 

a l so  widened si nce 1977 -- parti cularly in sel f-serve offerings . The dri ving 

force for this change has been the intensely competitive marketpl ace and 

relatively 10>1 prices on leaded regular used by many retailers as a price l eader. 

Overal l ,  i ndicated retai ler pool margins  on al l grades have remai ned about 

constant and appear to be constrained by competition.  ,S.ince unit retail  margins 

on unleaded gasoline are now higher than margins on leaded regul ar, growth in  

demand for unleaded gaso1 i lle should 1e.d  to more competitive pressure on unleaded 

prices . Thus ,  at the retail l evel , competi tive forces could be expected to lead 

to a s lowdown or possibly a reduction in di ffe" enti al price5 b,etween unleaded and 

l eaded regu1a.r grades of gasol ine.  This competi tive pressure js al ready evidenced 

�y an increasing number of reta i l ers prominently displaying unleaded gasol i ne 

prices. 

At both the wholesale arod retail leve l s ,  market forces can be expected to 

establ i S h  price di fferenti a l s  that wi l l  fairly represent the val ues of di fferent 

grades of gasol ine -- provi ding incenti ves for needed investments and constrained 

by competitive market forces. 
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,.sol ine Ti l t  

F i  na l ly ,  I wi 1 1  make a few comments concerni n g  the gasol i n e  ti l t proposal . 

F irst  of al l ,  gasol ine ti l t  is not a substi tute for deregulati on . Complete 

decontrol is the only effective way to assure that future demands wi l l  be met 

efficiently. The t i l t  'proposal would  not permit geographi c pri cing adjustments 

to reflect changes in transportation and distribution cost s .  Moreover , the 

t i l t  proposal tlou1d not remove the disi ncentives that appiy today for effi ci ency 

i mprovemen ts.  

Until gasol i ne decontrol i s  effected , ho>!ever, the ti l t  wou l d  remove some 

of the gross anomal ies that are al ready apparent in the gasol ine market. 

We bel ieve that the DEIS assessment of the impact on' a i r  qual i ty of 

gasol i ne ti l t  and the rent pass through is reasonable .  

�ummary 

In summary, we bel ieve that continuation of contro l s  could  result i n  

unnecessary regul ation-induced shortfal l s  i n  suppl ies .  Prompt decontrol i s  

necessary t o  remove the disi ncentives that have discouraged needed refi nery 

i nvestments . 

Continued control s -- not decontrol -- pose the real envi ronmental threat .  

Mandated di fferential s o r  control s o n  unl eaded gasol ine prices would be 

l ikely to have s imi lar  negative envi ronmental effects . 
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Gasol i ne ti l t  i s  not a substi tute for deregulation , but unti l decontrol i s  

achi eved the ti l t  "i l l  hel p  lessen some o f  the gross anoma l i es that are now 

apparent in the gasol ine market .  

Exxon supports the Oepartment o f  Energy ' s  recomendation t o  exempt motor 

gasol i ne from control s and feel s  that the Oraft Envi ronmental Impact State;r.ent 

properly concludes that the deregul ation of gasol i ne should not be deferred for 

envi ronmenta 1 t"easons . 
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STATEMENT BY JOE T. McMILLAN 

GENERAL MANAGER, SUPPLY DEPARTMENT 

EXXON COMPANY, U.S.A. 

. �  

(Attachment to statemer 
R.  A. Pi er;Jont, Jr. , ! 
Company , U . S .A .  befor< 
Department of Energy ( 
December 1 9 ,  1978) 

THE MOTOR GASOLINE AND MIDDLE DISTILLATE CONFERENCE 

INTRODUCTION 

DEPARTMENT OF ENERGY 

December 15, 1978 

I am Joe T. McMillan, General Manager ot Exxon Company, U.S.A.'s Supply 
Department. In my statement I will discuss our assessment at the near-term supply 
situation Cor both Exxon USA and tor the total U.S. and review lOme constructive steps 
the Federal Government should consider to ease restraints on the petroleum supply 
8)'Stem. 

EXXON USA 

Exxon, tor several months, has been experiencing significantly higher than 
normal demand tor gasoline tram Its customers. The Increased demand has been met 
without having to allocate gasoline to our dealers. Our current g&soline inventories are 
essentially equal to last year's levels. 

Distillate demand has been about on torecast and our current Inventories are 
about 1096 below last year's levels. By year end we expect distillate Inventories to be orly 
about 596 below last year. 

Exxon Is making every reasonable etcort to provide adeQuate supplies to meet 
the requirements oC its customers. Our refineries are rwuting at capacity and we have 
Imported additional supplies at distillate to help build our inventories. However, supply 
capability will have to be continually assessed. Consumer demand on Exxon could increase 
substantially It a number at other major suppliers have to allocate or It the weather is 
significantly colder than normal. A .ignificant Increase In demand or an tmexpected 
supply disruption, such as a long-term Interruption at imported crude supplies or major 
refinery operating problems, would obviously put heavy stress on our system. 

TOTAL U.S. 

We torecast total U.S. weather-normal petroleum demand this winter 
(October-March) will be up about 250 MBID versus actual demand last yOM. Motor 
gasoline and distillate demands are predicted to be up about 100 M BID each; heavy tuel oil 
demand is expected to be about the same as last year. The approximately 400 MBID at 
U.S. crude running capacity which has ·  been added during the last year exceeds the 
forecast at added demand. 

The latest API staUsties show total U.S. Inventories ot motor gasoline plus 
disUllate to be about 396 below the average at the last five years. Since mid-November 
refiners have significantly Increased motor gasoline production. As a result at the 
lncreased motor gasoline production and lower distillate demand, motor gasoline plus 
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distillate inventories are reported to have increased by 30 MMB, which is well above the 
normal incresse Cor this time of the year. While overall supplies are adequate at this 
time, there III"e 8 number of uncertainties facing the refining industry. Very cold weather, 
unusual rer�y downtimes, higher thBll forecast motor gasoline demand or crude supply 
problems couk! combine to make the supply situation very tight. In addition, there is less 
Oexibility than has been available for the last several years to handle wl!oreseen 
difficulties. On the other hand, if refinery operations continue at current levels, the 
inventory situation C'Ould return to more normal levels in the next few months. 

GOVERN MENT ACTIONS 

nere is no question that continued Federal Government controls and 
regulations have adversely rufected the supply situation. DOE price and allocation 
controls dis.eourage investments to provide additional refining capacity, to modify 
facilities to process the heavier, higher sulIur crudes which are more Bvailable, and to 
make the octane needed for the increasing volume and quaJjty of unleaded gasoline. At 
the sam e time EPA regulations to ban MMT and phao:;e down the lead content of gasoline 
have actually reduced refining capability to produce motor gasoline and to maintain or 
improve tmlcaded gasoline quality at the very time when additional capacity is needed. 
There is also a lot of talk about additional regulations, such as reimposing distillate 
controls and price controls on the dirferential between unleaded and leaded gasoline. In 
addition, the price standards have just been added on top of all the existing controls. 
Additional controls can only serve to further restrict industry nexibility to respond to 
supply/demand requirements this winter and in the years to come and will certainly 
aggravate ratl1er than alleviate any potential supply problems. 

Removal of controls, combined with other constructive actions, is cle'arly 
needed to improve the supply situation. A long-term eC'Onomic and permitting 
environment which encourages new investments in refinery facilities is clearly needed. 
Projects to tr0vide additional capacity involve the expenditure of significant capital and 
of len takes H years to complete. Action by the Administration to forcefully reject any 
notion of reimposing distillate controls end to immediately implement motor gasoline 
decontrol (inc!luding no price controls on the differential price between unleaded and 
leaded gasoline) is the most effective and longest lasting way of encouraging refiners and 
importers to maximize both short and long-term supplies. 

In addition to this essential and fundamental step, there are some other short
term actions .hich should be considered. 

• Institution of entitlement credits and temporary removal of import fees for 
Imports of distiliates, gasoline and unfinished oils to reduce the high 
incremental cost of these supplies could provide additional products to 
supplement the production capacity of U.S. refineries • 

• Temporary relaxation of EPA sulfur and particulate restrictions which limit 
the burning of regular sulfur fuel oil could resul t in increased refinery 
erude rWlS and increased avallability of distillates from the unblending of 
low sulfur fuel oil. 
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• Extension by EPA of existing waivers from its accelerated lead phase down program and postponement of the 0.5 grams limitation date could reduce 
the increasingly significant octane limitatioM on total gasoline prOduction capability. 

• Action by DOE to temporarily make Bvailable (!J'ude cargoes destined for the Strategic Petroleum Reserve (SPR) could reduce the likelihood of refiners having to limit runs due to inadequate supplies of suitable crude. • Natural gas or surplus propane could be used to free clean products currently being used in the manufacture of synthetic natural gas or being burned in furnaces or boilers. 

This is probably not a complete list but the total represents 8 very substantial 
potential and could have a significant effect on the near-term situation if properly 
im�emented. Even though Some of these steps may be overlapping, they should all be 
promptly pursued in order to have the maximum effect. Imports of clean products, for 
example, are limited due to the tightness of light, low sullur crudes. Early 
implementation of steps to provide entitlements and reduce fees is needed to allow U.S. 
importers the maximum OpportWlity to compete for these supplies. 

We believe these steps require serious coMidt:ration. We recognjze that short
term actioM should not prejudice long-term energy goals. However, much of what we 
have proposed for consideration is in the nature of removing government inhibitions to the 
operation of normal supply balancing mechanisms or is of a temporary nature and is, 
therefore, unlikely to run counter to long-term energy goals. 
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I .  Introduction 

My name i s  Ronel l  Harri s . I am Pres ident of the Harris 

Oil Company of Portland, Maine and am appearing on behalf of the 

New England Fue l Institute ( " NEFI I1 ) I of which I am President .  

W i th me today i s  Mr. Wil liam J .  Breed, President o f  the Johnson 

& Dix Fuel Corp . of Ascutney , Vermont ,  a member of the Board o f  

Directors of NEFI and also a member of i t s  Fuel Oil Supply Study 

Committee . We �ish to comment on the Department o f  Energy ' s  

( " DOE " )  "Amendment to the Mandatory Price Regulations Allowing 

Refiners to Allocate Increased Costs to Motor Gasoline" and the 

Draft Envi ronmental Impact S tatement ( I' OE IS " )  which addresses that 

propos al . 

NEFI is an association composed of more than 1 , 0 0 0  

independent retai l and wholesale home heating o i l  distributors 

throughout a s ix-state region. The independents serve over 

2 , 4 0 0 , 0 0 0  retail home heating o i l  customers and market about 86 % 

of the 4 b i l lion gallons of N o .  2 home heating o i l  sold through-

out the area at the retail level and 4 0 %  o� all gallonage sold at 

wholesale . 

I I .  General Comments 

The primary objective of the proposed regulations i s  to 

permit refiners to a l locate increased costs to gasoline on a 

greater than pro rata volumetric basis or to " tilt" those costs 

to gasoline . Such action will restore the tradit.ional relation-

ship between market prices for gasoline and fuel oi l ,  reflecting 
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the higher costs of producing gasoline . NEFI has continually 

supported this amendment and believes that i ts implementation is 
*/ 

long Qverdue , - both a s  a matter o f  equity a n d  a s  a matter o f  law. 

The Eme rgency Petroleum Allocation Act o f  1973 ( "EPAArt ) ,  

15 U . S . C . § § 7 5 1  et �. requires that the DOE promulgate regula-

tions which to the maximum extent practicable " equitably distribute 

crude oil , residual fuel oi l ,  and refined petroleum products at 

equitable prices among all regions and areas o f  the United States 

and sectors o f  the petroleum industry , • • .  and among all users . "  
""/ 

(Emphasis added ) . -- In addit ion , EPAA mandates that DOE regula-

tions provide for "minimi zation of economic distortion , inflexi
***/ 

b i l ity , and unne cessary in terference with market mechan i sms . ---

Since 1 9 7 6 . when middle distil lates were exempted f rom 

allocat i on and price controls , DOE regulations have not permitted 

more than a volumetric share of crude o i l  acquisition and refining 

costs to be allocated to gasoline. This lack o f  flexibility has 

unnece ssarily increased the cost of home heating oil and forced 

consumers of that product to pay inequitable ( i . e . , higher) price s .  

As the panel i s  wel l  aware , i t  costs more to refine 

gasoline than it does heating o i l , due primarily to the soph i s t i -

c a t e d  equipment required f o r  process ing a n d  h i g h e r  refinery 

y See Statement of Robert Fawcett on behalf of NEFI on 
" Allocation of Increased Costs to Gasoline" (March 2 4 , 1 9 7 7 ) . 

�/ Section 4 ( b )  ( 1 )  ( F )  of EPAA, supr a .  

� Section 4 ( b )  (1)  ( I )  o f  EPAA, s upra . 
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capital and operational costs . In recent years gasoline pro-

duction costs have risen much more sharply than fuel oil costs 

because o f  the more complex equipment required for the production 

of unleaded gas o l ine , as well as the additional quantity of crude 

oil required to produce each gallon of unleaded gasoline . 

Unfortunate ly , homeowners rather than motorists have borne a 

disproportionate share of these increase s .  

Prior to the institution o f  mandatory petroleum price 

regulations in 19 7 3 ,  and from 1 9 7 3  to 1 9 7 6  when both gasoline and 

heating oil were under price contro l s , the relative costs of 

producing gasoline and heating oil were accurately reflected in 

refinery pric ing and thus were equitably borne by the consumers 

of each produc t .  However , since July 1, 1 9 7 6 , DOE regulations 

have prohibited the tilt of addi tional costs to gasoline price s .  

Thus , i f  'gasoline production o f  a refinery i s  equivalent t o  5 0 %  

o f  that refinery ' s  total volumetric output , the refiner may 

pass only 5 0 %  of the production costs onto gasoline -- despite 

the fact that the costs attributable to gasoline production may 

be 6 0 %  or more of the total cos ts . Since a refiner cannot afford 

to absorb these additional cost s , they are then passed through to 

the con sumer of decontrolled product s ,  particularly horne heating 

o i l .  This dis torted allocation creates fundamental , long range 

economic problems for home heating o i l  consumers , the majority 

o f  whi ch are in the middle o r  lower income brackets and whose homes 

operate with antiquated o i l  heating equipment ,  often 30 to 4 0  

years o l d .  
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Through i t s  regulati ons ,  DOE has directly and knowingly 

forced these consumers to subsidize the production of gasoline at 

enormous cost .  

DOE est imates that the additional costs borne by home 

heating oil consumers have equa l led one to two cents per gallon. 

In New England alone the additional burden on fuel oil consumers 

s ince July I , 1 9 7 6  has been more than $100 mi l lion ; nationa l ly · 

the total has been more than $ 5 0 0  mi l lion . NEFI emphas � ze 5  

that these figures a r e  minimum total s , and the actual consumer 

burden was probably far greater. 

As DOE is aware , home heating o i l  is an e s sential 

product in our region. Fuel oil consumers in New England and 

throughout the nation have substantially reduced consumption over 
*/ 

the past five years . - In fac t ,  there is l ittle more conservation 

which could be achieved without a great deal of personal and 

phys ical hards hi p .  The impact of adding cos t s  t o  fuel o i l  i s  

proportionately greater on lower income fami lies because they 

consume considerably more heating oil than gasol ine . Furthe r ,  

in the height of the wint e r ,  the homeowner has l i tt l e  choice but 

to use heating oil while there are choices that can be made as to 

the use of an automob i le and the consequent consumption of 

gasoline . 

*/ The DOE Petroleum Demand Watch , released December 1 8 ,  shows 
- that for the four weeks ending Decembe r 8 ,  19 7 8 , demand for 

distil late was 1 2 . 9 %  below the 1 9 7 7  leve l ,  down 2 0 . 9 %  from 
1 9 7 6 , and 10 . 5 % below 1 9 7 3 .  
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NEFI , an association of over 1 , 0 0 0  sma l l , independent 

heating oil distributors , has supported and continues to support 

DOE ' s  proposal to permit the ti lting of increased costs to 

gasoline a s  has h i s tori cally been done under free market conditions . 

When the Department announced the promulgation of the tilt regu

lations on October 2 2 ,  NEFI was pleased that action was finally 

being taken to correct this inequity . DOE's subsequent decision 

to delay the implementation o f  these regulations i s  regrettable 

and wrong. The environmental issue ( fue l switching) that has 

been raised by certain parties is not significant in the context 

o f  this regul ation ; furthe r ,  we be l ieve that the Congress ional man

date establ ished by the EPAA is contro l l ing and requires prompt 

implementation of the regulation. 

I I I .  Specific Comments 

A. Delay of Tilt 

In the Federal Register Notices o f  December 8, 19 7 8 ,  

4 3  F . R .  5 7 6 0 9  and 4 3  F . R .  5 7 6 1 0 , DOE announced that i t  will 

continue i.ts rulemaking concerning the " t i le' regulations " at 

least until completion of a final environmental impact statement" 

( "E IS " ) . DOE explained that a draft environmental impact state-
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ment ( II OErS " )  concerning the deregulation of motor gasoline 

discuss e s  the tilt regulations as an alternative to that propo s a l .  

The DElS f o r  deregulation w i l l  be reviewed in order t o  determine 

whether to implemen t the t i l t .  B y  its action , DOE appears t o  b e  

taking the position that the tilt regulations cannot be imple-

men ted without an E I S .  NEFI disagrees . 

B .  NEPA Requirements 

Under Section 10 2 ( 2 )  ( C )  of NEPA, 42 U . S . C .  5 4 3 3 2 ( 2 )  ( C ) , 

"Congress authorizes and directs that to the fullest extent 

pos s ib le . • . all agencies of the Federal Government shall 

include in every recommendation or report on proposals for 

legis lation and other major Federal actions s ignificantly 

a f fecting the quality o f  the human envi ronment , a detailed state-

ment o f  the responsible of ficial on -- ( i )  the environmental 

impact o f  the proposed action . . .  " ( emph a s i s  added ) . 

To determine i f  an EIS is required in any instant 

case , one must review ( 1 )  the specific. guidelines o f  the Federal 

agency involved with the project and ( 2 )  the interpretations 

o f  NEPA by the courts . 

1 .  DOE Guidelines 

DOE ' s  publi shed guidelines implementing NEPA are 

contained in 10 C . F . R .  Part 2 0 8 .  Speci fically , DOE states , 
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The following types of actions are not 
ordinarily considered to be major Federal 
actions a ffecting the quality o f  the 
human environmen t :  a d j ustments , assign
men ts , exceptions , exemptions , other pro
ceedings , appeal s ,. stays or modifi cations 
or recessions of orders pursuant to Part 
205 o f  this Chapte r .  1 0  C . F . R. 5 20 8 . 3 ( c) 
( emphas i s  added ) . 

Since DOE views the tilt as a partial deregUlation or exemption 

and s ince complete exemption of motor gasoline from regulation 

i s  not a " ma j o r  Federal action" warranting an E IS , partial 

exemption cannot , in fact and in logi c ,  be considered such an 

action . 

2 .  Judicial Guidance 

The courts have not specifically defined the meaning 

o f  the phrase "major Federal action s i gni ficantly a ffecting 

the quality of the human environment . "  NAACP v .  Wilmington Medical 

Cente r ,  Inc . , 4 3 6  F . S upp. 1 1 9 4  ( D .  Del .  1 9 7 7 ) , Breckinridge v .  

Rums fe l d ,  5 3 7  F . 2d 8 6 4  ( 6 th Cir . 1 9 7 6 ) , �. de��ed 9 7  S . Ct .  7 8 5 ,  

4 2 9 U . S .  1 0 6 6 , 5 0  L . Ed 2 d  7 7 7 ,  Mont Vernon Preservation Soc. v .  

Clements , 4 1 5  F . S upp . 1 4 1  ( 19 7 6 ) ; Julis v.  City o f  Cedar Rapids , 

Iowa , 3 4 9  F . Supp . 88 ( 19 7 2 ) . Generally the phrase is defined on a 

case-by-case basis . Transcontinental Gas Pipe Line Corp. v .  

Hackensack Meadowlands Dev l .  Comm . , 4 6 4  F . 2d 1 3 5 8  ( 3d C i r .  19 7 2 ) . 

The first portion of the phrase , a major Federal action , 

is one that requires substantial planning , time , resources o r  

expendi ture. Township o f  Ridley v. Blanchette , 4 2 1 F . Supp . 4 3 5  

( 1 9 7 6 ) ; Natural Resources Defense Coun ci l , Inc . v .  Grant, 3 4 1  

F . Supp. 3 5 6  ( 19 7 2 ) . Thus , major Federal action connotes a Federal 
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action of considerable importance . Within the mean ing of that 

de finition , implementation of the tilt regulations is not a 

major Federal action; it simply provides refiners with 

additional flexibility to al locate to gasoline the higher 

refining costs associated with the production o f  that produc t .  

A t  most, DOE predicts that the increase o f  gasoline prices will 

be approximately 3-4 cents per gallon . In light of the fact that 

gasoline prices have increased 3 5  cents over the past five years , 
*; 

the 3 to 4 cent increase is relatively rninor.
-

The sharp 

increases of recent years appear to have had little impact on 

total consumption patterns ; according to the latest DOE Demand 

Watch , "Motor gasoline demand was 1 . 3 percent above last year ' s  

demand, 3 . 7 percent above the 1 9 7 6  level , and 9 . 5  percent above 
**; 

the 1 9 7 3  leve l . "- The impact of the tilt on total comstunption 

can thus be expected to be insignificant . 

'I,'he second hal f of the phrase " s ignificantly affecting 

the quality o f  the human environment" generally has been held to 

mean "having an important or meaningful e ffect, direct or indirec t . " 

Smith v. City of Cookeville , 3 8 1  F . Supp. 1 0 0  ( 1 9 7 4 ) ; Natural 

Resources Defense Counci l ,  Inc.  v. Gran t ,  
.
supra . It is being argued 

that while the tilt may not affect total constunption , it will affect 

the relative consumption o f  leaded and unleaded fuels ( i . e . ,  result 

in fuel switching ) .  NEFI disagree s .  Firs t ,  i n  view o f  the 

insignificant impact of the major escalation of prices over the 

y 

�! 

Draft Environmental Impact Statement : Motor Gasoline 
Deregulation , U . S .  Department of Energy (November 1 9 7 8 )  , 
at p. xviii . 

DOE Petroleum Demand Watch published by DOE Office of Public 
Affairs ( December 1 8 .  1 9 7 8 ) . 
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past five years , it is unlikely that the tilt will have a 

s i gn i f i cant impact on fuel switchin g .  Second , no credible 

evidence , sufficient to meet j udicial s tandards of proo f ,  has 

been provided in support o f  the allegation that fuel switching 

wi l l  occur. Thi rd , there is evidence that at least hal f ,  perhaps 

more , of the switching is done for reasons of performance , not 

price . Fourth , according to DOE ' s  DEIS "unde r the worst case 

fuel switching assumptions (one percent like lihood) for price 

d i f ferential e f fects , an incremental impact could delay achieve-

ment of the National Amb ient Air Quality Standards in problem 

cities by about 7 months for oxidants and 16 months for carbon 

monoxide . "  In light of this possible minor delay in attaining 

these standard s ,  the tilt regulations cannot be said to have 

a " s i gn i f icant e f fect on the environment , "  requiring an E I S .  

I n  summary, sufficient evidence h a s  not been provided 

to e s tablish that the regulation wi l l  have a " s i gni�icant e ffect , "  

i n  accordance with the es tablished judicial precedents . 

C .  Purpose of EIS 

The primary purpose served by the preparation o f  an EIS 

is ; ( 1 )  to provide the decis ion-makers with in formation concerning 

the environmental consequences o f  the proposed action , and 

( 2 )  to provide the consuming public with envi ronmental in formation 

and provide an opportunity for their participation in the 

decis ion-making proce s s .  Citizens Against Toxic Sprays , Inc . v .  

v .  Bergland, 4 2 8  F . Supp . 908 ( 1 9 7 7 ) ; Warm Springs Dam Task Force v. 

Gribble , 4 3 1  F . S upp . 3 2 0  ( 1 9 7 7 ) . In the instant case regulatory 

liOO64 
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action to date has met these objection s .  DOE has reviewed the 

e nvironmental consequences of the proposed tilt regulation and 

the public has had ample opportunity since 1 9 7 7  to participate 

in the rulemaking process . 

D.  Additional Procedures 

Further ,  should DOE p romulgate the tilt regulations 

without additional proceedings , its action could not be Qver-

turned. A Federal agency is j ustified in concluding no EIS is 

required if that decision is grounded on supporting evidence . 

Nucleus of Chicago Homeowners As s ' n . v. Lynn , 2 5 4  F . 2d 2 2 5  

( 7 th Ci r .  1 9 7 5 ) ; Hanly v. Mitchell , 4 6 0  F . 2d 6 4 0 , 6 4 6  ( 2d C i r .  

1 9 7 2 ) , cert. � 409 U . S .  9 9 0 , 93 S . Ct .  3 1 3 ,  34  LEP 2 5 6 . 

The preliminary assessment on fuel-switching due to the tilt is 

suffi cient to meet this standard. No further action need be 

take n .  

E .  Timing 

Additionally , there is a compelling reason why DOE 

should honor its commitment and implement the tilt regulation s ,  

e f fective December I ,  1 9 7 8 .  I f  implementation is delayed until 

February or March 1979 when DOE completes the final E I S ,  as 

suggested in the Federal Regi ster Notice , unnecessary costs 

as sociated with gasoline production will be passed through onto 

home heating oil and inequitable prices will be perpetuated 

contrary to the EPAA for another heating season . 
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IV. DOE Authority 

Even i f  we assume that DOE completes its review of this 

i s s ue and determines that fuel switching signi f icantly af fects 

the envi ronment , the Department cannot refrain f rom implementing 

the tilt in o�der to "protect the environment" ; for such an act 

would involve an implicit determination by DOE that the burden 

for assuring that there is clean air must be placed on a group 

of consumers -- home heating oil consumers -- who have not created 
*/ 

the problem.
-

This would be a violation of the basic principles 

o f  law and equity which require that there be a causal relationship 

between the creator of the problem and the solution to that problem� 

Furthermore , while DOE should consider the envi ronmental 

consequences of its actions , the mandate established by the 

Congress in the EPAA requires that the Department ensure equitable 

pricing among all users of refined petroleum products . Thus , i f  

there is any statutory conflict between EPAA and NEPA, NEPA must 

give way . Flint Ridge Deve lopment v. Scenic Rivers Association o f  

Okl o , 4 2 6  U . S .  7 7 6 , 96 S . Ct .  2 4 3 0 , 49 L . Ed .  2d 3 0 5  ( 19 7 6 ) . 

This issue is of fundamental importance to fuel oil 

consumers and involves basic i s sues o f  law and equity ; therefo re , 

if DOE were to refrain f rom implementing the tilt in order to 

"protect the environment , "  those consumers would , we believe , be 

forced to seek court re lie f .  

�j It should be noted that the impact on the horne heating oil 
consumer i s  magni f i ed by the fact that refiners generally 
produce twice as much gasoline as home heating oi l .  As a 
result , each one cent per gallon of increased costs not 
passed on to gasoline forces a two cent per gallon increase 
in the cost of horne heating oil • 
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v. Conclusion 

In conclus ion , DOE , as mandated by EPAA, should 

implement the tilt regulations i n  order to lessen the burden 

on home heating oil prices th i s  winte r .  DOE c a n  take such 

action without further delay because under DOE guidelines and 

j udicial interpretations o f  NEPA the tilt regulation is not a 

"major Federal action s igni f i cantly a f fecting the quality o f  

the human envi ronment , "  thereby warranting an E I S .  Moreover , 

obj ectives served by an E I S  have been met by the regulatory 

process to date . Delay only continues unnecessarily high 

horne heating oil prices and i n j u res the very consumers DOE i s  

mandated b y  Congres t o  protect .  

NEFI urges immediate promulgation o f  the tilt 

regulation s .  

Thank you. 
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To be p r e se n t e d  i n  oral t e sti�ony 

at U . S .  DEP.tI.Rj'��f,�:\T OF E;�:��JY HF!��l :'J :-;S 

Pi n c a s  JC:.\': o? t z  
Consul t a n t  o n  En erGY F o l i c y  

425 E a s t  72 S t r e et 
r{ew York , ��c:w Y ork 10021 

t el : ( 21 2) )57-2734 

7.'C708 

on t h e  Draft Envi ronT:Jcntal 1mp a c t  S t a t ement 

for MOTOR GA'::OLJ NE DER::GULA'rrON. 

T.:CC:�c.l,n C R�::;I)L{�'.r(;RY A LJ!< I1H STR;"'l'I ON 
·,','A':' i ll '(GTC,N D. C .  

D e c c � b e r  19, 1 978 

Presi cli ng o f fi c i al an d m efTlbe r s  of the panel : 

My n am e  i s  Fi n c as J aw e t z  an d I am a c ti v e  a6 an I n dep e n d e n t  

COTIEultant on Energy P o l i c y .  I a m  n o t  represen t i n g  here a n y  par

ti cul ar i n t e r e s t ,  bu t I rather would l i k e  to d e s c ri b e  mysel f as 

a " fri e n d  of the court" pre.senting what he be] i ev e s  t o  b e  an 

approach in t h e  b e s t  U . S. national i n t er e s t s .  

I n  principl e ,  I b e l i e v e  i n  free e n t erpri s e  a� d i n  d e r e gu

l ation vlh en ev e r  regu l a t i o n  is an i s su e .  Having E'ai d thL;; , in order 

to s t a t e  the cose with maximum clarity, I will add imm e di at e l y ,  r e f

fering to the Draft Environmental I m p a c t  Statement ( DEl S)  u n d e r  dis

cussion - in thi s parti cular c a s e  - t h e  dere�llation of gasoline i s  

premature. A s  I i n t en d  t o  show, t h e  oil c ompani e s  have demon stra t e d  

a lack o f  responsibility in p l anning f o r  a d e quate no-lead high-oc

t an e  gaso l i n e  suppl i e s ,  an d  I will also dare t o  say that t h e  Depart

ment o f  Energy was not of much help ei ther. 
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�he �eoui r e " c � t s :  

Currently, t h e  o c t a n e  n u � b c r  o f  m a r k e t e d  unl e a d e d  gaG i s  

8 7  ( averaE;e o f  r e search e n d  motor v a l u e s ) . This nUT:'lber i s  about 

2 numbers l ower t h an regular l e a d e d  gasoli n e  and the public 

E"wi t c h e s  to l ea d e d  easoline because i t  r e su l t s  i n  better e!1Gine 

r erform':"il c e .  

Roo sting t h e  o c t an e  rating b y  3 p o i n t s  woul d su f fi c e  t o  rc

Y'iove the t e chni c al reaGon for fuel Ewi tchine. 

Fol l ow:t ng up thi s by pro ducing hisher-octane no- l c0.d gaso

line, t h a t  ;:; ell s  at the pump v.'ith a pri c e  di f f e r e n tial n o  Grc[;J,ter 

than 3 c e n t s ,  Vlr:i ll rer.iove a1 so the e c onomical r e ason for fuel 

sri tchj !l g. 

JV:y t c st:l.:nony purports to show that thi s i s  possibl e .  

30ostint:.': o c t an e  v<31 u e s :  

Ocbme values can be i n c r e [�sed i n  two way R :  A .  a t  t h e  r e fi

nery, by ueing petrol eum an d natural gas r e Gour c e � ,  B. by u si n g  

a d di t i  v e s  the like o f  the forbi dden Nj1T ( a mangan e s e  compou n d) , 

l ead cOP.1pounds whi c h  we h o p e  to repl a c e ,  or other addi ti v e s .  

A. 500sting o c tan e val u e s  at the r e f] nery. 

This is achi eved by c a t alytic r e forming, hydrocracking, alky

L1tion and i E'0�eri zation p ro c e s s e s  that c r e at e ,  ci ther streams 

rich in benzen e ,  toluen e ,  xy1 en e s  an d other aromatic compou n d s ,  or 

bran c h e d  aliphatic hydrocarbon compon e n t s .  

In o r d e r  to achieve thi s the oil c ompani e s  h a v e  t o :  (1) r.:ake 

tremendous capital i n v e stmen t s  in o r d er to change the p r e s e n t  r e

fineri e s  and provi d e  for adequate c ap a c i ty for t h e se a d di ti onally 

n e e d e d  p ro c e s s e s  an d ( 2) u s e  up addi tional quanti ties of c r u d e  oil 

and natural gas in order to supply the energy n e e d e d  .for these 

addi tj o n al p ro c e B s e s .  
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A c c o r di n g  to Urvan R. Stcrn fe1 s ,  chi e f  attorney for the 

Kational R e fi n ers Associ ation, i t  takes 5% more crude oil to 

make a gallon of premium unl ea d e d  gasoline than it tokes to 

make regular unleaded. 

Nr. J ack Freeman, Chairman , American Petrol eum Institute 

Al c ohol Fu el s Task For c e ,  i n  t e s timony before the D. O. E. A l c o

hol Fuels Policy Task For c e ,  on Dec ember 5, 1978, sai d that i t  

takes 6% more crude oil t o  make unl ea d e d  gasoline than i t  t ak e s  

t o  make l e a d e d  premium. This c r u d e  expendi t u r e  i s  i n  addition to 

the normal 10-15 p e r c e n t  crude that is used up when proc essing 

regular fuel . 

The DEIS menti o n s  several times the r e su l t an t  i n c r eased 

con sumption of p e t r o l eum to produce h i gh e r  o c t ane gasoline pro

d u c t s ,  but does not put a val u e  on this i n c r e a s e d  c o n Eumption. 

I n  e f fec t ,  i t  soems that the 6% menti o n e d  by A . P . I .  � o n e  are 

oore th�n n e e d e d  to up s e t  any conservation c au s e d  by an i n c r e a s e d  

p ri c e  o f  g a s o l i n e  an d  thi s approach assur e s  a n  i n c r e a s e d  dep en

d en c e  on imported c ru d e .  

T h e  D E I S  mentions u n d e r  the no- action c ase ( con tinuation o f  

present regulation ) : (1) the actual nonproduct c o s t  i n c r e a s e s  

a s s o c i at e d  w i t h  improving gasoline r e fining c apabi lity wil l  b e  

1.6 c en t s  p e r  gal l o n ,  with a p o ssible range o f  1 . 1+ to 1.8 c e n t s  

p e r  gallon a n d  ( 2) proportional a l l o c ation woul d allow approxi

mately 4. 4 c en t s  per gallon in additional c ru d e  oil c o s t s  t o  b e  

p a s s e d  through i n  the pri c e  o f  gasol i n e .  Though n o t  stated c l e arly 

somewhere here are to be found 2 cents p e r  gallon in c o st of the 

additional crude alone. 

B. B o o s ting o c t an e  values with addi ti v e s .  

Oil compani e s ,  in o r d e r  to produ c e  high- o c tane no-lead gaso

line are u si n g  oxygen a t e d  fuel a d di ti v e s .  Th e s e  a d di ti v e s  ar e al

coho l s ,  or ether derivatives of a l c ohol s ,  an d  a r e  manufac t u r e d  

f r o m  r e fi n ery by-produc t s  • 
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/,tlanti c Ri chfi el d  rroduces terti ary butyl al c o hol ( T3!, ) 
r:;ark eted under the name Arcanal and is u s e d  for oct.an e  boo sting 
by the Amoco Oil Co., Sun Oil Co. has experi ment e d  with a d erivative 
o f  Arcanal produced by the Petro-Tex Chemi c al Corporati on, nethyl 
t-butyl ether ( HTBE) . Shell Oil Co. i s  marketing a hiGh-test no
l ead pro du c t ,  the l1obi1 Corp. has announ c e d  pl an s  to start a t e st 
rr,e.r�·:eti!1g proGram o f  i t s  ovm , and other corr.p 8.!li e s  will probably 
follow soon . 

Interestingly, an other common aGpect o f  the tacit acqui escen c e-. 
on the part o f  the oil conpanies that cl coho l s  can b e  u"ed to boo st 
the oct.::me valu e ,  is that at the same tim e they have m a d e  tremendous 
efforts to choke attempts to rroduce alcohols from sourc e s  th.:.lt are 
not petrol c:-um , naturaJ. gas, or coal. 

An ;1!"3_beJ i evab:! e amount o f  mi s1.n formatj.on has b e en f�pre3d around 

on the subj ect o f  ethanol-go-saline fuel mixtures made wi th ethDJlol 
prout:. c e u  vIa ferl:len t a Lion of ac;ri cultuI'ul product:: , aJ1d a preferred 
theme is - a.n alysis o f  a dre 3JTl :  bior:ass. The Depar-:rnent o f  �n ergy 
bears a m a j o r  sh2.J'8 of the euil t that the aJ. cohoJ. resIJurce !li).S not 
been comm<3I'ci ali zed. As recent as Ausu.st 1978, D. 0. �;. ha.G rel c i1.scd 
a stucJol ( H CP/T4101-03 ,  Ue-- 61) 1nplying that ethaIlol a..'1 d  p:cthunol 
would cause ineffi ci encj_es when u s e d  in fuel mtxture s ,  an d fol lowed 
up with st'ldi c s  solely involving assuf!1S!tions that -:hcre is no () c t c�!1e 
ben e ri t from alcohol�· ba.'301ine bl ends. 

In order to put such argum ents to rest, an d in order to be 
.;;:.b] e to use the rCl!':aining tiDe for a constructive purpo :::e ,  I Vlil l  
only n8n tj.on here that J.:r. Benjamin R. Ja.ck�;on , ,� c t i n g  Dc:puty _�).s
sistant Admini strator, U . S. Bnvi ronmental Frotection f.ge!1 cy, said 
at the A.l cohol Fuels Policy RevIew hearIngs, December 6 ,  1978 , that 
gasohol \'/38 n o  better and no worse in term of emi ssions them l'BA El."1 d 
I-;'.l'BE containing fuel s ,  and that he has obse::-ve d an incroose of ,? in 
the octane val u e .  

'St.��anol from Cl f!ri cuI tural nroducts - a n  economical r;oluti on. 

One can not create energy policy in a vaCUUr.1.. The Un:i ted States 
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r. as an exc essi ve potential for producing farm crops whi l e  lagging 
in its fore�Gn trade because of the need to import a �ajor part o f  
i t s  fuel supplies. T h e  c ernmenting together o f  o u r  farm policy and 
our en ergy poli cy woul d  prove that it is possibl e easier to all e
vi ate two di f fi cult situations than to try to forge solutions for 
each area serarately. 

;·.'hen studying the enert;:y- output / energy-input ratios for the 
phasing in o f  an ethanol product as part o f  mixture wi t h  gasoli n e ,  
or.e h a s  to factor in all the savings to the economy thanks to the 
repJ_u-ce:mcnt of gasoli n e .  Gasohol is defined as a 10% e t hanol - 90% 
&<1so1ine T:'!i xture. Despi t e  the fact that I do not believe that thi s 
is the most favorable mixture, I va ll use t hi s  case for simplicity. 

The first step would be to define the replacement value of 
e th;:)TIol in terms o f  the eventual use o f  the fuel - that j.s in terms 
of mi l e s  per ga_1J on. If we assu;r:Je a gasohol fuel composition that 
allows for the same mil e s/gal lon effi ci ency as the original no-lead 
regular gG.soline, one obtains an improvement o f  50% in the use o f  
the i31'U va.lue () f  t h e  al cohol . F o r  thi s c a s e ,  defi n e d  as p e r f e c t  sub
sti tution, C::1e gets thu s an empiri cal utility factor e qual to 1 . 5  
t o  b e  used a s  a mUltiplier o f  the conventional output/input energy 
rati o s  ( ethanol havi.ng only 2/3 the BTU value of gasoline ) .  

;:'urther!:lore,  tests conducted Vii t h  fl eets i n  Nebraska and Illi
D ;:;i s shor;ed an actual in crease in mil e .s/gallon when gasohol was used 
by 5. 3% and 6 . 1 % respectively. For these case-s the empi ri cal utility 
:2ctors increase acc ordingly to 2. 3 ;:m d 2. 4 respectively. 

Ac cording to evi d on c e ,  the utility factor for ethanol as part 
of an ethanol- gasoline mixture, is l arger than two. Thu s, without 
havIng to go into the d etail s of the cal culations presented by the 
opponents to the use of ethanol from grai n ,  and if we take the ratio 
0 . 5  proposed by the Ameri can Petroleum I n stitute as a "worst case 
a.."1alysi s" , one can say that the energy output / energy input ratio 
is greater than one an d r e sults in a posi ti ve energy balan ce. In our 
analysis we have not introduced any new refinements in t e chnology or 
in the use of bypro du c t s  or any outside factors whi ch provi d e  much 
improved energy balan c e s .  We were content to demonstrate our point by 
using the "v/o rst case an alysis" as mentioned. 
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Con s i d ering now the fact that i f  one u s e s  ethanol for an 

o c t a�1 e h 8 0 s t e r  o n e  sav e s  <li sa on nine tenth o f  the r.1ixture an 

addj.ticm tU 6 p e r c e !l t  c ru d e  as s t a t e d  by A . P . I . ,  thi s will all o w  

[')r a n  adcii tional f a c t o r  o f  1 . 54 when consi d ering t h e  con servation 

& �,.;p e c t  o f  Gasohol . A c c o rdingly, the perfe c t  sUbstitution case shows 

a factor 2. 3 and the i t'jI<!'o v e d  mileage cases show factors e qual t o  

5. 7 t::..r.J d  3. 5. Cr i n  sinple longu a g e ,  Gasoho] , i n  all probabi l i t y ,  

all o\'ls u s  to save t w o  o r  three uni t s  o f  petroleum or g a s  energy f o r  

e�ch u n i t  t h a t  i t  has repl a c e d .  

I n  v:hat con c erns t h e  e c onomi c s  o f  a gasohol f u e l  l e t  u s  illust

ra.te our point by u.sj.ng an exampl e :  2. 8 million acres o f  corn wel"e 

taken out of production in 1978 under the crop diversion p ar t  o f  

t h e  agri cultural set-asi d e  program. I n  t h e  p r o c e s s  a di r e c t  paym ent 

of $145 :per acre was made to the farmer. A similar prosrarn Vias al

ready q�creed for 1979. If 234 gallons of ethanol are produ c e d  per 

a c r e  o f  corn, this t r an s l a t e s  into the loss of a p o t ential 62 c e n t s  

subsi dy p er gallon o f  e t h an o l ,  f o r  a total o f  655. 2 million gall o n s  

that c o u l d  have repl a c e d  700 million g al l o n s  o f  Gasoli n e  w i t h  a 

suvir.g in foreign currency o f  close to half a billion dollars. The 

62 cents subsidY to the distiller, in addition to t h e  40 c en t s  re

moval o f  F e d eral excise tax that becam e  l aw a s  part of the r e c ently 

approved l'�n ergy Bill , are more than enough to guaran t e e  the econo

mi c s  o f  gasohol whi l e  i n creasi n g  the farmer' s take per a c r e  by $100. 
I n  e ff e c t  I bel i e v e  that positive e c onomi c s  for gasohol could have 

been reali zed even before enactment of the l aw that eliminates t h e  

? G j, orcU cxci s e  t a x .  J u s t  reP.ler;;ber the 6% additional crude n e e d e d  t o  

c r e a t e  an al t ernati v e  to gasohol. T h e  additional c o s t  o f  that c r u d e  

would amount t o  18 c e n t s  p e r  gallon o f  ethanol directly saved from 

th c unbalance of trade. 

�)l r e c t  Bnvironmen tal I rn n a c t s .  

Gasohol has t e s t e d  favorably b y  EPA un der the Clean A i r  A c t  

r: e c tion 211( f )  on t h e  m a j o r  emission t e st s .  T h e  i ssue t h a t  h a s  
caused di ffi cu!. t i e s  i s  the question o f  evaporative l o s s e s  o f  t h e  

.17 
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hyfS��corbo� a f t er t h e  i gni tj on k e y  V'�S turn e d  o ff Jn d :l�r ; ;: s  
t h e coo� � �G- o f f  �i�e o f  l! :�  cncj � e .  

T d o  bcl i Gve,  that ,,"h en th e t:!.me \dl l  corr. � ,  c...:r. d c o �ci
:1oecni c :i!rop erti e s  o f  the aI'cmalj. c s  in the no- l co.d- r c f:5..ncry
!-'ro G'J c e d  hiijb- o c t ane eo.sol i :J e  \\i. l l  b e  t e s t e d ,  rlUch ]-::o r e  sev ere 
I:rob1 8:r:.s wj.l l  evolve :�:( m the use of the fuel c ( ,nsi d er c d  i n  the 
·�r:;:J. ft 7r::vi rc::r;:r; entol I rr,r· (J c t  S::'at err. ('nt • .  �}-:: g Gub,j e c t  :�}lou 1.. d be 
l o ol---: e d  j.n to n o w  \':hi l.e trying t o  fi n d  substttut e s  fvr t h e  1 e a d  
and mc!:!cu..'1 e s e  cOlYJpoun c s .  '1'h en, J 0.1 so \mn d er why the gasohol 
o p t i on was not c c n ci d l�red i n  th e D�IS. 

�S'c( ,r;r.le!!d(J.b. on s :  

Cor� G i (iering th e  p a s t  rej e c tion o f  eth i':tn ol - c aso1 ln e fu e l s  by 

t h e  oil co:;;pani e s  it .'-" eems that i t  will be n e e d e d  to r.Jan c:J.te t h e  
p ho.:-.;in 5  in o f  ethano l "  A r e g "J l <:ttion or l aw is n e e d e d  t h o. t  YIOul d 
r c (} u i r e  t h e  t o t o] ,�u al1 ti ty of gDsoline sol d annualy in C O ri);iCr C e  j n 

tte U . S. by any r e fj n e r  for u s e  as r::o tor fuel shall c o n tain on t h e  
,;,vGr(-C8, b y  vola;r;e, not l e e s  than a g i v e n  p e r c entage al c ohol motor 

fuel.  A ft er t h e  a c c e p t o !:! c e  of such a r e g u l a t i o n ,  o r  such a l aw, o n e  
can p r o c c e ri  to fin d w o. y s  f o r  a phc.sed derc3'uJ.ation o f  sasol i n e  whj. l e  
C 0 !l i..i:ming t o  r;,:;ke sure t!1.3.t n o  ;" aj o T' p rt c e di f -; eren b ell d e v cl o.:;: s 
bet"i':8en unl e o. d e d  o.;1d ] ea�3ed sasol i n c s .  I feel it i s  in t h e  n a t i o n al.  
i n t erest not to pr0crasti n � t e  on t h i s  �ubj e c t .  

I W()1J l d be p� € .:::.�·:ed  to t r y  to \":.Y:.Si':e;r o.ny questi o :!'"] s  y e u  -xay h a v e .  

_ ,,07-1 



710709 

STATEMENT OF JOHN CASTELLUCC I ,  PRE S I DENT 

NELSON O I L  COMPANY 

BEFORE THE 

DEPARTMENT OF ENERGY 
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tJ0075 

STATEMENT OF JOHN CASTELLUCC I ,  PRES I DENT 
NELSON O I L  COMPANY 

BEFORE THE 
DEPARTMENT OF ENERGY 

DECEMBER 19, 1978 

My NAME IS JOHN CASTELLUCC I AND I AM PRES I DENT OF NELSON O I L  

COMPANY OF  BANN I NG ,  CAL I FORN I A .  NELSON O I L  CO . ( "NELSON" ) I S  AN 

I NDEPENDENT MARKETER OF MOTOR GASO L I NE AND, SPEC I F I CALLY, A JOBBER 

OF  SHELL PRODUCTS . As A PURCHASER AND D I STR I BUTOR OF GASOL I NE,  I 
APPRE C I ATE TH I S  OPPORTUN I TY TO EXPRESS MY DEEP CONCERNS REGARD I NG 

THE DRAFT ENVI RO�MENTAL I MPACT STATEMENT ( "E I S" ) WH I CH DOE HAS 

I SSUED I N  SUPPORT OF I T S  PROPOSAL TO DEREGULATE MOTOR GASOL I N E .  

A THOROUGH REV I EW OF  THE DOCUMENT G IVES THE D I ST I NCT IMPRESS ION  

THAT THE LEFT HAND DOES NOT KNOW WHAT THE R I GHT HAND I S  DO I NG AT 

DOE . I N  L I GHT OF THE GASOL I N E  SHORTAGES W�I CH ARE NOW COM I NG TO 

THE ATTENTION OF THE OFF I CE OF HEAR I NGS AND ApPEALS, HOW CAN DOE 

JUST I FY ITS PROPOSAL FOR DEREGULAT ION OF MOTOR GASOL I N E  AT T� I S  T I ME? 

THE DRAFT E I S  IS AN I NTERNALLY I NCONS I S TENT AND HAST I LY PREPARED 

DOCUMENT WH I C H  PROV IDES ABSOLUTELY NO REASONABLE SUPPORT FOR 

GASOL I NE DECONTROL. 

DOE HAS RECOG N I ZED, AND R I GHTLY SO, THAT DEREGULAT I ON I S  

DEPENDENT UPON THERE BE I NG ADEQUATE GASOL I N E  SUPPLY TO MEET DEMAND 

FOR AT LEAST THE NEXT SEVERAL YEARS . YET THE PROJECT I ONS OF SUPPLY 

AND DEMAND IN THE DRAFT E I S  ARE E I THER I NACCURATE OR SO I NCOMPLETE 

AS TO BE V I R TUALLY NONEX I STENT . I N  FACT, W I TH REGARD TO THE PRO

JECTED SUPPLY S I TUAT ION,  THE DRAFT E I S  STATES QU I TE PLAI NLY THAT 

DOE I S  ONLY NOW IN THE PROCESS OF PERFORM ING  SUPPLY/DEMAND ANALYSES 

WH I CH W I LL SHOW lfJ AND HOW, DEMAND W I LL BE MET ( P .  1 1 1 -60) . 
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JUST LAST FR IDAY THE DOE HELD A CONFERENCE TO ASSESS THE S I TUAT ION 

I N  L I GHT OF I NCREA S I NG CONCERN OVER THE ADEQUACY OF GASOL I NE 

SUPP L I E S  I N  THE SHORT-TERM. THE DRAFT E I S ,  AS I F  TO EXCUSE I TS 

F A I LURE TO THOROUGHLY CONS I DER ALL THE AVAILABLE DATA, MERELY 

STATES THAT CURRENT PROJECT I ONS OF 1980 SUPPLY MADE BY THE 

ENERGY I N FORMAT ION ADM I N I STRAT I ON ARE ST I LL "VERY PRE L I M I NARY" 

( P .  1 1 1 -14.) THE DRAFT E I S  MAKES NO MENT ION OF CURRENT SHORTAGES 

IN EUROPE WHICH W I L L  SEVERELY L I M I T  THE AMOUNT OF GASOLINE  AVA I L

ABLE FOR I MPORT I NTO THE U . S .  NOR, APPARENTLY, DOES IT G I VE ANY 

CONS IDERAT ION TO THE I MPACT OF THE PRESENT S I TUAT I ON I N  I RAN . I T  

I S  I NCONC E I VABLE T O  M E  THAT T H E  D EPARTMENT I S  PREPARED TO GO 

FORWARD ON AN ACT ION OF THE  MAG N I TUDE OF GASOL I N E  DECONTROL ON 

THE BAS I S  OF ANALYSES W H I CH ARE ONLY PREL I M I NARY AT BEST . 

DOE HAS EST IMATED TH'.T GASOL I NE DEMAND. IN 1980 W I LL RANGE 

BETWEEN 7. 5 84 AND 7.962 M I LL I ON BARRELS PER DAY . I SUGGEST THAT 

THESE PROJ EC T I ON S  ARE TOO LOW FOR THEY HAVE NEGLECTED TO G IVE  ANY 

CONS I DERAT ION TO THE POTENT IAL IMPLIC�TIONS OF THE CURRENT MARKET 

S I TUAT ION W H I CH FAI LED TO FOLLOW THE EXPECTED PATTERN OF POST

SUMMER DECREASES IN DEMAND . THE POSS I B I L I TY THAT SUSTA I NED H I G H  

DEMAND I N  T H E  AUTUMN MONTHS S I GNALS A N  EXPECTED TREND FOR FUTURE 

YEARS CASTS SER I OUS DOUBTS UPON DOE' s DEMAND EST I MATES . CLEARLY 

IT WOULD BE I RR ESPONS I BLE TO GO FORWARD W I TH DECONTROL W ITHOUT 

CONDUC T I NG CAREFUL STUDY OF THE QUESTION OF WHETHER H I GH AUTUMN 

DEMAND W I LL R EPEAT I TSELF IN THE COM I NG Y EARS . 

DESPITE  ITS  F A I LURE TO EVEN CONS IDER THI S SER IOUS QUESTION, 

THE DRAFT EIS H E S I TANTLY CONCLUDES THAT THE REF I N I NG I NDUSTRY 

W I LL BE ABLE TO MEET THE � PROJ EC T I ON OF 1980 DEMAND ( P .  
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1 1 1 - 14) . HOWEVER, NO F I RM CONCLUS ION I S  REACHED AS TO WHETHER A 

SHORTFALL W I LL OCCUR I F  DEMAND I S  S I GN I F I CANTLY H I GHER . RATHER,  

THE DRAFT EIS MERELY STATES THAT ANALY S I S  BY THE F.NERGY I NFORMA

T ION ADM I N I STRAT ION IS EXPECTED TO SHOW THAT W I TH SOME CHANG ES I N  

REF I N I NG OPERAT I ONS SUPPLY COULD B E  I NCREASED T O  MEET THE H I GHEST 

DEMAND PROJECTI ONS, ALTHOUGH SUPPLI E S  WOULD BE T I GHT ( P .  1 1 1 - 14 ) .  

SUCH STATEMENTS CLEARLY D O  NOT PROV I DE ANY SOLI D  FACTUAL FRAME

WORK FOR REAC H I N G  A WELL-REASONED DEC I S I ON W I TH REGARD TO GASOL I N E  

DECONTROL.  RATHER, THEY MERELY SERVE T O  P O I NT OUT THAT THE DRAFT 

E I S  WAS HAST I LY CONTR I VED AND BASED UPON ASSUMP T I ON S  AND GUESSES 

ABOUT THE RESULTS OF STUD I E S  WH I C H  HAVE NOT EVEN BEEN COMPLETED 

WH I LE GROP I NG FOR STRAWS TO BOLSTER ITS DECONTROL PROPOSAL, 

DOE HAS TOTALLY I GNORED THE EVIDENCE OF SUPPLY SHORTAGES W H I C H  

HAS RECENTLY COME T O  T H E  ATTENT ION OF THE OFF I CE O F  HEAR I NG S  AND 

ApPEALS . IN THE PAST MONTH, SHELL AND TEXACO HAVE BOTH F I LED 

ApP L I CAT I ONS FOR EXCEPT ION W H I CH WOULD PERMIT THEM TO ALLOCATE 

GASO L I N E  ON THE BAS I S  OF THE· 1972 BASE PER I OD OR ACTUAL 1977 

PURCHASES, WH I CHEVER I S  GREATER . OTHER MAJOR R E F I NERS ARE 

EXPEC.TED TO FOLLOW SU I T .  SHELL WAS GRANTED I T S  EXCEPT I ON REQUEST 

THROUGH JANUARY 15, 1979 AND IS CURRENTLY RAT I O N I NG I TS SUPPLY OF 

GASOL I NE BASED ON A 95% ALLOCAT ION FRACT ION . TH I S  SUPPLY SHORT

AGE I S  BY NO MEANS UN I QUE TO SHELL . ARCO AND CONOCD, C I T I NG 

THE I R  I NAB I LI TY TO SAT I SFY MOTOR GASOLI N E  DEMAND, HAVE SOUGHT TO 

BE RELI EVED OF THE I R  BASE PER I OD SUPPLY OBL I GAT I ONS TO OTHER 

REF I NERS .  NUMEROUS REF I NERS HAVE MOVED T O  ALLOCATION FRAC T I ON S  

I N  R ECENT MONTHS; OTHERS, WHI LE MAI NTA I N ING  100% ALLOCAT ION,  HAVE 

FOUND IT NECESSARY TO COMPLETELY CUT OFF THE I R  NON-BASE PER I OD 
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CUSTOMERS . MANY I NDEPENDENT MARKETERS ARE F I ND I NG IT  I NCREAS I N GLY 

D I F F I CULT, I F  NOT IMPOSS I BLE, TO OBTA I N  SUF F I C I ENT UNLEADED 

GASOL I NE TO SUPPLY THE I R  CUSTOMERS .  EV I DENCE O F  THE CONT I N U I NG 

AND WORSEN I NG OF THE CURRENT T I GHT SUPPLY S I TUAT ION APPEARS DAILY 

IN  THE PETROLEUM TRADE PUBL ICAT I ONS . SPOT SHORTAGES THROUGHOUT 

THE COUNTRY HAVE BECOME COMMONPLACE .  TH I S  MARKED CHANGE IN THE 

CURRENT SUPPLY S I TUAT I ON DEMONSTRATES CLEARLY THAT THE DATA AND 

PROJ ECT I ONS  REL I ED UPON BY DOE IN PROPO S I NG DER EGULAT ION ARE NO 

LONGER ACCURATE OR VAL I D .  GASOL I N E  DECONTROL WAS OR I G I NALLY 

PROPOSED AND APPROVED BY THE FEDERAL ENERGY REGULATORY COMM I SS I ON 

I N  A C L I MATE OF AMPLE SUPPLY . CHANGED MARKET COND I T I ONS,  H I GH

LI GHTED BY SHELL ' S MOVE TO AN ALLOCAT ION FRACTION,  REQU I R E  THAT 

DOE ABANDON ITS DEREGULAT I ON PROPOSAL AND CONDUCT NEW STUD I ES I N  

L I GHT O F  T H I S  RECENT EVI DENCE OF  SUPPLY SHO�TAG E S .  T o  D O  OTHER

W I S E  WOULD BE I RRESPONS I BLE IN V I EW OF THE ENORMOUS I MPACT OF 

GASOL I NE DEREGULAT I ON . 

IN PARTICULAR, THE DRAFT E I S  MUST RECONS I DER THE MANNER I N  

WHICH REF I NERS W I LL RESPOND T O  A SUPPLY SHORTFALL . I N  I TS APPL I CA

T I ON FOR EXCEPT I ON,  SHELL I ND ICATED Q U I TE CLEARLY THAT IT DES I RED 

TO "ALLOCATE BY PR I CE . " ESSENTIALLY, SHELL STATED THAT, BUT FOR 

THE MANDATORY PR ICE  REGULAT I ONS, IT WOULD BR I NG DEMAND BACK I NTO 

BALANCE W I TH ITS SHORT SUPPLY BY RA I S I NG THE P R I C E  WH I CH I T  CHARGES 

FOR MOTOR GASOL I N E .  THE TERM "ALLOCATE BY PR I CE" IS SOMEWHAT OF 

A M I SNOMER, THER EFORE, FOR SHELL MERELY WANTS TO CONT I NUE SELL I NG 

ALL OF I TS AVA I LABLE SUPPLY BUT AT A H I GHER PR I C E .  

UNDER DECONTROL, A 210, 000 BARREL PER DAY SHORTFALL B Y  1980 
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W H I CH IS "CORRECTED" BY RA I S I NG PR ICES I NSTEAD OF PUSHING R E F I NERY 

CAPAC I TY TO THE L I M I T ,  A POSS I B I L I TY ONLY GRUDGI NGLY ADMITTED IN THE 

DRAFT E I S  ( p P .  1 1 1 -14, IV-23) ,  WOULD HAVE AN ENORMOUS ECONOM I C  AND 

ENVI RONMENTAL IMPACT . By DOE' s  OWN F I GURES, THE PR I CE OF GASOL I NE 

WOULD I NCREASE BY 10 CENTS PER GALLON IN ADDITION TO THE EXPECTED 

COST JUST I F IED I NCREASE OF 8 . 7  CENTS PER GALLON ( P . IV-23) . YET 

THE DRAFT E I S  PROV IDES  ONLY SCANT ANALYS I S  OF THE IMPACT OF TH I S  

S I TUAT I ON O N  THE GROUNDS THAT I T  I S  BELI EVED H I GHLY UNLI KELY TO 

OCCUR,  ALTHOUGH NO JUST I F I CAT I ON FOR THAT BEL I E F  I S  PROV I DED . I N  

r-ACT, HOWEVER, THE RECENT ALLOCAT I ON IMPOSED B Y  SHELL COUPLED W I TH 

SHELL ' S EXPRESSED I NTENT I ON AND DES I RE TO "ALLOCATE BY PR I CE" 

CLEARLY REFUTES DOE ' s  POS I T ION AND DEMONSTRATES THAT THE L I KE L I HOOD 

OF FUTURE SHORTAGES I S  MUCH GREATER THAN DOE WOULD CARE TO ADM I T .  

G I VEN THESE CHANGES I N  THE CURRENT SUPPLY S I TUAT I ON, I AGA I N  QUES

T I ON HOW DOE COULD POSS IBLY CONS I DER DEREGULAT I NG MOTOR GASOL I NE 

AT TH I S  T I ME, WHEN SUCH A MOVE I S  SO OBV I OUSLY I LL-ADV I SED AND 

UNWARRANTED . 

ANOTHER GLAR I N G  I NACCURACY I N  THE DRAFT E I S  I S  THE EXPECTED 

I NCREASE IN P R I C E  BOTH UNDER EX I ST I NG CONTROLS AND UNDER DEREGULA

T I O N .  A S I MPLE LOOK AT H I STOR I CAL P R I C E  CHANGES DEMONSTRATES THAT 

DOE ' s  EST IMATES FOR 1980 ARE GROSSLY UNDERSTATED . I N  MARCH 1976, 

SHELL ' S  WHOLESALE P R I C E  FOR REGULAR GASOL INE WAS 43 . 35 CENTS PER 

GALLON, EXCLUD I N G  TAXES . I N  NOVEMBER 1978, TWO AND ONE HALF 

YEARS LATER, THE P R I C E  HAD I NCREASED BY NEARLY 10 CENTS PER 

GALLON TO 53 . 25 CENTS PER GALLON UNDER P R I C E  CONTROLS . ( I T  SHOULD 

BE POI NTED OUT HERE THAT THE AMOUNT OF SHE
o
LL ' S I NCREASES HAS BEEN 

LOWER THAN MOST) . YET I NCRED I BLY, DOE ASSERTS IN THE DRAFT E I S  
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THAT UNDER CONT I N U I NG CONTROLS, R E F I NER P R I CES WOULD R I SE BY ONLY 

5 CENTS PER GALLON THROUGH 1980. TH I S  F I GURE I S  PATENTLY LOW I N  

L I GHT OF  H I STOR I C  P R I CE I NCREASES . CLEARLY DOE HAS
' 

ALSO FAI LED 

TO CONS IDER THE IMPACT OF THE FORTHCO.M I NG OPEC PR ICE  I NCREASE 

WHICH ALONE W I LL RA I S E  P R I CES BETWEEN 2 . 5  AND 4 CENTS PER GALLON 

I N  THE COM I NG YEAR, RELY I NG ON CONSERVAT I VE EST I MATES . BUT WHAT 

I S  EVEN MORE I NCRED I BLE I S  THE DOE' s  PROJECT ION THAT DECONTROL 

WOULD CAUSE AN I NCREASE I N  REF I NER P R I CES OF ONLY 3 . 1  CENTS PER 

GALLON ABOVE THE EXPECTED CONTROL P R I C E  FOR A TOTAL I NCREASE OF 

8 . 1  CENTS PER GALLON FROM THE REF I NER . HHEN WHOLESALE P R I CES  

HAVE R I SEN  10 CENTS PER GALLON I N  THE  PAST TWO AND ONE  HALF YEARS 

Wlltl CONTROLS, HOW CAN DOE REASONABLY CLAIM THAT PR I CES  W I LL R I SE 

ONLY 8 . 1  CENTS PER GALLON � CONTROLS IN THE NEXT TWO YEARS? 

THE I NACCURACY OF DOE' s  P R I C E  tST I MATES I S  MADE EVEN MORE 

APPARENT BY RETUR N I NG TO THE QUES T I ON OF HOW REF I NERS W I LL RESPOND 

TO SUPPLY SHORTFALLS . SHELL HAS ALREADY I ND ICATED THAT I T  WOULD 

I NCREASE I TS PR ICES  TO REDUCE DEMAND . THE DRAFT E I S  FA I LS TO 

G I VE ADEQUATE CONS I DERAT I ON TO T H I S  RATHER OMI NOUS POSS I B I L I TY .  

HAS DOE EVEN BEGUN TO I MAG I NE HOW FAR SHELL W I LL I NCREASE I TS P R I C E S  

T O  HOLD DOWN DEMAND I N  THE NEXT TWO YEARS WHEN IT  HAS I NCREASED 

P R I CES BY 10 CENTS PER GALLON IN THE PAST TWO AND ONE HALF YEARS 

UNDER CONTROLS W I THOUT THE SUPPLY/DEMAND PRESSURES W H I C H  WE ARE 

NOW W I TNESS I NG? I SUBM I T  THAT DOE's  EST I MATED I NCREASE OF 8 . 1  CENTS 

PER GALLON I S  FAR BELOW WHAT CAN BE EXPECTED G I VEN THE CHANGED 

SUPPLY S I TUAT I ON WHICH  DOE HAS F A I LED TO TAKE I NTO ACCOUNT . 

ANOTHER CONCLUS ION I N  THE DRAFT E I S  WH I C H  I S  OPEN TO SER I OUS 

QUEST I ON I S  WHETHER DECONTROL W I LL PROV I D E  I NCENTI VES FOR I NVEST-
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MENT TO EXPAND REF I N I NG CAPAC ITY . THE DRAFT E I S  MA INTA I NS THAT 

DEREGULAT ION  OF MOTOR GASO L I NE I S  NECESSARY IN ORDER TO CREATE A 

FAVORABLE CLIMATE FOR R E F I NERY I NVESTMENT . BUT TH I S  CONCLUS ION 

FAI LS TO CONS I DER OTHER FACTORS WHICH  ALSO GO I N TO A DEC I S I ON TO 

I NCREASE REF I N I NG CAPAC I TY .  THE MAJOR I NTEGRATED O I L  COMPAN I ES 

GENERALLY PRED I C T  THAT DEMAND FOR MOTOR GASOLI NE W I LL FLATTEN BY 

1982 . BASED UPON TH I S  BEL I EF ,  IT  I S  UNLI KELY THAT THE MAJORS W I LL 

UNDERTAKE S IG N I F ICANT REF I NERY I NVESTMENT E I THER W I TH OR W I THOUT 

CONTROLS , A SHORTFALL OF ONLY TWO YEARS DURAT ION I N  1980 AND 

1981 S I MPLY DOES NOT JUST I FY MAJOR NEW REF I NERY I NVESTMEN T .  THE 

MORE L I KELY RESULT UNDER DECONTROL is THAT THE MAJOR REF I NERS 

W I LL RESPOND TO SHORTFALLS BY I NCREAS I NG PR ICES  TO HOLD DOWN DEMAND . 

TH I S  I S  PREC I SELY THE K I ND OF S I TUATION W H I CH OR I G I NALLY JUST I F I ED 

CONTROLS, AND I T  I S  PREC I SELY WHY CONTROLS MUST NOT BE L I FTED AT 

T H I S  T IME . 

TH I S  CONCLUDES MY PREPARED REMARKS . I WOULD BE HAPPY TO 

RESPOND TO ANY QUEST I ONS YOU � I GHT HAVE AT TH I S  T I ME.  

vu08:Z 
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A .  PRUD ' HOMME 
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DRAFT ENVI RO.�MENTAL IMPACT 

STATEMENT CONCERrn NG TYE 

EXEMPTI ON OF MOTOR GASOLINE 

FROM M�.ND.I\TORY PETRnLEUr1 

ALLOCAT ION AND P R I CE 

REGULAT IONS 

I AM ANTHONY PRUD' HOMME , MANAGER OF MARKET I N G  SERV I CE S ,  

ATLANTI C R I C H F I ELD COMPANY . 

THERE ARE TWO ESSEN T I AL REQUI REMENTS OF ANY POL I CY OR 

PROGRAM WH I CH DEALS W I TH PETROLEUM PRODUCTS . 

THEY ARE : 

1 .  To ENCOURAGE ADEQUATE SUPPL I ES .  

2 .  To ENCOURAGE REASONABLE PRI CES . 

THESE CONS I DERATI ONS ARE BAS I C  AND FUNDAMENTAL AND ARE 

NOT MATTERS OF DEBATE OR POL I T I CS .  THEY MUST REPRESENT 

THE ULT I MATE GOALS OF ANY RESPONS I BLE ENERGY POL I CY .  

As SUCH , ALL E X I S T I NG REGULAT IONS AND ALL PROPOSALS TO 

CHANGE E X I S T I NG REGULATIONS SHOULD BE TESTED AGA I NS T  

THESE QUE S T I ONS : 

1 .  Do THEY,  OR W I LL THEY,  f'RO'�OTE ADEQUATE SUPPL I ES? 

2.  Do  THEY,  OR  W I LL THEY,  PROMOTE REASONABLE PRI CES? 

IF THE ANSWER IS AFF I RMAT I VE ,  THE MATTER UNDER CONS I DERA T I ON 

SHOULD BE PURSUE D .  I F  NOT , I T  SHOULD BE ABANDONE D .  
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THE DOCUMENT AT HAND, THE DRAFT ENVI RONMENTAL IMPACT 

STATEMENT, REPRESENTS ONE OF THE M I LESTONES ALONG THE 

ROAD TO GASOLI N E  DECONTROL. WH I LE IT DOES NOT CONTA I N  

SPEC I F I C  PROPOSALS I TSELF , I T  DOES ANALYZE THE EXPECTED 

I MPACTS OF PROPOSALS WH I CH HAVE BEEN MADE PREVI OUSLY . 

I T  I S  CR I T I CAL TO KNOW WHETHER THESE I MPACTS ARE 

POS I T I VE OR NEGAT I VE FROM THE PO I NT OF V I EW OF SUPPL I ES 

AND PR I CES . 

THE OBJECTI VES OF GASOLI NE DECONTROL AS STATED I N  THE 

DRAFT EIS ARE AS FOLLOWS : 

1 .  FREE THE I NDUSTRY OF THE COSTLY AND UNNECESSARY 

BURDEN OF COMPL I ANCE W I TH UNNECESSARY REGULAT I ONS . 

2 .  E L I M I NATE THE CH I LL I NG EFFECT W H I CH' THE PRESENT 

REGULAT I ONS HAVE ON NEW I NVESTMENTS IN REF I N I NG 

CAPACI TY .  

3 .  PROV I DE REFI NERS AND MARKETERS W I TH I NCREASED 

FLEX I B I L I TY IN THE D I STR I BUTION  OF THE I R  

PRODUCTS TO FREE U P  PRODUCT S UPPL I ES AND 

E L I M I NATE I NEFF I C I ENT D I STR IBUT I ON ARRANGEMENTS . 
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I N  OTHER WORDS , E L I M I NATE OBSTACLES TO , AND PROV I DE 

I NCENT I VES FOR , I NCREAS I NG SUPPLIES AND LOWERI NG COSTS . 

IN PURS U I NG THESE OBJECT I VES , GASOLI NE DEREGULATION I S  

EXPECTED TO HAVE A D I RECT I MPACT ON SUPPLI ES AND PR I CE S  

AND A N  I ND I RECT I MPACT O N  EMI S S I ONS , T H E  ECONOMY AND 

SOME ELEMENTS OF THE SOCI ETY AT LARGE . THE WHOLE PURPOSE 

OF THE EIS IS TO QUANT I FY THESE IMPACTS SO THAT A 

REASONED JUDGMENT CAN BE MADE I N  FAVOR OF, OR AGA I NST,  

GASOLI NE DEREGULATI ON .  

I DO NOT PROPOSE TH I S  MORN I NG TO D I SCUSS THE SPEC I F I C  

NUMBERS DEVELOPED B Y  THE DOE . DO NOT TH I N K  THAT I S  

NECESSARY . WHAT I DO I NTEND TO DO I S  TO D I SCUSS THE 

EFFECT OF THE CONCLUS I ONS REACHED BY THE DOE ON S UPPL I E S  

AND P R I CES . EVEN I F  SPEC I F I C  NUMBERS PROVE TO BE  

I NCORRECT, AS THEY SURELY SHALL I N  T I M E ,  I T  I S  THE 

D I RECT I ON OF EVENTS THAT MATTERS AND THE D I RECT I ON OF 

EVENTS IN TH I S  CASE IS PRETTY CERTA I N .  

SO , LET M E  B EG I N  B Y  LOO K I NG AT SUPPL I ES . 

ADEQUATE SUPP L I ES ARE THE KEY TO P R I CES , COMPET I T I ON ,  

THE FREE MARKET, A V I ABLE I NDUSTRY AND OVERALL CONSUMER 

SAT I SFACT I ON -- IN OTHER WORDS , THEY ARE CR I T I CALLY 

I MPORTANT . 
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THE DRAFT E I S  HEDGES B Y  SAY ING THAT A F I NAL REPORT 

I S N ' T READY YET, BUT IT DOES CONCLUDE THAT S UPPL I ERS 

SHOULD HAVE "SUFF I C I ENT FLEX I B I L I TY TO SUPPLY THE 

(EXPECTED ) RANGE OF DEMANDS " . 

LET ME BE CAND I D .  No - - LET ME BE  BLUNT . WE V I EW 

THE I NDUSTRY AS T I GHT ON SUPPL I ES -- VERY T I GHT.  

DEMAND I S  STRONG . CAPAC I TY I S  B E I NG PUSHED TO I TS 

L I M I TS .  I NVENTORI ES ARE LOWER THAN I N  THE PAS T .  

FLEX I B I L I TY I N  THE SYSTEM I S  A T  A M I N I MUM . THE 

AB I LI TY TO TOLERATE ANY S I GN I F I CANT PROBLEMS (SUCH 

AS SEVERE COLD WEATHER OVER A PROTRACTED PER I OD ,  OR 

REFI NERY BREAKDOWNS OR THE L I KE ) HAS BEEN REDUCED TO 

A M I N I MUM . WE ARE AT A PO I NT WHERE WE SHALL HAVE TO 

BE LUCKY AS WELL AS VI RTUOUS I F  WE ARE TO GET THROUGH 

THE NEXT YEAR UNSCATHED. 

ABOUT THE ONLY TH I NG ON THE HOR I ZON THAT COULD CHANGE 

TH I S  S I TUATION IS A MAJOR RECESS ION BEG I NNING  EARLY 

NEXT YEAR, AND , GOD KNOWS , WE DON ' T WANT THAT . 

NEVERTHELESS , THE KEY QUES T I ON IS NOT WHETHER SUPPL I ES 

ARE T I GHT NOW (BECAUSE THEY ARE ) OR WHETHER THEY W I LL 

GET WORSE TH I S  WI NTER OR NEXT SUMMER (BECAUSE THEY MAY ) , 

BUT WHETHER DEREGULATION OF GASOLI N E  W I LL TEND TO MAKE 

THEM MORE OR � T I GHT IN THE FUTURE? AND, IS THERE 
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ANYTH I N G  E LSE THAT CAN BE DONE ABOUT I T  ANYWAY? ARE 

THERE ALTERNATI VES ? 

THE ANSWER I S  S I MPLE AND CLEAR . THE ANSWER I S  THAT, 

OVER THE LONG RUN,  DEREGULAT I ON IS THE ONLY WAY THERE I S  

TO ENSURE ADEQUATE SUPPL I ES .  

CURRENT TI GHTNESS I S  DUE I N  LARGE PART TO THE CONTI NUAT I ON 

OF CONTROLS LONG AFTER THE NEED FOR WH ICH THEY WERE 

OR I G I NALLY CREATED HAD PASSED . THEY DESTROY I NCENTI VES , 

ENCOURAGE UNECONOMI C  BEHAVIOR AND D I SCR I M I NATE AGAI NST 

NEW VENTURES . 

I T HAS BECOME ALMOST COUNTERPRODUCT I VE TO I NCREASE ONE ' S 

PRODUC T I V I TY .  THE S I MPLE FACT OF THE MATTER IS THAT, 

UNDER THE PRESENT CONTROL ENVI RONMENT, NO ONE CAN JUSTI FY 

MAJOR CAP I TAL I NVESTMENTS TO I NCREASE REF I N I N G  CAPAC I TY .  

A s  DEMAND CONTI NUES TO GROW AND R E F I NERY OUTPUT DOES NOT, 

A T I ME ARR I VES WHEN PRODUCT GETS T I GHT . THAT T IME I S  

NOW , AND THERE I S ,  UNFORTUNATELY , N O  EASY WAY OUT . 

I N THE SHORT RUN, TH I S  YEAR AND NEXT , WE BELI EVE THE 

I NDUSTRY CAN MUDDLE THROUGH . WE MAY HAVE TEMPORARY 

PROBLEMS IN ONE AREA OR ANOTHER , BUT , SHORT OF  A MAJOR 

DI SASTER,  WE SHOULD MAKE I T .  
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FOR THE LONG RUN.  HOWEVE R .  THERE I S  S I MPLY NO ALTERNAT I VE 

BUT TO DEREGULATE . BUT RECOG N I ZE THAT DEREGULATI ON IS A 

LONG-TERM. NOT A SHORT-TERM. SOLUTI ON . P.LSO RECOGN I ZE 

THAT. TO PUT OFF DEREGULAT ION.  W I LL ONLY MAKE THE PROBLEM 

WORSE .  THE SOLUT I O N  MORE COSTLY AND THE T I ME NEEDED MORE 

EXTENS I V E .  I N SHORT. FROM T H E  SUPPLY S I DE. THE 

DEREGULAT I ON OF GASOLINE  IS ESSENT I A L .  THE DRAFT E I S  
COULD B E  MUCH MORE FORCEFUL I N  MAK I NG TH I S  ARGUMENT THAN 

IT I S .  AND I HOPE THE F I NAL VERS I ON W I LL BE STRENGTHENED I N  

TH IS  REGARD . 

Now FOR PRI CES . 

THOSE WHO OPPOSE DEREGULAT ION ARE PROBABLY MORE CONCERNED 

W I TH P R I CE I NCREASES THAN W I TH ANYTH I NG ELSE . THEY HAVE 

A PO I N T .  HOWEVE R .  THEY MA Y  ALSO HAVE MI SSED THE REAL 

P O I NT -- WHI CH IS THAT. ON THE ONE HAN D .  P R I CES ARE 

R I S I NG I NEXORABLY EVEN UNDER CONTROLS . AND. ON THE OTHER.  

IT  I S  THE AVA I LAB I L I TY OF SUPPLIES W H I CH I S  THE ONLY 

CONS I STENT ARB I TER OF  P R I CE -- NOT CONTROLS . 
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LOOKING AT MAJOR BRAND PUMP P R I CE S .  WH I CH I S  THE ONLY 

PUBLI SHED I NFORMAT I ON WE HAVE . REGULAR GASOL I NE HAS 

R I SEN FROM ABOUT 54¢ DER GALLON AT THE BEG I NN I NG OF 

1975 TO ABOUT 67-1/2¢ PER GALLON TODAY . 

TH I S  I NCREASE OF 13-1/2¢ PER GALLON AVERAGES OUT TO 

ABOUT 3 . l �¢ PER GALLON PER YEAR . I N TERMS OF 

PERCENTS . TH I S  REPRESENTS AN ANNUAL PR I CE I NCREASE OF 

ABOUT 6-112% FOR THE PER I OD COVERED . 

THE CONSUMER P R I CE I NDEX . ON THE OTHER HAND. HAS R I SEN 

7 . 3% PER ANNUM DUR I NG THE SAME PER I OD . 

WHAT CAN WE EXPECT IN THE FUTURE -- ESSENT I A LLY . MORE 

OF THE SAME . 

THE DOE I TSELF SAYS THAT PRI CES W I LL R I SE BY SOMETH I N G  

L I KE 5 ¢  P E R  GALLON DUR I NG T H E  NEXT TWO YEARS EVEN I F  

CONTROLS STAY A S  THEY ARE . UNDER DEREGULAT I O N .  THE 

DOE PROJECTS THAT P R I CES TO DEALERS MI GHT R I SE BY 8 . 1¢ 

PER GALLON AND STREET PRI CES M I GHT R I SE BY 8 . 7¢ PER 

GALLON . 
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DEPEND I NG ON ONE ' S  ASSUI1PT I ONS W I TH REGARD TO FOR E I GN 

CRUDE P R I C E S .  I NFLAT I ON .  I NTEREST RATES . THE GOVERNMEN T ' S  

PROGRAM W I TH REGARD T O  DOMEST I C  CRUDE P R I CES AND THE 

L I KE .  ONE COULD ARGU E  W I TH THE DOE ' s  ESTIMATES . TH I S  

I S  ESSENTI ALLY I R RELEVANT. HOWEVER .  BECAUSE THERE I S  

NO DOUBT THAT PRI CES W I LL R I SE WHATEVER HAPPENS .  AND 

I T  IS ALSO L I KELY THAT. G I VEN OUR T I GHT SUPPLY S I TUATI ON .  

THEY W I LL R I S E  MORE W I TH DECONTROL THAN W I THOUT I T .  
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HOWEVER, WHAT I S  THE L I KELY EFFECT OF H I GHER PR I CES ON 

SUPPLI ES? THE ANSWER IS OBVI OUS -- H I GHER P R I CES W I LL 

�REASE SUPP L I E S  I F  THE RESULT IS MORE PROF I T .  AND THE 

MORE PROF I T  THERE I S .  I .  E . •  THE GREATER THE P R I CE I NCREASES OVER 

COST I NCREASES . THE MORE SUPPL I ES THERE W I LL BE 

TH I S  PROCESS TAKES T I ME .  AND REMEMBER THAT THE 

REVERSE IS ALSO TRUE . 

ALBE I T  

S o  -- H I GHER PRI CES W I LL � TEND TO I NCREASE SUPP L I E S  

A N D  LOWER P R I C E S .  W I LL ALWAYS T E N D  T O  REDUCE SUPPL I ES . 

THAT I S  S I MPLY A FACT OF ECONOM I C  L I F E .  

W E  COME. THE N .  TO THE QUES T I ON THAT.  I N  MY OP I N I ON .  I S  

THE ENTIRE  CRUX O F  THE MATTER .  WHAT REPRESENTS A 

REASONABLE TRADE-OFF BETWEEN H I GHER PR I CES TO ENCOURAGE 

S UPPL I ES AND RESTR I CTED P R I CES  TO PROTECT CONSUMERS? 

F I R S T .  LET ME TRY TO OUTL I N E  WHAT IS NOT A REASONABLE PR I CE .  

• A PR I CE WH I CH DOES NOT FULLY RECOVER I NCREASED 

D I RECT COSTS I S  NOT REASONABLE . 

• A PR I CE WH I CH DOES NOT REWARD EFF I C I ENCY AND 

PENALI ZE I NEFF I C I ENCY IS NOT REASONABLE . 
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• A P R I CE WH I CH DOES NOT PROV I DE A COMPET I T I VE 

RETURN ON NEW I NVESTMENTS IS NOT REASONABLE . 

• A P R I CE W H I CH DOES NOT PROV I DE I NCENTI VES TO 

PRODUCE THE TYP E ,  QUAL I TY AND QUANT I TY OF 

PRODUCTS DES I RED OR REQUI RED BY THE CONSUM I NG 

PUBL I C  I S  NOT REASONABLE . 

GASOLINE P R I CES UNDER CONTROLS QUAL I FY FOR ALL OF 

THE ABOVE NEGAT I VE DEF I N I TI ONS . FOR I NSTANCE : 

• ADMI N I STRATIVE OVERHEADS , MOST RESEARCH 

EXPEND I TURES AND CERTA I N  OTHER COSTS CANNOT 

BE PASSED THROUGH AND MUST BE ABSORBED OR PUT 

ON TO OTHER PRODUCTS . 

• REDUCED OPERAT I N G  COSTS AND OTHER EFF I C I ENC I ES 

CANNOT BE RETA I NED BY A COMPANY , BUT MUST BE 

REFLECTED I N  LOWER PR I CES . 

• No P R I CE I N CREASES ARE ALLOWED I N  ORDE� TO 

EXPAND THE r'1Ay , 1973 MARG I N  TO PROVI DE A RETURN 

ON TODAY ' S CAP I TAL COST FOR SUCH BAS I C  I TErlS AS 

REF I N ER I ES OR R E F I NERY UN I TS . 
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• No PR I CE I NCREASES ARE ALLOWED TO PROV I DE A 

RETURN ON THE CAPI TAL REQUI RED FOR NEW OR 

EXPANDED UNLEADED GASOL I NE FAC I L I T I E S ,  SUCH 

AS REFORMERS OR, FOR THAT MATTER ,  ON ANY 

POLLUTION CONTROL I NVESTMENT . 
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I N SHORT, P R I CES ALLOWED UNDER PRESENT REGULATIONS ARE 

NOT REASONABLE TO BEG I N  W I TH . HOWEVE R ,  HERETOFOR E ,  

WE HAVE NOT BEEN FACED W I TH A S U P PLY S I TUATION A S  T I GHT 

AS IT IS TODAY , SO WE S I MPLY HAVE NOT ADDR ESSED TH E 

AWFUL CHO I CE OF TEMPORARY SHORTAGES OR LARGE BUT 

UNECONOM I C  I NVESTMENTS . WI THOUT SOME RELEAS E FROM 

THE SHACKLES OF GOVERNMENT CONTROLS, WE SHALL NEVER 

BE FREE TO PURSUE THOSE ACTI ONS WH I C H  W I LL BR I NG 

SUPPLY AND DEMAND BACK I NTO A MORE COMFORTABLE AND MORE 

NORMAL BALANCE . 

THEREFOR E ,  PR I C ES MUST BE ALLOWED TO I NCREASE AND 

THEY MUST BE ALLOWED TO REACH AN ECONOM I C  LEVE L .  

WHATEVER LEVEL TH I S  I S ,  I T  W I LL B E  "REASONABLE" ONLY 

WHEN I T  COMPENSATES FOR THE REGULATORY I NADEQUAC I ES 

L I STED ABOVE . 

W I TH REGARD TO THE ABSURD RULE THAT EACH PRODUCT UNDER 

CONTROL CAN ONLY RECOVER A PRO-RATA VOLUMETR I C  

PROPOR T I ON OF TOTAL ALLOWED COST I NCREAS E S ,  TH I S  I S  THE 

S I TUAT I ON WH I CH EXI STS PEND I NG I MPLEMENTATION OF THE 

SO-CALLED GASOL I NE T I LT RULE . TH I S  CAN ONLY HAVE BEEN 

PROMULGATED BY A COMPLETE I N NOCE NT . 
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TH I S  AMENDMENT TO THE REGULA T I ONS WOULD CORRECT A 

GROSS � I N  THE RULES AND SHOULD BE RENAMED 

"CORRECTION " RATHER THAN THE M I S UNDERSTOOD GASO L I NE 
"T I LT" . You HAVE LONG RECOGN I ZED THE I NEQU I T I ES I N  

THE COST ALLOCATION RULES CONCERN I NG GASOL I NE BY 

ALLOW I NG REALLOCAT I ON OF COSTS FROM OTHER CONTROLLED 

PRODUCTS TO GASOL I N E .  THE FLEX I B I L I TY PERMI TTED BY 

TH I S  PATCH MADE SHORT-TERM OPERATI ONS ACCEPTABLE . 

HOWEVE R ,  AS MORE OF THE PRODUCTS BECAME DECONTROLLED , 

TH I S  OPT I ON WAS RESTR I CTED SO THAT, I N  THE CURRENT 

ENVI RONMENT, THE OLD PROBLEM HAS BECOME MORE URGENT . 

I N FEBRUARY OF 1977, THE FEDERAL ENERGY ADM I N I STRAT I ON 

CFEA) I S SUED A NOT I CE OF PROPOSED RULEMA K I N G  AND PUBL I C  

HEAR I N G O N  CHANGES I N  THE R E F I NER PR I CE REGULAT I ONS TO 

PROV I DE THE PR I C I NG FLEX I B I L i TY R E F I NERS POSSESSED 

P R I OR TO EARL I ER DECONTROL AMENDMENTS BY PERM I TT I NG 

THE ALLOCA T I ON OF I NCREASED CRUDE AND MAN UFACTURI NG 

COSTS TO GASOL I N E ON A GREATER THAN A S I MPLE VOLUMETR I C  

BAS I S  TO RECOGN I ZE THE H I GHER COSTS OF REF I N I NG GASOL I N E .  

A PUBL I C  HEAR I N G  WAS HELD I N  MARCH OF 1977, AT WH I CH WE 

STRONGLY SUPPORTED THE IMPLEMENTA T I ON OF COST ALLOCAT I O N  

RULES THAT WOULD "REPRESENT THE F I RST STEPS TOWARD A 

NECESSARY RECOGN I T I ON OF THE ACTUAL COSTS WH I CH ARE 

I NCURRED IN MANUFACTUR I NG GASO L I N E" . 
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THE REF I N I N G  I NDUSTRY NEEDS R E L I E F  NOW FROM THE 

I N EQ U I TABLE S I TUA T I ON OF THE CURRENT COST ALLOCATI ON 

REGULAT I ONS THAT HAS EXI STED S I NCE M I D- 1976 . You 

RECOG N I ZED TH I S  IN THE AMENDMENTS THAT WERE TO BE 

EFFECT I V E  DECEMBER 1,  1978 , WHEN YOU STATED IN THE 

SUMMARY : 

"THESE AMENDMENTS ARE B E I NG I SSUED • • .  TO REFORM 

CERTA I N  ASPECTS OF THE CURRENT REGULATORY 

FRAMEWORK WH I CH WOULD PROH I B I T  FULL PASSTHROUGH 

TO GASOL I NE OF ACTUAL I NC R EASED COSTS ASSOC I ATED 

W I TH GASO L I NE • • •  " 

WHEN YOU ARE TRY I NG TO PRODUCE UP TO 50% GASOLI NE FROM 

A BARREL OF CRUDE WH I CH ,  ON A STRA I GHT-RUN BAS I S ,  HAS 

ABOUT A 25% CUT OF NAPHTHAS , YOU HAVE TO WOR K IT AND 

RE-WORK IT PRETTY HARD. HHEN YOU ARE TRY I NG TO P RODUCE 

RE LAT I VE LY H I GH OCTANE GASOL I NES FROM LOW OCTANE NAPHTHAS , 

W I THOUT ADD I N G  OCTANE I MPROVERS SUCH AS LEAD OR MMT , YOU 

HAVE TO WORK IT STI LL HARDER . AND TO SAY THAT TH I S  

COSTS N O  MORE THAN STRAI GHT-RUN D I S T I LLATE O R  RES I DUAL 

FUEL IS NONSENS E .  
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THERE IS NO DEBATE ABOUT THE I NCREASED COSTS ASSOC I ATED 

W I TH GAS O L I N E  MANUFACTURE : 

• MORE SOPH I ST I CATED REF I N I NG PROCESSES ARE 

NECESSARY . 

• SUBSTANTIAL CAP I TAL I N VESmENTS HAVE TO BE MADE . 

• REFORMERS MUST BE RUN AT PROGRESS I VELY H I GHER 

SEVER 1 T I  ES • 

• MORE FUEL IS USED AND OTHER OPERAT I N G  COSTS 

ARE H I GHER . 

• THERE I S  A VOLUME LOSS I N  THE H I GH-SEVER I TY 

OPERAT I N G  MODE . 

• CATALYST L I F E  IS SHORTENED . 

CURRENTLY, THE PETROLEUM I NDUSTRY I S  FACED W I TH 

UNPRECEDENTED AND UNEXPECTED GROWTH I N  DEMAN D .  TH E  

NORMAL SEASONAL DECLI NES I N  GASOL I NE HAVE N O T  OCCURRED . 

Low I NVENTO R I ES HAVE CAUSED SPOT D I SRUPTI ONS I N  

NORMAL SUPPLY , PARTI CULARLY UNLEADED GASOL I NE .  
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DUE TO P R I CE CONTROLS , THE I NDUSTRY HAS BEEN FORCED 

TO L I VE W I TH MARG I NS FROZEN S I NCE 1971, WH I CH HAVE 

BEEN FURTHER ERODED BY I N FLAT I ON . THE NECESSARY 

CAPAC I TY ADD I T I ONS HAVE NOT BEEN MADE UNDER TH I S  

CLOUD O F  ECONOM I C  D I S I NCEN T I VE AND REGULATORY 

UNCERTA I NTY . EPA RESTR I CT I ONS ON MMT , LEAD, AND 

OTHER OCTANE-ENHAN C I NG ADD I T I VES HAVE FURTHER REDUCED 

EFFECT I VE PRODUCT I VE CAPAC I TY .  

I N A NUTSHELL, TH E N ,  THE RESULT OF BAD REGULATI ONS 

I S  TO MAKE IT UNECONOM I C  TO PRODUCE THE QUAL I TY AND 

QUANTI TY OF GASOL I NE YOU WAN T .  TH I S  W I LL ULT I MATELY 

LEAD TO SHORTAGES AS S UR E  AS ANYTH I NG CAN BE . 

To SUM UP ON P R I CES : 

• PR I CES ARE NOT CURRENTLY PERMI TTED TO RECOVER 

ALL COSTS , WH I CH ALWAYS EVENTUALLY LEADS TO 

SUP PLY PROBLEMS . 

• H I GHER P R I CES W I LL ,  I N  T I ME , RESULT I N  

INCREASED S UP P L I ES . 
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• A REA SONABLE P R I CE IS ONE WH I CH ACTS AS AN 

I NCENT I VE TO PRODUCE MORE OF THE GOODS D E S I RED . 

SUCH A PR I C E  DOES NOT E X I S T  NOW FOR GASOL I N E .  

WE SHALL KNOW WHEN WE HAVE REACHED THAT PR I CE 

WHEN GASOL I N E  CONVERS I ON UN I TS I N  REF I N ER I ES 

BEG I N  TO LOOK ATTRAC T I VE ENOUGH TO GET B U I LT 

AND NOT BEFORE . 

THE MAJOR RED HERR I NG I N  TH I S  WHOLE QUEST I ON OF GASOL I NE 

DECONTROL IS WHAT THE DOE REFERS TO AS "M I SFUELING" 

THE LAW SAYS THAT SERV I CE STAT I ON DEALERS , FLEET OWNERS 

AND EMPLOYEES THEREOF ARE SUBJECT TO ENORMOUS F I NES 

(UP TO S10, 000 PER I N C I DENT ) IF  THEY PUT LEADED FUEL 

I NTO AN UNLEADED TAN K .  THE LAW PROV I DES N O  PENALTY 

FOR THE MOTOR I ST WHO DOES TH I S .  THERE I S  APPARENTLY 

NO MECHAN I S M  IN PLACE OR CONTEMPLATED TO ENFORCE TH I S  

LAW EFFECTI VELY S I NCE THE EPA FEELS COMPELLED TO TURN 

THE ENT I RE MATTER OVER TO THE DOE FOR HANDL I N G .  I" 'ERE 

I THE DOE, I WOULD RESPECTFULLY DECL I N E  TO TAKE ON THE 

ROLE OF LAW ENFORCER IN ADD I T I ON TO ALL MY OTHER 

RESPONS I B I L I T I ES . 

NEVERTHE LES S ,  THERE ARE A NUMBER OF THI NGS THAT CAN BE 

DONE TO DEAL W I TH TH I S  PROBLEM • 
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F I R S T ,  REGULAT I ONS REQU I R I N G  THAT CARS MEET EM I S S I ON 

STANDARD S ,  AND THAT CAR OWNERS ARE L I ABLE FOR F I NES 

IF THEY DON ' T ,  CAM BE PROMULGATED AND MADE EFF ECT I VE .  

SOME STATES ALREADY REQU I R E  THAT CARS B E  I NS P ECTED 

PER I OD I CALLY , AND TH I S  PRACT I CE CAN B E  ENCOURAGED . 

FOR EXAMPLE , STATES COULD MAKE IT A COND I T I ON OF 

GETT I N G  A CAR REGI STRAT I ON RENEWED THAT THE O,"NER 

PROV I DE A CERT I F I CATE I N D I CAT I N G THAT H I S  CAR HAS 

BEEN I N S PECTED DUR I NG THE PAST 6 MONTHS AND THAT IT 

MET EM I S S I ON STANDARDS AT THAT T I ME . A S I MPLE TAI L

P I PE TEST I S  ENOUGH TO CHECK THE LEVEL OF EM I S S I ON S ,  

AND TH I S  ONLY TAKES A FEW M I NUTES . 

SECOND , THE PUBL I C  CAN BE EDUCATED THAT I T  I S  AGA I N S T  

T H E  LAW T O  P U T  LEADED GAS O L I N E  I NTO A C A R  REQU I R I NG 

UNLEADED GASOL I N E .  MANY PEOPLE TODAY REAL I ZE THAT 

M I S F UE L I NG I S  BAD ENVI RONMENTALLY , BUT NOT SO MANY 

UNDERSTAND THAT IT I S ,  I N FACT, I LLEGAL . CHANGE THE 

STATEMENT ON UNLEADED F I LL- P I PES FROM "UNLEADED 

GASOLI NE ONLY" TO " I T  I S I LLEGAL TO FUEL TH I S CAR 

W I TH LEADED GASOL I N E " ,  AND YOU W I LL HAVE MADE AN 

IMPORTANT STAR T .  
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TH I RD ,  YOU CAN ESTAB L I S H  A MAXI MUM ALLOWABLE D I F F E R E N T I A L  

BETWEEN LEADED A N D  UNLEADED GRADE S .  TH I S  I S  T H E  LEAST 

ATTRAC T I V E  OF THE OPTI ONS AVAI LABLE FOR TWO REASONS : 

F I RST , THE MOST OBV I OUS TH I N G  THAT W I LL HAP P E N  I S  THAT 

THE P R I CE O F  LEADED FUEL W I LL R I S E .  LEADED REGULAR 

TODAY IS OFTEN SOLD AT ROCK BOTTOM P R I C E S  TO MEET F I ERCE 

COMPE T I T I ON IN ATTRAC T I NG PAS S I NG MOTOR I ST S . ESTAB L I SH 

A MA X I MUM D I FFERENT I A L ,  AND YOU EFFECTI VELY E L I M I NATE 

TH I S  MARKET I NG TOOL FOR DEALERS . 

SEC O N D ,  A NEW PR I CE CONTROL W I LL HAVE THE SAME R E S U LT 

AS THE OLD P R I C E  CONTROLS ; NAMELY, I NC E N T I V E S  TO MEET 

CUSTOMER DEMANDS W I LL B E  REDUCE D .  CURRENTLY , S EVERAL 

I ND I V I DUAL COMPAN I E S  ARE OFFER I NG A PREMI UM GRADE 

UNLEADED GAS O L I NE BECAUSE THEY PERC E I VE A DEMAND FOR I T .  

Lo AND BEHOLD, THEY S E EM TO B E  R I GHT - - THERE I S  A 

DEMAND FOR I T ,  AND AT A P R EM I UM PR I CE .  �AD A MAX I MUM 

D I FFEREN T I A L  BETWE EN LEADED AND UNLEADED GAS O L I N E  BEEN 

IN EFFECT, I VENTURE TO SAY THERE WOULD B E  NO P R E M I UM 

UNLEADED FUEL TODAY . I F YOU I MP LEtlENT ONE NOW , YOU 

W I LL REDUCE THE L I KE L I HOOD THAT MORE COMPA N I E S  W I LL 

ALSO I NTRODUCE SUCH A PRODUCT . 
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You J U S T  CAN ' T  LEG I S LATE I NNOVATI ON; A N D  Y O U  CAN ' T  

OPERATE A LEG I S LAT I VE SYSTEM W I TH SUFF I C I ENT S PEED 

AND FLEX I B I L I TY TO RESPOND TO TH I S  OR ANY OTHER 

MARKETPLACE . 

F I NALLY. P R I CE RESTR I CT I ONS � REDUCE SUPP L I ES 
OVER THE LONG RUN . As THE DEMAND FOR UNLEADED GASO L I NE 
GROWS . I T  I S  FOOLISH TO S I NGLE TH I S  PRODUCT OUT FOR 
SPEC I AL PR I CE CONTROLS . You SHOULD BE ENCOURAG I NG THE 
PRODUC T I ON OF UNLEADED SUPPL I ES .  NOT THE OPPOS I TE .  AND 
TH I S  I S  SOMETH I NG CONTROLS ARE S I MPLY I NCAPABLE OF 
DO I N G .  

I N  CONCLUS I ON .  THE PROBLEMS FAC I NG THE PETROLEUM 

I NDUSTRY ARE GREAT . BUT CERTA I NLY NOT I NSURMOUNTABLE . 

COMPLETE DECONTROL WOULD PERM I T  REF I NER ACTI ONS 

NECESSARY TO SOLVE THESE PROBLEMS . BUT,  SHORT OF THAT. 

POS I T I VE REGULATORY REFORMS SUCH AS THE PROPOSED 

GASOL I NE "CORRECT I ON" WOULD PROV I DE I NC E N T I VES TO 

CORRECT THE MARKET D I S TORT I ONS AND AUGMENT CURRENT 

GASOL I NE SUPPL I ES .  
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CONTI NUED DELAY I N  "EQUI TABLE ALLOCATION OF COSTS" 
W I LL HAMPER I NDUSTRY EFFORTS TO I MPROVE SUPPLY LEVELS 
AND NECESS I TATE ACTI ONS TO DAI1PEN CURRENT DEMAND LEVELS . 
TH I S  W I LL LEAD TO FURTHER MARKET D I SRUPTI ONS . 
D I SCONT I N U I TY I N  GASO L I NE P R I CES COULD RES ULT AS SOME 
REFI NERS RA I S E  PR I CES TO CONTROL VOLUME S .  WH I LE OTHERS 
REDUCE PR I CES BECAUS E OF I NSUFF I C I ENT COST BANKS . 
PRESSURE COULD ALSO BE EXPECTED ON THE PR I CE D I FFERENT I AL 
BETWEEN UNLEADED AND LEADED GASOL I NE S I NC E  THE I NDUSTRY 
W I LL TRY TO REDUCE DEMAND FOR UNLEADED -- WH I CH IS I N  
SHORTEST SUP PLY . ULT I MATELY. THE ONLY WAY T O  CONTROL 
DEMAND AND MA I NTA I N  BALANCE IN COST PASS THROUGH W I LL 
BE ALLOCA T I ON . 

As AT LEAST ONE I NTER I M  STEP I N  THE R I GHT D I RECT I O N ,  

W E  STRONGLY URGE ADOP T I O N .  NOW. OF T H E  COST ALLOCAT I ON 

AMENDMENTS OR I G I NALLY PROPOSED BY THE DOE. TO BE 

EFFECTI VE DECEMBER 1. 1978. THE I NDUSTRY NEEDS RE L I E F 

FROM THE I NEQU I TABLE COS T ALLOCAT I ONS OF THE CURRENT 

REGULAT I ONS . THE CORREC T I ON SHOULD BE MADE NOW TO 

PROVIDE SOME CERTA I NTY AND D I RECTION . 
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CENTRAL INTELLIGENCE AGENCY 
WASH INGTON. D.C. 20!!lO!!l 

Department of Energy 
Pub l i c  Hearing t-lanagement 
Room 2 3 1 3  
Docket N o .  ERA- R - 7 7 - 7  
2 0 0 0  M Stre e t ,  N . W .  
Washington, D . C .  2 0 4 6 1  

Gentlemen: 

5 January 1 9 7 9  
'77072811 

.1\U 7 9  2..! ;; ,J  Pursuant to your letter of 2 0  November 1 9 7 8 , the "Draft 
Environmental Impact Statement , Motor G a s o l ine Deregulation" 
has b e en reviewed by this Agency . The report appe ars to be 
w e l l  rese arched and w r i t ten , with each o f  the a l ternatives 
well presented. On the b a s i s  o f  the material presented , 
dere gul a t i on appears to be the most advantageou s .  It is 
hoped that deregulat ion will achieve the low e s t  long - r ange 
costs with minima l price differen t i a l  between leaded and 
unleaded gasoline minimiz ing po llution damage to the environ-
ment . 

. 

The e f fect on this Agency ' s  operation b a s e d  on p o s s i b l e  
p r i c. e  incre ases a n d  l a r g e r  price d i fferent i a l s  is presumed 
minima l .  The effect o f  a higher price d i ff e rent i a l  ultimately 
causing incre a s ed automotive pol lut.ion for our employee 
population wi l l  be consis tent with your proj ect ions . This 
Agency ' s  motor pool i s  small and is cons idered not to be a 
s ignifican

.
t factor . 

Thank you for the opportunity to review this important 
environme ntal impact s t atement . 

Since r e ly , 

� t:vn1J-? /rI i;, � DmI.A{ r.J James H .  McDonald � D i rector of L o g i s t i c s  
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U N ITED STATES ENVIRON MENTAL PROTECTION AGENCY 

WASHINGTON. D.C. 20460 

Mr . David Bard in,  Administrator 
Economic Regulatory Administration 
Department of Energy 
Washington, D . C .  2 0 4 6 1  

Dear Mr . Bard in :  

OFFICE O r  THE 
ADMINISTRATOR 

Thank you for the opportunity to review the Draft Environmental 
Impact Statement ( DEIS ) on Motor Gasoline Deregulation. We 
class i fy this DEIS as ER-2 , signifying that the Environmental 
Protection Agency ( EPA ) has reservations regarding the 
environmental effects of the proposed action and that we 
bel ieve the DEIS contains insuffic ient information to 
assess fully the environmental impact of the proposed action . 

We have some concerns with both the methodology used in the 
analysis , and the conclus ions reached . I have enclosed 
detailed comments , but I would like to summarize our major 
concerns.  

Based on our data , we bel ieve the baseline ( i . e . , current) 
percentage rates for fuel switching are low . The DEIS 
states that EPA ' s  observed fuel switching data may substantially 
overestimate the rate of fuel switching due to vehicle 

. 

mis identif ication errors , but no analysis is provided as a 
bas is for th is conclusion. Further, the baseline data 
should incor.porate the fourteen percent of people who have 
ind icated that they fuel switched at least twice in the 
survey performed for EPA - � Analys is of the � Lead ing 
!2 the � of Leaded Gasoline in Automobiles Requ iring 
Unleaded Gasol ine , Sobotka and Co . ,  Inc . ,  September 2 9 ,  
1978 . 

We also bel ieve the sensi tivity of fuel switching to price 
d ifferentials derived in the EIS underestimates this sensi
tivity. The Sobotka study, the only analysis we are aware of 
des igned to address the price sensitivity issue , should be 
included in the analy s i s .  Indee d ,  the Department of Energy 
( DO E )  has suggested that EPA undertake the type of analys is 
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undertaken in the Sobotka study . In our enclosure , we have 
suggested a possible way of using the Sobotka study in the 
analys i s .  

The analysis o f  proj ected price differentials extrapolates 
the historic relationship between absolute price increases 
and price d ifferential increases.  We question whether such 
a projection is  appropriate in l ight of the possible con
straining effect of controls on unleaded gasoline prices . 
That is , to the extent that unleaded gasoline prices at the 
refinery gate and retail unleaded gasoline margins have been 
constrained by price controls ,  it could be expected that 
after decontro l ,  the relationship between the d ifferential 
increases and the absolute price increases may be more 
pronounced than it was under controls .  This would be especially 
true if we were to experience a growth in demand in the 
future l ike was experienced this past fal l .  Undoubtedly the 
petroleum industry would use price increases to dampen 
demand of the most scarce product - unleaded gasoline . This 
could result in a substantial increase in the price differen
tial . Th is point was made very clear by Shell Oil  Company 
in testimony before the Senate Energy Committee on December 1 1 ,  
1978 . Shell indicated that the existing controls prevented 
them from raising the price of thei r  unleaded gasoline which 
resul ted in a continued s trong demand for their product at a 
time when the suppl ies were dwindling . 

We are also concerned with the methodolgy used to predict 
the effect of decontrol on attainment of ambient air standard s .  
A s  we describe in our detailed enclosure , the analysis o f  
the effect that incremental fuel switching due t o  decontrol 
will  have on ambient air quality should be rev ised , using 
updated air quality levels and emission factors . In add ition , 
the analysis should clearly indicate projected attainment 
dates assuming no fuel switching , assuming baseline ( i . e . , 
existing ) fuel switching , and assuming additional fuel 
switching due to the d i fferential increase pred icted under 
decontrol . 

No consideration was given to the use of three-way catalysts , 
expected to be used in a s ignif icant percentage of vehicles 
as early as the 1980 model year, impairment of which will 
affect emissions of oxides of nitrogen, and in turn affect 
attainment of the ozone standard . An analysis should be 
performed as to atta inment of ambient air standards based on 
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a reconsideration of these factors , since as presently 
constituted the analysis underestimates the delay in attainment 
of ambient air standards l ikely to be caused by incremental 
fuel switching due to decontrol . 

The total effect of the above-mentioned concerns is to under
estimate the adverse impact of decontrol on air quality .  
The incorporation o f  these comments and analyses should 
provide a more real istic evaluation . 

We have enclosed both a compilation of major comments and a 
page by page critique . We are pleased that DOE is evaluating 
this important issue and trust that our comments wil l  be 
helpful in wri ting the final ErS . 

Sincerely �_ t9iure vL 
Peter Cook ����ng Director 

1ce of Fed eral Activities 

Enclosure 

cc : Department of Energy 
Public Hearing Management 
Washington , D . C .  20461 
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ENVIRONMENTAL PROTECTION AGENCY 

MAJOR COMMENTS ON DOE DRAFT ENVIRONMENTAL IMPACT STATEMENT ( DEIS)  

1 )  The EIS should use the data for percentage of people 

who have fuel switched at least twice in the survey performed 

for the Environmental Protection Agency { EPA} - � Analys is 

of the � Leading to the � of Leaded Gasoline in 

Automobiles Requ iring Unleaded Gasol ine , Sobotka & Co . ,  

Inc. , September 2 9 , 1 9 7 8  ( Sobotka Study ) .  I t  should be 

noted that the fuel switch ing rate of 14 percen.t is not 

inconsistent with EPA ' s  observed 10 percent fuel switch ing 

rate . That is because it can be expected that the number of 

people fuel switching at least twice will be larger than 

those cons istently fuel switch ing . Th is is borne out by the 

Amoco data ( Amoco O i l  Company Marketing Research Department -

Confidential Comment on Draft Env ironmental Impact Statement) , 

wh ich show percent of purchases being fuel switching 

purchases , but 8 . 7  percent of cars fuel switch ing twice or 

more . In EPA ' s Motor Vehicle Tampering Survey , it was also 

found that some vehicles wi th tampered f iller inlets had 

unleaded gasoline in the tanks, ev idencing inconsistent 

switch ing _ 

2 )  The EIS should incorporate the Sobotka Study in analyzing 

sens itivity of switching to price d if ferentials .  Th is study 

is the only one of wh ich we are aware which was des igned to 

address the sens itivity issue . 
v01u9 
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We believe the Sobotka results should be used as the 

prior in a Bayesian analysis for the probab il ity of fuel 

switch i ng g iven a price d i fferential . As such these results 

may be used as the priors in Append ix A-2 . Then for the 

equally l ikely priors of fuel switching g iven vehi c le age , 

the EPA study and any other soundly based stud ies may be 

u t i l ized . These can also be used for the switching by age 

element . The posteriors then yield fuel swi tching rates by 

age and price d ifferential , as calculated from stud ies 

des igned to get th is informat ion.  

3 ) The DEIS assumes that the relationship between absolute 

price increases and price d i fferential increases that has 

ex isted under controls wi l l  cont inue in a decontrol led 

environment. Th is assumption is suspect for several reasons . 

Under controls , ref iners have asserted that investment in 

capacity to produce unleaded gasoline has been curtailed . 

I f ,  after decontrol , such investments are mad e ,  there is 

reason to bel ieve the costs of these investments will be 

a llocated to unleaded gasol ine . Furthe r ,  there is evidence 

that both ref iner and retailer unleaded prices have been 

constrained under controls .  Refiner constraints are evidenced 

in exhaus ted refiner banks , as well as' publ ic statements by 

-2-
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the Department of Energy ( DOE: ) . DOE data wh ich shows that 

the average retail unleaded ful l-serve marg ins is very close 

to the average unleaded ceil ing marg in also reflect that 

unleaded gasoline prices at a number of retail outlets are 

at ceil ing and have been constrained by control s .  I f  such 

constraints have been presen t ,  it would not be reasonable 

to project patterns under controls to a decontrolled situation , 

but rather to appropriately increase the rate . 

4 )  Our understanding of the procedure DOE used to calculate 

the delay attributable to decontrol on air quality attainment 

dates is  that a certain linear rate of pollution abatement 

is  achieved . Fuel switching consititues an add itional 

source of emissions which thereby delays attainment for a 

certa in period of time . The � of abatement is considered 

the same with and without fuel switch ing . This is shown in 

the following figure : 

TONS 

CURRE:NT LE:VE:L WITH INCREHE:NTAL FUEL SWITCHING 
TTRIBUTABLE: TO DE:CONTROL 

PERC D CURRENT LE:VE:L 

-3-

DE:LAY TIME TIME 

t.U1.1.1. 

We bel i eve that it is not appropriate to assume a 

constant rate of abatemen t  in tons per year. Rather , without 

fuel switching , and with dependence on the Federal Motor 

Veh icle Control Program , a region might expect a given 

l inear rate of improvemen t  of oxidants and CO. Howeve r ,  

wi t h  fuel switching ,  this rate w i l l  b e  lowered ; each ye�.r of 

newer vehicles does not bring with it the expected reduction 

in emissions that would be projected based on a non-fuel 

switching fleet but rather just a fraction of that reduction . 

Thus , the slope of attainmen t  is flatter . 

Further , as gasol ine price decontrol motivates greater 

fuel swi tch ing through a greater price d i fferential , the 

slope becomes flatter yet .  Th is is illustrated below: 

TONS 

------
",-

DELAY DUE: TO 
CURRENT FUEL 
SWITCHING 

-4-

� TIME 

ADDITIONAL 
DE:LAY DUE TO 
AGGRAVATED 
FUEL SWITCHING 
AS A RESULT OF 
DECONTROL 

t.U1.1.2 



It is the add i tional delay time due to aggravated fuel 

switching caused by a greater price d i f ferential that should 

be analyzed by DOE . 

5 )  The EIS analysis  should consider impairment of three-

way catalysts by fuel switching . Three-way catalysts are 

expected to be widely used in vehicles as early as the 1 9 8 0  

model year to control oxides of  n itrogen (NOX ) . Impairment 

of these catalysts will tend to increase NOx emiss ions from 

the fleet which wil l in turn increase the time needed for 

atta inment of the oxidant ( ozone ) standard over that estimated 

in the oEI S ,  as wel l  as affect attainment of the nitrogen 

dioxide standard . 

6 )  The air qua lity levels used i n  the analysis ( page 1 1 1-

4 3 )  are not cons istent with the air qual ity levels that 

States are using for the development of the ir SIP ' s .  For 

example , the DEIS uses an oxidant level of . 125 ppm for 

Wash ington , D. C . , . 157 ppm for Denver , and . 4 4  ppm for Los 

Angeles . However,  data recently compiled by EPA with 

respect to the specific ozone design values that States are 

currently using in the development of their  SIP ' s  indicates 

a concentration of .19 ppm for Washington , D. C . , .24 ppm for 

Denver , and . 3 8  ppm for Los Angele s .  Similarly , the CO 

levels be ing used by States in some cases are d i f ferent 

-5-
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than those used in the DEI S .  For examp l e ,  a 2 4 . 4  ppm CO 

concentration is being used for SIP development in Washington, 

D . C . , wh ile the DOE report uses a 1 4 . 0  ppm concentration . We 

bel ieve the levels used by the States to be correct .  

7 )  The factors des igned t o  characterize the emissions from 

vehicles with deactivated catalysts should be revised . A 

factor of 8 t imes as much CO and HC from a deactivated 

catalyst compared with a working catalyst is  probably reasonable . 

However , the assumption that a properly ma intained veh icle 

with an operating catalyst and a misadjusted veh icle with an 

operating catalyst deteriorate at the same rate as a car 

with an inoperative catalyst is not consistent with the EPA 

model ing effort used to estimate future emission factors as 

explained in Append ix E of Mob ile � Emission � 
� Document,  March , 1978 ( MSEF) ( copy enclosed ) .  Th is 

methodology d iv ides cars into properly maintained , malad j usted , 

and lost catalyst veh icles . 

The deterioration rate for these vehicles d i ffers for 

these three classes . For instanc e ,  Table A shows the deter

ioration rates for these three classes and the final overall 

deterioration factor used by DOE . Rates are expressed in grams 

per mile per 1 0 , 0 0 0  miles travelled . 

- 6 -
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Table A 

Maintained Maladj usted 

HC . 0 3 .  . 0 3  

Co . 3 0  . 3 0  

Lost Catalyst 

. 1 5  

1 . 1 5  

Final 

• 07 

. 6 7  

A s  can be seen , the lost catalyst deterioration rates are 

approx imately twice .as . large as those .used by DOE in the 

DEl S .  

The DEIS study uses solelv over"all MSEF deterioration 

factor�� .We believe that an unleaded car using leaded gas 

can. c:et:tainly be cllaractectzed as "'1ost. cat.alyst�-,- thus. tIle 
steeper deterioration factor should be employed . The use of,.

a -� dete.rlo;cat:ion :t.actnr wiI.I. ±esal t in hig�er emissions . 

from veh tcles witt, deactivated c.ata�ysts , and as a result· 

show greater delays ·il: attainment oE ambient. a fr standards. 

8 )  DOE' s  conclusion that. E�A' s observational s tudy .could 

actually reflec't a 2 percent. fh.el swi:.tching rate IS based " on 

the unsupportable�assunip.tion that 'EPA could have ·mistak.pnly 

class i f ied 4 .. 2 percent ".of the .. observed leaded ' veh icles as 

unleaded. Th is assumption overlooks several k.ey points : 

-7-
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a • In order to misclassify 4 . 2  percent of the obser

vations , EPA would have had to incorrectly identify 

almost 11  percent of the vehicles comprising the 

bas is of its analys i s . l No justification is 

provided for assuming th is misclassif ication rate . 

lLet L � 0 . 7 4 , proportion of identified vehicles observed 
wh ich were leaded . 

U 0 . 26 ,  proportion of identif ied vehicles observed 
which were unleaded . 

Pro�abil ity of a misidentif icat ion being : 

Leaded mistaken for another leaded 

Unleaded mistaken for another unleaded 

Leaded mistaken for unleaded 

L x L 

U x U 

. 5 5 

. 0 7 

� L x U � . 1 9 

Unleaded mistaken for leaded U x L . 19 

The DElS only considers the latter two poss ib il itie s ,  
which would compri se only 3 8  percent of the total mis identi
f ications . Thus , to have 41 mi sclass ificat ions ( leaded 
mistaken for unleaded or unleaded mistaken for leaded ) , we 
would have to expect 4 1 / . 3 8 4 8  or 1 0 7  m i s identif ications . 

- 8-
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b.  

c.  

For EPA ' s  data to reflect a 2 percent switching 

rate , over 80 percent of the 110 identif ied violations 

would have to have been errors . 2 

EPA screened all the incoming data , and dropped 

all observations which could not be ver ified by 

s tate motor veh icle bureau data . In addition , EPA 

ind iv idually examined all possible instances of 

switching for consistency among the observer' s 

report , checked the state identif ication , and 

where questions remained conf irmed the manufacturer ' s  

specif ications based on the veh icle iden t i f ication 

number as wel l .  

Therefore , we have substantial reason to bel ieve that 

the actual fuel switch ing rate is represented by the results 

of the observational study . 

2
EPA ' S  data consist of 110 v iolations out of 1160 

unleaded vehicles observed . For these data to reflect a 2 
percent v iolation rate , then X of these v iolations would 
actually have to have been leaded veh icles.  To  calculate X ,  

0 . 0 2  1l0-X 
1160-X 

or , X = 8 8 . 57 

That is , 89 out of EPA ' s  110 observed v iolations would have 
had to be misclas s i f ied . 

-9-
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9 )  I n  analyzing the impact of decontrol on fuel switch ing , 

the f inal EIS should evaluate the effect of unleaded gasoline 

prices going through price decade po ints. There is a phenomenon 

known to gasoline marketers whereby gasoline purchasers'  

habits change as pr ices go from, for example , the sixt ies to 

the seventies . DOE should explore whether as unleaded 

gasol ine prices sh ift decades due to decontrol , fuel switching 

will  increase even if differentials between unleaded and 

leaded gasol ine are not greatly increased . 

-10-
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1 ) 

2 )  

3 )  

4 ) 

5 )  

6 ) 

ADDITIONAL COMMENTS 

Paqe Number 

xix  

xix 

I I-I 

I II-3 

I II-8 

I I I-IO 

There is no explanation of the term 

" expected case" . 

No range of time is given for the 

temporary price d i fferential 

increase before controls are to 

be re imposed . 

There are economical benef its to 

the consumer as a result of regu

lat ion r i . e .  lower prices . 

There is no identification for 

the source of predicted standards 

on Table III-A2 . 

The d isc ussion of demand ignores 

l ight duty trucks . 

Table I I I  B-2 does not address 

the apparent trend of industry 

to market two unleaded grades . 

vU119 

7 )  I I I-13  

8 )  I II-13 

9 )  I I I-18  

10 ) I I I-19 

We anticipate the small ref i nery 

exemptions to result in a pooled 

lead average of 0 . 5 8  to 0 . 5 9  

grams per gallon ( gpg ) rather than 

the stated 0 . 56 gpg . 

Suspens ions of the 0 . 8  gpg standard 

have been granted to refineries 

comprising about 75 percent of 

gasoline producing capacity in the 

u. S .  

Mention should be made that there 

are vehicles cert if ied for unleaded 

gasoline not equipped with catalytic 

converters . The use of leaded gas 

causes increased He emissions for 

vehicles which are not equipped 

with catalysts . 

There are 34 states which have laws 

prohibiting f�el switching or oper

ating a vehicle with deactivated 

emission controls.  

vU120 
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1 1 )  I II-20 It  is inappropriate to imply that 

octane affects hes'itation and 

stalling . 

1 2 )  1 II-23 State law would proh ibit purchase 

of leaded gasol ine for unleaded 

cars , therefore obviating the con-

sumer confusion said to exist  by 

the absence of a rule prohibiting 

such a purchase . 

1 3 )  1 I I-24 Diff iculty start ing , stall ing , and 

hesitation are not octane dependent.  

1 4 )  I II-30 Typographical error - at a price 

d i fferential of 8 cents per gallon 

the percent of motor ists choos ing 

leaded is  69 percen t ,  not 56 per-

cen t ,  as stated . 

1 5 )  1 II-40 It is  not clear how poisoned cata-

lysts ' HC emiss ions were calculated . 

16 ) I I I-40 I t  is not clear how the probab il ity 

of poisoned catalysts was calculated . 

Appendix A is not clear as to how 

the compos i te model was der ived . 

"U1.21. -3-

17 ) I II-41 

18 ) I II-46 

19 ) 1II-47 

2 0 )  1 II-47 

2 1 )  1 II-49 

The sample calculation is based on 

a 4-6 cent d i fferential,  not a 

7-9 cent d i fferential as stated . 

It should be noted that lower 

quartile refers to the 75 percent ile.  

See Comment # 8  ( 1 11-1 3 )  

The 47  cases referred to are just  

for improper introduction of  

unleaded gaso l ine , not for a l l  

v iolations of 40 CFR Part 8 0 .  

Unleaded gasol ine i s  l e s s  than 

1 octane number ( R+M) lower than -2-
leaded regular g asol ine as per the 

latest survey by the Motor Vehicle 

Manufacturers Association. 

The d iscuss ion of the test is  incor

rec t ,  especially in the d i scussion of 

what is and is not a cold start for 

d i fferent types of vehicles ( Page 

I I I-50 ) .  Wh ile �t  may be the case 

that an in-use projection of emis-

s ions d ifferentiates between 

"U1.:.!2 
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2 2 )  1 I I-60 

2 3 )  I I I-61 

2 4 )  I II-6l 

25 ) 1 II-62 

catalyst and non-catalyst equipped 

veh icles with respect to what is a 

cold start, the offic ial test does 

not . The d iscussion infers that 

the official test does , which is 

incorrect.  

No data is provided to support the 

pub l ic percept ion o f  the effective 

l i fe of a catalyst. 

DOE' s  data does not support the 

statement that the current octane 

r3t ing of marketed unleaded 

gasol ine is 87 ( R+H ) . :! 

Substantiation that 35 percent 

of all unleaded veh icles are not 

satisf ied with current octane levels 

should be provided . 

NO support is provided for the 

statement that detuning to reduce 

knock would increase a vehicle ' s  

fuel consumpt ion more than the 

lowering of the octane requirement 

would increase gasol ine supply. 

vU1.�3 
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26) r'r-"2 

2 7 )  IV-4 

28 ) IV-40 

It is true that detuning to reduce 

knock w i ll generally reduce fuel 

) economy , i . e .  increase gasol ine 

consump t ion . It  is  also true that 

i f  the veh icle fleet' s octane 

requirement is lowe r ,  and that the 

octane of gasol ine produced can be 

lower ,  then more gasoline can be 

produced . However, to say that 

detuning to reduce knock increases 

gasoline consumption � than a 

red�ced octane requirement allows 

increased volume production must b� 

backed by analysis. 

Estimates sbould be made on-::rilcreasecl ' 

ox ides of nitrogen emissions due 

to fuel switching ,  .as future vehicles 

will  be equipped with 3-way catalys ts , 

See Comment t7 ( 1 1 1- 1 3 )  

The impact of a 0 cent d i fferential 

option on the supply of unleaded 

gasol ine should be studied to determine 

i f  this is a v iable al ternative to 

complete decontrol . 

vU1.�4 
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2 9 )  V-l 

3 0 )  V-5 

31 )  VI-l 

3 2 )  V I I I-l 

3 3 )  Appendix C 

3 4 )  Appendix E 

See Comment # 2 ( xix) . 

See Comment # 10 ( I I I-19 ) . 

It is unclear why the impos it ion 

of a price d i fferent ial control 

would not have a s ignif icant 

impact on vehicular emiss ions in 

the 1979-1980 t ime frame . 

Irrevers ible and irretr ievable 

loss of resources due to impairment 

of catalysts should be cons idered . 

There i s  a good poss ibil ity of 

misinterpret ing the m i sclassi

f ication analysis . Misclassificat ion 

goes both ways - unleaded cars can 

be iden t i f ied as leaded and v ice 

versa. There fore , the analysis of 

the effect of m isclassif ication 

on fuel switching is not necessar ily 

correct . 

See Comment # 6 ( I II-10 ) . 

vU1iGS 
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3 5 )  Table E-l 

36 ) Table E-l 

3 7 )  Table E-l 

38 ) Table E-l 

It is incorrect to use a cost of 

0 . 6  cents per gallon for the cost 

of lead in unleaded gasoline . 

Therefore the entry under "Total 

with lead , cents/gaI n in 1980 for 

unleaded should be equal to the 

column to the le f t .  

The lead costs for adding 1 . 9  

grams per gallon t o  produce prem ium 

sho�ld not be 1 . 7  cents if the 

cost for adding 0 . 9 7  grams is 0 . 6  

cents ( both i n  198 0 ) .  The latter is 

con s istent with the 1978 lead cost 

of 1 . 0  cp.nt for a 1 . 9  gram add it ion . 

The unit costs for increasing octane 

by process ing in 1980  are estimated 

as d ifferent among the ind iv idual 

grad e s .  The reasons for the d i f

ferences should be d iscussed . 

The lead uses shown for 1978 appear 

to be incorrect.  Historically , 

more lead is used in premium than in 

regular and th is should have been 

vUt.;G6 
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3 9 )  Table E- l 

shown for 19 7 8 .  Our data indicate 

1978 annual averages were about 2 . 3  

g rams per gallon for premium leaded 

and 1 . 8  grams for regular leaded . 

Ins tead , 1 . 9  grams is shown for both 

grades in that year. 

The octane increases from lead in 

each of the grades for 1980 appear 

illogical . For example , 0 . 9 7  grams 

in the regular pool gains 7 RON 

units , but 1 . 9  grams in premium 

gains only 6 . 6  units . The octane 

increase resul t i ng from 0 . 9 7  g r ams 

of lead per gallon o f  regular is 

shown to be 7 numbers , 8 6 . 4  to 9 3 . 4 .  

This is far more than i s  l ikely . 

About 4 to 5 numbers would be a 

reasonable es t ima t e .  

"U1;.;:.7 
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Derivation of  Motor Vehic l e 

Exhaust Emi s s ion Rates 

APPENDIX E 

to 

MOBILE SOURCE EMISSION FACTORS 
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APPENDIX E 

PART OHE : DERIVATION OF MOTOR VEHICLE EXHAUST EMISSION RATES 

(For Al l Regions Except Cal Hornia and High-altitudes) 

I. LIGHT-OUTY VEHICLES (AUTOMOBILES) 

Pol l utant emission rates for motor vehi cl es are determi ned i n  sev.ral 

ways : 

1 .  Data is obtained from EPA ' s  Emission Factor Program (EFP) which 

is a conti nuing effort to characteri Ie the emi ssions of 1 ight-duty vehfcl ls 

(LOVS ) in thei r in-use condition . EFP data are generated from survei l 

lance testing o f  in-use vehicl es i n  seven citi es : Chi cago , Denver , Houston , 

Los Angel es , Phoen i x ,  St.  Lou is and Washi ngton , D. C .  Exhuast ... i nion 

tests were performed on each vehicle in accordance with the 1 975 Federal 

Test Procedure ( FTP) as outl ined in Chapter I of the Mobi l .  Source Emi ssion 

Factor Document (March 1 97B) and as descri bed in deta i l  in the Code of 

Federal Regul ations , Titl e 40--Protection of the Env ironnlent, Part 85-

Control of Air Pol lution from Hew Motor Veh i c l es and New Motor Veh i cl e  

Engi nes . The vehicl es tested i n  each ci ty were sel ected to b .  a nationa l l y  

representative (random) sampl e o f  cars wi thin a mdel year , al though the 

number of vehicl es for each model year are not representative of the total 

population of i n-use vehicles . 

Z .  Emissi ons data is ava i l a b l e  from the testing of prototype vehicl es 

used by motor vehicl e manufacturers to obtain  EPA certification that the 

vehicl es w i l l  be bui 1 t  to meet the appl i cabl e emissions standards . 

3 .  Assembly l ine test data is obtai ned through EPA ' s  Sel ective 

Enforcement Aud i t ( SEA) program . 

E-l  
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4. At tim.s technical judg .... nt must be used to estimate emission 

rates for future mdel years when a new , untried technol ogy might b. 

uti l i zed to meet l egisl ated emissi on standards . 

In the fi nal Mobi l e  Source Emi ss i on Factor Document , di fferent sets 

of i ni tial emi s s ion l ev el s and emi ssion deterioration rates were estil!lated 

for each group of mdel year vehi c l es which  represented a major technol og

ical change in emission control systems , general l y  due to more stringent 

emission standards as presented in Appendix D. For LDV hydrocarbon (HC)  

and carbon monoxi de ( CO)  emi ssions , the first three categories are pre

control l ed ( pre-1 968 model years) , pre-catalyst contro l l ed ( 1 968-1 974 

model years ) ,  and 1 975-1 979 mdel year cata l ys t .  For HC there is one 

additional category of  post-1979 catalyst veh i cl es ;  for CO there are 

two addi tionaL categortes : 1 980 model year catalyst and post-1 980 model 

year catalyst. HOx emission rates were estil!lated for the fol l owi ng emi s-

sion control categori es : pre-contro 11 ed ( pre-1968 model years ) ,  pre-

catalyst and pre-HOx contro l i ed ( 1 968-1 972 model years ) , pre-catalyst 

and NOx contro l l ed ( 1 973-1974 model years ) , 1 975-1 976 catalys t ,  1977-

1 980 catalyst and post-1 980 cata l yst.  The i ni tial  emission rates and 

deterioration rates are assumed to be equal for al l the model years with

in  each of these emi ssion control categories . 

The emission rates for each of the vehi cl e categories of pre-contro l 

l ed through 1 976 model year veh i c l es have been determined from the l i near 

regressions of mean emissions on mil eage from measurements of vehicl es 

in the Fiscal Vear 1 971 throu9h FY 1 975 Emission Factor Programs (EFP) . 

Al l emi ssion factors are based on the 1 975 FTP regardl ess of the test 

procedure i n  exi stence at the �ime the vehicles  were produced . 

E-2  
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S ince no vehic1  es nave yet been marketed to meet a l l  future year LOV 

emi ss ior1  s tanda r d s , the fo n o  .... i ng 'JIOdel " f'las develo ped to es timate future 

model year vehi c 1 e  emi s s i o n  r� tes . 

Anal ys i s  of Emi ss ion Factors for Future �1p.w CJrs 

il1i s  sect.io� c:::J n�ains  t.":e data , assumot � l)r'!s ird al'!a1ys i s  behi nd the 

emi ss ion factor equa tions derived for future �ew cars . 7hose emiss ions  

factor equati ons are : 

Po1� � Emission  Ra te 11 
HC . 9  gpm . 2 9  ... . 23Y" 
He .41  ,pm . . i3 T" .23Y 
CJ 9 . 0  gpm . 8  ... 2 . 3  Y 
CO 7 . 0  gpm . 0  + 2 . 3  Y 
CO 3 . 4 .pm d .fo 2 . 0  '( 
.�OX 2 . J  gpm . 5  ... . 1 SY 
NOx 1 . 5  gpm , ... . 1 6Y . , 
NOx, 1 . 0  gpm . 2 9  ... • 22Y .... 
NOx . 4  g:m: . 12 + .22-

*y' equaT s  r:ti l eage/1 0 ,000 
.... For any standard between 1 . 0 and A gj:m . S imp ly  i nte"po1 ate between 

the intercepts of these 1 inear equati ons . 

Essenti a l l y  two i ndependent pi eces of ana i ys i .:;  'Here empl oyed i n  

deri ving  the above em i s s ion rates . One was t�e ana lys i s  of t h e  em i s s i ons  

data deri yed from the  test ing of l ow mi l eage 1 97 5  and  1 976 Co 1 i fornia 

cars i n  E?A ' s  Fi scal Yea r 1 97� and 1 97 5  Emi ssion  Factor Program ( EFP ) . 

The data from these programs are presented i n  ia b l es E-l , E-2 , and E-3 . 

'-; lhe  coefflCl ent-Q"f the y variabl e ,  descr i b i ng the i ncrea s e  i n  the 
iVerage automobi l e ' s  emi s s i ons rate ( 1 :1  grams/mi l e )  over 1 0 ,000 mi l es 
of driving , is a l i near estimate of the change in em i s s i ons rates caused 
by i ncreases i n  mi l eage . Th i s  estimate (of what i n  most cases is a non ... 
l i near rel ations h i p )  i s  cal cul ated by subtracting the zero mi l e  emi ssions  
rate from t�e 1 00 .000 ;ni l e  em i s s i ons rate and d i v i ding  it  by 1 0 .  

E-3 
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These data were obtai ned from 1 975 and 1 976 model year Cal ifornia 
, 

cars desi gned to emissi ons standards of . 9/9/ 2 . 0  (HC/CO/NOx ) .  These 

vehicl es were submi tted to an EPA contractor on a vol untary bas i s  and 

because of the recent model years i nvol ved were genera i l y  low m i l eage 

vehi c1 es . 

Because  of the 1Iyo l unteerll nature of these data , these cars may 

not adequately represent the proportion of the yehic1  e population  whose 

emi s s i ons control deyices have purposely been rendered i noperative by 

the vehicl e owner . Al though EPA has not estimated the impact of a "tam-

pering" owner ' s  rel uctance to submi t h i s  car to a federa l l y  sponsored 

emi ssions tes t ,  the specific  inc lus ion of this  segment of the popul ation 

woul d  rai se the intercept or the mi l eage coeffici ent of any emissions 

factor equations based so l el y  on EFP data . 

Because of the low mil eage of the cars tested , the l imi ted nU!'lber 

of cars tested , and the resul tant fa i l ure of changes in OI 1 1 eage to 

expla i n  the variations i n  em i s s ions 1 eye l s ,  the reader i s  al so cautioned 

a gainst  us i n g  these data exclusively  in deri v i ng emi ssions factor equa-

tions . To the extent that these data have been used in deriv ing aniss ions 

factor equations , EPA has used them in  determ i n i ng the low mil eage emi s 

s ions ( essential l y  t h e  i ntercept o f  t h e  l i near emission  rate equations ) 

of new cars and not in determ i n i ng deterioration factors ( the m i l eage 

coeffi c i ents ) .  To the extent that the l ow mil eage data can be used to 

estimate deterioration  factors EPA bel i eYes tha t  a compari son of the 

means of the FY 1 974 and FY 1 975 EFP data i s  the most useful and a ppro-

priate stati stical ana l y s i s  that can be performed on this  data . 
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The second analytical tool .... pl oyed in deriving the emissions factor 

equa ti ons deta il ed above is an i n-use emi ss ions "model " whi ch attempts to 

project average model year emissi ons by speci fi cal l y  accounting for emis

sions l evel changes associated with l evel s of maintenance , tamperi ng and 

key component fa il ures . This  "model " ,  descri bed bel ow , has been used by 

EPA primari l y  to estimate the deterioration factors (mil eage coefficient) 

i n  the equations detai l ed above . However , EPA has compared the deteriora

tion factors derived from the "model " wi th deterioration factors derived 

from the l ow mi l eage EFl' data and has found that except for NOx the inde

pendently derived deterioration factors agree qui te c losel y .  

Derivation o f  Emi ss ions Factor Equations by po l l utant 

Key Assumpti ons : As descri bed above the final emi ss ion factor equations 

were derived from an analys i s  whi ch combined the findings of in-use 

Cal i fornia data and ar. i n-use emissi ons projection "model " .  In deriving 

the nine emi ssion rate equations l i sted above the fol l owing key assump

tions were made which permitted the extrapolation of in-use data for one 

set of  emi ss ions standards ( . 9/9/2 . 0 )  and of "modeled" emissions l evel s 

for two sets of emi ssions standards ( . 41 ( 3 . 4/2 .0  and .41(3 .4/1 . 0 )  to the 

combinations of emi 55 ions standards defined by the possi hl e combi na tions 

of standards l i sted for the ni ne equations abov. : 

( 1 )  

( 2 )  

Simi l ar techno l ogies  are assumed to deteriorate at  the same rate 
( i n  grams per mi l e) in the range of the emissions standards dis
cussed here . 

Low mi l eage EFl' data are most useful in determi ning the i nter-· 
cept of the emi s s i ons factor equati on . 

E-S  
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Hydrocarbons 

The emi ssion  rates derived for He at the .9  and .41 gl'lll standards ara : 

( . 9 gpm) .29 + .23Y 
( .41 gpm) .13 + .23Y 
where Y • mi l eagellO.  000 

These rates are based on the resul ts of the i n-use "model " and Ca l l -

forn i a  EFl' data . Th e  .23y deterioration factor ( OF)  was generated b y  the 

"model " and is confirmed by the .238 grams per 1 0 ,000 mi l e  difference 

found between the means of the FY 74 and the FY 75 EFP data for 1 975 cars 

meeting the .9  gpm standard . The use of  the same OF at .9 and .41 i s  

based t o  some extent on the assumption stated i n  t h e  introducti on o f  th i s  

paper concerning t h e  deterioration of simi l ar technol ogiesY The inter

cept for the .9 gpm standard was derived by subtracti ng the "model " deter

mi ned OP from the 1 0 ,000 mi l e  emissions l evel projected from EFl' data . 

The i ntercept at a . 41 gpm standa�d was obtained by equati ng the ratio 

of  it and .41 to the ratio of the .9  gl'lll standard i ntercept and . 9 .  

Comparing the proj ection of the . 9  gl'lll H C  equation t o  the average 

1 976 new car fleet emi ssions ( as obtained from FY 74 and FY 75 EFP data 

for Cal i forni a cars designed to a .9 gpm standard) one finds that at the 

average EFl' mi l eage ( about 8 ,500 mi les )  the equltion underestimates total 

emissions by about 30 percent.lI 

yIn fact because a :41 gpm HC standard wi l l  genera l l y  be combi ned with 
a NOx of  1 . 0 gpm or l ower , there wi l l  be a technol ogy shift between . 9  
and .41 . i . e . ,  a move from oxidation catalyst systems a t  .9  9l'1li t o  the 
3-way at  .41 gpm. The "model " s howed a drop in the OF at .41 gl'lll as a 
resul t of thi s technol ogy shift.  However , because of the l ack of con
firmatory data to support a l arger OF at .9 gl'lll , the l ower OF projected 
for .41 gpm was used at both the .41 gl'lll and .9 gpm standards . 

Footnote 3 on next page • • •  
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It is not clear whether this  underestimate is due to a low i ntercept or 

a l ow OF. However, it does indicate that the equation may be a conserva

tive estimate of in-use emi ssions . 

Carbon !'onoxide 

The emissions  rates estimated for CO a t  standards of 9 . 0 ,  7 .0 and 

3 . 4  gpm are as fol l ows : 

( 9 .0 gpm)  3 . 8  + 2 . 3Y 
( 7 . 0  gpm) 3 . 0  + 2 .3Y 
( 3 . 4  gpm) 1 . 4  + 2 . 0Y 
where Y • mi l eagellO ,000 

Here aga i n  the assumption of s imi lar  OF ' s  for simi lar techno l ogies 

has been appl i e d .  In th i s  instance the OF generated by the i n-use "model " 

for the advanced Oxi dation Cat31yst at a 3 .4 gpm standard was used at the 

9.0 and 7.0 gpm standard l evels  (standards at .. h i c h  CO wi l l  be control l ed 

with the oxidation catalyst technol ogy) . The OF c i ted for the 3 .4 gpm 

standard l evel was derived from the i n-use "mode l "  estimates for 3-way 

catalyst systems . The deterioration factor for this  technol ogy was esti 

mated to be l ower than that for the oxidation catalyst system ( 2 .0 grams/ 

1 0 ,000 mi 1 es for the 3-way versus 2 . 3  grams/I a ,000 mi 1 es for the oxidat i on 

catalyst systems ) .  

The intercepts for the CO equation were deriv ed i n  a manner s imilar  

to that descri bed for HC . The i ntercept at a 9 .0  gpm s tandard was cal 

culated by subtracting the "mode l "  generated O F  ( 2 . 3 )  from the 1 0 ,000 

3i'i'iie equa ti ons for HC , CO , and NOx are bas ed on an i n-use "model " and 
data from 1 975 model year Cal i forni a  cars . Thi s  compari son of the pre
di cted emi s s i ons (derived from the equations for HC , CO or NOx) at 8 ,500 
mil es wi th the a c tual emiss ions of  1 975 model Cal i fornia vehi cles  was 
carried out to determine if there is any di rectional bias to the predic
tions of the  derived equations . For the most par t ,  the equations appear 
( ba;ed on the l imi ted data !'lai T a b l e )  to be underpredicting actual "'IIi s 
sions . The percentage fi gure cited i n  these compar i sons  shoul d b e  v i ewed 
as only qual i tative and di rectional . 

I.JU1..j5 
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mn e emissions l evels estimated for 1 975  model year Cal ifornia cars de

si gned to a 9 . 0  gpm standard . The intercepts for the 7 . 0  and 3 . 4  gpm 

standards were generated by equating the ra tios of those i ntercepts to 

their  appropriate shndards with the ratio of the calculated i ntercept 

for the 9 . 0  gpm standard to 9 . 0  gpm ( 3 .8/9 . 0 ) . 

Compari ng the average 8 ,500 m i l e  emiss ions of the 1 975 Cal i fornia 

EFP fleet to the 8 ,500 mi l e  emi ss ions proj ected by the 9 . 0  gpm standard 

equation , one aga i n  finds that as w i th HC the equation underestimates 

actual CO emi ssions  by about 30 percent .lI 

Ni trogen Oxides 

The emi s s i on rates fer 2 . 0 ,  1 . 5 ,  1 . 0 and .� gpm NOx standards are 

as fol l ows : 

(Z .O gpm) 1 . 5  + . 15Y 
( 1 . 5 gpm) 1 . 1  + . IEY  
( 1 .0 gpm) .Z9 + .ZZY 
( .4 gpm) . 1 2  + . 2ZY 
where Y • mi 1 eage/l a ,000 

Unl i ke the equations estimated for HC and CO , t.'e  equations for 

NOx are derived enti rely from the i n-use  "model " .  EPA has chosen to 

reply exc l u s ively on the "model " in this case because of the complete 

l ack  of correlation between mi l eage and emiss ions l evel s in the i n-use 

?ata . EPA bel i eves that the ava i l a b l e  evidence strongly suggests that 

tampering and system deterioration wi l l  centinue to ra ise Nox emissions 

with time .  

E-8 
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As with HC and CO the equation for a 2 . 0  gpm NOx standard was com-

pared �o the average 8 , 500 I'!ii � e  e�i s si ons  estimated from Cal i forn i a  EFP 

data. for 1 976 year Cdrs . The equati on was �u i te accura te in predicti ng 

average emi s s i ons ) overesti:na ting av er!ge emi s s i ons by only 5 percent .Y 
Concl usion 

The emi ss ion  rate equati ons c i ted above re,;,resent an effort by EPA 

to combine i n-use data . theoretical model s and :11ajor technological 

assumptions in such a way as to adequately predi ct the emi ssions of cars 

yet to be bu i l t .  The reader should be adv i s ed that these equations may 

be updated as high  mi l eage i n-use data become a"a i l abl e .  

vU1.i7 
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Model 
llli... 

75 

Tabl e  E-l 

FY 74 EFP Data for 1975 Ca l i fomia Car'S 

� Mi 1 eaae !!f. fQ. 
AMC 901 0  0 . 35 1 5 . 09 
BUICK 1 49 16  0 .89 16 .62 

1 2626 0 . 54 5 . 97 
5661 0 .39 5 .07 

CADILLAC 21718 0 . 77 1 1 . 70 
CHEVROLET 4941 0 . 30 4.55 

7683 0 .49 2 . 32  
5407 0.51  4.29 
8045 0 . 86 1 3 . 00 
8459 0 .62  4.90 
1831 0 . 45 2.49 

CHRYSLER 8102 0 . 44  7 .54 
DODGE 8999 0 . 22 1 . 39 
" 3246 0 .38 2 .37  
FORO 6401 0 . 1 2  1 .36 

3936 0 . 78 2 . 78 
9743 0 .33 1 .94 
5781 0 . 5i 3.25 
9022 0 . 64 9 . 49 

MERCURY 9468 0 .46 8 .09 
" 2749 0.38 2.30 
OlDSMOBILE T81 08 0.74- 14.79 
" 7783 0 .38 1 .56 

6697 0.57 3 . 79 
PLYMOUTH 13309 0 . 77 8.56 
" 4691 0 . 24 1 .  75 
PONTIAC 9408 0 . 6T 3 .87 

81110 0 . 30 4 .47 
1 2682 0 .41 2 .75 

DATSUN 1 3324- 0 .34- 4 . 1 1  
HONDA 6735 0 . 74 7 .37  
TOYOTA 7233 0 . 1 5  1 . 56 
Vlf 4185 0 . 5 1  5 . 08 
RASB 4392 0 . 32 5.75  

vu1.J8 

E · I 0  

� 
1 . 61 
5 .42 
1 .88 
4 .22 
2 . 44  
4.97 
1 . 58 
1 .  78 
1 .  58 
1 . 77 
1 .45 
3 . 24 
1 .  79 
1 .  78 
1 . 38 
2 .04 
2 .77 
2.42 
1 . 09 r.n 
3.56 
0.93 
2.08 
1 .94-
1 . 91 
3 . 85 
5 .3 1  
1 . 58 
1 .  63 
2 . 28 
2 . 1 5  
2 .26 
2 . 27 
2 .77 



Tab le E-2 

FY 75 EFP data for 1 975 Cal i fornia cars 
Tabl e  E-3 

FY 74 and FY 75 data for- 1 976 Cal i fornia cars 
Model 

Model !!!L � Mi l eage lJ£. Q !lQ! !!!L � :oIl l eage HC £Q. !!Ql!. 75 A",C 1 5859 0 . 44  6 . 70 1 . 86 
75 CAPR 1 358 1 . 44  3 7 . 84 1 . 86 

" SU ICK 2012!i 0 . 98 1 5 .05 1 .  93 " AMC 22508 . .:8 5 . T7  1 . 61 28266 1 . 1 5  20 . 23 1 . 88 
BUICK 3783 .55 1 0 .47 1 . 64-CADILLAC 41780 0.80 8 . 58 1 .  96 

251:25 1 . 22 9 . 57 4.07 CHEVROLET 18750 1 . 04 5 . 67 1 . 84 
CADILLAC 93as .70 5. i9 1 .37 881 0  0 . 88 1 4 . 0 1  1 . 65 
CHE'{ROLET 5127 . 49 3 . 04 1 .36 1 6086 0 . 50 2 . 48  2 . 49 

2054 .80 7 . 1 6  1 .38 4872 0 . 68 3 . 09 1 . 47 
5090 . 93 1 6 . 0a 1 .32 T7Bl 1 . 06 5 . 58 1 . 04 

15516 .63 2 . 35 1 . 54 CHRYSUR 1 6657 0 . 38 9 . 1 3  1 . 77 
7660 .96 1 2 . 57 1 .51 DODGE 17275 0 . 43 2 . 09 1 . 45 
2862 . 5 7  6 . 31  1 . 51 FORO 9688 0 . 27 1 . 57 1 . 39 
4 1 01 Al 3 . 3 9 1 . 47 3905 0 . 35 3 . 54 1 . 30 

DODGE 4023 . 57 4 . 03 1 .41 1 6173 0 . 9 1  1 7 .73 0 . 86 " 4565 . '9 7 . 29 2 . 0a 241 1 2  0 . 66 6 . 29 5 . 51 
FORO 1 3506 . 54 5 . 50 1 . 49 24207 1 . 1 5  24.97 0 . 9 4  " 

1 5112 .47 3 . 79 T .07 MERCURY 1 1 362 1 . 47 18 .96 0 . 99 
4793 1 . 21  7.28 1 .27 OLDSM08ILE la298 0 . 65 2.7!i 1 . 69 

13278 .2.7 5.99 3.52 12765 0 . 57 7 . 05 1 .  73 
763 .85 7.73 1 . 00 PLYMOUTH 6597 0 . 64 3.23 4 . 58 

1 0 1 20 .6a 5.54- 1 .05 DATSUN 30479 0 . 42 4 . 30 2 . 06 
MERC'JRY 5256 .55 7.5ii T . 34 iOYOTA 1 8381 0 . 25 2 . 76 1 . 60 

25044- . 49 1 . 32 1 . 77 1 0048 0 . 22 2 . 54- 2 . 1 9  
OLDSMOBILE 1 4263 .86 2 . 0 6  1 . 47 VW 1 1 258 0 . 73 I i  . 01 2 . 07 

T0870 . •  42 2.39 1 . 22 1 4026 0 . 33 1 . 88 2 . 43 
17083 . 49 2 . 84 1 . 20 PLYMOUTH 13507 0 . 47 1 1 . 1 1  1 . 24 

PLYMOUTH 2436 .86 0.2!i 1 . 32 PONTIAC 9635 a . 5a 3 . 22 1 . 50 
9688 2 . 42 25.77 1 .3 6  225 1 4- 0 . 85 4 . 35 4 . 31 

PONTIAC. 5B9Z . 72 8 . 43 1 . 42 " 183!f2 . 62 4 . 65 1 . 89 
DATSUN 3033 . 36 3 . 88 1 . 93  " 6638 .59 7 . 40 1 . 36 
TOYOTA . 1 033 . 2!i 2 . 57 1 . 63 " 1 2 1 3 5  . 49 7 . 43 1 . 33 
VW 2193 . 6 1  1 T  . 6 3  1 . 26 

4570 1 . 49 45.61 . 61 

uU1u9 
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EPA Model For Determi n i ng Future LDV 

Emi s s i on Ri!.tes 

Defin i tions 

OF 

E 

E1 0 

ESO � 

o k  

m 

Eok 

Em 

Es 
fm 

fok 2 

fs 

11 

Aoe 

3We • 

EGR .. 

Equa tions 

OF 

deteri oration fac�or 

emi ssi ons 

emissions at l ow mil eage 

emi ssions at 50,000 mil es 

cars which have emi s s i ons per7or:nance aT certi fi cati on cars 

cars whi c.'1 are ;r.a1 ad�lJs t;d 

cars wh i ch have tD�a l l y  l ost emi s s i o ns c:ntr"�l 

emi s s i ons of I'okn cars 

emi ss i ons of limn cal""S 

emi ssi ons of li S" cars 

fraction of model year V�:1 i c l es wnicn are "mn 

fraction of model year vehicles wni c!1 are lI okl! 

fraction of model year vehi c l es wh i c!':  are II S "  

1 0 , 000 mi l es 

advanced oxi dati on cata 1 ys: sys.:em 

three way ca ta 1 yst systems 

exhaust gas rec i rcu l at i o n  

ESO 
EiO 

fm + fa k + fs .. 1 . 0 

vU1.41. 
E · ' 3  

Assumpt i ons 

(1)  It i s  assumed t hat  ADC w il l  b e  emo10yed t o  meet HC/CO/NO
x 

standards o f  

. 41 /3 . 4/ 2 . 0  gpm. 

( 2 )  It is assumed that 3We wi l l  be emp l oyed t:l meet standards of . 41 / 3 . 4/1 . 0 .  

( 3 )  I t  i s  assumed that the population of vehi cl es i s  d i v i ded i n  three cl asses , 

an II OK" , " mll and li S" cl ass . 

Aoe ( . 41 / 3 . � 1 2 . 01 

The quantity fm + fs was estimated by l oo k i ng at 1/11 fa i l ure rate data 

for Ford car-s in Chicago . Ford data were used because cords were genera l l y  

equi pped with t h e  air pumps employed on AOC c a r-s  ( not present o n the other 

cars which show a higher fa i l ure rate ) . The fa i l ure rate o f  the Ford cars 

(about 8: per year) was .ssumed to equal f'" � fs. The�efore : 

fm + fs .. .  08 M 
after 10 years fin + fs • .  8 

fok .. 1- .8 M 

fml fs is assumed to be 5/3 

or fm • •  05 M and fs .. . 03 M 

a .  "0 1(11 Cars 

EPA data suggested that l ow mi l eage AOC cars targeted toward 

. 41 / 3 . 4/2 . 0  run at emissi ons l evel s of about . . 2511 . 91 1 . 5 .  With these 

low mil eage emi s s i ons O F ' s o f  1 . 6 for He and 1 . 8 for CO w i l l  just al l ow  

manufacturers to pass certi fication for .:hese pol l utants . However, the 

OF for HOx i s  assumed to be 1 . 1 ,  fol l owing the trends of earl i er model 

year vehicles and a l l owing the manufac�urer-S to hand i l y  meet cert i f i cati on 

l evel s .  

vu1.4Z 
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b .  � !:!. fin E11 ill. 
For He and CO i t  is projected that the Tow m i T eage em i s s i ons  of a a a . 46 1 . 0  

1 . 05 . 51 . 92 
mal adjusted car ( l im i ted adjustment i s  assumed ) are 2 . 8  gpm for CO 2 . 1  .56 . 34 

3 . 1 5  .o i  . 76 
and . 46 gpm for He. 4 . 2  . 66 . 68 

5 . 25 . 71 . 60 
For NOx it is assumed that mal adjustments which increase He and 6 . 3  . 76 .52 

7 . 35 . 81 . 44  

CO wi l l  l eave �IOx emissions ( Em(HC , CO) )  a t  the "ok" T evel di sc"ssed 8 . 4  . 36 . 36 
, . 45 . 91 . 23 

above.  However i t  i s  further assumed that maladjustments , tampering 1 0  . 5  . 96 . 20 

or deterioration to the EGR system used with AOe technology w i l l  

rai s e  NOx emissions  ( Em(NOx ) )  t o  a T ow mi l eage T eve1 of 4 .2 gpm . It  

is  assumed that  20 percent of cars that have  reached T OO ,000 ",i T  es !:!. f!!!. ::'11 fok 

wi l l  have NOx mal adjustments . The deteri ora ti on of al l mal adjusted 0 . 00 2.8 1 .0 
1 .05 3 .25 . 52 

cars is assumed to be the same as those of " ok"  cars . 2. . T 3 .7  .84' 
3 . 1 5  ·U 5 . 76 

c .  � 4 . 2  4. 6 . 68 
5 . 2$  5.05 . 60 

This portion of the 'veh i c1 e population  is assumed to have 6 . 3  S .5  . S2-
7 .35  5". 95 . #  

essent i a l l y  n o  emi ssions control capabi l i ty .  Secause of this the 8 .4 6.4 .36 
g .45 6.85 .2a 

Tow mi l eage emi s s i ons  of these vehicles are very high , l .e . , 7 . 6  gpm 10  .5  7. 3 .20 

He , 57.0 gpm CO and 7 . 0  gpm NOx . However, a "non-catal ystll OF of 

1 . 1 is assumed for these cars , representing a substantial  reduction 

in  the He and CO OF ' s  which were used for lI ok "  and "mn cars . It !! fin(NOx) E'l1( �Ox) rm(HC,eO) 

should be noted that based on EPA restorative mai ntenance data a a ' 0  '; . 2.  cr 
1 .02 4. 28 .05 

substantial ly  larger portion of the fl eet is assumed to be "s" cars 2 . 04 4. 37 . 1  
3 . 06 4.45 . 1 S  

for HC and CO than NOx . The ratio usea here is 3 to 1 .  + . 08 4 . 54 . 2 
5 . 1 0  4. 62 . 25 
6 . 12  4 . 70 . 3  
7 . 1 4  4 . 79 .35 
8 . 1 6  4. 87 . 4  

"U1.43 9 '  . 1 8  4 . 96  . 45 
1 0  . 20 5.04 . 50 

E- 1 5  

Table  E.4 
He 8ni ssions 

:ok 

. 25 

. 28 

. 31 

. 34 

. 37 

. 40  

. 43 

. 46  

. 49 

. 52 

. 5 5  

Tab1 e E·5 
CO 8n; ss i ons 

Eok 

T . 9  
2 . 2  
2 . 5  
2 . 8  
3 . 1  
3 . +  
3 . 7  
4. 0 
4 . 3  
4. 6  
4. 9 

Table  E·6 
NOx Emi s5i  ons 

�HHc,eol fok 

T . 5  1 . 00 
1 . 53 . 92 
1 . 56 .84 
1 .  59 . 76 
1 . 62 . 68 
1 . 65 . 60 
i , 6B . 52 
1 . 71 • .14 
1 .74 . 36 
1 . 77 .28 
1 . S0 . 20 

E � 1 6  

fs 

a 
. 03 
. c6 
. C 9  
. 1 2  
. 1 5  
. 18 
. 21 
. 2d 
. 27 
. 30 

fs 

. CO 

. 03 

. 06 

. 09 

. 1 2  

.15 

. 1 8  

. 2T 

. 24 

. 27 

. 3 0  

.S9!. fs 
1 . S  a 
1 . 53 . 01 
1 . 56 . 02 
1 .  59 . 03 
1 . 62 . 04 
i . 65 . 05 
1 .  68 . J6 
1 . 71 . OT 
1 . 74 . C8 
1 . 77 . 09 
i , 30 . 10 

vU1.44 

fl eet 
� llifl. 
7 . 6  . 25 
7. is . 52 
7 . 9  . 79 
8 .05 1 . 07 
8 . 2  1 .  37 
8 . 35 1 . 57 
a . 5  1 .  98 
8 . 65 2 . 30 
a . 8  2 . 63 
8 . 95 2 .37 
9 . 1  3 . 32 

fleet 
§. o(eO) 

Si 1 .9 
58. 1  3.93 
53.3 6 . 03 
60. 4  8 . 1 9  
61 . 6  1 0 . 42 
62. 7  12.i1 
63. 8  1 5.06 
65.0 1 7 . 49 
66. 1  1 9 . 97 
67. 2  22.52 
68. 4 25. 1 5  

fleet 
� q�ox) 

7.0  1 . 5  
7 . 1 4  1 . 64 
7. 29 1 . 79 
7 . 42 1 . 94 
7 . 56 2.09 
7 . 70 2. 25 
7 . 34 2 . l1 
7 . 98 2 . 58 
8. ; 2  2 . 75 
8 . 25 2 . 93 
S . JO 3 . 1 1  



d .  Combined AOe F1 eet E� i s s i o n s  

The combi ned fl eet emi s s i o n s  effect ·.as computed ,y as sum i n g  

that there were essent i a l l y  3 subfl eets . i . e . ,  a n  '.'ok ll , an "mil and 

an " 5 11 f1 eet all hav i ng emi s s i o n s  l evel s '..-i1 i ch change as d. funct i o n  

o f  mil eage . T h e  s i z e  of eac h  fl eet , ; , e .  fo k ,  fm a n d  f s  are a ssumed 

to change w i th the age of the f1 eet ; the s i ze of the mal adjusted 

fleet grow i n g  ·.h i l e  the wel l ma i nta i ned ( "o k " ) fl eet shri nks . £ffects 

of l es s  than 1 0 ,GOO mi l es 'liere i gnor�rl . 

Tabl es E .. 4 ,  E-S , and E-6 deta i1  the j i J::etime � ; s s ; ons esti mated 

by t h i s  "mod el " for a :nodel yea r ' s  fl eet emi s s ions . 

3WC ( . 41 /3 AIl . O )  

For 3-way catalyst systems i t  has ,een assumed that the u s e  of e1 ec-

tra n i cs and exhaust gas sensors w i i l  substa n t i a l l y  cut �ad:. on �he cropor-

tion o f  cars i n  a model year fleet which '.i l l  b e  �a1adjusted or tota l l y  

l oso thei r emi ss i o ns control eff; c ;  enc y .  I n  t h i  s i nsta nce � + fs • 

when M-1 0 .  It should a l so be noted that to_a types of :nal adj ustments ( o r  

component fa i l ures ) a r e  assumed for t h e  3 .. w a y  systems . I n  one c a s e  t�e 

mal adjustment or fa i l ure i s  assumed to r�su l t  in the catalyst seei ng a 

l ea n  a i r / fuel mi xture ; i n  the other case: the catal yst wou l d  see a r i c h  

ai r/fuel mi xtur e ;  for t h e  3WC t h e n  at '�·1 0 :  

fok • 0 . 6 ;  fl ( l ea n ) - 0 . 0 5 ;  fr( ri c h )  · 0 . 1 5 ;  fs • 0 . 2 ;  � • f1 � fr • 0 .2  

a .  � 

In the "model " i �  is a s s ume� �hat coming o ff the a s sembl y l i ne 

a1 1 new cars wi l l  perron:'! 1 i k.e :nanufac":urer ' :;  cars in c!-:"ti fication . At 

1 00 ,000 m i l es i t  i s  a s s ume-:1 that 60 percent of the model year 71�et wi 1 1  

E - 1 7  \.Iu145 

perfor'11 at that l evel . These may '::Ie optimi s t i c  a ssumot i o n s . However . 

l a c k  of i n-use data on 3�C cars �ro n ; !:J i � s a ny e'l a i u a t i o n  of � h i s  a s sumpti o n .  

:: � 1 S 
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To obtai n an estimate of the Il okl! emi s s ions of 3WC cars , data on nine 

3WC V a  1 -lOS  were rev; ewed: 

3WC VOL'IO DATA ( 50K RE5UL 75 I 
EPA AMA . 5 1 7  2 . 56 1 .  31 
EP� AMA . 391  3 . 22 ; . 39 
EPA AMA . 226 5 . 04 -, . , .  
Toxi 1 .  37 1 0 . 90 1 .  sa 
Toxi . 454 5 . 42 1 .  1 0  
Taxi . 1 84 2 . 26 . 69 
Ti re Test . 320 3 . 74 1 .  30 
Ti re Te!� . 208 3 . 45 . 26 
Ti ra iest � l:.±f. ....:12. 
Ave Emiss i ons . .15 4 . 56 1 .  :19 
Ave OF 1 . 3 1 . 4 3 . 5  

U S i ng these data �or DF ' :s  but as suming that " 0 ;':: ." cars j:.Jst meet ":he :"ele-

vant emi s s i ons stand.r:s ( . 41 / 3 . 4( 1 . 0 )  at 50 , CGO mi i es ,  the fol l owi ng SF ' s  and 

l ow mi l eage em� s s � or.s factors were deve10ped for IJS2 in t�e model for ":JI(II cars . 

OF HC • 1 . 8 CO • 1 .  4 �ox • 3 . 5 

La,", Mi 1 eage E HC = .4 1/ 1 . 8  C O  = 3 . 4/1 . 4  �o
x 

= 1 . 0/ 3 . 5  

b .  "m" Ca rs 

. 23 = 2 . 43 • .  29 

ihe IImli portion of the modei year f� eet has been assul'1ed to have t'HO 

s �gments , the " rll and 11 1 '1 ( l ean ) .  The " j "  segr.1ent  is assumed to be thOS2 

cars whi ch experience an oxygen sensor fa i l ure. It is assumed that such 

a fai l ure ,",i l l  re1ul t in the catalyst seei ng a l ean ai r/fuel mixture , 

s l igMly improving the oxidation of HC and CO,  but el iminating the catalytic 

control of NO
x

' Therefore, El for He and CO are l ower than Eok ,  but El 

for �O
x 

i s  con s i derably n i gher than ::ok ( El for �O
x 

does not reach Es be

c ause 5Cr.le EG� control is assumed even on 3�C systems ) .  7he aS3umed 

fa i ; ure r.3.�:;! a 1 sari t!":m for oxygen sensors i s  essenti a 1 1y :  

E - 1 9  "lI147 

Av g .  sensor l i fe · 3 years 

Probabi l i ty of fa i l ure at  age : 

25� at 2 years 

501 at 3 years 

25% at  4 years 

In any year 1 5% of sensors fa i l ed in tha t year wi l l  not have been 

replaced . 

Using  the a s sumptions abov e ,  the fol l owi ng OF ' s and l ow mi l eage 

emissions  wert estimated for E1 : 

OF HC • 1 . 8 NOx • 1 . 1  

Low Mi 1 eage HC · .  2 

co • 1 . 4 

CO • 2 . 0  NOx • 3 . 5  

For "rll cars , the control effi ci ency fOj H C  and C O  drnps from "o kll 

l evel s whi l e  it imoroves for NOx . It is assumed th.t over time the seg

ment �f the model year fl eet '.ith  rich carburetion ,", i l l  i ncrease 1 in

early from a percent at  the  assembly l i ne to  1 5� a t  1 00 , 000 mi l es .  In  

thi s  rich operating mode emi ss ions and OF ' s  are  estima ted to  be as  fol l o,",s : 

OF  HC • 1 . 1  NOx • 3 . 5  

La,", mi l ea ge E HC • 3 .0 

CO • 1 . 1  

CO • 3 3  NOx ' . 2 5  

c . � 
With one exception emi ssions of " S I1 cars are assumed to equal 

those descri bed for the AOe cas e .  However , because of the i nherent 

durabi l i ty and anti-tampering characteri stics of el ectronics  a nd the 

l i kely improvements in the driveabi l i ty of 3WC cars ( thereby l eading 

to l ess  des i re to tamper ) ,  the proportion  of  the model ye.r fl eet 

assumed to be " S ll cars �as been dropped from the 30� figure at  

1 00 ,000 mi l es as as sumed H1 the  AOC case  to  20�  at  1 00 ,000 m i l es . 
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As i n  the AOC case t h i s  porti on i s  a ssumed grow 1 i near 1 y  from 

O� at the as s embl y l i n e  to 20� at 1 00 ,000 mi l e s .  

The o n e  except i o n  mentioned above i s  t h e  d i v i s i o n  for H C  and 

NOx of the " s "  fl eet i nto two subcategori e s . Th ese subcategori e s  

" s  ( H C ) "  a n d  " s ( NOx ) "  are i ncl uded t o  reflect the fact that an " s "  

c a r  c a n n o t  s i mu1 taneou s l y  have both h i g h  emi s s i o n s  o f  HC and �10x . 

Therefore ":"110 categori es a r e  ; nc 1 uded her e :  

E s ( H C )  = em i s s i o n s  o f  a �ro s s  H e  emitter 

E s ( NOx ) ... emi s s i ons  of  a gro s s  �OX emi tter 

The rat i o  of f s ( H C )  to f s ( NOx ) is 3 to 1 a s  in the ACC case , 

ref1 ec�i ng EPA ' s  b.e1 i e f  that there are l i k e l y  to be a l arger number 

of gro s s  He e.rnit!ers than gro ss �ax e!T! i tters . 

As stated above Es ( H C )  for HC and E s ( NO x )  for :lOx are i d e n t i c a l  

t o  those s e t  forth f o r  " S ll c a r s  i n  the A O e  cas e .  However , n e w  em i s-

s i o n s  factors have been devel oped for Es (NOx ) for HC ( t h e  HC em i s s i on s  

po ss i bl e  f o r  a gro s s  NOx emi tter ) and E s ( H C )  for .�Ox ( t h e  NOx em i s 

s i o n s  pas s i b1 e from a gro s s  H C  emi tter ) . 

Es(HC )  for NOx • 3 . 4 gpm at l ow � i 1 ea g e  

Es ( NO x )  for HC • 4 . 0  g p m  a t  l ow mi l eage 

f s ( HC ) + f s ( NOx ) • •  2 a t  M-1 0 

f s(HC ) /fs ( NO x )  • 3 

The OF ' s  are  i dentical  to the  OF t s  for " s "  cars in �he AOe ca s e .  

d .  Comb i ned 3�C Fl eet omi s s i o n s  

T h e  com b i ned fl eet em i s s i ons for 3WC sys t ems are shown bel ow .  
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E:� 21 

!i fl 
a 
1 
2 . 84 
3 . 075 
4 . 047 
5 . 038 
6 . 0 58 
7 . 052 
8 . 045 
9 . 052 
1 0  . 05ol 

!i £1.. 
a 
a 
.04  
. 075 
. 047 
. 038 
. 058 

7 . 052 
3 . 045 
9 . 052 
1 0  . 050 

fJ.. i.!. k 
. 20 0 3 . 0  
. 23 . 01 5  3 . C6 
. 25 . 03 3. 1 2  
. 30 . 045 3 . 1 8  
. 33 . 06 3 . 24 
. 36 . 075 3 . 30 
. 39 . 09 3 . 36 
. 42 . 1 05 3 . 42 
. �6 . 1 2  3 . 48 
.49 . 1 35 3 . 54 
. 52 . 1 5  3 . 60 

fJ.. i.!. 
2 . 0  0 
2 . 1 6  . C 1 5  
2 . 32 . 03 
2 • .18 .C45 
2. 6,\ . 06 
2 . 80 . 075 
2 . 96 . 09 
3 . 1 2  . 1 05 
3 . 28 . 1 2  
3 . 44 . 1 35 
3 . 60 . 1 5  

TABLE E-7 

He Erni ss ions 

Fl eet 
ill � fs(HC) Es( HC) fs(NOx) Es ( NO x)  E(HC} 

1 . 0 . 23 0 7. 6 0 4 . 0  . 23 
. 965 . 27 . 01 5  7 .  is . 005 4 . 08 . �4 
. 89 . 30 .03  7 . 9  · 0 1  4 . 1 6 . 65 
. 82 . 34 . 045 8 . 05 . 0 1 5  4 . 24 . 87 
. 8 1 3  . 3i . 06 8 . 2  · 02 4 . 32 1 . 09 
. 787 . 41 . 0 7 5  8 . 35 · 025 4 . 4  1 .  3 2  
. 732 . �5 . 09 8 . 5  · 03 4 . 48 1 .  55 
. 703 . 48  . 1 05  8 . 65 . 035 4 . 56 1 .  79 
. 67 5  . 52 . 1 2  8 . 8  . 040 4 . 64 2 . 03 
. 633 .55 . 1 35 8 . 95 · 045 4 . 72 2 . 27 
. 60 . 59 . 1 5  9 . 1 4  . 0 5  4 . 3  2 . 52 

TABLE E-a 

co Emi ssions 

F1 eet 
k i.9l � fl. h £(CO) 

33 1 . 0 2 . 4  a 57 2 . 4 
33 . 7 . 965 2 . 6  . 02 58. 1 4 . 2  
34. 3 . 89 2 . 7 5  . 04 5 9 . 3  5 . 9  
35. a . a2 3 . 0  . 06 60 . 4  7 . 9  
35 . 6  . 8 1 3  3 . 2  . e.8 61 . 6 9 . 8  
36. 3  . 787 3 . 4  . 1 0  62 . 7  1 1 . 8 
3 7 . 0  . 732 3 . 55 . 1 2  63.8  1 3 . 8  
37 . 6  . 703 3 . 7  . 1 4  65 . 0  i 5 . 8  
38 . 3  . 67 5  3 . 9  . 1 6  66 . 1  1 7 . 9  
38 . 9  . 63 3  4 . 1  . 1 8  67 . 3  20 . 1  
39 . 6 . 60 4 . 25 . 20 68. 4  22 . 4  

0-22 
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TABLE E-9 

�Ox Emi ss i ons 

!1 fl II fr f.!:. � Eo. 

a a 3 . 5  a . 25 1 . 0  . 29 
1 0 3 . 57  . 0 1 5  . 38 . 965 . .. 3 
2 . 04 3 . 64 . 03 . 5  . 89 . 57 
3 .075 3 . 7 1  . 045 . 63 . B2 . n  
4 . 047 3 . 78 . 06 . 75 . 8 1 3  . 86 
5 . 038 3 . 85  . 075 .88 . 787 1 . 0 
6 .058 3 . 92 . 09 1 . 0 . 732 1 .  1 4  
7 . 052 3 . 99 . 1 05 1 .  1 3  . 703 1 . 29 
S .045 4 . 06 . 1 2  1 . 25 . 675 1 . 42 
9 .052 4 . 1 3 . 1 35 1 . 38 . 633 1 . 57 
1 0  .050 ... 2 . 1 5  1 . 50 . 60 1 . 71 

£-23 

Fleet 
fS(NOx) Es(NOx) fS(He) £S (He) £(NOx) 

a 7 . 0  a 3 . 4  . 29 
. 005 7 . 1 4 . 0 1 5  3 . 47 . 5 1  
. 0 1  7 . 28 . 03 3 . 54 . 85 
. 0 1 5  7 . 42 . 045 3 . 60 1 .  1 6  
. 02 7 . 56 . 06 3 . 67 1 . 29 
. 025 7 . 7  . 075 3 . 74 1 .  47 
. 03 7 . 84 . 09 3 . 8 1  1 .  7 3  
. 035 7 . 98 . 1 05 3 . 88 1 .  92 
. 04 8 . 1 2  . 1 2  3 . 94 2 . 09 
. 045 8 . 26 . 1 35 ... 01 2 . 3 1  
. 05 8 ,  .. . 1 5 4 . 08 2 . 49 
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I I .  GASOLINE-POWERED LIGHT-DUTY TRUCKS 

( a )  0-6000 1 bs . LOTs 

Emi s s i on rates for pre-1 979 LOTs l ess than 6000 pounds were esti 

m.ted from regression analyses of EFP data . The em i ss ion rate estim.tes 

for the 1 9 70 and l a ter model year LOTs (both the 0-6000 l b .  and the 

6001 -8500 l b .  categorie s)  were based on the new standards which go into 

effect i n  1 979 for both weight catego r i es . The 1 979 and l a ter model 

year LOTs were assumed to per�o,.., rel a t i v e  to their standards as did the 

1 975-1 978 T.odel year 0-6000 l b .  LOTs relative to their stand.rd s .  The 

deteriora ti o n  rates for HC and CO in  t h i s  ( 1 97 9  and l a ter ) category are 

assumed to be the same as the 1 975-1 97B category s i nc e  the same control 

technol ogy wou l d  be used . The NO. deter i ora t i o n  rate is assumed to be 

hal f of the LOV NOx deteriora t i o n  rate s i nce HC and CO LOT deter i oration 

rates are biee that of LOVs and NOx rates tend to decrease as HC and 

CO rates i ncrea s e .  T his  l ower NO. rate reflects the expectation that 

al though most of these trucks are catalyst equ i pped , some are non-catalyst 

trucks . 

In 1 9B3 , al l LOTs are assumed to be catalyst equ i pped and to have 

deterioration rates equ ival ent to LOV s .  The post-1 9B2 HC and CO i n i ti a l  

em i s s i o n  rates ( a n d  the post - 1 984 NOx ·rate) were determi ned b y  assuming 

that the ra t i o  o f  the LOT i n i ti a l  em i s s ion rate to i ts standard is equal 

to the r.1: i o  o f  the appropriate LOV rate to i ts correspond i ng standard . 

Since the LOT hydroca rbon standard is 0 . 9 9  gm/mi , it must be compared 

to the 0 . 9  gm/mi HC standard for LOVs . Th i s  LOV st;tndard has a corre. 

spond i ng i n i t i a l  em i s s i o n  rate of 0 . 29 gm/mi . 
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( b ) 6001-8500 1 b .  LOTs 

Test data from the medium duty truck basel i n e  study ( "Technical 

Evaluation of Emi s s i o n  Reducti o n  Requ i rements for Vehicl es Between 6000 

and 1 4 ,000 pounds GVW" , E?A-460/3-7J-005) were used to obta i n estimates 

of emi s s i o n  rates for pre-1 970 model ye.r LOTs . The mean emi ssions of 

the 6001-8500 l b .  trucks tested i n  the basel i ne study are 1 0 .86 gm/mi 

HC , 1 04 . 4  gm/mi CO , and 6 .49 gm/mi �Ox . The trucks were approximately 

a n  average of seven years ol d at the time of testi n g .  Therefore the 

mean emi s s i o n s  are a s sumed to represent em i s s i on r3tes for seven year 

old 6001-8500 l b .  LOTs . ihe deter i or a ti on rates for th i s  group of ' LOTs 

are as sumed to be equal to the deteriorati on rates of pre-control l ed 

l i ght-duty automo b i l es .  The i n i t i a l  em i s s ion r.tes ,.ere determined by 

app l y i ng the deterinrat10n rates to the age seven en i s s i o n  rates and 

worki ng backwards . 

Em i s s i o n  rate. for 1 970-1 978 6001 -8500 l b .  LOT ' s  were based on regre.-

s i a n  analyses of test data from 1 970-1 974 model year vehicl es . 

For the 1 970 to 1 978 model years the deteri oration i n  gm/mi i s  

assumed t o  b e  the same gm/mi quanti ty a s  tha t for control l ed ,  precata 1 yst 

LDV s .  

ihe 1 979 and l a ter model year LOTs i n  the 6001 -8500 l b .  category 

have the same em i s s i o n  standards , and therefore the same l!!IIi ss i o n  rates , 

as the 0-6000 1 b .  category. 
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I I I . GASOLINE POWERED HEAVY DUTY VEHICLES 

Emi s s i o n  rates for ;;:re-contro l l ed through -:he 1 914 .. 1 978 li.odel year 

HDVs are based upon regre s s i on analysi s o f  in ... u s e  veh i c l e  test data- . 

The 1 979 and l a ter model year HDVs are as sumed to perform rel a t i v e  

t o  the i r  standards a s  the 1 974-1 978 model year v e h i c l es  performed r elati v e  

t o  their s tanc!ard s .  

ihe deteri orati o n  rates through the 1 979 7>oc!e1 year are as sumed to 

be eQuai �o the deteri o r a t i o n  rates of LD'I s of corre spondi ng control 

systems . 

?ost 1 982 gaso l i n e HDV e."11i s s i on rates ·..,e!"'!! es"';�mat2d u s i ng a u:node:l ... 

1 n g "  approach s im i l ar to the one used "for future year LOV esti:r.ates . 

Thi s approach is excl a i ned i n  the fo l l c'Hi n g  s ecti o n .  
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Derivation of Post-1982 HC and CO Exhaust Rates 

and Post-1984 ,'lOx ::xhaus� Rates 

T'.o methods , s imi lar  to those found in the prev iously presented 

l i ght duty vehicl e ( LDV ) "Ana l ys i s  of Emi s s i o n  Factors for Future New 

Cars " , �er. devel oped to compute the heav;l-duty gasol ine vehicl e (HDGV) 

em i s s i on factors . Thes. bo methods �ere named the addi tive  �ethod and 

the mul tipl icative  method . 80th metoods are exp l a i ned and i l l u strated 

bel o� . 

gAS IC �SSU�PT!CNS 

1 )  The 1 983 s ta:,:�ards for ,�DG'/S � !" �  2 . : : ,29 . 7 ,  and 5 . 3 5  gr1!!T's 

per mi l e  for He. co , and NCx respecti v el y .  

2 )  Al l 1 983 and 1 ater- �odel year HOGVs are assumed to b e  operating 

� i th advanced oxi dation catal yS1:S (ACC ) . 

3 )  rne 1 983 standards for LOVs are AT , 3 . 4 ,  and 1 . 0 grams per 

mi l e  respective ly .  If only AOC tec�nol ogy .. ere used , only a 

2 . 0  gm NOx standard cou l d  be attai ned . 

�)  Emi ss ions  deteri ora  ti on i ncreas", 1 i nearl y �ith  m i l  e.ge accrua 1 . 

5 )  The lIuseful l i fe;' ( a s  disc:Jssed in  Section 2 0 2  of  the Cl ean 

Air Act )  of a HDGV is 80 ,000 (80k)  mi l es .  

6 )  The fraction of HDGVs that are ma 1. �a i ntained , have total l y  

l ost emi ss ion control s ,  o r  a r e  meeting standards at 80K mi l es 

(Fm ,  Fs , and Fo k )  are assumed to be the same as t�e LD'ls ' Fm , 

Fs and Fok found in the previous LOV ana lys i s .  
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Step (OK Vehicl es ' starti ng v a l u es )  

To fi nd the initia l , zero-m i l eage emission  rate ( E )  (HDGIf Eok ,  

P ,;"-O)  for each pol l utant for both the additive  and �ul ti pl icati ve methods , 

assume the rat i o  of the 1 983 HDGV standard for ok vehicl es to the LDV 1 983 

'standard for ok vehicl es equal s  the ratio of  the HDGV star t i ng val ue  for 

ok vehicl es to the LDV starting val ue  for ok vehicl es . 

where : 

HDGV Eok ,  P "�'O HDGIf Eok ,  p , 1 983 standard 

LDV Eo k, P ,,�=O LOV Eok ,  p , 1 983 standard 

HOGIf Eok , p , 1 983 standard i s  from ass","ption 1 

LDV Eok ,  p , 1 983 standard is from assumption 3 

LOV Eok ,  p ,'�'O i s  from previous "Ana l ys i s  of 

M-O 

Emission 

Factors for Future New Cars!' 

in Section I above . 

Is the pol l utant of i nterest 

Signifies zero m i l es travel ed 

Step (OK Vehicl es ' column .,.l ues)  

I n  repeat i ng the methodology used in the "Anal;sis  of Emi s s ion Fac

tors for Future New Cars ,1I the emiss ion l evel s and fraction of vehi c l es 

in each category are determined for each pol l u tant as presented in Tabl es 

E-I0 to E-1 5 .  

I f  w e  assume for both the add i ti 'le  and mul ti p l  icative methods that 

an  ok  'Iehicles just meets standards at 80k m i l es ,  and deterioration i s  

l i near '.ith  mi l eage , then the i ncremental change , ( Del ta <o k , ;» can be 
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computed 1 i ke so , 

Del ta HOGV Eo k , p.« HOGV Eo k ,  p ,)1-S ) - (HOGV Eo k ,p ,.�-O» /S 

Where : 

HOGV Eok ,p ,)1-S 

HOGV Eo k ,  P ,M-O 

Is the 1 983 standard , found i n  

assumption 1 .  

i s  the starting val ue computed i n  

step 1 a n d  al l other nota t i o n  i s  

t h e  same 3 S  i n  stec 1 .  

Each starting v a l u e  ( HOGV Eok , � ,M'O ) i s  then i ncre.'l1ented by del ta 

HDGV Eo k ,p from M,.l to 1 0 .  These val ues compr i s e  the ok col umn for each 

po 1 1  utant for each method in Tab1 es E-1 0 to E-1 5 .  

Step ()1 and S veh i cl es '  startin" val ues and col umn val ues) 

To deter'll i n e  the starting val ues for ma1 ma i nt.i ned HOGVs (HOGV Em , 

p ,M-O) and vehic1 es that have tota l l y  l os t  emi s s i o n  contr�l s ( H OGV Es , 

p ,M-O) , Step 3 is d i v i ded i nto two secti ons . Section 3a '.i l 1  conta i n  

the methodo10qy for H e  and CO , and section 3b wi l l  conta i n  the methodol ogy 

for HOx . 

Section 3a ()1 and S vehie1 es , He and CO) 

To find the starting val ues ( H OGV E.'II ,� ,)4-0" and the i ncrement of 

de�er ioratjon (del ta HOGV Em ,p )  for the ma1 ma i ntai ned vehicl es for He 

and CO . Assume the rati o of the starting val ue for o k  ma1maintained 

HOGVs ( HOGV E.'1I , p ,M-O) to the starting val ue for o k  HOGVs (HOGV Eo k ,p ,M-O) 

was equal to the ratio of the starti ng value for ma1maintained LOVs 

( LOV Er.1 ,p ,M-O) to the starting val ue for o k  LOVS ( LOV i:ok , � ,M'O) 

E - 2 9  
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where : 

HOGV Em , p  ,.�-O 

HOGV Eo k ,p ,M-O 

HOGV Eo k , p ,M-O 

LOV Em ,p ,M-O 

LOV Eok ,p ,1'.-0 

LOV Em , p ,11-0 

LOV Eo k ,p ,M-O 

Was computed i n step 

I s  from the prev ious LOV ana l ys i s  

I s  from the prev i ous  LOV ana l y s i s  

I s  t h e  �o l 1 utant of i nterest ( He 

or CO ) 

For �he 3dd i t i 'le :nethod , the i ncrement 07 :eterioration ( Del ta HDGV , 

Em , p )  was a s sumed to be the same a.s the i ncrement of deterioration for 

ok HOG" s ( Oe1 ta HCGV Eo k ,p ) . Th i s  val u e  was c.1cu1 ated in step 2 .  Thus , 

for the add i ti ve m ethod , the Em col Ur.1n was crea ted by simp1 y i ncrementi ng 

the starti ng val ue by Oe1 ta HOGV Eo k ,p through )1-1-1 0 .  
For the mul t i p1 icative method the deterioration i ncrement (Del ta 

HOGV Em , p)  was com puted d i fferentl y .  Fi rst ,  it was assumed the ra ti o of 

the 80k mi l e  val ue for ma1r.1a i nta i n ed veh i c l es ( HOGV E.'II , � ,M-O) '.as equal 

to the ratio of the SDk mi l e  val ue for ok veh i c l es (HCGV Eok ,p ,M-S) to the 

start i ng v a l u e  for ok v e h icl es ( HOGV Eo k ,p ,M-O ) . 

HOGV Em ,p ,M-S 

HOGV Em ,� ,M-O 

Where : 

HOGV Eo k , p ,M-8 

HOGV Eo k ,  P ,M-O 

HOGV Eo k , � ,M-S 

HOGV Eok ,p ,M-C 

Is from a s sumpt i o n  1 
lias comouted in Secti on 

Po 1 1  utant of i nterest ( He or CO ) 
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Once the aOk mi 1 e fi gure was found , the i ncr"",ent of deteri ora ti on 

(de l ta HOGV (� , p )  was computed and u s .d jus t 1 i Ke the i ncr"",ent of deter

i ora t i o n  for ok HOGVs in step 2 .  

HOGVs that have to tal l y  l o s t  emi s s ion control s are a ssumed to deter

iorate at the fo l l ow i n g  precontro1 l evel s as presented in the � 
Source Em; 5 5 ;  on Fat tors fi na 1 document t ,"1a rch 1 978 : 

23 . 90 g/mi 

o . sa g/mi 

272 . 90 g/mi 

3 . 06 g/mi 

HOGV Es ,He ,.�·O 

Del ta Es ,He 

HDGV Es ,co ,.�=O 

Del ta Es ,eO 

So far for Ta b l es E-1 0 to E-1 S ,  we have fi l l ed in c o l umns Fok , Fm ,  

and Fs for al l po l l utants and al l methods by u s i n g  a s sumption 6 .  'ile 

have fi l l ed in col umns Eok , om , and Es for both He and· eO for both the 

mu l t i p l i ca t i v e  and additive methods ,  and we have fi l l ed in the Eok c o l umn 

for both methods for NOx . 

Section 3b (i., and S v e h i c l es , �IOx)  

The rema i n i n g  co l um n s  are the Em col umns and the Es col umns for NOx . 

S i nc e  the LDV anal y s i s  separated ma 1ma i n ta i ned NOx i n to two categori e s ,  

the same i s  done for HOGV s .  The first  category ',i l l  b e  cal l ed HDGV Em , 

HC/eO for the si tuation i n  w h i c h  maladjustment wi l l  i ncrease HC and CO 

and wi l l  not affect NOx emi s s i on s  to any great ex ten t .  The second cate

gory wi l l  be ca 11 ed HDG'I Em ,.�Ox for the s i tua ti on  in whi ch the EGR system 

has deteriora ted or has been subjected to tampering , which wi l l  increase 

NOx em; 55 ; ens . 
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Section 3 b ,  Category 1 (HOGV Em ,HC/CO) 

For the HOGV SIII ,HC/CO category , the column ent'1"fes for �IOx equal 

the HOGV Eok col umn entr i es for both the add i t i v e  and mul t i p l ica t i v e  ca se . 

Section 3 b ,  Ca tegory 2 (HOGV Em,NOx) 

The NOx v a l u e  for a l l  ve h icl es which have l o s t  .1 1 em i s s i o n  contro l s  

(HOGV Es , NOx) i s a s sumed constant for the 1 f fe o f  the vehicl e .  This  

va l u e  is  1 Z . a O  grams pe r  mil e ,  as found f o r  th e  years 1 970-1973 i n  the 

�o b f l e  Source Em i s s i on Fa ctor docume n t .  

For b o t h  t h e  add i ti v e  a n d  mu l t i p1 i cati v e  method s , i t  w a s  a s sumed 

that the ra t i on of the starting v a l u e  for ma1 ma i nta i n ed HOGVs ',i th EGR 

mal functions (HDG'I E.� , �Ox ,,�·O) to the starting val ue  �or HOGVs that 

have l o s t  al l em i s s i on contro l s  ( HCGV Es �lOx ,,�.O) is equal to the ra t io  

of the starting val u e  f o r  ma1 "a i ntai ned LOVs w ith EG� ",a1 functio n ( LOV 

Em ,NOx ,ll'O)  to the starting val ue for LOVs which have tota l l y  l o s t  em i s 

s ion control s ( LO'! Es ,NOx ,�.O ) . 

HOGC Em ,�Ox ,.�.O LOV ('II ,NOx ,.�-O 

HOGV' Es ,NOx ,101-0 LOV Es ,NOx ,101-0 
Where 

HDGV Es ,:IOx ,:1-0 I s  1 Z .aO a s di scu s s ed a bove 

LOV Em,NOx ,M-O Is from the previous LOV section 

LOV Es ,NOx ,101-0 Is from the prev ious LOV section 

For the addi tive method , the i ncrement of deteri oration for ma1ma i n 

tained HOGVs w i th EGR fa i l ure ( Oeth HOGV Em ,NOx ) was a s sumed t o  b e  equal 

to the ok JOGV NOx deterioration i ncrement. The co l umn entries for 

�·l .. lO were then compu ted as in s tep Z .  
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The mul t i pl i c a t i v e  method for computi ng the col umn entries is the 

same a s  in S�ct i o n  2a . 

Tables E-1 0 ,  E-l l and E -1 2 are t h e  add i t i v e  method tabl es for HC ,CO 

and �Ox respecti v e l y .  Ta bl es E-1 3 ,  E-1 4 ,  and E-1 5 are the mu l t i p l i cative 

�ethod tabl es for H C ,  CO , and N O x respectivel y .  

�e'3U'l t5 a f  ,l.na l ys i s 

Onc. :0. compo s i te f1 .et deter i oration factors ( E ( P ) ) P =HC ,CO ,�Ox )  

flad Jeen comoutad , re,;,r�s s � c n  anal y s i s  were oerfor�ed ' .. l i th the 1 0k m i l e-

age ; nc�e�ents ( E ( ? )  v a i u es 'IS � v a l u es ) ,  Figures E-l , E·2 and E ... 3 are 

gra;Jns shewi ng the regres s i o n 1 i nes , regress i on equati o ns , correl ati on 

c a e ff i : i ents , and F-scores for He , co and NOx , respec":.i'l el y ,  for both 

the aed i th e  and mul ti pl i cat i v e methods . As can be see n ,  al l regressions 

are s i gni fi cant at the 9 5�  confidence i nterval . A l s o , there i s  v e�y 

l i t�l e di fference between the two methods i n  the a to l OOk mi l e  i nterva l . 

rt shaul d b e noted that a better fit for t h e  data caul d be found 

.• i th a quadrat i c  model (y • a+bx+<:x2 ) .  Howev er , because the di ffererences 

between the R val ues for the l i near and quadratic model s '.ere smal l ,  and 

for the s a k e  o f  s i mpl i c i ty ,  the l i near model is used . In order to be 

cons i stent with the mu l ti pl icative method used to deri v e  the LDV em i s s i on 

rates for future new cars , the mul ti p l i ca t i v e  method was al so used to 

deri ve the future HOGV exhaust emi s s i on rates . 
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TABLE E-1 0  

Heavy Duty Sas '/ehi cl es 
HC 

Addi ti ve Method 

Eok Fok Em Fm Es 

� . 7-l 1 . ce 3 . 20 0 . 00 23 . 90 

; . 33 0 . 92 3 . 3.1 0 .05 24 . 13 

2 . 02 0 . 34 3 . 48 0 . 1 0 2 5 . 06 

2 . 1 5  C . 76 3 . 62 0 . 1 5  25 . 54 

2 . 3C 0 . 65 :3 . 75  0 . 2S 26 . 22 

2 . l� 0 . 60 3 . 90 0 . 25 2 5 . 8e 

2 . 58 0 . 52 4 . 04 0 . 30 27 . 38 

Z . 72 0 . 44 4 . 1 8  0 . 3 5  2 7 .  ?6 

2 . S.! 0 . 36 J . 3 2  0 . 40 28 . 54 

2 . 98 0 . 28 4 . 46 0 . 45 29 . 1 2  

1 0  3 . 1 2  0 . 20 4 . 50 0 . 50 29 . 70 

,.,here: 
F = fracti on 

e!Il i s s i ons l evel in grams per m i l e  

= mi l eage i n  1 0 ,COO m i l e  i ncrements 

E � 3 4  

Fs ,, ( H C )  

O . CO j . 74 

0 . C3 2 . 63 

0 . C6 3 . 55 
0 . 09 4 . 49 
0 . 1 2  3 • ..!6 

Q. l 5  5 . 46 

'J . , 8  7 . 18 

0 . 21 S . 53 

0 . 24 9 . 50 

0 . 27 1 0 . 70 

0 . 30 1 1 . 83 
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TABLE E-1 1 

TA3LE E-1 2 
Heavy Duty Gas 'Jeh ie1 es Heavy Duty Gas Vehie1 es 

CO /lOx 

Add i ti ve flethod 
.�ddi tive  Method 

:1 .::o�  Fa /( Em,HCICO F"' ,HCICO Em,NOx Fm , .'lOx Es Fs ';(110x )  
Eok Fok Em Fm Es Fs E ( C O )  

4 . 01 1 .  00 4 . 01 0 . 00 7 . 6B 0 . 00 1 2 . 80 0 . 00 4 . 0 1  1 5 . 60 1 .  CO 24.47 0 . 00 272 . 90 O. 00 1 6 . 60 .l . l a  0 . 92 4 . 1 8  C . 05 7 . a5 0 . 02 1 2 . 80 0 . 01 4 . 35 
1 3 . 24 0 . 32 25 . 1 1  0 . 05 2 75 . 96 O. 03 26 . 37 ': . 24 0 . 34 4 . 3 4  0 . 1 0  8 . 02 0 . 04 1 2 . 30 0 . 02 4 . 66 
1 9 . 38 0 . 8 4  2 7 . 7 5  0 . 1 0  279 .  C2 O. C6 36 . 2 2  � .  51 J . 7 5 4 . 51 0 . 1 5  a . 1 8  J . 06 1 2 .  ao 0 . 03 4 . 98 
21 . 51 0 . 76 29 . 38 0 . 1 5  282 . 08 0 . 09 46 . 1 4  1 , 53 J . 5a .l . 6a 0 . 20 B . 3 5  0 . 08 1 2 . 30 0 . 04 5 . 30 
23 . 1 5 0 . 68 31 . 02 0 . 20 235 . 1 4 0 . 1 2  56 . 1 6  J . 33 0 . 60 .l .85  0 . 25 8 . 52 0 . 1 0  1 2 . 3 0  0 . 05 5 . 61 
24 . 7 3  0 . 60 32 . 56 0 . 25 288 . 20 0 . 1 5  6 6 . 2 7  :3 .  ·31 0 . 52 5 . 01 0 . 30 a . 69 0 . 1 2  1 2 . 3 0  J . 06 5 . 92 
2 5 . 43 0 . 52 34 . 30 0 . 30 291 . 26 a . 1 a  76. 46 S. i 3 o . .t� 5 . 1 8  0 . 3 5 8 . 85 :1 . 1 4  1 2 . 80 J . 0 7  6 . 23 
23 . 07 0 . �4 35 . 93 0 . 35 294 . 3 2  0 . 21 86 . 73 5 . 35 0 . 36 5 . 35 0 . 40 9 .  02 0 . 1 6  : 2 . 80 O .  C8 6 . 53 
29. 70 0 . 3 6 37 . 57 0 . 40 297. 38 0 . 24 97 . 09 5 . 5 2  0 . 28 5 . 52 0 . 4 5  9 . 1 9  O . I B  1 2 . 30 J . Ci9 6 .83  
31 . 35 0 . 28 39 . 21 0 . 45 300 . 44 0 . 27 1 07 . 54. 1 0 5. 69 ,J. 20 5 . 59 Q . 50 9 . 36 0 . 20 1 2 . 30 0 . 1 0  7 . 1 4  i J  32. 38 0 . 2� 40.85  0 . 50 303 . 50 C . 3 0  1 1 8 .  0 1  
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TABLE E-1 4  

TABLE E- 1 3  
Heavy Duty Gas Vehi c l es 

CO 

Heavy Duty Gas Vehicl es 
HC 

MIl l  tipl l catlve r·lethod 

Mu l t i p l i cative Method 

:·1 Eok Fok Em Fm Es Fs E ( CO) 

:1 Eok Fok Em Fm Es Fs E (HC ) 
1 6 . 60 1 . 0  24.47 272 . 90 1 6 . 60 

1 .  74 1 . 00 3 . 20 O. 00 23 . 90 0 . 00 1 . 74 1 8 . 24 . 92 26.88 . 05 27 5 . 96 . 03 2 6 . 40 

� . 88 0 . 9 2  3 . 46 0 . 05 24 . 48 O. 03 2 . 64 1 9 . 88 . 84 29 . 30 . 1  279 . 0 2  . 0 6  36. 37 

2 . 02 0 . 84 3 . 71 0 . 1 0  2 5 . 06 0 . 06 3 . 57 21 . 51 . 76 31 . 71 . 1 5  282 . 08 . 09 46. 49 

2 . 1 6  0 . 76 3 . 97 O . 1 S  25 . 64 0 . 09 4 . 54 4 23. 1 5  . 68 34 . 1 3  . 2  285 . 1 4  . 1 2  5 6 . 78 

2 . 30 0 . 68 4 . 23 0 . 20 26. 22 0 . 1 2  5 . 56 24. 79 . 60 36 . 54 . 25 288. 20 . 1 5  67 . 23 

2 . 44 0 . 60 4 . 48 0 . 25 26 . 80 0 . 1 5  6 . 60 2 6 . 4 3  . 52 38 . 95 . 3  291 . 25 . 1 8  77 .86 

2 . 53 0 . 52 4 . 74 0 . 3 0  2 7 . 3 8  0 . 1 3  7 . 59 28. 07 . 44 41 . 3 7  . 35 294 . 32 . 2 1  88. 64 

2 . 72 0 . 44 -1 . 99 0 . 35 27 . 96 0 . 21 8. 81 29. 7  . 36 43 . 78 . 4  297 . 38 . 24 99 . 58 

2 . 34 0 . 3 6  5 . 25 0 . 40 28. 54 0 . 24 9 . 97 9 31 . 35 . 28 4 6 . 1 9  .45 300 . 44  . 27 1 1 0 . 68 

2 . 98 0 . 28 5 . 5 1  0 . 45 29 . 1 2 0 . 27 1 1 . 1 8  1 0  3 2 . 98 . 20 48 . 61 . 5  303 . 50 . 30 1 21 .  95 

1 0 3 . 1 2  . 0 . 20 5 . 76 0 . 50 29 . 70 0 . 30 1 2 .41 

E·37 E·38 v01.66 
",01.65 



TA8LE E-15 

Heavy Duty Gas 'Iehicl  e 
NOx 

,'Iu l t i p l  icative ,"ethod 

M oak Fok ('!! ,HC/CO Fm,HC/CO Em,NOx 

a 4 . 01 1 . 00 4 . 01 0 . 00 7 . 68  
4 . 1 8 0 . 92 4 . 1 8  0 . 05 8 . 00 
4 . 34 0 . 84 4 . 34 C . l 0  8 . 32 
4 . 61 0 . 7 n  4 . 5 1  0 . 1 5  8 . 64 .; 4 . 64 :i . SS 4 . 63 0 . 2 0  8 . 97 6 4 . 85 0 . 60 4 . 85 0 . 2 5  9 . 2 9  
5 . 01 0 . 5 3  5 . 01 0 . 30 9 . 61 
5. 18 0 . 44 5. 1 8 0 . 35 9 . 93 a 5. 35 0 . 36 5 . 3 5  0 . 40 1 0 .25 1 5 . 52 0 . 26 5 . 52 0 . 45 1 0 . 57 10 5 . 69 0 . 20 5 . 69 0 . 50 1 0 .89 

E-33 

Fm,I'jOx Es Fs 

0 . 00 1 2 . 80 0 . 00 
0 . 02 1 2 . 80 0 . 01 
0 . 04 1 2 . 80 0 . 02 
0 . 06 1 2 . 80 0 . 03 
0 . 08 1 2 .30 0 . 04 
0 . 1 0  1 2 .80 0 . 05 
0 . 1 2  1 2 .80 0 . 06 
0 . 1 4  1 2 . 80 0 . 07 
0 . 1 6  1 2 . 80 0 . 08 
0. 1 8  1 2 . 80 0 . 0; 

0 . 20 1 2 .80 0 . 1 0  
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S ( NOx ) 

4 . 01 

4 . 35 
4 . 67 

5 . 0 1 

5 . 35 

5 , 69 

6 . 03 

6 . 38 

6 . 73 

i . 08 

7 . 45 

IV.  DIESEL POWERED HEAVY-DUTY VEHICLES 

Emiss ion rates for di .sel HOVs for 1 978 and earT f .r model y .... w.re 
determined from l f nC!!ar regression of emiss ions on mi l eage from fn ... usa 
veh i c l .  test data . Since d i .s.l HOYs have zero d.terioration , the _In 

emissions of t�e i n-use t.st vehicl.s are us.d as the enfssion r.tes . 

Th. 1 979-1 982 HC and CO ra tes ar. assum.d to .qual the 1 974-1 978 

rates s i nce they ,",ul d  sti l l  be below standards . The 1979-1984 NOx rat. 

15 assumed to be equal to the 1 979 i nt.rim standard of 1 9 . 9 gm/mf . 
?os !:-1 982 CO r!t�s are assumed not to c�ange 0; ince they are a T ready 

below s::and.rds . The post-1 982 HC rate and t�e post-1 984 NOx rat. are 

assumC!!d to be equal to their respective standards . 

V. MOTORCYCLES 

Uncontrol l ed (Pr.-1 978) )'otorcyc l .s 

Emfssion test r.sults frem approximately 1 00 motorcycl es C. combina

tion of DA in-hous . ,  manufactur.r, and conmctor tests} proyide the 

data used to charact.ri ze the ..,issi ons from uncontrol l ed ,.,torcycl .s . 

The emission d.t.rioration rat.s p.r 1 0 ,000 ",i l es of uncontro l l ed  

motorcycl .s are assumed to b e  the sa"'. a s  LOV rates for corresponding 

contro 1 t.chno 1 ogi es . 

1 978-1979 �del Years 

The first f.d.ral standards for motorcycl .s rang. fl'Olll 8 to 22.4 glll/Ili 

HC d.p.nd i ng upon .ngin. S i ze ;  th.y apply to the 1 978-1979 mod. 1 year 

v.hicl es .  Th. low mi l .ag. !!:IIission l eyel s for motorcycles subject to 

1 979 standards are as ..... d to rem. i n  It pr.-contro l l ed l .vel s for an 

categories of motorcJCl es w hi ch have uncontrol l ed eniss ion. below the 

1 378 standard s .  The other categori.,. hay i ng "", i ssi on l evel s which are 
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above the i 973 standards are assumed to �erfor� rel a t i v e  to the 1 973 

standard in the same :;Jropor�i on as the control l ed pre .. cata l ys t  LOVs per .. 

formed r e l a t i v e  to t h e i r  standard . Therefore , l ow mi l eage em i s s i o n s  for 

'these categori es a r e  64 percent of the He itandard and 76 percent of the 

C::J s tan da rc . The �tOx 1 c\-4 'TIil eage emi s s i ons are as sumed to i ncrease 1 00 

;;ercent ov e r  :he uncontrol l ed l evel s ,  a n d  s ti 1 1  rema i n  'liel l bel ow the 

LDV l evel . 

The deteriora:ion rates ;:ler 1 0 ,000 �i 1 es for t�e 1 978 ... 1 979  'I'Iodel 

year :notorcjci es are a s sumed to be the same as t"H� control l ed ;Jre .. cata l yst 

LJV deter � o r a t i o n  !"a tes .  

1 980-� 982 �1ocel 'fear :·otorc'/cl es 

ihe l ow m i l eage emi s s i o n s  of motorcycl es contro l l ed to the 1 980 

standarcs '�ere assumed. to be equal to IJncontro l l  ed o r  1 978-1 '179 model 

year motorcyc l e  emi s s i o n s  if the pre-l 980 !!lodel year vehicl e am i s s i o n s  

'�ere b e l ow the 1 980 standards . T i e  other categor i e s  of !TIJ �orc1cl es 

(wi th pre .. 1 980 model year veh i c l e emi s s i o n s  ;re.ater- than the 1 9BO stana

ard ) are a s sur;'1ed to c hang e in the same proportion a s  the 1 :78 ... 1 97 9  model 

year vehi cl es .  That i s .  the 1 0w mi l eage He 3. n d  CO v a l ues are 64 percent 

and 76 perce!'!t o f  thei r  respecti v e  standard s , '�h i 1 e  �Ox em i s s ions are 

i ncreased 1 00 percent over 1 978-1 979 model year v e h i cl e l ev e l s .  

The deter' oration rates for the 1 980-1 382 model year "",torcycl es 

are assumed to equal the deteriora tion rates of the 1 978 ... 1 97 9  model year 

motorcycl es . 

vu1.69 
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1 983 a n d  Later ··�odel Ye!r �otorcyc' es 

He and CO emi s s i o n  rates for motorcycl es bu n t  to the 1 983 standaras 

are assumed to have the same deteri o r a t i on rates as LDVs of corresponaing 

contro' techno l ogy , and to nave in1 ti a 1 em; ss; on ra t e s  'lihi cM are the $Ime 

ra t i o  o f  their s tandards as are UJ'I emi s s i on rat es :0 thei r s'tandard$ for 

correspond i n g  model years and control technol o g i e s . 

E-42 vu1.70 



APPENDIX E 
DART T'.l0 :  DERI'/AT:ON OF EXHAUST E:l I S S I GN RATeS FOR CALIFORNIA '/EHI CLE3 

( Fo r  A n  Cal i forni a 'Ieh fc l es t Con su l t  The Preceed i nq Sec t i o n  

O f  Thi s Aooend i x I n  A d d i  ti o n  T o  The Fo 1 1  o " i  n9 Comments . )  

-���----. -.---. -. ----- ---
I _--CAL! FQR.� L� L l GHT_-OIJU�G.\SOlL'IE. �QWEllEn_VF.Htr.LES_ (AI ITOMOBI LES ) 

Pr �  ... control 1 ed. \J�h i c l  es ( �re- 1 966 1'1odel Yea r s )  

i h e  pre .. 1 966 model y e a  r LD'Is i n Ca l i  f o r n i  a 'H e r e  s u b j  e c 't  t o  t h e  some 

stancards as were t:-:e pr�- 1 958 model year 43-3t�t; "/e !'l i c l  es . Therefore 

the emi s s i o n  rates ror the pre ... 1 365 Ca l i for n i a  L DV ' s  are assum4!d to e�ual 

l ow-a l ti tude pre-1 968 LJIJ er.ti s s i o n  ra�as . 

Pre-catalyst Contro l l ed '/ehicl es ( 1 966-1974 .'�odel Years ) 

The He and CO i n i ti a l  emi s s io n  rates and deterior3 t i o n  rates ar� t�e 
i ntercepts and s l o pes of l i nes f i t ted to the mean emi s s io n s  ver,us mean 

mi l eage prats of each model year sampl e of 1 966-1 9i� Los Angel e s  v��i,l '$ 

tested i n  the FY '  71 through FY '  75 Emi ss i on Factor Programs ( EFP ) . The 

NOx pl o ts indicate that 1 973-1 974 mcdel year Ca l i fornia LD'Is nave 
si gn i �i c. n t l y  l ower i n i t i a l  emi s s i o n  rate than do the 1 966-1 97Z Cal i fo r n i �  

LOVs . T h e  N O x  i n i t i a l  emi s s i on rates for t h e s e  categories eGual the 

mean NOx measurements of a l l  1 966-1 972 and a l l  1 973-1 974 model year LOVs 

tested in the Cal i forn i a  FY ' 71 - FY ' 7 5  EFP . 

1 975-1 976 ,.odel Years 

The i n i ti a l  emi s s i o n  rates and deteri o ra t i o n  rates of 1 975-1 976 

Cal i fornia LDlls were estimated from the regress i o n  l t nes tnrough pl ots 

of emi s s ions versus ;ni l eage :neasure!!lents from a l l  i 975 veh i c l e s  te!ted 

E-43 vu171 

in Los Angel es i n  the FY ' 74 and FY ' i5 cr? 

1 977 and L�tel'" "�odel '(ea rs 

See e x p l a n a t i o n  in ;lreC e d i n g  4'3"'s tlte U:P' secti o n . Tl,e ;lo s t - 1 976 

HC i n i ti a l  emi s s i o n  rate is sl i gn t l y  h i gher than the corresponding rHe 

for other LJVs s i nee C.1 l i  forn; a has a non-methane He standard . iflhi 1 e 
these r!tes ar!;! g i v e n  as total H e .  

I I .  C)L I FORN!.� L ! GH7-DUrr TRUCKS 

'The Ca l i fo r n i a  pre ... 1 ;75 un em i s s i o n  l"3.:es are a s s u:':1ed to equa1 t!'le 

emi s s � o n  rates o f  �he 'TIodel years and 'H e i g h t  ca tego r 1 e s  of .:19-st.3te LOTs 

.. i th ccrr es;Jon d i n g  stanards 3nd control techn o l og i es . 

For other years , the C-.+K and 4.-5K tl"'Uc�< s:andards .. ere ayera9�d \0 
get a com p o s i t e  c l 3.S S  standard for 0-6K �ruc ks . (About hal "f 01 thIne 

trucks are i'1por":s l ess than 4K . )  For each model year 0-6K truc k s , t�, 

LDT standard "as ,u l ti pl i ed by tne rat i o  of the aparccriate L�V stan��r�s 

and the LDV i r:-usa equa t i on.s to get a n  adJ�sted i n terce;:,.t, and � 1 0 � e . 

For 1 978 LDTs the correspond; ng LD'! st.ndards a r e  th" 1 97 5  Cal Harni 4 

L!JV standar-:j s .  For 1 979 LOTs , the appropriata LOV standa!,,-:js arB tAl 

1 977 Cal i fo r n i a  standards . For 1 981 and l a ter the appro p r i a te $tandl�d, 

are t:'e 1 980 Ca 1 i fori'l i a LJV standards. . 

Al l 5-8 . 5K trucks were as;umed to fa l l  i n to the 0-6K inertia "elg�t 

cl a s s , and the same procedure .. as fo l l owed as desc r i bed above . For 

1 978-1 980 . toe cemparabi e LO'l standards a r e  1 97 5  Cal i fo r n i a  \tandards . 

For 1 981 . the comparabl e standards are the 1 980 Cal i forn i a  standards . 

II I .  CALI FCR� IA G.\SuLi�IE 'ClinEO �EA'IY -QUTY '/EHI CLES 

Pre .. l 97 5  heavy-duty Ca l i for n i a  v eh i c 1 e  al i s s s i o n  rates are aSJum!c 

to equal 4 9"'sta t e  HDV emi s·s ; c n  rates for vehi c i es sJujec� :0 s im i l a r  

E�!':  
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star.dards . 7,e 1 ? 7� a n d  1 97.1. 4 9 - s �at= 5�Jnda rd s ·>lent i n to e f��c t  i n  1 963 

and 1 9i3 in Ca l i for�i a . The Cd i i "forrl i a  !..i O'1 ami s s i o n  rates r�fl ect t!1 i s  

s h i ft i n  the i ntroduc ti on o f  standards . Th� 1 97 5  ... 1 976 Ca l i fo rn i a HOV 

emi s s ion ra:�s ar� '2 s t i mated from tes ts of i n -u S e tr!.lC K s . The 1 977 and 

l a ter :::oc.e 1 j�a!'" �CVs i n  Cal i �o r n ; a  are a s s ur.1ed to �er":or'i1 i i !<e the 

correspo n d i n g  ;lost-73 .l 9 - s "t. a : e  HC'/s . d e �er.d i ng upon the appl i cabl e  s�andarc.s 

and control tec �no l og i es . 

1'1 . CAL ! �ORNI."" D I ESEL :S1,.i::��O YEft.VY ... OUTY '/E� I C1..::S 

Ca l i 7or� i a  d. i es a l -pcwered �C'I emi s s i on rates are as sumed to equa l 

the �:TIi s s i on ratas of ,:�e corres �ond i ng :l3-sta te d i e s el :·H:JVs . 

'I .  CAL!FORN�A ��O:ORC,{C:"::S 

The Cai i fo rrl i a  �otorcyc l e  emi s s ion rates �I"'e a s s Llmed to equal the 

49-state motcn:ycl e rates fo r lJe hi c1 es 'Hi t� s im i l ar standards and control 

technol ogi  e s . 

"v1.7.1 
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APPENDI X E 

?ART THREE : DERI'IAilQN OF EXHAUST EMISSION RA7ES FOR H I GH-�LilTUDE 

� 

l .  HIGH-AL niUOE UGHT -cUrl '/E;!IeLES (AUTC�OB rLES) 
?re-Control 1 ed 'fe M i : 1 es ( !'re-1 3S3 :·10d e l  '(��rs ) 
The mean emi s s i ons of each model year sampl e of pre-1968 Denver 

v e h i cl es tes �ed i n  the n ' 71 through FY ' 7 4  E.�i s s i on F!Ctor Programs 

(EF1')  ,.ere p1 ot�.d aga i ns t  th. mean mi l eages of toe same sampl es . Lin.ar 

'"egres s i on ';ec�n;ques were !.J s ed to estimate the z!!ro m i l eage emi s s i o n  

ra':a ( i n terc ept o f  : :-: e  1 i n e )  a n d  detC!r i c r l ': i o n  ra-:C!s ( s 1::e  :J r'  !" ! "': e  o f  

c!':ange of t h e  l i ne )  a s soci ated 'o'tith th2 p1 ots .  r :' e  C O  i n i ti a l  emi s s i on 

r.�e and the eo deterioration rate ( i n  9"/mi per year) for the pre-1 968 

vehicl es 15 equal to the i ntercept and s l o p e  of the e s �imated l i n e  

t�rough the ;:I l o tted da�a . The HC p l o t  a n d  regres s i o n  analys i s  were 

biased by a few extremely h i gh mean He emi s s i o n s . '...Jhen �!1e extreme '/a ; ues 

'�e!"e remcved ;!1e h f gh-al t i :ude He deteri ora tion r!te of pre-1568 tsst 

vehi c 1 es appeared to be a"proximat�'Y the same percent of i ts i n i ':i a l  

emi s s i on rate a s  : h e  p r e  .. 1 9Sa l ow-al tit:.zde , L::lV deteri orat i on rate i s . of 

i ts i n i ti a l  emi s s i o n  ra t e .  Therefore , the tl iJ; ed hi gh-a l t i tude deter

ioration rate for HC is set equ a l  ( i n  ':.er:ns o t'  ;lercent of its i n i t i a l  

em i s s i on rate) to t h e  l o  .. -a1. �1 tude deteri oration rate of pre-control l ed 

LOVs , The i n i t i a l  He em i s s i on rate waS d.teMined by a s suming that th. 

ra tio of i n i t i a l  He emi s s i on rat.S of ' i sh - a1 t1 �ude LD'Is!1 ow-al t i tude 

L::lVs e\1:.al s t!1a r� ':� :J o f  ':"1e!n :-iC emi s s i cn s o� � ; gh - ! l ':. i tude LDV s ! 1 ow-

a l ': i tud2 LJ'/s !S measured in the F"'( 1 71 �F? rhe ,llOx :eteri o r a t i o n  r a te 
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for h i gh-al t i tude L�Vs in t h i s  ca tegory is as sumed to equal zero based 

upon the regres s i o n  ana l y s i s  and p l o ts descri bed abov e .  rn e i n i t i a l  

NOx !ITI i s s i o n  rate i s  t h e  mean of t h e  NOx measurements from al l pre

contro l l ed vehicl es tested in the Denver F'( ' 71 - F'( ' 74 EF'P . 

?re ... CatJl zst Controi l ed 1Jeh i c l �s ( 1 968-1 974. �cdel Ye3rs ) 

The He and CO i n i t i a l emi s s i o n  rates and deteriora l: i o n  rates are the 

i n tercepts and the s l opes of l i nes fi tted to the mean e.mi s s i on s  versus 

mean mi l ea ge pl o ts o f  each ,Mdel yea r samo l e  Q' 1 968-1 974 Denver vehi cl es 

tested in the pr ' 71 �hrou9h F"{ ' 7 4  EF? A simi l ar p l � t  o f  1 9E8 ... 1 374 

mean NOx emi ss i ons l{ersi.JS mean m i i  eage i ndi catad tha t :':1e deteri ora t i  on 

rate o f  �Ox me3n emi ss i o n s  over m i l eage is zero . The 1 973 .. 1 974 model 

.:tear vehi c l e s  exh i bi ted a n  i n i t i a l  emi s s i on ra te w h i ch was s i g n i f i c a n t l .:t  

l �wer t h a n  t :-: e  1 953 ... 1 97 2  model y e a r  '1eh i c 1 es . T h u s  t !1 i s  ca tegory o f  

vehic1  es '..,as subdi v i dec i nto tw o  N O x  groups ; t h e  1 9 68-1 972 ;nodel years 

and t h e  l Q73  ... l 974  model years . The i n i tf a l  NOx emi s s i o n  rates fOt' v e h i c l e s  

i n  t h e s e  t'NO ca tes-o r i e s  are t h e  compo s i t e  :nean ,'lOx iTlea sure:'T1ents �f al l 

1 968-1 972 and a 1 1  1 973 .. 1 974 model year autcmobi l es tes t�d i n  t !1e Denver 

rt '71 - FY ' 74 EF? 

1 975-1 376 ,·cdel Yea" V e h i c l e s  

Li near reg r e s s i on of t h e  emi s s i c n s  on m i l eages tneasured on a l l  t h e  

1 975  Denver automo b i l es tested i n  t h e  FY ' 7 4 ,  a n d  FY ' 75 EFPs � e r e  used 

to e s t i mate the HC, CO and NOx i n i ti a l  emi s s i o n  rates for t�e 1 975-1 976 

hi gh ... a 1 ti tude LD'Is . Deteri ora ti on !"a tes are assu�ed to b e  the same as 

a t  l ow-al t i tiJoes . 

E_J;' 
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1 977 �odel Y!!:!r Veh i c l es 

H i gh-al t i tude regu l a ti ons appl i ed to the 1 977 model year vehi c l es , 

resul t i ng: in l ower em i s s i o n  rates for He and CO , as demonstrated by the 

resul ts of £?A ' s  EFP t�sts of 1 977 model year v e h i c l es i n  'Jenver . 

The ceter i ora t i o n  rate is the same as for t h e  1 0 w  ... !1 '; � tude 1 97 5  ... 1 976 

v e h i c l es . 

1 978 and 1 97 9  ,.odel Years 

The 1 977 h i gh-a1 t i tude regu l at i ons were suspended by the Clean A i r  

� c t  Amendments passed i n  Augu s t  1 977 J thereby per:'T1 i �t i n g  1 973. a n d  1 97 9  

'1"Iocel y e o! r  veh i cl es to emi t  a t  h i gher l ev el s ;  assumed -:0 �e the same 

l evel s a s  1 975-1 976 v e h i c l es . 

1 980 ,�ccel Year 

S i nce the same v e h ic l es i n-use �t low-al ti tudes ' .. i l l  be i n-us i! at 

n i g:h-a l "";i tudes and em f �tfng at a d i fferent rate , -:'he l ow-a l t i tude in .. u s e  

l evei s ·..,ere i ncreased by a rati� factor ( 75 Oenver/75 l ow-a i ti tude i n ter ... 

cept val ues ) .  The deterioration ra.te at h i gh ... a l t i tudes ;s a s s umed to 

be t!1e sar.te as the detari o r 3 t i on r!te at l ow a l t i tudes . 

1 981 ", 983 �"ocel Years 

A simi 1 a r  ratio ca l cu l ati on was perfor:ned , e . g . , 

81 H i - . l �  . •  ( i 5  H i -. l t . / 74 Low-a l t . )  (81 Low-a l t . )  

i 984 and Later 

H i ; h - a l : i -:u d e  val u es ar! equ i v a l ent to l ow-a l ti tude v a l ues . 

I I . H I GH-AL7ITUDE L I GHT-OUTY HUCKS 

A .  Less Than 6080 1 b .  L�Ts 
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Pre-l :68 a n d  1 96a-1974 �odol 'fe.r Ve" i c l �s 

Pri  or �o the 1 975 modol year , al l LOTs , in the 0-6000 1 b .  ca togory 

�ere subject to the same standards as were the pr�- 1 975 1 ; g ht-dtity auto

il'IObi 1 es .  Therefore the emi ss i o n  r3.t2s for the pr!-1 975 model year LOTs 

are equal to t!1e emi ss i on r:!tes of LDVs of ��e sa:;se mocel jear . 

1 gi5 .. 1 376 �·�odel Y<:!ars 

Li n ear regre s s i o n s  of emi s sions on mi l ;age measured on a l l  the 1 975 

Oe!'lver LDTs tested i n  the F"( 1 74 E FP were used to esti!':'la":e the 1 n i t h l  

emi s s i on r3tes and deteri ora t i o n  rates for the 1 975-1 976 n i g h  ... a i t 1 tude 

LDTs in the 0-6000 1 b .  grouo. 

1 977 :'odel 'fear 

H i gh-a 1 ti �ude regul at i o n s  apply to 1 977 model year LOis in the 

0-6000 l b .  '.e1ght c.tegory . Therefore the h i gh-al t i tude em i s s i o n  rates 

for t h i s  group o f  LOTs are equal to the emi s s i o n  rat!s of l ow-a l ti tude 

LOTs of t!'te same :node1 year and wei gh t  category. 

1 9i8 �odel Year 

As '�i th LDl/s , the 1 977 h i gh ... a i t i tude roe'lu l a t i o n  ""as suspended , 

penni tti ng LDTs to emi t  at a h i gher i ev e l  i n  1 97 8 .  Emi s s i ons are assumed 

to revert to 1 975- i 976 l evel 3 .  

1 979-1 982 �od e1 Years 

New LOT emi s s i o n  standards in 1 979 wi l l  res ul t in lower emi s s i o n  

rat2s than i n  preced i ng years , but h i gher rates a t  h i gh-al ti tudes than 

at l ow-al ti tudes ( H i -,\1 t LD'i/Low-Al t LDV • H i gh-Al t LOT/ Low-A l t  LOT for 

ccrrespond; ng J'�ars ) .  
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a .  LDTs Set-Neen 5000 1 bs . and a500 1 bs . 

Pre-l g70 and 1 970-1 ;78 �odel '(e.r 'Ieh i c l es 

The pre-1 970 and 1 970-1 978 model yea r groups of hi gh-a l t1 tude 6001 -

8500 l b .  LDTs are assumed to perform rel a t i v e  to l ow-al ti tude LOTs of 

the same !'roodel J'e!rs as �he h 1 g!1-al ti tude LD'Is perfor!:'l rel a t i v e  to the 

1 0w-a1 t i t"de LOVs ,.i to simi l ar emi s s i on control systems . The 1 370-1 973 

LOTs are as sumed to have essenti a1 1 y  equ i v a i  ent control system s  to those 

of the 1 958-1 974 LO'lS . The �re-1 970 model year 6001 -8500 l b .  trucks are 

uncontro l 1  ed and therefore the ratio of t!1e emi s s i on rat�s of h i g h  to 

l ow-ai ti tude pr e-1 9E8 LD'Is is a pp l i ed 'to det e!"!T1i ne the tl"'Jck e!ni s s i o n  

rates . The deter i o r a t i o n  ra�es fo r t h e  h i )h-al t i tude trucks equal t h e  

deteri o r a  t i  on r .  � e s  1 n grr./mi of h i  gh-al tHude LOVs wi to simi l a r control 

systems . 

1 979 and Later �odel Ye!l" V e h icl es 

The erni 55 i on ra tes of 5001-8500 1 b. h i  gh-a1 titude LDTs in thi s 

model ye3r group equal the emi s s i o n  rates of the under 6aOO 1 b .  LOTs due 

to equ i v a l ent -:mi s s ion standards . 

II l .  H! GH-AL TI7UOE , HEAVY -CUT! 'IE"! CLES (GASOLi�IE ,\110 O !  ::SOl) 
The i n i t i a l  em i s s i on rates of l-t i gh .. a l t i t:J c e  HD'/s of any emi s s i o n  

control group a r e  as sumed t o  b e  t he same ra tio of t h e  i n i ti a l emi s s i o n  

rates of l ow-al t i tude HOlis '�i th equ i v a l ent control systems as a r e  t he 

i n i ti a l em i s s i o n  rates of h i g h  to l ow-a l ti tude L:JVs '�i :h s i m i l ar control 

sys tems . ,he pre- 1 970 gaso l 1  ne-powered � O'ls and the ?re-1 974 di esel 

powered HO'ls are uncontro l l ed and are therefore cOr.'lparo;d to pre .. 1 968 LDVs . 

The 1 970-1 973 , 1 974- 1 97 8 ,  and 1 9i9-1 982 1eavy-duty ;asol i n. 'Ie h i c l e s  as 

wel l !S t� e 1 974-1 973 and 1 979-'L982 hea'l,-<!ut, di esel v e � i c l e s  are assumed 
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to be contro l l ed in • manner s imi l ar to 1 968-1974 ,;]odel year LDVs .  1 983 

HDVs ( for HC and �'Ox ; 1 984 for �Ox) are a s sumed to be ca ta 1 yti cal l y 

control l ed and . therefo,.!! , !re assumed to be the same ra ti o of lO't" .. a l ti tude 
1 983 HOVs as are the rHes of 1 9 75 hi 9h-a1 ti tude LOVs to 1 97 5  l ow-al ti tude 

LOV s .  1 984 and l a ter HD'Is at h i gh-a l ti tudes w i l l  be requ ired to perrol"':'n 
as wel l  as HOVs at j aw-a l ti tudes , therefor e ,  their rates are equ i va l en t .  

I V .  HIGH-AL ilTUDE �OTORCYCL;:S 

The " i gh .. a l ti �ude l1otorcycl es o f  any contro l system are a s sumeoj to 

perf OM re l a ti v e tc l ow-al ti tuc!e motorcycl es W';t� s imi l ar control the 

same a s  h i gh-a l ti tude LDVs perform re1 a : i v e  to 10w-a1 t � t:.Jde LJVs . 7:,e 

pre-l ,63 ",",odel yea r :r:otorcyc1 es are uncontrol l ed anc are cC:ii�are1 to 

pre-1968 L�'1s . The 1 968-1 974 lOV i n i t i a l  emi s s i on ra:e ra t i o s are appl i ed 

to the i n i ti a l  emi s s i o n  rates of the 1 978 .. 1 97 9  and 1 �eO-1 982 m::Jcel year 

groups of .ilotorcyc T e s . Th e 1 983 model year h i gh-a1 titt.:c!e :no torcycl e 

ra tes are as sumed to be the same ra ti 0 of 1 C'N-a 1 ti tude :notorc:,cl es ra tes 

as the ra tio of 1 975 h i gh-a l ti tude LJVs a r e  to 1 97 5  l 'Jw-a i ti :ude LD'/s . 

In 1 984 matorcyc1 es wi l l  be requ ired to perform as we1 1 as h i gh-a l t i tude s  

a s  a t  1 ow-a 1 ti tudes . ihel"'e fore t h e  1 984 a n d  l a  t e r  ioiod� 1 y e a r  ;;.otorcyc l e s  

h a v e  t h e  same emi s si o n  ra:es as 1 983 l ow-a l ti tude motorcyc l es . 

E - 51 
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APP£NOIX 

?ART FOUR : "nI'fATION OF IDl;: E�rSSIOIi 'AES 

I .  Low-al t i tude 1 1 ght .. duty Automob i 1 es 

The i l e  emi s s i on deteriorJ � i o n  n. tes , in ta�s of ;le�cent of i n i ti al 
idl e c!il i s s  ons , for �:1C;' c::Jn�rol grcuo of l o,� ... a l ti �:Jde LJV ' s  are a s sumed 
t.:J be equi! ":0 t :'!: ;Jerc!.nt �? c.et�ri ol"'! ti o n rltes fer the same control 
9rou p .  

The i n i t i a l  i d l <!  emi s s i o n  rates for the pre .. control l �d through 1 97 5 -
7 9  mode l  y a a r  LDV ' s  'N�re d e r i v e d  from t r. e  sm i s s ion r!!su l �s o f  v e h i c 1 e tests 
conduct�d in t h e  FY ' 71 , FY ' 73 ,  and FY ' 74 EF? The mean i dl e emi s s i on 
rates a nd :nean m i 1 eage for each control ca �egory were ca l cu1 3. teoj from the 
EF? tes t c!ata . The i ni ti a l  i d l e emi s s i on rates · ... ere dete.,;n;ned by appl y i n g  
th e  detel"'iora t 1 o n  rltes t o  � 1'I e  m e a n  i d l e v a l u es a t  t1'le m e a n  t�st m1 1 e!ge 
:lr.d 'Ncr '<i ng back'",a r1s �o :h e zero '7I i 1 eage po i i'1 t .  

I n e  po s't- 1 973 LJV c!t�gori :!s f-:r He a n 1  C O  ( anc! t!'ie ;:o s t  .. 8 0  l'mX. cate
gory) are a s sumed �o �er":or.:1 r e l a t i 'l �  to the 1 975 .. 7 9  LDV t.!tegory on �r.e 
i d l e test i n  :he S3iT:e ' .... ay as t�ese c3tegori es �erform in rel a tio n to one 
another on th� Fi'? ax hau s t  tests . For eX3.r:1pl e ,  t h e  i n i ti al idl e He em i s 
s i o n  r a  t e s  o f  t h e  1 980-+ LOV ' s 'Nere detel"!!1i ned J y  a ssufi1i n g  tha t t:,e r a  ti 0 
of i n i t i ai i c! l e r3.tes of 1 380 and l a t�r LDV ' s/ l 3i 5 - 1 9 7 9  LDIf ' s  is equa l to 
the ra�io of i n i t i al F7? rates of 1 980+ L.8V � s!1 ?7S .. 79 L.')V ' s .  

I I .  Low ... ! 1  ti tude L i c :' t  ... dutv i'rud:s C )- BOCO PQ u n c! s 1  

T h e  detsrioration ra tes , a s  a percent of i n i ti a l  idl � em i s s i on rates , 
for al l model yea r categori �s of t h e  O .. 6CCO pou nd LOT ' s  are a s sumed to 
equal :�e �erc � :'1 t  d et ar i orat ic n r a t ; s  of FT? em i s s i ons 7:::' ; '/eh i c i es o f  
the same mod e l  year and wei g ht ca t egory . 

The i d l e  �mi s s i o n  rates of the pre-1 9 Sa and 1 963 ... 1 974 rr.odel yea r 
LDT ' s  i n  the 0 .. 6000 pound ca tegory 3.r� aqua� to the LDV i d l e  em i s s ic n 
rates of the same :ncdel ye!r group s i nc e  these LiJ'j ' 5  a nd LDV ' s  ar� subj ect 
to the same s ta ndards . 

The i n i ti a l  i d l e  omi s s i on rates for the 1 975-1 978 model year LDT ' s 
in t h e  0-60CO :::our:d group were determined from the ,ne.!n =m i s s i ons 07 a 
samo l e  of 1 97 5  truc ks tested in the P! ' 74 Ei='P . The i n i t i a l  i d l e  em i s s i on 
rates 'ltere c a l c u l ated by appl y i n g  the detel"';or� t i o :1  rat�s to t� e  ;':":ean 
e.",i s s ; o n s  a t  the mean tes: .,i l eage and '�or k � n g  backwards to zero m i l eage . 
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-:-he � � i : � '!i i j l �  �':1� s s �·:)ns -:f : !'- �  �-:CC:G ::;Ct.;:-:C '..:- ' 5  �;'1 : !"1 e  ;cs:
� ?73  -oc: 1 j'2:!rs .'I'=!"2 ::=:2;-: � red :/ =.s�l,;r:1 � r. -; ,  ": ::; r  =:'(2...7.:1 : -2 .  :h�: ': � e  
r :! � � o s  ·J7 " i : i � l  � d l e rl':2S Jf  1 979- 1 932 �JI ' 5 n 975- I ]i3 �JT ' 5  are 
eat.:a1 �o e r l � 4 os cf i n i t i a l  :=-? rltes cf 1 979- 1 :22 1_J i ' s / 1 9i S - 'i 973 
�:J7 ' .5 in :; e �>6000 :Jcui",d .;r�tJP . 

iCCl �·�:·:C ::�u:"d -:-, .. ;c�<s 

-,, � l ,, � : � c. ;  � :! ; � ��� S 3 � G  r : ':2S J� :!"te Jr�-1 -:: 70 3.�d i ?7,)- � 9 7: 

;��e �o ���,: � ';;-�� t � �s �.�e 7�';C �� �;; ���;�e:���E'�:�' 'i�;� �����i��2�r�: 
1 9rJ i..:'7" s i:re-� g63 L:" I ' s  !"� :; s s l1t:1ed to e-:t.:3. i :�e r s.: i ;Js sf ; .'1 1 : ; 2. 1  

F�? 2:":i � S S � 8r.s J f  ': � e  S 2./i":9: 3.te,;"c r i e: s  s f  '/2::I ; c 1 es . -�e r a t i c s  o f  ':!"',e 
; n i t -i 3. �  i c" � e::Ji s s � :Jns of ]'':- 1 9 7 3  L j T ' 3 /Jre- 1 9  .... :J '..: - ' ;; ai2 cCi s � ':ered 
-:J :0:;,:a1 t:-e r 2. t i o s  07 �n'; � a l  ::7? er.1 1 ss i .:r.s Gf t�e S 2;.;e ca:egc r i es cf 

'"e h � c ; es . 

7'--.2 � .::� e  et2i� r::r : : � G �  r ::..':�s � r.  ;::1/-:: :"I fer :::;� - : 9  ":;'2 
; ;:�C- � ;:-3 1�:;7' ;r1 ': :-O e  5C':; 1 - ::CO :cUrld C 3.  2�C;j 1i �-:'J ? 1  i j � e  
C � ': 2 !"' � .:r :l": ; :::"l �:e5 :7 ::-:e  :i2 � ; S-':2 ��a  -: � i ?52- i :- .1  !_J -;- '  .".e 
O-oCCO acunc c.:tao;cr:'. 

: '1 e  i d l o:  2::1 i s 3 i on r3:23 cf ':�e �ast .. i 973 '-ST '  � i1  ":l":e 5CC l -35CO 
;:Jcuna .c;rouo �:re eo:ual tJ ::�e i dl e: em� s $ i c n  ... . l:e.S :::: ':�e :ll)s"'> i 978 '_J7 ' 5  
i .'1 :�e ')-5CCC ;Jcl..:lid gro::;u� S � :'!O:2 ":he.se :i!jC�S :!re. S s��.:t '.:0 ::-te :sere 
ccn-:r-:: l s .  

r : r .  L:;, .. �-�l -: � ::.:cc ·�2 :;" I 'I"':Ut'l \'�1 �r: : es ( ; � 3;J : � 1e-'s,.,,':!)"'=d: 

the 'j�: l;�; e l��t��:c���;�� ;:� :�o�� i ����� ��� ���a �C :;������;�.��� i n  
cete)'" 1 cra: � e n  ia�e 8 f  the .,:re.- � 963 -3.nd 1 ;62-i 97·! LJ'j ' s ,  res Jac: � '/'= 1 :, .  

A SCJi!� 1 2 of g a s o l i ".e-DO'.o(ered Hell ' s  i n  :he :::r � - : ;iC , � 7Q - : 9 7 2 ,  and 
1S7.i-l ;73 ::-:cd e l  lear cat2-;o r i � s  ··�2r2 :estec . -'''1e 7.2?:": �d� 2:iL i s s � c , s  
cf t::�S e 1:2S-: ve� i c l es · .... ere Jsed -:0 ::::et2:r::.�, .... e ':.10:  � n i t � a l  d l e  ?;:.:i 5 S i cr. 
rat:?:s :; aO:l I Ji l"' 'j  ::-:e: � ·: : e  ':eter icra.-: i on r 3. �2S 2nd wor k i n g  Ce.cb/2rds 
frcw the age 2t t i r;.e af tes -::: :0 a-;e z=)"' :) .  '7"he .1·;e -3.:: time of t2St ',tJas 
deter77li n�G by c:t:1oc.r i r. g  t1e aver'ic;o:! mi 1 -2i!se of ::-:e S2r.D � � '/e;, � c � es to 
the accu:;:u i lte<:l annual -::� l es dr� 'I,=n a�d the c �rrespond i ng age � i '/'="  ; n  
,l.P -..J.2 , SUP? l eme:"lt 5 for g a s o 1  i :1e ;:cwe)"'ed ;':C'/ ' s . 

-:-1'1e i n i t i a l  i d l e  ,;"ates of the 1 9 79 �nd : a:�l'" ;ase l 1 ne-aOl.,er�� :�C'I ' 5  
'Here Ge)"'i'led jy a s s ;,;r::� :1g t!1a': the rat i cs of i n i : � a l  � � i e  rates of �ac:' 
ii:ode1 year c .lte'Jcry �.DV ' s  to 1 974 .. 1 9i3 '�D\/ I ;  are �c!Ja l -:0 ':�e r at � os 
of ; :1 � : � 1 1  FT? r1tes of the s ar.;e catet;cr i es of ·/eh i c 1 o:s . 

7he i d l �  ':e":!;!l"'�cl'"a t � ·-:::l r:!tS:5 ; " S':7I/--nin  7cr :he � 979 lnd 1 at.:)'" -:-:c d :: :  

{�a���D��
r

���!l"'������ ����;':�� ��e :�� ���; i �� :;�? :�a��:':��� �;�e s���es 

cent,;", 1 :;l"'�U(' . 
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'In . Other Hiqh_<l t1 tude '/eh i c 1 �  CAt.aori es 

The i dl e  a!l'Ii s s i c n  rates 70r a l l  ot!'ier cltegor i e s  o f  h i g h  .. a l t i tude 
'1e!"li cl es "",ere determi ned u s ing tne same as sumpti o ns outl i ned a cove ( so 
that t n e  ra ti o of n i oh"a1 ti tude to l ow .. a l t i t:.Jde i dl e emi s s i o n  rates 
equa l s  the ra ti o of hi gh .. a l titude to 1 ow .. a l t i tude exhau st rates for the 
SAme model ye. r s )  � i th the fol l owi ng excooti c n . 7l1e 1 975-1 976 LOT i d l e  
emi s s i o n  rates for t h e  0-6000 ?ound group '..,er'! determined from the me!n 
!!I'11i ss i ons o f  1 9i 5  :r.cde:l year ":rtlcks tested in t�e lJen'ler PY ' 74 EF? by 
the same -nethod dsscr-i J�d for i ow-a 1 ":i tude i 975 .. 1 973 L:Ji I S .  

'I I I ! . Cal i fo rn ; a  L i a h t-duty Autcm o b i l  es 

The idl e em i s s i o n  rates of pre-1 965 :nodel year Cal � forn;a veh i c l es 
equal t�e i d l e emi s s i o n  ratas of pre .. 1 968 model year l ow .. al t i tude 
vehicl �s s i nce both groups o f  vehic1 es are uncontro l 1  ed . 

The i d i e deteriorati o n  ra tes , in percent of i ni t i a l  i dl e emi s s i on s , 
for the 1 966T' Ca1 i forn i a  '/ ehi cl es equal t � e  ;:e-:-cent F7? 1et2ri orati on 
rates fer th� same model year Cal i forn i a  '/ehi c l es . 

The 1 966 tnroug h 1 97 5  moc!el year Cal i fo r n i a  LJV i ni t i a 1  idl � HC 
�nd ,'lOx em i s s io n rat2s ( a nd �;,e 1 965 .. 80 CO ra tes ) ','Ieia d e r i v ed from 
the mean i d l e  emi s s i o n s  o f  sampl es of Los Angel es v e r, i c l es tested i n  
the FY ' 71 , FY ' 7 3 ,  and FY ' 74 E F?  The same method o f  detenni n i  ng 
the i n i � i a l  e!'!l 1 s s i o n  rltes was used f-:Jr t�e Cal i fornia vehi c1 es as '""as 
described above for 1 0w-al �i tude LDV ' s .  

The 1 977 and l a ter Ca l i forn i a  i ni ti al idl e HC and :'lOx rates (and 
1 98 1 +  CO rates )· ',�ere de":2nnined by a ssumi ng that the r a t i o s  of i ni ti a l  
i dl �  rates of each Cal i forn i a  model ye3r group LOV ' s/1 975-i 975 LDIf ' s 
are eoual to the ratios of i n i ti a l  FT? em i s s i o n  rltes ojf the 5ame 
categori es o f  Cal i fo r n i a  LD'I ' s .  

I X .  Other Cal i fornia '/eh i c 1 e Catecories 

The i d 1 e  emi s s i o n  ratas for a11 o�her ca tego ri es of Ca l i ;orn i a  
\Ie n i cl es we!'e determi ned u s i n g  t h e  as sumpt i o n s  ou tl i ned a bo v e  for nan
Cal i fornia veh i c l e s .  
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:'1 , LC'H-3.� ":: ��:.;d� � i asel -;l(:'!I'e'!"'!d �ea'J%-cu":'/ '/�h -: c i ;s 

Ihe l d 1 e  jet�r i c r 3. t � c n  r�tes a'!"e lss:";:i1ed ta -:1J1.;al z�ro for a ( �  .rr.cd� l 
ye3.rs . The pre-19id and the 1 97d_ ! 9i3 mcd e �  year d i e s e l  liD\{ i d l e emi s s i on 
rates eGua 1 the :nean e!!li 5S icns af S 2.I11p 1 e 'Jehi c � �s tested . 

';"�e i n i � i a :  i d l e  r1tes of :he 1 9 7 9  and latar ·..!0'l ' 5  '11'?,:"e c a l c !.l l ated 
by a s s "" ' '' g  ::;at tne 1" ! � i C S  :;f 1 i'; � : � a l  i ,j " e  i!t.eS 87 1 9"7'; !:1C 1 at2r ,�'O'j I S ! 
1 9 7.!- l 9i2 .��J'I ' s  �-:ua� :,'":e ':" :i. t � os of � n � t i a :  .::-.' :-" ltes ei :I":e s aJ7'e c3ta ... 
;cr � 2S :;.p ''':;::,' '  3 .  

1/ • L,::·,'I-2. 1 "':  � �:...:ce \10: t;::rc'lc 1 as 

The � ,'1 � t i a l  i d l e  �'71i S 5 ; C n  rl:es fer �o�c,:"cyc 1-=s  ·dere deter"'�r:ed by 
t�e "fa 1 1 C','Ii.'lg r2.ti o s .  ::-:e r2.t ;os of i n i � i a l  � d l e E:.1i s s i o n s  cf the :)re-
1973 n:ot,:::!"'c�JC � es /Jr� .. � 953 LJ'J t s ,  1 9 72 - 1 979 ::.atorcyc les!;Jre-"1 9:'3 ;;:otor ... 
cyc � '2 S , 1 ?20-"i9S2 ;;:O:Jrc�/r; 1 es ! 1 973- 1 9 79 ;-;:c-:cr::yc1 es , 3."d 1 983...1. :7:o:or .. 
c:/c l e s / � ?30-32 -:-:o:G!",cyC ! �S �r,= 2cual : .) r :! t � c s  sf :h� i n i -:: ' a l  :=� �'71is .. 
S 1 Cr.S 7;:;:" ::-:e s axe ':: l:�;cr � -=s 'J"f 'J2h � c ; 2S .  

';"h e  � :l e  C2:2r�uT'a':icn r2.tas , � n  ::�r:;;r1t ')f � .1 � : � 2. :  i c 1 a  2!TI1 S S 1 C n s , 
f:::!"" 3. 1 i ':':;':2scr��s .'J7 ::-:0:crCjc 1 2 S  :lr� � s s ;..:;--=d 2'::.1 2. 1  "':J ::-:� ,- l t � o  or 
ex;, aU5: .:!e:2!"" � -:r;l t � o n  ;li:eS :0 ; n i "t ; 3.1 e;{h2:..: s "t  ra:eS fer- t.'-!e s ar.1e cate
gcrias of :i.ct.::rcyc 1 -=s . 

II I .  4i an-a i :i ""':!..lce 1_ � G;'t_,: :.; "t '/ . .!ut�r.:cc i i �s 

0112 i d i e  c2terior2.�1Cn r�;:es , 2x:res52.:f �n J'2!"C�": J7 i n i : i a i  
e:r:7 i 5 S ions , fGr' any c�m:rol ::ate-;crj' af LJlj l s  e-:t.:al :,�e �E:rc3r.,: :=� 
':e,:er�c!"'at�C'n �:!-::es :;7 the serre c::::n-::rc: .-::!:ao;cry. 

i d l e  

T''1e i 1 f t ; ! !  i d l "2  er,i s s '; ��s J 7  1 i -;:-: - � � -:: "i::,.;ce J}'"�-(;:;"':"'''''' 2a :,'-}'":;u;r 
"i975 '"':OC2; ye:.r !..C 'j l :;  <'1;::12' ce; � '/ e G  riCm �e�:1 2S�-::::2:2S ;7 ':;�;-;:J l�s  <yf 
_'en'J::!"' ·/en i c l es : e s te.d h :;.2 :::'f ' -;' 1 .  := '! ' i : . ���  -:; '( ' 74 ::?J . .... -:� l � -: : i � ,  
r5.-::es '''I2!"'e '::;2r � 'i.?d fl""cr;'! "t � e  Te;i.n .,'3. � :"ES ;y :,�e :; :;;;:e :�et!1c� C'2s.::-- i : e :J  f:;:r 
lcw- a 1 t i :ude �:':· '1 · 5 .  

"'"""::e � .::! l e  �:i1i S S 1 Gn n . ."t2s Jf " ' r;;' .1-a l : i -::'Jc L�·'I ;r'o'..;ps Je:'tlEe!1 � 9 ii 3J'1C 
1 933 :r,od e :  p� J.:' s a:--e ,'!s:;;J..-:eG � :)  :e ::-:e s :::r:e E�<J �o t:!".e r ;espec:'i'le 
l m  .... --1 H i t:..:de !..DV ; d � e  rJ.tzs B t,1e i.!t � :  J':: :;�S2 n i 9 h � <1  : : '.::",:G2  s;<i"':a.ust 
rates to � �W-3. � � i tuc:!e exnau3t rat2S 7C;'" t;,e ::,ri2siJcr. d i r. --:ode i year S'r�:;:'J::ls . 

7he 964.1.. 1 � �h--5: � 
:he. i ow-a t i :�de �::;V ; � 
t:-:2 2:< "1 :; :  :'C<;! 'Jf :' � S'h-c. 

:..c a  L::::V � j l a  �!7":� S 5 i c n  r'1t2S are assumed ecua 1 
2!i1i � 5 i o n  r3.:2S Jf t�e s .a:-�e ::�c{lel jear cue '::0 

: tude r2S"u l a t 1cns . 

0018.1 
:: - 5.1 

.:Ji',<{f.D S1� .. 

� ::. 
f f 

; # ',. 
� �/ �  "'��i ( PRO�tc. 

UNITED STATES ENVIRONM ENTAL PROTECTlbN AGENCY 

WASHI NGTON, D.C. 20460 

NOV 1 7 1978 
Mr. David J. Bard in 
Administrator 
Economic Regulatory Administration 
Department of Energy 
Washington, D.C. 20461 

Dear Hr. Bardin: 

OFICICE Of" ENFORCEMENT 

" ' ."� .; (, �:; A 

On October 27,  1978, the Economic R.egulatory Administration of the 
Department of Energy published a final rule vtJ.icb allovs refiners to 
al locate increased costs to gasoline on a greater than pro rata volumetric 
basis (43 Fed . Reg . 50386 , October 27, 1978) . This letter incorporates 
our comments to these regulations. 

As you know, we bel ieve that any action to remove controls from motor 
gasol ine should take into consideration the impact which that action will 
have on the price di fferential between unleaded and leaded gasoline. We 
Rre concerned that any act ion that increases tbat di fferential will exacer
bate the already unacceptable level of use of leaded gasoline in vehicles 
requiring unleaded . Such use does irrevocable damage to the catalytic 
converter, the key component in the emiesion control system, thus adversely 
affect ing air quality . 

In the regulatory analys i s ,  it was estimated that the maximum 

impRct of adopting both alternat ive 2 ( a l l ocation of 10 percent increased 

product costs to gasoline) and alternative 4, Rub-option B (al location 

of increased nonproduct costs according to yield of gasoline) would be 

3 . 9  cents per gallon. These alternatives were adopted in the October 27 

rulemaking , and it VRS noted that "refining nonproduct costa and the 

cost of facilities for produ.c tion of gasoline. particularly unleaded 

e!.��i:.� are generally higher than for product ion of other heavier 

produc ts .1t 43 Fed . Reg. 50386 (978) ( emphssis added ) .  It therefore 

seems likely that the 3.9 cent increase will be disproportionately 

allocated to unleaded grades ,  increasing the di fferential between unleaded 

and leaded gasoline. 
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The most recent data we have OD gasoline prices iDdie.t� that as 
the price of gasoline increase s ,  the differential between tbe price of 
unleaded and leaded gasoline aho inc rease s ..  Thus , baled both OD empirical 
pr ice data and your project ions , we can expect the price differential to 
increase . 

We believe that measures should be considered which will provide 
assurance that the price differential will Dot increase and indeed wi l l  
b e  reduced. We wou l d  l ike t. o  york through the ongoing EPA/DOE working 
group on ga soline to consider measures to deal with the enviroamentally 
troublesome price di fferential problem. 

Thank you for the opportunity to comment on the coat allocation 
reg?lllt ions . 

Sincerely yours ,  

� 
Benjamin R. Jackson 

Acting Deputy Asa istant Administrator 
for Mobile Source and Moise Enforcement 

(EN-337) 

cc : Office of Pub l ic Bear ings Management 
Economic Regulatory Administ rat ion 
Room 2313, Docket Mo. ERA-R-77-3 

\..iu.:;..83,B 

.ii.f,O$T.f� 
: ft "* 
\� � UNITED STATES ENVI RONMENTAL PROTECTION AGENCY 

""-s,..f{ PRIfot-d' WASHI NGTON, D.C. 20460 

Mr. David J. Bardin 
Administrator 

DEC 1 1918 

Economic Regulatory Admi nistration 
Department of Energy 
Washington, D . C .  20461 

Dear Hr. Bard i n :  

OFFICE O F  ENFORCEr/orr 

Thank you for your letter of October 6, 1 9 7 8 ,  to Mr. Dou g l a s  
Cos t l e ,  Administrator of the Envi ronl!lental Protection Agency (EPA) , 
requesting that we consider aT'lending the lead phase-doVll regu l a t ions 
( 40 CFR 8 0 . 2 0 )  to permit the lead content of the gasoline pool to be 
averaged on an annual bas i s  instead o f  for each calendar quart e r ,  a s  the 
regulations require. t-fr . Costle has referred your letter to me for a 
response. 

\-/e have discussed with refiners a proposal that wou l d  enable them 
to use less than the a l l owable lead level in one quarter, so that they 
may ex.ceed the lead phase-down s t andard in another quarter without being 
in violation of the regu l a t ions . This concept i s  referred to a s  "banking". 

We have not been provided data by the indu s t ry quanti fying the 
effect o f  banking on gasoline supp l i e s , particularly supplies o f  unleaded 
gasoline. I n  addition, any consideration of banking must be made in 
l ight of the National Ambient Air Quality Standard (NAAQS) for lead 
which is defined on the same quarterly b a s i s  as the lead phase-down 
standard. Lead from mob i l e  source emiss ions has h i s torica.lly accounted 
for approxima tely 90 percent of airborne lead in urban areas. The 
control stra tegy for achieving the NAAQS for lead i n  densely populated 
urban areas includes achievement o f  0 . 5  gram per g a l lon (gpg) lead in 
the national gasoline pool by 1980. We are examining the impact that 
banking would have on ambient lead leve l s .  

EPA is developing guidelines for t h e  assessment of penalties a t  
refineries wtdch report a quarterly pool lead average in excess of the 
applicable lead phase-doVll s t andard. The guidelines wi l l  provide for 

m i t i g a t ion of penalties under certain c i rcumstances where instances of 
equipment malfunctions and maintenance requirements cause refiners to 
exceed the lead phase-doVll s t andard in order to ma intain historical 
levels o f  gasoline production at the refinery. 
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If you have any addit ional questions related to this is sue . please 
contact me at ( 202) 755-2870. 

Sincerely youra . 

Charles N. heed L 
Benjamin R. JackiJn 

Act ing Deputy Assi8 tant Administrator 
for Hobile Source aDd Noile Enforcement 

(EN-337) 
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COMMENTS OF 
THE BUREAU OF COMPETITION AND 

THE BUREAU OF ECONOMICS OF 
THE FEDERAL TRADE COMMISSION 

CONCERNING THE 

DRAFT ENVIRONMENTAL IMPACT STATEMENT 
ON GASOLINE DEREGULATION 

Department of Energy 
Dockets: ERA-R-77-7 

ERA-R-77-3 
ERA-R-77-l5 

710744 

Alfred F .  Dougherty, J r .  
Director 

William Comanor 
Director 

Bureau of competition Bureau of Economics 

Communications with respect to these comments should be 
directed to : 

Ronald B. Rowe 
Assistant Director 
Bureau of competition 

Marc G. schi ldkraut 
Attorney 
Bureau of competftion 

Michael o .  Wise 
Attorney 
Bureau of Competition 
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Keith B .  Anderson 
Assi stant to the Director 
Bureau of Economics 

Calvin T. Roush , Jr . 
Economist 
Bureau of Economics 



1 .  SUMMARY 

The Departme�t of Energy is presently considering 

several regulatory proposals dealing with gasoline pricing , 

including removing gasoline price and al location contro ls 

at the ref ining , wholesaling and retailing levels of the 

industry ( " deregulation" ) and changing certain cost pass

through rules applied to ref iners and dealers ( " tilt" ) . I n  

November , 19 7 8 ,  a draft environmental impact statement ( "DEI S " )  

was issued in connection with all o f  these proposal s ,  and 

comments were invited. �I 
In this comment, the FTC ' s  Bureau of Economics and 

Bureau of Competition �I focus on several alternative courses 

of action discussed in the DEIS . These a l ternatives include: 

maintenance of contro ls ; deregu lation ; tilt; contro lling 

retail price differences between leaded and unleaded gasoline; 

controlling retail margins for unleaded gasoline ; and requiring 

retailers to post prices . The comment reviews and evaluates 

the DEIS assessment of market behavior , market consequence s ,  

and competitive functioning under these alternative scenarios 

in order to test its predictions of environmental consequences . 

,; 4 3  Fed . Reg . 54125 (Nov. 2 0 ,  1978) , 43 Fed. Reg . 57610 
TDec. 8 ,  1 9 7 8 ) . 

**1  The views expressed in this comment are those of the 
Bureau of Competition and Bureau of Economics and may not 
necessarily reflect the views of the FTC or of any 
individual Commi ssioner . 
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The DEIS ' conclusion, that there will be no 

environmental degradation due to decontrol , is not 

d isputed her e .  But the DEIS ' analytical rationale to 

reach that conclusion is inappropriate. The f i nal EIS 

should incorporate a qualitative analysis of supply and 

demand. As this comment demonstrates , such a n  analysis 

would reach basically the same env ironmental conclusions 

as the DEIS . 

The DEIS as sumes that decontrol will cause a 

price increase of at least 3 cents per gal lon , which in 

turn, it is argued , will cause an increase in the price 

differential between leaded and unleaded fue l .  According 

to the DEIS ' premi ses , these price changes wi l l  encourage 

consumers with late model cars to switch from unleaded to 

leaded gaso l ine , thus poisoning the cars ' converters and 

causing some environmental degradatio n .  The DEIS argues , 

however, that this environmental effect will be offse t ,  for 

decontrol would mean higher prices and therefore less 

gasoline consumption, and lower gasoline consumption will 

yield air quality improvements. 

There is no assurance , however , that the controlled 

price of gasoline w i l l  in fact remain at the low level which 

the DEIS predicts . Under reasonable assumptions about the 

behavior of refiner s ,  the controlled price could be as high 

as the decontro lled price , and in the extreme case the 

controlled price could be even higher than under decontrol. 

- 2-
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A l s o ,  since existing price controls do not 

constrain the relative prices of leaded and unleaded 

gasoline , there is l i ttle reason to expect that decontrol 

would lead to a larger price differential between leaded 

and unleaded. The DEIS proj ection of historical trends 

to predict the d i f f erential is inadequate . There will 

p robably be little or no difference in prices , or i n  

price dif ferentials , between the controlled and decontrolled 

s i tuation s .  Indeed, price diff erentials may b e  less under 

decontrol if decontrol results in greater production of 

unleaded fue l .  Thus , an e f fort such as the DEIS to predict 

envi ronmental consequences in these situations by looking 

at price phenomena should find little or no environmental 

degradation as a resu lt of decontr o l .  

Moreover ,  the DEIS analysis g i v e s  too little 

weight to signif icant supply factor s .  controls could 

di scourage gasoline production , causing thereby a disequili

brium in supply and demand . Supplies under controls will 

probably be less than under decontro l ,  and the impact of 

the shortage would be felt most acutely in the supply of 

unleaded gasoline. Th is will either cause a greater unleaded/ 

leaded price di fferential than if price controls did not exist , 

or an absolute inabil ity to get as much unleaded fuel as is 

desired at the preva il ing price. In the latter cas e ,  drivers 

would misfuel not just because of price or performance , but 

because of necessity . The DEIS does not consider the possibility 

or impact of such a shortage under controls . 

-3- 0U1.89 

If decontrol in fact a l leviates shortages , 

greater overall gasoline consumption might cau'se some 

degradation of a i r  quality . But this environmental impact 

would be offset, for the additional supplies of higher 

octane unleaded gasoline which would be available under 

decontrol would reduce misfueling and catalyst poisoning . 

Available information does not permit this balance to be 

quanti fied, but qualitatively it reinforces the conclusion 

that there is unlikely to be any significant adverse 

environmental impact from decontr o l .  

T h e  D E I S  a l s o  examines the economic implications 

of a number of actions as a l ternatives to complete decontrol .  

One a l ternative, direct controls o n  the individual retailer ' s  

price difference between leaded and unleaded fue l ,  may have 

an unintended perverse impact on the environmental situation, 

by reducing the availability of good quality unleaded fuel 

and actually increasing the average price d i � f erential 

throughout the industr y .  It would encourage dealer promotion 

of leaded fuel sales , resu lting in increased misfueling of cars 

which should use unleaded fuel to avoid poisoning their 

catalytic converter s .  

Another alternative discussed , direct limitations 

on retailers ' margins for unleaded fue l ,  w i l l  probably have 

essentially the same environmental impact a s  complete 

decontr o l .  If margin limits d i d  have any e f f e c t ,  they , 

like direct price differential contro l s ,  would probably 

distort market responses , though not so severely. 

The DEIS does not discuss in detail one proposal 

aimed directly at posted pump prices , namely different e�cise 
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tax rates for leaded and unleaded gasoline . A lower tax 

on unleaded gasoline and/or a higher tax on leaded gasoline 

would discourage consumer misfueling �,oiithot',t creating 

the economic distortions of the fixed price differen-

tial .  

The DEIS suggests , a s  a possible nmitigating" 

measure, requiring retailers who post signs advertising 

their prices to display equa lly prominent signs for 

leaded and unleaded fuel. This indirect regulation of 

unleaded margins is intended to reduce prices and price 

differences by encouraging market competition . Although 

federal regulations may not be needed to stimulate such 

competition, they might produce some positive benefits , 

and the Department of Energy probably has statutory 

authority to adopt " equal prominence" posting rules if 

it wishes . 

I I .  CONCLUSION O F  THE DEIS 

The DEIS concludes that there w i l l  be two basic 

effects of deregulation: 1) the price of all types of 

gasoline will rise more than under regulation, thereby 

r.educing total gasoline consumption ; and 2) the leaded/unleaded 

price dif ferential wi ll increase more than under regulation, 

thereby inducing misfueling of catalyst equipped automob i l e s .  

I n  t h e  most likely c a s e  these effects a r e  expected t o  be 

-5-
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sma l l  and the adverse environmental eff�cts of misfueling 

are expected to be offset by the favorable effect of lower 

total consumption. Only under an unlikely, major supply 

shortfall does the DEIS expect that there will be signifi

cant adverse envi ronmental effects from decontro l .  

A .  Supply, Demand and price 

Under each "deregulatory" alternative ,  the DEIS 

predicts that gasoline prices will increase. I f  controls 

are maintained, by 1 9 8 0  the DEIS predicts an increase in 

average prices of 5 cents per gallon. The tilt proposal �/ 

would result in an additional 2 . 5  cents per gallon increase 

or a total of 7 . 5  cents ; deregulation with or without the 

various mi tigating a l ternatives would increase price 3 . 7  

cents over the continued control scenario, to a total 

increase of 8 . 7  cents . 

DOE ' s  predictions of gasoline supply and demand 

depend upon a second paper, Motor Gasoline supply and 

Demand Through 19 8 0 ,  prepared by the DOE Energy I nforma

tion Administration. �/ Based upon existing ref inery 

capacity, and capacity under construction, refinery 

utilization rate s ,  octane mixe s ,  and variations on some 

v See I I I  B �. 
* * /  Analysis Memorandum AM/ES/78- 19 . This analysis has 

since been updated , in 1 9 8 0  Motor Gasoline Supply and 

Demand, AM/ES/7 9 - 1 2 ,  whose results w i l l  presumably be 

�ed in the final E I S .  

-6-
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of these factor s ,  that memorandum predicts that there w i l l  

b e  sufficient supply of gasoline b y  1980 to meet -demand , 

if domestic refiners are w i l ling to take certain measures 

to increase supply. DOE finds that, while a supply shortage 

1 S  unlikely in 1 9 8 0 ,  it is more likely for unleadec 

gasoline . E liminating controls w i l l  make a supply shortage 

less l ike l y ,  especially after 1 9 8 0 . 

Overall gasoline demand is predicted to be between 

7 and 8 m i l l ion barrels per day, the figure depending largely 

upon the general state of the economy . This demand will be 

price-sensitive; the DEIS f i nds that gasoline demand will be 

dampened by 2 1 , 00 0  barrels per day for each 1 cent increase 

in gasoline prices . �I Thus , the 8 . 7  cent per gallon increase 

in gasoline prices which the DEIS predicts under decontrol 

entails a prediction o f  decreased gasoline demand of 

1 8 3 , 0 0 0  barrels per day . 

B .  The Leaded/Unleaded Price D ifferential 

The d i fference in average prices between leaded 

and unleaded fuel is now 4 . 4  cents . The DEIS projects 

future price differences by assuming a fixed relationship 

between the average price of all types of gasoline and the 

leaded/unleaded price di fference. If controls are main

tained , the DEIS predicts that this difference could reach 

4 . 9  cents , or even 6 cents . Under deregu lation , the DEIS 

predicts the d i f ference w i l l  rise an additional . 3 7  cents , 

to 5 . 2 7 cents per g a l lon , but may rise to between 7 and 9 

y OEIS IV-23 , IV- 5 7 .  

\J01.93 
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cents . Under t i l t ,  the predicted di fference would 

reach 5 . 15 cents per gallon , or perhaps higher . Under 

price d i fferential controls the price difference at a 

given retail station could be reduced to 3 cent s ,  or 

perhaps zero . 

The DEIS evaluates severa l  stud ies of fuel 

switching behavior , to predict what drivers w i l l  do when 

faced with vnrious price d i f ferences . It finds that fuel 

switching i s  dependent on the age of the vehicle as well 

as the d i f ference in price s ,  and may be as dependent on 

performance as on pric e .  Because of problems in these 

switching studies , the DEIS gives a range of likely 

swi tching rates . Its "expec ted case" generally shows a 

fairly low switching rate , except when the price difference 

exceeds 4 to 6 cents , or the vehicle i s  more than 3 years 

o l d .  Concern for perfonnance may account for 50% of 

m i s fueling , according to some switching studies . �/ The 

DEIS notes that these studies were made before the 

introduction of premium unleaded gasoline by several 

refi ners . The DEIS believes that this new product would 

not change its basic conclusions , and would in fact improve 

y OEIS IV- 5 5 .  

- 8 -

\J01.94 



its "worst case" envirorunental scenario , by de'creasing 

performance-motivated misfuel ing . The OEIS also notes 

that the i n troduction of premium unleaded represents an 

increase in compe·ti tion for unleaded fuel users , likely 

to yield downward pressure on price general l y ,  and on 

the price dif ference. 

C .  The Envirorunental Impact of the Two E f fects 

The OEIS finds that in the expected case, the 

adverse envirorunental consequences of each of the various 

alternatives, includ ing decontrol ,  are " not signif icant . "  

Decontrol might result i n  a delay of one month in meeting 

prescribed envirorunental standards for certain problem 

citie s .  On balance, the impact of decontrol or other 

measures w i l l  be more than balanced by the reduction in 

overal l  gasoline consumption , through conservation or other 

measures , in response to a generally higher price level 

for gasoline . Even in the "worst case" scenar i o ,  the 

emissions increase due to price dif ferences or other factors 

i s  approximately balanced by the decrease due to the decline 

in demand . 

Refineries , however , may be straining capacity to 

supply demand by 19 8 0 .  The OEIS predicts there could be 

a serious adverse environmental impact if the shortage 

reaGhes about 2 1 0 , 0 0 0  barrels per day, corresponding to 

a price diff erence of more than 10 cents . �I 

�I The DEIS apparently believes the impact w i l l  result 

more from price-motivated switching than from switching 

in response to aft absolute shortag e .  P .  IV-29 . 

-9 - viJ1.95 

Decontr o l ,  by impl."oving the cl imate 'for invest-

ment in capacity expansion, and i n  facilities to produce 

unleaded fue l ,  should reduce the possibil ity of a supply 

shortf a l l ,  especially after 19 8 0 .  

I I I .  EVALUATION O F  SOME UNDERLYING ASSUMPTIONS AND 

CONCLUSIONS OF THE DEIS 

A more thorough supply and demand analysis than 

that in the OEIS leads to the conclusion that the OEIS has 

underestimated the price increases that are likely under 

continued controls . For a number of reasons , the most 

l ikely case w i l l  be a much closer correspondence between 

controlled and uncontrolled prices than that proj ected by 

DEI S .  This corr espondence would be expected for both the 

average price of a l l  types of gasol ine and for the price 

d i f ferential between leaded and unleaded gasoline . The 

reasons for this conclusion pr imar i ly involve f lexib i lities 

in the price regulations and are discussed in detail in 

part IV below. The major implication of this conclusion 

is that the price dependent envirorunental and economic 

ef fects of deregulation w i l l  be even smaller than those 

predicted by the DEIS and perhaps nonexistent. 

In the less likely event that price controls do 

hold down the price of gasoline signif icantly there i s  no 

reason to believe that this will necessar i ly have favorable 

-10-
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environmental implications. Contrary to UOE methodology, 

the leaded/un�eaded price differential is  not tied to the 

absolute price level and cannot be expected to be lower 

simply because of a generally lower price leve l .  Equally 

important, if  existing regulations did somehow resu�t in 

holding the price of unleaded gasoline below the deregulated 

level, as DElS predicts , the environmental implications 

would not necessarily be favorable. This is because the 

lower pr ice would probably be accompanied b;:{ shortages . � 
The unavailability of unleaded gasoline would be a much 

more powerful incentive for misfueling than high prices . � 
Shortages under continued controls are implicit 

in DEI3 price projections.  * * � /  Under continued controls 

DElS predicts a lower price than under decontrol . The 

higher price predicted for decontrol is presumably an 

*/ Shortage is here defined as a condition in which retail 
outlets sell out of gasoline without satisfying the dern�nds 
of all their cus tomers . 

* */ Ironically, the mitigating :actor, i r. this case, to t.his comparatively adverst::! effect of conti:med :::egulation 
would be the favorable effect of lower total exha�st e�issions 
because of reduced total gasoline cons��ption due to the 
overdll shortag e .  

* **/ DEIS did not recognize this implication apparently 

'beCaus e  it failed to integrate its s1J.pply and demand 

analy sis . Further evidence of thi s failure is contradic

tory a s stlmp'C.ions abo"..lt gasoline out;:n::t under decontrol . 

In some places it is assumed that there will be less 

consumptio71 due to t�1e higher prices while in other places 

it is as sumed that there wi l l  be r.\ore oroduction due to 

the higher pr ices . 
• 

- 1 1 -
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equilibrium price ( equating supply and demand) because 

the market would be unconstrained. Since no shift in 

demand is assumed between control and decontrol ,  the lower 

controlled price could be an equilibrium price only if  

supply were greater under control s .  Wi thout a greater 

supply, the lower price would imply a shortage . In fact, 

the supply is not expected to be greater under controls.  

Therefore, implicit in the DEIS price projection is a 

shortage under continued control .  � 

The DEIS contention that decontrol will stimulate 

the addition of gasoline refining capacity is compelling. 

It  also appears reasonable,  as the DEIS predicts ,  that some 

of the addition would occur by 1 9 8 0 .  The predicted 150 

thousand extra barrels per day by 1980 might be quite 

significant in avoiding an environmentally damaging shortage 

since most ,  if not all, of it would be installed to produce 

unleaded gasoline. �/ 

*/ This analysis is consistent with most markets with 
either competitive or monopoly elements. Only under 
those limited circumstances in a non-competitive market 
whtre the ceiling price is above the intersection of the 
marginal cost and marginal revenue curves would decontrol 
lead to a supply cutback. Since the DEIS analysis assumes 
an increase in capacity after decontrol it is apparently 
assuming either a non-competitive market structure which 
doe.s not fulfill the above condition or a workably competi
tive structure . 

* � /  A general shortage situation would also increase a 
refiner ' s  incentives to shave octane in order to increase 
supply at the lower controlled price. Capacity expansion 
to upgrade octane output is a less viable option. Since 
a great deal of switching takes place for performance 
reasons, lower octane in unleaded gasoline may lead to 
consumer switching to leaded premium. 
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IV . THE EFFECTS OF THE ALTERNATIVE ACTIONS ON THE PRICE 
OF GASOLINE 

A .  controls versus no controls 

The DEIS discusses the price effects of alterna-

tive actions at both the refining and retail i ng level. Some 

of the DEI S '  conclusions rely unrealistically o n  the 

effectiveness of price controls . Others take inadequate 

account of trends at the retail level which would affect 

price , but which are i ndependent of control s .  

1 .  Refining Costs 

The DEIS apparently assumes that refinery costs 

will be essentially the same under decontrol and continued 

controls , the only difference being the refiner ' s  ability 

to pass more of these costs through in prices under decontrol .  

However, the OEIS does not consider how existing regulations 

encourage refiners to use wasteful and 'higher cost methods , 

which boost their costs and price s .  The 'price regulations 

estab lish a maximum price a refiner can charge for h i s  

gasoline. This i s  based on the price he was charging on 

May 1 5 ,  19 7 3 .  Maximum allowable prices are permitted to rise 

to reflect increases in some costs . Such items include 

increased raw material costs , increased costs of product 

purchased for resal e ,  and some increased operating costs 

such as labor, shipping , and marketing costs . While prices 

can be raised to recover increased depreciation costs 

resulting from the use of additional capital equipment 

-1 3 - vlJ1.99 

in the refining proce s s ,  the margin on each ga1lon of sales , 

which must cover the cost of capital, is not perm i t ted to 

increase.  

Under these regulations , waste is not discouraged. 

The cost of waste can be passed through in the form of 

higher raw material , labor, or other operating costs . 

Since product costs can be recov ered under the regulations , 

while a return on the investment needed for capital deepening 

cannot, refiners are encouraged to upgrade their octane 

by buying more costly crude oi l ,  with natural ly occurring 

high octane fractions ,  rather than by investing capital 

in equ ipment needed to create high octane fractions from 

less expensi re crud e .  Thu s ,  this may not be the least 

costly way to obtain high octane fractions . 

F u r ther , existj ng regulations di scourage exploitation 

of more economical or effic ient techniques , because reductions 

in costs cannot be retained as pro f i t ,  but must be passed 

through a s  reductions in price . Since decontrol wou ld 

remove margin limi ts , refiners could then aim for a greater 

return on investme n t .  They might do so not only by raising 

price s ,  but also by adopting more efficient techniques .  

I f  these techniques affected marg in�l production cos t s ,  

profit maximi zing behavior would r e s u l t  in some of these 

savings being passed on to the consumer . 

Therefore , the re lative inefficiency of regulated 

produc tion suggests that the difference between general 

prices levels under control and under decontrol may be 

less than the OEIS predicts . 
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2 .  Average Gasoline Prices I n  the Event of 
a Supply Shortfall 

The DElS ignores the effect under controls of 

purchasing gasoline to satisfy any demand in excess of a 

refiner ' s  own production. That a major supply interruption 

could result in a large price increase is accepted as a 

possibility ".under the deregulation alternative only . " V 
However ,  refiner actions not accounted for in the OEIS 

analysis may result in a higher price under controls th�n 

it predicts . Prices may in fact by even higher than in the 

decontrolled environment. 

Control s ,  as noted earlier,  could lead to a gap 

between supply and demand . � Each refiner may find that 

at its maximum a llowable price it could sell more gasoline 

than it produces itse lf . It would be interested in 

augmenting its supplies if it could do so profitab l y .  

A source of supplementary gasoline f o r  which refiners can 

*/ DEIS IV- 2 3 . Under DEIS methodolog y ,  a large price 
1ncrease translates into a large leaded-unleaded price 
d i f ferential. 

**/ At the present there may be no gap between supply and 
aemand because for most domestic refiners the control 
price is above the market clearing price . See FEA ,  
Findings and Views Concerning the Exemption-of" Motor 
Gasoline from the Manda tory Petroleum Allocation and 
Price Regulations 1 1 1- 1 16 (September 1 9 7 7 ) . 
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vie is imported gasoline. Though DOE recognizes that 

increased imports of gasoline may be needed to increase 

supplies and meet demand through 19 8 0 ,  it does not analyze 

what such actions could cos t ,  nor what the price consequences 

might be. y 
Under price regulations ,  refiners are normally 

able to purchase product for resale, recover any higher cost 

of the purchased product by boosting the price of all their 

gasoline , and in addition earn some margin on each extra 

gallon sold . While imports are one source of this extra 

gasoline, there is only a limited amount of such gasoline 

available . **/ I t  is also important to note that the maximum 

price refiners wouid pay for such gas·oline is !!2!. the market 

clearing price without controls . 

If there were no controls , a refiner would only 

' purchase foreign product i f  it could make a profit by reselling 

it at a higher price . Contro l s ,  however, change the usual 

profit maximi zing calculus . A refiner would be willing 

y DEIS 1II-7 . 

�/ Despite excess capacity abroad the production of foreign 
gasoline would be limited because of the inab i l i ty to sell 
co-products . 
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to pay a higher price for product than its own ultimate 

sales price because the acqu'isition costs could be used 

to increase the price of a l l  products sold ( i n ternally 

ref ined or otherwise) . Thus , the highest price the refiner 

would pay for the foreign product i s  a price that, after 

averaging with all other costs , would increase the refiner ' s  

sales price of a l l  products to the market clearing level . 

In the most extreme case ref iners would bid up the 

wholesale price of available product to such a level that the 

domestic price of gasoline would be averaged up to a point 

greater than the price would have been under decontro l .  

This would occur because purchasing imports is the only 

way, under controls , that a company can profitably increase 

the quantity of gasoline it offers for s a le . If controls 

were removed, refiners could expand their domestic 

production. This might well be a less costly alternative 

and could resu lt in a lower equilibrium price . 

While a controlled price higher than a decontrolled 

price is unlikely , the DEI S 1  tacit as sumption that the price 

of available product will not be bid up at all is even more 

remote . 
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3 .  Retail Margins 

The OEIS bases its calculations of retail margins 

on projections of past dealer experience , including estimates 

of the number of dealers in the country and of what they 

would consider acceptable marg ins . I n  some passages , the 

DEIS predicts that under deregulation the number of dealers 

will not continue to decrease , but elsewhere i t  predicts the 

opposite. � The former conclusion is used by the DEIS to 

predict greater retail margins under decontro l .  

The OEIS points out that under regulations 

the number of stations has declined , and probably wi l l  

continue t o  decline i f  regulations a r e  maintained. The 

remaining stations tend to be larg er , and probably more 

efficient. Contrary to the prediction which OEIS uses 

to project higher retail margins , this trend is likely 

to continue under decontr o l .  Many regulations now in 

force , e . g .  the supplier-purchaser rule, protect smaller 

and relatively inef ficient operations . E l iminating the 

regulations may tend to eliminate these marginal distr ibu

tion operations. If the trend toward larger and more 

e f f icient retail stations continues , retail margins w i l l  

probably n o t  increase signif icantly , at least i n  real 

terms. I nstead , retailers may obtain acceptable profits 

� Compare DEIS IV-9 , IV- 1 2 ,  IV-13 , and IV- 3 2 .  
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through greater efficiency and higher volume per station. 

Thu s ,  contrary to one of the DEIS ' conclusions , decontrol 

will not necessarily lead to an increase in the per 

gallon retail margin . 

4 .  The Leaded/Unleaded Price Differential 
at the Refinery */ 

There i s  no reason to predict that the leaded/ 

unleaded price difference at the refinery level will  be 

higher under deregulation than under regulations. The 

DEIS allows that this is an area where the "greatest 

degree of uncertainty exists" in its ana13tsi s .  � 

It is thus especially unfortunate that this projected 

differential is the keystone of i ts environmental impact 

predictions . 

It would be expected under deregulation that 

refiners would set their relative prices in relation to 

costs so as to maximize prof its . since existing price 

controls place no restrictions on the refiner s ' ability 

�/ The effect of  retail margin l imits on the retail 
pr ice difference i s  discussed below in the context of 
the proposed extention of an unleaded retail margin 
ceiling. The conclusion is that price controls are 
superfluous at best. 

':.!Y DEIS IV-16 . 
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to manipulate the relative prices of different types of 

gasoline (as long as the refiner ' s  average gasoline price 

remains at the price control level) , the�e is no reason 

to expect that a smaller price spread will result from 

continued controls.  

The DEIS  methodology i s  unsatisfactory. I t  

extrapolates past relationships between changes i n  the 

average price of gasoline and changes in the leaded/ 

unleaded price difference. Leaving aside the ques tionable 

accuracy of the DEIS price projection under continued 

control s ,  there is no reason to believe that the factors 

that caused past price ralationships will  have any relevance 

in the future under either controls or decontrol .  

Indeed , i n  projecting that relationship forward , 

the DEIS f inds that i t  should not change substantia l ly 

" i f  relative supplies and consumer demands for leaded and 

unleaded gasoline remain the same . "  �/ Yet its own 

projections show a pronounced shift in relative consumer 

demand , with unleaded gasoline accounting for only 25% 

of demand in 1 97 7 ,  but 50% by 1 9 8 0 ,  and over 77% by 

1 9 B 5 .  �/ Such a shift in demand, if supply i s  permitted 

and encouraged to respond , is bound to change the relative 

price levels for leaded and unleaded fuels .  

� IV-20 . 

�/ DEIS I I I-8--III-10 . 
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B .  T i lt Versus No. Controls 

The proposed tilt regulations would permit 

refiners to pass through 1 10 %  of certain product costs 

which would be allocable to gasoline. � The DEIS analysis 

determines that fu ll  passthroughs of historical costs will  

not occur under tilt because of competitive pressure s ,  � 
and concludes that the price under tilt will  be . a¢ lower 

than under deregulation. However , whatever competitive 

pressures operate under tilt to hold prices below what 

ref iners would like to charge would presumably operate 

under deregulation also, so total actual cost passthroughs 

should be the same under either scenario. ***/ Accordingly, 

for the remainder of this comment no distinction will be 

made between the tilt alternative and deregulation . * * * */ 

*..I Non-product cost passthroughs also can increase . 

� DBIS IV-7 . 

* * */ The difference in cost passthrough projections in 
the DEIS i s  based on a higher cost passthrough for invest
ment costs under decontrol than under tilt ,  p. IV-7 . If 
market pressures under decontrol would not prevent this 
pass through then those same market pressures could not 
prevent the same amount of passthrough as adjustments in 
current and non-product costs under tilt .  

* * * */ There are some caveats to  this  conclusion. First,  the 
DEIS may be wrong about the predicted price under deregulation . 
If the deregulated price exceeds the potential cost passthroughs 
under tilt there would be a price difference between alternative 
action s .  However , if we apply the foreign product passthrough 
analysis to the tilt regulation it becomes apparent that the 
price under tilt may be either higher or lower than under 
decontrol depending upon the assumptions applied .  
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v .  Actions to Mitigate Switching 

A .  Retail Margin Limits 

One alternative which the DEIS suggests as a 

mitigating measure is apparently unnecessary , namely 

direct control of retail margins for unleaded fue l .  The 

DEIS itself f inds there will be little difference in 

ulti�ate prices , and therefore in fuel-switching behavior , 

between complete decontrol and continued unleaded margin 

regulation. �/ And it expects greater competition , 

especially concerning unleaded prices , under decontrol ,  

particularly as the unleaded market share passes 5 0  

percent. �/ 
Over the last several years there has been a 

s light upward trend in the price difference between 

leaded and unleaded gasoline , but there has been a slight 

downward movement i n  the retail margin difference . The 

increased price differential is apparently traceable to 

the supplier and refinery levels .  The evidence does nut 

suggest that dealers are tending to shave their prices 

on regular gasoline, making up their profits by boosting 

*..I DEIS v- 4 l .  

* * / DEIS IV- 3 3 .  I f  direct margin regulations require dealers to 
charge less than they would under normal market conditions,  then 
some d istortions of dealer behavior , tending to encourage sales 
of leaded gasoline , could be expected . These distortions would 
be more extreme under the fixed differential alternative 
discussed below . 
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prices on unleaded. Instead , i f  there is  a trend , it  is 

toward converging pricing practices for leaded and unleaded, 

with essentially the same retail profit on each product .  

While the difference between leaded and unleaded 

prices may be increasing at the refinery gate, market 

pressures have decreased the difference between leaded 

and unleaded margins at retail .  According to the Lundberg 

survey ,  the average retail price difference between leaded 

and unleaded fuel has increased from 3 . 3  cents in 1975 , to 

3 . 7  cents ( 1976 ) , 3 . 9  cents ( 1977) , and 4 . 3  cents ( 19 7 8  _ 

first six months) . But the retail margin difference 

between leaded and unleaded has decreased, from 1 . 9  cents 

( 1975 ) , up to 2 . 4  cents ( 19 76 ) , down sharply to 1 . 5  cents 

( 1 9 7 7 ) , and down further sti ll to 1 . 2  cents ( 19 7 8  - first s ix 

months) . �/ 

�/ Compilations derived from DOE , Monthly Energy Review . 
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This equalization of margins has accompanied a 

general increase in the market share for unleaded gasoline , 

which is now nearly 3 0 percent . Continuation of this 

share increase may complete the equalization of margins . 

Especially in considering the fuel switching problem, margin 

differences would not be significan t .  

Concern has been expressed that continued margin 

controls are necessary because margins for unleaded fuel may 

exceed what are now regulatory ceilings . But this concern , 

as well as the DEIS discuss ion of retail margins generally , 

i s  based on data for only full service �/ sales . Most 

switching, on the other hand , proba.bly occurs at self

service pumps,  s ince it is illegal for the dealers them

selves to misfue l .  A t  these self-service pumps , retail 

margins for unleaded gasoline are wel l  below the regulatory 

ceilings . In August 197 7 ,  the self-service margin for 

unleaded gasoline was 7 . 4  cents;  the latest month available 

shows 5 . 5  cents , and the average over the most recent 11 

month period available was 6 . 3  cents . 

�/ DEIS IV-17 . 
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B .  Fixed Differential proposal 

One alternative discussed in the DEIS , fixing the 

retail price difference between leaded and unleaded fue l ,  

may have environmentally perverse results , despite its 

environmentally benign purport .  The DEIS itself alludes to 

these market problems , but they should be elaborated . 

The theory behind the fixed differential proposal 

is that , to the extent switching is  stimulated by the spread 

between leaded and unleaded retail prices , requiring a 

smaller spread -- or even no spread at all -- would reduce 

cr eliminate switching . The DEIS considers the effect of 

f ixing the price differences at 3 cents per gallon , and at 

zero. I t  i s  apparently believed that a fixed dif ferent ia l ,  

while it would stop price-motivated switching , would have 

little or no direct effect on performance-motivated 

switching. 

Of course , fixed price differential regulations 

would be ef fectively superf luous if  the prescribed spread 

i s  larger than would result from differences in cost , 

supply , and demand . In such circumstances , regulation 

has only in terrorem value as prices approach regulated 

limits , and regulation may carry whatever positive or 

negative significance may attach to the continued image 

of regulatory presence . � 

-:.l Cf . DEIS IV- 4 3 .  
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Assuming , however , that the fixed price differential is  

effectiv e ,  and forces retailers to lower their prices for 

unleaded fuel and raise prices for leaded , retailers would 

be encouraged to sell more leaded fue l ,  and discouraged from 

selling unleaded . An effective fixed differential would 

force retailers to make a lower profit,  or even absorb a 

loss , on unleaded gasoline . To sustain overall profit

ability ,  they would have to make higher profits per gallon 

on their leaded fuel sales . The fixed differential would 

essentially force retailers to subsidize unleaded gasoline 

with their proceeds from leaded . But retailers will fight 

hard to avoid surrendering that subsidy to consumers . 

Retailers would, thus , push leaded gasoline and obstruct 

sales of unleaded . 

While regulations require larger retailers to offer 

unleaded fuel � they cannot require them to be enthusiastic 

about it . Thus,  full service unleaded islands may disappear . 

Unleaded pumps might be out of service frequently.  stations 

could continually run out of unleaded product.  Water might 

" accidently" accumulate in unleaded gasoline storage tanks . 

Through such tactics unleaded demand would go 

unsatisf ied , and some stations would consequently move to 

meet this demand by specializing in unleaded gasoline . The 

:; 40 C . F . R .  S 8 0 . 2 2  
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price of this special i zation would of course be high . 

Unleaded specialists could be expected to price tha� 

product high enough to make an acceptable profit on i t ,  

and the fixed differential would b e  maintained by increas1ng 

their price of leaded gasoline ( if of fered at all )  , 

effectively foregoing significant leaded sale s .  Thu s ,  

regulations intended t o  reduce the price of unleaded product 

may actually increase its price at those stations where 

it is generally available . 

Eventually this guerilla war against unleaded 

To gasoline could reverberate back to the refinery gate . 

minimize losses and make unleaded gasoline even less 

attractive retailers might demand the lowest price unleaded 

gasoline , which means gasoline with the minimum EPA 

prescribed octane . Thi� would increase performance

motivated switching. 

Means to mitigate these consequences would 

introduce further complication s .  Uniform volumetric 

sales requirements could be imposed on retailers .  This 

would , however , impart an intolerable rigidity to the 

market and it is not clear that retailers could perform 

as directed. The price differential could be varied with 

octane , to discourage performance-motivated switching . 

This would also reduce dealer ' s  losses or increase their 

margins on unleaded fue l ,  but it could also increase the 

-27-
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overall spread between leaded and unle�ded prices , contrary 

to the aim and theory of the fixed price differential 

regulation. 

The factors are complex , and other regulations 

already in place may mitigate some of these adverse 

consequences .  EPA ' s  lead phase-down rules will  require 

refiners to make gasoline with less lead in i t ,  regardl
'
ess 

of retailers ' willingness to buy and resell it. But so 

long as margins are unattractive, the " unleaded" fuel is 

likely to be low octane , and the refiners may comply with 

rules requiring lower average lead content in their total 

gasoline output not by making more " unleadedn gasoline, 

with very low ( less than . 0 5  gram/gal . )  lead content ,  

but b y  decreasing the amount o f  lead i n  their leaded 

output .  Such moves would increase the cost of making 

leaded gasoline of sufficient octane rating , so the 

overall impact i s  unclear . 

However ,  a substantial proportion of U . S .  

refinery capacity, approximately two-third s ,  i s  currently 

exempt from the lead phase-down regulations , pursuant to 

waivers or outright exemption . � Thus , despite the 

phase-down regulations , there may be refining capacity 

ready to supply the demands of retailers responding to a 

� DEIS 1 I I - 4 6 . 
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fixed price differential by sp�cializing in leaded sales . 

Refiners producing both fuels may try to make the 

unleaded fuel they are required to produce more attractive 

to dealers by boosting margins for leaded fue l .  B u t  this 

strategy could be complicated , and frustrated , by 

the exempted refiners specializ ing in leaded gasoline , free 

of the higher un leaded costs . These refiners would pre-

sumably price their product more cheaply . Or the leaded-

specialist refiners may choose to take higher profits ,  and 

even expand sales , under the price umbrella provided by the 

ref iners who must average their leaded prices upward . I n  

this situation the nonexempt refiners may appeal for exemptions 

for themselve s ,  thus frustrating the phasedown regulations ; 

or, they may be discouraged from incurring any increased 

costs to expand , or even maintain, sales of unleaded gasoline. :I 
Asymmetrical impacts and distortions of market 

incentives , which are likely results of an effective fixed 

price differential , are thus likely to di scourage investment 

in expanded capacity needed to increase supplies of higher

octane unleaded fuel which will be needed by 1 9 8 0 , according 

to the ElA analysis ,  to avoid a shortage of gasoline supply . � 

*/ c f .  D E l S  lV- 2 6 , predicting that a regulatory bias in 
tavor-of small refiners is likely to increase the output 
of leaded fue l ,  increasing competition for the product ,  
lowering i ts price and increasing the price spread. 

� DEIS Il-7 . 
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c .  Mandatory price Posting 

The DElS suggests several possible "mitigating" 

measures , to dampen any adverse environmental impact of 

decontrol or other options . One of these is a proposed 

Federal regulation to require dealers who post signs 

advertising their prices for leaded gasoline to post 

equally prominent signs advertising their unleaded 

prices . �/ This proposal aims to discourage dealers ' 

treatment of leaded regular gasoline as a competitive 

" f ighting grade" or even a loss leader, being sold at 

relatively low margins while the dealer makes his profits 

through higher m'arkups on premium , and of most concern , 

on unleaded . ::/ Such regulations could also inhibit 

the offering of low prices on regular gasoline to attract 

�! DEIS V- 3 .  

* * /  The DElS expresses concern that a motor ist attracted to a station by a low advertised leaded fuel price , and 
disappointed that the dea ler ' s  price for the unleaded 
fuel which the motorist rea lly needs is not correspondingly 
low, will  misfuel his car on the spot rather than drive 
around looking for a better price . However , misfueling must 
be del iberated, not reactive , since the motorist must either 
obtain a funnel or phys ically modify the car ' s  fuel inlet 
before misfueling . Repeated annoyance at the low price 
leaded fuel deception may convince motorists to go to this 
trouble,  but it seems l ikely that consumers who would do so 
would probably be influenced to misfuel by the price 
difference itself . 
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customers who really need higher-priced unleaded fue l .  

Most consumers have probably learned of this potential 

deception, and have thus become somewhat immune to it .  

However ,  requiring price posting could yield consumer 

benefits by giving consumers more information and thus 

greater choice. 

Mandatory price posting would be intended to 

force dealers to engage in open price competition for 

unleaded sales , anticipating thdt such competition would 

tend to reduce excessive dealer mark-ups , and the spread 

between leaded and unleaded prices.  �/ This prediction 

of market response (assuming dealers do not respond to 

an equal prominence rule by refusing to post either price) 

is very plausible ; indeed , it is borne out by recent 

exper ience . 

Unleaded "midgrade" gasoline (including unleaded 

"regular , "  and other unleaded grades selling at a price 

between leaded regular and leaded or unleaded premium grades )  

now accounts for nearly 3 0 %  of u . S .  sales , and the DEIS 

predicts that this fuel will soon become dominant , passing 

50% of all sales by 19 8 0 .  �/ As the market share has grown , 

*/ It should be remembered , however ,  from the above 
discussion of proposed retail margin limits , that the 
retail margin does not appear to have a maj or effect on 
the leaded/unleaded price spread . 

�! DE1S 1 11-8--1 1 1 - 1 0 .  
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in response to demand as the vehicle fleet requires a 

greater proportion of unleaded fuel , street-posting of 

unleaded prices has increased . The incidence of street 

posting increased significantly between Apr i l ,  1 9 7 7  and 

Apri l ,  1 9 7 8  in 10 of 11 Western markets surveyed by 

Lundberg Survey . Where street-posting has occurred , the 

price spread between regular and unleaded has shrunk . 

In eleven Western markets surveyed , the average price 

difference for stations without posting was 4 . 3¢ gal . ;  

but with posting , it was 1 6 %  less , at 3 . 7¢/gal . �/ 
Thu s ,  it appears that the market itself may be 

doing what a price-posting rule would require . A rule 

may speed up the process , or it might not , depending 

upon how long it takes to adopt the rule , and how thoroughly 

it is  enforced and obeyed . 

If DOE wishes to require price posting it probably 

possesses the statutory authority to issue the proposed 

regulation s .  �/ DOE regulations are supported by a 

grant of broad statutory discretion; such a regulation 

would promote several of the DOE ' s  statutory objectives 

�/ Lundberg Letter , July 14 , 19 7 8 .  

* * /  The FTC also possesses similar authority , as the DEIS 
points out . 
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without adversely affecting any other objectives ; and 

such a regulation is similar to other regulations DOE 

has successfully promulgated . 

DOE ' S  broad discretion to formulate regulations 

stems from the Emergency petroleum Al location Act (EPAA) , 

15 U . S . C . A .  § 753  (b) (1976) , where Congress declared 

that the price and a llocation regulations mandated by 

15 U . S . C  .. A. § 7 5 3 {a) must " to the maximwn extent practicable" 

provide for : 

(a)  public health . • .  safety • • •  and the national 

defense; 
(b) maintenance of all public service . . •  

(c)  maintenance of agricultural operations . • .  

( d) preservation of an economically sound and 

competitive petroleum industry . • .  and preser

[vation of] the competitive viability of 

independent [refiners and marketers] • . .  

( e) the a llocation of suitable types . • •  of crude 

oil • • •  to permit • • •  refineries to operate at 

full capacity; 
(f )  equitable distribution of  . • •  petroleum 

products at equitable prices . . •  

(g)  a llocation of • . .  petroleum products [ to 

aid extraction of fuels and minerals) ; 

(h)  economic efficiency: and 

( i) minimization of economic distortio n ,  in

f lexibility , and unnecessary interference 

with market mechanisms . 

The phrase "to the maximwn extent practicable" was 

" intended to give the President [DOE] administrative 

flexibility . . •  " �/ The enabling statutes of the Federal 

v H .R .  Rep. No . 93-628 , 9 3rd cong . ,  1st Sess.  12 ( 19 7 3 ) . 
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Energy Admini s tration and the Department of Energy list 

s imilar goals .  �/ 
courts have generally followed congress ' lead , 

and a llowed DOE considerable discretion in implementing 

the authority in § 7 5 3 {a) to achieve the objectives in 

§ 7 5 3 (b) . :Y 

Thu s ,  if an equa l  prominence rule would promote 

a "competitive petroleum industry" (objective D) , " equitable 

prices" (objective F) , " economic efficiency" (obj ective H)  , 

and "minimization of economic distortion" (objective I )  , 

it would help achieve the DOE ' s  statutory objectives to 

the "maximum extent practicable , "  and would be within DOE ' s  

statutory power to issue.  

There is  precedent for DOE authority to issue a 

posting rul e .  The Federal Energy Administration promulgated 

a regulation that retail sellers of gasoline and No . 2-D 

diesel fuel must post in a prominent place on each pump the 

product ' s  maximum lawful price and octane rating . � The 

*/ See 1 5  U . S . C . A .  § 7 4 6 (b) ( 5 )  ( 1976 ) ; 42  U . S . C . A .  

§ 7 l12Til) ( Supp . 3 ,  1977) . 

* */ C ities Service Co . v .  FEA , 529  F . 2d 10 1 6 ,  1022-23 

TErn. App. 1 9 7 5 ) . 
---

•• */ 10 C . F . R .  § 2 1 2 . 129 , 40 Fed . Reg . 6 3 2 3  (February 1 1 , 

I975) ; see a lso 39 Fed.  Reg . 1924 (January 1 5 , 1 9 7 4 ) ; 39 

Fed . Reg:-2 8 6 4 6  (August 9 ,  1974) . 

-34-
vuZ20 



FEA determined that the EPAA ' s  statutory authority "is  

sufficiently broad to  encompass the  proposed price and 

octane posting requirements . . .  " �/ and that: 

the maximum lawful prices of gasoline 
and diesel fuel are of interest to all 
consumers , and the posting of such prices 
is reasonably likely to contribute to the 
FEA ' s  overall ability to enforce its price 
regulation s .  �/ 

The FEA requested comments on its authority to require 

posting but none of the published comments questioned the 

FEA ' s  authority, �/ and there have been no reported 

court challenges to that authority . 

The equal prominence regulation is as closely 

re lated to DOE ' S  statutory authority to regulate the 

price and al location of gasoline as is FEA ' s  posting 

rule . Of course, the "price regulations" being enforced 

under the mandatory posting proposal would be latent ,  

sinc� other direct regulations of price and al location 

would be eliminated. * * * * / The mandatory posting rule 

would attempt to encourage price regulation by market 

mechanisms. 

v 39 Fed . Reg . 2 8 6 4 6  (August 9 .  1 9 7 4 ) . 

�/ I d .  

� /  � 4 0  Fed . Reg . 6 3 2 3  (February 1 1 .  1 9 7 5 ) . 

* * * */ It is important to emphasize that price competition 
and posting is not encouraged by al location controls , since 
a retailer who cannot get more unleaded gasoline has no in
centive to cut his price and make a profit on increased 
vol��e . Indeed , the continuation of al location regulations 
may be deterring some price competition for unleaded sales 
now. Mandatory price posting should be considered only in 
conjunction with the removal of allocation restraints . 
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D .  Changes in the Gasoline Tax 

Though it is not discussed by the DEIS , one 

economically efficient means of discouraging switching is by 

a tax differenti a l ,  either decreasing the excise tax on unleaded 

gasoline, increasing the tax on leaded, or a combination of 

both . Such a tactic would directly penalize misfueling . 

A tax does not give retailers incentives to encourage the 

sale of one product over another , because the retailer ' s  

profit margin on each product remains unchanged . */ 
A change in tax structure need not be inflationary. 

It  need not even alter government revenues .  These policy 

goals may be accomplished by shifting the tax from unleaded 

to leaded products in a proportion that would maintain 

government �evenues .  Since the weighted average sales 

price of the two products would remain the same , there 

would be no ove�all inflationary impact. 

VI . CONCLUSIONS 

While the analysis in this comment does not lead 

to qu�ntitative conclusions concerning the impact of decontrol 

on the environment, the information available does tend to 

support the DEIS conclusion that no major .new environmental 

problems will result from decontrol. Both with and without 

control s ,  favorable and adverse environmental factors will 

probably balance , as  the DEIS predicts . 

*/ I t  should be pointed out that a change in the excise 
tax may have an unintended impact on automobile manufacturers . 
Some manufacturers produce cars that meet EPA emissions 
standards while s ti l l  using leaded gasoline . A change in the 
excise tax may discourage this practice. 

-,uZ22 
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Of the proposed actions to mitigate misfueling , price 

posting appea�s fairly innocuous , fixed price differentials , 

dangerous .  Given the present trends in leaded and unleaded 

gasoline margins , competition at the station seems to be 

accomplishing the goals for which equal prominence price 

posting i s  proposed . Whether an equal prominence rule would 

accelerate the desired objectives depends upon the speed 

with which such a rule could be adopted p compared to the 

speed with which the market adapts to the situation. 

On the other hand, a f ixed differential between leaded 

and unleaded gasoline prices would be inefficient and may 

possibly cause perverse results . Such a regulation, by 

increasing the relative profitability of leaded fuels , 

would lead retailers to encourage leaded and discourage 

unleaded gasoline sales . The industry may in fact evolve 

into two markets , one specializing in leaded gasoline 

sale s ,  the other in unleaded sales.  In such a market 

unleaded prices may actually be higher , and the difference 

in average prices greater , than if no regulatory effort 

were undertaken. 

If  misfueling is  a serious environmental concern a 

change in the gasoline sales tax structure may be an 
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efficient way to d iscourage such antisocial behavior . 

By increasing the tax on leaded gasoline and/or decreasing 

the tax on unleaded gasoline, consumers would have greater 

incentive to use the appropriate fue l ,  while neither 

retailers nor refiners would have an incentive to persuade 

the!'a otherwise . 
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UNITED STATES OF" AMERICA 
GENERAL SERVICES ADMINISTRATION 

Public Buildings Service 
W4Jhington, D.C. 20405 

JAN 3 1979 
Department of Energy 
Public Hearing Management 
Room 2313 
Docket No . ERA-R-77-7 
2000 H Street, NW 
Washington, DC 20461 

Dear Sir: 

'm?1J' 

The General Services Administration has reviewed the draft environ
mental impact statement on Hotor Gasoline Deregulation , and we offer 
the following comment : 

"A basic assumption in the EIS was that the price 
differential between leaded regular and unleaded 
gasoline was 4 . 4  cents. ·In light of the recent 
increases in the price of unleaded gasoline , you 
may t¥ish to reexamine the conclusion you reached 
based on that asumption to see if it is still vali d . "  

Thank you f o r  the opportunity t o  comment. 

��<kL 
CARL w .  PENLAND 
Acting Director 
Environmental Affairs Division 

� Dte 7a B :  2 1  v02;;{S 
Kill" F'tI,dom in Tau, FullHtI With U.S. Savinls &nds 

�TEG lW, � DEPARTMENT OF HEALTH, EDUCATION, AN D WELFARE 
PUBLIC HEALTH SERVICE 

C E N T E ilit  I' O R  DISEASE CONTROL 

Department of Energy 
Public Hearing Management 
Room 231 3 
Docket No. ERA-R- 7 7 - 7  
2000 M S t r e e t ,  N . W .  
Washington, D .  C .  2046l 

Gent lemen : 

ATLANTA. CEORGIA lOlll 
TELEPHONE· \404) ,ll·:I31 I 

December 26, 1978 

'l?�1/5 

We have reviewed the draft environmental impact statement on Motor 
Gasoline Deregulation. We are responding on behalf of the Public Health 
Service. 

This statement seems to present the case for deregulation of gasoline . 
Deregulation would place gasoline, 42 percent of refinery output , in the 
same status as middle distillates, residual fuel oil , and other products 
that have already been deregulated. This would leave less than 10 
percent of refinery output (including aviation gasoline and kerosene
base j e t  fuel, which have also been proposed for deregulation) still 
subject to controls. 

The environmental Protection Agency has protested that deregulation 
might widen the price diff erence between leaded regular and unleaded 
regular gasoline . This presumably would induce addit ional people to use 
leaded gasoline in their catalyst-equipped automobiles. The two credible 
studies on the present misuse of leaded gasoline are by General Hotors 
and EPA. EPA concluded that such misuse occurred in 10 percent of the 
fuelings and GM, 2 percen t .  

I n  our view, it would appear that deregulation would serve t o  increase 
the supply of unleaded gasoline with very little detrimental effect on 
air quality in the short t.erm end would provide posi tive effects in the 
long term. 

vu�;';;6 



Page 2 Department of Energy 

Thank you for the opportunity of reviewing this statement . We would 
appreciate receiving a copy of the final statement when it is issued. 

SinFerely your s ,  

. / . / i 1/ L- (. / j'/ . i '  i(fA. l Frank S .  tisella, Ph . D .  , 
Chie f ,  Environmental Affairs Group 
Environmental Health Services Division 
Bureau of State Services 

v U;"i<. 7 

mniteb tl>tatcs 1JcpJrtmrnt of Justice 
WASHINGTON, D.C. 20530 

.....uon ..... T ... nO ..... iY GtN."' ... 1,. 
..... T'rllU.O$T O'V'II000 

tP"'..."" .... � .,, � �  1.��.r�/ 

M r .  Douglas M.  Costle 
Administrator 
U . S .  Environmental Protection Agency 
401 M. St. , S .W.  
washington, D.C.  20460 
Dear Mr.  Costle: 

U cL l '  IJ/d 

As you may know, this Department has for some t ime 
suppo r ted the proposal of the Depar tment of  Energy ( "DOE " ) 
to exempt motor g asol ine from the pr ice and alloc at ion 
regulations cur rently imposed on those products pursuant 
to the Emergency Petroleum Allocation Act of 1973 , 1 5 u . s _ c .  
S 751 et �. Consequently, w e  have followed w i th great 
interest the suggestion that. your agency might impose 
regulations controll ing the pr ice di fferential b�tween 
leaded and· lead�free regular motor gasoline in the event 
that DOE moves to deregulate motor gasol ine . Our under
standing of  the pu rpose of the controls  proposed by your 
agency is that they would be desig ned to limi t t he price 
dif ferential between leaded and lead-free gaso l ine in a l l  
effort to prevent pr ice consc ious motor ists from us ing 
leaded regular gasoline in vehicles des igned to ope rate 
exclusively on lead-f ree fuel , thereby dea c t ivat i ng the 
catalytic conver ters which cont rol the emissions of those 
vehi cle s .  

. W e  have examined the proposal to limit t h e  lead-f ree 
pr ice d ifferential in light o f  you r 3gency ' s  cong ress ional 
mandate to promote a clean and heal thy environmen t  and our 
own s tatutory d u ty to promote co�pet i t ion and econo� ic 
efficiency. While we express no view on EPA ' s  au thor ity to  
adopt pr ice regulations in fur ther an=e o f  its s t a t u t o ry 
mand a t e ,  we are  deeply concerned that the instant pro��s�l 
may not be a desir able or e f fective '�eans of achiev i � �  u 
reduction in veh icle emission s ,  sinc� p r i c e  control�  of the 
type proposed could well reduce th2 economi c  e f f i c i e l l c y  o f  
the  domes t i c  petr ol eum i ndustry  while  at  lhe sap9 t j n:2 
producing " a  net i ncr�ase i n  vehi�ula( emiss ions.  

oUZI<.S 



The p e r c e ived need for the proposed p r ice d i f f e re n t i a l  
con t r o l s  stems p r i ma r i ly f r om the be l i e f  that t h e  c u r r e n t  
shor tag e of l e a d - f ree gasol i n e  r e f i n e r y  c apac i ty 1 /  wo u l d  
b r i ng a b o u t  a s i g n i f i c ant i n c r e ase i n  the p r i c e  dif f e r e n t i a l  
between l e aded a n d  l ea d - f r e e  g a s o l i n e  i n  t h e  e V e n t  that 
e x i s t ing con t r o l s  on those produ c ts we r e  removed . If t h i s  
occu r s ,  t h e  i nc e n t i ve t o  u s e  l e aded gas o l ine i n  veh i c l e s  
e q u i pped w i th c a t a l y t i c  conve r t e r s  w i l l  b e  i n c r e ased . 
Howeve r ,  if e x i s t ing p r ice ce i l ings were replaced by s imple 
pr i c e  d i f f e r en t i a l  con t r o l s ,  this would p r o v i d e  the i n c e n
t i v e s  f o r  i n d i v i d u a l  p e t r o l eum comp a n i e s  to c l o s e  that 
d i f f e r e n t i a l  i n  pa r t  by i n c r e a s ing the p r i ce o f  l e aded 
regu l a r  gasol ine and , i n  p a r t ,  by hod d i ng the p r i c e  o f  
lead- f r ee g a s o l i n e  b e l o w  the compe t i t ive l eve l . T h e  resu l t  
o f  the f o r n e r  would b e  h i g h e r  than co�pe t i t iv e  p r o f i t s on 
l eaded gasol ine sales a t  the consume r ' s  expense , wh i l e  the 
consequence of the l a t t e r  wou l d  be the pe r petua t i on o f  t h e  
c u r r e n t  s h o r t ages o f  l e a d - f ree gasol ine . In any even t ,  the 
impact o f  the p r oposed p r i c e  d i f f e r e n t i a l  con t r o l would be 
to reduce the econom i c  e f f i c iency o f  the p e t r o l e u m  indu s t r y  
and t o  impose h ig h e r  costs on consumers e i t h e r  d i rec tly i n  
t h e  f o r m  o f  i nc r e ased p r i c e s '  f o r  le aded f u e l s  o r  i n d i r e c t l y  
i n  t h e  f o r m  o f  shortages o f  l ea d - f r e e  fue l s .  

O u r  p r e l im i na r y  analys i s  o f  t h i s  p r oposal a l so sugg e s ts 
that i t  c o u l d  w e l l  lead to a net i n c r ease in f u e l  s w i t c h ing , 
w i th a r e s u l tant i nc r e a s e  in motor veh i c l e  emiss i o n s .  
B y  i n c r e a s i n g  t h e  p r o f i t a b i l i ty o f  p r o d u c i ng l e a ded g a s o l ine 
r e l a t i ve to the p i o f i ta b i l i ty o f  p r oduc i ng l e ad - f ree gaso
l ine , these c o n t r o l s  could induce the p e t r o l eum i nd u s t r y  to 
reduce i ts o u tp u t  o f  low-p r o f i t  lead - f ree f u e l  i n  order 
to increase p r od u c t i o n  of h igh-p r o f i t  l e aded f u e l .  Over 
t ime the ef f e c t s  o f  t h i s  d i s t o r t i o n  could be to a l te r  the 
pattern o f  capital investment i n  the domes t i c  p e t r o l eum 
i n d u s t r y  by d iver t i ng f u n d s  w h i ch m i g h t  have been used to 
con s t r u c t  r e f i n e r y  capa c i ty capable o f  prod u c i ng high oc tane 
l e ad - f ree gasol i n e  i n t o  the cons t r u c t i o n  o f  r e f i ne r i e s  
des igned to p r o v i d e  i nc r eased quant i t i e s  o f  l e a d e d  r eg u l a r  
gasol i n e . T h i s  d is t o r t i o n  i s  pa r t i cu l a r l y t r oubl � s ome , 

· s ince the e f f e c ts of an i ne f f i c i ent pet t e r n  of c up i t a l  i n -

II T h i s  sho r tage appea r s  to s t em i n  pa r t  f r om D O E  re·
gul a t i ons that l im i t  the pr i ce of l e ad- f r e e  g a s ol i n e , 
thereby d is c o u r ag i ng i nvestment in add i t i o n a l  c a p a c i t y  
to p r o d u c e  such f u e l , and i n  p a r �  f r on EPA ' s  r e c e n t  b,!n 
on the use of the c h en i c a l  M�T as an o c t a n e  e n h a n c i :l(J a l e n t  
in l e a d - f ree m o t o r  f u e l  b e c a u s e  o f  the e n v i ronmen t a l  C Q llS i 
d e r a t i ons . S e e  Wash i n g ton Pas t ,  December 2 , 1 9 7 8 , at 1 1  
c o l . 6. 

--
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vestment in the r e f i n i n g  i nd u s t ry wou ld be l i k e l y  to have a n  impact on the s t r u c t u r e  o f  t h e  petrol eum i nd u s t r y  f o r  many yea r s  to come . Thu s ,  the proposed m a r g i n  con t r o l s  might, d i rectly contrary to the i r  intent, c reate a petrol eum 
i nd u s t r y  d e s igned to produce too much l eaded g a s o l i ne and too l i t t l e  l e a d - f ree gaso l i n e .  Wh i l e  p r i c e  con t r o l s  would l im i t  the p r i ce o f  lead-free gaso l ine , those c o n t r o l s  would not prevent the i ne v i t ab l e  shortages which , r e s u l t  whenever demand exceeds supply and p r i c e  con t r o l s  prevent mar ket mecha n i sms f r om ope r a t i ng e f f e c t i v e l y .  II 

I f  the impo s i t i on o f  p r i c e  d i f fe re n t i a l  c o n t r o l s  we r e  
t o  lead to w idesprea d  sho r tages o f  !ead- f ree gasol i n e ,  
moto r i s t s  u n a b l e  t o  o b t a i n  s u c h  f u e l  for veh i c l e s  w i t h  
c a t a l y t i c  conv e r te r s  c o u l d  b e  f o r c e d  e i t h e r  to swi tch ! 
to leaded gaso l i n e  or not to oper a t e  those veh i c l e s .  31 

Wh i l e  a h igh p e r c e n t age o f  mo t o r i s t.s appear w i l l i ng to 
pay a somewhat h igher p r i c e  f o r  lead- f r ee f u e l  i n  o r d e r  
t o  p r event the i r  veh i c l e s f r o n  co n t r i b u t i ng to the a i r  
pol l u t i o n  p r o b l e m ,  4 1  i t  i s  u n l i k e l y  that many m o t o r i s t s  
w o u l d  be w i l l ing to-forego ope r a t i o n  o f  the i r  v e h i c l e s  i f  
adequate supp l i e s  o f  l ea d - f r�e f u e l  became u n av a i l ab l e .  

�I I nd ee d ,  c u r r e n t  DOE p r i ce c o n t r o l s  a r e  c r ea t i ng p r e c i se l y  
t h i s  type o f  a r t i f i c i a l  shor t a g e .  S e e  Washing ton Post, 
December 3, 197B , 'at I B ,  c o l . 1 .  ( S h e l l  and Amoco f o r c e d  .to 
al l o c a t e  u n l eaded f u e l  a�ong r e t a i l e r s ,  T e x a c o ,  A rea, and 
Conoco may fol l ow ) .  

3 /  A l though a study comm i s s i oned by the EPA suggests that 
red u c i n g  or e l i m i n a t i n g  the p r i ce d i f fe re n t i a l  between 
leaded and l ead-free regu l a r  could be expected to reduce 
f u e l  s w i t cn i n g ,  that s tudy focuses e x c l u s i vely on the " 
e f f e c ts of changes in p r i ce on consumer cho i c e ,  and ignores the e f fe c t s  such p r  ices wo uld have on the production d e c i· ... s i ons of the f i rms w h i c h  provide those f u e l s .  S e e  Sobo t k a  C o . , I nc . , A n  Analys i s  o f  t h e  F a c t o r s  t o  t h e  U se-Qf Leaded 
Gasol i n e  in A u tomo b i l e s  Reou i r i nq U n l eaded G a s o l i n e  
( S e ptemb9r 2 9 , 1 9 7 8 ) .  ( "Sobo t k a  S t udy " ) .  

4 1  Acco r d i ng to one s o u r c e , 77 p e r c e n t  o f  a l l  motor i s t s  
ope r a t i n g  veh i c l e s  r e g u i r i n g  l e a d - f ree f u � l  a r e  de f i n i t e 
" nonsw i t c he r s . " Sobo t k a  S tudy at 1 1 .  

- 3 -
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Thus , the temp t a t ion to engage in fuel s w i t c h i n g  could become 
i r r e s i s t i bl e .  5 /  F u r th e r ,  s in c e  i t  appe a r s  that o n l y  two 
t a n k s  of l eaded g a so l i ne are r e q u i r e d  to deac t i v a t e  a 
c a t a ly t i c  conve r t e r ,  and s i nce i n  a shortage s i tu a t i o n  it i s  
poss i b l e  that most motor i s ts would be c o n f ro n t e d  a t  some 
t ime w i th the c h o i c e  between s w i t c h i n g  for one o r  two 
tanks and no t ope r a t ing the i r  veh i c l e s  a t  a l l , the e f f ec t  o f  
t h i s  proposal could be t o  i n c r e ase d r ama t i c a l l y  t h e  number 
o f  veh i c l e s  w i th e m i s s i o ns c o n t r o l  sys tems damaged by f u e l  
swi t c h i ng . A s  a consequenc e ,  p r ice d i f f e r e n t i a l  con t r o l s  
c o u l d , i n  f a c t ,  lead t o  a s i g n i f i c a n t  i nc r ease i n  veh i c u l a r  
emis s i o n s .  

I n  con t r a s t ,  absent i n te r fe r e n c e  w i th m a r k e t  mec h a n i sms 
by e i th e r  DOE o r  EPA , the high p r i c e  of l e a d - f r e e  g a s o l i n e  
b r o u g h t  abo u t  b y  the c u r r e n t  s h o r tage o f  s u c h  f u e l  c o u l d  
be expec ted to i n d u c e  r e f i n e r s  to i n c r e ase the i r  o u tpu t o f  
that fuel i n  the sho r t-run , and t o  i nc r e a s e  inves tmen t i n  
r e f i n i ng c a pac i t y  capable of p r o d u c i n g  l e a d - f r e e  f u e l  i n  the 
l o n g - r u n .  As s u f f i c i e n t  r e f i ne r y  c apac i ty capabl e  o f  
p rodu c i ng l ea d - f r ee f u e l  became ava i l ab l e ,  comp e t i t i o n  among 
r e f i ne r s  wo u l d  r educe the p r ice d i f f e r e n t i a l  between these 
fue l s  to the d i f fe rence i n  the r e spec t i ve costs o f  p r o d u c t i o n ,  
thereby redu c i n g  the i ncent iv� t o  swi tch f ue l s .  Wh i l e  i t  
i s  u n l i k e l y  that the p r i ce o f  l ead-f ree fuel wou l d  f a l l  t o  a 
l evel equ a l  to or l e s s  than that of l eaded reg J l a r , o v e r  t ime 
the p r i ce d i f f e r e n c e  would probably f a l l  t o  abo u t  3 c e n t s  
p e r  g a l l o n .  6 /  I t  d o e s  not appear that r e d u c i n g  the p r i c e  
d i f f e r e n t i a l

-
below t h i s  level would resu l t  i n  a n y  s ig n i f i

c a n t  r e d u c t i o n  in f u e l  swi tching or the a i r  pol l u t io n  
p r o b l e m  c r e a ted by trrat cond uc t .  21 

5/ Wh i l e  ava i l a b l e  ev idence suggests that unav�i l a b i l i �y 
of l ea d - f r e e  f u e l  is not at p r e s e n t  a s i g n i f i c a n t  c a u s e  
o f  f u e l  s w i t c h i ng , see Sobo t k a  S tudy a t  1 4 , t h i s  s i tua
tion could c h a n g e  i f  a s i g n i f i c a n t  shor tage o f  l ea d - f r e e  
f u e l  w e r e  to devel o p .  

'6 /  S e e  DOE , D r a f t  E n 'J i r onmental I IT'pa c t  S t a tefTIent o n  H o t o r  
§._�£_o l i ne n e r e gu l a t i on at 1 1 -8 ( N ovembcr 1 9 7 8 ) .  ( "E n v i r on
m e n t a l  I mp a c t  S tatement" ) .  

2/ S e e  Envi r o n m e n t a l  Impa c t  S � atement a t  IV-3 8 .  

-4 -
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Thu s ,  i f  p r i ce d i f f e r e n t i a l  c o n t r o l s  a r e  r e j e c t e d ,  the 
fuel s w i t c h i n g  p r o b l em c u r r e n t l y  con f r o n ti ng your agency 
would more l i ke l y  be a s h o r t  term phenomenon that c a n  
b e  appropr i ately add ressed b y  sho r t  term s o l u t i o n s  such 
a s  i n s p e c t i o n  o f  veh i c l e s ,  i nc r eased en force ment of e x i s t i n g  
r e g u l a t i o n s  and t h e  a d o p t i o n  o f  pena l t i e s  for consume r s  
e n g a g ing i n  f u e l  sw i tc h i n g . Howeve r ,  i f  pr.ice c o n t r o l s  a r e  
adopted , t h i s  s h o r t  term p r ob lem could be tu rned i n to a 
permane n t  feature of the do�e s t i c  p e t r o l eum indus t r y .  
A c co r d i n g l y ,  we u r g e  t h e  EPA t o  c o n s i d e r  c a r e f u l l y  a l l  
av a i l ab l e  o p t i o n s  b e f o r e  a d o p t i n g  any proposal that wou l d  
l im i t  o r  c o n t r o l  t h e  p r ice d i f f � r e n t i a l  bctween l eaded a nd 
l e ad- f r e e  g a so l i n e .  In th i s  r e g a r d , we look f o r w a r d  t o  
w o r k i n g  w i th you to e x a m i n e  t h e  compe t i t ive i mpl i c a t io n 3  o f  
a l l  s u c h  o p t i on s ,  and we w o u l d  b e  more than w i l l i n g  tO I 
d i s c u s s  t h i s  i s s u e  f u r th e r .  

I hope my comments i n  t h i s  iffipo r t an t  a r e a  have been 
h e l p fu l .  

s �n c e r e l y  your s ,  

J o h n  H .  Shene f i e l d  
A s s i s t a n t  A t t o r ney G e ne ral 

A n t i t r u s t  D i v i s i o n  

c c :  Hono r a b l e  J a m e s  R .  S c h l e s i ng e r  
D r . A l f red E .  K a h n  
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Department of Energy 

UNITED STATES 
NUCLEAR REGULATOR V COMMISSION 

WASHINGTON. D. C.  10555 
DEC 2 7  1919 ??�?I� 

Publ ic Hearing Management 
Room 2313 
Docket No. ERA-R-77-7 
2000 M Street, NW 
Washington, DC 20461 

Dear Mr. Radl i ff :  

Th i s  i s  i n  response t o  the l etter from Mr. Dougl a s  G .  Robinson dated 
I�ovember 20, 1 978, inviting our corrrnents on the Draft Envi ronmental 
Impact Statement, Motor Gasol ine Deregul ati on lDOE/E IS-0039-D) . 

We have reviewed the statement and have determined that the proposed 
action has no d i rect rad i ological health and safety impacts or adverse 
effects on any activities subject to regulation by the Nuclear Regul atory 
Commi ssion.  �4e have no COlllTlents or suggestions to offer. 

cc: EPA ( 5 )  

Sincere l y ,  

�� tf{ '??7'� 
Voss A. floore, Ass i stant Di rector 

for Envi ronmental Projects 
Division of S i te Safety and 

Envi ronmental Analys i s  

�U233 

DEPARTM ENT OF T H E  TREASU R Y  
WASHI NGTON. D .C.  20220 

December 18 J 1978 

Gentlemen: 

This is in res ponse to Mr. Robinson 1 s  November 20 
request for comments on the draft environmental impact 
statement for Motor Gasoline Dergulation. The Depart
ment has no comment other than to note that the do
cument appears to adequate l y  cover the important fac
tors involved and to accurately reflect their impac t 
on environmental goals. 

Department of Energy 
Public Hearing Management 
Room 2313 
Docket No. ERA-R-77-7 
2000 M Street, N . W .  
Washington, D . C .  20461 
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SU.W; 'Of CALlW�,"'Il'\ [o ..... u�o G �,O·.·/"'I P .  r 

AIR RESOURCES BOARD 
TlO:? Q STil:EH 
P.O sox n1S 
$A(il:.AMENTO. CA 9sa12 

The Honorable Jar.1es , R . Schl e s i nger 
Secretary 
Department of Energy 
The "h ite House 
Ha sh ing tan , D . C .  20500 

Dear �lr. Secretary: 

January 8 ,  1 978 

Our review of your De9art!":1ent ' s  Craft [nvi ronr.1ental Ir.1pact 
Statement (DE l S )  on ilotor Gasol i ne Dereg u l at i o n  dated Nove",ber l S78 
indi cat�s that t;,e aGVEiSe ecor.'J,lic a. r,d enviroT];.-;encal if.l?acts of the 
proposal have been s i sni ficantly undet"state 6 .  For the re :J.scns  set fort :�
beloH, the Cal i forn ; 2  A i r  Resou rces Board bel i eVeS that the D E I S  i s  
inadequate cr.d the �e;::c:rt;T.2n t '  s proposal shou l d  be r,�otli fi e d  to n::duc e .  
rather than increa 3 e ,  the o r i e e  d i fferential  be"t\-/een the l eaded a n d  t.i:11 c::.ce': 
grades of gasoi i n e .  

. 

There are trIO fL::-. j ar.1ental rea:;ons \':hy the adverse heal th con
sequences of the iJOE proposal  can �e expected to be r::or2 serious than 
indicated in tile DE I S ,  The f i r s t  reason is that the adverse e ffect o f  
fuel sHi tching  o n  t h e  er.d s s l lJns of t h e  r.;o:or veh i c 1 2  fleet have been 
substan t i a l l y  underesti�:3.te·� .  �!;:! bel i eve the i ncreased rate of "D1 s fue l i n g "  
\'lhi c h  \'Io u l d  b e  caused b y  t h e  pro;;osed reg u l a tion changes �1i 1 1  be hi g h:: �  t h 2 n  
est ir.1ated i n  the JU S _  Hhi l e  t h e  J E I S  uses  curren: d2.ta , t h e  fact t!"12t 
the fili sfuel i n g  rilte has not yet �Jlbi 1 i z� \�'as not accounted fo r .  The 
ol cest cars which req:_lire unl ec:ded fuel have or:ly been in cuSto;;:er serv ; .:c 
for about four yea rs . Over tir;;e� tr.ese v e h i c l e s  vli l 1  be mmed by c i t i Zt�S 
"lith 1 0'."/er incomes . The sar:le priCE:  d i fferer.tial bet'.-Jeen l ea.ded and unl e2.:ed 
fue 1 s can therefore be expected to cause a greater frequency of mi s rue 1 i ng 
i n  the future. 

The OEIS anal ys i s  a l so dces not account for "ran�omll fuel 
s�.Ii tch;ng that may occur but rather shows an  estimz.te for the emi s s i ons 
impact that is expected due to the consi stent use  of l eaded fuel by a 
portion of the motoring publ i c .  Use of t h i s  r.iethodology r:iay be aCcE;3tc.!:.l e 
for the current oxidation catalyst equi pped veh i c l es which can a l r.:o s t  ful l y  
recover frolii t h e  effects of an i so l d ted r.1 i s fuel i n g .  HOHever,  many 1 9 30 a n :  
subsequent year model year vehi·c1 es \'Ii l l  use "3-way" cata l ysts that cont2�n 
rhodi ulil in addition to the pl a t i num or pal l adiL.;m ccrnpounds used i n  oxidatic :1 

;5 
.� 

d 
" I 

-i UQ�35 

Hon. Jar::es R. Schl e s i nger -2- January e, 1 973 

catalysts.  Rhodiur.l-conta i n i ng cata l ysts  are far more suscep t i b l e  to l ead 
poi soning than conventional oxidation catalysts . Random r.1i sfuel i ngs i n s p i rE� 
by h i g h  price di fferenti a l s  betl';een l eaded and unl eaded fuel "i l l  pen;;a nentl y  
increase emi s s ions 

.
from Veh i c l e s  \'!hi c h  u s e  such cata l ys t s . 

The second fu"damental reason .,hy the OEiS has  underestir::ated 
the adverse heal th consequences of the deregul ation proposal i s  that i t  i s  
esti mated that the entire country lii l l , i n  l e s s  than 1 0  yea rs , achi eve 
hea 1 thful a i r  Glial i ty \",hether or not the pri ce o f  92SO 1 i ne i s  d2reg u l 2.  ted . 
The effect of the i ncreased M i s fuel i n g  caused by decontrol i s  therefore 
c l a i ned to merely cause a short delay in t:1e ti r.1e it Hi l l  tJke to r.leet the 
Ambient Air Q"a l i ty Standard s .  At l east for southern Ca l i forni a ,  thi s 
conc l u s i o n  i s probably fal se .  The l atest a i r  qua i i ty mode l s  ava i l ab l e  for 
use in southern C a l i forn i a  indicate that the region is unl i kel y  tc c. c h i e  .... e 
oxidant naxir.;a in the range of 0 . 1 0  p;;r.l or 1 0!:/Er even i f  a l l  fea. s i b l e  
industri a l  a n d  r;;05i 1 e  source e!:l i s s i o n  contro l s  a r e  ap;3l i e d .  Gnl f i f  nE';{ 
control Dec s u r e s ,  not yet knO'.-m to u s ,  a re develo�2d and c:ppl -; e d  �ti l 1  
southern Cal i forn i a  ever atta i n  the state and federal Ar.ib i ent  :d r Qual i ty 
Standards for o x i d a n t .  

T h e  DEi S  a l so has  fa i l ed t o  con si der t h e  adverse effects that 
\'/i l l  resul t  fron the hi gher l evel s of ni trogen � i ox i de , n i tra t e .  s u l fa�e 
and organic aerosol that \'Ii l l  resul t fror.l c!eregul a t i on . Higher �W/ l ev e l s  
wi l l  res ul t from t h e  fact t h a t  t h e  use of l eaded fuel wi l l  substan � i a l l y  
i ncrease the emi s s i ons of oxides of n i trogen frOi71 ;::otor vehi c l e s _  Tt',e D E l S  
incorrectly a s s unes that N O x  er,li s s i on s  �/i l l  n o t  i ncrease fror.1 oi sfuel i n g .  
leaded fuel �'!i l l  not o n l y  foul exhaust g a s  rec i rc u l a t i o n  val ves needed 
for :lOx control , but ,.,i l l  poi son the 3-\'/ay c a t a l y s t s  sor..e f11anufac turers are 
a l ready using to reduce :-.lOx. In ac!di t i on , the hi <;:her h'ydroc2.rbon eni s s i o:1S 
resul t i n g  from r.1i s fuel i n g  \",i 1 1  (due to the i r  ozone foming potent i a l ) increase 
the oxi d i z i ng nature o f  the atr.ospi--e� thereby i ncrea si ng the convers ion o f  
�IO e�i s s ions t o  il02 a n �  exac�r�a t i n g  v i o l a ti ons o f  both the s tate and federal  
NO" A'ilbi ent A i r  Qua l i ty Star.dard s .  Under Dore o x i d i z ing condi ti ons the 
conversi on of NOx to ni tra t e ,  SO to sul fate , and hydrocarbons to orga n i c  
aerosol \/i l l  al so be enhanced . � i t ra te , sul fate a n d  oraa n i c  aeros o l s  i n  t h e  
southern Cal i forn i a  atmosphere a l ready cause serious viol ations of both 
the state and federal standards for Total Sus pended Part i c u l ate matter.  
These " s econdary particul ates" are the princi p l e  cause  of the d i sgusti ng 
pal l  that shrouds southern Cal i fornia on h i g h  " smog" days.  T he D E l S  should 
have consi dered the effects that deregul ation \'Ii l l  have on the unhea l thful 
and aesthetical l y  cl i s pl ea s i ng �I02 and secondary parti cul a te probl e;;lS of 
southern Cal i fo m i a .  

The consideration of how the impl ementation of motor veh i c l e  
inspection a n d  maintenance ( n;-! ) prog rams I'li l l  a l ter,  o r  b e  al tered by, 
the affects of decontrol I';as i nadequately treated in the DE I S .  1&:1 progra,"s 
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can be very cost-effe c t i ve eni s s i on control rr.easures because r..o s t  h i Sh 
pol l u ting vehi c l es ca!1 be ccrrectec! ... l i th s i r.;pl e tune-up type repa i rs .  
I f ,  hm'/ever ,  I&�·� i s  used to correct the very expens i v e  dai..ag2 den:::: bj 
lili 5fuel i n � ,  then the h i gh cost to the publ i c  may resul t i n  the ter::d n a t i o n  
o f  the prograr.l. Regard l e s s  o f  whetiler 1 &:,1 o r  SQr,;e o t h e r  i nd u s t r i 2 1  c r  
mobi l e  source er. ; s s i o n  control progrB::Js a r e  li sed t o  restore tt:e E "l i s s i C:1 
control l o s t  as a re s u l t  of r.li s f u e l i n g ,  the i n f l a t i onary ir.';J (!. c t  ',: i l l  ::, .:: 
extrene. r.,i l l i on s  of dol l a rs \·:orth of ne'j eni s s i on contro l s  \':i 1 1  bS! r,': ::�-?:: 
to {;lake UjJ for tne control l o s t  JS a res ul t of the i ncrea s e d  u s �  of l c ) �cJ 
fuel expected to be caused by tho:? deregul a t  i on of ga so 1 i ne tlr i c e s .  

I wou l d appreci a t e  your con s i de ra t i o n  o f  our cOQen t s _  T h e  
Economic Reg u l c: t o ry ACr.l i n i s t ra t i o n  say rece i ve add i t i or.J:l co.::-,en ts frc:, 
other Cal Horn i a  agenc i e 5 _  I have attached so:-:e acd i t i on c: l  CO:-:Je n t s  f r c:-, 
the Ai r Resow�ci?S 8.:;c:rd \" hi c:1 wi l l  bso i nc l :J s ::' G  I'/i t.il a n:.' cl..�er c('�;-.�,t:; t i-,C 
state: has to oakc and for"/crded tc you frcD t h �  C c l i forr. i a  Rcsc 'J ( c : s  ''.,"-�;iCj' . 

c c :  Dougl as Cos t l e  
Admi n i s trator, EPA 

Du'ri d Ha\·.'k i n s  
Ass t .  Ad�i n i s � rc: t o r ,  E?h 

S ; ncc r :: l ./ ,  

),1) -1 . (·:::V-,,JJv.../;,'J 
Thomas C .  
Execut i ve 

Benjani n JC::�5G�.J . .  .j. ... � D  Deputy As s l. .  ,...�;;-;� n l S l.r2. �o r ,  u A 
Cha r l e s  \'�arre n .  Counc i l  on 

Envi ronr..f;'il t a l  Qua l i ty 
Davi d  eard i n �  Econo:7l 1 c  

Resul atorJ Adn i n i s tra t i o n  
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cS {L�/;t:� 
Aus t i n  
Officer 

/l e m o t c:n ti o m  

To 

from : 

l.. Frc.:lk Goo :l s o n  
Proj e c L  Ccor-= 1 n�tor 
f<::� s a u r c e :.  Asency 
Steve :-li l 1  i ar..5on ) O F R  

/ 1  \ 
Air Re�ourc'!'.5 Soard ,I , J 
Har,"oo \·!on9 -\;00 , Ch i � f  , i I 
S t c: t i onary Sou rce Ccntrc� \O i v i s  i on 

� 
lntro:::!u c t i or. 

PalO J.nu.rJ e, 1 9 7 9  
Subi�ct : Co . .  ;,;, � r.ts en t r . e  C :--2 

E I S ,  "i':o�o:'" G a "l c l i r. 
Deresu l c: tien" , SC:-: ; 2 ;  

T h e  EconOl,� i c  Reg J l c: t o ry A�:;:i n i s trc: t i o n  o f  the U . S .  Depc!rtrr,ent o r  E r e :;,! i s  
propo s � ng tr,e c e reg u l c: t i Gn of ".otor g a s o l i n e .  The proposal Hou : d  eX�,-iJ �  
g,;.sol i n e  frc::1 both p r i c e  c:nd c: l l oc c t i o n  C,Jr,tro l s .  P r i ce c o n t rol s r, :" / Q :72en 
i f  I ef7'ect � � rlce the E�r1y 1 970 ' s u n d e r  the Ecor.eni c St2.b i l i za :i o :; P ; :: ; rc.i.i , 
\'/rd l e  a l l () c a t -; o n  con trol s �'ier-e i n i t i a ted dur i r:g the 1 9 73-74 petro� ev,1 
e� .. �).:! rso . 

l'r :-: pr h:zT/ f-:1 vi rcr.;-.:: r t c l  i ,-;-·(!cL.S of -:::2 r 2 ;'..: 1 � t i J:1 'dn l  Le those c s s c :. i � t e :i  
V: i lh ?. i �· c;u;; l "; i:..Y .  D'2r:: ,;;� l ct 1 on i s  expected to 'i nc ; 2 c: s e  the p r � C E:  c '; r-,-:2r;;r,ce 
be.. t\';e2n 1 ea Ged �];d un 1 caced reg:Jl c r ga so i i ne , i ndl:c i n9 reta i1 c u s  t,c;:-ers t� 
Chc:ng2 frm:l u n l e a c ed to l ec:ded fuel s f o r  catc:lyst equi pped a u to;:;o� i l e s .  Th i s  
fuel swi tch \Ii 1 1  J::O i son the c a  t a  l y t  i c converters o n  these 1 a t e  rr;o�e 1 cars and 
i ncre2.se the eni s s � o n s  per veh i c l e  substanti a l l Y _ 

In �dd i t i on to d i s c !J s s i r g  tr,'-' e fec�s of dsreglJl a : 1 c n ,  t h e  c!raft ? l s J  ; r;cl uc.e3 

�� ,,���, ��r;� i � f p�';�e o�;'��o�:���� t �����co"� 2���� o:;,d  o:� 1 ����2U������ /'���o ��;'; co � '. 
f.��s.c� Cor.:" �.J,�� 
l h2 d r a f t  E I S  i s  defi c i en t  i n  several i r.,port2nt reS?2C �S . The e;;:i s s i on f a c t o r  
u s e d  to co::'!=-e.re a i r  qua l i ty e f f e c t s  for t h e  vari o',J'S a l terna t i ves sut:st2.n t i 3 l l y  
u r. � e r s � a t e  t h e  i nc r e � s e  i n  eml s s i on a s s oc i a ted with f!;el sHi tc h i r. g .  C c: t c l y s t  
eC;'J i p;:;ed veh i c l e s  tha t use l ec:ded f u e l  wi l l  havE' r.: � c n  h i gher e � i s s i cr.s tr.;:n t:-:� 
<l rar� i rc ': ( z �� S  resul � i n �  i n  a r.:!Jc h g :" 2 3 ter effect C:1 c:ir quc: l 1 �:! :L:: : 0  pric€: 
d i f ferences bet"'/een l ea -::!ed end u n l e c:c(:c:! regu l c r _  

T h e  expected p r i ce d i fference beb/een l eaded and  unl eaded regu l c:r g 3. s 0 1  ;r.e  
c. ppec: r s  to be u n d e rs tctcd i n  the c n f t ,  hh i l e  the e ffect o f  p r i ce i r.crea s e s  
i n  gasol  i n e  !T.ayb2 overst.:: t e d .  Price d i  fferer.ces t'eti'ieen l eaded cr,;:! unl ec:ded 
rcsu l a r  g a sc l i r:e sho:J 1 G  tl2r1G to i ncre2-se rcre �h3.:1 i n � i c a tEj in tr-: d ra f t ,  
a n d  g � s o l ine p r i c e  i nc r e � s e s  may n o t  h a v e  a s  g r e � t  cn e f fec t  on d r i v i n g  
hab i ts a s  i nd i ca ted i n  t h e  drc: f t .  

I n  addi t i on ,  t h e  dra ft ' s  d i scus s i on o f  the effect on ai r qua l i ty i n  t h e  Los 
/I,r.;� l e5 area is Tiii s l ec: d i r. ; _  The dra f t  descri bes the effect in teri.lS o f  a n  i n 
c r e 3: se i n  t h e  ar.:ount of t i ;r.e be fore s ta nd��-ds .,li l l  b e  a t t a i n e d .  Thi s analys i S  
i s  fa l l a c i ous , a s  i t  does n o t  p o r tray the true effects o f  deregUl a t i on i n  ter:-:; 
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of the c o s t s  a n d  2 va i l a b i l  i ty of a l terna t i ve strateg ies for rE�,jc ing e;;;i ss l C:! )  
2 n d  the irr.pact on hea l th a n d  vegetation assoc i a ted \1i th a rl 2 h y  i n  co<.:p 1 i � nc'? 

Sp�c i f�c (o"rr:en t �  

1 .  I n  S e ction l I l A ,  the dete ri ora t i.on factor { i . e . ,  i nc rea se i n  e:J i s s i ons 
due to age and usage } for v e h i c l e s  with  poi sonec! c�talyst5 �;�s ass:.J:7.-s!d 
to be i d e n t i c a l  to the dete r i o ra t i o n  fector for v e h ;.; l e s  \·li t h  proper ly 
func t i Oll i ng c a talys t s .  Th i s  a s sump t i on i s  h i ghly Gue s t i onabl e si nc2 
after the catalytic  converte r is poi soned , the con ti nued use o f  l ea-:ed 
fuel i n  pl ace o f  un1 2adeci \;li l 1  i ncrea se th2 de teriora t i o n  fc:!.c t o r .  Tn:: 
automo t i ve i n dus try hcs genera l ly acknm1'l edsed that the use of u., l ea(�,=,d 
gasol i ne has resul ted in a subs tan t i a l  decrease in the 1 e'le1 of r.:a i n te n 2 r. c ":  
requi red t o  lTI;:d r. t a i n  l O�'1 eni s s ion l evel s ,  � n d  h a s  dra�d ti ca l ly rC�'..lc(;d 
the ra te of d-e t e r i o r a t i o n  for hydrocarbon er.d s s i ons cal!s'2d by C!!:!�:::>:; i t  
bu i l d- up . On the other har:d , the use o f  l e a ded fuel i ncrec s e s  th� 
proba b i l i ty c f  s p a r k  p l ug m i s fi ri ng , "" h i c h  i r:CrEd S eS hydrocar!::c n  E;;.i s s ; cr::; 
Leacied fuel has a l so been found to plug exh�'J s �  sa s  rec i rcul a � i o!l { E G R }  
va l ve s ,  "" h i c n  e re the p ri l71ary control cOi7iponer.t for oxideS  of  ni troSQn 
cm-i s ';) 1 0 n s .  

I n  ,,(;d i t i o n ,  Ii1c�J o f  t h e  rlC',( vehi c l :-s that '"d l l b e  s o l d  oVer �::.: r;(: x t.  

!:'cVL') 'ill  y�.:�: r 5  .;; r:: ex;,:;ct2G to use "3-\,/ay" ca:i:.l jsts that can '!: h 
rhJJi u.":l. Th��e c e. t::- 1 J's t s f;. ';"' e  feY' r.:Or!.; $lj s c :: ;:; �. i :;12 to 1 2'; ': ['0 :'(. n " IS: 1 �E '1 
conVE;n t i  ona 1 C2 t2. 1 y s  �s , an� thL:s , r arldom lI;i s fu;:! 1 i n g  · .... i 1 1  h: v� � IO'UCI 
g n:.;::. t(; r uf-:"ect 0;1 e;n l ss i on s  from tI'1ese ve � i c l es . 

These defi ci end es i n  the dra ft resul t in subs t2:.ntia l ly unders ta ted 
hydroca)"bon and carbon monoxide emi ss i on increc:!.ses a s soci ated ... li th 
m i .:; fue-l i n g ,  a nd the draft i nd i c a tes no ch2.nge i n  oxides of n i t!"c:;-o::: '1 
emi s s i on s  Hhen in fa c t a s i 9 n i fi c2 � t  i n c r ea s e  snnu l d  be expec t e d .  
Th i s  i n c rease wi l l  .:I r i se d;Je not only to pl ug;sd EG� val v�s , but a l s o  
frc;,'1 poi soned " 3 - 'flay" cata l 'j s :: s , vm i c. n  s i ;;:u l tc. fi<'c!..: s l y  canLrui hyd('uc:c.. ! jo:� , 
carbon r.:or.oxi�e , an::! ox i �e s of n i trogen Ei71 i s s i o n s .  

2 .  A'J� i n  i n  S e c t i C' rI  I I U\ ,  t h e  veh ic l e  e�i s s i or.s are o n l y  c a l c e 1 2 t�d for 
veh i c l es .... i th fede rc!l e-:: i s s i on control s .  S i nce Cal i forn i a contro l s  
arc r..ore s t r i n<;en t ,  f:",:i s s i on d i ffcl'ences for C 3 1 i fornic! vehi c l e s w i th 
pro;�rly o�crJ : i r.� c o! ta l y ') t s  and C a l i fo rn i .)  v<:!h i c l (! s ... li th p :: d scrI'2'd 
c � t J l1'S. : S  ... -o u l d  t� �;.:�cctc:d to be s i t;ni f i c � ' t. 1 J  sre a te!'" , Ir. �C: � i t l 0n , 
c' a t e r i o l·.! t i C :1  t..! : tcrs (or CJ. l i fcrn i a Y� h i c. l t! s  rli �h pro::;e rl y oper2 tin� 
ca tr!lysts  � r 0  s:" :J s t 2 :-t i 2 1 iy l ess t h � n  tr,�se used i n  U:2 c!rc f t .  "lh2SC 

d i ffercr.ces cO'J l .:! s i t;:l i f i cl!ntly affect the Los ,;n;el es a i r  C;;J==l i ty 
anc:!.lys i s  pre s2n ted in the draft. 

3 .  In the drc:!. f t , it i s  a s sur.:2d that the mi s fuel i ng rate for cat2 1yst
equip�ed ve h i c l e s hc:!.s s tabi l i ze d .  Hm·/eve r ,  the ol de s t o f  these ve h i c l e s  
i s  o n l y  a �o:.J �  fc�r YE:ars o l d ,  a n d  over t h e  n e x t  several YEers , me.ny 0';' 
thes e v2h i c l E: s  wi l l  be sold to l ower j nco�e dri vers . These s econd e n d  
t h i rd mmers wou l d  be expec ted to be m u c h  more i nc l i ned t!:.:!n the original  
o�mer s ,  to mi sfl>21 becc:!.use of the price d i fferen t i a l , al1d t h u s  the m i s 
fue l i ng ra te C U l  be eX;Jected t o  i ncreas e , a n d  not stabi l i z e ,  as the age 
of the veh i c l e  i ncrea ses . 

4, The draft does not appear to take  i n to accoun t the cOr:lpeti t i v e  pressures 
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a t the r2 ta i 1 l eve l a ff2Ct i ng p r i ce �i f ferenc es be t�';een sre�e s 0 f 
gasol i n e .  As the V01 U!T.2 of l ea ded resu 1 e r  s o l d  dec rea s e s ... li th re spec t 
to t he vol u�e o f  other grades of g a s o l i r. = ,  i t  ... J i n  be ee s i � r for re�a i 1 [: r s  
to p r i c �  l eaded regu l � r  a s  the i r " l o � s  l ec1�� r " .  thus t !2 i.:! i r.:;: to i r,cr.:c!:;' :::: 
the p r i  ce d i f'ference be l.V:2en 1 ee d ed and u n l e c.d2d regul a r .  

5 .  T h e  d ra ft rr. C! y  h � v e  s i g n i f i c a n t i y  unde rsta ted t h e  effect o f  the l eaded
unleaded p r i c e  d i fferen t i a l  on m i s fue l l ng of c2 t ::l. l yt i c  conve r te r equ i pp:'.?d 
vehi c l e s .  As noted i n  the d r a f t ,  in the surveys take n . there W2 S a 
re l c t. i ve ly poor correl a t i on be t"'/een m i s fuel i ng e nd the p r i ce d i fferent i a l 
at the s t a t i o n  the mi s fue l i ng a c c u r!2d . HO',12v e r ,  if w.otor i s ts ere m i s fu e l i r,-= 
to seek a d v c n t a s; e  o f  the l o',·/e s �  p r i c e  93.s 0 1 i r,e . they p r o � 2. b l j  C!O not h 2 '1 '2  -
a II s tron g " brand or s t a t i o n  l oya l ty as o t h e r  r..otor i s t s .  Un':er t r.e se 
c i rcur..s tan c 2 s , tht:! l o;.,:e s t p r i c e  foY" l eGGed G .",:G th;; l m,e s t p r i c e  for l.i n l �2.c,:;c!  
ga so l i ne a t  sta t i o n s  a l ong the flo tor � s t ' s u s u 3. 1  rou te s o f  trevel  'i'li l l  be 
the primary � 2 t e Y'm i n i ng fac tor i n  fu e J  swi t':h i ng ,  ar.tj n o t  th� pr i c e 

d i fferences at t riP pa r t i cu l ar s t a t i on \'Ihere t h e  IT.o to ri s t c!'?c i ::!::?s to 
refuel . If th i s beha v i or is i nceed predo�i n3.r. t , then the poor corre l a t i on 
between r:1 i s f!JS! l i n g  en: p r i c� d i fferen t i a l  i s  understcr.c2 �l e ,  and tr.e 
a c t!JJl ( f f�ct 07 cere s u lc : t i cn O:Jn m i s fuei i n g rr.ay hc.ve bet:n : i g n i f i c (J. ,, ;: l y  
under!::t� t�;d ; n the dia ft.  

C, . l he s e c t i c n  c '; s c u s s 'i r S  tr�· e -;r :ct  on t;;-i' !", ; 0:-:5  c ,- dc res;u l a ti 0n �'I i th Zl. 
cor:tn.11 1 e;': ;:: r � c c.:  c i f fe: ! c n -c1 i". i :. C2-;·; C � ? :"'. i r: SE. ';'t�(·?l re3;;c c � S .  ! ! :  d, : .::. 
S('c t i �m ( �V 8-:. :) ) , 2 �,; l G� C ·.� '; .: :� n � ·; a l  () t;,ri?� C _ )l 't-s i s  c:c;.:�),-: ;ed �Cl 
the " no ec t i on " 2 1 :e rr,,'! t i '.'2 ,  2nd  no 0:;:2[' al ten,a tbes a;e Ct',:�:� r2Q , 
�i ncc a �ri c e d i fferen t i a l  of tr.ree c e n t s  i s  c l ose to the c1 i fiert.: n t i a l  
for t h e  " n o  ac t i o n "  c 1 terna t i v e , the true effect o f  a co nt rol l ed p r i  ce 
d i ffere n t i a l  is not accura tel y i nd i ca ted by th i s  compar i son . The con
trol l rd p r i c e d i f f2ren t i e l opticn sh·:)ul d t;e ITJre appropr i a tt' l y  co;;-;pa rr d  
\,lith E RJ\ ' s  d2reg� 1 2 t � c l  p:"opos 2. 1 . U S 'i l ;g the ''vlcrst  c a s e "  for C J  er,�i ss i cn s  

found i n  the dr2. f t ,  tr.e con trol l ed d i ff0ren t i a l  c..pt i or. woc i d  rE'""ul t i n  
l J;': '[0','.'21' (>.-:1 i s ';) i (,r .5  o f  CO CC:7'p2re:1 to !:::.t Cll  C ...:. l',- :-·j i a t i o n .  I t  S !;'JI,; l d  l ::: 
noted tl,a t i f  Ti:�re rt:a l i s t i c  f:.'l� s s i on factors h J C  seen u s[ d ,  a� d � s c'.,.'�scd 
i n  OUl" cbove co;'":,;".rnts , t� :� rel a t i v e  o�n� f i t s  0-: :. control 1 '2 �  � r i c,:: 
di fferer. : i a l  \\Q u l d  be s ho"'m to te ep?n greater. 

7 .  The draft d i scusses the mi ti ga t i ng ir.:pacts of emi s s i on reduc ti ons fron 
�a sol i ne deregul a t i o n  dU2 to pri ce  i ncrea s e s .  The l i kel i hood of such 
re�uct i ons i s  C;;Jes t i on!bl e ,  Whi l e it is trL:e th� t a p d c e  i r.c:"ease r.:ay 
te;:-?'Jl"a r i l y  rE�L:C2 s� s o l i r,2 c o n s l_�.p t ; on , l cn :; - t2 r:71 eff2c ts � re ;;:u ch 
n:ore s;:,ecu l a t i ·J c .  I r : £ E'oj , to ('.::: � £ ,  tr,£:re r.:�s t'2 ::: n a posi �L·<:; • .3t1'"cr:":; , 
l cr.� > t. (' r7. c c r;c l c � i of, tE t�·;:? en p d c e  i nc r e a s 2 s  i f, sa.sc l i n e  2.r.G cC-:'ls:.ri";:: t i c;'"! 
of g a so l i n e .  H:2 draft should have r.;ore thoroushly d i s cu s s e d  the ev i de nce 
wh i ch sup�o rts a reduc t i on in fuel usa ge due to price i ncreases . 

8. The draft d i sc u s s e s  the effect of C:eregul a t i o n  on a i r  qua l i ty in terrr.s of 
an i ncrea se  i n  ti:� nt.;i.::cr of :::.J;", :!1s before th� o x i dan t 2:ld c 2 rton 
monox i c 2  s tcnca r�s ar2 f!:e t at s e v e ra l  l oc a t i on s . T h i s  trea tr::er.: i s  
no t onl y m i s l ea d i n g , but t o  a l a rse deg!"e e ,  i t  i s  :r.ea n i r: g l e s s .  
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The Ci eerl A i r  A c t ,  as �r.,ended in 1 9 7 7 ,  requ i res edch a i r  qua, l 1 t./ 
con trol reg i on i n  the coun ty to take the neces s a ry st�ps to ac h i� ·. :: 
the n.:: ti o n a l  zr"\:' i e n t  a i r  qLi c l i ty stend2:l"ds b/ 1 932 or 1 93/ , cr L' : c:  
�fv en::, f i n a nc i a l  s�nc t i on s . �o acdi t i ()na l tir:.e e x t en s i ons are � l l c .  2':.� 
du e tu ef.li s s i on i ncre2.ses fro,'j] a c t i o n s  such as tile c-:: rES'J l a t i o:l ;; r  
gasol i n e .  Thus , i f  E RA ' s  de regul � t ion proposal i s  ilTopl e:.entpc , r e ; i o r s  
whi ch neve control s trc.te g i e s  t h a t  wi l l  ach i e ve t h �  r; � t i on2:l  stc.:;�;:rGs 
b y  1 982 o r  1 987 .'I i l l  h a v e  to rev i se t h e s e  s t rateg ies  b y  a�op ti r,s r.'Jre 
s t r i ngent a n d  cos t l y control s .  I f  deregu l e t i or. occurs , SO;7"C r e s i or.s 
rr.zy f i nd i t  il':".po s s i b 1 2  to achi eve these s tandards by the dead l i �::: 
In lhe C2.se of tr.e Los Ange l es Cln:; a , there ere r.o contro l s  a'.'i! i l c  I e  
)lOW O r  fon:sec: ;: � l e  i n  tr,e fu ture \'Ih i c h , i f  r"ple:T2rtted 'rIou l d  r-:: s:.:!  i ll  
a t ta ir:7:en t of tr,e fec!era 1 2r. b i e n t  a i r  qual ty s tandi!rG f o r  O X i C � :1 
Any i n c re J s e  i n  eilli s s i ons diJe to deregul 2. t  on ... lOu l d  exacer�.:!tc c. l  
quel i ty v i o l c. � i on i n  th i s  reg i o n .  

I n  q u a n i... i fy i n s  the a i r  qucl i ty e ffec ts a s  an  i n c rccse i n  the t k -2  t::: fo re 
tr.e standards '..J i l l  be 2. c h i eved , the dreft negl ec ts the econor.ric c o s ts of 
i n c reased po l l L. t i or. cv�r th i s  t i r.-:e pe ri od , and a l so neg l e c t s  the: e ffec t s  
on heal th a r. d  v?get2. t i oil from the ir:creased f:i'ili s s i on s .  

I n  c a l c u l a : i r. �  "l h  ;I',:' :;er o f  rr.o,1 t h  tb·:!t 5 � ar,c2. n': .;; wi l l  cGr1t.� r,u� 1.."1 t·:; 
v i o l a t2:� rl�1 :0 C rC,-�L' 12 : i C:l , i �  s ,  :; sv" ,:di : r,:: :' ';:::o ; :; s i o:-: :.  '. : i 1 1  � _  
t ( j'JClO:: 1 i . .  :·. : 1 �1 n (' CI ; [i n.: � ; Gl1 l: : � �  s tt :�.-;;(;S ,', r2 me t .  ;-; : 1 5  t, ;: :" ' : !,; : ':) .; 
.st:'" en:l y  c;-; " " r :: -:  t:.c.' 2 i r  :;'..;;:1 � ;'j e f f€ c ts . 

The a s s u:t<o t i o n  uf a l 'i r,ea r Gecl i n e  i n  er;;l s s ion  causes a reas such C!.S Los 
Ang e l e s  to s he'''; very steep decreeses , whi le other c l eaner areas Sh8�'1 
rel ati ve l y s l o\ol decrec. s e s . The projec tions of these dec l i nes tr.U5 i ndica te 
thilt th� "(! i rt i c r "  tne e rE:: £� ) tr,� shorter tr.:: t; I':".? �er i c d  thet s t 2 r. :-: :! n:!s 
lIi l l be v i ri l 2.  .. ::'c dlJ2 to i nC r e 2 S f' ir. s:-.i s s i c:::; frc;: del'eg j l .?- t i 'J n .  i il 
f,;ct , (:)' c ( ;: l y  t):2 C i ;'C 5 i ti:' sr:Ju1c. be �rue . 

I n  rr.ost. C 2. S :-: S , '!"utU!'':: E:.1i s s ·icn n::d�c::icr;s \'Ii l l  t� r£ l a li vcly l cr:;:: 
t' t  f i r s � , C'S r.<:;,o( v£�r, i c 1 l-, ri::�l cO:� c l ':�"! ( ,  h � :;:<��r (:;litti n g  r,.odel s .  
A s  t i:r.e goes on . howev� r .  reduc t i  c�s wi l l  c.'leur a t a fiiuch 1 O\';�:l" ra�::: . 
and add i ti on e l  reclJ c t i ons wi l l be: s l O'.·/e'l t:Jre di fficu l t ,  and r.:ore: costly 
to ac hie ve.  Thu s ,  the i n c reC!.se i n  t i rr.C' to achi e:vC' the s ti! n d � r d s  i s  

probab l y  much grea ter than the t i r.:e frar-.e r.:enti one<t i n  the dra f t .  FaT" a rea s that a r e  nO'..,. in substa n t i a l  v i o l a t i on o f  a i r  qua l i ty s t'c :"'.c'arcs . 
tb0 t in: tefor::' co;.:p1 1 2 n c e  ran t:� � c h i eved is r.:uch grea te r  U'. ::! r:  ;�;  :: rc a s  

th? t a rC' r:('",/ c 1 J " [:  to t�:, S t':: I1C ?' :::: .: , end {]!iY i nc r2 c: s e  in  e�l :; � : : r. s 
due to der�g u i a t i orl vti l 1  re .s ul t in a much l or.ser and not short,:: , ,:-I;;; 1 3ys 
before s tanda rds a re achi eved i n  the most pol l uted ereas of the r.a t i o n .  
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Mr . Douglas Robinson !IAN 1 8  1979 U. S. Department of Energy 2000 M street , N. W .  
Washington, D .  C .  20461 
Dear Mr. Robinson : 

The state of California has reviewed the Draft Environmenta l Impac t  
Statement, " Motor Gasoline Deregula tion " ,  submitted through the 
Office of Planning a nd Research in the Governor ' s  Office . The Air 
Resources Board ' s  comments dealing with emission controls , gasoline 
pricing at the retail leve l ,  and a ir quality are presented below . 
In addition, we .understand the Ca lifornia Energy Commission will 
be sending its comments directly to you. 

1 .  

J\N 79 .2.J .(jJ 

EMISSION C ONTROLS 

In Section IIIA of the report, the deterioration factor ( i . e . ,  
increase in emissions due t o  age and usage ) for vehicles with 
pois oned catalysts was as sumed to be identical to that fo" 
vehicles with properly functioning catalyst s .  This results 
in substant ially understated hydrocarbon and carbon monoxide 
emission increases associated with misfueling. The report 
also indicates no change in oxides of nitrogen emissions when 
a significant increase should be expected . 

After a catalytic converter is poisone d ,  the cont inued use of 
�eaded fuel in place of unleaded will increase the deterioration 
factor. The automotive industry has generally acknow ledged that 
the use of unleaded gasoline has resulted in a substantial 
decrease in the level of maintenance required to maintain low 
emission levels , and has dramatica l ly reduced the rate of 
deterioration for hydrocarbon emiss ions caused by deposit 
build-up . On the other hand, the use of leaded fuel increases 
the probability of spark p lug misfiring, which increases 
hydrocarbon emissions . Leaded fuel has a lso been found to 
plug exhaust gas recirculation (EGR ) valve s ,  which are the 
p rimary control component for oxides of nitrogen emiss ions . 
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2 .  

3 .  

1 .  

2 .  

I n  add ition, many new vehicles sold over the next several 
years are expected to use " 3_way'r ca talysts that contain 
rhodium and are far more susceptible to lead pois oning than 
conventional catalys t s .  Thus , random rnisfue11ng will have 
a mu?h greater effect on emissions from these vehicles . 

Again in Section IIIA , emissi ons are only ca lculated for 
vehicles with federal emission controls . Since Ca lifornia 
controls a re more stringent , emission differences for 
Ca lifornia vehic les with properly operati�g catalysts a nd 
with poisoned catalysts would be expec ted to be significantly 
grea t e r .  In add i tion, deterioration fac tors for C a lifornia 
vehicles with properly operating catalysts are substantially 
less than those used in the report . These differences could 
signi ficant ly affect the Los Angeles air quality analysis 
presented in the report . 

In the report it is a s sumed that the misfueling rate for cataly s t 
equipped vehicles h a s  stabili zed . However, the oldest o f  these 
vehicles 1s only about four years old , and many of these vehicles 
will be sold t o  lower inc o�e drivers over the ' next severa l 
years . These new owners would be expected to be more inclined 
t o  misfuel because of the price different i a l ;  thus the mis
fueling rate can be expected to increase with the age of the 
vehic le . 

GASOLINE PRICING 

The report does not reflect the competitive pressures at the 
retail level which affect price differences between grades of 
gasoline .- As the volume of leaded regular sold decreases with 
respect to the volume of other grades of gasoline, it will be 
easier for retailers t o  price leaded regular as their " loss 
leader" , thus tend ing t o  increase the price difference between 
leaded and unleaded regular. 

--'The report may have significantly understated the effect of the leaded -unleaded price differential on misfueling of catalytic 
converter equipped vehic les . A lthough the surveys taken 
indicated a relat ively poor correlation between misfue ling 
and the price different ial at the stat ion where the misfueling 
occurred , mot orists misfueling to obtain the lowest priced 
gasoline probably do not have a st rong brand or station 
loya lty . Under these circumstances , the lowest price for leaded 
and the lowest price for unleaded gasoline a t  sta tions along 
the motori s t ' s  usual routes of travel will be the prima ry 
determining factor in fuel switching . If this behavior is 
indeed predominant , then the poor corre la t i on between mis
fueling and price differential is understandable , and the 
actua l  effect of deregulation on misfueling may have been 
significantly understated in the draf t .  
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3 .  

4 .  

1 .  

2 .  

In Section ( IV B-4b ) , a price d ifferential of three cents is 
compared only to the " no acti on" a lternative .. Since a price 
differential of three cents is c lose to the differential 
for the " no actionll a lt e rna.t ive , this comparison does not 
accurately indicate the effect of a controlled price differ
ential, an option which would be more appropria t e ly c ompared 
with ERA ' s  deregulation propos a l .  Using the report ' s  " worst 
case" for CO emissions , the controlled different i a l  option would 
result in 13 percent lower emissions of CO compared to total d e 
regula t ion . If more realistic emission factors had been used , 
the relat ive benefits of a controlled price differential would 
be shown to be even great e r .  

The report discusses t h e  mitigating impacts o f  emission r e 
ductions from gasoline deregulation due t o  price increases . 
While a price increase may temporarily reduce gasoline 
c onsumption, long-term effects are much more speculative . 
Indeed , to date , there has been a positive, strong, long
term correlation between price increases and consumption of 
gasoline . The draft should have more thoroughly discussed 
the evidence which supports a reduction in fuel usage due to 
price increases . 

AIR QUALITY 

The report d i scusses the effect of deregulation on air quality 
in terms of an increase in the number of months before the 
oxidant and carbon monoxide s t a ndards are met at several 
locations . The C lean A ir A c t ,  as amended in 1977, requires 
each air quality control region in the county t o  take the nec 
essary steps t o  achieve the national ambient air quality 
standards by 1982 or 1987, or face severe financial sanc tions . 
No additional time extensions are al lowed due to emission 
increases from actions such a s  the deregulation of gasoline . 
Thus , if ERA ' s  deregulation proposal is implemented , regions 
which have control s t ra tegies that will achieve the national 
§tandards by 1982 or 1987 will have t o  revise the s e  s t rategies 
.by adopting more stringent and c os t ly controls . If deregula
tion occurs , some regions may find it impos s ible to a chieve 
these standards by the dead line . In the case of the Los 
Angeles area, there a re no controls available now or fore
seeable in the future which, if implemented would result in 
attainment of the federal ambient air quality sta ndard for 
oxidant . Any increase in emissions due to deregulation would 
exacerbate air quality violation in this region. 

In quantifying the air quality effects as an increase in the 
t ime before the standards will be achieved , the report a lso 
includes neither the ec onomic costs of increased pollution 
over this time period , nor the effects of increased emissions 
on health and vegetation. 
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4 .  

I n  calculating the numb e r  of months that standards will con
tinue t o  be violated due to d eregulation, i t  is assumed in 
the report that emiss ions will be reduced linearly in each 
region until standards a re met .  As a result� areas such as 
Los Angeles show very steep decreases� while c leaner areas 
show relatively slow decreases . The projections of these 
declines thus indicate that the " dirtier" the area� the 
shorter the t ime period that standards will be violated due 
t o  increase in emissions from de regulation . Exac t ly the 
oppos ite should be t rue . 

In most cases,  future emission reduct ions will be relatively 
large at firs t ,  as new vehicles replace old e r ,  higher-emitting 
models . Subsequent reductions, however, will occur at a much 
lower rat e ,  and will be more d ifficult and costly to achieve . 
Thus , the increase in time to achieve the standards is probably 
much greater than the time frame mentioned in the report . For 
areas now in substantial violation of a i r  quality s t andard s ,  the 
time before compliance can be achieved is much greater than 
for areas that are now close t o  the standards , and any increase 
in emi s s ions due t o  deregulation will result in a much longer 
delay before s tandards are achieved in the most polluted areas 
of the nation. 

REVIEW REQUIREMENTS 

The Stat e ' s  review fulfills the requi'rell!ents of Part II of Office 
of Management and Budget C ircular A-95 and the National Environment a l  
Policy Act o f  1969. I t  w a s  coordinated w i t h  t h e  Departments of 
Conservation, Fish and Ga:ne , Parks aDd Hecreation, water Resource s ,  
Food and Agriculture, Hea lt h ,  and 'l'ransportation; the Air �esource s ,  
Solid Wa s t e  Management, and state 'h'a ter Resources C ontrol Board s ;  
and tne California Energy Conservation and Deve lopment and Pub lic 
Utilities Commissions . 

We ap_preci0.te havipg been given an opportunity to review this document . 

S1ncereTy " 

A. �L:A�/�� , ��.� L. 
L. FRAN't:: GOODS N 
Assis tant Secretary for Resources 

c c : Direr,tor of Management Systems 
Office of P lanning and Research 1400 Tenth street 
Sacramento� CA 95814 
(SCH 7812ltllO) 

vU;::,15 

� ,. 
Department of Local Affairs 

(:ol()rado Division of Planning 

•9f COlo .. 

� Ii � 
'>, Philip H.  Schmuck, Dircctor giJ l R 7 6  77073�lchard D. L�mm, GovE'rnor 

January 3 .  1 9 7 9  

Department o f  Energy 
Public Hearing Management 
Room 2 3 1 3  
Docket No. ERA-R- 7 7-7 
2000 M Street, N.W. 
Washington, D.C. 20461 

SUBJECT: Draft Environmental Impact Statement 
Motor Gasoline Deregulation 

Gentlemen: 

The Colorado Clearinghouse has received the above-referenced environmental 
statemen t and has distributed i t  to interested state agencies for their review. 
We appreciate your assistance in providing us with the extra copies we requested . 

Enclosed please find the commen ts of Colorado ' s  Office of Energy Conservation . 
This state I s Department o f  Health and Depar�ment of Highlolays are currently 
evaluating the effects of the alternatives in the environmental sta tement upon 
our State Implemen tation Plan (SIP) for Air Quality. Because the SIP was just 
compl eted this week, the latter review is not yet finished. We w i l l  forward 
those a d d i t j onal commen ts to you by January 1 5 ,  and we would urge you to consi
der them even though they will arrive after the close of your review period . 

Thank you for the opportunity to review this matter. 

SE/CGJ Ivt 
Enc] osures 

cc: Office of the Governor 
,9 Y ; ) i  Office o f  Energy Conserva tion 

Very truly yours ,  

,ric,' £It:J /Hk. 
Stephen O. E] I is 
Principal Planner 
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RICHARD D. LAMM GOYfIt'nor 

·.!l 19 ;U ::.J 

Department of Energy 

OFFICE OF ENERGY CONSERVATION 

DENVER 

January 2, 1 979 

Pub1 ic Hearing Management 
Room 231 3 
Doc�et No . ERA-R-77-7 
2000 M Street , N. W. 
Washington, D. C. 20461 

Dear Sirs:  

77(;731// 

RUlE SEAWELL ,"<OCt", 

Enclosed i s  a copy of the Col orado Office of Energy · Conservation ' s  
comments regard i ng the Draft Envi ronmental Impact Statement ,  Motor 
Gasol ine Deregul a t i o n .  These comments have a l so been forwarded t o  the 
state clearinghouse for incorporation into the state 1 s  response. 

. MBS/�c 
Enclosure 

Sincerely , 

;?(�1�� 
Executive Di rector 

U0247 

1800 Downing Sinlel. Denver, CoIIQdo 110218 (303) 839-2507 

AlCHAFtD D. LAMM 
--

� 
OR'ICE OF ENERGY CONSERVATION 

DZXVBR 

TO : Colorado Cl earinghouse 

FROM: Colorado Office of Energy Conservation 

DATE: Janua ry 2, 1 979 

BUlE SEAWEll '""""'" 

SUBJECT: Draft Envi ronmental Impact Statement--Motor Gasol i ne Deregul ation 

The Colorado Office of Energy Conservation has revi ewed the U. S. Depart
ment of Energy ' s  Draft Environmental Impact Statement--Motor Gaso1 ine 
Deregulation ( DOE/EIS-D039-D, November 1 978) and offers the fol l owing 
comments for consideration. 

In general , the Colorado Office of Energy Conservation (OEC) i s  supportive 
of the U. S. Department of Energy ' s  (DOE) efforts towards the exemption 
of motor gaso l i ne from price and al l ocation control s .  The OEC feel s that 
the proposed deregulation of motor gasol ine will  generally succeed in ac
comp1 ishing DOE ' s  three objectives of deregulation which are ( 1 )  to re
l ieve the industry of ineffect ive compliance regul ations , (2) to l essen 
dependence on imports through an i mproved c l i mate for refi nery investments , 
and (3)  to free up supp1 ies of product and e1 iminate inefficient distri
bution arrangements. 

Accompl i shment of the third objective will also el iminate the administrative 
and financial burdens of the state set-aside program which have plagued 
Colorado as wel l  as IMny other states. In Col orado ' s  case, unreason.b1e 
a l l ocation levels in high growth impacted areas have caused IMny problems 
in the equitable and objective di stribution of fuel from the set-aside pro
gram. Deregulation would tend to help the non branded i ndependent retai l ers 
of gaso1 ine who are feel ing the impacts of a tight supply situation now 
because of two recent refinery breakdowns. 

-

The OEC is glad that the DOE plans to monitor the resul ts of this proposed 
deregulation and also to retai n  authority under the Emergency Petroleum 
Al l ocation Act ( EPAA) to reimpose appropriate controls if deemed necessary 
lint il September 30, 1 981 . 

The al tematives referred to .s "gasol i ne t i l t" and "rent passthrough" are 

lJOZ48 

lIIOO DownIng S_� Denv ... CoIIQdo 80218 (303) �2507 
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January 2, 1979 
Page Two 

a l so favored by DEC in order to al l ow a reffner more accurate,y to pass 
through increased gasol fne productfon costs and to permit deal ers to pass 
through costs for requfred vapor recovery systems and other operatfng 
costs fncluding fncreased rent payments. 

Although thfs office in general favors the deregulation proposal ,  other 
ci rcumstances warrant the necessfty of thfs office to favor the partial 
deregulatfon al ternatfve # 2 which cal l s  for deregulation but with the 
retafl prfce df fferential between l eaded and unl eaded gasol fne sold at 
the same statfon to be regulated . Two separate sub-options of thfs price 
dffferentfal regul atfon approach are considered by DOE. One would fix 
the prfce dffferential at 3 cents per gal lon and the second would fix ft 
at 0 cents per gal l on ( requfrfng both to be sold at the same price ) .  DEC 
favors the 3 cents per gal lon enforced price di fferentfal prfmarf ly on the 
grounds that unleaded does cost more to produce and dfstrfbute than l eaded 
gasol ine and that the rate of mf sfuel ing (placing l eaded gasol ine f l l egally 
fnto vehicles requirfng unl eaded fuel ) woul d  not be that sfgnfficant at 
that prfce df fferentfal . 

The reaSGns why thfs office supports the above al ternative are that com
plete and ful l  deregulatfon will probably l ead to a much greater retaf l  
price df fferential between l eaded and unl eaded gasol ine and therefore 
have a tendency to greatly increase the mi sfuel ing rate because gasol fne 
prfces are so much hfgher than only a few years ago. Any fncreases in 
misfuel fng are deemed to have damagfng consequences to afr qua l i ty in the 
high altftudes of Colorado . (The EIS states that catalyst pofsoning by 
mfsfueling increases hydrocarbon and carbon monoxide emf ssfons by 800 % . )  
Increased mf sfuel fng rates caused by substantfal prfce di fferentfals would 
slow the Denver metropol i tan area ' s  efforts at attafning notfonal air  
qual fty standards even further ,  as pof nted out in the DOE draft EIS. Addi
tional ly, i f  shortages occur, this al ternatfve would encourage hfgher 
prices for both fuel s and not just one type. 

Deregulatfon with the enforced 3 cents per gal lon prfce df fferentfal al
ternative fs vfewed as the most acceptable solutfon for Colorado. DEC 
IIgrees that enforced price di fferentfal regulatfons would yfeld many of 
the benefi ts of fuel deregulatfon, but without the penalty of increased 
mfsfuel fng. 

Not addressed in thfs draft EIS fs the probabi l fty of substantfal energy 
conservatfon objectfves achfeved by hfgher gasol ine prfces in terms of re
duced gasol ine consumptfon. What would deregulation do to demand fn each 
of the proposed al ternatfves? How elastic (or inelastic) fs demand given 
the estfmated price fncreases for each case? 

u0249 

January 2, 1 979 
Page Three 

Also, ff thfs proposed deregulatfon fs not fmpl emented , does DOE plan to 
contfnue fts non-fundfng posftfon of the state ' s  admfnfstrative role fn 
the federal l y  mandated set-aside program? 

U0250 



S T A T E  O F  C O N N E C T I C U T  
OFFICE OF POLlCY AND MA/';AGEMEf\'T 

80 WASHI>';GTO)'.; STREET 

Department of Energy 
Publi c Hearing Man2gement 
Room 2313 2000 M. Stree�. N. W .  
Washington, D " . C .  20461 
Do cket No . ERA-R-77-7 

Att ent i o n :  Douglas Robinson 

Dear Sir: 

HARTFORD, COS:-'f:l1 l(Tl 0 6 1  ! 5 

J anuary II,  19 79 

"r;O'7J'iA 

Draft Environment al Impact Stat ement - Motor Gasoline 
Deregulation - has been offered t o  appropraite stat e  agencies 
for review and comment . 

Mr. Dennis Kerrigan, D eputy Commissioner of the Connecti cut 
State D epartment of Health, has comment ed that "to judge the im
pact ( o f  deregulation) he feels that actual studies rather than 
est imat es are needed. U He has also not ed that he believes a 
d efinit ion of light-duty vehicles shauld be in cluded in the 
EIS. 

We hope that these concerns will b e  considered in preparing 
the Final Environment al Impact Stat ement . 

AHM/ftm 

17 J'll 79 .L; ;'� 

Sincerely, 

� \-+. fV' .J.r,..-
Aden H. �\aben 
Stat e Clearinghouse Coordinator 
Intergovernment al Relations Division 

00251 

SIATE OF FLOIllDA. 

)9rpartmmt of §bmtJUtration 

R G WhlttIo. 1< 
.... ..- --... 

Division of State Planning 
Room 530 Carfton Building 

TALLAHASSEE 
32304 

(_I _·m. 

January 1 6 ,  1 9 7 9  

Mr , Douglas G ,  Robinson 
As s i s tant Administrator 

Regulations and Emergency Planning 
Economic Regulator�r Administration 
2000 M ,  Street N, W, 
Department o f  Energy 
Washington, D ,  C, 20461 

Dear Mr . Robinson : 

Bob Graham 
�XJCiII»"'X 

Jim Tait 
�--

.. caIfr"' _ _  ,IIUUATlc.o 

7707,1.71'{ 

Func t ioning as the state planning and deve lopment clearing
house contemp lated in U .  S. Office of Management and Budget 
Circular A-9 5 , we have reviewed the fol lowing draft environmental 
impact statement , Motor Gasoline Deregulation , SAl 7 9 -0862E , 

During our review we referred the environme:ltal impact 
statement to the fol lowing agenc ie s ,  which we identified as 
interested : the Departments of Commerce , Environmental �e�ulat ion , 
Natural Resources ,  Transportation and the State EnerEY Office . 
Agencies were requested to review the st atement and comment on 
pos s ible effects that actions contemp lated could have on matters 
of their concern . Letters of comment on the statement are 
enc losed from : the Departments of Commerce , Environmental 
Regulation, Natural Resources and the State Energy Office . 

We have reviewed this document and the state agency comments 
thereon . Based upon this review, we concur with the review 
comments submitted by the Florida State Energy Office and request 
that you consider them as Florida response to this document . 

In accordance with the Council on Environmental Quality 
guidelines concerning statement on proposed federal actions 
affecting the environment .  as required by the National Environmental 
Policy Act o f  1969 , and U .  S, Office o f  Management and Budget 

23 JA.� 79 .u �.:) U0252 



Letter - Mr . Douglas G .  Robinson 
Page Two 
January 1 6 ,  1 9 7 9  

Circular A-95 , t h i s  letter , w i t h  attachmen ts , should be append e d  
t o  the final environmental impact s t atement o n  this proj e c t . 
Comments regarding this s tatement and proj ect contained herein 
or attached hereto should be addressed in the statemen t ,  

W e  request that you forward u s  copies o f  the final environ
mental impact s t atement prepared on this proj ect . 

RGWj r : WKjg 
Attachments 
c c :  Mr . James J .  Cooney 

Mr . Wi l l i am C .  Go lden 
Mr . W. N. Lofroos 
Mr . Loring Lovell 

d�1 'Whitt l e ,  Jr . l' 
Director 

Mr . Harmon Shields 
Mr . Robert Wil l iams 
Dr . Carlos S .  Warren 
Mr . Walter O .  Ko lb 

U0253 

Pr. o..rloll S. Warren 

STATE OF FI..ORIDA 

Itpartmtnt of Ailministration 
Stare Eoergy Office 

301 Bryant Building 
TALLAHASSEE 

32304 

Reubln O'D. A.ke ..... 

. Wall.c� W. H�nd�r1on 
'T",n tNf�"Y DUHTO_ SlC.f' .... y 0' _''''H''',T lOOO 

Decembe:r 21, 1978 

Written Cormnents: Draft Environmental Impact Statement , Motor Gasoline 

Deregul.ation, November ,  1978 

Florid a ' s  State Energy Office is supportive of the Department of Energy ' s  

current position t o  exempt motor gasoline fran the Mandatory Petroleum Price 

and Allocat ion Regulations, pursuant to the provisions of Section 1 2  of the 
Emergency Petroleum Allocation Act of 1973, as amended (EPAA) . 

Florida ' s  State Energy Office recommends the Special Rule No. 4 ,  a transitional 

motor gasoline ass ignment program which would remain in affect for the year 

following the proposed deregulation of gasoline, be inc luded in the deregulation 
procedures. 

Further I Florida ' s  State Energy Office requests the Department of Energy have 

ready appropriate measures for immediate partial or full implementation ,at 

such time as the President determines the situation makes necessary the reim
pos ition of controls on motor gasoline to carry out the objectives of the 

Eme rgency Petroleum Allocation Act of 1973 as amended. 

ll0254 



SIAl!; O� �LU1Ul>A 

llepartmen� ot �bminiztration 
Division of State Planning 

Room 530 Carlton Building 
TALLAHASSEE 

32304 

OlVJSION OF ST�TE PLANNING, Bur,,:·) 01 Jntert::>'J.'If·�" " '. 1\{.!a�!CI"l5 

,,� . . e:.D.Ar 
R.G.WhUU*.Jr. 
ST ... n: F'L_"" "'G OiRlCTQfI (904) 48B '2371 

• .��,.,ce w. He �,.on 
SA� 1'\0 R , ·.alT ... Rl' Of' ... ti ... ·1S11t ... TlOH 

.: �w-:::q::;;t . /  )1 
TO: SECRETARY 

Department of Commerce 
510 Col l ins Bui lding 
Tal l ahassee, Florida 32304 

rl 
'DATE : --ftTt:7 

/J ' 7- ( DUE DATE: ..........I.L--!: I I  
All: c) \it f�u 

I 
SUBJECT SAI : n-O /lr 7.;£ Li:. (),\ � ; ,;, 

FROM: Bureau of Intergovernmental Relations 

The attached "424 Preappl icati on" serving as not i fi cati on of intent to 
apply for federal assi stance is being referred to your agency for revie" and 
COJ1YIlent. Your revi ew and comments shoul d address themselves to the extent to 
veri fy that the project ( s )  i stare cor" tent wi th or contri buted to the fulfi 1 1 -
me n t  o f  your agency ' s  pl ans o r  the achievement o f  your projects , programs and 
objectives. 

If  further informat'ion is required, you are urged to telephone the contact 
person named on the preappl icati on form. If  a conference seems necessary, or i f  
you "ish to review the entire app l i cation, contact this  office by telephone as 
soon as pos s i bl e .  Please check the appropriate box, attach any comments on your 
agency ' s  stationery and return to BIGR or tel ephone by the above due date, If  we 
do not receive a response by the due date, \'/e wi l l  assume your agency has noacrverse 
comments.  'In both telephone conversation and wri tten correspondence, please refer 
to the SAl Number. 

�� 
lori��i ef 
Bureau of Intergovernmental Relations 

Enclosure 
************************************************************************************* 

TO: Bureau of Intergovernmental Relations 

FROM: Department of Commerce 

SUBJECT SAl :  7 9- 0 8 6 2E ------
No comment �' COlJ1Tlents Attached 0 

DiVi S i O��U Of��Of Economic Analysis 

Revi ewe �2 Date -,lu;..",)=4c..7�.r'� _____ _ 

" lJU�55 , 

STATE OP FLORIDA 

IJt4!a,rt�t�.t of �bmini��J:W��/!;,.�:(\ 
'. : 'seubln O'D. A8l1.ew /:""' . DIVISion of State Plann�ng . . : : 

. ' 
B80 A .. ,"' .... .. ri<w.y . IBM Buildl.. r, c' ' .  . .  19' 

RG. Whittle. Jr 
S1"'TE �NC OI'I£CTOA 

,�, '\, TALLAHASSEE � , ' .'t: D! '[':;J:' 
1� � < 32304 �'�''" l�'; L '.TU�J\'. : ,�,·:;,5tr�;:;"'�'!.!..��'T::i�l.m. 

� • .  (<." 

( 9 0 4 )  488-2371 

TO: �" \ 
/ 

Mr. H, . DATE: 1eJ, , 7 7/ u , 
DUE DATE : ;d ;} I· )/ 

Tallahassee', Florida 32304 

FROM: Bureau of Intergovernmental Relations 

SUBJECT : SAl : f79-ciX0d- � 
The attached "Advance Notification" of intent to apply for federal 

assi stance is being referred to your agency for review and comments. Your 
review and comments should address thems elves to the extent to which the 
project is consistent with or contributes to the fulfillment of your agency ' s  
plans or the achievement of your projects, programs and objective s .  

I f  furtber information i s  required, you are urged t o  telephone the 
contact person named on the notification form. If a conference seems necessary , 
or i f  you wish to review the entire application, contact this office by telephone 
as soon a s  possible. I f  you have no adverse comments, you may wish to report 
such by telephone . Please check the appropriate box. attach any comments on 
your agency' 5 stationery , and return to this office or telephone by the above 
due date . If we do not receive a response by the due date , we will assume 
your agency has no adverse comments. In both telephone conversation and 
written correspondence, please refer to the SAl number .  

Sinc::/�
� �� 

Loring Lovel l ,  Chief 
Bureau of Intergovernmental Relations 

Enclosure 
*******************. *******.*****.***.*****. ************.***.******************* 

T O :  Bureau o f  Intergovernmental Relations 
FROM: Department of Natural Resources 
SUBJECT : Project Review and Comments, SAl : 79-o862E 

(i] No Comments 0 
Signature ,  1:::'- ' &. Ln 
Title : Admin strative Assistant 

",UZ56 

Comments Attached 

Date : Dec . 15, 1978 



STATE OF FLORIDA 

R.CLWhltU.,Jf. I """-" 
STAn: �"'''''''''G DI"'ECl'OA 

SA, r'.'(l " 
----�-

TO: SECRETARY 
Depa rtment of [nvi ronmenta 1 
Twin Towers 
2600 B 1 a i rs tone Road 
Tal l ahassee, Fl orida 32301 
ATT: _______ _ 

FROM: Bureau of Intergovernmental Rel at'i ons 

"-ubin 0'0. A .... _ 

W.I'-c. W . .... rtd.r-.on 
SECltlTAIt, CW ... OWINISTJlAflOIOil 

I ,) ) -) �. 
I ,.J- ) \ . '1\ 

SUBJECT SAl : '-1') L Ie · ( i 

The attached "424 Preapp l i cationU serving as notifi cation of i n tent to 
apply for federal a s s i stance i s  being referred to your agency for rev i ew and 
corrme n t .  Your review and cOl1Jl1ents shou l d  address themselves to the extent to 
veri fy that the project( s )  i s/are cons i s tent with or contributes to the f u l f i l l 
ment o f  your agency ' s  pl ans o r  the achi evement of your projects , programs and 
objectives , 

If further i nforma tion i s  req u i red , you are urged to tel ephone the contact 
person named on the preapp l i cation form. I f  a conference seems necessary, or i f  
you w i s h  t o  review the entire appl i cation , contact t h i s  office by tel ephone a s  
soon as possibl e .  Pl ease check the appropri a te box ,  attach any cOrTlTlents o n  your 
agency ' s  stati onery and return to B I GR or tel ephone by the above due date, I f  we 
do not receive a response by the due da te . we wi l l  assume your agency has no�se 
comments . In both telephone conversation and written correspondence , pl ease refer 
to the SAl Number . 

- . � .-.) -;- � . '  

" 
S�� 
Lorir.g Lovel 1 �  C h i ef 11:·� 1 � L � 
Bureau of I n tergovernmental Rel ations 

Enclos ure fV·d · , l  
.*.* ••••• *********.**** ••• **.** ***!" •• **.*.********.*.***.* •••• �.**.*** •• * •• ******* 

TO: Bureau of I n tergovernmental Relations 

FROM: Department of Envi ronmental Regu l ation 

SUBJECT SAl : 2f -.2t'& U 
EZ:J NO Comment 

D Comments Atta�hed 

Di v i s i on/Bureau of ?#c.r'rcz/4;Y4:z.Zf/ 6-<.ar� 
Reviewer �� . .  LU;';S7 

Date 4-/S: 20' 

r9 L.! 8� 

�'A'N ::"0. ··· · ... I"'l 

5T ATE OF MICHIGAN 

W 
WILLIAM G. MILLIKEN, Go ... ,no. 

DEPARTMENT OF COMMERCE 
'.0. lOX 3000". lAW aUllOING, �ANSING, MICHIGAN "8909 

I(flTH MOUN, Oi,.cIo. 

December 2 9 ,  1978 

Department of Energy 
Pub l i c  Hearing Management 
Room 2313 
Docket No , ERA-R-77-7 
2000 M ,  Street, N , W, 
Washi ngton , D , C  20461 

Dear S i  r/Madam: 

77C730jJ 

Enclosed p l ease fi nd comments developed by the Mi chi gan 
Department of Commerce on the Econom i c  Reg u l a tory Admi n i s trati on ' s  
Draft Envi ronmental Impact Statement Concerning the Exemption 
of Motor Gasol i ne from Mandatory Petroleum A l l ocation and Price 
Regu l a t i o n s ,  

The ERA i s  t o  b e  commended f o r  i ts efforts t o  ame l i  o r a  te the 
reg u l a tory burdens currently associated wi th mandatory pri c i n g  
a n d  al l oc�tion of motor gasol i ne .  Hhi l e  attention t o  tran� 
s i tional impacts and safeguards is s trongly encouraged, a 
continued move toward deregul a t i on in the petroleum energy mark.et 
is wel come d .  

W e  appreci a t e  thi s opportuni ty t o  submi t commen ts .  

. Si ncere l y ,  

t!� �-I�0: 
Ke i th Mo l i n  ( tth) 
Di rector 

u0258 



COHHENTS ON liE DRAFT ENVI RONMENTAL II',PACT STATEMENT 
CONCERNING THE EXl:MPTION OF MOTOR GASOL I N E  FROM 

MANDATORY PETROLEUM ALLOCATION AND PRICE REGULATIONS 

lhe r�i cl!i9..an Oepa rt_ment of����� stronglL���sol ; ne _��e9ulation 

i£!:.J�asons .o_f�r:�_'!�J..s:�ffi c_�.e_�. 

Pl acing arti f i c i a l  l i m i ts on price and geographic  d i s tri bution of 

ga501 i ne has i n troduce d :  

1 .  Ohtortions i n  t h e  operation of the market that h a s  rai sed 

consump tion rel ati ve to what i t  wou l d  be in  the absence of 

contro l s .  

2 .  l i mi ted production b y  d "i sa l l owing industry an adequate return 

on i nvestment .  

3. Promotion o f  COhtinued functi oni ng o f  margi n a l l y  economi cal 

di stri bution points.  

Oeregul at;  on wi l l  ach i eve econom; es whi  ch wi 1 1  offset the re  1 ati ve ly 

l i mi ted added cost to consumers that i t  may bring  about ($26 annua l l y  

per househol d on average) i n  the short run. These economies take the 

form of:  

1. More fl exi bi l i ty on the part of producers to a l l ocate costs 

across products , thus promoting eff; ci  ency in product; on. 

2 .  More effi cient geograp h i c  al location of petroleum products . 

We str�-,,�e __ c�_�ftJ.!...!rlo_ni toring...Q!.J:!l.� ... � f....d!'.ceiLu.l ati 2-" 

� i t h �_�i�to\-','a��f!:i:!,pos i n9....5�ntr0 1 s  i f  the "wors�c;�_�c_��ri� 

��_ in the _QI.I..L�_�"oul d_�_�e..!!tuate. 

uOZ59 

Deregul ation may have adverse consequences for the State of �1i chiga n ' s  

auto indus try. I f  gaso l i ne price i ncreases l ead t o  a sl ackening o f  

demand for dura b l e  goods due t o  rel ati ve price change s ,  Michiga n ' s  

economy would suffer a n  econom i c  downturn resulting i n  higher l evels  o f  

unemployment. 

Moreover, prj ce i ncreases in motor 9aso 1 i ne caul d shi ft consumer demand 

from domesti ca l l y  manufactured au tomobi l es to hi gh-mi 1 eage forei gn 

produced automobi l es . 

A close moni tori ng of the effects of thi s national pol i cy on Michigan ' s  

l a bor force and i ts· Unemployment Insurance Trust Fund i s  urged . 

Al ternative scenarios i nvolving pos s i b l e  exogenous i ncreases i n  costs 

shou l d  be generated. 

Outl i n i n g  impacts from OPEC pri ce hi kes and oi l embargoes , for examp l e ,  

mi ght g i ve a cl earer i n d i cation as t o  what the u l timate i ncrease i n  

gasol i ne prices faced by consumers i n  the next few years may be . 

Emergency measures could then be i denti fied and i n i ti a ted exped i ti ously.  

The i mp l i cations of access to major new oi l sources should a l so be 

d i s cerned. 

We str?�colTD"nend tJl�tinuation _of the state c;et-aside for motor 
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gasol i ne .  We further recollllJend that the states b e  a l l owed the 

discretion to detennine thei r use of the set-aside. 

The set-aside program with i ts capacity for immediate implementation 

has proved to be an  effective mechanism for ame l i orating hards hi p from 

energy shortage s .  In the event future shortages occur whi ch cou l d  impact 

upon Michi gan ' s  touri st i ndustry, agricul tural economy, rural popul ation , 

e tc. , the program would aga i n  prove to be v i ta l .  

We bel i e',e the set-aside should b e  maintai ned o n  a n  on-going bas i s  wi th 

the FEO- JOOO reports submitted monthly to the state s .  

Addi tiona l ly ,  we bel i eve that the program should b e  admiQi stered according 

to the states' eval uation of supply and i nsti tuted when considered by the 

i ndivi dual states to be a necessary action. 

LU;<;6t 

�!6':"If1?, 'f}�� !�1i 
� 

&tntr Df N rm llrrgry 
DEPARTMENT OF COMMUNITY AFFAIRS 

PATRICIA Q. SHEEHAN 
COMMISSIONER 

Mr. Douglas G. Robinson 
Assistant Administrst.or 
Regulations and Emergency Planning 
Economic Regulatory Administration 
Department of Energy 
Washington, D. C. 20461 

RE: OSRC-FY-7!/-605 

Dear Mr. Robinson: 

December 4,  1978 

3 6 3  WEST STATE STREET 
POST OFFICE BOX 2768 

TRENTON •• N.J. 08625 

In accordance with the U .  S .  Office of Management and Budget Circular 
A-95 Revised, your Environmental Impact Statement for the Motor 
Gasoline Deregulation designated application OSRC-FY-79-605, has met the 
State of New Jersey ' s  Clearinghouse requirements. 

We have circulated this Project Notification to the appropriate 
State agencies, none of which have voiced any objections.  

RAG :cp 

(}:,"'O":'; t�Y YO? /._ _ 

- /ik/;::/� �/7'0<r 
) Richard A. Ginman � 

State Reviev· toord�atot 
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* STATE OF N.EW YORK 
DEPARTM ENT OF 

ENVI RONMENTAL CON S E RVATION 

M. Peter Laraahan ,  Jr. 

Mr. William E. caldwell 
U.S.  Department of Energy 

ALBANY, NEW YORK 12233 

JAN 1 5 1979 

Office of Regulations & EmergenL"y Planning 
Roan 2304 
2000 M Street N .W. 
Washington , D.C. 20461 

Dear Mr. caldwell: 

77U746P\ 

At tached are the ccmnents of the State of New York with respect to the 
U.S.  DOE Draft Envirol1!lental Impact StateDl!nt "M:>tor Gasoline Deregulation" , 
issued NoveoDer, 1978 (DOEIEIS-0039-D) .  The OOJllJents are thooe of the 
various state agencies which are ccncerned with the poosible lmplelrentation 
of deregulation. 

Because of conflicting concerns , state agencles are rarely in agreellEnt 
00 natters of the envil"Ql'UlEnt vs. ecooanics. HCMever ,  all the state agencies 
which reviewed this DEIS eq>hatically agreed that the propooed deregulation 
of gasoline is not warranted at this tire. The DOE estiJlate that the demand 
for gasoline will decrease only l� under deregulation is a clear indication 
that this policy will not reduce our dependence en oil illports . The deleterious 
effects (exacerbation of inflatien and air pollution) far outwei!!/l any possible 
gains. 

Technological alternatives should have been addressed which IIIi$Ilt better 
achieve the desired social goals of energy indoopendence and better health. 

These as well as other COIIIIleIlts are elaborated en the following pages .  
We appreciate the opportunity to review this lEIS and h ope  these OClIIIDelIts will 
be of assistance to you. We request that you gi'le our C()I!m'lnts your utIIIost 
consideration. 

19 .Wi 79 9 :  10 

?�7] :LU O M. iter Lanahan, Jr. 
First Deputy Coomissiener 
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STATE OF NEW YORK CC!+IENTS 

ON THE DRAFT ENVIROOMENTAL IMPACT STATEMENT 

IUI'OR GASOLINE DEREGIJl.ATlON 

ISSUED NOVEMlER, 1978 BY THE U.S. DEPARTMENT OF ENERGY 
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(1) As has been pointed out in the Draft Environmental Impact Statenent ,  a 

mjor concern is the effect deregulation would have 00 misfuellng of vehicles 

with the resultant increase in autoaootive emissioos of carboo lIX)[loxide and 

hydrocarbons . The recent EPA study referred to in the EIS shows that fuel 

switching currently occurs at a rate of appro:xinBtely one in every ten 

vehicles illegally using leaded fuel. The expected additional increase in the 

price difference between unleaded and leaded fuel due to pure decontrol could 

have serious impacts and consequences in N�w York State. 

Under the requi,..,..,nts of the Clean Air Act AmenclJrenta of 1917 New York 

State has revised its State Implenentatioo Plan. These plans contain centrol 

strategies designed to attain and naintain Federal ambient air quality standards. 

Emissions from [lX)tor vehicles account for over 95% of total carbon IIOnoxide 

emissions. 

The revised SIP 's for the major upstate urban areas of Albany , Syracuse 

and Rochester sheo< that the carbon monoxide standard will be IlEt by the December 

31, 1982 deadline with a scalI margin of safety . The main strategy relied upm 

to reduce CO emissions is vehicle tW"Tlover I which is the naturally occurring 

replacenent of older vehicles with new lew polluting ooes. The assumptiCl'l that 

these newer vehicles have full and operable em1.ssions control devices with 

resulting lower emissioos is crucial for the achievement of air quality 

standards in these areas .  

Fuel .switching i n  these are as  could, therefore , jeopardize the attai..nlI£mt 

of the CO standards by the deadline. If the State fails to achieve these 

standards by Decemer 31, 1982, the Clean Air Act ADenclJrent of 1917 impooes many 

onero\B additiooal requirenents that would have a severe econanic impact upon 

the oi tizens and industries of New York State. 

New York State expresses reservatioos about motor gasoline deregulatioo 

because of its potential impact in our urban areas. It must be pointed out that , 
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especially in the case of carbCl'l roonox1de , slight increases in emissions in 

urban areas can translate into iqlacts that are greater than proportional 

due to the density of traffic and the effect that large buildings can have 

in reducing the adequate dispersion and dilutioo of the emissioos that occur 

in open areas. �er OJ levela could occur. The possible effect is to 

jeopardize compliance with the federally mandated air quality sta'ldards , 

especially under worst case coo.ditions. 

(2)  This DZIS considered only pricing alternative:> to the proposed action to 

deregulate gasoline. Since gasoline deregulation could ha.,., sit1>1ficant eD

virorurental and economic ramificatiOns , technological alternatives should be 

assessed. For instance , if the govemn:ent mandated the development of 1(1.1 

pollution and energy efficient eng!.nes (such as stratified charge) catalytic 

converters would probably be unnecessary and the cost to the consumer for 

gasoline would decrease , as opposed to the increase which is conteIl1:>lated by 

the proposed deregulation. 

In addition , since natural gas is gradually being deregulated as a result 

of the Energy Act, the drilling for enoI'llX>us natural gas. reserves 1.5 beoom1.ng 

economically attracti'le .  Since the IIIOdificaticn of vehicles for the use of 

natural gas is technologically achievable today , the EIS should address this 

as an alternative scenario. The bonuses of such a policy are (a) reduction of 

our depeodence 00 foreign oil and (b) very significant air pollution reduction. 

(3) The report does not CCIlBider innationary iqlacts of deregulation. This 

-M. particularly important because of the OPEC price increases . 

The est:lJllates Of price increases assUIre CCIqletitive markets in refining, 

IIholesallng, and retailing. If canpetition breaks down at anY le""l ,  the 

price at the p� oould increase much more than the est:lJllates. The government 

JI1aY have to continue subsidizing small refiners to keep prices fran rising rapidly . 
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(4) This EIS i810res the fact that gasoline pricing is not co"",titive . 

Prices are the maxilWlD oil CClllPanies can charge. Deregulation will push 

the price of of unleaded very hillJl , since oil conpany 's knew the unleaded 

c!emand will continue to increase becawe most U�S.  cars are built for un

leaded. Thus , a form of price controls is absolutely necessary. 

(5) Misfueling can be cootrolled by inspection. Many states require in

spection and legislation could include converters in the inspection process . 

Thus, inspection in major states , such as New York , Illinois , Chic, 

California , Massachusetts , New Jersey , pennsylvania , etc. would reduce 

problems of fUel switching. 

(6) Decontrol of motor gasoline would not serve the best interest of New York 

State at the present tillE . New York State is almost totally dependent on out

side sources for its petroleum supplY i therefore , it is imperative that we 

advocate federal and state policies to assure sufficient gasoline supplies at 

reasonable prices . The current unstable Middle East situation, especially the 

present cut-off of Iranian oil ,  creates uncertainty in the world's petroleum 

supply . Foreign sources account for approximately 45% of US petroleum supply , 

which makes tbis country , and, in particular , New York State , especially 

vulnerable to supply fluctuations wherever they occur. 

We have witnessed during the last four IIICI'lths Ulprecedented , devastating 

price increases for all petrole\,lIl products and have expre3sed the state t s 

_oem in letters to the Energy Secretary Schlesinger and the Office of Price 

and liege Control. In view of the supply and prioe of i.q>orted oil, we cannot 

support a IWtor gasoline deregulaticn propceal at this tillE . 

(7) P. II-S, Section IIb-4 (control of retail unleaded margin) 

'lbis proposes an alternative that would pleoe the effectiveness of the 
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regulation within a state and at the discreticn of state officials. Further ,  

i t  would delegate enforcellEnt authority an d  respoosibility to the states . 

This plan is unacceptable . New York State has neither the !\moo nor "the perscnnel 

to perfonn this task. 

(8) The DEIS estimates that deregulatioo would have the effect of adding an 

addi tional 3.7  cents to the nationwide 'average' (retail price) of a gallen of 

gasoline in 1980. Abo estimated are a related $16 per household annual cost 

and a 1. 0% decrease in gasoline demand natienally . 

We are not in a position to argue with the natienal price estimates , 

althou@1 we find the demand impact estimates mostly speculative . Further,  iIrpacts 

or alternatives were not examined beymd 1980, and a variety of other deregulati<:n 

and related actioos may be expected to result in addi tiooal increases in 

retail gasoline prices (e.g. 'gas tilt ' ,  rent pass throu@1 , OPEC, general inflatioo) 

_ increases that may each approximate the 3.7 cents noted above . 

We have applied our awn forecasting tools to these estimates and have 

sUDDJarized the results in the three �ct scenarios below. The first two 

cClllPare consuner cost impacts of deregulatioo - L e .  the 3.7 cents/gallon -

1q>lemonted in 1980 and 1985, while the third outlines expected iqlacts if such 

a deregulatien _ generated price increase does not re3ult in WE projected 

demand reductioos. All theSe scenarios asSIJlle cootinued historic grvorth in 

vehicle miles of tra .... l (VMr) of c. 3-4J annually ond in ecooanic activity -

(including CPI increases declining to c. 6J in 1985) , fleet turn-over to CAFE 

ataDdards and, for the first two scenarice , no 'mis-fUeling' . 
(a) A 3;T cent per gallon increase in 1980 retail gasoline price my be 

expected to ha .... the following 'point' iqlacts : 

(1) a decrease in relsti .... gasoline demand, 8II!lMinm and '1M!' of 

� l.lJ; 

(2) an increase in the ooat to COrI8IIIIers by an �t-? $24.76 per 
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household in NYS as opposed to the $161hh increase anticipated 

naticr>ally in the DEIS; and , translating , 

(3)  an increase in annual total consur.er transportatioo expenditures 

of $156 millioo • . •  funds effectively leaving NYS and resulting 

in an economic cost of $312 millien (conservatively) for goods 

and services not spent in NYS. 

(b) If deregulation is postpmed for five years (and WE' s natiooal de

regulatien price illpact ' remains '  valid) , a 3.7 cent per gallon retail 

price increase may be expected to have these 'point' impacts : 

( 1) a decrease in relative gasoline demand, emissions and VMr of 

� l . l% ;  

(2) an increase i n  the coot to consl.lDE!rs 2': $19.57 pe r  household in 

NYS, vs. the $24.761hh estimated for NYS with 1980 deregulation 

and the $161hh estimated naticr>ally by WE • • .  a 'savings ' to 

NYS of $5.l91hh . ; and , translating ; 

(3) an increase in annual total COnslDlEr transportation expenditures 

of $125 million , and of funds not spent 00 NYS goods and services 

of $58 oIIillion • • •  'savings' of $29 and $58 million respecthely. 

(c) If deregulatioo were impl..,.,nted in 1980 (with the WE's 3.7 cent per 

galIen relative impact ) and the projected 1 . 1% decline in gasoline 

et al. demand did not occur - i.e. historical grC>lth trends continued _ 

the fo11cwi..,g my be expected: 

(1) increased pressure on supply capacity (and on end-use alternatives 

and regional allocatioo issues ) ;  
(2) increased upward pressure 00 gasoline price - parUcularly on 

leaded-unleaded price differentials ; 

(3) increased per galloo consl.lDer gasoline (and other petroleum) cos ts ;  

an d ,  mless 'balanced' by differential tax or other aechanism f 
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(4) increasea probability of mi1Ifueling, tol!l'ther with related 

emissions and t secondary' auto operaticms/repair costs. 

All impacts will , of course , be affected by actual CAFE/neet turn-over' 

experience. Estimated fleet turn-over is the major factor input to the 1980 

vs. 1985 comparisen above , where gasoline demand is e,timated to decline by 

11.8% in NYS even with continuing VMr growth . Hcwever, real precision in this 

area - particularly as an isolation of ooe factor fran IIIIICI'lg many _ is not really 

possible ; estimates of relative iDpacts are more reasonable. In this regard we 

find the WE's 1.0% demand reductioo estimate to be a maximum, but, 'too clooe 

to call ' , even for NYS� Thus , as an energy cCI'lServatioo or environmental im

provement ratiooal we find it doubtful, particularly when compared to possible 

differential NYS economic impacts . 

Finally, two points concerning gasoline price and consumpUon (at least 

as regards NYS experience) should be enphasized. First , an equally solmd 

argument can be made that CAFE implementatioo and associated demand reductions 

will increasingly cCl'lBtitute downward pressure CI'l relative gasoline price . •  

downward pressure to off -set consumptioo '1!Ilins' derived fran deregulatiOO' S 

price increases . Secood , historical growth in VMr has been acxx:upanied by, and 

does not appear to have been sensitive to, gradual increases in retail fuel 

prices. As the total price per gallon increases , the impact at demand tllat may 
be expected fran a single 3.7 cent increase ,  can only decline. Preliminary 

data indicate that overall NYS gasoline demand (CCI'lBumptioo) has increased 

"ligntly - but less. than has VMr - even with reoent CAFE manufacturer standards 

_d retail price increases. At current and in�tall;y in ......... ilIg lewls , price 

is not a strong factor in overall gasoline demand - al thOUl't> . as indicated above. 

the retail price differential bet-. leaded and ... lesded _oline could beoc.e 

Significant to individual purchasillg dec1siODS. Neither 1nflsUat omtrol 
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objectives nor the econCJIIY in general (US or IllS) could easily accomdate 

a ajor petroleum prioe increase - (e.g. to European levels) - as would 

probably be neoessary to have a truly significant demand 1q>act. 
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770737 
NORTH DAKOTA STATE PLAN N I N G  DIVISION 

-----------------�-.-�-----------
STATE CAPITOL NINTH FLOOR BISMARCK NORTH DAKOTA �8:)05 

7 0 1 ·224-2818 

January 5 ,  1979 

STATE INTERGOVERNMENTAL CLEARINGHOUSE " LETTER OF COMMENT" 
ON PROJECT REVIEW IN CONFORl'lANCE WITH OMB CIRCULAl, NO. A-95 

To : U , S .  Depar tment of Energy 

STATE APPLICATION IDENTIFIER: 7812049M097 
Itr . Douglas G. Robinson 
Department of Energy 
Public Hearing Management 
Room 2313 
Docke t No. ERA-R-77-7 
2000 M Street 
Washington, D . C .  20461 

Dear l'!:c;" "Robinson: 

Subj ect:  Draft Environmental Impact Statement for the Motor Gas 
Deregulation . 

This draft EIS was received for review on December 4 ,  1978.  

Thank you for submitting your draf t environmental i.mpact statement for 
review and comment through the North Dakota State Intergovernmental 
Clearinghouse. 

In the process of r eview, the ND Geological Survey offered the attached. 
comment s ,  which should be addressed in the preparation of your f inal 
environrr.ental impact statement .  

Please send copies o f  the final environmental impact statement Rnd any 
supplemental ir.lpact statements to the t-!orth Daktoa agencies that have 
commented on the draft, and to this office. The opportunity to review 
your draft is appreciated, and if this office as Clearinghouse can be of 
further assis tance ''lith this project, please let me know. 

Sincerely you!'s, 

;6� aZf� 
Mrs. Leonard E. Banks 
Associate Planner 

BAB/aj 

At tachments 

J JN1 79 1 1 : 31 
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rt\O�l: 

DATE: 

TO : 

R[V IE� ilESPONSE 
NDSIC FOR}! B ( 1 0- 7 7 )  

STATE I�nEr,CGV[F:!\�·l;�:n!\L CLE,\RINGfjr'USE 
SlATE P!J\!";}:IING DI\'lSIO�; - Nl!,;TH FLOQR 
STATE Cflr} TOL 
)nS�:"\RCK . ;\ORTH DAKOTA S�;50,) ( 7 01 - 2 2LI - 2 8 Hi) 

PROJECT NOTIFICATION FOR R£\'l E\..l UNDER Q}1B A-95 

December 1 4 ,  1978. ____________ _ M R .  CKL I N G  G RO S T V [. I\I  

N . 0  .. (EULOG l eA L  SU'<VE:Y 

V I\j J V D� � I T Y STAT I CJr'>l 

G/"1 M� U  F ORt(S N O  � n r-_0 ) 

662 
27 

l '  J CLEARU;GaOUSE � 1  US� 
' 1  ! � SAl NO ' 7 8_M097 i L_ _  _____ _ I j lWfE ���;:�� 

I
I ry Iftc- \ - \ '� '", Dt '''[0 , -�. I C 2,;, _ tl � State p, ��1 1J7C ,':-/ �D'",,; An. ,/ 
� 

(> .? �:�:;/ i - pcc,, :y 
PROJECT 

TITLL: l!l·�. f t  ZIS :  }lotor Gasoline Df'!c[,;IlJ . .:::.tic;1 
t, - . 

APPLICA..'H : U. S. Depa r tment o f  Ener gy 

T}!(' Cl(·<. 1 " i q�l!otl�(' h:\s T ('c'cived .fl Draft EIS for review under 0i1B 
Cin:ulnr �o . /,-- 95 (OT the .:1bove proj e c t .  TJ.C' et tilcl;(�(l pro i c c t  ilJ : r;} r;-,z t ion i s  r (> f (,Tl"f�:.1 Lo 
your tlg(>[1,-;y fo�' your 1 evi C\,' and cOI.,mont . Please revj (. ',-,' the propor . •  , 1 as j t af f l!( � s t h e  
plnns and pr0i":r<'::�; o [  yo\'r agency as \Ole11 a !;; thosl2 plall,� \o.').th w!lich y o u  a r c  f:.lm i l i n r ,  �nd 
indicalC' YOIF C('::'<' 2nU; l'c.1ow or on a �ep3rate shee t .  Soow [;cner :: l  ,.,uggc:: stioc.s t o  u s � j s L  
i n  )'our 1'('v5 .:'f p'·oj 2(, U. aTe on the r C!Vcn3E' of this �Ol!!�. 

A copy of all of the ma terial received by the Clearinghous e is a t t ached. 

Your cooper a t io n  is requested in completing your review and re turning this form to our 
offi ce tvithin ten ( 1 0) day s from the date of receip t . If no response o r  ind ication o f  
your desire to commen t is received within f i f teen (15) days o f  date o f  notification, it 
"'i 1 )  be �:.::.��]�_d.-Y9.2:!..)�.!l.2..3�rr.en t �  o n  t h e  pr oposa l . 

'[he prop0::.,c8 <'l c t i "l t l � s  (-) aTe consL·tC'l1t ....... ith ,s t:<'l t e , Cl r E'AVid c ,  -
(-) are not or loc<, l plans \ ' l L h  I.:hi ch you ;ll (' f''Jr.l.i 15.zT 

1 11(> propa,;('(] ;! c t 'l\' � U c s (= ) d o  ('ont rjhutc to t h :>  jmplClncntal"i<m 
o f  t.h 'Sf' p� anD 

C-) 
C=) 
�) 
<=) 
<=) 
(-) 

( ) do not -

Hore l:evic-'l t :t:ne is nee(lcu and c O!:l:.ncnts �dll le fOl:'Han.kd b/ (date) ______ _ 
No identified conflict 

No COCImen t 

Requests a meetio.g with the applicant 

(_) Proposal is suppor ted as wrltteo. 

( )' Desires to review final application 

Desires to review environmental assessment (if available) 

Comment s ,  identified issues , suggestions, recommendations or suggested s t i pulations 
are lis ted below or attached 

(7) For the following reasons, (approval) (d-iM1>l>'iiO-va1!) of the project is sugges ted: 

Deregulation of motor gasoline is desireable. It was a mistake from the beg
inning. Had the petroleum industry been c l 1 ov!ed to expand its refining cap
acity and technology .... ·ithin a free mari<et system , it is possible that the 
price differential behleen leaded and unleadec gasolines would be less than 

REV IEWEltii �s to� an� p. �oblerns as;97

. 

� atec )'.'.it
.
h 'missfueling .... 'ouid be diminished .. 

SIGNATURE: (---, � ./ , <� / §�,<,?�� _ DATE: 12-26-1978 

TITLE: -----L7-.:.:.:·�-.::-:ti��If:iT�9t.l-i;l;J--�ri�-�'�-"�-=--_ _ __ ___ ,TELE: 777-2231 ------

•:, -;�!-t� �' 

19 ;0. 21 

Executive Department 770727fl 
INTERGOVERNMENTAL RELATIONS DIVISION 
ROOM 306, STATE LIBRARY BLDG., SALEM, OREGON 97310 

Departmen t of Energy 
Public Hearing Management 
Room 2 3 1 3  
Docket No . ERA-R7 7-7 
2 0 0 0  M S treet N . W .  
Washington , D . C .  2 0 4 6 1  

Dear Sir : 

January 2 ,  1979 

RE :  Motor Gasoline Deregulation 
PNRS 78 12 4 160 

Thank you for submitting your draft Environmental 
Impact Statement for State of Oregon .review and comment. 

Your draft was referred to the appropriate state 
agencie s .  The Department o f  Environmental Quality offered 
the enclosed comments which should be addressed in pre
paration of your final Environmental Impact Statement.  

We will  expect to receive copies of the final 
statements as required by Council of Environmental Quality 
Guidel ine s .  

s ;ncerelY , ... � v-r5'1 ;; d/� 
Kay l4ilcox 
A-95 Coordinator 

KI� : cb 

Enclosure 
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STATE CLlAR I NGHOUSE 
I n terQovernmcnta.l I�e l il. t ions l)iv.t s ion 1 '\ "  l :1 11"0 • •  ,.I(· ,;.1 �:,:, :.: .  S t a t e  Library Bui l rl i n q , Sale!""! , Orcqon t',,:no ( , 1 . '" . � P h : 3 7 0 - 3 7 3 2  I ' )  cO, \c' .s � '� '-" I U '  �.lLS. S..lJllI fLL'LLEJi J d  . · 1 ;:l7'l lQJ 

, j e c t  I :  1 '6  \ ":::L Y lJ. t::> Return Dille : l "::> - "':l- �  - "7 � 
EillLlEOW1EN'J:>,k, HU' ['CLR!::Y.lrlL '�EnCJ;r2'!.FE;; " " /  

'A response i s  � u i r� lo .:l 1 1  n o t i c e s  rCfl u c s t i n g  envi ronme n t a l  review . OMB A-95 ( H.ev i s c d )  prov i d e s  [ o r  .:l 30-day ext.e n s ion of time , i f  �s s(l. ry . I f  you Cunnot r c spon(l by the ,\bovc r e tu r n  d a te , p l e.ase c a l l  the S ta te C l c n r j ngholl5c to a r range for an e x t e n s i o n . 

ENIJIRONHEN T,\ L  IMI'I\CT REVIEH 

DRI\I"1' S'fI\:!,EMEN'f 
Th i s  p ro j e c t  doe s no t hove r; j y n i f ic a n l  e n v i r o nme n t ;) l  impa c t .  

The environme n t a l  impact i s  �lc1cg u a tc l y  rl c s c r i bcd . 

We sugg e s t  t h a t  the f o l l owi n9 po i n ts be con s id(!rcd in the prcparil
t io n  of it F i n u l  Env i r onme n t a l  Impuct S t a tement reg a r d i n g  this pro
jec t .  

N o  conun(! n t .  

RE1�A"KS 
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"'h},,':,,1 ",,,,' i "r, / it'c/ ;",J I"�5 , f,}" < J)..'r":1 1�,,t'> " :� II "' I :"'1 ;1",.,,: ... , >,hf 
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"tju:,, ;,,? 5t>--J" I"l J t'> "\'1 \,;t;'�.t , �"J.: , \"c,,\ b. �) "- >{,"''''! ' ,  L'f;f!.:>,-",1, . 
F>y �,t\-.Iv "'� \,",h \ ' """,,\-<,,1 ,:ro�\" \(C,".," L�}(, (sc>  - :).?tl -(-'I'J'J) · 
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By /(.// t �"" f;J/fyj; < 

.PH BRISCOE 
iC)VERNOR 

�. �;" /(*'; '''' ';,¥�r:j 
OFFICE OF THE GOVERNOR 

January 9, 1979 

Hr. DouBles G. Robinson 
Assistant Administrat.or 
Regulat ions and Emergency Planning 
Econotaic Reg1llatory AdministrO! tioD 
Dep(l.rtment of Energy 
Washington, D . C .  20461 

Deal' Mr. Robinson: 

The Draft Environmental Impact Sta tement for "Motor Gasoline Deregulation" 
has been reviewed by the Budget and Planning Office and by interested 
and affected State agencies . 

The com:nents of the revieW'ing ager.cies are enclosed to assist your 
planning effor t .  If this Off ice. can be of further assistance, please 
contact us. 

Enclosures 

Sincerely, 

R"J 14 a---
Roy Hogan, Acting Director 
Budget and Planning Office 

9 J'Il1 79 9 :  IJ 
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COMMISSION 
REAGA .... HOUS1QN CHAIR""" .... 

DEWITT C GREER 

STAlE DEPARTMENT OF IIIGIIWAYS 

A N D  PUBLIC TRANSPORT A TlO:-l 

ENGI�EEFI D ' H :: '  
e L O E 8 E  .... ' 

CHARLES E S"''''ONS 
",UHI"". TEXAS '1701 

January 2 ,  1979 

Draft Em·iTC'rJ..";?r1tal  S � a t �7:'ent;: 
Motor Gasoline Deregulation 

Hr. 'Ward C. Goe s s l ing , Jr . ,  Coordinator 
Natural Resources Section 
Governor ' s  Budget and Planning Office 
4 1 1  \'lest 13t� S t re e t  
Austin, Texas 78701 

Dear S i r :  

I N  REPLY R U E '"  • 
FILE NO 

DS-E 85� 

Reference is m3de t o  your memorandum dated December 14 , 1 9 78 t ransm l t t ing 
the above captioned draft envirorunental sta tement for revie'W and comme n t s .  

The Departtlent h a s  n o  comments to offer. 

LlJ�77 

Sincerely you r s ,  

B . L .  DeBerL)' 
Engineer�Di rector 

BY: �� 
R. L. Le'Wi s ,  Chief Engineer 
of Highway De s i gn 

TEXAS AIR CONTROL BOARD 

JOHN l. DLAIR 
Ch.;rman 

8520 SHOAL C R E E K  BOULEVARD 

AUSTIN. TEXAS 78758 

5121451-5711 

CHARlFS R. JAYNES 
Vice Chairman 

BILL SrrWART, P. E. 
[l.CCU!IVC {Nettol 

January 5 ,  1 9 7 9  

Mr . Kard C .  G o . s s 1 i n g , Jr . 
Coordinator 
Office of the Governor 
Natural Re sourc e s  S e c t ion 
Bud g e t  and Pl anning O f f i c e  
4 1 1  W e s t  1 3 t h  S t r e e t  
Aus t i n ,  Texas 7 8 7 0 1  

D e a r  /-Ir . Goes s l in g : 

,.' , \' -;. \\ ':1 '\ .. . .  � \... t' 

,\ ;.'�"" f. \;1� 

\;,\\\: ��\ : �.\,:;\\';"i"';. 

WILLIAM N. AllAN 

JOE C. BR/OGEF.t.RMER, P. E. 
FRED HARTMAN 

D. JACK KllIA�. M. D. 

FRANK H .  lEWIS 

WILLIAM O. PARISH 

JEROME W. SORENSOrl. P. E .  

Thank you f o r t h e  opport uni t y  't o  re'li c,�' the Draft Envi 
rorunen t a 1  lnpact S t a t c;;'Ient (DE l S )  for "No tor Gasol i n e  
Deregu l a t i on . "  As i n d i c a t e d  v i a  the January 2 , 1 9-7 9 
phone conve r s a t ion from }llr . Rob e r t  Ak i n ,  TACB Control 
S t r a tegy D i v i s ion to �Ir . Terry L e i f e s t e  of your s t af f ,  
we agree w i th f i n d i n g s  o f  t h e  DE I S .  

I f  you have any q u e s t i on s ,  p l e a s e  cont act m e .  

���'& 
is. c e� \..-

o g e r  R .  h·al lr., D e p u t y  D i r ec to r  
S t a n d a r d s  a n d  R e gu l a t i o n s  Program 

lJO�78 



H A I L R O A ll C O lI M I S S I O �  o r  T E \A S  
O I L  A N D  G A S  D 1 V 1 S I 0 ! !  B O r,  R .  H A t  ..: :  l e I(  w ", L L ", C f ,  C � o "  ... o .. 

,oj N E 'II T O N .  C o m m ,  .. lon,. 
."N H .  P O E R I'oI  EI':., C o ",,,, , ••• on., f.-;,�·r��··�; ... i;; 't�?1&\ \ � ·i 

C I". f £ .. , .... � 
J. H. ,", O I;. R O '"  

A " lIlo'" C � " f £ " 0 · .. . .  ' 

......... : .. = .... � ...... / 
.. �ST O .  THO"'PSON e U I L. O I "' G  C A P I T O L.  $ T ,l T ION _ P . O . O � ,l W E '"  1 2 9 " 1  

January 2 .  1979 

l1�t� \� ·t U 
�J'\ 'J \<)\� JJ �� �\lO:��S\ . : , \\',\" ':. 

HEJ.iOM::rK')! TG: Rorer Dillon. Assistant D i r e c t or 
Fin<lnce .. n d  Procu rel:.E'nt Divisio;l 

SUllJECT: Dra f t  Envi:ron:-:Jc :1 t a l  Impact S t a l ement 
for "Mo t o r  Gasoline Deregulat ion" 

Your let t e r  dated December 2 1 ,  1978 en cl osed a copy o f  theo subject 
Statemen t .  

W f'  have Tevi c'.,'ed this d o c ur::2 r: t  and have n o  comments t o  o f f e r  i n asmuch 
£1$ it a ci d r c s s c s  ;:'In a r e a  n o t  \...'i thin our j u r i s d i c t io n .  

Yours very t "[" u ] )"  

Jim H .  Mo"["ro .... 
Assistant Chief Engineer 

by ::t�1Z:!: ?;(��� 
Engineer 

MeM: Ie 

l.u�79 

OFTIC£ OF T H E  GOVERNOR 
STAT:: A-SS CLEARIIrGHOUSE 

� 
770735 

STATE f'LANNING OFFle", 

Jfo ... 'J 79 10: 59 

AREA CODE 802·828�3n., r�"-� 

�� 
STATE OF VERMONT 

MONTPELIER. VERMONT 05602 

ME110RANDlJH 

'fo: Denal�tment of Eper,"Y 
Puhlic Hear inr: �Ianap;ement 
Room 2 3 1 3 . 2000 � Street , N. W . Docket N o .  ER.I\-R-77-7 
Washington . D .  C. 20461 

From: 
Johr. r:. HolJitber>,;, Statz A-95 Coordinator J S>(+ 

Dat e :  �TanU2t')· 5 .  1979 

SubjE::ct : Draft Environmental Impact Statcmcn t ,  Motor Gasoline 
De;rep,ulation 

As the State Clearinghouse under OME Circular A-95 

we have notified other public ap.;encies \�ith a pos s ible 
interest in your: Draft Environmen tal Imnact Statement . 

Copics of commen1: s rccf' ived ;:,"1"(> attached.: from the 
Vermont State I:nerp,v Office . 

JEil : cn 
encl. 

uUZ80 



IIIIIIC;""RD A. "3 N I':LLING 

;! 
e1.'/' ��,-,',>�I 

�i��� 
STATE OF VERMONT 

STATE ENERGY OFFICE 

;gY..H,�nxxx� ¥-lJ."t,J,.�hX.�:�'{ 4 [as t State Street • 
iU.x,xX1{Xlt.'Q):X 
TEL. C02 628 • .2303 

X"Ulll<�"/i:£I:X��mNG State Office Bui l d i ng 
MONTPELIER, VERMONT 0!5602 

COi'l: iUiTS Ol� DR/'.FT [;i\rIR0Nr·1EllTA!. I1W!'\CT STfITf}lENT r!,OTO� GASOLl i';E: Dr:REGU�I\TJON 

I n  addi tion to previous comments submi tted on gasol i n e  decontrol ( copy 
att(l c l lc:d) s I'le arc C'onccr,1ed c:/JOllt the 9ro�"'; n9 pr'ice spn?ad hcl.n:cn unl edcl(.d ()nd 
l eauz.:d lji:' s l·l i nr.. Inform J t ; c n  l�(>v'!e\'led to dat;> n(':s -; t� d i c<1tcd tklt the co�t of 
prOUT '(  'i ng t: 1 1 1 2('c:::d �psol i n e  i s  r :;) morC' than b!o (ll�  three cent:;  Pf'\· g01 1 l. n  JW:"C 
than the cos t of producing l '2adc-cI g<1so 1 i li0 o f  iJ. s imi l ar oct.iJ.ne l evel . \')!El t  i s  
t h e  j u s t i fi c a t i on for al l owing the price s p read t o  g row from seven t o  n i ne cents 
per g a l l on? 

On the subject of cos t  a l l ocation,  i t  i s  our opinion tha t gener(]l costs of 

ref i n i ng shoulci be a ppl i ed ,  volumetr i cal l y ,  but spec i f i c  costs a l l ocdbl e to a 

cert" i n  product shoul d  be a ppl i ed d i rectly to that produc t .  

,·:c Noul d l i ke to rei ter?i.:e our op'inion tha t ,  i f  g a 5 0 1  i n 2  i s deregu l a te d )  

the pn:sE!nt state s e l - a s i d e  program f o r  gasol i n e  shou l d be continued . The states 

shou l d  continue to recei v e  a copy of the "FEO-IOOO" form and b e  reimbursed for 

these a c t i v i t i es rel a ted to the state set-a s i d e .  

Obv i ou s l y ,  �"e would be concerned about t h e  pos s i b l e  adverse environmental 

impacts of g a sol i n e  dereg u l a t i o n ;  however, we do not feel qua l i f i ed to comment 
in tha t area . 

lJU281 

[Jllii1i:JiTLBLTHE STAP' .or YERMO�LE.F-.:-EED"RflL ENERGY JiD..tJltLL'IT.'l.llIlilli 
fuQ..E..QSli! ON EXEr1PTION OF MOTOq G62.Ql.l.N.LfRill:L!:JAtllM..l.QRLITTllij"J.ll!:1 ALLOCATION AND PRICE REGULATION . SEPTEMBER 7, 1977 

�tE SUPPORT GASO L I N E  DER EGULAT I ON £ER :if .... ,BUT WE A R E  OPPOSED 
TO A DEREGLJU. l J ON PROG RAI'l THAT C0LJLD LEAD TO A DECR E!,SE IN 'I":: GASO-
L I N t  �:U r' f> L Y  IN SOi�[ AR�t.$ OJ. Oun STll,'( E .  1'![ FEEL DU::I.:Cl;�-'\T rci:·� f:';OUUJ 
NOT ALLOW O I L  COMPAN I ES ,  MANY OF WH I CH HAVE PR I VATELY AND IN SO,�E 
CASES PUB L I C LY ANNOUNCED THE I R  I NTENT I ON TO LEAVE CERTA I N  11I,R::US IN Ti lE r!O;\TI:E/\�lT ... 1,f.10;';(i Ti lE:M V[f\;'iUNT�, \'/ I TH0l1r S UPPLY , IF 0(1!;-: OTHER SOLJr\ CE Or SUPPLY Ctlr: D f� �:OUND Fon nt� ST/,.THH:S IN OliR S"fATt,1 hE !{r�VE 
HO O:'\J:CT�' 0iL BUT AS 1\ RES:JLT Clf' T r;[S�� RE'rn::NCl WiF.NTS ::,y 'n: i�, O : L  
COl1PI\II I [�, MAla O F  THE Sf1ALLER CQ;'lMUtn TY STAT! ONS COULD CLOS E ,  NEVER 
TO REOPEN; A TRAG I C  LOSS TO A SMALL TOWN ! 

MANY VERMONTERS L I VE SOME D I STANCE FROM THE BAS I C  SERV I CES, 
E . G . ,  HED I CAL /\t:D DENTAL, THAT MOST �IOULD CON S I DER A NECESS I TY BY 
TODAY ' S STf,iWN:DS . Fel U V� N l TH I N  l'It.LKI NG D 1 STANCc OF Tla:];! ,JOll S .  S I r�c� VERMONT I S  ONE o r  Tl�[ NAT I ON ' S Mos'r ��r�AL ST�TES,1 PlI1:1_ 1 C Tn�NS
PORTl\TI Ol� IN NOSI 4Rf:l\S or: THE Sll\Tf: 1 S NONr"EXJ STENT, nOST Vr:;U,jO:�TER3 ... 
HIEREFOR;;, flUS"( NEC�SS,\R I LY PROCU:\E THE NECESS I T I  ES OF L I  rE TH,WUGH 
THE USE OF A PERSONAL �lOTOR VEH I C L E .  I N ADD I T I ON, RAI U'/AY !\I,D \'IA TER 
TRANSPORTATI ON I NTO THE STATE OF VERNONT ARE L I M I TED BOTH GEOGRAPH-
I CALLY AND C L I MATI CALLY. THUS, MOST PRODUCTS AND MANY SERV I C E S  
IMPORTANT, I NDEED, V I TA L  TO VERMONTE R S ,  ARE SUPP L l �D BY MOTOR TRANSPOR T .  I N MANY AREAS OF THE STATE, SMALL RURAL GASO L I N E  STAT I ONS ARE 

E S SENT IAL NOT ONLY TO THE OPERATORS OF P R I VATE MOTOR VEH I CLES BUT 
ALSO SUPPLY GASOL I N E  FOR EMERGENCY VE H I CLES, SUCH AS AMBULAN CES, 

lJU282 



P/\e::: 2 

��r�}�" e L O � : �) )  f,;\:�l ALL OT: ::':;, IIUN I C l f'AL VE: : l CLES m Qi,E OH 110RE SURROUND-
I NG TOWN S .  I F  THESE RURAL GASOL I NE STAT I ONS FALL V I CT I M  T O  A PROGRAM 

OF RAP I D  PULL-OUT BY MAJOR O I L  COMPAN I t" OR OTHER LARGE SUPP L I E R S  OF 

GP, S G L H�;:" I T  1,'OUUr H/.\f[ TH:: Si\i·::-: Err-r.cr {\s r;':"', I N l j'�G T; i i :  \,f: :,,' 
Or: "(; � �- : . :  C:,·;·,:.,! .. J�LrT r\�u; ·�-I' ; : �. L : · �,S ! ; : :·'C::-:"i,',::T \!::; ' ; �:" ; '"I· CC: ;; \l , : I 'J I i  

L 1  r·T. :�!.c':,J 

Vcni io;·:r
(

:) TUUR I !';"!' I ! :DUST�\< I.LSO DLPEiW�) IN LhRG2 n2f',SUHE ON 

SHALL LOW-VO UnlE GASOLI N E  STAT I ONS IN CUT-OF-THE-\'!AY cor'::lU"! IT I ES . 
\'!I·;;�!� ;7r,s �;on0. ,".fi;:t,��· I r �  .; l ;[:  �:�t/�T:- r,!�r. ; , O U;��"S�.:,',� .U L·l n,�SC:�;T !.n: · !'·.s-, �i,VL: i ; ' 
f\f\L{',;� c;-,·;":-::n i..' : / ,Y  "I J TC�:i� ! ::'(S. nu ; I i :S h P/\l�T l �: � ': :,..'�:{ SF/\ � C1N � ru:: � :!�, 
"' HE \ U r :TEI� S : : !  S::i .. SO::  .. 1 '0{1 r t�S·1 ".i': (:!:} I ��/.\,y : .. : � ; ..... : ' . :E 1 �.; I'Ll >" �) (): : 
CCH: ; : ; : �  1'1" . S'(/\"I" I 0i;S 1"0 jJj:OV I DE G:,SOLH�E 'F0� /'1 V.\SrLY LXPI".NDLD �� )(r 

POPULAT I ON IN ADD I T I ON TO THE DEMANDS PUT ON THEM BY THE RES I DENT 

POPU Lf.T I ON . THESE STATI ONS PERFORM A VALUABLE S E R V I C E  NEEDED TO 

MA I NTA I N  NOT O,'lLY THE PHYS I CAL I :EALTII Of' SUCH t. co;,r',UN ITY rtrr I TS 

ECO;·: �  ' ; I C  : n::ft,LT:l AS �';ELl " .  \"!E \�Ol:LD L r ;�L:' ·1'0 t: :r: /d�Y �;ur'T L,/ r,Y;'!}T.\-' 
T r (C�: CC;: 1JUCll':]) T N  AN C:;:J.)�f"!LY j'I r..;·�:'l EH f SL'PPLY �·· !WtlU) r;s (:: ; !.',: . '  ;·:TE2D 

FOh /:1'  L!::/".�:T ,\ '/[!:..":':. FRO;'i TI :r: T I l lE Tj.;:� r;[C 1 0 I O;! ·  13 ;"1.\D;': T(l T Li;i ', ; IU,Tr2 j\ 
STt.Y l C: ; ' S  SUi ; ' LYJ r.ND r:.:\·U�Y /',rrr::FIPT � � ;OUl "J) 13�� i J : .D;: "ro F 1 1'';[I J\i\ !\I:n]�j': �\-" 
T I Vi-: SU;·'J·LY F();': T i : t:: ST/IT 1 01'; O�'W:':f� Wile t"!1 SJ:ES 'fO r:I.:HA 1 N  I i� j�iJ�., I l\[$J 

OR SELL A STAT I ON TO SOMEONE ELS E .  W E  F E E L  T H I S  I S  OF PARTI CULAR 

IMPORTANCE WHERE THERE IS ONLY ONE STAT I O N  I N  AN AREA . THE RES IDENTS 

OF THESE SMALL COMMUN I T I ES CAN ' T  CHANGE THE I R  L I F E STYLE R U I TE AS 

FAST I\S THE O I L  COMPAN I ES CAN MAKE THE DEC I S I ON TO TERM I NATE SUPPLY 

TO LOW PROF I T  OUTLETS . WH I LE WE APPR E C I ATE THE O I L  COMPAN I ES '  NEED 

TO MAKE ADEQUATE PROF I T, WE MUST CON S I D E R  OUR PEOPLE AND THE I R  N E EDS 

AS WEL L .  

IJU�8J 

PAGE 3 

THE rEA PROPOSES THE DECONTROL OF �10TO:l. GASOL I NE IH HUCH THE 

SAME MANNER AS FUEL O I L  WAS DECONTROLLED . IT I S  A MATTER OF PUBL I C  

R ECORD THAT S I NC E  THE DECONTROL OF FUEL O I L  OCCURRED I N  T H I S  STATE, 

THEI�E HAS B�CN A RAP 1 D  Escr.!Xr I ON OF r , � ! C E  MiD T ! a: DE1� I S·.: or ��(;i·:ll:. 

sr'1/\:�L fll!:L O I·L D�r),LU � S  : N  ou�� S1</',T1i .  G:�l\lrr::D". sonE r;.U:; : i : :::�;:J��· \ : :: : : '. 

HAVE D I ED OF ATTR I T I ON ANYWAY fIND ONE I'IJST flGRC;: THAT T H I  S I:xrc.u\!. 

PROCESS SHOULD CONT I NUE; HOWEVER, IN OUR JUDGMENT, MANY SMALL FUEL 

0 1  L DEf,LER:; H l GHT HAVE SURVIV;:;J 11M) THl: DEriEGULXf l ON OF F U el. 

O I L  NOT T/'. 1\[1:  P LI\CE , In ANY EVEI'!T" Ti-li: PF: I CZ 0;-; FUEL O I L  Jj� \'�· ! � ;·iC! :':" 

l li\�; ESCf'.L/','n:D BY G-7¢ PER GALLON � H�CE DEm:C:L!L.'\'nOl·� !" ND }. :: �.>y 

AREr,S THE P R I C E  OF D I ESEL FUE L HAS ESet-.LATED Xi hi1 EQUALLY D;U.i:,r,T ) (: 

PACE S I NCE DEREGULAT I ON .  

OUR EXPER I ENCE W I TH THE "TR I GGER MECHAN I SM'� DEVELOPED AS THE 

RESULT OF r-UR O I L  DEREGULAT I O N  DOES NOT LEf.D U S  TO BELI EVE THf.T 

FEA H I LL r;:: f'.nLE "iO TRACK THE prll cr: OF CAC,OLl IE \'iITH AIN hO,,; 

EX,,\CT ! TUI.1E (1(; EFr-r:CT I VE;!ESS . HE f'EEL ·Ci:r:r TH� TR I G C:: ::R. 1 �::. r , � !f�; : I � · -: 

S l lOUi  D :0!: O? S U\PLE DE.S i G N  AI'm SHOULD LOOi( /',1' THE P R I CE TU ·:n:·� 

ULTI l�}\Tr. CO�!.sl!/,ERS H I ·fH I N  AN I ND I V I Dl!i\L STi.: E CO:-�P.�.REl) TO hEe l C)i,::: 

PR I CES . IF nlE P R I CE IN AI!Y ONE STATt: (EXCLUD I NG TAXES f.ND 

TRANS PORTAT I O N )  EXCEEDS THE R�G I ONAL PR ICE BY A N  AMOUNT TO BE 

DETERMINED BY FEA, THEN FEA WOULD SET UP A N  I N FORMAL HEAR I N G  W I T H  

REPRESENTAT IVES FROM A L L  F I RMS I NVOLVED I N  T H E  D I STR I BUT I ON CHANNEL 

AND REPRESENTATIVES FROM THE I NVO LVED STATE ENERGY OFF I C E  TO D I SCUSS 

THE D I SCREPANC I ES .  I F  THE I NFORMAL HEA R I NG TURNS UP UNJUST I F I ABLE 

PR I CE I NCREASES, THE FEA SHOULD I SSUE ORDERS TO THE MALEFACTORS 

REQU I R I N G  THEM TO REDUCE PR I CE S  TO THE PROPER LEVEL AND MAKE REST i 

TUT I O N  I N SOFAR A S  POSSI BLE T O  CUSTOMERS OF RECORD DUR I NG THE PER I OD 
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PAGE 4 

T H E '  EXr::SS I 'v'E PR I CES \';[!H': Ci iI>HGED . He: n::�L -J HAT THe. SO-'VA'I' DELAY 

BETWEEN THE DATE A CERTA I N  PR I C E  OCCURS IN A R EG I ON AND THE DATE FEA 
REPORTS IT THROUGH THE I R  TR I GGER  MECHAN I SM I S  EXCESS IVE : THE T I M E  

LAGE F O �  :)�JCH REPORTI .·:S SHOULD L:� no fW!;r: " I  E.:,N 30 J)!\'{S J. '( ) S 

TO Uf.\':: cr: f�.T) n·,'C I L I TY L ! �:-: i Ti:�: i��r:; L r c  Ai�:' �: "T.')T�: ()F F F: i .'\ :��, . 

H;; !l'JT;U;:GLY URGE ·j"H,L.T T: :L: rr:ESEflT �l·' ,Yd: SET-'ASIDE Pi'�Ol;i�M;j j<.:� 

GASOLI N E  BE CONT INUED . IT I S  A MATTER OF RECORD THAT OUR STATE, P,S 

NELl. A3 M:\i:Y OT:l;::F:S lHr:iYiGI-;Cl.lT 'r: i� PI\ST !T'.;[;';.'·.L YEr" � ��J , .': .. S I., .'.E C : :  

A T H I'�LY j'f�: ', :3 'J,) D!:AL Erj '[Cd '.':.'l . Y  N I Tfl ! : I . : ::.:.S : : J )" S  :'.1 :)) F : : !'J� �"� : .f(.y 

S ) TlI/',� i O: : .:' f:f:'_:.TLn TO G/',SGL I N :: !:l :\);�Ti�GES :: ';': : I� I r� C(),'.1J:I.:�\r:'J " �� t  

l'lr.l·JY V)[:: ;i : ; ; I "U �S !.I,ND TJ;� BU3 L !CSScS I\;':D L F0 ;-:'.;; . n s r ; �  lHi:;'j ;" \ !UUJ l i ,'.\.''': 

SUFFERED MUCH MORE THAN THEY D I D  DUR I NG THE ENERGY CRUNCH HAD IT NOT 

BEEN FOR THE SET-AS I D E  PROGRAM. THE VALUE OF THE STP,TE SET-A S I D E  

PROGRMI T O  VERMONT RES I DENTS CONT I NUES TeneW . \'iE r.[CC�:;l��D TI':.�T 

AS f� Pi\f.:T OF ";"/-1::' STATE �TT�'I\ S ! D [  PR0C R!\:'1 'f: : , '  �lT,L·.Ti::; cr': : :T J : !U;:  'J 0 :, 

WII IX[J :, C(,PI' CF -i H" T[J :' 000" ra::; j ,  l H F  ', : r ;  ' . !',L!_C>:: ',;-::: S·,·, ... . :; $ 

MOrJ ! -I'�:� 'd :E l.; iOU;" T 0::' L'':.C : !  TYPE 0;: Cf\SO:,. r ; : " h\',\ I LhLLE l j� fl, P,(�'j J: C ,:; 
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T'-lE fII. fi!{CULD CO;< f J I!tlE TO I U:Hi�UR�, : :  �n :: S'(.'\TJ:S FO� -J' ; : ,  �:F ;V':Tl '� 
V I T I ES R E LATED TO STATE SET-A S I D E  AS IT HAS IN THE PAST . 

IN SUMMAT I ON, WE IN VERMONT SUPPORT DECONTROL, BUT WANT REASON

ABLE ASSURANCES THAT VERr,jONTERS W I LL NOT BE LEFT. W I THOUT IIDEQUATE 

GASOL I NE SUPP L I ES OR MADE TO PAY MORE THAN OUR FA I R  SHARE OF THE 

COSTS OF GASO L I N E .  WE W I SH TO. SEE THE STATE SET-As I D E  CONT I NUED, 

AND TO HAVE A TR I GG ER MECHAN I SM THAT I S  AS UNCOMP L I CATED AS POS S I BLE 

W I TH PR I C E  DATA. REPORTED MORE CURRENTLY (30 DAYS AS OPPOSED TO 60 DAYS ) ,  

LASTLY, WE WANT CONTINUED R E I MBURSEMENT TO THE STATES FOR SET-r. S I D E  

EFFORTS CONCER N I NG GASO L I N E .  ,- U� 8S 

{'::::';::1 :'1-. �:��:_�. ���t,[!� ' !:f'� I!.:;<�:, V�:"'�-+-,�7 ,r:'�:f {>ff(ce 

�E OF THE GOVERNOR STATE PLANNING O,..,.. 'CE 
AREA CODE BOZ"'U-J:J26 

STATE A-95 CLEARI NGHOUSE 
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ST A TE OF VERMONT 
MONTPELIER, VERMONT 051502. 

MEMORANDUM 

To ; Department of Enerv,v 
Public Hearing Mana�ement 

'n074SA 

Room 2 31 3 .  2000 M Street . N. H .  Docket No . ERA-R-77-7 

Washington . D ,  C .  20461 

FROM: John E .  Holmberg , A-95 Coord inator 

DATE ; January 9 ,  1979 

RE : Draft Environmental Impact Statement . Motor Gasoline Deregulation 

Attached are comments wh ich were rece i ved after the A-95 
rev i ew s i gnoff date of the above-named proj ect . 

These are being passed on to you for your i n format ion. 

J H : en 
enc I .  letter from Bennington County Regional Commission 
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..-GTON 
"""''''GTON 

.'ORSET 
UlNOGROVE � 

� 
BENNINGTON COUNTY REGIONAL COMMISSION 
ARLINGTON, VERMONT 05250 

Mondey - Friday 

TEl. (102) 315-2578 or 375091184 
6 30  AM -- 5'00 PM 

"' ... NC .... ESTER "''''NC .... ESTER vl�U\GE 
HOAr .. BFNNINGTO,," 
��UBENNI,,"GTON 

POWNA.l 
RUPERT 
>AN()GAa' 
S,",,,,r."f'jli'lV 
5T"'_":1'10 

Stephen H Jesseman, Che:rm .. " 
Robert J. Schmid, lIi('&-Chllirman 

Robf/rt Sheridan, Secretary 

Suzanne dePey!.ter, Treasurer 
S .... NOER� ... NC. 
WOOCfORC 

Mr . John Holmbe rg 
A - q �  Coordinator 

GREGORY G. BURKE. Executive Director 

.Tanuary 2 ,  1979 

Slat� Planning Office 
Montpe lier , Vermont 05602 

Dear Mr . HolmDer g :  

This 1 s  a c omment on the "Fnvlronmental Statement!! relating 
to the proposed deregulation of gasoline . We are apparently 
being asked to discuss the alternatives to the proposed federal 
deregulation . 

Reference ( 1 ) : 

This apparently would allow the increase in price of fue l s . 
" ir s t , I do not agree that the increases quoted; 3 . 7  cents per 
gallon and 1 . 2  cents per gallon. Instead , deregulation will re 
sult in an increase of at least 30 cents over the long term. 

Reference ( 2 ) :  

The use of leaded fuel in vehicles designed for the use of 
unleaded fuels has been increasing even with the pres ent price 
differential . Service station operators are reporting vehicles 
which have been modified by enlargement of the fuel filler open
ing are becoming common. This of course, results in more and 
more pollution emiss ions . 

Station operators in small c ommunities where they live and 
work, report that they voluntarily reduce unleaded fuel prices by 
2 cents , taken from their own small profit margin. 

Reference ( 3 ) :  

Imposing a penalty on the man least able to defend himself 
would be unfair at least and a bureaucratic retreat from political 
power at be s t .  

oOZ87 

J�t, 0 8  1978 

Hr . John Holmberg . 2 - January 2 , 1979 

I propose the r e j e c t i on ()f all of the environmen t a l  alte r 

natives and instead, e l iminate leaded fuc .l �  1.n favc.\I' of u..,iversal 

lmleaded fuels o f  standard and high test grade . 

Tne increase in the price of g a s o line should. be vi ewed as 

lnevi table , and if you can 1 t beat thEm, lIJoin then. I: 

On the econor;llC side , a large increase j n the p r i c e s  of fuels 

wi.ll r e sul t in a lower consurrp tion rate and at least soo€:; reduc ·· 

tion in pollution. fur ther , the use of unleaded fuels onlv will 

further lower the erai s s ion of chemicals and. partL::: u.late in the 

atClosphere . 

fu� additio�al beneficial fallolic from the use of unleaded 

fuels for all motor vehi c l e s  would be the reduction of the rhe t o � i c  

o n  t h e  part of gasoline producers and auto makers r e garding the 

reasons why they can �r cannot produce low-pollution fue ] s and 

engine s .  

The altornatives offered by the environment a l i s t s  are cwnber

some and bureaucratic and would c o s t  more in enforcement than 

they would produce . 

It seems to me that bureaucrats at all levels should finally 

be getting the mes sage , ( i t  is coming at them from all direction s )  

that the Ame ric�� people want l e s s  not more government . They are 

looking for s impler solutions even a t  the cost of polit ical un

popularity by vociferous small groups . 

The telephone calls alone , to (apparently) all service sta

tion operators would seem to exceed in cost any bene fits receive d .  

These calls by the feds a s k  the current price the operator i s  

charging that d a y .  Th e  prices then reported i n  the news a r e  far 

above the average price we see on the pumps which gives cause to 

wonder. 

PJP : chg 

&"O' "g'Ur � J Pugliese Philip '
i s s ioner BCRC CO

f�rlington Town 0 
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COMMONW�ALTH of VIRGINIA 

J. B. JACKSON, JR AOM.NISTFIATOR Council on the Environment 

Mr. Douglas G. Robinson 
Assistant AdMinistrator 
Regulations and Emergency Planning 
Economic Regulatory Administration 
__ .of .JIDarqy 
Washington, D.C. 20461 

Subject: Motor Gasoline Deregulation 

Dear Mr. Robinson: 

January 1 2 ,  1979 

903 NINTH STREET OFFICE BUILDING 

RICHMOND 23219 
804·786-4500 

<'(I01jSPI 

The staff of the Virginia Council on the Environment has coordinated 
for the State a review of the subject Draft Environmental Impact Statement 
among the fallowing agencies: 

Department of Agriculture and Commerce 
Department of Highways and Transportation 
Office of Energy and Emergency Services 
State Air Pollution Control Board 

At this time, the Commonwealth wishes only to reflect its concern 
over the possibility of increased emissions from catalyst-equipped light 
duty vehicles. We look forward to reviewing the final document. 

If you have any questions or if I can be of further assistance , 
please do not hesitate to contact me . 

Sincerely, 

�� �U�ator 

ClC: .Honorable Maurice B. Rowe 
Secretary of Commerce and Resources 

Mr. J. C. Ruehrmund 
State Air Pollution Control Board 

Z3 JAN 79 J.j 5i>  
"U:<;89 
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STATE Of WEST VIRGiNIA 

GOVERNOR'S OFFICE 
OF 

770734 

ECONOMIC AND COMMUNITY DEVELOPMENT 

JOHN D. ROCKEFELLER IV 

Depa r tment of Ene rgy 
Pub l i c  Hearing Management 
Room 2 3 1 3  
Docket No . ERA - R - 7 7 - 7  
2 0 0 0  N Stre e t , N . W .  
Wa s h i n g t o n , D . C .  2 0 4 6 1  

CHARLESTON 2SJ05 

DONALD D. MOYER 

January 3 ,  1 9 7 9  
F i l e :  PNRS - E  

Re : U .  S .  Department o f  Energy - Draft Env ironmen t a l  
Impact St a t ement - Motor G a s o l in e  D e r p gu ] a t i on 

Dear S i r/Madam : 

Repe j p t  is acknowl edged of t h e  Draft Environme n t a l  Impact  S t a t ement 
for t h e  above re ferenced p r o j e c t . 

The S t a t e  C l e a r ingholl s e  has reviewed t h i s  d ocument in a c cordanc� w i t h  
t h e  prov i s i ons o f  t h e  X a t i on a l  Env ironmen t a l  P O l icy Ac t ,  a n d  h a s  n o  comment s .  

A copy of t h e  comment s of �!r .  John F .  Iierho l d t , Jr . ,  D irec t o r ,  Puc] 
and Energy O f f i c e , Governo r ' s  Off i c e  o f  Economic and Commull i t y  Deve l opmen t ,  
prev iously s ent t o  you , are e n c l o s ed for your further c o n s i dera t i on . 

DSG : am 
En e .  
e e :  John F .  Herholdt 

.M 79 1 1 :  0,) 

S i n c e r e l y , 

�rNJJ� 
Dan i e l  S .  Green , Manager 
Program Support S e r v i c e s  
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STAre OF WEST VIRGINIA 

GOVERNOR'S OFFICE 
OF 

ECONOMIC AND COMMUNITY DEVELOPMENT 
JOHN D ROCKEFELLER IV 

Deportment of Energy 
Public Hearing Management 
Room 2313 
Docket No. ERA-R-77-7 
2000 M Street, N.W. 
Washington, D. C. 20461 

Dear Sir: 

CHARLESTON 253,)5 

December 21, 1978 

?1�7� 

DONALD Co MOYER 

The motor gasoline deregulation proposal now being considered by the 
U.S. Department of Energy (DOE) will  have a major economic impact on the public 
ancf commercial sectors of West Virginia. While it is desirable to reduce the 
artificial price and profit margins on gasoline and allow refiners and dealers 
compensation for increosed costs, the current proposal will create serious gasol ine 
and pricing problems and potentiolly hinder state actions in fuel emergencies. 
These foctors merit serious consideration by the De�artment of Energy in 
establishing the program at this time. 

The West Virginia gasoline market con be considered a marginal market area, 
having few metropolitan areas which allow high volume sales. There are no 
pipelines directly serving the state. Having only three refineries in West Virginia 
we rank number forty-sixth in refining capacity. Jobbers and retailers must rely on 
barge and truck transportation to import supplies, adding substantially to the retail 
costs. Under special rule four, which has bee;! proposed to be enacted concurrently 
with the deregulation proposal, refiners and distributors would be free to wi thdraw 
from marginal market areos and to modify or terminate present supplier/purchaser 
arrangements. Present marketing conditions would substantiol ly change if 
deregulation occurs. Given the lower volume sales, and marketing costs, most 
suppliers would be less will ing to serve West Virginia markets and would supply the 
gasol ine volumes demanded only ot a higher price. This situation would generate a 
period of supply instability as market areos are redefined according to profitability. 

The potential increoses, including the onnounced price rise in foreign 
imported crude, could cost West Virginians ten cents a gallon or more by 1980. 
Enacting full deregulation of gasoline at the present time would result in major 
economic costs to West Virginions ond further exoceroote inflationary trends. 

A second area which the deregulation proposal should address is the 
continuation of a state set-aside gasoline and middle distillate allocation 
mechanism for emergency use by the state. Use of set-aside allocations, while 
created in 1973 for use in embargo-induced shortages of crude oil, has been util ized 
by the state in the past to address weother-induced emergencies. The elimination 
of gasoline from the set-aside would deprive the state of the mechanism and the 
necessary data (contained in the EIA-25 form) to oct quickly if gasoline allocation 

u0291 

1262¥.z Greenbrier Street, Charleston, West Virginia 253 1 1  

STAH. OF WEST VIRGINIA, 

GOVERNOl'I"S OFFICE 

ECON,*,IC AND COI'''"u"",n DEVHO""'ENT 

CON�.NUING O.;R cP�ER OF 
December 21, 1978 

Two 

waS re-imposed to meet a weather or crude shortage emergency. The state set
aside of gasoline and middle distil lates is on effective and necessary regulation 
which should remain in effect for immediate state use when needed. 

In addition to total deregulation, several alternative act ions, including no 
action, are given consideration in the impact statement. While total deregulation, 
as it is now proposed, would have adverse effects on state residents, it is clear that 
current regulations must be revised to allow more equitable pricing levels and 
marketing competition. Withholding all oct ion would allow no solution to refinery 
expansion necessary for increased gasoline supplies, (especially unleaded), and offer 
no financial relief to retailers who now rely on 1972 bose margins. Rent 
passthrough legislation merits serious consideration as on al ternative to total 
deregulation. Rent passthrough would ollow dealers to recoup costs of rent 
increases and installation costs of vapor recovery systems by adding these costs to 
their non-product cost in excess of the current three cent per gallon maximum now 
in effect. While this would mean a rise in retail gasoline prices it wauld allow 
retailers to pass these direct costs of gosoline along to the consumer rather than 
absorb this cost of operation. 

Our advocacy of rent passthrough is in the interest of allocating all relevant 
costs to the product. Gasoline ti lt,  as proposed, does not support this cancept and 
would artificially inflate the price of gasoline. Tilt would permit a greater than 
volumetric proportion of crude oil price increases and other non-product costs to be 
added to gasoline prices. The consumer should bear the costs of the products 
consumed. This proposal is being advocoted as a benefit to the public welfare by 
raising gasoline r>rices and permitting heating fuels to be sold at lower prices. 
However, as proposed, gasoline tilt would only benefit refiners and users of a 
porticular group of products. It  would not achieve the purpose of directing only 
those increased costs of gasol ine to the product and its ultimate consumers. 

Total gasoline deregulation, as currently proposed by DOE, would couse 
severe economic hardships on West Virginians at this time and increase the 
inflationOi y trend in the economy. The exclusion of the state al location set-aside 
mechanism would hamper possible state action in reacting quickly to fuel 
emergencies and should be included in any deregulation act ian. It  is necessary, 
however, that action be allowed for gosoline prices to reflect the true price and 
market of the product at the refiner and consumer leve l .  We, therefore, 
recommend that action be taken to enact the rent passthrough and reverse the 
current gasoline t i l t  proposal to reflect only cost increases in the refining of 
gasoline. 

Thank you for the opportunity to comment on the proposal .  Please contact us 
if we can be of any further assistance. 

JFHJr:djd 

cc: Dan Green 

Sin;ZO//JI}/ 
John F. Herholdt, Jr., Dire� rei and Energy Office 
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GOVERNOR'S OFFICE OF ECONOMIC AND COMM U ' " DEVELOPMENT 

PROGRAM SUPPORT SERVICES 

II CLEARINGHOU!>E USE u . .  II DATE -l��2B ___ _ 

WEST VIRGINIA STATE CLEARINGHOUSE 

ROOM 8-548. BUILDING #6 
CHARL[STON. WEST VIAGINtA 25305 

I FlLEN() L��_, �_ .. 
I' I Commonrs conccrr;ing th,:;; _ 

(DRAFT) ENVIRONMENTAL IMPACT STATEMENT 
(DEIS) 

should be reef JIved by this 

no la(er rhan: 1 2 / 2 2 / 7.? 

TO: ,John F .  H e rho l d t .  J r .  

Director 
-----rMt�le�lr�nd_En�f,�f�l�·C'C-------

rnOM: Dan i e l  S. Green ? Nan �,�g�c�r ____________________________________ __ 
Prog�8m Support Services 

-----------
U .  S .  Dept . of E n e r g y  - Drafl  L n v i r onmen t a l  Imp a c t  DEIS .�r:SC.>-lJPTION: -S-t-a-t-ertent--Htrt-crr---tio-soi-i-rrc-tl\.Tl-c-gu-l<T"t""±u;r---_______ _ 

The attnched (Draft) En'liror1r.lentAI In', pect St,,�crT1e'lt ''> refNrect to your agenc}' for R:::VJ:='W ;::nj 
COMMU,n-S, i f  y o u r  2'�ency has a'l  rnterest in this St&�cmcnt :':I"'c! ,-'8sires to comment cn it ple:Jsa 
CHECK THE APPROFRii' .. TE BOX. Your cooperation is asked in returning this memo to the Stefa 
Clearinghouse Office, indicating your interest or not, 10 days from its receipt. 

o No comment (Please Indicate Reason In Space Below) 0 Comments being developed 

a: Comments submitted herewith 

(Please use reverse side if additional space is needed) 

o Comments should more appropriately (or 
also) come from Agency(s) as listed below, 

G",�-..,('7;��,�.�;" -:=;'--""''''''''' I l l ' � ' \�lliG �i 1 ;:-" \ �_ \ :I 

��/ 1/;/1 1  �)] 

Reviewe(s Signature Date � 
Title Direc1or, Fuel and Energy Ofifce 

Telephone 348-8860 

LU�9J 

• 
T. 8. Re<1mond ,*",�rA�-'  ....... ,'--"""_ 

January 12, 1979 

Office of Public Hear1o.gG KaQ.l:8811DeJlt 
BC.01lOlldc. 1legulatory AdmJ.nLstnltion 
RoOll 2313 
Doc1<e� 110. lIJIA-R-77-3 
2000 H Str<Ult. N.II. 
IIsshfngtOll, D.C. 20461 

Ceatl.emen: 

AmQl;o Oil Company 
:tOo E;�1' RMd�1 Olivu Pc"" Offil;1'l fWlJ: 61 H)-A 
Chio:aogu. lfrlFKlil OO6ftO 

'nO:.':1.1 A 

Ame:n4me:a.t to A110w iteft:aere to Allocate Increased Costs 
to Ga.so11na on a Greater tM'll Pro Rata VolumCltr1c Basis 

'this l.ttar 18 J.n reat/lonse to the DOR's raquGst tor COlMlent,;. on tce 
propo.salll to allow re.fi.:Aerd to alloc.atQ greatC!r t:han volumet ric �osr:s to 
guolfD..e produeU.on under 8l[.iatiog aod stand-by c011trola. 

Amoco teatUiad 'December 19. 1978 tbat the DBIS pro,!ide3 ample ecooOlirlc 
4.Ild 8D;VlroODlBotal juatificatloD. for full derqulation of motor gasoline. 
Consequently. va cQrta.i.ul.y feel that the DEIS j\lstltl.8 tnct lCiilSji:Q.r step 
or tilt . 
In our DeeeGlber 19th test.itaony,. va outlined severa.l reasons why the 
urger goal$ .o( the EPA vould be better served by derogulatioll (alld 
1mp1ic.itly,. b'Y tllt) than by a cootil'\uatton of current regulations. The 
chief reasoo. waB that deregulatlou vould aigoal refiners that futur$ 
retut\1a on investllleat would ba tbe result of eco..,omlc faetare racho:r chan 
po1itical cou8id.�""nn,. A8 at oreeeat. 
In the long run, t.he beat guarAdtee that motorists won' t  1II!8fuel 1e th.e 

convenient -vail.abt.lity or IiIdequate supplles of unleaded gasoline. Ae 
tbe DOB. baa beard ",gain and again, cot\tlt1\l1l:tg 'Pric.e and allocation 

regulat10ua 0Jl g.u.oU.n8 wlll inhibit tbe vUltngne.es ot. a rQtiner to 

invest in facUities tor 'Producing bigber-oc.tane gasolinea. I.n tbe 

",baeaca of thea. facilitiea,. it 'Will be difficult to mQ.C!.t the hi&her 

QC.Qne demand. of unleaded g&solinell • • •  pat'ttculCirly if tbe EPA adheres 
to ita mmlU1 ...... ec1 lead 'Phuedowa sc.hedule. 

';... u"'9'.t 



.ffice of Public HeBT1n&s HanBgement 
�age 2 

Among tbE most d:::unag,1ng of the current regulations is th..,t 'thi.c.b permits 
ga.soline t:o baar only n � Tata sha:re of all re.fining. coste . The 
hil>toric logic of refinery ecouotdicl& has been that gasoline should bear 
a h1gher than vo1u::netrlc ",hare of theee coste. jhere 19 a good reaBon 
for this : H4x1'Ulizing gasoline. proouction and upgrad:Lng. gasoline quality 
are goals reflect�d In '-'-vEry aspect of' the Tef:1nery from the design and 

• prOC@6& configura.tion to the selection of c't'\lde to the intensity of 
'refining operatioDJiw 

Barring a raflper from properly apportioning the real coet ot gasoline 
C4_n .. _�c_c;_ .. ruLjt .tl.i.fU.p-.5-eJlt�jQ .lP.�!.1ILF;."eol i.fJ!;"."prDdy.J::!ion .and refinery 

1nveBt.ment.� Ul1t.n8t.E!ly the consumQ'"r will 'Pay B price for this illogic.al 
reg.ulation which til t e.eekB to correct .  Tilt "'tmld improve &AG;ol:1ne 
margins by a l l cw1"s refiners to ",Uocate. greater costs to the gas-ollie 
volume. Better margins would improve profite. and strengthen the 
'W:1llingness to Mke new inve3mente in gcsoline fac:ilities. 

tlDlOCO submits "that this is th� �irection that is in the uat1.oDlll. intereat 
of adequ.ate «lomeat1c refining capacity -- as '\le-ll as in the interest of 
EPA's ult1.ma.t.� soal with respect to lead .. 

Amoco urges the DOE to implement its pl'opoBals for 'tilt bOth in eli:lst1Dg 
reg",lations and S-l1y Btand-by reglJ1at1on& under conBideration. M.OCO 
furtbll!"r recollll1llmds that tile DOE implement this resullttioJl fl9 adopted 
October 22, 1978. We also reco'llDllend their adopt.ion be. Idde retroacUvQ 
to December 1, 1978 Al A  originRlly scheduled. 

S1ncerely� 

7.8.� 

",(;;. 95 

tic�::�h: cidComiJiiny :: 1 5  Soulh nower Street 

Ma;llng ",dare:;:>; ;:lox 2;57e • T .. II". 
Los Ar.gclc3, C<llli-::r.'Ila 50051 
Telephone 213 .1315 321 0  
N .  M .  S:nirloc� 

Man<!')cr 
Governmenti'!l C('nlfcls Coo;dHlatlon 

JamlillY 4 , 1979 

Ii� L;)I0.. 
�V7 

770302.8 
repartrrent of Energy 
Public Hearing !-1anagement, Rcx::m 2313 
Docket Nos .  E"AA-R-77-3 & EM-R-77-7 
2000 H Street N .I'. 
Washington, D . C .  20461 

RE: Draft Environrn.enta1 IIrpact Staterrent: Gasoline 
Decontrol and Gasoline "Tilt" 

Gentlemen: 

Atlantic Richfield Canpany \-lould like to take this 
opp:>rtunit...-y to provide written carrrents on the 
environrncnta1 concerns raise::1 by the Econanic 
Regulatory .Administration ' s Dra:t Environmental 
Impact Statement (DElS) . lie support thco findings 
of the StateITeflt whidl derronstrate that any degradation 
of the environment will be r:rin:iJua1. 

In our camcnts , hcwcver, \-10 \-,.'ould like to address the 
admitted bias of the DEIS ta .. :ard. environrrE' ... '"1t.al il"ll?3..ir
IOOnt and derronstrate haN SO:<C 0: the asslTIlptions used 
in the Staterrent ffi:.1.y have overstaten any envirorwe.i'1tal 
inpact. Additionally, \ .. ;e ',,,ill provide. CQ."1rne.""1ts on the 
detrirrental i...rrrpact which contillued allocation and price 
regulations have on the environ:-eTlt. Finally , we will 
provide addi tional sUPIXJrt to the r:ositio;) T_,at not 
only will the exert"9tion of gasoline frem controls have 
minimal short term adverse effects on the cnviron.'rent, 
but that in the long term, deco::1trol will have a 
beneficial impact. 

1he two biased assumptions used in the DEIS which allege 
sare rossible detrlincnta1 e.,T1viron.""l"efltal iPlpact resulting 
fran dereguJ.ation are the assurrptions that exparrle1 
gasoline refirdng capacity \-1i11 result in additional 
stationary sources of air 5XJl1ution and that t.�e rate 
of increase in the price differential retween leaded 
arrl unleaded regular grade gasolme exp2rienced L., the 
last tlrree years of controls ... iill continue in D.1e future 
with decontrol . We believe both these ass1..1ITf>tions are 
incorrect and, therefore , overstate their cnvironrrcntal 
inpact. 

Although the OEIS does not find significai'lt cnvirorune.'1ta1 
impact fran air r:ollution cminatitlg fran deregulation 
induced additional refininq C.afDcity, the nemoo. of t-L ic.96 
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esllinating Ule fOllution vol'l.lrTeS is, ne·vert."lclcss, 
inappropriate. It is assumed that this nBJ capacity 
\vi11 prq::ortionally increase air pollution fran existing 
refineries . The Draft in estirna.t .; (�g . emissions fran 
refinery expansion neglected to consider the fact that 
new refinery capa.ci ty would have to neet strict fErleral, 
state, and local envirorunental protection standards before 
being permitted to operate. The Clean Air Act prohibits 
op:"Jation of new sources of pollution in non-attai.nrrent 
ar�as. Tecrmolcqical improverTIe...YJ.ts in gasoline prcd.uction 
e:jUipnent are likely to improve the ratio of proouctiG.'J. 
to emissions that currently exists. In that new equiprent 
\.;ou1d perform environme.'1tally better than older units, 
there would not be this proportional increase. It is, 
tJ1erefore, likely that the statGTEllt inflated the amount 
of p:>llution to be created by the deregulation impact. 

The second source of p::>Ssilile adverse envirof'.rrenta1 llrpaet 
is fran fuel switching influenced by the leade:1, unleaded 
price differential. 

The assumptions and data used in �t analysis were 
admit.tedly biased toward suppo::::-ting a finding of increased. 
"fuel switdling" due to price differe..Tltial increases. All 
the surveys examined in t..'1C DEIS indicated to sarc rreasure 
that current price differentials which average 4 . 4  cents 
p2r gallon stim'Jlated fuel svlitching. To the extent any 
of these reports indicated a. fuel s\vitching rate , the 
portion due to price \vas non-conclusive dUt.."! to lack of 
data \vhic..1. indicated the' rcuso:) for tll€: $',dtch . Wi.thin 
the four- to s,ix-ccr:t: range, variations in the price 
differentials therrsclves did not identify any increases 
or decreases in "fuel Si·.',ilc�1.ing" acti.vity. 

Assuming, ho ... ever , as the DElS does , that an increase 
in the price differential results in some increased fuel 
switching, He believe the use of the rate of increase 
during the cO:1trolled pcrioo 1975-1978 to project a rate 
of increase in 1979-80 is not valid. There were several 
regulatory and market influences which affected the rate 
of increase in the price differential during this historic 
perioo which \.,ill not be rer::eate:1 in a decontrolled 1979-80 
fericd.. Regulatory impacts, such as the e1:iJnination of 
the gasoline grade equal cost pa.ssthrough lllnitation, 
which had artificially restrained nomal cost rroverrent 
during the historic peri<Xi 'viII not occur in a free 
market . A rrore recent but p2rhaps lesser impact is that 
of the IT.cA decisi.on in April, 1978. 'I'he court foW1d 
the llnputed base pericd price calculation for unleaded 
gaSOline to l:c invalid. Hany refiners may �ave established 
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1(1,01' b.3.se perio:1 prices prior to flpril ,  197!::1 , which after 
the decision coold lx.> adjusted u0'Jards thus reflecting 
a higher DTh' price for unleased gasoline . These i.rnp3.cts 
\rill not manifest themselves again. 

'!he use of the price regulato:l pcrio:l of 1975-1978 to 
project a rate of increase in the price differential 
carmot be 60nsidered without analyzing the impact of 
base perio:1 prices. A rrajor assumption in the DEIS, is 
that price regulation related base perioo prices are not 
an .inf1ueneing factor on the price differential . 'Ihis 
assumption is nade without any analysis or data to sUPfOrt 
it. 'lb the extent that gasoline retailers recover their 
maximum margins for each grade as dictated by their base 
perio:1 price differentials by grade, the current 
regulations may have directionally had an irrp:tct in 
establisWng price differentials . 

Because the DElS was rrore concerned. with attempting to 
measure the environmental llr1pact of gasoline decontrol, 
little attention was given to the adverse llrpact cG."'1tinuoo. 
controls would have on the environment. 'Ib the extent 
these adverse impacts would be alleviated by decontrol , 
they offset any FOssilile adverse affects becau..se of i t .  
Atlantic Richfield COmpany believes it i s  imp:Jrtant that 
the DEIS address the adverse consequences of allocation 
and price controls. As stated earlier , ITnlch of the 
refiner price differentiul increase C'J....-periencoo during 
the perio:l 1975 through 1978 can be directly related to 
regulatory intervention . In a non-controlled ..arket, 
prices are :r:ure i.'1fluc>nced by efficiency and c:::::!?2tition, 
and supply and dem:--.r.d . A continuatio:l of the controlled 
environment will discourage cost control efficiencies 
(cost passL'-rrough) , i.rrrx'de cc::r.p�ti t i.on (al location) , 
retard gra..,-th in refini.lg ca-pacity (invest.�.::t 
disincentives) and encourage de."n3...11d through price sub
sidation (profOrtional cost allocation) . Although the 
DEIS does address the in?act a possible 210�13D shortfall 
has on the price differential and its influence on fuel 
s;.,itching, it does not errq;ilasize the greater likelihocd 
of occurrence without deregulation or at least gasoline 
tilt. Should continue:1 regulation result in a shortfall, 
price differential may not have the blfluence on fuel 
switching that availability and convenience do. 

CUrrent price controls r.andate a proportional allocation 
of costs to gasolin0 . Gasoline which has historically 
recovered a greater share of costs and realize:1 a larger 
rrargin of profit has its price restrained by these controls, 
thus discouraging additional investment in gasoline 
refining capacity. 'This price restraint also has the 
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effect of subsidizing consumption . 'The result, as 
evidenced this last year, has rem an unprecedented. 
increase in vehicle miles driven. Vehicular emissions 
resulting fran this increased mileage can only leave 
an adverse impact on the environrrcnt. 

Exemption of gasoline fran further price and allcx:ation 
controls will have a far rrore beneficial enviror .... """l"'PJ1tal 
impact than continuation o!: these rcgu.lation..s .  DEIS 
in .analyzing Sl.l.IV2ys conducted on fuel s."i tc..lti.ng I fouL"J.d 
that alrrost fift.? p=rcent could have J:x;en vehicle 
�formance related . That is , rrotorists l,.,"'ere leoking 
for higher �tane fuels. Q.lrrent regulatiCXls deter 
intrcduction of preml..l..IDl grade gasolines due to base price 
restriction and inadequate rates of return . It is e>,.p...>cted 
that because of a reco::;nized gra.ving dcm311Cl for such an 
unleaded. grade , a free market would enooura� many refiners 
to introduce such a grade . In addition to dissuading fuel 
switching because of rrotor satisfaction , this De\'1 pre:U.l.."ro 
grade should provide price cc::rnpeti tion in the unleaded 
market. 

'lhe choice we 1:x::dieve is a very clear one. .IEregulation 
will provide the incentive for future investment in re£ini."J.g 
capa.city. Nithout additional capital investment in refinery 
expansion , the likclihcxx1 of future shortfalls increases. A 
shortfall, as previously discussed , even with restraints on 
price differential increases I could �rsu-:'lde those 1.L"'11eaded. 
vehicle F.OtorisLs who do not. wish to ',."ait. in lines to purchase 
unleaded grad23 . I'i..'l.t:::re cc.leadec1 ?rcC.uc;t is unavailable, t..�e'y 
rray elect to switch to leaded grades out of necessity. 

�ny of the DEIS findings and. key ass\..lr.1Ptions rcf<:..:r to t.."l-tc 
uncer-winty surroLl,"1.di.'1g t.,."',e p:::-ice, SlI?71y ar:d dE...'T.:J.,1d projectio:l.s 
which rre.ke a cOTlpletcly accurate forecast on the emriron'-lental 
impact of decontrol or gasoline tilt actions fu;::ossible. 
Refiners teo, investing in these additional capacities .incur 
the risk the market nay not afford them an adequate rate of return 
on their investrrent. 'Ihe current regulated environment, ho..;rever, 
guarantees no adequate rate of return. 'lhe greatest am::)Ul.1.t of 
aiklitional capacity during the past four years has been the 
addition of a num1:.>er of small refineries fttlich do not prcrluce 
unleaded. gasoline . 'lhe incentive to invest in such capacity 
ha,..c; not o:xre frcrn the sales of prcduct in a regulated. environment, 
but frau the subsidies provided at the exr:ense of the rest of 
the industry . 'lhis reallocation of ca!?ital resources has not 
benefited. the conSLDn2;r or p::!troleurn products except to the 
short-term extent that the additional sup!?ly of subsidized 
leaded regular gu.soline has depressed its price , "tllus 
contributing in part to the current price differential 
bet\vcen leadoo. and unlrodcd regular gasoline. 
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Gasoline tilt, as analyzed in the DEIS, has many of the sarre environmental impacts as decontrol .  It nay not alleviate sore of the regulatory factors which we have identified. as tX')Ssible contributors to the current price differential . Tilt docs , to sane measure , correct the prcblem of prop:>rtional cnst allocation. By providing additional ofpOrtunity for cost recovery along a rrore historical rrarket approad1 , it will rcrrove sane of th� disincentive associated with 
m:rl.ifying cUrrent refining units a"'1d adding n€\-'J units necessary for add.itional gasoline proo.uction. Tilt alleviates the short term pressures which restrain supply while enoouraging constr.lption. Concern aver increases in. the price differential can be put aside to the extent they are lllnited by current regulations. 

1he findings of the DEIS leaves no other logical altenlative if we are to avoid the fXJssibility of prcduct shortages than to allCM gasoline to be exempt fran further all�ation and price regulations. GasolL'1e tilt, would of course provide serre short term relief to these prcblerns . 'Ihe FOssible adverse environrrental consequences fran such actions, as indicated in the study , are minimal. t\le believe that oontinuation of current .regulations will only prarote greater fuel consumption and. performance dissatisfaction . FUel conservation and the mvironm?I\tal re"'1efits resulting fran encouraging the use of alternative forms of transpJrtation and reduced vehicle mileage are not likely to be achieved while the real cost of gaSOline per mile driven continues to decline under 
regulatory restrcint. 

In additio:1, Hr .  A. Prud 'hcmne , our fo1cmager, Marketing Services , 
testified at the D2ce.'l1l:.er 19 , 1978 headng . 'The hGaring 
panel raised saoc; questions . We captured those questions 
and. are preparing appropriate resp::mses, ... Jhich will be 
provided pran!?tly lmdcr separat..e cover . 

Very truly yours, 

� il\:"(d i ' � '..G,:J.. 
N. M. Smirlock 
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Re : Amendmen t  to Allow Refiners to Allocate 
Increased Costs to Gasoline on a Greater 
Than Pro Rata Volumetric Bas i s  

Gentlemen : 

Atlantic Richfield is critically concerned by recent 
actions by the Department of Energy (DOE) wh ich have 
temporarily suspended the implementation o f  the 
regulat ion a l lowing a greater than pro-rata volume t r i c  
allocation of increased c o s t s  to gasol ine . This 
regulation \.;ou ld correct a gross !.��_9: in the r u l e s  
ana. should be renamed g a s o l ine "correct.ion"  rather t ha::1 
the misunderstood gaso l i ne " t i l t " . The DOE has long 
recogn ized the inequ it ies in the cost a l loca t ion rules 
concerning g a s o l i ne by a l lowing reall ocation of 
appropriate costs from other controlled products to 
gasol ine . The flexibil ity perrrlittcd by this patch 
made short term operations acceptable . However , a s  
more of t h e  products became decontrolled t h i s  0ption 
was restricted so that in the current en-

v i ronment th0 
old problem has become more urgent .  

In February of 1977 , the Federal Energy Admin i s tration 
(FEA) i s s ued a Notice o f  proposed rulemak ing and publ i c  

hearing o n  t h e  changes in t h e  refiner p r i c e  regul ations 
to provide the pricing flexibil ity refiners pos sessed 
p'r ior to earlier decontrol ameYldments by permitting the 
al location of increased crude and manufacturing cos t s  
to gasol ine o n  a greater than s imple volumetric basis 
to recogn i z e  the tligher costs of re fining gasoline , 
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A public hearing w a s  held in !1arch of 1 9 7 7  in which 
we strongly urged the implementat ion of cost a lloca
tion rules that would " represent the first steps 
toward a necessary recognition of the actual costs 
which are incurred in manfacturing gasoline . "  The 
FEA took no action on this proposed rulemaking and 
the Department o f  Energy , e f fective December 1, 1 9 7 8 ,  
finally adopted ( after almost a two year delay) 
amendments to the price regulations which would permit 
re finers to a l locate increased costs to gasoline on a 
bas i s  more nearly representative of its real share of 
the costs . The delay of a lmost two years has been 
occas ioned by the gaso l i ne decontrol rollercoaster as 
evidenced in the following chronology : 

November 2 4 ,  1 9 7 6  FEA proposed decontrol . 

December 1 4 - 1 5 , 1 9 7 6  FE.l\ hearing. 

JanlJary 1 9 ,  1 9 7 7  

January 2 4 ,  1 9 7 7  

February, 1 9 7 7  

Apri l 2 9 ,  1 9 7 7  

AU9C1st 9 ,  1 9 7 7  

September 7 ,  1 9 7 7  

October 1 ,  1 9 7 7  

. 
November 2 9 - 3 0 ,  1 9 7 7  

�larch 2 9 ,  1 9 7 8  

Energy Action transmitted b y  FEA 
to Congress for decontro l .  

FEA \o,i thdrew Energy Action to 
decontrol : President Carter deter
mined that nasoline decontrol needed 
further consideration . 

Propos a l  on allocation of costs to 
gasoline . 

Pres ident Carter submitted National 
Energy Plan , including intent ion to 
decontrol gasoline at end of 1 9 7 7  
peak driving season . 

FEA proposed decontrol and Special 
Rule # 4  (one year transitional motor 
gasoline assi gnr.lent program) . 

FEA hearing 

Department o f  Energy replaces FEA. 
Structure requires FERC to review 
decontrol energy act ion . 

FERC holds hearing on decontrol .  

FERC concurs with proposa l .  Secretary 
can now submit to Congress 
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June 19 , 1 9 7 3  

June 2 8 ,  1 9 7 8  

July 1 4 , 1 9 7 8  

Novefl'6er, 1 9 7 8  

December 1 9 , 1 9 7 8  

Dealer D a y  i n  Court legisla tion 
signed by Pres ident Carter. 

ERA schedules hearing ( 7/ 1 2 )  as an 
accon�odation to EPA to determine 
if Environmental Assessment is ade
quate as substi tute for EIS . 
Unleaded/leaded regular price is 
pertinent i s sue . 

Environment a l  Asses sment hearing held . 

Draft of Environmental Impact 
Statement (EIS) i s sued . 

riotor Gasoline Decontrol Hearing 
on EIS held. 

The ref ining industry needs r e l i ef now from the inequitable 
s i tuation of the curre�c()s t  a l 1()catTon regulations that 
has existed s i nce mid-1 9 7 6 .  The ERA recognized this in 
the amend�ents that were to be e f f ec t ive December 1, 1 9 7 8  
when they s t ated in t h e  s'.lInnary : 

"These anendments are b e ing is sued . • • to reform 
certain aspects of the current regulatory framework 
which \Yould prohibit f u l l  pass through to gasoline 
of actual increased costs as sociated ''lith 
gasol ine 

The increased costs associated with gasol ine are clearly 
recogn ized : 

More sophisticated refining processes necessary to 
produce gasoline , particularly unleaded gasQline . 
For example ,  to produce s u f f icient quantities of 
unleaded gasol ine of adequate octane , substantial 
capital investments have to be made . Reformers 
mu s t  be run at progressively higher severitie s .  
The actual f u e l  and other cos t s  o f  operation increase 
and a further penalty i s  incurred due to the vol ume 
loss in the high severity operating mode and the 
shortening of cata lyst l i fe . 

Another example is the cost of addi tives .  Under 
current rules , only the cost of additives for 
controlled products , such as lead for gasoline , 
are a l l owed to pass through . Yet the resultant 
dollar amount is a l located to both controlled an":.: 
exempt produc ts by the " R "  factor .  I n  addition , 
a disproportionate share of other costs such as 
depreciat ion and maintenance are related to units 
dedicated to manufacturing gasoline . 
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The need to purchase and ref ine higher priced 
l i ght gravity crude oil to increase gasoline 
y i e 1 6 .  The p remium for such crude i s  about 
$ 2 . 0 0/BBL. in today 1 s  market . 

Currently , the petroleum industry is faced with 
unprecedented and unexpected growth in demand . The 
normal seasonal declines in gasol i ne have not occurred and 
low inventories have caused spot d i sruptions in normal 
supply , particularly unleaded gasol ine . The government 
price controls the industry has been subjected to s i nce 
1 9 7 1  have frozen margins to historic level s  which have 
been e roded by half by inflation. As mentioned previou s l y ,  
the decontrol of disti llate a n d  general refinery products 
also contributed to shrinking gasoline margins . The 
necessary capacity add itions have not been made under 
this cloud o f  uncertainty which made investment returns 
unpredictab l e ,  i= not impos sible under inadequate margins . 
EPA restrictions on �MT , lead , and certain other enhancing 
additives have caused restrictions on production capabi
l ities intensi fying s upply probleMs . 

The problems facing the petroleum industry are grea t ,  
but certainly not insurmountabl e .  Complete decontrol 
would permit ref iner actions necessary to solve these 
problems , but , short of that , positive regul atory re forms 
such as the proposed gasoline " correction" would provide 
incentives to correct market di stortions and augment 
current gasoline suppli e s .  

Equitable " cost allocation" t o  gasol ine could part i a l l y  
restore margins eroded by regulations a n d  inflation . 
Si nce i t  provides potential for some increase in price , 
it w i l l  enable refiners to make availahle higher cost 
s upplies . Current regulations may have d i s couraged some 
ref iners from producing incremental gallons of gaso l i ne 
i f  the ref ining costs .... 'ere greater than the cost permitted 
to be a l located to gasol ine under the current DOE system. 
Since any increments are l ikely to be sma l l ,  the 
" gasol ine correction" i s  needed now to permit a build up 
of supplies to improve the current ly tight inventori e s . 
Nithout addit i onal cost allocations to gasoline , further 
drawdowns from inventories may be restricted i f  refiners 
do not have s u f f icient. cost banks to price these volumes 
at competi tive prices . 
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Continued delay i n  " equitable al location of costs " 
\-,i l l  hamper industry ef forts to improve s"'pply levels 
and necessitate actions to dampen curre;)t demand leve l s . 
Th is w i l l  lead to further market disruption s .  Discon
t inuity in gasoline prices could res ult from s ome 
refiners rais ing prices to control volumes \-lh i le others 
are forced to reduce prices because of i n s u f f i c ient cost 
banks . Pressure could be expected on the price d i f fer
ential between leaded and unleaded gasoline s ince the 
industry w i l l  try to reduce demand for unleaded which 
is in shortest supp l y .  Ultimately , the o n l y  way to 
control demand and maintain balance in cost pass through 
will be a l location. 

We strongly urge adoption noVi of the cost a l location 
amendments e f fective December 1, 1978 as originally 
announced by the DOE . The industry needs relief from 
the inequitable cost a l l ocations o f  the current regula
t ions. The correction should be made now to provide 
some certainty and d i rection for the industry . 

Very truly yours , 

ATLfu�TIC RICHFIELD COMPANY 

, � "\/'. : f .' \' . . _�},.v-r\...i: .. .r!� I� 

N' .  M .  Smirlock 
Manager 
Governmental Controls Coord ination 
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Chevron U.S.A. Inc. 
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Department of Energy 
Public Hearing Management 
Room 2312 
Docket No. ERA-R-77-7 
2000 M Street, N . W .  
Washington, D . C .  20461 

Gentlemen: 

7'70719 

JRonuary 4, 1979 

Chevron U.S .A. Inc. is pleased to comment upon the draft Environmental Impact State
ment ("EIS") which the Economic Regulatory Administration ("ERA") has made available 
for public comment. 

We should first say that we have reviewed the comments o f  the American Petroleum 
Institute and agree with the conclusions stated therein. To summarize the API 
views : The removal of controls would not have any significant adverse effect on the 
environment, as the draft EIS concludes. Indeed, the "no action" alternative would 
likely result in shortages of unleaded fuel, increased fuel switching as a con
sequence, and damage to the environment .  This is so because existing regulations 
deprive our industry of adequate incentives to invest in the extra refinery 
capacity necessary to make increased quantities of unleaded gasoline at a time when 
demand for that product is increasing rapidly for the reasons explained in the EIS . 

We would like to raise several points which we consider should be emphasized more than 
they are in the draft EIS. 

1. The effect of various marketers introducing new premium grades of unleaded 
gasoline now and in the near future is touched upon only lightly. We think 
this is a factor which should be given more attention because it will have 
several important effec t s .  First, it will eliminate the pollution problem 
created by consumers who have been switching for performance reasons. They 
will be able to f ind a p remium. unleaded gasoline ..... hich meets their performance 
needs and will not be tempted to use leaded gasolines to satisfy their cars' 
needs for a higher octane product. Second , the introduction of a new grade 
of unleaded will make unleaded regular gasoline the likely "fighting brand II 

of unleaded among dealers. As this occurs, it will have the effect of 
bringing the price of unleaded regular gasoline conSiderably closer to the 
price of leaded regular, thereby cutting down on the temp tation for 
consumers who are motivated only by price to switch fuels. 

2 .  We are convinced that any attempt to control the retail price differential 
between leaded and unleaded gasoline or limit the retail margin on unleaded 
gasoline is ill-fated and will have unintended adverse consequences . It 
may be true that dealers presently manage to maintain a significant 
differential between leaded and unleaded gasoline by lowering their margin 
on leaded regular gasoline and taking a large margin on unleaded. But 
imposit ion of a f ixed differential or a f ixed margin on unleaded gasoline 
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will not likely cause the price of unleaded to drop. Instead, dealers would 
probably raise the price of l eaded regular to maintain profitability. The 
burden of this action will fall primarily upon people who drive older model 
automobiles (for which leaded regular is the appropriate gasoline) many of 
whom are low-income persons. 

3. We think the proj ected increasea for the price differential between unleaded 
and leaded gasoline are l ikely to be smaller than predicted by the EIS in the 
event of decontrol . At the retailer level, relatively few dealers are 
presently being restrained by the price regulations in their pricing of un
leaded produc ts. Low pricing of leaded product ,  not pricing of unleaded 
product up to the lawful limit, accounts for the large dif ferential in many 
cases. Decontrol would have no effect on the differential in such cases. 

At the refiner level , the price of unleaded gasoline in relation to the price of 
leaded gasoline is not affec ted by price control s .  Costs o f  manufacturing 
various grades of gasoline are being spread among the various grades by 
different refiners in different ways. Decontrol will eliminate the constraints 
on recovery of gasolinl:' manufactur ing costs, with the likely effec t of 
permitting prices of all grades of gasoline to rise, since refiners are 
pn:�sently underrecovering their costs of gasoline p roduc t ion (owing to lack 
of a mogas tilt in the regulations ) .  Decontrol will likely have little or 
no effect on the differential between grades at the refiner level, just as 
controls presently have l ittle or no effect on those differentials. 

4. Some mention should be made of the restraining effect on prices which the 
Presj dent ' s  Wage and Pr.ice Guidelines are likely to have even after 
decontrol.  

Very truly yours , 

-K.cl'.� 
K. L. Roberts 

,-\.i;W7 
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Gentlemen : 

January 1 2 ,  1979 

Amendment to Allow Refiners to 
Allocate Increased Costs to 
Gasoline on a Greater Than 
Pro Rata Volumetri_� Basis 

770.3::t3 A  

Pursuant to the Depart1!lent of Energ y ' s  (DOE) request for comments on pages 
57609 through 57610, 43 FR 237 , December 8 ,  1978, Chevron U . S . A .  Inc . submits 
the following comments on the proposed regulation to allow refiners to allocate 
increased costs to gasoline on a greater than pro rata volumetric basi s .  

Without decontrol o f  motor gasol ine prices, Chevron considers that it is 
imperative that DOE amend its regulations so that refiners can allocate 
increased costs to gasol ine on a greater than pro rata volumetric basis. The 
further in the past the effective date, the better. Certain l y .  Decemher I ,  
1978, i s  the latest effective date which should b e  considered by DOE. After 
all , this rule was actual lY adopted in date and then suspended. Refiners 
understandably expected that it would b��plemented last month .  Delay of its 
e f fectiveness is unconscionable in view of the fact that the problem of 
inadequate allocation of costs to gasol ine and the undesirable consequences 
therof were recognized clearly by DOE ' s  predecessor agenc y ,  the Federal Energy 
�ini8tration, as early as December 1976. 

'fttere has never been a challenge of the position adopted by both DOE and the 
industry that DOE ' s  pricing regulations have dis torted historical patterns of 
motor gasoline pricing in the market place relative to other refined products 
and residual fuel oil. This has resulted because the pricing regulations have 
restricted a refiner to the allocation of amounts of increased costs to motor 
gasoline prices that have been inadequate to reflect the greater expense 
involved in refining motor gasolines compared to most other refined products 
and residual fuel o i l .  

<llevron has concluded that the regulation, previously adopted by. OOE to b e  
effective December 1 ,  1978, is reasonable a nd  fair. A t  t h i s  point , t h e  re
sponsible administrative action would be. to readopt that amendment as soon as 
pos8ible, rather than attempting to identify and change any minor imperfections 
in the rule. 

We will reiterate our grotmds for supporting the so-called "tilt" aendment: 
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- The ability of refiners to maintain or restore historical pricing 
patterns, such as the differentials between gasol ine and diesel fuel 
will be enhanced . 

- There is no requirement In the amendment that refiners establish 
burdensome accounting systems to de termine cost allocations to 
gasol ine. That is as it should be because it i s  impossible to assign 
indivisible joint costs meaningfully to the manufacture of specific 
products . Any allocation system for joint costs would be entirely 
arbitrary . 

- Under the amendmen t ,  however, refiners would be able to recover more 
fully costs lo1hich .are incurred in the manufacture of gasoline. 

- Increased gasoline prices resulting from the implementation of the 
t i l t  will serve to r�strain demand for gasoline , a result fully 
compa tible with federal policy in a variety of fields . 

- Pressure to increase prices for produc t s ,  not noW" covered by OOE 
price regulations, such as home heating o i l ,  would be relieved. 

Unless a refiner is al lowed to recover in motor gasoline prices a fair share o f  
the costs attr ibutable , i n  i t s  judgment, t o  t h e  refining of that produc t .  that 
refiner will not undertake capital investments to repair or expand fac i l i t i e s  
for the refining o f  unleaded gasolines. Over time , t h i s  e f fect will resul t in 
a shortage of motor gasoline refining capacity in this country contrary to 
nat ional energy policy objectives as decl ared i.n the Emergency Petrole1..l!: 
All()cation Act. The "tilt" amendment wi l l  prevent the shorta;:;e for the 
forseeable future. This is the best reason for promu lgating the amendmp.nt . 

\-Ie appreciate this opportunity to h�ve expressed our views on this subj e c t .  

Sincerely, 

-x.�!&� 
K. L. Roberts 

"U3U9 

C I T I E S  S E R V I C E  C O M P A N Y  '1 70 7:1 111 
TULSA. OKLAHONA 7 .. ,02 

January 4 ,  1 979 

Department of Energy 
Economic Regulatory Administration 
Office of Public Hearing Management 

Room 2 3 1 3 ,  2000 M Street NW 
Was hington, DC 20461 

Gentlemen: 

Re: D raft EIS on Deregulation 
of Motor Gasoline 
Docket No. ERA-R-77-7 

At 4 3  FR 5 3 1 25[November 20, 1978) the Department of  Energy gave 
notice of the availability of its Draft Environmental Impact Statemen� ( DElS) 
conce rning the pending proposal to exempt motor gasoline from the mandatory 
petroleum allocation and pri ce regulations. 

Comments were invited by DOE regarding the DElS findings as to the 
environmental consequences that may result from the proposed exemption. The 
DEIS also add r e s s e d  alternatives to deregulation. to which conunents were solicited. 

In earlier proceeding s ,  DOE stat'2d that an Environmental A s s es sment 
(EA) was su fficient 10 m e et the requir"cments of the National Envirorunenta.l Policy 
Act. Cities Service  Company ( Citie s ) ,  in its written com.m.ents of July 1 9 ,  1978,  
ag reed with this dete rmination and urged the Secretary of Ene rgy to move forward 
with submission of the exemption prop3sal to the Cong r e s s .  The fact that DOE 
later decided to prepare an EIS on this pending proposal sugge s t s  that the conunenta 
r eceived which e " iden<.:ed concern about fuel switching f,,!lowing dc'.:ontrol, wer e  
deemed significant enough to m e r i t  a thorough n�cvc\luation. 'While continuing t o  
b-eliev-:) that t h e  E A  m e e t s  t h e  statutory requirements o f  the NEPA, Cities feels the 
DOE has a c Le d  in a responsible manner in preparing the DElS. 

In revi�wing the DEIS und er <:Qnsidera tio,:�, C,ties finds no evidence 
which '- ontradi(:ts the findings o f  the EA� Thcr eLH·ey it i::; totally �ppropriate t.hat 
gasolinE:> d e reguJ.ation be H\oved forward without furthe:r ctday. 

Citi es has reviewed tes timony- :=iua (.omJneni";s on a number of hearings 
held by DOE in ..... :hich th.e subject of fuel s w itchiug due to price differ�ntials between 
unleaded and leaded gacoliHe has been raisp.d. We believe th;tt the argume;1ts against 
c reating r �g ulatcd p r i c e  dlffe r�ntial s are p�rsllas.ive., logical, and in the final analysis, 
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compelling. FUrther specific conunents on this matter will not cover any new 
ground so we believe the record should stand and be judged as presented. The 
statut;;::s under which DOE carries out its mandate do not contemplate utilizing 
p ricing regulations to upgrade or maintain ambient air quality. The r esponsibility 
for enforcement of the NEPA is  delegated to statute to the Envirorunental Protection 
Agency. If adequate penalties to discourage fuel switching are not pres ently in place. 
EPA should promulgate regulations which will act as an effective deterrent to such 
actions. 

In closing, we would note that the cu r rent uncertainty conce rning the 
future o f  motor gasoline d e regulation and the economic disincentives for refinery 
expansion in the pres ent regulatory scheme are acting as a det e r rent to the petroleum 
indu s t ry' s ability to meet the needs of the motoring public. 

We urge DOE to take appropriate action. 

Respectfully submitted, 

�� C. D. Head, Jr. 
Manager, Federal Energy 
Regulations Depa rtrnent 

Mike !' .... nton Coord,nalor DOE Petroleum Regulauons 

VIA FEDERAL EXPRESS 

January 4, 1979 

U. S .  Department of Energy 
Public Hearing Management 
Room 2313 
Docket Nos. ERA-R- 77-3 & ERA-R-77-7 
2000 H Street 
Washington, D.C. 20461 

Gentlemen: 

,- _ . . .  - - -/ 
Continental Oil Conlpony 
P.O 60)( 2 1 9 7  

Houston. Texas 77001 

'770J01J3 

RE: Draft Environmental Impact Sta tement (DEIS) Regarding Motor 
Gasoline Decontrol and Gaso!..�_�_T"",-,· l,-,t� __ . 

Continental Oil Company (Continental) welcomes thE: opportunity to comment 
on DOE's Dra f t  Environmental Impact Statement on !-totor Gasoline Decontrol 
and Gasoline Tilt (DOE/EIS-0039-D) as published November 20, 1978 a t  
4 3  F R  54125. 

Continental agrees with the DOE ' s  Environmental Impact Statement that 
the decuntrol of motor gasoline will not adversely affect the quality of 
the human environment .  Specifically, our comments will deal ",,1 th the 
following issues: 

L Short-term gasoline supplies; 

2. The enviroTU!lental impact of decontrol; 

3 .  The need for gasoline "tiltll a s  a n  immediate prelude t o  complete 
decontrol; and 

Several proposed solutions to this environmental dilema. 

Short-Term Gasoline Supplies 

On December 15,  1 9 7 8 ,  Continental testified at  the DOE ' s  Conferences on 
Short-Term Middle Distillate Gasoline Supply and Price Trends . Continental ' s  
position was that w e  expect the industry t o  b e  able t o  meet the overall 
demand for gasoline, al though some spot shortages of unleaded gasoline 
may reoccur during the summer of 1979.  Continental ' s  forecast ""as 
predicated on the following assumptions : 

1 .  1979 gasoline demand will b e  a ?roximately 2-1/2 percent above 1978 
levels. 

. 
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2 .  Imports o f  gasoline will remain constant a t  approximately 200MDD. 

3 .  Total U . S .  refinery runs will be sus tained a t  approximately 90 
percent of rated capacity without unusual refinery downtimes . 

4 .  Crude oil imports (which are forecast t o  represent 4 4  percent of 
the U . S .  total crude oil runs) are available without interruption. 

As of December 2 2 ,  1978, gasoline stocks were 233 . 4MMB compared with 
December 23, 1977 stock levels of 2 4 7 . 5MMB or a decline of 5 . 7  percent 
( 1 4 . llfrlB) versus the prior year. However, gasoline inventories on 
December 22, 1978 were about .8 percent higher than they were during the 
corresponding period of 1976 (December 2 4 ,  1976 - 23lHHB) . 

Environmental Impact of Decontrol 

The major environmental concern with decontrol or with gasoline tilt is 
that either action will lead to an increased price differentail between 
leaded and unleaded gasoline and that the increase in price gifferentials 
is the primary motivating factor which will cause motorists to alter 
cars so that they can burn lower priced regular gasoline, thereby ruining 
their catalytic converters. 

We will make a few .:ornroents regarding price differentials and the motivation 
to switch from unleaded to leaded gasoline. 

1. Current DOE regulations do not control the differential between 
leaded and unleaded gasoline. The differential is a function of 
manufacturing costs and keen competition in the marketplace. Since 
the 30 major refiners have unrecouped gasoline banks of over $400 
million (August 1978 preliminary data as reported in November 1978 
Monthly Energy Reviet ... ) ,  the industry will have the flexibility to 
increase the passthroughs under existing regulations . Therefore , 
neither "Tilt" nor deregulation will place significant upward 
pressure ,on the price differential between leaded and unleaded 
gasoline. 

2 .  The major motivation for motorists t o  engage in fuel switching may 
not be price, but the dissatisfaction with the performance of newer 
cars on regular (91 RON) unleaded gasoline. According to the 
liational Petroleum Refiners Association, the percentage of new car 
owners complaining about knock rose froIn 10 percent in 1974 to 
almost 40 percent by 1 9 7 7 .  

J .  From the data presented i n  the DEIS, it i s  apparent that the 
incidence of unleaded/leaded misfueling where the differential is 
less than 8¢ per gallon is less than 10 percen t .  Only in extreme 
cases where the differential between leaded regular and unleaded 
exceeds 10¢ do we find any significant correlation between mis
fueling and price differentials. (At a 10C differential , there is 
a �56 probability that at least 15 percent of the population w�ll 
engage in fuel switching . )  It should also be noted that according 
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to the DEIS. the. 1980 average price differential between leaded and 
unleaded gasoline w:l ll be approximately 5¢ per gallon under all of 
the alternatives--the no action alternative (4 9¢) , the tilt 
alternative ( 5 . l5¢) . and the deregulation alternative ( 5 .  27¢) . 

4. Contiental conducts on-going price surveys in various c i t ies where 
we marke t .  One of the significant f indings from these surveys is 
that if a consumer is willing to shop he can find unleaded gasoline 
a t� a reasonable price. During the past summer driving season, the 
"low balill unleaded self serve price was approximately only l¢ to 
2¢ higher than the median cost for self service leaded regular . 
Also, if the consumer is willing to use self service instead of 
full service he can buy unleaded self serve at a lower average 
price than leaded full service gasoline. 

5 .  The price differentials between unleaded and leaded gasoline are 
directly related not only to the marketplace but also to another 
federal regulation--the Small Refiner Bias. Simply stated, current 
differentials are not the result of unleaded gasoline being overpriced 
but more a case of regular gasoline being under priced. The 1978 Supplement 
(Supplement to the Sep tember Repor!:, May 1978; DOE/ERA-0012) shows 
that in 1977 the small refiner share of total motor gasoline sales 

was 21. 2 percent; but his share of the unleaded market was only 15 
percen t .  Since the small refiner does not have full octane capability 
(as evidenced by EPA ' s  exclusion of small refiners' t.o the lead 
phasedown regulations) ,  he tends to produce a higher proportion of 
leaded regular gasoline. Under the refiner price rules ,  he can 
only pass through his increased costs (which are lower due to the 
bias) which in turn places downward pressure on the price of leaded 
gasoline. 

Gasoline Tilt 

Continental will submit formal comments on the gasoline tilt issue 
before the close of the comment period on January 12, 1979. However, a 
few brief comments are appropriat e .  

Current allocation o f  gasoline costs under the proportional recovery 
method (" R" Factor) is not reflective of the actual higher costs associated 
with the production of gasoline : 

1 .  Higher fuel and operation costs must be apportioned among all 
product s .  (Reformers must be run a t  increased severities to make 
additional unleaded gasoline � )  

2 .  Refiners do not have the ability " to earn a return (in excess o f  May 
1973 margins) on new capital projects associated with the manufacture 
,:,f unleaded gasoline. 

Gasoline "Tiltll would allow refiners the opportunity to recover these 
additional costs associated with gasoline production. 
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.We do not believe that tilt is an acceptable substitute for complete 
decontrol; however� as an interim m�asure, and as part of the standby 
regulations should definitely include a gasoline tilt proposal with an 
effective date of January 1, 1979.  

Proposed Solutions 

There are several actions that the EPA and/or the DOE could take to 
eliminate some of the . environmental impacts caused by fuel switching. 

1 .  Require each state t o  conduct an emission control inspection as 
part of a vehicular safety inspection, thel·eby extending the 
liability for fuel switching. to include the motorist.  

2 .  Require that any retailer who advertises the price of any leaded 
grade of gasoline to also advertise the price of unleaded gasoline. 

3 .  Require automobile manufacturers to make fill pipes that would be 
extremely difficult to tamper with. 

4 .  Require assurance by automobile manufacturers that cars equipped 
with catalytic converters operate satisfactorily on 91 octane (RON) 
unleaded gasoline, the octane number previously accepted by the 
automobile companies as adequate to meet their engine design 
requiremen ts. 

Conclusion 

The DOE must realize the opportunity cost inherent with continued delay 
in gasoline decontrol--the longer refiners have to live. with the uncer
tainty that they will be able to make a re.turn on their investment ,  the 
grealer the likelihood that these investments, \"hich are. necessary to 
expand unleaded gasoline production, will not be made. In thfi> final 
analysis� it would be bitter irony if continued regulatory d.:!lays would 
exacerbate the supply of unleaded gasoline to such an extent t�at the 
negative environmental impact would be the result of DOE ' s  inaction. 

Pursuant to 10 CFR Sec tion 2 05 . 9  (b) , the undersigned certifies that he 
is  a duly authorized representative of Continental Oil Company. 

id 111. C:;'71A-. !�Mike Fentij 
Coordinator 
DOE Petroleum Regulations 

RWC:pw 
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Mike Fenton 

CoordInator 
DOE Petrol.um Re<gulatlon$ 

VIA FEDERAL EXPRESS 

January 11,  1979 

O f f ice of Public Hearings Management 
Economic Regulatory Administration 
Room 2313 , Docket No. ERA-R- 77-3 
2000 }of Street N . W .  
Washington� D .  C .  20461 

Dear Sir : 

(conoco) 
Continent.1 Oil Comp.n.,. 
PO 8011 2197 

HOU$ton. Tell'5 77001 

770318 it 

RE: Amendment to Allow Refiners to Allocate Increased Costs 
to Gasoline on a Greater Than Pro Rata Volumetric Basis. 
(Gasoline Tilt) 

Continental Oil Company (Conoco) hereby submits comments on the DOE1 s 
proposal to amend the refiner price regulations with respect to the 
allocation of increased costs to gasoline , published at 43 FR 50)86 
(October 27, 1978) . 

As currently wdtten, the refiner price rules allow the refiner to 
recover only his dollar-deflated May 1973 margins . Specifically, a 
ref iner ' s  total increased costs are allocated among gasoline and other 
products based on the relative volumes of such products refined from 
crude oil �n the month of measurement .  This formula allows gasoline to 
recover only its pro rata share of total costs even though the cost of 
gasoline production is significantly higher than a straight pro rata 
share. Examples of increased costs to manufacture gasoline are : 

1 .  Higher fuel and operation costs must be apportioned among all 
products. (Reformers must be run at increased severities to ma.ke 
additional unleaded gasoline . )  

2 .  Refiners do not have the ability to earn a return (in excess of :Hay 
1973  margins) on new capital projects associa.ted with the manufacture 
of unleaded gasoline. 

The pro rata allocation o f  costs did not severely impac t on the pricing 
o f  motor gasoline until the decontrol of residual fuel oil (June I ,  
1976) middle distillates (July I ,  1976) , and naphthas and gas oils 
(September l �  1976) . However, with the decontrol of these produc t s ,  
refiners l o s t  the ability to reallocate costs from these decontrolled 
products to gasoline. 

During the period from May 1975-Aprll 1976� more than $1. 2 billion or 
increased costs which were initially allocated to products other than 
gasoline were reallocated to gasoline. * This is approximately 1 . 25C 

*Source: FEA, "Findings and Views Concerning the Exemption of 
Motor Gasoline . "  
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per gallon on the gasoline aold by the 30 largest domestic refiners. 

Refiners have historically allocated greater costs to gasoline than to 
other refined products. The FU f indings and views concerning the 
Exemption of Residual Fuel Oil (March 2 6 .  1 9 7 6 ,  P .  79)  states : 

"Historically, residual fuel oil has not borne a proportional 
amount of crude o:I.! costs and that refiners have typically 
allocated costs which would otherwise be attributable to 
residual on a volumetric basis to other products . "  

Simply stated, IIGasoline Tilt" i s  nol a new proposal; ratht.' r ,  "Tilt" is 
a method of restoring to ref iners the ability to reallocate exempt costs 
which have historically been recoverable in the markptplace on gasoli n e .  

Exhibi t J shows that prior to the mandatory pet roleum pr ice regulations 
refiners were in fact allocating increased cos t s  to gasoline . Be tIJeeIl 

the periods ot 1970 through 1973 refiners average revenue from all 
products was 27% greater than crude costs. During this period, the 
revenues from heavy fuel oils were 15% less than cruce cos t s .  Obviou s l y ,  
t o  achieve a posi tive totdl gross roarglnother products had t o  earn more 
than their pro rata sh;'He of c o s t s .  For example , gasoline revenues 
between 1970-1973 were 51% greater than crude costs , j et and ke rosene 
revenue;:; were 42% greater and mid distillates revenues wen� 25% grf'dtcr 
than crude cost s .  

1970-73 
1977*** 

COMPARISON OF CRUDE COSTS 
TO WHOLESALE P.RODl.i"CTPRiCEs 

% of Crude Price 

Reg, Jet Fuel Middle .Q..�. [. Kero Distill��e 

151 
129 

142 
128 

125 
121 

Heavy Other Mixed 
Fuel Refinery Barrel 2.Lh _Products Price 

85 
91 

85 
91 

127 
117 

Since 1976 and the decontrol of distillates and heavy fuel oj Is refiners 
realization of product revenues has changed . Wi thout the abili ty to 
transfer increased costs from exempt products to gasoline there has been 
a deterioration in gasoline revenue (expressed as % of crude costs) and 
an increase in the relative price o[ heavy fuel oils and other refinery 
products.  

The proposed gasoline t il t  will help to reestablish the rela tionship 
between gasoline revenues and crude/refining operating costs which 
existed in the preregulatory environment .  

Not only d o  the current regulations allow for only a proportional recovery 
o f  cos t s ,  there is also a definite regulatory bias against incremental 
gasoline produc tion. For exampl e ,  if a refiner increases his throughp u t ,  
the regulations require a reduction in t h e  allowable p e r  barrel nonproduct cost 
increase, thus reducing the May 1973 margin. If a refiner improves 
efficiency (which is often the result of debottlenecking projects) , the 

*11*1977 was the last year for which complete annual data is available . 

II*See Exhibit I .  l,U31 7 
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operating cost savings must be passed along to the consumer. Sho'iffl on 
Exhibit II is the numerical effect of this pass through disincentive for 
a refiner who makes 50 percent gasoline. Here, a 10 percent increase in 
throughput without any increse in total operating cost results in nearly 
a 15 percent decrease in the available NPC! . Even after taking into 
account the higher revenue from the increase in gasoline yield, this 
case s t i l l  shows a l o s s .  

I f ,  on the other hand, t h e  refiner incurs additional costs solely in an 
e f fort to make addit ional gasoline, then only a portion of the additional 
costs can bt� recovered since cost increases are allocated by the proportion 
of those products produced, Numerical examples of these regulatory 
pass through dis incentives are also shown on Exh i b i t  I I .  

If the refiner wished to increase hIs gasoline yield from 5 0  t o  5 5  
perce:1t b y  purchasing a higher cost lighter crude oil , only 55 percent 
of the crudE'. c o s t  i ncrease can be recovered in gasoline . In the example . 
the yef iner purchc-ses crude oil costing an adJi tional 50 cents per 
barre l .  Even if the remaining by-produc ts directly increase in volume 
with th<·� h igher crude oil cos t .  the refiner cannot fully recover his 
incremental crude cos t .  

WorsE' yet are the economi c s  for recovery o f  incremental operating costs 
spent solely to produce addit ional gasoline. ,  For the same refiner 
wishing to increase gasoline yield from 50 to 55 percen t ,  only 55 percent 
of th,=, addilional o p e r a t i n g  cost can be recovered. Unlike the previous 
case , the value of the remainin?, byproducts will not increase. Unless 
the addi tional revenue from the additional gasoline produced can offset 
the remain·tng 45 p<!rcent of operating cos t ,  this method to produce 
additional gasoline cannot be pursued. This aspect of the regulations is 
particularly frustrating since inc�Jrr ing higher costs appears to be the 
most likely means o f  achieving higher gasoline yields without an increase 
in capacity. In the example shown on Exhibit I I , less than half of the 
incremental gasoline cost can be recovered through a higher pass through 
or an increase in Hay 197 3 product margin. 

Continental has made some refining investments during the period of 
controls. These investments have been largely of the environrner:ttal 
control , health and safety , or s tay-in-business type. Since all 
projects must compete for capital. projects must be j us t i f ied �a rate
o f -return bas i s .  Because of the regulatory disincentives, many r e f ining 
projects that would increase gasoline have not been undertaken . Similarly, 
operational changes that could increase gasoline supplies cannot be made 
because there is no way to recover the additional operating expense .  In 
that the regulations have affected everyone the same , we believe that 
other refiners have short-range projects and operational changes that 
could be mad e .  , 

As we have previously noted, in the absence of gasoline t i l t  the current 
regulations prevent ref iners from achiev ing "economies of scale" through 
inc remental gasoline production. Individual refiners usually have four 
long range alternatives to supply additional gasoline : 
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1 .  Increased throughput. W e  have already stated that the existing 
refiner price rules do not provide any incentive for incremental 
gasoline produc tion. 

2. Exch3nge other products for gasoline. Under the DOE ' s  interim 
ruling 0!1 exchanges (Docket No. ERA-R-77-l7) refiners may Buffer 
economic penalties when exchanging exempt products for gasoline. 
This is especially the case if a refiner has to pa) a greater 
"qualityU differential than he was paying in May of 1973. 

3 .  Import gasoline. The gasoline import alternative i s  usually not a 
viable solution since the volume of available 1mpol ts is limited 
and the cost of imported gasoline are usually substantially hi gher. 
than domestic markec prices. 

4 .  Spo t  purchases o f  gasoline. To the extent that any ref iner may be 
bank limi ted and to the extent that this refiner had a positive May 
1973 gasoline margin, then the purchase of g8s01i ne is a viable 
alternative. 

While spot purch3ses do have several obvious advan tages to an individual 
refiner (vis-a-vis incremental gasoline production) there are serious 
proble!:ls which arise when a refiner chooses to supply his incremental 
demand :in this manner: 

Spot purchases do not directly lead to increased refinery capacity 
or increased ndining investment .  Often the increased margins from 
these purchases do not go to refiners but to brokers in the distribution 
process . 

To the ext�nt that a given refiner does not normally engage in the 
spot market ;  the entrance of that refiner into the spot market will 
increase the spot price of gasoline for those who historically rely 
on this market . 

The spot market is not a reliable source of supply,  and in periods 
of very tight gasoline suppl ies this source. is usually not available. 

In con�lusion. we would like to reiterate several poin ts : 

1 .  Gasoline tilt i s  not a new proposal .  The reallocation o f  costs to 
gasoline existed hefore the adoption of the mandatory price and 
regulations. (See- Exhi-blt 1 . )  Tilt is simply a method of restoring 
to ref iners th� ability to reallocate costs which have been exempted 
by controls. 

? The current refiner price rules allow for only a partial recovery 
of the additional cost to make gasoline. 

3. Current regulations encourage refiners to make spot purchi!ses c[ 
gasoline at  the expense of incremental production. However ,  this 
practice does not increase our national supply of gasoline. 

4 .  A.'l integrated oil company ha s  many opportunities t o  invest its 
capitaL Since refiners can earn only their dollar deflated May 
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1973 margins on gasoline . those proj ects that call for additional 
inve.stments to increase gasoline and octane capability are at a 
comparative disadvantage when compared ..... ith non refinery investment 
opportunities that are not under similar regulatory constrain t s .  

Continental strongly urges the DOE to continue i t s  efforts t o  exempt 
motor gasoline from mandatory controls. In the interim DOE should adopt 
its t U t  proposal. While. t i l t  will not remove aU of the regulatory 
disincentive for increasing gasoline produc tion. tilt will be a slep 
towards the realization that refiners must earn an adequate return on 
their investment before additional projects to expand capacity will be 
economically justified. 

Pursuant to 10 CFR Sp.ction 205 . 9 (b) . the undersigned certifies tlwt he �oriZ1�e of Continental Oil Company. 

Mike Fe:1ton 
Coordinator 
DOE Pe troleum Regulations 

RWC : s c  
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Crude
l 

COS��_ 

1970 
c/G.r. 8 . 09 
$/BBL. 3 . 40 
% of Crude Costs 

1971 
c/Ga1 .  8 . 5 7  
$/BBL. 3 . 60 
% of Crude Costs 

1972 

c/Ga1 8 . 5 2  
$/BBL. 3 . 58 

!,�HrnIT..l. 
COMPARISON CF CKUDE COSTS 

TO WHOLESALE REl'lNE:tY PRICES 

Reg . 2 Jet 2 
Cas .  Fuel Ci Kero . 

12 . 5 7  1 1 .  5 9  

5 . 2 7 4 . 86 
155 1/+3 

1 2 . 81 12 . 18 
5 . 38 5 . 1 2 
149 142 

12 . 75 1 2 . 14 
5 . 36 5 . 1 0 

, 'I �; ddlc 
D i s t i l l a t es 

1 0 . 32 
4 . 33 
127 

1 0 . 6 6  
4 . 47 
124 

10 . 58 
4 . 44 

Heavy 
3 

Fuel au.. 

6 . 3 5  
2 . 67 

79 

7 . 55 
3 . 1 7  

88 

7 . 36 
3 . 09 

Avg . ReHnery4 
.9ther3 Price 

6 . 35 10. 32 
2 . 6 7 4 . 33 

79 127 

7 . 55 10 . 8 8  
3 . 17 4 . 56 

88 127 

7 . 36 1 0 . 7 8  
3 . 09 4 . 52 

t' % of Crude Costs 150 1"2 124 86 86 126 e c.: 
1'1:' 1973 Avg. 
� c/Gal. 

�' C I:..l N N 

9 . 88 14 . 83 1 3 . 64 1 2 . 1. 7  8 . 48 8 . 48 1 2 . 5 1  
$/BBL, 4 . 15 6 . 22 5 . n  5 . 23 3 . 56 3 . 56 5 . 25 % of Crude Cos t!l 150 139 126 86 86 127 

lsourc:et Preliminary findings and viet,.1s concerning exerr.ption of motor gasoline-FE..t...-Office of Regulatory 
Programs Table IV-21: Produc t Yields Table IV- I O .  

2�lattal CI.'ude petroloum nnd principal refined produc t s .  

3H�avy fuel oil source: nOE 1 9  Monthly Energy Revic�,,-·.;rholesal� p rice fa::: res:tdl.:al fuel oil. 

4Source :  Preliminary findings and views concnerning exemption o f  motor gasol inc-FEA-Office (I f  Regulfi tary 
Product Yields Table IV- l O .  
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SIMPLIFIED EXAMPLE 

REFINER PA§STHROUGltOrCO];"rTIlCREASES TO GASOLINE 

Current 
Case Defi� Base Case 

Throughp u t .  BBL 100 100 
Gasoline Yield , BnL 50 50 
Byproduct Yield, BBL 50 50 
Crude Cos t ,  $/BBL 4 . 00 1 2 . 00 

Economics I $-

Crude Cos t 40G 1 , 200 
Operating Cost 50 150 

ByprO����1
v���� (1) 450  1 , 350 

200 600 
Co s t  of Gasoline iso 750 

Allowable Cost Pass through 
Crude 800 
Non-product 100 

Total Co s t  Increase 900 
"R" Factor • 5 
Cost Increase to Gasoline t.50 

Additional Recoverable Cost 
on Gasoline ( 4 )  

Improvement o f  May 1973 Revenue (3)  

T o t a l  Addi tion;]l Revenue 

Additional Cost o f  Gasoline( 4) 

NET EARNINGS AT FULL BANK RECOVERY 

NOTES : 

(1) Byproduct valued at same $/DBL as crude o i l .  
' (2 )  NPCI - ill.Q... ..i..2.Q... 

110B 100B 
110 B = $95 

CURRENT REFINER ALTERNATIVES 
Higher Higher 

Increased Crude Operating 
Through�� -��)� � 

110 100 100 
55 55 55  
55 45 45 
1 2 . 00 l 2 . 50 1 2 . 00 

1 , 300 : , 250 1 , 200 
150 150 200 

1 , 470 1 , 400 1 , 400 
660 563 540 ---siD -83) 860 

8�� ( 2 )  850 800 
100 150 ill 950 950 

. 5  . 5 5  . 5 5  
,88 523 523 

38 73 73 
10 iO 10 1,8 83 83 
60 87 110 

-12 --4 -27 

(3) BaBe Price o-f Gasoline $6. OO/B - Base Price.: of Cre..Je $4. ODIE '= $� . 00/B ImproveI'len� in Revenue 

(4) Alternate - Base Case 
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Our gasol i ne de�nd projection for 1 979 and 1 980 i s  l n the range of 7 . 3- 7 . 5  11MB/D. 
lie project the peak demand to occur in 1 980-al (rather than in the 1 983-84 time fr,." 
that I mentioned in the quest ; on and answer period at trans cr i pt page 71 ) , and we 
expect delMnd to drop to 6700 /<·IB/D by 1 985. These projections are heavily i nflu
enced by the mandated In:reases ln m1 l es-per-g.l l on for new automobi l e s  manufactured. 
Should these i ncreases not be obtained .s antici pated, future demands wou l d  be 
hi gher. 

Unl eaded gasol i ne d.m,nd wl l 1 grow rapi dly as 0 percent of total demand. The 
pe-rcentag'2 of total gilso l i ne accounted for by unl eaded in the surr.;!f;'r of 1 978 "'"<IS 
about 35 percent. By 1 980, this cou l d  grow to 50- 55 percellt if the market consists 
mostly of O'le unl eaded grade. I f  most companies are offeri ng two unl eaded grades 
by 1980 , then the percentage coul d exceed 60 percent.  

:Wca •• e of the i ncreased demand for unl eaded gasol l ne , the E?A ' s  banning of IIMT, 
and the requi red accelerated phase dOim of l ead l evel s ,  the need for refi nery 
Oc.tao0 prcQu c i ng capabi l i ty a 1 :-.0 i s  r i s i ng rapi dly desp i te the s l ow growth in total 
mOi"or g3so1 i n (!'  vo l um.? By 1 930, even to m a i r.tain current f!1Jl('lr gJsol i !lr! qua l i ty 
level s ,  t-1 ear pocl octa ne requi rements arc oxpe:cted to grow by 2 (R+:�)/2 over 
$urrl110r 1 978 l evEl o ,  .oj cou l d  i ncrease by about 3 ( R+i·I )/2 i f  two unl eaded gre.des 
are offflrf'd. Si n:;C' thel'P is G trade-off between the vol ume of gasu l i ne refir.�rs 
c.an produce and the octane i evel of gaso l i ne ,  refi nery octane capabi l i ty could soon 
bp. 1 factor l im i t i ng the amount of gaso l i ne many refiners can produce . Neverthe-
I@ss , unless there is a s igni fi cant i n terruption of Cl"'Ucif sUjJpl ies or a maj or 
un�xpectec! l oss of refi n i !1g cllpu.ci�y. or unl ess motor gaso l i ne qua l i ties rist" 
signif;Cl:ntly t o  mec't h' gher l eve l s  of customzr satisfact i o n ,  total  U . S .  r'efi n i ng 
capi1bi H ty CGilibined 'rli th norr.:al i nventory draw and impor-ts should be adequate to 
",...,t the expected demand thro"9h 1 980.  

It i s  c l ea r ,  however, that. the f l ex i bi l i ty of refincr5 to ffi'2et ex�ected gasol i ne 
demands hilS De en greatly rerluccd . Pef1 nery inves tmer;ts. neL�c!ed to produce cl ear 
octane are very exr.:nsive,  take a 1 0ng time to bui l d ,  and oftl"n have questionable economics because 01 federa l price rind a l location contro l s .  "Agai n ,  as I stres sed 
in II\)' testimony, prompt removal of 5uch control s is vHo l l y  needed to promote 
adequate supp l i es and qua l i ty of unl eaded gasol i n e ,  or regulati on-i nduced gasol ine 
shortag"s arl;' l i kely to occur. In add i ti on. extensi or. of exi s t i ng l ead l'/a i vers and 
d�ferral of ti,e Octobor 1 9 79 impl ementa t i on of the 0.5 gremlga l l on standard "auld '!/featly increase petrol eum refiners ' fl exi b1 l i ty l n  meeti ng gasoline demands i n  the 
short term. 

(Qst D1 fferent i . l s  to Refine Un l eaded and Leaded Gasol1ne 

1I!ere h no unl form solutlon to the costing of a multltude of products from a ...r. petrol eum refinery. Accounting procedures �ary Bmong petrol eum companies  os 
do tile any assumptlons that have to be mode to a l l oc.te costs. One technique is  the ·increnter,t.l approach whereby each product l s  costed through th. l nteraction of 
the tan nery processing steps required to produce another i ncrement of the product 
frem an incr .... nt of raw otaterl al . Thls method can be appl l ed to estimate the cost 
of increaslng the octane number of a g;'en volume of gasol ine . 

Tetr.�thyl lead has been the iIIoSt cost effective octane lmprovement step and had 
!leen used by l ndustry at about the 2-2 . 5  9rllflllgal l on pool lead level sl nce the 

t,U325 
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early 1950 ' s through 1 974. Depend i ng on the TEL 1ev�l , costs now range from 5-
15tlA(R++I)/2 per barrel . With the phaseduwn of l eaded gasoline and . maximum of 0 . 5  
gram/gal l on l ead l evel on the  pool i n  October 1979,  TEL wi l l no longer ' be  the pre
dominant octane improvement step . 

In the past , v i rgin naphtha reforming had been bal anced wlth III til provi de the 
bulk of industry octene improvement. However, because a l l  avai lable feedstocks 
suitable for virgin naphtha reformir.g are being processed, further increment.s have 
to be obtt'l;  ned by more: f!XpenS i ve s teps such as cata 'Iyti c naphtha reform� n9 or 
i somer i za t i o n .  V i rg i n  na�htha rEform i ng costs currently range bet�een 1 5-25" 
A(R+l-I)/2 pel' barre l .  

Catalyti� naphtha reforming ls  more expensive than virgin  because the feed prepar
ation is more costly and thel'e is less boost in octane per unit of feed . isomeri
zation l i kewi�e is more costl y  because i t  ls investment lntenslve lind the octane 
boost is not as great. Costs' of these processes "ango from 25-50t/a(RtM)/2 per 
barrel . 

Aroma t i c  pUl"chases are used by some as measures t.o boost octane� Present cost of 
the use of aromatic> to boost octane range from 50-1 00+ �/� (RtM)/2 per barrel . 

Based on the above br i ef descripti on of the Dctane--jmprovE!!ll�nt process a l terna
tives , and the costs associ ated with them , the reflning cost di fferential beb:een 
leaded and ';r,leaoed r�gular wi 1 1  grow 8S r'efi ners adjust their operat;ons to 
(.omply w i th fPA r"egu i ations a nd to meet the i ncr�as 1ng demand for unl e.aded 90550-
l i f.e. Exxon h'i l 1  'loV8 to rely i ncrea singly on m<.ny of these more expens i ve methods 
to improve octane pr-od�ction which 1'11 1 1  resul t 1" higher costs. Currently whole
sale p r i ce di fferential s ,  as mei<sured by dealer tlllikHa gon pri ces .. reflect D market 
di fferenlial of about 30ga l l o " .  

Alternative I�ethods t o  Curtai 1 Gro"th i n  the Unleaded/Leaded Price Di fferential 

As I stated i n  II\)' testlmony, Exxon belleves that contInued control s  pose the real 
environmental threat , and we are opposed to any mand.ted l'n1"aded/leaded pric� 
differenti al . Ba s i cal l y ,  we bel i e<. that the di fferenti a l  should not be controlled 
at all  t and we are al ready on record concerning our perception of the consequences 
()f <:ont inued control s  on the avai labl l l ty and qual i ty of unleaded gasol ine . W. do 
feel , however, that there are al ternatives to a mandated di fferential for reducing 
the l evel of fuel switching. We have recently submitted cOllJllents to the EPA on 
VlrlOUS aspects of fuel swl tchi ng l nc1 uding a d l scusslon of certai n methods that 
would reduce the practlce. Mr. Davld J. Bardl n was sent a copy of our Oecpmber 27 
letter to Mr. Marvin B. Durning , b'Jt si nce we bel ieve these CO!TI!lents are ge"""ne to l'our request, we are also provl ding a copy, lIarked Attactunent I I I ,  wlth thiS l�tttr. 

Use of Alcohol or Ether Addltives ln Gasol lne 

All refl ners present at the hearl ngs were asked to provide infDrmatlon on the use of 
al cohol or ether additives in gosol ine. Exxon l s  conti mling to do research and 
economic appralsal s of the potenti al of a l cohol , ethers , and other oxygenated 
flydrocarbons as components 1n IOOtor gasol lne blending. lie place no distinction on 

IJU3i.::6 
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the source o f  oxygenated hydrocarbons; I .e . , whether from biomass. coal . petroleum. 

etc. Our work indi cates that many unresol ved economic and technial problems 

present definite constraints on the general use of these additives at the present 

tlllle. 

The problems associ ated with the use of al cohol fuels were addressed in our December 

6. 1978 letter to the Econom; c Regul atory Admini stration in response to an invi ta

tion to offer cOlTl1lents with regard to the Alcohol Fuels Pol i cy Rev;ew of the Depart

ment of Energy. A copy of that l etter. marked Altachn:ent I V .  Is provided for your 

reference. 

I hope that this l etter wi l l  be helpful to your consideration of the subjects 

addreESed. If 1 can assist further,  I wi l l  be happy tn do so. 

RAP: pm 
Attachments 

·-,U�;c'7 
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)N COMPANy' U SA 
"f'r"a: lOr. "1(1 0 HO;J$10H T(XA.$ 11go, 

":"� "n�W'" 

')'vi� J. Ilardin 
::.,.mie nes-ulatory Adrninistrntion 
,:..rtment of Energy 
[, L1 Str��t 
J.ington. D. C. t0461 

,. Mr. BnrGin: 

A IT ACHMENT II  

September 7,  1978 

It Is our belief thot Iho DOE estimnle of n ZOl>-500 MB/D �I.ntinl .hort£n.1l in IHQ 
fsc.nteCl et the !'r::ctor Gesoline Prvductiol1 Conkrcn�e on AUf.�t 1'1 ,  1�78 c.!ocs not t:0rrec-tly 
�","esent the D.:ely 1 0 3 0  [;U�?Jy en .... ironment. Vie beli�ve that the 1l1cthoc.i,:,lo:;y �ed by th:::: 

OE In estimating "'pply Is f�ully c.nd oi:;nifiO!llltly un60rcstimates .efin2rs' ::asoline 
.rodueUon eapnbili lY: Our OUII90k in<lioales that refine",,' production capability plus Imports 

l.nd oeosonaJ inventory d.-ow IVill "dequelcly cover projecled Ino e2ma.nd. 1:1 an 61leehmenl 
., this letter "'. Itove d2t.i1�d the dlfferenoes b<>lween the DOE Wld Exxon outioeks o..,d 
(- :ovideCl B d�t:!ription or ttJC mt:!thodol<>gy nnd rusumptions �ed in d�velop!n:; our ouUook. \\Ie 

:,",u<51 thaI this lettor nnd t.�e 01 tnchmenl c.. odded to the record or the AUllUSl 17 
c.oOnference rrnd con'iiocred os I::o;on's rGS�nsc to the is5'.Jes rt"lscci 0'\ Ll� Conter-ence.. 

It WI\S the inlent of Coe"."", in ros'!n� the Enc'l,ry Po!]", end Conse.votlon Ael of Dtccmber ] 9 7 5  to remove priee r.nd d!C-CR!ioi'l controls en r-�ti'�kUi:l �;"oducts c,nc� ttlO 
e:mergency :;:;itt.:.ntion created by the Arab oil emb.11"'Go h:d p).St�d. (l'hc!.J�h t;.uPr'l..i u h:lY� cSl'n 
lI�cqUlltC since the terrnins tion oi ttle embl!.rgo WlG there hilS been o.mp:� eomp-.:otition ill the 
lIIarketplace, price II1ld nlJoeation controls .emoin lOllS afler o.ny u.eflll purpose could be 
iiM'rved. In (sct, lo�cy ore now .t tho point "here they ore elearly lI�rmf'J.l. Heverth"less, aome 
tenson or another h'15 been !.ol!Tld to d�lay d�eontrol. Tile result h� b�en II C:>LlntEl'p:-oduC'ttvs 
wnft ... until-next-yeO! .l!;>Pfoflch t"ihich makes m\'C;:s"imejlt plnnnln; by refiner! ..:1xt!"cmely 
�!(ieu.lt. This type of regwatory inertin can onJy laud to a cli m!lt� of business uncertainty nnd 
I 110",...(10"'" of nee<led !nVOSlmenl whieh, If <>ontinued, leads In time to the eer�L"ty Qr a 
ngIIlnl.orY-'ndu"od .horttnlJ In EUpplJe;; ot the quality leve' c!emond:!d by OOfI$�m�rs. 

It b Impor�nt to belli COl!SUmtl"S Md refiner< that thl. elrt"t)$ion of cohtf'ols be halted. lililf",ers have freQuenUy demons Ira ted tholr oblli:y to rebalnnce the.r operations ",hen .nece3$("\T'I) to pro·,idc customers with noequate uupplies 'even L., cT,trttQrdinsry �itcumst(tnees. 
'IlIe unusually harsh winters or 1»76{77 lind 1971{78 QTe only t\Yo examples of refincr$' (lbilJty 
to NSpond ir [;iven the freedom to l1el. Refiners eon be e��eted ttl fTI.l<e eve.y I"'al!tle::ble 
�Cort to ""tlsty future gasoline "em�,n:ls. Ho", •• er, the single most ImportAnt foetor which 
would enhance the ft�u.oy of fulure "",,,oline �pplJes is the prompt end complete removal of 
psoline poiee IUld alIocaticon contf'oIs. 

Yours vc.y tNly, -

�U3;" 9 (UYA-

ATI'hCIIlJENT I 
1880 MOTOR C ASOLlN£ SUPPLY IDEM AND OUTJ.,OOK 

'nUs IIttachment provides comments on the 1980 motor I:asoline .... pply/demand balances 

presented by DOE at the Motor Gasoline Production Conrerenoe on Au.,..t 11, 1078 and shows 
u.. taon o:Itlcok for 10SO molor e",cline <.upt>lks. 

ROE USO !.Iotor Gesolin. Suoolv B!'..lanee 

'IlIe D:lE �vi>lus\ion of 1�90 ""pplies I'.S pi'coentcd at tho Moto� O=line Produclion 

Ccnftrd'!ea on I,ur;ust 17, ttl1S Gif!crs tdr;niijc:;..nUy from E:..Jtcnt; clJalunticn. WrJlc POE 
proleets • �Oo-&OO MB!D chDrtfo.l.l, we ,",ould ",timnl. oup"ly eop}bility will IX! nbout 300 
IID/D ..... r (oree ... t demand. 'IlIe elliCeren •• result. from DOE <lemo.nd ""tlmntcs In """",s 01 
� projeetion. II1ld DOE's rpprais.al of Inclust.y pr�ucibility !lgntrieanUy lo",.r than our 
fcreeost. The malor dirterence In prDdueUon ""P .. bilily <cern. to b� that tile ElA foree ... t 

p.<><!iet. roflnel"S' oct.ne C:"PQbilHy .nu limit rupplies. This eoneluslGn I.i I'ClIIched �llSe of 
JIn eallllytic:.-..lJy-crsoked naphtha Quillitics "",,umod by tho EIA. 'rUe o::ssumed <:uwtlc,; of �o 
RONe a_ l"".r than our estimates oC curront rcfiMrs' averr.ge quilltics of 91-92 nON� Dr our 
projeetion cr quclilios of 93 RONe by ICGO. We hove cupplicd pUbllohed refcre.,= to DO:,'5 
(:nJ(le 011 Gu?ply end Allocation group thaI ",ould t�pport the contention t,!>-'ll n 00 ROlle 
t�' a_age Is too low. 'nIe eatlllytl�Gckln.: naphtha qu�tics bave I aI�f1e:mt 

Imp<let on 0ITf rorec ... t bec .. ",e they �eprt::;cnl in !!Ices' of SO% or the �line pooL A lob". •• 
(R+!.!lrl Girrercnce In coteraekins n�htha qunliU"" enn m • .an ",bout � one (R+l't!)/2 Glff.cencc 
In f'!:fi.�er1;' oct.ne pi'odu<:\bility. OW' �s.ses5ment or �u.ne ""P .. dty Indic .. t." that .. hU. 
oetuupen eapo.city Is deCl'easln&, It wlll not Uml! 5lQpIJes by U80. W. feel our e,�=ment 
11: .  aoore lwoprlate repres.ntation c>r tile industry In 1980. 

lI':oeoI lIupplYfD<,m �nd Outlook M ethodol""l)' 

""" J!:It?'.on eupply ""Umates are developed fr"m reported c:opaciUos an4 *""cMJ",,.d � 
tInIcIlon pn>jt:cta OS published  In trede and uovernment pubUCI1t1ons. TIle reported .,.,..acltlcs 

. ..... cIioeouDted for Deveral factors Inclu&n,;: 1) the InabWty of ln0u3try to IltUlze 100'ili of 
� cepaelty os supported by historical cia\&; 2) the Deb!Olllll utIliZl>tIon or gspIWt rclln�ry 
apecltyl """ 3) !OgIsUeal problems owoeillted primarily with eru/i: pIpelIncs that preyenl full 
�elt;y \ItI1IuUon. 'nIe resultlni; CIIpOeltles ue defined ... 1IOMb1. eapcoeltl.,. lincl tl'PleaJJy 

,,(J330. 
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!lite >bout ISc)(' ot roported eap!leltlss. We consider the ..... or the Ili$eoUllted publish eO 

�dty uta IDfflcient In evaluating refine .. ' IIIPply ""PabWty and do not IIIPport II. DOE 

I]St£m w !;race rnlnor pro).ct Mbottlened,,, cs discusse� at the August 17, 191a eonferenee. 

lIIJch , .;»tern "ould provide little additional validity to the result> or IIJl outlook but .. oUld 
aeat. "" edditional and unneeessory Ind""try reporting bw-den. 

1n6",try ""br.e c .. ��bHi !y bJ5ed e>n tile cfuoounlc� re;-ortcd c.l!? c!t:,· 10 Govrloped [,y 
e.slue.tmg CX!'rent C!1talyst utilization, proec.. .. <;S op.erating condition;, NH' c."uGe w.ot�:s: (i.5 t'lcJl 
&:i projeet� tbntes In th".. tIl'ellS l>vsed on published r"rlncrs' cl.>!1\. "ccurote InterprelLltions 

r.t .efin,"" �ility In th",e lU'eas .... e dtal to developIng e reli&ble cetane sup;>ly OIltlook. 

On« �!.ume 4".nd octn.ne r.upply ee.p�bmty h!.ve been ��termta(?-e, ii.e cet[:.ne ea.pabi1i�y 
obtained Is Co:<ounted for trm fa_to... The cctru>e demand Is Inoroosed by One (R+M)/2 to 

aeeount for l!>dividual reriner blend 1,0Ier .. nr:cs. Thls tolerl!Jlce repr",cnts "" Indlvidun! 

reriner'> bbiliIY to utilize optimnlly hls octrule cnpaelty end blend eomponcnts Md also 

repr",enls 3<t>:..'Il blenciinz giv<sw.y required to =e fi.ld \lunlity. Ttl • ."cond toleronce Is 8 
discount fot u", feet thot tM L�(]ustry in p.actice =ot opcr.t� .. t 100% of Its ""tJ;ne 
I!Ilpncity b<:e=� of ]ozisticru Umitation>;. We currently !li<eount 1lI'= octolle ee.p._lty by O.� 
(R.M)/2 to rot:!n crr�ctive capo.!!)'. 

.,-btn _sing refiners' wility to meet ahort r�e d�m""d, the most rolovant paried te 

evaluate IS the ... mmer umcster. TYpicallY orinter l:050lin. production Is In e%_""S of demond 

and gasoJme ""tput I< Umlted by .::istillite requlrements ""d .� ... onal otoroge IImlt�tlons. 

E:aon OIItJoob ate prepared on a "urn mer Wis. 

lIistorieal Inventory draw e.C!'oss the IIIImrner lIIonU'G over the last me yMn has rM:eel 

from an .til1lllteel hI�h In 1878 or 240 l4BID or 63 MMB to
· 
30 t-lBID In 1977 or & MMB. Our 

loreCJSu __ 100 ldB/D 01 Inventory usw as typical but, ell demonstrated this 1I!.lInmer, In 

& blih delUbd period Inventory draw can about double. 

Imports are ..... ther component or motor psollne IIlPpUCS, typleally about 100 UBID or 
..,." or total ammer demend. Importa In lV76 a¥er�ed 150 tJBID, �most esc1l1l1lvoly from 

the West""' t'_1Iphert; In 1777 Importa averO&ed 230 MBID, .nth most of tile Ineremantal 
Imporu colDq frolll Eostem Heml8phere 8OIIM:es. Whlle our .... UooI: oowrnes Importa of 

100 JllBID. sz:ali .. In pelllS of that love! �e potentially avallcl>le, prim:uily from £uropean 
. �..... lip til 1$0 Of]) of addlUonal IlaaCSed �oUne Of' �e componenu milh' ;,e 

LU:.iJ:1 

- . -

available as limited by economies. EuropeSrl requlrements, V.s. prodUct rpeelfioations, and 

lmport;entitlemMt berriers. Supplies of finished urueQcled 5A.<ollne "ould be unlik0ly �ause 
of the riSks of contamination with lead ''',,' lIml\Qtlon< on blending facilities. 

Olll' !nItial balances lU'e developed on the basis or normal operations. Shoul� the results 

(.f MY forecast Indicate Q supply short.go, that finding must be terupored by the reallzation 

th�t, In G true thott��3'e environment) refiners' may hLrV'e evc..llo.bl<:! ;:CditicnoJ extJ'J.orUiHtlry 

ttl,ply Iitey5 to reba1l:nee supplies. Fo);' Qxample, or;W' ev!.\lulltions �um� typicol inventer:; 

Gl'aw and Import!:; In nn aoturu ",isis �ltuntion both eould be 1n000eQl;ed to provide p::rha.,. /Ill 
."dditional 300 MBID of 'UPP!!e!>. In aetual tlg"ht IIIPply .It�tlons refin"'" have typically been 

(1Jle to ';"!ey unit turnaro'.!n<li wd to .tretch unit eo.paciti"" for cevorcl <leeks (lr months to 
1>110" t9<!r.Uor. ID C%c<:ss or useable eap3eity and, In IIOme .", ... , In exccss or r�p<>r\cd 
�elty. Pinal1�, e!> 0 bst option, refiners .. ould MV. the C'""bility to ,,6J.,.t p.·oG�ct 
..,utie:s to teballmee "",plies. lle!in2rs have the e.bl1ity to m.,.,t ""mends of consumers In 

Urnes or tight supply, '" demonstrated In the win ten; of 1e?Cn7 C\I1d 1977nC. It .hoUId be 
pointed out, howev.r, that no utraordintJy supply meesure:s were called rD. In ow- projections 

U."oug11 1980. 

Enon Hoto. G Molin. Supplv Outloo� 

Our outlo:i< was preparod using the metho&llOfY and essumptlono CIUUlned above with 

5everel .. dditional ..... umptiol1S. We have §sumod that rerinC'l'i ",ill continue to otter qutlltles 

coMbtent .nth =renUy orrer_eI psolL'lCS, that new ears .. ill rC'luire octane no CTeatcr th.1n 

the 1176-77 fieet, anel that the porcent unleaded In the total pool will �o. from tboUt 3SI'!o In 

I�' to S4'l1o by IDeO. In allditlon, It _mes that current !eocl .. alvers rOlllain unehMSeel from 

their current uplratlon !htes anel that 1IlMT oontlnues et G.onS lfIII/gai through September, 

11'18. Olll' APPly outlook Is elso boSed on • demenel outlook which Inolicates that wmmer 

(Semand ..w be relatively nat over the 117&-80 peri04 at abOUt 7800 r.tB/D. 

With the 8SlUmptions .... Ulnecl, our _Ulllatas an thet Inclustr)' surp\\a YOIum. c:>peclty 
..m fP'O. from IIIlOUt 1$0 MBID In 1171 to 300 MBID II)' 1860. 1be Increased II\II'Plus N!'Ults 
trimer\ly from _eased rellnlni capaclty with ..,tlnery output on a mwmUlll-wedlIe

-.padt,. basis crowInc ·
from 7400 MBID In 111�' to !liDO MBID In 1080. It oppean u.st In!!wtr)' 

ootaDe mplldty GIll DOt I1l11lt p:'OCIUCUOII over the · period, bUt that .,..lI>le llI'U'e oemne 

apadtJ vlll de_ • ...,.utt of the lQer.- III lJIIlenCSed tkllland and the mandated EPA 
"fJ33Z 
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.... " phIs.down. Oetan� capacity woul" be tlll'ther reduced 11 MMT .. ere banne" In unIea,,"d 

J8$OIIne but there would .tIII be lOme marrln of ip&!'e oct.ne eapaelt)' remalnlnir. Evon with 

tile DOE's blgh-ease-demend esUmate 01 nOD MBID ,ear .... erage, or ilbo<It 7800 MBID 
IWIImer avel'l!re, we would esUmate l\il>ply eapabWty to be 100 MBID rurplus. 

'nIe toreeast, as "0 stated ol!tlier, dGes Dot Include hle-h levels or Inventory d.-aw, 
linports or QU!<lity re<\uotions. The potential exist. tor c-eneraUng en 1t�"it.i�nAl ISO MIl/D of 

Inventory &-!l", 150 MBID ot Imports, Mcl lOD UB/D or tuppllc:s by reduo!ng unleaded qutiities 
to EPA IIlInImum or 87 (R+M)/2. Whlle there are IDIUl,Y variables th.t go Into " tupply estimate 

that art! elj>Able o� e"""zjni end altering the toroeast, w. toel the In<!tstry hos auflielent 

tlWbUJty end oapsbillty to mo.t l�&D d�mDnd;. 

lJ033� 
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E'$(ON COMPAt'-ly' U.SA . 
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�,.�X"" 

Hr. Harvin B. Durn i n g  
Assist;,nt Admi n i strator for Enforcement 
[nvi ron:'l2nta 1 Protec t; on Asency 
Washington, D. C. 

Dear Mr. Durn i ng ;  

ATTACHMENT I I I  

December 27 , 1976 

110 appreciated the opportunity to meet with you on November 16,  ·1 978, regardi ng 
future automo�ive technolOGY ond the motor gasol ine supply/de:nand si tuation for 
th� nex.t t\.:::: yea rs . Meet i ngs of t h i s  nt!ture are inform�th'e , and we hOj)e 
mutua l l y  benef i c i a l . DlJl" i ng our d i sc u s s i ons you requested C!ddi tion�l i nfonna
t i on rega"ding s everal s ubj ects . T�ese incl uded a l i mited fuel s�i tct:; ng study 
conducted earl i e r  by £ y.x.on USA, our sugges ti on s for reduci ng fuel switchi n g .  
thoughts regarding a mandated l eaded/unl eaded price di fferential , a n d  cements 
re9arding your own s tudy of fuel switching done by SObotka & Company , Inc., 

EXXON CO"<"IPANY,  U . S . A . ' S  FUEL SWITCHING STUDY 

As di scus sed earl ier thi s year, Exxon Company, U . S . A .  conducted a l imited study 
to test vari ous tec hn i que s w h i c h  coul � be used to better define the exten� to 
whi ch fuel swi tChi ng \'/aS oc curri ng . Because of the l 1 mi tl3tions of cur sample, 
which co\'ered 3000 fuel i ng observations i n  six state s ,  the res u ' ts cannot be 
e�tr.pol ated nationw i d e .  lhe l imi ted study d i d  show, hewever , that at the 
stati ons surveyed , the rate of fuel swi tching was 10� overal l . Of e�u�' 
s i gnificance. about one·ha l f  of these swi tchers were buyi ng leaded premi um , 
indicating car performance to be an important motivating hctor for fuel 
switching as well as pri c e .  

HmODS T O  RED�CE T H E  LEVEL O F  FUEL SI1ITCHING 

Several alternat i ves have been di scus sed as means of control l ing or reduci ng 
the indicated l evel of fuel swi tching . 

Generally. it is 1mportant to ""cognize that potentially the most serlou. 
threat to the envi ronment would be a shortage of unl eaded gasol i ne which could 
lead to alch higher levels of fuel switching with long lasting effects . even i f  
tile shortage occurr'ed for a relatively shOrt period o f  tillle . 

[oon liSA beil eves that gasol i ne price decontrol , not continued or expanded 
controls, offers the best as surance that adequate supplies of IIOleaded gasoline 
wnl be ... de avanab1e by refiners at qual i ty levels which will provide r.asonable 
(US \.Orner sati sfaction. 

v{J3a9 

.. ...... OJ uzc. CIOI'II'CIMnc. 

Mr. Harvin B. Durning -2- December 27, 1978 

More direct acHons that do not dHrourage needed refinery investments yet would 
minimize fuel switching appear. to be indicated . Exxon Company , U . S .A. ' s  comnents 
regarding a number of al ternatives that have been proposed as pos s i ble �anS to 
reduce the extent of fuel switching are outli ned bel ow :  

Ilandatc6 Leaded/Unleaded Price D i fferent i a l  

Any acti on that perpetuates gasoline control s wi l l  conti nue the disi ncentives 
to refiners to maximi:e UlIleaded suppl ies And to improve unleaded octMe 
level s .  The proposal to regulate the di fferential between leaded and un
leaded regul a r grade gasol i ne. is tantamount to maintaining pri ce controls 
on unleaded gasol ; n e .  As such . i t  coul d aggravate the v�ry problem it i s  
designed t o  correc t . 

If the mandated di fferenthl were imposed at the refinery level , the iropact 
could be much the sal'1e u continuation of the present regul ations. Costs 
associated with increas;ng production and di fferent octane levels of unl eaded 
9,,011ne vary substantially among refi ners. If the di fferential were set 
too low. the incenti ves to make the necessary i nvestments to produce added 
supply at required octane leve l s  would be frustrated. If the di fferenti al 
were set high enough t o provide i n centi ves for al l r.fine�s , i t  "ould serve 
no useful purpose . A fixed di fferenti.l wou l d  l i kely lead to low octane 
levels in unl eaded gasol i ne .  Thi s woul d aggravate fuel S>li tching thot i s  
already occurring for performance purposp.s . 

On the other hand. i f  a m.ndeted di fferontial were i mposed upon ret.n.rs . 
as well OS upon refiners, it wQ"l �  not necessarily result  in lower vnl o coed 
prices. It 1 s  l i kely that the price Of leaded regular woul d  rise t�' 
mandated di fferenti al . Thus a reg ul ator:y-atiempt resu lting from the actions 
of a few motori sts . would i ncrease the cost of the motor fuel requi rements 
for a lorger segment of re,ooi ning lI:otori sts. 

Although Exxon USA does not believe that a mandoted di fferential is  a desirable 
.ltemative. there ore other options IIOder cons i deration which we think could 
have benefichl results. 

;I!nUOI'III State Emi55ion Inspection Programs 

It 15 our IIOderstanding that I numer of states ere 8cthely considering 
... i ssion inspecti on/maintenance progrJDlS i n  conjunction with the develop..,nt of their  ,State Implementation Plans to comply with the Clean Air Act ",,",nd· 
IIIeI1ts of" 1977. To the extent that these prog�ams are impl emented . they would 
provide an effecthe alternative to control the emission probl ... .,...nating from "ex1 sting swi tchers · .  Not only would thi s al ternative require repair of 
.11 inoperative catalysts and other automotive control equipment, but the 
potential of costly repa i rs would be a strong' deterrent to potential new 
fuel Pl'ttchers. 
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[[xxon bel i eves th.� 'andatory automotive eI!1h s i on testi,g and occompanying 
".tpoi rs  ond odjust",�ts os pert of State Implementation Plans are desiroble 
,,,here testing ond " ,,, i rs provi de 0 better cost/b.nefit relationship than 
tClther Ivanoble a l "mat ives for ochieving a i r  qua l i :y st andards. 

J!iS.tobl ishment of Cc-...,,,,er Pena lties  

lin ,addHi Dn t o  � n  e" .cti ve emi s s i ons inspection presram', [PA shoul d  enforce 
itts ·present regu l i:  " ,.,$ ond extend those regulatic"s to CDver actions t.y 
lltJO.tOrists as wel l � '1elll ers and service stntion attendants , should this be 
�judg('d neces.sary t. : .'A .  The absence: cf consu:ner per. a i ti&s. mak:es cnf'orl;l!rJ2nt 

<f)f ;rcguletions at \., reta i l servi �e stotion imprac t i c e l  or ineffecti ve ,  
lRar..t\cularly where ;.,! f-serve f�al ing i s  i nvol ved. 

J]ntrc�nc� COr\sc�1�r . : ':)fonna t1 on Efforts 

lI,lthough 0 progr,,". ·.0 better infom consumers hos I'lfrit on i ts own, i t "Duld 
t�e .:especial lj' ef! r':':. i ve in conj unction with a state e:::i s s i on 1nspecti on pro-
19,,-lIl). ,The gener.l J'lbl i c  may not be fu l iy awere of be effect fuel swi tching 
ttNts con automoti ve ":':lis s ion control equipment, or on the envi ronrn2;nt. end may 

I�e tconfused by ttH; 1; fferenc;es between " l eaded" and "unl eadedll gasol 1 nes . 
IAlltornoti ve manufacOlrers , fuel suppliers and the government coul d  participote 
iW �this progrom. 

!S.tandardized F i l i " � �e Inlet 

!E�xon ·USA tel iev", :�at addi ti onal steps are avai ltble to help mi nimi ze the 
f(�el :5witching � r ;:·. : err: in the future. For exampl e ,  tn 1 rr:prov�d . "tLmper
�ree" fi l l -pi pe If r�t ,  incorpo ra ted into the design of future nevI lIutC'lliobi l e  
IP�duction i n  ' "  <r lerly ond timely · maroner. cou l C:  be a further deterrent to 
''1:1uttent ia 1 new sw-!:.::hers" . 

!C6MMEI1JS 'REGARDING THE._ -�CBOTKA STUOY" 

I£xxon .USA hos revi eweG ::,e report entitled "An AnalySi S of the Factors leading 

\to (the .U,e of leoded G.r;ol ine In Automobi les Requiring Unleaded Gasol i ne" ond 

dhe " upporti ng data wi, ,::, were avoi hbl e .  Based on our lna lys i s ,  we feel that 
_"j(t�e ... :care must bo '.o1:en i n  extropohti ng the indi �ated findings i nto regula

llO!!1 cer ·.legisla ti ve oc;., on steps. � ,  

lAs iAn texempl . of our clncerns , the ·Sobotka Study· re l i ed o n  responses to mai l ed 
1A1/IIlI,\liMlires ond h, :�erefore , less re l i oble than actu�l ob.ervati ons at 
.mce �tatipns. Ado·-:.iono l ly, the Sobotka Study di d net explore a l l  the 

oIl.Ul'llltives avoi hblt to mi ti gote f�el switching. AmJng these ol ternati ves 
\Which .should hove bee" incorporoted into the study are: 

1�) ,[noctment of � ci vil  penal ty to be imposed on the cons .... r for fuel 
!S�tchi ng . 
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2) IIodi fy the f1 1 1 -pipe inlet  of new autollllbl 1es to lllllke introd�cing a 
leaded nozzle  more di ffi cul t . 

3) Mandate state emi ssi ons i nspections .  

4 )  Educoti on of the consumer and improved -signIng" a t  service stoti on • •  
Another o f  our concerns i s  the apparent acc"ptonce o f  the pri �e/switchi ng relotion
ship developed through use of a Trade-Off Analysi s as on absolute quontifi cation 
Bnd hence � rel i able pred i ctor of cons umer behavior ynder given yer1ou£ pri ce 
di fferential s .  The Trade-Off techn i que has kno,m l imi tations that in our judgment 
preclude tho precise quanti fication of the pdce sensi ti vi ty to fU21 switchi ng. 
�es.arch 1 i tero ture indi cates tha t Trade-Off Ana lys i s i s poorly sui t�d for products 
"here re1 .t;voly l i ttle eonsciou� thought h given to the purchase. Illllulse and 
out-of-hobit purch"es l eove l i ttle opportunity for any trad i ng off of product 
attribute< .  It is a lso  not .ppropriate for purchases where the costs (economi c ,  
sOcial , etc . ) o f  rr .. k i n g  a wrong dec i s i on are lew o r  not I:el l defined. Since the 
associ ated "costs" of swi tchi ng from unleaded to l eaded gasoline >lere not mace 
cl ear to respondents , prediction of future behavior has s i gn i fi cant margin for 
error. 

We do not bel i eVe the Trade-Off Analysis properly s i mul ated the purchase en
vi ronment for unl e�ded gaSOl i ne .  Prior to asking the trade-off questions , the 
respondents (7H of whom had not used leaded gosol ine ) were not reminded that 
using leaded gaSOline in a car with a cato lyti c converter woUid requi re IIXldifying 
the fil l-pipe inl£t of the automob i l e ,  render the catalyti c co,ve,·ter· i noperative, 
ond incre.se ha rmful automo t i ve emi u i ons . Hence, the responses may not truly 
reflect the actions a consumer might take if he/she were fully informed. Thi s 
consideration is critica l  �i nce the trade-off techn ique aSsumes the consumer has 
ful l  knowledge of a l l  con s i derations th.t woule noma l ly enter into a purchos e  
decision. T h e  fact that there a r e  n o  defi n i te swi tchers in New Jcrs�y , where 
outomotive emissions testing i s  mondated, c1 •• rlj i l l ustrates that when 0 mechonism 
eKist, to make the consumer .ware Of the consequences of hi s/her octi ons , thy 
"i l l  oct di fferently. 

As a resul t  of the obove·mentioned pOints , not only 15 the current level of fuel 
,,,itch ing l i kely to be overs t. ted by the Sobotka Study, but so is the relationship 
that i s projected to occur between chonges i n  the leaded/unl eAded price di ffer
enthl and those swi tch i ng to leoded fuel s .  The study ' .  l i mi totions IllUst be 
"reful ly weighed in asseSS i ng the benefits that can real i sti cal ly be achieved 

. from a mandated di fferential between leaded and unleaded gasol lne . 

SUKHARY 
In clOSing, J·';"oul d  1 1 ke to reemphoslle tho� the best deterrent to fuel switching 
1$ to make sure thot ampl� suppl ies of unleaded gasol i ne are avol 1able. lie 
bel ieve that near tem suppl ies can be .dequate if government controls do not 
frustrote supplying company efforts. However, the threat of 0 regul ati on
fnduced shortfo l l  i n  supp l i e s  is very real as l ong as contro l s are continued. 
These controls have den ied refiners the opportun i ty to eom on adequote retum 
Dn new faci l i ti es and thus have discouraged n;finery i nvestments ot a time. when such i nvestment. Ire urgently needed. 
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Major Investments aM! needed for refinery process i ng facilities to meet the 

Increasing clear cctane oemand , which has been atee1erated by the lou of rAT 
A$ an octane improver and the EPA' s  l •• d phnedown re�ul atlons . The turrent 

need can be "'1t I f  the government Is fi rmly committed to creotlng a stable 

business cl imate that i s conduc i ve to I nves tments I n  refi ning fa c i l i ties . This 

can best be accompl i s hed by exempting motor gasol i ne from the federal pri ce and 

al locotion control s and by rel axi ng m.ndated regulations that reduce refini ng,  

supply and ol;tane production capaci ty .  

Should you or your assochtes l l �e to  d i scuss o u r  cOlTlllOnts further , I w i l l  be 

glad to .",et "ith you. 

Very truly yours , 

i-: J. 7k--

EJtVhfl 

cc Da�ld J. Bardin 
Admlnl strator [conomlc Regulatory Adlr.lnistNtlon 

Departmont of Energy 

Ruth Cl usen 
Assistant SecretDry for En"\ ronm�nt 

Deportment of Energy 

David Hawki ns 
Assistant Admi n i s trator for Air, Noise, and Radi ati on 

Envil"onmental Protection Agency 

8enJamin R. Jackson 
Deputy Assi stant Admi nistrator 
Dffice of Mobi l e  Source and Noi se Enforcement 

Environmental Protection Agency 
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ATIACHMENT IV 

Decellt>er 6, 1978 

Gentl tmen: 

Exxon company , U . S.A. offers the fol l owi ng comments with reg.rd to the Alcohol 

Fuel s Pol i cy Review of the Department of Energy, and we respectful ly request that 

tMs l etter �nd the accom?onying att�chments be made part of the review record . 

Al cohol s  have been receiving rehewed attention both es a straight fuel .nd hS n 

bl ending ogent w i th g."l ine .  T h i s  attention i s  understondab1e a. tM expanded 

use of alcohol s Is per<;eived by �ome to offer a s i gn i f i cant op;>ortunlty to reduce 

DUr nation ' s  dependence on fore i gn 01 1 .  Studies have shown that .'eonols may be 

tlt'll suited 115 chemi cal feedstocks cnd as fuel for stati onary turbinos end special 

fleet veh i cl es . However, even though .l coho1 s have been used ever time es a 

\It)tor fuel and as a motor fuel blending agent. their wi despread u.e has b,en 

hi5toricolly l i mited by unattractive econo:nirs and 0 num!>er of technical concerns 

5uch c.s evi dence of phase s�parat; on , 'It-par 1 0c l::: , corro s i on ,  cO!l'!�at1 b i 1 i ty ,  end 

.... issions encountered by g a sol i ne/alcohol blend • .  Spec i fi C  .o":::"nts about the 

econcm l c  MO technical  aspects of 90'01 i ne/.' I;OhO' blends cre amp1 1 flQd 'il th i n  

the attached responses to 5011',e of t h e  specifi C questions posed by the ODE. 

Exxon Company , U . S  ,A. ful l y agrees with the des irabi l i ty of b�Hnced efforts to 

eval uate and develop all potenti al energy 50urces ,  i ncl uding a1coho1 � ,  and 1 5  

supporti ve of efforts that would accompl i Sh thi s  Intent in a n  orderly and tiIM1y 

monner. Because of �he many economic and technical problems sti l l  ossocl ated 

with al cohol . we bel i eve appropria te efforts In thi s area should be confined to • 

hi gh level of re search , and that the impl ementation of any progr�m which ""ndetes 

the use of al cohol fuels or excess i vely subsidizes them cannot � accompl i shed 

without creating seriOUS consequences for both oil companieS and COIl5Uillers. 

'Exxon COIIq)any, U.S.A. be l i eves that In l i eu of a ... ndated use progrom, a wel l 

planned, cc."prehenslve research program should ba di rected toward better CI�flning 

and solving the economic and technical probl ems associated with the utl 1 l :ntlon and 

di stribution of a' coh,,' fuels derived from all lources and in .n potenti ., end use 

appl ications. Such research would al loW the benefits of al cohol util ization to be 

eval ua ted agai nst those of other potential energy sources. Curntntly, "search 

ts bei ng carried out by Exxon Research 1\ Engineering Company on ethanol ! 

gasoHnl' blends to help previde a better understanding of the nature end scope of 

technical problems that would l i kely be encountered with widespread use of suo

H ne/alcohol blendS. These studi!!s are examining the effect of adding ethanol to 

fini shed guollne on the volati l ity, Ylpor pressure and distil lAtion character-
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<tIcs of the resul ti ng blend. the water sensitivity of these blends 15 .150 

..tng Itlamined. 

lIe to the effect of gasol l ne/alcahol blends not only on the petrol eum Ind auto

'ltlve I ndustri e s .  but . l so on associated i ndustries who supply component hard

<tft (automothe fuel d i stributi on system s .  service station storage/di spensing 

·�e"s ) .  gasol l ne/.' cohol bl end res e 5rch shoul d encompass al l affected I ndust

.i..� I n  order to d e f i ne and resolve the wi de range of problems cjted previously. 

� approciate the opportunity to exprcss our vi ews on the Alcohol Fuels Pol i cy 

nlew and I t s  rel .ted I ssues . 

tRS:pm 
�ttAchments 

;. Hessrs. W .  E. Gattis 
c_ W. Goodyear 
R. W. Haddock 
E .  J. He s s  
W. W. !Udden 
A. S. McNe illy 
R. A. Pierpont, Jr. 
N .  X. Scott 

� 
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COMM£r1TS ON SPECIFIC  9UESTlON$ CONCE�NING ALCOHOL FUnS 

.t ere the economics of prodUCing .lcohol? What Ire the lIIeans for reducing 
,"",uctlon costs? 

TIle "'jority of the stu·dles concerning a l cohol production center around grain derived ethdnol uti l i zing the d i s t i l l ation proces s .  Exxon Co",pany, U. S .A. has ana lyzed e i ght studies In this  area; among them are Gasohol from G r a i n  - The
. 
Ecooom i c  Is� by the Un i ted States Oepartmen� 7\gri c:u l ture , �'n hTCGF.'C1Si n  ;·:otor Fue l s  - A n  £va 1 l! � t i o n  by J;:.,,'n�s Kendrick and �fo1r..� la  Hurray (Un1vcrs l t,)' of /;ebrfo1 $'-i!�he Pos i t i e:rl 

Paper On Al cohol Fue l s  b y  ODE. These studies hove sholm that"""'tii2Cost of producing ethano l is in the range of $1 . 00/G to $ 1 . 50/G ( 1 978 dol lars ) .  Thi s cost equates to on equi val ent o f  $1 .50 - $2 . 25/G o f  conyentlonal 
gasoline due to the l ower BTU content of ethanol . The major sensltivitics to the analyses a re gra i n  cost . by-product cre� i t .  opera ting costs 
end capi tal  i nve s tJ::ent . with  opeto t i ng costs D01ng the rnoH s i gni fir.ont 
compon�nt .  The fementation and d i s ti l l a t i on proc",s is highly ener.gy 
Inten s i v e .  and foss1 1 fue l s  ore seen a s  the only practical  near-t2rm 
lI1I!ans to fire boi lers. Thu s ,  IS U . S .  energy prices approach tIorld 
leve l s ,  this CO'"ponent wi l l  ri se proportionately. It appears that a 
","jor techno l o g i c a l  breakthrough to provide 0 more economi c en�rgy 
source to fire the d i s t i l l ation bof l ers or I process to conv�rt 9rain to ethanol without d i sti l l a t i on I s  needed to reduce production costs to a more competi t i ve l evel . 

I:!1t Is the energy bal a nce associated with al cohol fue l s  Production. and ho" 
tt:1 1 t b� improved? 

IN, Question of energy bal ance is usua l l y  as soc iated with the fer
lIIent a t i on and d i s t i l l .t i on proces� used in converting groin to ethanul . 
Exxon Company , U . S .A. has ana lyzed data on both a "Btu Out/Btu In "  
and "Renewable Source" baS i S ,  and t h e  data I'I!veal s t hat , I'I!gardless of 
the b a s i s  used in the calculation, the conversion process reSul ts In a 
net energy loss when grain is the al cohol Source. 

Tlble 1 shows the "Btu Out/Btu In" cal culation where the Btu In Is 
defined as the energy requi red to ferment and di sti l l  enough grain 
to produce I gal l on of ethanol , whi le the Btu Out Is  the energy content 
of tha t resu l ting gal l on of ethanol . As the tAble shows, the rAtio Of 
"Btu Out/Btu In" ranges between .55 and .57. Thi s ratio ,:",ul d have to 
be greater than 1 .0 for the process to be a net enel"9Y gal n .  

Table 2 compares the production O f  both pasoline Ind ethanol on the 
"Renewable Source" bas i s ,  I . e . , deblt.ing gasoline '11th the Btu cont'!nt 
of . gallon of crude IS the crude I s  "nonrenewable" but not debiting 
the ethanol process with rlw IMterlal energy content si nce corn can b� 
consi dered a "renewabl e" raw material . As shO>ln It the bottom of the 
uble the "Btu Out/Btu In" retlo for ethanol Is SOl:: less than that of 
gaSOline eyen '11th gasol ine being debihd the ful l Btu content of c",de. 
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Table 1 

Btu I n  
process ing 
Energy Only Btu Out Ratio 
(For 1 Ga1 . )  (For 1 G.1 . )  Btu OutlBtu In 

Nebraska Study(a ) 
USDA Study (b )  
'·lidwe,t Sol vents ( e )  

1 35,000 
1 41 , 000 
140 ,000 

77 ,500 
77 ,500 
77 ,600 

.57 .�5 . �� 

i�� 
(e) 

(d) 

.!!'1k1. 
MBtu In 

(For 1 Gall on) 

Produce/Transport 
Process/Refi ne 
Source Moterial 

Total 

MBlu Out 
(FroIT, 1 Ga l l on) 

Energy Conter,t 

!!!.!E. 

Btu Out 
1ltiiTrl 

� 

23 la ,  b) 
1 35 a)  j Corn ) 
158 

Ethano' 
77 . 5  

Ethanol 

.49 

.!!llo l i M  

6 ldl 12 d 
ill Crude) 

150 

GasoH ne 
115  

Casol ine 

.77 

Grain Al coho l s  in Motor fue ' s  - Kendrick lind Hurray 

1:asoho 1 trem Gra i n  _ The (conomi c I ssues - Uni ted States Department 

of Agriculture 
Actual operAting data from Midwest Solvents Company' s  15 MoIG/yr. 

plant . This plant haS' been said to be ·one of the ...,st efficj�nt 

gra i n  IIlcohol pl ant$ in the worl d . ·  
Exxon USA Estill13te 
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Can gasllllOl be used in exi sti ng nhicles wi thout modification? 

T/Ieft exists a variety of l abora tory and l imited field tests .mich 
lnd1cate that the existing fleet of vehicles "ould require modi fi cation 
Of the fuel di stri bution sys tem in order to accorr,nodate the special 
Pl'1JIII!rties of gosol ine/alcohol fuel s .  The best docu".ented studies on 
"thinol blends report a vari ety of driveabi 1 i ty problems i n c l uding 
s�, hesitation .  and sta l l i ng . Directional ly.  these problems are 
repprted to be more severe uti l i z i ng meth.nol/ga�oHne blends . 

The probl em of material com?ati bi l 1 ty has been document.d when uti l i zing 
gasol ine/alcohol blends in the existing .utomotive fleet. Blonds may 
possibly attock some metal and photic ... terhlo 1ft conu,t with l i Clu l d  fll21s Or i ts vapors - ma i nly In th e  carburetor and fuel tank. Agl ln • tile ,..lIbl ems are directionally Il10,.. severe when methanol i s  the blending 
.'coho l .  

The known proble", o f  "Iter sens i ti v i ty of blends tloul d  a l so n.ed � o  �� 
dealt with in the exi sting fl eet. Even i f  the blend could be �ept "dry" 
until it h put in the vehic l e ' s fuel tan\:, i t  is known th3t at 700f ,  
,tllllnol and methanol blends only tolera te approxiNtely .25� and .05% wa�r. respective ly. As 8n exampl e , if 15 gal l ons of a 101 methanol /  
gasoline blend were put In a vehicl e ' s fuel hnk, the presence of as 
Httle as one ounce of ""ter could cause the methanol and gasoH ne to 
separate . Add i t i ona l l y ,  as the ambient ter.lperature fa l l s . blends wll 1  
tolerate l ess wa ter. 

Tbf existence of the above-menti oned problems were wel l  dOCl1l!lented in 
tt.� recently re1eased r2port by the Vi rgi n i b Hi gh"GY & TrGns;>ort�tlon 
Reearch Counc i l  entitled Investioation of the l'se of Ijetr,�r.?l • Gl.so1 ine Bl ends . The purpose of the test lias to examine tr .• vl abi l i ty 
of USing methanol/gaso l i ne blends inste�d of unl eaded gasol inz as fu,,1 fIIIf state vehicle, •. Upon cllmpletion of the tests , it lOIS concluded 
thlt it >l/)uld not be viabl e to uti l ize Rthanol blends as fuel i'or 
state vehi c l e s .  Eight state-owned 1973-74 vehicles were used in the 
test and the fol l OWing results were obtai ned : 

Yehfcle lIileage dl'llpped 4S using blends as a fuel . 

Drlftabi l1ty was so badly impaired in two of the fin vehlcles 
USing blends that carburetor and fuel pump IIIOdifications wre 
I\t!ces s i ta ted . Al l dri vers complained of driveabi l i ty pl'llbl ems and the two vellh:l eSTn which ...,dificatlons were made "ore de£med 
IIl1nsafe • •  

IIIIter1al compati bility probl ems Il'IIse i n  carburetllr seal s .  floats . and Illeter1ng YOlv .. in �c .... roso tank. ond in the bl ending 
pump seals and hoses . 

""l1e an 85/15 gasol1ne/nr.thanol blend could be used in the 
,uamer. only II 95/5 bl end could be used in the lIinter due to 
increased water sensitivity of the re5ulting blands at II lower 
"tE!llperature. 
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What are the constrai nh to the conmerc1allntion of alcohol fuels?  How can 

they be overcaoe? 

In addi tion to the economic concems expressed previous ly, technical 

constraints to ut i l i l i ng .l cohol fueh l i e  In the three major area. of 

production, di s tri buti on, end uti l ization of al cohol fuel s .  

Production:  Today ' s  gaso1 1ne ... y need to be reformulated to 

accomroodate the pro?erties of a l coho l s .  For e"mpl e , in order 

to ach i eve proper volati l i ty characteri s t i cs of the n!su l t i ng 

blend, so� 1 1�ht hydrocarbons (butane, pentane ) ",ay ncad to be 

ftIIDved from gasol ine. lh:re is some in�ic"tion that the bl endi ng 

process woul d b. IIIOre cOll1Plex than the blending of normal gasol i ne 

blend com?onents . Thls would dlrftctional ly reduce the flexibi 1 1 ty 

of ref ineri es to adapt to the normal changes that occur In the 

avail abl l  i ty of bl end components , thereby creating more frequent 

and more cri t i c a l  refinery operations.  

Di stribut i o c :  Bl ends may not be sui ted for shi pGl.nt I n  bar§es , 

tan:::'ers  or p i pe l i nes bec�use of the high scnsi th'i ty to '"I'ater 

which i s  present in a l l  segments of the dl stribution ch"nel s .  

The DOE recognizes the nead for research i n  thi s area 85 shown 
by thti r  recent reque<t for bidS to perform an cssessm�nt of 

distributing a l �ohol fuel s from the plant to the end-user. 

Util i za t i o n :  As eddressed previously, alcohol fuel may not be 

compa t ible with the exi sting automot i ve fleet Dnd thei r uti l i zo
tion has te,Mi cal obs t.c 1 e • •  

A we "  planne d ,  comprehensive research progra", i <  �eeded to bHter 

define the�e contraints and i dentify solutlons before a l cohol fue l s  
can b �  conrnerc i a l i zed.  

What are the preferred end uses for gasohol and other al cohol fuels? 

Regardless of the end use appl i cati on , the lIIOst s i gn1 fiC8nt obstacl e to 
.-"tl l 1zinQ a l cohol fuels 1 $  that of economi cs.  If the �cono:nics of 

alcohol were competi ti ve , 1t appears that alcohOls coul d best be 

uti l i zed a s  fue l s  i n  stationary turbines and fleet vehicles whose fuel 

,;systems can be especi a l ly designed to accomnodate the spechl properties 

'.f alcohols and as a Chemical feedstock. The technical o�.tacl"s OS50-
c .. ted .n th  these appli cations appear to be much less in  magni tude than 

those associated with the use of Al cohols as fuel s or fuel additives In 

tile .�btin9 automotive fleet . 
What are the envirorvnental 1mpacts of util izing guohol and other .lcohol fuel s? 

There o15ts very l i ttle field data on emi ssi ons ",-hen gasol 1ne/alcohol 

t;1"nds e .... used In the exISti ng automotive fl�et. Gaso11n;/tl cohol 

blends ere covered by Section 21 1 (f) of the 1977 Cl�.n Ai r Act f.1'�nd

Rnts t!IIlch l 1mits the addition of additives such as al cohol . to t1:ltor 

... sol1ne. As .. P1ISult. it III/st be deacns trated that alcohOls have no 

I\al1llful effect 011 aoiHion controls '")'Stems before alcohol blanas tan be 
approved for general use. u(,d�9 

• 

• 

• 

·5-

During a recent Envi rnnnental Protecti on Agency waiver hearing , the 
ford Motor Company descri bed a ni ne-car test comparing indolene with 
indol ene plus 10: ethanol which showed a 140% i ncrease In evaporative 
esni$s ions wi th the bl end. Concern also exists over al �ehyde emfssions 
increases from pre ' 75 automobi l es when gasoline/al cohol blands are 
used as fue I . 

What i s  the fea s i bi l i ty of attaining a 10 percent nati on"ide gesohol program 
of gO percent ga50l i ne / 1 0  percent a l cohol blends by 1990? 

Exxon Compa ny,  U . S . A .  does not bel i eve Sufficient dDta i s  ava i labl e to 
estimate when end under what condi ti ons a nati onwide gasohol prog ram 
woul d be rea l i sti c .  Even 1f the capitol resources became BVa l l &b l e  to 
construct a suffi ci ent number of alcohol pl ants , any nati onrlide gasohol 
program would present s i gnifi cont di stribution probl ems . As is evi
denced by the DOE ' s  recent "quest for I to.chnlcal assessment of the 
d i stribution of alcohol fuel s ,  there ","y be r.ompa ti bi 1 i ty problems 
bet"een tn. exi s t i r.g d; Hri but i on syste," Dnd gaso l i no/alcohol bl onds . 
For e�.",pl e ,  because of the water sen s i t i vi ty of bl�nd s ,  they r.'.lIy not II� s u I ted for shi pmant i n barges , tan kers Or pi pel i nes . Exxon Co�.;;any U . S . A .  ag rees w i t h  the DOE ' s  al Sessment that l i tt l e  i s  known in  thi s 
area and resea rch is needed. 

What 15 the prOjected impact of the recently enacted exemption for gasohol 
from the 4-c�nt federal exche tax on gasol i ne? 

The level of subs i dy for gasohol 15 al ready excess i ve becau$!! of ex
empti on from the federo1 exci s e tax, some state tox breaks , Gnd the 
potenti . '  for . n t l t l em�nts credi t s . The 4�/�."on excise tax er.emption 
amounts to 4DC/ g a l l on or S 1 6 . 80 barrel on th2 a l coh�l por t i on 01 a 
90110 92!S o l i r,e/al cohol bl(!n�f. Exce s s i ve incentives of thi s n41tura rr.:y 
cause u", .. rranted and Ineffi c i ent reseo rch efforts at tho expense of 
IOOre effective a l ternates. Any I ncentive to spur the developrr.l!nt of 

·alcohol fuel s should be �Dnsiden!d "ith those Incentives for other 
cyntheti c  fu�' s and should be consi stent with en overal l plan for 
rati ona l  devel oP!n<!r.t of synthetiC fue l s . 

tibet Is the most appropriate role for the federal go\'err>l!'.ent to take with re
spect to ga sohol and other al cohol fuel s? Should the DOE take steps to en
courage the cOrmJerci., Uat!on of such fuel s? 

The competi ti ve market forces are capable of di recting alcohols to their most 
economic use and should be . l l owed to perform tll1s function. Before the 

·federal government or any other group can foster the comn:rcial 1zetion of 
a lcohol s ,  research shou l d  be explnded to study methods to ·overCOm!! the .conemlc 
an6 ·lechl11cal obstacl es .ssocf lted with using alcohols both as fuels end 
c:hemlcal feedstock S .  This reseuch should include an investigation of I12thanol 
versus ethanol In vari ous appl i cations. idl!l1tlficatlon of the most efficient 
and abundant raw material s . the nat en�rgy effect of produci ng 61 cohol f�ls. 
and 8 ful l  understandi ng of t h e  costs , automobi le  mi lelge A nd  ElIIisslons con
Siderations of gasol ine/alcohol blends . Such resea rch shoul d not be l 1mlbd to 
investigation of the end use of al cohol as II oasol ine bl�nding !lg�nt, but 
sllould Include I ts use as chealltal feed�tocks and other nanTuel GPpl icatlons . 
and as • fuel for stitlonary turbines and spectal fleet VEhicles. 
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E J I-IESS VICEI'f1fSIOENT 

f·1r'. Marv i n  B. Durn i ng 
As s i s t.a: lt P\j,�, i n i s trator' for Enforcer::ent 
EJ, ..... i ronr:en:al Protection A�ency 
vJClshwgtC'I . D. C .  

ni!df Hr . ut-'ir i ng ;  

December 27 , 1 978 

He dP�,i" :C j � ted .:.hc ,'pDoitun i ty to I,lcet Ni � l� ,"'., ' 1  fIn N("IVt"I:�bel" 1 6 ,  'j ? l8, r c�"l(J.r(: ·i 1'9 

i��u��x�tj ����\O¥�!��s �e(�������s a�� {�� s );'t� j.{-� f�t�!�I'r�:'����� '''0� t���;,: (,,'; fr " 

mu ;,.u a l 1 y  lJenc ri c i a l . Du r i n g  aur d i scus'.:. j cr�s :'DU rNj1JE. '?tC(j a:ld i t i ml". '  lnfc.r;lla" 

t i on requrd i n g  severa l s:.Jbjec t s .  l hose h!c L E1ed a 1 i m i l£d fuei s�·.ri td! i ng ,,;t�;dy 
conchKted eJrl i er by Exxon USA. our s urJ�les t i cn s  fOl� n::d :..:<"i r,y fuel s w i l c h i n g ,  
tho�ght�) rC9,J. r d i n g  d !"andated 1 eaced/un I eac.ed p r i c e  di f�ercnt i a  I ,  ar:d C(i[T�'Tlellts 

n.'�ardi ng your O' ... ·!l �tudy of fuel s w i t c h i n g  done by Sobotka & Company , Inc.  

EXXON COr.lPANY, U . S . A .  'S  FUEL SIIITCfW;G STUDY 

As d i scussed ea rl ier t h i s  yea r ,  Exxon Company, U . S . A .  conducted a l i mi ted study 
to test var i o u s  techniques whi c h  coul d  be used to better define the extent to 
whi c h  fuel switchi ng was occurri ng. Because of the l i mi tations of our sampl e ,  
which covered 3000 fue l i ng obsel�vations i n  s i x  state s ,  t h e  res u l ts cannot be 
extrapol ated n a t i onwi de . The l i mited study di d show, however, that at the 
stations surveyed , the rate of fuel swi tching was 1 0% overal l .  Of equal 
s i gni f i cance , about one-hal f of these switchers \-/ere buying l eaded premi um , 
i nd i c a t i n g  car perfonnance to be an important mo ti vati ng factor for fuel 
sw.; tch i ng a s  '1el l a s  price. 

r�ETHOOS TO REDUCE THE LEVEL OF FUEL SWITCHING 

Several a l tern a t i ves have been d i scussed as means of con trol l i ng or reducing 
the i nd i cated l evel of fuel swi tching.  

Genera l l y ,  i t  is  important to recognize that potenti a l l y  the most seri ous 
threat to the envi ronment ,"o u l d  be a shortage of unl eaded gasol i ne which coul d  
l ead t c  much h i gher l evel s  o f  fuel s'li tching with long l as t i ng effects , even i f  
the shortage occurred for a rel at i vely short period o f  time. 

Exxon USA bel i eves that gaso 1 i ne price decontrol , not conti nued or expanded 
control s ,  offers t he best a s surance that adequate suppl i es of unl eaded gasol ine 
.,i l l  be made a va i l ab l e  by refiners at qua l i ty l eve l s  which "i l l  provide reasonable 
cus tomer s a t i s faction. 
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More d i rect actions tha t do r.ct d i scourage needed refinery -i n "< e s tmcnts yet 'I'I'(}u l d  
m i n i m i z e  f u e l  s\<J i tc..h i ng a p p e a r  t o  be i n d i cated Exxon Company. U . S . A .  t s C.-o:r�,ents 
regarding a nUI7',ber of a 1 tern i.l. t � v e s  that have b�en proposed as pos s i b l e  means to 
reduce the ext(�:i1: o f  fl1el sv.;i tcil i ng �:re o u t l i ned below :  

Ma nda .��.�_�_:_S!�.'d/l,.:�I���5�:2�-.£T l ce .. i'.i..fJe r':!!2.t i c 1 

Any action thd� pcrret'...!ates ga s ol i ne contro'[s v:i l 1  COnLi rll 'E-' the d i s i no.:nti ves 
to refiners to ii',aximi ze unlecded sL..p p l i e �  and to . ?i71prov& .}:11 eadeo f'c': ane 
h'\'Q; s ,  The pro�osJ.l  to requ l alc the d i 'f fe re n l  i 2 �  :;cl. .... :eef1 l r d:;f!l: ;,pc1 ,,1',-

gasol i io(;'S � s  t,i!ntar.:c'unt tr: :::: d n ta i n -: :19 pri c,"' ct;ntr,) 1 s  

��:; i �n;,:d t;'l c:rr(l���' l ... s SL.Ct-; 1 '; t cou � �  cJ�i:·: , (" .'c·,te h e  'Iery jJl iiW '::';'ii1 i �  

: f  the manda:t:d di ';f"r:-re r \ 'i al v)<;;'C! i i:1posf"d a t  the r<7 i . .  "er·y h?ve: ! Vie impact 
c(l,-� l d  be much 1.rc ')D-r .. (, a� CCf! : " i l u a t i on of thf' present ..... (.�::(( aticns,  Co:) t�. 
a:; � o c i b.tcd "lith i ncrca s i n ,]  pr:-.:.Juct i cn and (.! l rfer'ent oct:;:Hle l ev £ l s  of u n l t:21 ced 
ga sol i ne vrJry s:.:bstanti a l l y  ,Y'Jr:g refi r:�?"s . if �h2 d i tferc-nt l o:.: l  " :l're s e ':  

t o o  1 0\-; , H:,:.; "i r.cer:ti ve: to ;;-,.:: 1:.2 tr,e nec;s�, a ry i n'ic:; -:.::�.��nts to prcducc  <::C:2C 
su�ply at I'Nlui ted oc <..ar.e 1 2 v e l s  "iou l d  be fn.:st.l':Hed . If the di f1"erc;:r. i a l  
were s e t  h i gh enough t o  pr;) v i d e  i n cen7.�ves for a l l  f e f i r:ers , i t  wou l d  � e r'le 
no useful purpos e .  A fixed di ffere n t i a l  wou l d  l i ke l y  l ead to 101' octane 
l evel s in unl eaded gasol i n e .  Thi s would aggravate fuel switching that i s  
a 1 ready occurri n g  for performance purpose s .  

O n  the other hand, i f  a mandated d i ffere n t i a l  were imposed upon retai l ers , 
as wel l  as upon refi ners , i t  vlO u l d  not nece s s a r i l y  resul t i n  l ower u n l e a ded 
pri c e s .  I t  is l i ke l y  that the price of l eaded regu l a r wou l d  r i se tOtlle
mandated di fferent i a l .  Tht..:s a reg u l a toryatter.lpt res u l t i n g  from the actions 
of a few motori sts , would i ncrease the cost of the motor fuel  requi rements 
for a l arger segment of rema i n i ng motori s t s .  -

A l though Exxon USA does not be l i eve that a mandated di fferenti a l  i s  a des i rable 
a l tern a t i v e ,  there are other opti ons under consideration wh i ch we think cou l d  
have ben e f i c i a l  resu l t s .  

Uni form State Emi s s i on Inspection P rograms 

It i s  our understanding that a number of s tates are actively consi dering 
emi s s i on i n s pection/maintenance prog rams i n  conjunction wi th the deve l o p::',ent 
of the i r  State Impl ementa t i on P l ans to comply w i th the C l ean Air Act Air"nd

ments of 1977. To the extent that these programs are implemented, they ,"oul d 
provide an effect i ve al ternati ve to control the emi s s i on problem emanating 
from " e x i s t i n g  svti tchers " .  Not only would thi s a l te rn a t i ve requ i re repair of 
a l l  i noperative catalysts and other automotive control equipment, but the 
potent i a l  of costly repairs >lOu l d  be a strong deterrent to potent i a l  new 
fuel switchers. 
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Exxon bel ieves that manda tory automotive emi s s i on testing and accompany i ng 
repairs and adjustments as part of State Impl ementation Pl ans are des i rab l e  
where testing and repai rs provide a better cost/benefit relati onship than 
other avai lable  al ternatives for ach i eving a i r  qua l i ty standards . 

Establ i shment of Consumer Penalties  

I n  addi tion to an effective emi s s i ons i nspection prograrr., EPA should enforce 
i ts present regulati ons and extend these regul ati ons to cover actions by 
motori sts as wel l  as dealers and service station attendants , should thi s  be 
judged necessary by EPA. The absence of consumer penalties  makes enforcement 
of regulati ons at the reta i l  service station impractical or ineffecti ve , 
parti cularly where sel f-serve fue l i ng is i nvolved. 

Increased Consumer Information Efforts 

Al though a program to better infonn consumers has meri t on i ts own , it wou l d  
b e  especi a l ly effective in  conjunction .... J i th a s tate emi s s i on inspection pro
gram. The �en2ra 1 tJub 1 i c may not be fu l ly aware of the effect rue 1 swi tch i ng 
has on autoi,;J t ; v e  e;,; i s s i cn control eq'JiDr.1ent, or 8:1 the envi ron:r,en t ,  ;:',id say 
be confusej by the di fferences b2t\'i'2Cn " 1 e3.1J2G. I  anc lIunl eacedll gasoi  b � s .  
Automotive manufa:::turers , fuel sup;Jl i ers a n d  t h e  governri:e.nt cou l d  parti cipate 
in thi s  program. 

Standard ized Fi l l -P i pe I nl et 

Exxon USA bel i eves that addi tional steps are ava i lable to help minimize the 
fuel s\'/itch i n g  problem in the future . For exampl e ,  an improved, " tamper
free" fi l l -pi pe i n l et, i ncorporated i nto the design of future new auto�,obi l e  
production i n  an orderly and timely manner, cou l d  be a further deterrent to 
IIpotential new switchers " .  

COMMENTS REGARD ING THE "SO
-
SOTKA ST�DY" 

Exxon USA has reviewed the report ent i tl ed "An Analysis of the Factors Leading 
to the Use of Leaded Gasol i ne in  Automob i l es Req u i r i ng Unleaded Gasol i n e "  and 
the supporting data which were avai labl e .  Based on our analys i s ,  we feel that 

'extreme care must be taken in extrapol a ting the i ndi cated f i ndings into regula
tory or l egisl ative action steps. 

As an exampl e of our concerns ,  the " Sobotka Study" rel i ed on responses to mai l ed 
questionnai res and i s ,  therefore , l ess re l i ab l e  than actual observations at 
service station s .  Add i t i ona l ly ,  the Sobotka Study d i d  not explore a l l  the 
a l ternatives ava i l ab l e  to miti gate fuel switch i ng .  Among these a l ternatives 
which should have been incorporated into the study are: 

1 )  Enactment of a c i vi l pena l ty to be imposed on the � for fuel 
switching. 
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2) Modi fy the f i l l -pipe inlet of new automcbi les to make i ntroducing a 
leaded nozzle more di fficult. 

3) Mandate state emi s s i ons i nspections . 

4) Education of the consumer and improved II s i gn i ng"  at service stati ons. 

Another of our concerns is the apparent acceptance of the price/switching rel a tion
s h i p  developed through use of a Trade-Off Ana lys i s  as an absolute quanti fi cation 
and hence a rel i ab l e  predi ctor of consumer behavi or under gi ven various price 
di fferenti a l s .  The Trade-Off technique has known l im i tations that i n  our j udgment 
preclude the prec i s e  quanti fication of the price senstti v i ty to fuel switchi ng. 
Research 1 i terature i ndi cates that Trade-Off Analys i s i s poorly sui ted for products 
where rel atively l i tt l e  conscious thought i s  g i ven to the purchas e .  Impul s e  and 
out-of-hab i t  purchases l eave l i tt l e  opportuni ty for any trad i ng off of product 
attributes. It  is a l s o  not appropriate for purchases where the costs (economi c ,  
soci a l , etc. ) o f  making a wrong deci s i on are l ow o r  not wel l defi ned . Si nce the 
associated "costsll of  switching from unleaded to l eaded gasol i n e  were not made 
c l ear to respondents , prediction of future behavior has s i gnifi cant margin for 
error. 

We do not bel i eve the Trade-Off Analysi s properly s i ICul a ted the purchose en
v i ronment for unl eaded gasol i n � .  Prior to asking the trade-off questi ons , the 
respondents ( 77% of whom had not used leaded gas o l i n e )  wero not reminded that 
u s i ng l eaded gaso l i ne in  a car wi th a catalytic converter woUld require modi fy i ng 
the f i l l -pipe i n l et of the automobi l e ,  render the catalytic converter i noperative , 
and i ncrease haI1nfu1 automotive emi s s i ons . Hence , the responses may not truly 
reflect the actions a consumer mi ght take if he/she were ful ly i nfonned .  Thi s 
consi deration is criti cal si nce the trade-off technique assumes the consumer has 
ful l knowledge of al l considerations that would normal ly enter into a purchase 
dec i s ion. The fact that there are no defi n i te svli tchers in New Jersey , where 
automotive emi ssi ons testing is mandated , cl early i l l us trates that when a mechanism 
exi sts to make the consumer awa re of the consequences of hi  s/her acti ons , they 
w i l l  act di fferently. 

As a res u l t  of the above-mentioned poi nts , not only is the current level of fuel 
switching l i kely to be overstated by the Sobotka Study, but so is the relationship 
that i s  projected to occur between changes in the l eaded/unleaded pri ce di ffer
ential and thOSe swi tch i n g  to l eaded fuel s .  The study : s  l i mitations must be 
carefu l l y  wei ghed in assessi ng the benefits tha t can real i s ti cal ly be achi eved 
from a manda ted di fferenti al beb/een 1 eaded and unl eaded gaso 1 i n e .  

SUMMARY 

In closing, I wou l d  l i ke to reemphas i z e  that the best deterrent to fuel switching 
is to make sure th,t ample supp l i es of unl eaded gas o l i ne are ava i l ab l e .  We 
bel i eve that near term suppl i es can be adequate if government control s do not 
frustrate supplying company efforts.  However, the threat of a regulation
i nduced shortfa l l  in suppl i es i s  very real as l ong as contro l s  are continued. 
These controls have deOlied refi ners the opportuni ty to earn an adequate return 
on new faci l i ti es and thus have d i scouraged refinery i nvestm2nts at a time when 
sur� inves tments are urgently needed. 
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Major i nves tments are needed for refi nery processing faci l i ti es to meet the 
i ncreasing clear octane demand, which has been accel erated by the l oS' of MMT 
as an octane improver and the EPA ' s  l ead phasedown reg ul ations . The current 
need can be met if the .government is fi rmly committed to creating a �table 
business c l i mate that is conduc i ve to i nvest�ents i n  re�i ning faci l i ti es . This 
can bt!st be accc;np 1 i shed by exe::'!J:'i n9 motor gc.SO 1 i nf:! from the federa 1 pri cc and 
a l l ocati on con tl'o 1 s  and by rel axing r.1c.ndated regulc:.ti ons that reduce refi ni n g ,  
supply a n d  octane product j on capacity. 

Shoul d you or your associates l i ke to d i s c u s s  our comments further,  I wi l l  be 
glad to meet with you. 

Very truly yours , 

i-: J. 'Jk....-

EJH/hfl 

cc David J. Bardin 
Admi nistrator Economic Regulatory Admi ni stration 
Department of Energy 

Ruth Clusen 
Assistant Secretary for Envi ronment 
Department of Energy 

David Hawk i ns 
As s i stant Adm i n i strator for A i r ,  Noi se , and Radiati or. 
Envi ronment Protection Agency 

Benjamin R �· Jackson 
Deputy Assistant P.dmini strator 
Office of Hobi l e  Source and N o i se Enforcerr.ent 
Envi ronmental Protecti o n  Agency 
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C O R P O R A T E  E .  R . " C .  C O O R D L N AT I O N  

Department o f  Energy 
Public Hearing Management 
Room 2 3 1 3  
2000 M Street, N . W .  
Washington , D . C .  2 0 4 6 1  

Re : Docket No . ERA-R-77-7 

Gentlemen : 

January 5 ,  1 9 7 9  

770742 

Comments were requested as printed in the Federal Register 
of November 2 0 ,  197 8 ,  concerning the "Draft Environmental Impact 
Statement Concerning the Exemption of Motor Gasoline from Manda
tory Petroleum Allocation and Price Regulations . "  In this letter, 
I have addressed this issue apart from the proposed gasoline 
"tilt" regu lations, since comments were requested separately in 
the Federal Register. 

Refiner s ,  like Gulf Oi l ,  have been tied to 1 9 7 3  margins and 
1 9 7 2  base period customers under the current Department of Energy 
regulation s .  As shown in the EIS,  current allocation and price 
regulations burden the entire refining industry by causing them 
to maintain a supply situation, regardless of costs , that existed 
five to six years ago. 

We certainly agree with the conclusion of the EIS that con
tinued price and allocation controls will create problems . One 
such problem has been recognized recently by the Department of 
Energy , Office o f  Exceptions and Appeal s ,  by granting Shell Oil 
Company exceptions to the allocation program a llowing them to pro
vide for an updating of the base period customers ' al locations. 
As the EIS points out , substantial shifts in the populatio n ,  and 
therefore shifts for the demand of petroleum products , have made 
the current al location regulations obsolete . 

It is clear that the major concern , from an environmental 
standpoint, is that " fuel switching" will be caused by increased 
price differentials between leaded and unleaded gasolines . The EIS 
indicates there will be some misfueling but the environmental 
impact will be slight. This is also supported by previous DOE and 
independent studies . Gulf Oil believes that price may not be the 
prime reason for fuel switching; many time s ,  it is performance . 
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One major cause of the present fluctuations in the differential is 
that 'traditional l y ,  leaded regular gasoline has been the "price 
leader , "  and in many cases it is being pri ced below the ceiling 
price in order to attract customers. The present price and allo
cation regulations cannot control this . It is Our o�inion that 
with an adeguate supply of unleaded gasol �ne , the prlce dlfferen
tials between that and leaded wlll decline as a result of competi
tlve pr�c�ng! 

If the Department of Energy continues to restrict refiners 
and resellers to their May 1 9 7 3  margin s ,  refiners do not have the 
incentive to invest in new refinery capacity or the new equipment 
needed to increase production of unleaded gasolines. This new in
vestment is most certainly needed in order to meet octane require
ments at the reduced lead leve l s .  If refining modifications are 
not made today , it will most certainly lead to shortages of unleaded 
gasolines and result in switching to the more available fue l .  

o 

o 

o 

o 

We support the conclusions of the EIS that with deregulation: 

There will be some increases in gasoline prices. 

Gasoline prices will be constrained by market forces .  

The spread between leaded and unleaded gasolines will reach 
a constant leve l .  

Refinery expansion and upgrading t o  meet demands can only 
be encouraged by al lowing increased price s .  

The conclusions submitted b y  Gulf i n  the July 1 8 ,  1 9 7 8  letter 
to the Economic Regulatory Admini stration were that an Environ
mental Impact Statement is not necessary becallse it would be 
wasteful, time consuming, and a counterproductive exercise. Our 
reasoning is that gasoline prices wi l l  continue to be constrained 
by market forces and competition establishes the spread between 
leaded and unleaded gasoline prices. We continue to support de
control of gasoline from the Mandatory Petroleum Allocation and 
Price Regulations , and recommend this be submitted to Congress 
as soon as possible. 

t:i(j;:;I!, 
L. G. Armel 
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'M \ Marathon MAAfiTHON} Oil Company 

January 4 ,  1 9 7 9  

Department of Energy 
Pub lic Hearing Management , Room 2 3 1 3  
Docket N o .  ERA-R- 7 7 - 7  
2 0 0 0  M Street NW 
Washingt on , D . C .  2 0 4 6 1  

G .  N. Nicholson 
Vice PreSident Marketing, United States 

Findlay. Ohio 45840 Telephone 419/422·2121 

He : Draft EIS on Deregulation 
of Motor Gasoline 

Dear Sirs : 

770741 

Marathon Oil Company herewith submits its comments concern-

ing the Draft Environmental Impact Statement , notice of which 

was publi shed in the Federal Register on November 2 0 ,  1 9 7 8 . 

Marathon approves the Draft EIS and is of the opinion that 

the DOE has done a very good J ob in the preparation of the Draft . 

We fully agree with the findings that neither the deregulation 

of motor gasoline nor the effecting o f  the tilt amendments con-

cerning costs i s  likely to have significant adverse environmental 

effects . We further believe that it i s  imperative in order to 

avoid shortages of unleaded gasoline that the decontrol propos i-

tion be submitted to Congre s s  and that in the e vent Congress 

vetoes decontrol the tilt amendments be made immediately 

effective . 

We have reviewed the comments of the Ame rican Petroleum 

Institute which are �eing submitted concerning the Draft EIS, and 

we wish to endorse and adopt those comment s .  

Very truly yours , 

::RA:�Nr� · ... U358 

G. N. Nicholson 
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Subj ec t : DE I S  on the Gaso l i ne Deregu
l a t i o n  and T i l t  Proposals 

Department o f  E n ergy 
Publ i c  H e a r i n g  �anagement 
Room 2 3 1 3  - Docket Nos . ERA-R-77-3 and 

ERA-R- 7 7 -7 
2000 �I S t ree t . �W 
Wash i n g t o n , D : C .  2 0 4 6 1  

G e n t leme n : 

She l l O i l  Company con t i nues to vigorous i y support the exemp t i on of motor gas o l i ne from a l locat i o n  and p r i ce regu l a t i o n s .  
These reg u l a t i on s ,  imp l emented d u r i n g  a shortage s i t u a t i on to as'sure supp l y  con t i n u i t y , have i ron i c a l l y  become a maj o r  c o n t r i bu t i ng f a c t o r  t o  S l l c l l ' s  current supp l y / demand imba l a n c e . C l e a r l y . they are out
d a t e d  a n d  coun terp rod uct i v e .  Furthermore , we arc con v i n c e d  that -the deco n t ro l  o f  mot o r  gaso l i n e  w i l l  have no appr0c i ab l e  adverse impact on the q u a l i ty of t h e  e n v i ronme n t . 

Norma l l y ,  S h e l l  takes an active , part i c ipatory r o l e  in the 
DOE ' s  rulemak i n g  a c t i v i t i e s ; however , our review of the DOE ' s  draft 
envi ronme n t a l  impact s t a t ement on motor g a s o l i n e  dere g u l a t i on and 
motor g a so l i n e  " t i l t "  i n d i c a t e d  t h a t  we could not add materi a l l y  t o  
t h e  DOE ' s  c o n c l u s i ons . 

The EPA a n d  o t he r s  h a v e  expressed concern that dereg u l a t i o n  
w o u l d  r e s u l t  i n  i n c reased f u e l  " sw i t ch j ng" . She l l  i s  conv inced that 
d e c o n t r o l  o f  motor gasol i ne w i l l  have l i t t l e  or no i mp a c t  on t h i s  
s i t u a t i o n  o n e  w a y  or t h e  o t he r .  The data f rom the EPA ' s  " Fu e l  S w i t c h 
i n g  A n a ly s i sl l  p o j n t s  out that t h e re does n o t  s e e m  to be a st rong 
corre l a t i on between t he p r i c e  d i f feren t i a l ( between u n l eaded and 
l eaded gaso l i ne )  a n d  t he rate at wh i c h  " s w i t c h i ng" takes p l ace . Gen
eral Motors ' "Fuel Usage Survey " i hd i ca t e s  t h a t  the v a r i ab l e  with the 
h i ghest correl a t i o n  to fuel " sw i t c h i n g "  i s  the age o f  the automob i l e .  
She l l  further bel i eves t h a t  p e r f o rmance may b e  a maj o r  factor con
t r ibut i ng to fuel "swi t c h i n g " . Ne i t her can be contro l l ed through 
a l l o c a t i o n  and p r i c e  regu l a t ions . 
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ments t o  t h e  p r i ce regu l a t i on s  should be imme d i at e l y  adop t e d .  S i nce 
i t  is un ivers a l ly recogni zed t ha t  t h e  c o s t  o f  re f in i n g  gaso l i n e , par
t i cu l a r l y  u n l e aded gaso l i n e , is cons i de r ab l y  higher t h a n  t he cost of 
re f i n i ng other produc t s ,  the a l lo(:at i on o f  cos t s  on a greater than 
volume t r i ca l l y p rup or � i o n al basis wou l d  be more rea l i s t i c  and equ i t ab l e .  

S he l l  be l i ev0s t h a t  t h e  pro s p e c t  o f an adverse envi ronment a l  
imp a c t  as a rcs u J t o f  t he adop t io n  of t h e  " �aso } j ne t i l t "  ru l e  i s  a 
f igrnent of i m a g i n a t i o .  These arep ndme n t s  on l y  a l low r e f i n e r s  to a l l oc a t �  
i n c r e a s e d  c r u d \:'  o i l  a n d  rr· t" in i n t;  n o n p ro d u c t  c o s t s  t o  g a so l i n e  i n a 
manner more ac c\lra Le l y  re f l ec t i ll g  t he t rue cost s a s s o c i a t e d  w i t h  
g a so l i ne manu f ac tu r e , t hus e n c ou r a g i n g  op t i m i zat i o n  of gaso l i rl e  produc
tion i n  e x i s t i n g  r e f i n e r i e s .  The present regu l a t i ons have the e f f e c t s  
o f  d i s r u p t  i n g  p roduc t p r j  c () re 1 a t i o n s h  i p s ,  prpss u r i n g  r e f i ners t o  
r a i se exempt p ro d u c t  p r i ces t o  reco .... e r  cos t s  forme r l y  reco .... e r e d  on 
g a s o l i n e ,  d i sc ou r ag j n g domps t i c  � a s o ] i n e  manu f a c t u r e , and encoura g i n g  
i n c reased gaso l i n e  consump t i o n .  She l l  f i n d s  t o  b e  i n c redu l ous t h e  
c o n te n t i on t h a t  con t i nUl)d subs i eJ j zat i on o f  g a s o l i n e  consumpt i on t h r o u g h  
a l l o c a t i o n  o f  c o s t s  a s � o c i a t e d  w i t h  gaso l i ne produ c t i on to o th e r  
p r o d u c t s  i s  n:orp e n v i ronmcn l al l y  a d v a n t ap;eous t han t h e  adop t i o n  o f  t h e  
" t i l t " r u l e .  T h e  pO.<:5s j b i l i t y  of u n l e a ded gaso l i n e  s u p p l y  n o t  keep i n g  
pace w i t h  i n c re a s i n g  d(�mand wou l d  be e v e n  more e n v i ronmen t a l l y  d i s as
t ro u s . 

She l l  urges DOE to reco n s i d e r  i t s  dec i s i on to postpone t he 
adopt j on of t h e  " g a su l i n p  t i l t " amendme n t s  un t i l  a f t e r a f i n a l  E r S  on 
m o t o r  g a s o l i n e dt�con t ro L  i s  p r c p a red a n d  co n s i d(' rp d .  DOE shou l d  act 
immed i a t e l y '.,;0 f i n a 1 i :/, (.' a l l d  a d o p t  the " t i l t "  ru l e s  at t he c a r l i est 
pocsH) l e  d a t e . Sht"' l l  c o n t e n d s  t h a t the p roposed " t i l t "  amen dmC' u t s  
cons t i t u t e  n e i t h e r  a "maj o r  Fr>dl' l'<l l a c t i on" nor d o  t h e y  " s i gn i f i Ga n t l y  
a f f e c t  t he fj H a l i  L y  o f  t h p  hur.:an en\' i ron:"';e n t " ,  c o n s e q l; r n  t l y  a n  E I S  i s  
n o t  rcql.li n�d � y  :-.;}:p.\ ,  ��orC'ov('r , t hp DOE h;:!s t hf' au t il o r i  t y  t o  d e t e r m i n e  
t h a t  an E 1 S  i ;-;; n o t  r e q u i r e d , pr<�v i dcd i t s dec i s ion is b a s e d  on suppor t 
i n g  ev i de nc e .  The DOE h a s  f u l f j l l ed t h i s  p r o v i s o  through t h e  c o n s i d e r 
at i on s  emb0ct i � d  i n  tile D r a f t  E 1 S  on m o t o r  gaso l j ne d o c o n t rol . 

In conc l us i o n , wh i l e She l l  f ee l s  t hat " g asol i ne t i l t "  is a 
necessary s t e p  in t h e  r i g h t  d i rect ion , t h e  exemp t i on of motor gaso l i n e  
from a l l oc a t i on a n d  p r i c e  r e g u l a t i ons is of p a ramount importance t o  
ensure r e f i n e r s  o f  a reason ab l e return on t h e  i nvestments i n  r e f i nery 
mod i f i c at i ons n e c e s s a ry t o  i n c re a s e  t h e  supply o f  high qual i t y  u n l eaded 
gaso l i ne a n d  t hu s  avoid sup p l y  s h o r t ages w h i c h  c o u l d  r e s u l t  in an e v e n  
g r e a t e r  i n c i d ence o f  f u e l  " sw i t c h i n g "  and i t s  consequen t i al undes i ra b l e  
e n v i ronme n t a l  i mp a c t .  

Very t r u l y  y o u r s , 

Fo r :  ��� 
Federal Re g u l a t i ons A n a l y s e s  
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Subj e c t : Motor Gaso l i n e  Ti l t  

Of f i ce o f  Pub l i c  Hear i n gs M a n agement 
Econom i c  R e g u l a t o r y  Admi n i s t r a t i o n  
Dep a rtment o f  Energy 
Room 2313 - Docket No . ERA - R - 7 7 - 3  
2 0 0 0  M S t r ee t , NW 
Wash i ng t on , D . C . 201 6 1  

Gpn t l emcn : 

Sh e l l  O i l Company appr(' c i atPs Uw opp e , r t u n i t y to e :'\ prp s s 
i t s v i ew� concer n i n � amcndmPIl ts tl) t h e  M a n d a t o r y  Pe t J' o l ell� Pr i c � 
Rp gu l a t i on s to a l l ()w re f i n e r s  to al l oc a t f' i nr r e asE'd c os t s  to ga so-
1 i n e on a gre a t e r  t ha n  pro r a t a  v o l umet r i r  b a s i s ( T i l t ) .  She l l  
s t ro n g l y  suppo r t s  t tl< '  s u b j e c t  amC' ndm0n t s a n d  urges t he DOE t o  a c t  
exped i t i ou s l y  t o  m a k e  t h l' amendme n t s  e f f � c t i v e  at t he ear l i e s t  
poss i b l e  da t e .  

W h i le Shp l l  a d v o c a t e s  c a r l y  decon t r o l  o f  g a so l i n e  a n d  
u r g e s  p r o m p t  subm i s s i on o f  t h o s e  energy a c t i o n s  t o  Congress , w e  
con s i de r  i t  gross l y  i n appropr i a t e  for t h e  a c t i o n s  on decon t r o l  a n d  
t h e  motor gaso l i n e Ti l t  amendmen t s  t o  be pursued on an e i t h e r / or 
bas i s .  Both s h o u l d  b e  a c t i v e l y p u r s u e d  o n  a p r i or i t y  bas i s , w i t h o u t  
e i t h e r  b e i n g  d e l ayed awa i t i n g  f i na l  d i s p os i t i o n  o f  t h e  o t he r .  

The motor g a so l i n e  T i l t  amendmen ts c l e a r l y  are n o  cure for 
the i l l s  of gaso l i n e  c o n t ro l s , b u t  r a t h e r  t he y  wou l d  correct the 
long s t a nd i n g  i nequ i t y  u n d e r  t he regu l a t i on s  r eq u i r i n g  pro r a t a  
v o l umet r i c  a l l o c a t i o n  o f  i n creased c os t s .  Ti l t  serves b u t  o n e  purpose , 
to a l low r e f i n e r s  to a l l o c a t e  i n c reased costs to motor gaso l i n e  i n  a 
manner w h i c h  more accur a t p l y  r e f l e c t s  t h e  a c t u a l  i n c reased costs asso
c i a t e d  w i t h  gaso l i n e  produ c t i o n . Th i s  removes the d i s i n c e n t i ve to 
max i m i ze motor gaso l i n e  produc t i on i n  e x i s t i n g  r e f i n i n g  fac i l i t i e s .  
V i t a l  t o  r e f i n er s , as a n  i n c en t i ve t o  make t h e  necessary r e f i nery 
i n vestments to i n crease gaso l i ne produ c t i o n  capac i t y , i s  assurance of 
a reaso n a b l e  r e t u rn on t h o s e  i n vestmen t s .  Ti l t  cannot accomp l i sh t h i s ,  
n o r  does i t  t re a t  t ll(� s e r i o u s  p robl ems assoc i a t e d  w i t h  outdated a l l o 
c a t i o n  r e g u l a t ion s .  T h e r e f or e ,  Sh0 1 1  d o e s  not perce i v e  T i l t  t o  be 
an a l t e r n a t i v e  t o  m o t ()r gaso l i ne decon t rol , b u t  r a t h e r  a predecessor 
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act i o n  to deco n t r ( ) l  t u  remove t h e  i ne q u i t i e s  in t h e  i ncreased cost 
a l l o c a t i on p r o v i s i on s  o f  t he p resent p r i ce regu l a t i ons pend i n g  decon
t r o l . We do not mean t o  m i n im i ze t he i mp o r t a n c e  o f  Ti l t ,  but on l y  
t o  poi n t  o u t  t h a t  ev�n w i t h  t h e  adop t i on o f  t hese amendme n t s , motor 
gaso l i n e  d0con t r o l  s h o u l d  not be aban don�d . 

I n  c o n s i d e r i n g  t h e  Ti l t  amendme n t s it m u s t  be remembered 
that one o f  the m a n d a t e s  o f  t he EPAA i s  t o  permi t re f i n e r s  to recover 
i n c reased costs i n  the p r i ces o f  covered p r o d u c t s  on a dol l ar - f o r 
do l l ar bas i s .  Un t i l  ·t he decon t ro l  o f  50 p e r c e n t  o f  r e f i n e d  p r o d u c t s  
i n  1976 , t h e  r e f i n i ng i nd u s t ry was n o t  p r e v e n t e d  from " ro l l i n g "  
i n creased c o s t s  wh i c h  h ad b e e n  a l l oc a t e d  t o  o t her p r o d u c t s  on a pro
rata vol umet r i c  bas i s  i n t o  i t s  cost p a ss t hr o u g h  t o  motor gaso l i n e  
a s  a means o f  approa c h i n g  do l l a r - for-do l l ar recovery o f  i n creased 
c r u d e  o i l  and r e f i n i n g  nonproduct cost s .  W i t h  the decon t ro l  o f  t h o s e  
o t h e r  pro du c t s a n d  t h e  c o n c u r r e n t  pr()h i b i t i on o f  rea l l oc a t i on o f  
i n c reased C()sts f r om e x empt t o  �()v�r�d J)Todu(, t s , t h e  i n d u s t r y  h a s  
bepn p r o h i b i t e d  f rom a c h i ev i n g  a dol l a r - r o r - d o l l ar recovery o f  i n 
c r ea s e d  cost s i n  mo t l)}' g a so l l n p s a l es . Ado ]l t i on o f  t he Ti l t  amcfldme n t s  
wo u l d  d o  n o t h i n �  m(lrp t h a n  c o r r e c t  t h i �  d c- f i c :i en c y  i n t h e  reg u l a t i on s  
a n d  b r i n g  t h e  regu l a t i o n s  i n t o  comp l i a n \ ·  . .  w i t h  t h(� c l e a r  man d a t e s  o f  
t h e  EPA A .  Thus , v i ewed i n t h f' proper P<'>Tspp c t i v p , t h i s  proposed rU l e  
i s  n ot h l ng more t h a n  a " t f' c h n i ca J  ('o1'r('(' t i on "  t o  t h f' c u r rpn t regu l a t i on s  
w h i c h  i s Tt'q u i rpd t o  b r i n g  t h e> regu l a t i o n s  i n t o  cOf:1p l i an c e  w i t h the 
s t a t u t e .  lL does n o t  c O n St i t ll t l' a re v i s i eln in f ed e r a l  e n e rgy p o l i c y 
or r e g u l a t o ry p o l i c y  a n d  i s  n o t  a form o f  m o t o r  ga s o l i n e  d e c o n t ro l . 
C o n s e � u e n t ] y ,  She l l s t ron g l y con t pn d s  t ha t  t hp Ti l t  propo s a l  dOl�s nC)t 
r e q u i rl' an l' n v j ronJ:II.' n t a l  imp a c t  statement  ( EI. S )  u n d e r  the I\a t i o n a l  
E n v i ronmen t a l Po l i c y A (  t ( �EPA ) n o r  i s  i t  ap p rop r i a t e f o r  DOE t o  d e l a y  
i t s i mp l emen t a t i on pf�n d i n g  a f i n a l  E I S  o n  t h e  exemp t i on o f  m o t o r  g a s o 
l i n e f r o m  t Ile Ma n d n t (l ry l'r i c e a nd  A l l oc::l t i on Regu l a t i on s .  

The u r g e n c y  for i m p l emen t a t i on o f  t h e  Ti l t  amendme n t s  t o  
('() r r<� c t  t h e  j n( ' q u i t i ('s o r  i ll!' c u r r e n t  cos t a ]  l oc at i on r u l es i s  i U u s 
t r a t e d  c l ea r l y  b y  t od ay ' s s i t U a t i on . The j n c r e as i n g  prod u c t i o n  requ i r e 
men t  t o  m e (> t  t h e  grow i n g  dema n d  f o r  g a so l i np req u i rf's h i g h e r  q u a l i t y 
a n d  t h us m(lre c os t l y c r u de s ) a t p s  a n d  11;\S npc'Qs s i t a t e d  opf' r a t i n g  re
formers a t  p r o g re s s i v e l y  h i gher sever i t i e s , res u l t i ng in i n c reased 
r e f i nery fuel con sump t i c) n ,  d e c r e a s e d  c a t a l y s t  l i fe a n d  reduced g a so l i n e 
y i e l d per b a r r(' l o f  l" t ' i' l l rmPT f('pd . I n  3 d d i t i o n ,  t h e  i n crcas(�d de-mand 
for un leadpd g a s o l i n e ,  p ar t i c u l ar l y  Jor h i gh p r  oc t an e  u n l eaded gaso
l i n e s  req u i r e d  by nE'W c ar e n g i ncH wi t h  h i ghE' r re)mp r e s s i o n  r a t ios de
s i gn e d  t o  m(' e t  gov'irnmpn t a l l y m a n d a t e d  m i l p a g c  rC<1 u i remen t s , coup l ed 
wi t h  EPA l e ad p h as e  d(IWn r p q u i rpmc n t s  a n d  b a n s  (In �MT and o t h er o c t an e  
i mprovers h av p  f u r t he r  l'l'duC0ci c f f('(' 1 i \ ( ' p r o du c t i ve capac i t y as we l l  
a s  addi n g  t o  r e f i n i n g C(ls t S .  Re f i ne r s  a r f '  p l a ced i n  the u n t e n ab l e  
p o s i t i on o f b0 i n g a s k � d  tll su])p l y  i n cr(�as i ll g  v o l umes o f  gaso l j n e w i t h  
n o  m e a n s  u n de r c u r re n t  r e gu l a t i o lls t e) r ( ' C O V01'  t hr' i n c r e ased c o s t s  
d i r ec t l y  a s s o c i a t e d  w i t h  s u c h  v o l um(' i n c rcas(>s . I t  i s  u n reason ab l {  
u n d e r  t h ese con d i t i ons t o  C'xIJI'C' t t h a l  t il l '  ( " U l"TC' n t  t i t;h t  supp l y  s i t u a 
t i on w j l l  be i mpro\"pd . I t  i s  mOl"P l i k c' l y to p r p cl i c t con t i n u e d  t i ght 
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s u p p l lt..-'s and T C' f i ne r act i o n s  dlJ s i g n e d  to T P d u c (' gaso l i ne p rod u c t i on 
c o s t s ,  s u c h  as o c t a D (' s h a v i n g .  

I n  summa r y , S h p ] ] u r g-e s DOE t o  f i n a ] i /,(' a n d  adopt t h e  

gaso l i n e  T i l t  ame ndme n t s  t o  t h e  p r j c(� r v g u l a t i o n s  a t  t h e e a r l j p s t  

p os s i b l e  t ime a n d  i n  t h e  saml' f o r m  a :-:;  i n  t h c  f i n a l  r u l e  i s supd October 

22 , 1 9 7 8  ( 4 3  FR 50386 ) .  Such a n  ac t i on wi l l  a l l v v i a t e  thp i n equ i t i e s 

r e su l t i n !!" f rom v o l ume t r i c  a l l oc a t i on o f  i n c re a sf'd n! f i n i n g a n d  c r u de 

o i l  cos t s  a n d  r e d u c (' regu l a t ory d i s i n c en t i vp s  to g a s o l i n e p rodu c t i on . 

Wp r e i t e r a t c" ,  howv\' p l' , g-aso J i lll-' d(�c{)n t r( ) l  slH ' u l d n o t  UP abandvlH'cl e v e n  

w i t h  the imp l eme n t a t i on o f  T i l t .  D e r e g u l a t i o n  i �  \" i t a l  t u  m a i n t l' n an ce 

of a d e q u a t e  dotnl2� t j c  gaso 1 i ne produc t i on c ap a c i t y i n  orci( ' r  to p n s u re 

r e f i n e r s  a r e asonab l f' r e t u r n  on c a p i t a l  j n v p s t mp n t s  n (' ( ' ( ' s :') <l. r y  t o  
a c h i evP c a pa c i t y  i n c re a s e s . 

Y�,"",e, 
Ff' d p r a l  R ( ' g u l a t i o n s  A n a l y s r s  

L()363 

'nC306 B., 

'iO!'W THE STANDARD O I L  COMPANY 
'>\IDlAND oUllDl"'G CaVEl;"ND OHIO 44 1 : 5 

SUPPLY AND TRANSPORTATION DEPART ..... ENT 

Department of Energy 

January 1 2 ,  1979 

Office of Pub l ic Hearings Management 

2 0 0 0  M Stree t .  N. W .  
Washington, D .  C .  20461 

Re : Docket No. ERA-R- 77-3 

Gent lemen : 

The Standard Oil Company ( Ohio) submits these comments in 

response to the Draft Environmental Impact and gasoline tilt 
proposal which was pub lished at 4 3  FR 57609 on December 8 .  1978. 

We support the draft E I S  and would like to commend the Department 

of Energy for their effort s .  We agree that neither deregulat ion 

of gasoline nor implementation of the tilt amendment is likely 

to have s ignificant adverse environmental ef fects . 

Sohio supports the Department of Energy alternate proposal 
to adopt a tilt amendment and urges the Department to proceed 
with such an amendment immediately. While decontrol is essential 
to maintaining a viable petro leum industry, the t i lt mechanism 

is essential until decontrol becomes a reality in order to 
provide funds needed for additional refinery investments ,  such 
as gasoline capacity and the many environmental investments 

mandated by other agencie s .  

We bel ieve that retroactive imposition o f  regulatory changes 
is never proper, and do not support retroactive implementation 

.of this proposal. However , the need for speedy implementation 

of the " t i lt amendment" cannot be overemphasized.
' 

Ever since August ,  1 9 7 1 ,  the petro leum industry has been under 
some degree of allocation and/or price controls . These controls 

have been disruptive both to the ma intenance o f  a " normal" 
marketplace and the viability of the industry. The current 
status of partial decontrol is particularly untenable . Petroleum 

prices iTl. a free ( no contro ls ) market have historically reflected u0364 
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that gasoline is a higher cost product than either distill ates 
or residual fue l .  In fact, residual fue l ,  more often than not, 
has been priced as a by-product ;  sell ing essent i a l ly at a 
" depressed" pric e .  These prices result from the inherent 
economics of petroleum refining and the market, and are not the 
result of an arbitrary al location of costs . In particular, the 
price of residual fuel is established not by domestic ref ining 
economic s ,  but by foreign importation. However, as restrictive 
as price controls have been , before product decontrol refiners 
were permitted by the regu lations to reallo�ate some of the 
residual and d i s t i l late fuel costs to gasoline to promote fu ll 
cost recovery. This was a recognition that vo lumetric a l location 
of increased costs was not reflective of the marketp lac e .  

The current partial decontrol environment, however, denies the 
real location of cost increases from decontrolled products to 
controlled products such as gasoline . At the same time, as in 
the past, market cond itions and the substitutabil ity of alternate 
products continues to ensure that the price of residua l fue l o i l  
wi l l  be " depressed" compared t o  a volumetric c o s t  a l location. 

A useful way of illustrating this point is the concept of a 
" real izat ion ratio" where this ratio is equal to the product 
price divided by the composite barrel worth . As an exampl e ,  
over the per iod 1 9 6 6 - 1 9 7 7  ( excluding 1 9 7 3 )  the U.  S .  Gulf Coast 
values have averaged as fol lows : 

Mogas 
Kero 
No . 2 
Resid 

Rea l i z a t ion 
Ratio 
1 . 10 
0 . 96 
0 . 9 2  
0 . 54 

Wh i le current data indicate that this ratio has risen to 
approximately 0 . 69 for residual fue l ,  it is still s ignificantly 
less than 1 . 0 .  Thu s ,  residual fuel is not able to bear its 
share of ref ining costs in the marketp lac e ,  while regulations 
prevent gasol ine from bearing its just proportion of refining 
cost s .  Thu s ,  the combination of the marketplace and the regu
lations prevent a refiner from fully recovering the increased 
costs that have been incurred . 

The obvious solut ion to this d i lemma is comp lete dec�ntro l .  
Lacking that, a n  interim alternate would b e  the establishment 

u0365 
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of a " tilt" mechanism which wou ld � � a l low more than a 
volumetric allocation of crude o i l  and non-product costs ·to 
gasol ine--the s i tuation that existed prior to partial decontrol 
of products .  We fully support this amendment--not as a substitute 
for decontrol--but rather as a step toward fu l l  cost recovery . 
However, if the " t ilt" amendment is to accomplish the announced 
goal of provid ing an incentive to create add itional domestic 
gasol ine capacity, it must go beyond mere full cost recovery. 
The level of profit in May, 1973 was unsatisfac tory by itse l f ,  
�nd since then inflation and the added requirements for environ
mental protec tion investments have made ref inery investments at 
the 1973 level of profit even less attrac�ive. While the proposed 
level of tilt does not fully reflect the level needed to support 
major ref inery investments (particularly cost saving investment s )  
it is likely that political rea l ities deny a greater level o f  
t i l t .  The addit ion o f  the t i l t  amendment t o  the regulations can 
be a step toward providing sufficient incentives for providing 
additional gasoline capac i ty in the short term. 

We wou ld like to reiterate our position articulated in many 
previous rulemakings that the amendment should not be effective 
retroactively . It is essent i a l ,  however, that the amendment be 
implemented as soon as possib le . 

We agree with your conc lusions that wh ile some misfuel ing may be 
caused by price d i fferent i a ls between grades , many motor ists are 
not satisf ied with the quality of the unleaded fue ls which are 
marketed . As a result, it appears that a higher octane fuel 
will have to be made avai lable . Since gasol ine yield is reduced 
as octane is increased , production of a higher octane fuel will 
result in lower total gasoline ava i l ab i l ity. In order to mini
mize the yield los s ,  refining economics d ictate that two grades 
of unleaded fuel be marketed . However, the current regulations 
frustrate this by the base price provis ions for unleaded gaso
line grades that were not marketed in 1973 . The octane levels 
for the regular and premium unleaded fue ls wi l l ,  for most 
refiners , both be c loser to the 1973 qua lity of regular leaded 
gasoline than to premium grade leaded gaso line . The regulations 
require in thi's case that both grades of unleaded fuel be 
ass igned the same base price of 1 cent per gal lon above the 
base price of leaded regular gasoline . This dulls the incentive 
to produce a premium grade s ince there is no recognition in the 
base price of the added cost of manufacture . This anomaly has 
arisen because the drafters of the unleaded regulat ions could 
not foresee the need for more than one grade of unleaded gaso line . 

1I0366 
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We urge that the regulations be amended to provide that the 

base price o f  premium unleaded gasoline would be equal to the 
base price o f  premium leaded gasoline plus I cent per gallon. 

Thu s ,  the base price of premium unleaded gasoline would be 
determined in a manner analogous to the determination of the 
base price of regular unleaded gasoline. 

DOM/j lg 

Yours very truly, 

� .  > ... >� 
D. O. Maxwe l l ,  Manager 

Regulations and Administration 

Supply and Transportation Department 
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Departaent or BJutrgy 
Pd111c Hearing ltanag •• rrt. 
Rc>om 1313 
D<>cket 110. lf1IA-R-11-1 
2000 If stres't, 1I." .. 
Jfashingt;Do, DC 20461 

GClIltle_n: 

January 5 ... 1919 

W. E. BUI _ ...... 
--

1Il<. DRArI' AllALYSIS HBJfORAN1JU" CONCIUlNIIIG 1980 Hm'OR GASOLIRB SlJPpc.r 1/ 
� 
Sun CO�!I would l1ke w t;ake t.h1s o,PpOr't.unity for �nt on the 

BU'I; report on 1980 }fOtor Gasoline Su,Pply and � eo h.J.gh11ght .ma t  
Sun be11.ve.s to be 1mportant cons1derat1ons relat1ng to t:he fraflJeWOrJc of 
t.b1s anal!lsis and i'ts 't.6ntatfve concluslons .. 

Sun .upP'ru thd conc.lus1on of the repOrtl that 1980 -,tor gasoline 
lJu,P,Ply and demand w1l1 be 1n delicate ba.!ance. However, t.h.1s projection 
is basdd on a number or very teot.ltiva a •• wapt:1orur, both tor supply and 
d_. 

Predict1ng de.llllll1d 1nvolvesl in t:his analys1s ... an est:1mation ot tutu.nt 
consumption or gasoline based on united State.s popu1a�1on lind Real l1ational 
Income. rh1 • •• tiJDate ls tllen adjustad for ruol efficiency of new vehicles .. 
This est1JDat1on, as with UD.� ID4c.ro�nom.ic predic�1on� of conswaer be
hiJv1or, i� .subject to error. Changes in gaLJoline consumption may not l» 
correlatad tdt:./l c.ha.nga. in R .. l Niltion.&l Income and Uni ted States population 
in any d1rect and pr"d.1ctable way� The recent unlore.s.en lncrd4.se in de
mand Eor gasoline the £all drlving season i5 'a case in point a 

pred1ct.1ng t'uture sU991y potential #, as t.h..1.s roport ha!'!l done, in\rOlves 
some equall !l  tdnuoU5 assumptions .. Thit composite modo! structure whi..:h va,S 
used gives result.s which are absolute ma.rim:was tor the indusU'y: it .JIssu.me.s 
ps.rfec� dis'tribution and interact10n of intermediate .IItrea.ms be�n AI.! 
dol8estic refineries . This may be an unrealistic 4,5sumpt1on. purt:.he..t'B)re #' 
1 � BeelU that of all the ' considered supply cases, only Case F c.lln m1t.dla1ze 
U!6 risk oE supply shortEa.!l . Thi.s is becau.se Case P contains no unt'uted' 
o,Pt1ons , .such i;JS prolonged high rlll t8:J or ca,.p«city uti�· 1 %.4 tion, and, iD 
addition, reduces the probabi11ty of Mv1ng t;o dt}�nd u,IX)n uncerc.ain �up-
plie& of! import"" gasol 1n.. OU36f' 
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Page ,..., 

Sun Compa.nS/, t1wre�ore, support . ... delay J.n Che BPA. '.IS .lead p/)Asedotm 

progrlUD... The Government: mu.t: co_ to grips with the 6xistlnq trade-of� 
bef:1orden .. a:oort-term rel""xation of the phAsedotm .c�u.le and t.v p:»tential 
or .suppJ. y lJbort:rallll. A short-term relaxation or UI,e .l�a.d phasedowv. 
.schedule would in no way aEf�e eM Jong-rAnqe tJOII.l.. or the BPJC � 

SlIppJ" shortfu.ls would do great: harm to United Stat:es consw.ers by t. 
incre4:Jlng ln1'Jatlon, and unellll"lOSIIMllt:. Fuel !SIIitcMng would certaJnly a.lao 
increase .8 supply shoruges would JIIOat: likely OClAIr i'JrBt: in unleaded 

' 

supplies.. Indeed, _ suppl y .bort:r.ll would dJsru,pt: the very E.abric o£ 
American .aciet'.l_ 

Sun Company 8'uP'ports the prediction that .sapplY' and' dmMnd �or D:)t:or 
gallOli,. will be in del icate ballol.nc6 t:hrough 1980. BOlMver, in order to 
m1.nisa1.ze the ri�Jr. or a po�.sible .tuture .ho:r;t.grt o.t gasoline, Sun be'li.v. .. 
that the moa:t im,portant a:tepa: which .hould be ta.Jr.en irsediatelfl arez 
(1) 441411 lead �edown. (2) allow the use of IfIf'l' coarpounds . (3) relax 
.ul.tu.r .r •• trict.1ona on the burn1ng or rssidu.l fu.el io order t:o .1101f 
increased ofrshore middle distillate product.1on, {4J deregu.lllee gasoline 
... • long-run .01 u:tion. 

Sun ho� Ithat the Depart:lDent o.t Bnergy Ifill gives these sup�ly 
enhancing .... uras colre�ul col1!!Jideration and recolllD8nd their impJeatnution 
to the .KPA. . 

Sine.rel .. , 

/i� �. �'l'1--1c'� 
Warren B. Burch 
Vice Pr .. ident o.t OperatioJ1.S 

RCB.� 
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TESDRD PETRDLEUM CDRPDRATIDN 

SA .... ANTONIO, TEXAS 78286 

Pub l ic Hearings Management 
U . S .  Department of Energy 
Room 2 3 1 3  
2 0 0 0  M Stre e t ,  N . W .  
Washington , D . C .  2 0 4 6 1  

Re : Docket N o .  ERA-R- 7 7 - 7  

January 2 ,  1 9 7 9  

EXPRESS MAIL 

771713 

Draft EIS on Deregulation of Motor Gasoline 

Gentlemen: 

As a sma l l ,  independent refiner which has historica l l y  
manufactured a n d  purchased a l l  grades of motor gasoline for. 
distribution to dome stic wholesale and reta i l  markets through 
its own outlets as we l l  as through those of third parties , 
Tesoro Petroleum Corporation ( " Tesoro " )  strongly endorses 
and supports total decontrol o f  motor gasoline and urges the 
Department o f  Energy ( " DOE " )  to submi t to Congress the 
necessary price and a l location exemption proposals at the 
earliest opportunity . 

Tesoro believes that the f i ndings and conclusions of 
the draft Envi ronmental Impact Statement ( " EIS " )  recently 
issued regarding motor gasoline decontrol clearly demon
strate that the economic and envi ronmental impacts of de
control wi l l  be nomi nal .  Because o f  inexorably r i s i ng crude 
oil costs and refiner operating costs , gasoline prices are 
goi ng to be on the i ncline i n  the months and years ahead 
with or without decontro l .  As shown by the draft EIS , the 
increment o f  additional price increase resulting from de
control w i l l  be sma ll .  W i th respect to the possible environ
mental impact of decontrol ,  even the worst case fuel switch
ing assumptlons based on large price dif ferentials between 
unleaded and l eaded grades o f  gasoline yield delays in 
achieving the National Ambient Air Qua l i ty Standards in 
problem cities of only a matter o f  months ( about 7 months 
for oxidants and 16 months for carbon monoxide ) .  The 
�dverse effects of the fue l switching or misfue ling problem 
wi l l  probabl y  be more than o f fset by the reduction in l i ght 
vehicular emissions resul ting from fewer mi les being driven 
because of higher gasol ine prices , so that motor gasoline 
decontrol could contribute a sma l l  additional increment to 
the downward pressure on demand which will be building as 
prices rise . 

U0370 
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Page Two 

As indicated by the dra� E� S ,  motor gas o l i ne decontrol 
w i l l  he l p  reduce the po s s ib i l ity of donc s t i c  supply shortages 
by improving the bus iness c l imate for refinery modernization 
and expansion investments . Consumer protection from unwar� 
ranted price incre a s e s  during any time of shortage would 
continue f rom DOE ' s  threat of reimpo s ition of contro l s . 

In con c l u s i o n ,  Tesoro bel ieves the draft E I S  strengthens 
DOE ' s  posi tion in seeking motor gaso l i ne decontro l .  Tesoro 
respectfully urges DOE to present the matter to Congress at 
the e a r l i e s t  opportunity . 

DFJ/MLM/ j c  

uoan 

'1'" E � A.. C <> 

WILLIAlofi I L T l!: L L , J R .  
VlCB PRE81Dl!:NT 

Department of Energy 
Public Hearing Management 

I 'N C .  

Room 2313 , Docket No . ERA-R77-7 
2000 M S treet ,  N . W . 
Washington , D . C .  20461 

Gent lemen : 

'770724 

10l'S0 SEVENTEENTlI STHEET, N. \,v 
WA�IIINOTON. D.C. 20036 

January 5 ,  1979 

Reference is made to your request for written comments on 
the Draft Environmental Impact S tatement (DEIS) on the pending 
propos al to exempt motor gasoline from mandatory pe troleum 
allocation and price regulations , as well as the proposal to 
amend the regulations to allow refiners to a l locate increased 
costs to gasoline on a greater than pro rata volumetric bas is . 

We want to s tate at the outset that Texaco is in full agreement 
with the conclusions reached in the DOE ' s  Draft Environmental 
Impact S tat ement regarding the effects of decontrol and the 
amended "tiltl l  regulations . Even if one accepts the "wors t 
case" assumptions used by DOE in their DElS , these s teps will 
not significantly harm the environment and at mos t ,  would delay, 
for a period of one month , the attainment of environmental goals . 
We bel ieve , however , even this insignificant adverse impact is 
an overstatement , s ince it does not take into account the likely 
advers e environmental impact of a gas oline shortage which wou ld 
be aggravated by failure to prompt ly put "tilt" and decontrol 
into effec t .  

The DEIS does not consider the environmental effect of in
adequate supplies of unleaded gasoline which controls and 
increased demand are creating. Should the supply of unleaded 
gasoline be insufficient to meet demand , and this is possible 
1f present consumption trends cont inue or escalate ,  motorists ' 
purchases of gasoline would be dictated by the need to obtain 
fuel for their vehicles regardless of price or grade availability. 
If unleaded fuel is not avai lab le a driver will buy leaded fuel 
if the alternative is not having the use of his automobile . This 
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s ituation, if it occurs , will mean greater pollution from 
poisoned catalytic converters . It is Texaco ' s  view that 
there is only one way to avoid this problem. Act ion to 
decontrol gasoline now would create the climate which will 
produce the needed supplies of unleaded gaso line . I t  is 
suggested that the DOE prominently state the fact in the 
DEIS that decontrol is a pos i t ive , rather than a negative , 
factor in the environmental picture . 

Decontrol of motor gasoline is also des irable for other reasons , 
It provides a favorable cl imate for refinery investment , which 
will encourage needed quality improvements at refiner ies . De
control also relieves the cos tly burden of comp liance for govern
ment and indus try, and encourages the conservation of gasoline 
through the price mechanism. 

The establishment of the " t i lt" regulations retroac tive to 
December 1, 1 9 78 is not a substitute for decontro l ,  but can 
partially s erve to accomplish, in a limited way , the previously 
enumerated goals of decontro l .  At a mininrum , refiners would 
be able to recover more of their costs than at prese.nt , some 
conservation will be encouraged ,  and addit ional incentives ,-Ji l l  
be provided to increase gasoline production i n  the short term. 
We wou l d  not e ,  however , tha t the pas s - through of additional 
legitimate cos t s ,  such as interest and return on new investment s ,  
as well as increases in general overheads , is not permitted under 
exIst ing or the proposed " t ilt'; regu lations . 

Las tly , we have attached s ome specl fic corrunents that d 1 S C U S S  
tbe cnv� :;. onrn0ntal -:.: [fc;t:s o [  I.Jl� �:�pans i on of r:,'::'inery cap.:lC' i ty 
wl:i.(":h :nay ' mprov.:- an n } l."t.:�ady c:;.:.r>·' ll(�nt epvi:..�onm'-�\ ltal impac t 
.;; .. '.� '."".c·,:·, ; "1!  

i.:;-r: :,' t"""':\J:y Y0L1l"" 

' .c, \;:'". 

�..;rKTjr :  gk 
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ADDITIONAL COMMENTS 

The DEIS would benefit from some revision and amplication 
with respect to the environmental impacts caused by the 
refinery expansions and modifications which would result 
from decontro l ,  and to a lesser extent from the tilt . For 
instance ,  on Page IV-35 the proj ection for emission increases 
fails to dis cus s the fact that in Nonattainment areas emiss ions 
generally may not be increased but in fact mus t  be reduced 
in accordance with the EPA ' s  emiss ion offset policy. (In this 
connection both Hous ton and Los ,�ngeles are Non-attainment areas 
for hydrocarbons . )  I n  addition, the DEIS does not s tate whether 
EPA ' s  Prevention of Significant Deterioration regulations were 
considered in computing the increments for the o ther pollutants 
where ambient standards are being achieved. In sum, the app lication 
of both the emiss ion offset policy and PSD reviews to the ana lysis 
will probably show an even less significant impact on the ambient 
air. 

The treatment of the several environmental cons iderat ions in the 
category "Other Impaets" at Page IV-5 9  is perhaps too cryptic 
and pos s ibly inaccurate . Our asses sment of the environmental 
impacts (other than air , which is discussed in detail in the 
DEIS) which would result from refinery expans ions and modific
ations are as follows : 

Water : Additional process ing equipment would result in an 
increas e in effluents . In s ome instances exist ing waste water 
tre<'ltmcnt, f.::tcili ties could handle the increased load with no 
net inct'ca';e at the source di..s charge poin t .  In other instances 
t..fflue·Hi: might, incre[l.;�'� and I wIler€. the dis charger is discharging 
1 ��ss tiuln P'"-'·' ·1.1�it.ted � 110 am2nJmt;�nt to its NPDES permit WOlJ ld be 
peedc··t .  '. ',) .. ; umt.� i n s f: n f'.ces <-l,u;."ndmeuU' to NPDES pn.pnits wQnlii 
hc,;vc - he . , qgh t: �  b, � i.:  in any :�vent :':; 11J effl uent 1J<_ n�a;:';i!� ;'fe;u1,l 
he �;(;H"' !:" 3, i ,-� : i  by W�-l; .... .:: ." '::' 1.1 ]  "->"La.�,Jal�d.s , In sum) th2: incr!"�ZiS{: 
;. n . .:C:.:.I: �::n':.�: ,1:L:3 .'":11:·J.r�� �.1 l dt o  '·l�:l ·'i:)n ! :� wat:e:t s ,..;(yold he f.tt;:: 
"Gtnir"� S ClnQ hene ,:. , ; i"t·�J..:C .... ;C' I ·  � d b,� ,"",:) S igaifi(.anL ud·vcr3 "; .,.?;1'"�tt: 'jn
" .. !(�nta ': I ,111),'<..;'; �� • 

The s li g.ht iu(:Y-?mentc.!l increase in �J. f luenLs would have r.O 
impac t :.J'.l :tl"' :4atiur1 1 f. dri71ktnr; Wrtt�1� c;ources . 

lnasm\l..:::h a� m::'lch of Lhe Nation' s l'efining capacit.'! is 
contiguous :Jr c lose to wet la�1d areas , some. Corps of Engineers 
pennit s  mieht be required for new pipelines and other facilities . 
Because of t he Corps rigi.d re.quirements , there would be no s igni
ficant advers e  effect on wetland areas . foT. the s ame reasons 
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there would be no s ignificant impac t  caused by docks and 
other facilities built in navigable waters pursuant to Corps 
permits . 

Sume addiLional ships or barges might be required and thus 
there might be a small increase in potential for spills into 
navigable waters , but there would be no significant effec t 
on the environment . 

So lid Was t e :  There w i l l  b e  a small increase i n  solid was t e ,  
b u t  n o  environmental impact because of  the fact that the in
creased waste mus t  be deposited in approved waste disposal 
sites . Existing s ites could easily handle the small incremental 
increase in solid was te .  

Toxic and Hazardous Substances : There wou ld be a s light increase 
in toxic or hazardous subs tances generated, but no new types of 
such subs tances generated . Thus the increment would be disposed 
of in accordance with the rigid requirements which currently 
apply to such substances , resulting in a de minimis effect on 
the environment .  

Noise :  There would be no increase in noise levels a t  �efineries . 

Land Use :  Increased refinery capacity will probably result in 
additions to exis ting refineries , most of  which have ample land 
for expansion . There may be new grassroots refinery construc tion , 
with significant environmental impacts , but such construction 
would not be induced by gasoline decontrol or imposition of the 
t i l t ,  alone . (In fact because of exis ting environmental re
s traints it  has been almos t impos s ible to build new refineries . )  
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RE : AMENDMENT TO ALLOCATE INCREASED 
COSTS TO GASOLINE ON A GREATER 
THAN PRO RATA VOLU�TRIC BAS IS  
DOCKET #ERA-R - 7 7 - 3  

Department of Energy 
Office of Public Hearing Management 
Economic Regulatory Adminis tration 
Room 2313 , Docket #ERA-R - 7 7 - 3  
2000 M Stree t ,  N . W .  
Washington , D . C .  2046 1 

Gentlemen: 

7no �j.;>' A 

As provided for in the Federal Registers of Oc tober 2 7 ,  1978 
and December 8 ,  197 8 ,  Texaco herein submits c omments concerning 
the DOE ' s  proposed amendments to the mandatory petroleum 
price al locat ions to al low for the allocation of increased 
costs to gaso line . 

Texaco fully supports the adoption of the proposed amendments 
to allow allocation of increased cos ts to gasoline on a greater 
than pro rata volumetric bas i s .  There i s  n o  dispute that the 
continuation of volumetric cos t allocation after lower valued 
products are decontrolled is unsupported . Based on the record 
developed in this rulemaking , the DOE has spec ifically found 
(43 F . R .  50386-87)  tha t :  

1 .  The rea llocation t o  gasoline o f  increased costs 
initially allocated to  other controlled products 
"permitted prices that corresponded with the 
his torical pattern of higher prices for gaso line 
relative to other petroleum products to reflect 
the generally higher c o s ts of  refining gasoline . "  
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2 .  It (T)he current price regulations prevent most 
refiners from recovering fully the actual increased 
costs attributable to the production of gasoline" , 
and 

3 .  "This s ituation could discourage gasoline production 
and inves tment in new gasoline production facilities , 
especially those for unleaded gasoline . "  

EFFECTIVE DATE OF THE PROPOSED RULE 

Texaco recommends the es tablishment of December 1 ,  1978 as 
the effective date of the rule changes .  As Texaco has 
previous ly s tres s ed in public tes timony and in our "Petition 
for Special Redress  or Other Relief" of October 1 1 ,  1978 , 
implementation of the proposed changes in regulations to re
flect the higher manufacturing cos ts of gasoline are long over
due . 

The procedural deficiencies cited by DOE for delay do not go 
to the merits of the propos a l .  None of the reasons cited 
against the adoption of a rule retroact ively apply here . No 
burden on any party is involved . No one was relying on a 
continuation of the exis ting rule beyond December 1 s t .  In
deed , the DOE had unequivocally s tates in October that December 
1s t would be the effec tive date . Moreover , the ass ignment of 
cos ts on a greater than volumetric basis to gasoline is not a 
new rul e ,  but a return to a concept originally expressly permitted 
by the regulations , which was chipped away without rational 
basis  or record support as some products were decontrolle d .  
Therefore , this deficiency is the regulations should b e  corrected 
effective on the DOE ' s  originally intended date of December 1 ,  
1978.  

RETURN OF REFINERY INVESTMENT 

The Federal Register notice of October 2 7 ,  197 8 ,  requests 
comments on whether the May 15 , 197 3 ,  unit profit margins 
are sufficient to generate capital for refinery expansion and 
modernization, cons idering the profit erosion due to inflation 
and the effects of the proposed rule changes . 
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Generation of capital is an essential factor in the expansion 
or modernization of refining capac ity . Therefore , consideration 
mus t  be given to amending the present rules to allow a fair 
return on new re finery inves tments . The present rules do 
not even allow the opportunity to recover all  refining cos ts 
incurred , much less a return on inves tment .  

Even if inves tment funds can b e  generated,  a corporation is 
obligated to its stockholders to inves t  these funds in 
proj ects which will produce a reasonable profit . The ultimate 
solution mus t be the return to an unregulated market ,  so  that 
inves tment dec is ions can be made based on business j udgements 
and not regulatory incentives . Lacking decontro l ,  the present 
rules should be amended to allow a refiner to add to the 
refiner ' s  cost bank each month a percentage of capital in
ves ted in the expans ion and modernization of refining facilities 
to allow a fair return on the inves tment . 

FULL RECOVERY OF LEGITIMATE REFINING COSTS 

Although the proposed amendment will  help to correct a 
s erious inequity in the present petroleum pricing regulations , 
the rules s till  fall  short of a llowing a refiner to recover 
all of the increases in real refining costs incurred , including 
interes t expens e ,  process ing fees , general overhead (legal , 
accounting and other adminis trative and service department 
functions) and materials and supplies . The inability to have 
the opportunity to recov�r all  costs can only act to discourage 
refinery expans ion and modernization. 

If  price controls are to continue , they mus t  be modified to 
allow full recovery of refining expenses to assure the long
term viability of refining operations . 

In summary , Texaco feels that the ERA should act quickly to 
implement the long needed revisions to the mandatory price 
allocation program contained in the proposed amendments and 
that these amendments be effective as of December 1 ,  1978 . 
We further recommend that the ERA act to develop additional 
amendments to the regulations to provide for f�ll recovery 
of all ref�ning costs and to allow a fair return on capital 
inves ted in refining expansion and modernization, 

Very truly yours , 

WKTj r : gk UU378 r�1u-fJ 



Union 76 Division 

Union Oil Company of California 

Union Oil Center, Box 7600, Los Angeles, California 90051 

Telephone (213) 486-7019 
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W. S. McConnor January 4 ,  1 9 7 9  
Pr .. �,d .. "1 

Department of Energy 
Publ ic Hearing Management 
Room 2 3 1 3  
Docket No . ERA-R-77-7 
2000 M Street ,  N . W .  
Washington, D C  2 0 4 6 1  

Attention : Mr .  Douglas G .  Robinson 
Economic Regulatory Administration 

At the hearing held December 1 9 ,  1 9 7 8  on the Draft Environmental 
Impact Statement , Union Oil Company was asked to supply additional 
information. Unfortunately the short time between the hearing 
and the deadline for submitting answers does not permit us 
to give a s  full and complete answers as we would like. The 
information given below is the best we could develop within 
the time allowed . 

We were asked specif ically about our plans for us ing fuel 
supplements such as alcohols or ethers , and the source 
materials from which we would make them . Union at the 
present time does not consider any of the fuel supplements 
as being economically viable and has no plans to produce or 
purchase any such supplements. We have studied the use of 
alcohols and are staying acquainted with the technology, but 
believe that only substantial government subsidies will make 
alcohol an economically viable gasoline suppLement. 

We were also asked to submit our views on the cost d i fferent ia] 
between leaded and unleaded gasoline , both on the average 
basis and# on " the margin. " This is a particu1arly d i f f icult 
question to answer because of the nature of petroleum 
refineries. We have to compare today ' s  cost with some 
hypothetical operation which we might carry on if unleaded 
gasoline had not been required . Not only wou1d we have 
different refining equipment , we would undoubtedly be selecting 
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a d ifferent crude slate. T o  d o  a complete analysis of this 
kind would take us more time and resources ��n we had 
available ,  and we have not completed a detaLled calculation. 
It i s  our estimate, however ,  that the average cost of making 
today ' s  volume of unleaded gasoline is in excess of two 
cents over the cost we would have had we been making 
conventional fuel s .  This includes a n  allowance for return 
on investment. 

The marginal cost of making additional unleaded gasoline 
varies substantially from one o f  our refineries to the other, 
largely depend ing on how much unused octane capabil ity is 
available at each location. The marginal cost ranges from 
as l ittle as one cent per gallon to as high as eight cents 
per gallon. Obviousl y ,  we would not make a decision to 
make additional gasolines at an incremental cost of eight 
cents per gallon, but would find some other. adjustment to 
reach an acceptable cost. Short-term adjustments might be 
changing feed stocks , adjusting octane specifications , or 
purchase of high qual ity blending stocks. Longer-term 
adjustments would be to install additional re fining 
facilities such as high severity catalytic reformers . 

We were further asked to give our views on the likelihood of 
a potential shortage o f  unl eaded gasoline in a decontrolled 
environment , and to express our opinion on what might happen 
to the price differential between leaded and unleaded 
gasoline should a shortage occur. Our view is that there 
is much less l ikely to be a shortage of unleaded gasoline in a 
decontrolled environment than there is if controls remain. 
We believe that in a decontrolle� environment the industry 
will keep an appropriate balance between the various grades 
of gasoline. We think the d ifferential in price at the 
ref inery level wil l  c hange very little from that existing 
today . Should there be a shortage , however , of unleaded 
gasoline, we would expect prices at the consumer level to 
increase and the differential between leaded and unleaded 
would be greater than it is today. 

In our testimony we indicated that all the regulations allow 
us is one cent per gallon as a return for the investment 
we have �lready made to make unleaded gaSOline. We were 
asked to explain more fully how we derived the one cent 
per gallon figure. This figure is derived from the basis that 
all non-product costs o f  making unleaded gasoline are al lowed 
to be passed through to the consumer and if recovered from 
the market place reimburse for whatever operating costs are 
required . There is no prov ision in the general regulations 
for a return on investment made, but there is provided in 
paragraph 212 . 11 2 (b) (1) a provision that allows us to 
increase the base price o f  unleaded gaso l i ne by one cent per 
gallon above that of the leaded gasoline which we sold of 
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comparable octane. This one cent per gallon, less any 
slippage that occurs in computation of passthrough of 
product and non-product cost,  can be construed as an 
allowance for return on investment. 

If  you desire any further information or wish to clarify 
any of the above points ,  please contact me directly, or 
Joseph Byrne of our company at 2 1 3/48 6-67 1 9 .  

Very truly yours ,  

UNION OIL COMPANY OF CALIFORNIA 

1- 0, .zj', ) lr..f.. '(-IC<lj;.L/ 
w w  s. McConnor 
President 
76 Division 
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American Petroleum Institute 2101 L Street, Northwest 
Washington, D.C. 200371rr) (202) 457,7300 ]: 

Charles J" DiBona 
PreSld�nl 

Depart�ent of Energy 
Public Hearings Managecent 
2000 M S tree t ,  N . W, 
Washington , D . C .  20461 

January 5, 1979 

Re : Docket Nos .  ERA-R-77-3  and ERA-R-7 7 - 7  

Gent1eme.n : 

7703048 

I am enclosing herewith the comments of the American Petroleum 
Institute ("AP I " )  on the Department of Energy ' s  Draft Environ
mental Impact Statement e'ErS") concerning the d"e'regulation 
of motor gasoline and the proposed amendments to allo-.;o1 
refiners to allocate addit ional increased costs to motor 
gasoline (the "tilt amendments") . 

In order to as sure that a
"
dequate supplies of gasolille are 

available to meet this Nation ' s  needs . it is imperative that 
deregulation be icp1emented as soon as possible . Only 
deregulation will  provide the incentives to produce suffi
cient quantities of unleaded gasoline to achieve this Nation ' s  
environmental- goals .  Pending deregulation the Department of 
Energy should adopt the tilt amendments retroactive to 
December 1,  1 9 7 8 .  

Since the Department of  Energy h a s  indicated that both 
deregulation and the tilt amendments must await the completion 
of a final E I S ,  API urges the Department of Energy to carefully 
consider these and other comments filed in connection with 
the draft EIS and to issue a final EIS as expeditiously as 
practicable . 

S�t:U'., � e
; 

elY

. 

'J/L 
. '4tt& 
' l/. � har1es . DiBona 

Ii 
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COM1�ENTS OF THE AMERICAN P ET�OLEUM 
INSTITUTE ON THE DEPARTNENT OF ENERGY ' S 

DRAFT ENVIRONMENTAL IMPACT ST"I'EI1ENT 
CONCERNING THE DEREGULATION O? 110TOR 
GASOLINE AND THE PROPOSED A:'lEl;:lMENTS 

TO ALLOW REFINERS 1'0 ALLOCATE 
ADDITIONAL COSTS TO MOTOR GASOLI�E 

The Ame r i can Petroleum Institute (AP I )  appreciates the 

opportunity to present its views on the Department of Energy ' s  

( DOE ) Draft Environmental Impact S t a tement (draft £ I S )  concerning 

the deregu la tion o f  motor gaso l i ne and the proposed - t i l t "  

amer.dments� The t i l t  amendments a l low ret lners t o  allocate 

add i t ional increased costs to motor gasol ine in a way which 

better reflects the true cost of producing gasol i n e .  

The A P I  i s  a national trade assoc i a t ior.. � t  represents 

approximately 350  companies and 7 , 000 i nd i v iduals engaged in 

petroleum exploration, product ion , ref i n i nq transportation, and 

marketing. API and i t s  members have a v i tal interes� in DOE ' s  

proposal to decontrol motor SJ asol ine an
'
d i n  the proposed t i l t  

amendments. 

The A P I  endorses the draft EIS and co��ends the DOE for the 

job that it has done . API ' s  analys i s  of addi tional factors 

relat ing to deregulat ion and the t i lt amend�ents provides further 

support for the conclusions reached by the DOE. API agrees w i th 

the DOE that neither the deregu lation of r.o�or gasoline nor 

the implementation of the t i l t  amendments is l ikely to have 

s ig n i f i cant adverse envi ronmental e f fect s .  I f  fact , API f irmly 

bel ieves that deregulation o f  motor gaso l i n e  at the e a r l i e s t  

poss ible moment and promu lqation of t h e  t i l t  amendments pend i ng 
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deregu l a t i on w i l l  help assure that shortages of g a sol ine do not 

result in s ig n i f icant environmental harm to the Nation. 

The Supply of Unleaded Gasol ine 

O f  the various regu �atory alteLnat ives con s i nered, the 

perpetuation of the c u rrent reg u l atory scheme would be most 

l ikely to lead to the greatest unleaded gasoline shortages ,  and 

the least production of unleaded gaSOl ine. The environmental 

consequences attendant to shortages o f  unleaded gasoline e ither 

i n  the short term ( 1 978-1980 )  o r  the long term ( 1 980 and beyond ) 

could be s i g n i f icant. 

To the extent that any of the regulatory aleernatives to 

deregulatiJn considered in the draft EIS do not a l low market 

clearing prices , the q uantity of unleaded gasoline demanded may 

exceed the quantity supplied. Such a shortage would result in 

non-price rationing at the wholesale or reta i l  level or bo th. 

Th is non-p r i ce rat ion i ng could take the form o f  q ueue s ,  l imita-

t ions on purchase s ,  or an extens ive search to f ind the unleaded 

gasol i n e ,  etc. Non-price ration i ng would encourage the u se of 

a substitute which i s  not rationed. In this case , it would 

encourage the use of leaded gaso l i ne and m i s fuel i ng would occur. 

Th i s  m i s fuel ing, i . e . , use of leaded fuel in cars des igned to 

meet emi s s ion standards only when used w i th unleaded fuel , would 

l ikely harm the envi ronment . Therefore, it may be appropriate 

for DOE to consider such harm i n  the final E I S .  
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A .  Con t i nuat ion of Current Con trols 

API bel i eves that continuat l on o t  the present p r i ce and 

al loca t ion regu lat ions would s ig n i f icantly increase the proba-

b i l i ty of unl eaded g a s o l i ne shortages and could therefo r e  cause 
11 

s e r ious envi ronme ntal damage.
-

I n  order to produce the larger 

volumes o f  unleaded g a soline which will be demanded in the 

f u ture,  refiners w i l l  have to i ncur h igher cap i t a l  inve s tment and 
� 

operat ing cos t s .
-

The regu l a t ions do not permi t f u l l  r e covery 

:!7 

y 

The- Env i ronmental P rotect ion Agency ( EPA) has recently 
recog n i z ed that a shortage o f  unleaded g a so l i ne may have a 
substan t i al adverse e f fect on the envi ronment which i s  
unrelated to i nc r e ased price s  for such fuel� O n  D e cember 
2 1 ,  1 9 7 8 ,  Barbara B l um, Deputy Ad m i n i s trato r ,  BPA, submi t ted 
test imony to the S u bcommi ttee on Energy and Powe r ,  Co��i ttee 
on I n terstate and Foreign Commerce , House of Represen t a t i ve s  
whe r e i n  s h e  stated: 

( A] s u bstan t i a l  shortage i n  gasol ine has the poten t i a l  
t o  unravel what we have acco�? l i shed t h u s  f a r  i n  auto 
em i s s ion control.  In a shortage s i tuation car owner s  
w i l l  use whatever gasol ine they can g e t  and i f  that 
happens to be l eaded, ( wh i c h  i s  very l i k e l y )  that is 
what they w i l l  use.  Th i s  would ruin the catalyst and 
increase a i r  pol lu t ion . Thu s ,  the pol i cy that as s u r e s  
addequate suppl i e s  o f  unleaded gas would appear to be 
the wisest.  

On December 1 1 ,  1 9 7 8 ,  Harvin Durn ing , Ass i s tant Ad m i n i s
t rator for Enforcement , EPA, and David G �  Hawk i ns ,  A s s i s t a n t  
Adm i n i s t rator f o r  A i r ,  No i se a n d  Rad i a t io n ,  EP A ,  m a d e  t h e  
same s t a tement i n  w r i t ten test imony SUbmi tted to t h e  Senate 
Comm i t tee on Energy and Natural Resource s .  

The demand for unl eaded gasoline i s  projected t o  i ncrease to 50 percent of a l l  gasol ine by 1 9 8 0  a nd 7 8  percent by 1 9 8 5 .  
S t a tement o f  John F .  0 1 Le a ry ,  Deputy Secretar y ,  Departme n t  
of Energy , December 2 1 , 1 9 78 , before the Subcomm i t t ee O n  
E n e rgy and Power, Comm i t t ee on I n t e r s tate a n d  Fore ign 
Comme rce , House o f  Representatives , p .  1 0 .  
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of the h igher cos t s  associ ated w i th the output of unle aded 

g a sol i n e .  For examp l e ,  r e f iners cannot pass througn t::u gasoline 

the increased fuel c�sts requ i red to run alklyat ion and isomer i-

zat ion u n i t s  to produce un��aded g asol ine. At some r e f l ne r l e s ,  

d epend ing o n  the amount o f  unleaded gasol i ne produced, these 

i ncreased fuel costs are s ig n i f i can t .  Re f i ners w i l l  a l so need to 

make add i t iona l i nvestments to produce adequate suppl i e s  o f  

unleaded gasoline�  Howeve r ,  the regulat ions do not permit a 
� 

r e t u rn on investments made to increase capacity .
-

B .  API ' s  Analy s i s  o f  Ce i l ing P r ices 

AP I ' s analy s i s  of the envi ronmen t a l  impact o� gasol ine 

price ce i l ings d i scloses that price controls actua l l y  i ncrease 
V 

m i s f uel ing.
-

Conve rsely , pol i c i e s  ( e . g . , price con t ro l s )  wtl i ch 

deter the produ ct ion of unleaded gasol i ne will increase the 

d emand [or leaded gasol ine.  Although i t  is not necess a ry from 

the s t andpoin-t o f  the N a t ional Environmental Policy Act, AP I 

suggests that DOE e x amine t h i s  analys i s  in connect ion w i t h  the 

f in a l  E I S .  

II 

il 

The- fact that some r e f iners have made some su�h i n ve stme n t s  
under the present regulatory s cheme does n o t  m e a n  t h a t  
add i t i onal c a p i t a l  expend i tures a r e  a s sured. T e s t imony 
at the December 1 9 ,  1 9 7 8 ,  hearing on the d r a f t  B I S  i nd i cated 
that some prior investments were made in anti c ipat ion of the 
deregu l a t i on o t  motor gasol i n e .  

See At tachment I ,  P a u l  Kobr i n ,  " F uel Switching, G a so l i n e  
p r ice Control s ,  and the Leaded-Unleaded Gasol i ne P r i ce 
D i f ferent i a l , "  API Cr i t ique No. 6 ,  De cember 27 , 1 9 7 8 .  
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c .  Impact o f  Enforced Price D i f ferent ial 

DOE a l so may wallt 1.:0 consider t.he extent to which the 

controlled price d i f ferential al ternative presented in  the draft 

EIS would c l s courage the production of unleaded gasol ine . That 

alternative, as i s  the case wi th the continuation of  the present 

regulations,  may not assure adequate suppl ies of  unleaded ga50-

l ine to prevent environmental harm. In fact , AP I ' s  analysis 

d iscloses that the i mpact of  a controlled price d i ffe rent ial is 
5/ 

unpredictable.-

D .  Optimal Pol icy - - Deregulation and T i l t  

Deregulat ion of motor gasol ine i s  the only alternative that 

w ill g ive ref i ners adequate incentives to produce suf ficient 

q uant i t ies of unleaded gasoline of  appropriate octane s .  Only 

deregulat ion will assure unleaded gasol ine production suff icient 

to minimize misfuel ing and environmental harm. 

Pending deregu lation , API feels that the impleme ntation 

o f  the tilt amendments would help as sure adequate prodllction 

of unleaded gasol ine and protection o f  the environment.  The 

t ilt amendments will  allow refiners to pass through more than 

the presently mandated volumetric proportionate share of in-

creased costs to gasoline. Given the fact that gasol ine i s  

d isproport ionately more costly to make, the amendments would 

pr.ovide refiners added incentives to increase gasol i ne produc-

t ion. Increased unleaded production would decrease the near 

V-See Kobdn, �. cit . uG387 
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term pos s ibility of shortages and the attendant envircnmental 
� 

consequences . 

At the same tim�, it should be recognized that the i�plemen

tation of  the tilt amendments is not a long term solution. 

Al though the tilt amendments atteQpt to provide for recovery of 

increased costs,  they do not allow for recovery o f  the return on 

investments necessa�y to meet long-term demands for unleaded 

gasoline. Thu s ,  to the extent such shortfalls in unleaded 

gasoline cause misfueling, there may be s ignif icant long-term 

environmental costs associated with implementing the tilt amend-

ments instead of deregulation. 

In summary, consideration of  the adequacy of supplies of 

unleaded gasol ine and the environ�ental consequences of  poss ible 

shortages discloses that "deregulation is  the most des i rable 

alternative. Th i s  is especially true in l ight of  the environ-

mental costs of the possible shortfal l s  in suppl ies of unleaded 

gasoline that may occur under the other regulatory al terna tives.  

Pending deregu lation, the tilt amendments would minimize environ-

mental damage due to shortage induced misfueling. Continuation 

of the regulatory program in its  present form or implementation 

of an enforced price d i f ferential would most l ikely cause 

shortages of  unleaded fuel and needless misfueling with its 

attendant environmental harm .. 

� In order to maximize the benefits  that the tilt  amendments 
can have, DOE should implement them retroactive to December 1 ,  1 97 8 .  
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M i s fuel i!:,'l 

The e x t e n t  to w h i c h  m i s f u e l i n g  may be mo t i va ted b y  perfor-

mance and not bv p r i c e ,  and the r e l a t ive importance of performance 

i nduced m i s fuel i ng C?lnpdred to p r i c e  i nduced rn i s f ue l i ng ,  warrant 

a t ten t io n �  

I n  r e c e n t  years , m a n y  dome s t i c a u tomo b i l e s  h a v e  been 

d e s igned with incr e a s i n g l y  h igher compres s i on e n g i nes to meet 

the Department of Transpor t a t ion ' s  ( DOT) m i l e s  p e r  g a ) 10n 

s t andard s .  These e n g i n e s  req u i re h igher octane qasol ; �e t o  run 

w ithout e ng i ne "k nock . "  A s  a resu l t ,  some motor i s t s  may be 

induced to u s e  premium l e aded gasoline or even regu l a r  leaded 

9asol i n� to improve per forman c e .  Recent w i d e s pread d emand 

i ncreases for premium u n l eaded g a s o l i n e  � uggests t h a t  s u ch 

performance mot i vated m i sfue l i ng may be e x t ens ive . 

Should performance mo t i va t ed m i s fuel i ng be w id e s p r e a d ,  mu c h  

o f  the c u rr�nt d e b a t e  conc e r n i n g  t h e  e f fect of p r i c e  d i f feren

t i a l s  on m i s fuel i ng may be only marg i na l ly s i g n i f i cant . In t h i s  

regard, t h e  m i s f uC" l i ng i n formation subm i t ten. b y  AMOCO O i l  Company 

at the December 1 9 ,  1 9 7 8  h e ar i ng may be worthy of note . 

Furthermore, DOE shou l d  recog n i ze t h a t  to t h e  e x t e n t  t h a t  

d e regu l a t ion w i l l  provide t h e  proper i n c e n t ives f o r  t h e  produc

t ion o f  h i g h  o c tane unleaded g a sol i n e ,  it may reduce p e r formance 

motivated m i sfue l i n g .  

Al tern a t i ve s  

I n  t h e  d r a f t  E I S ,  DOE c o n s i d e rs reasonable a l terna t i ve s  to 

accomp l i s h  its regula tory obj e c t i v e s  and a s s e s s e s  s t e p s  w h i c h  
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m i g h t  be taken to mi t ig a t e  "the i mpa c t  of the proposed a c t ion . 

C e r t a i n  other m i t i g a t inq a c t ions or a l te r n a t i ve s  outs ide of DOE ' s  

j u r i s d i c t ion - - a nd mos t l y  w i t h i n  EPA ' s  j u r i sd ic t ion - - a l so may 

warrant some con s idera t io n .  

· ·A .  En forcement and E d u c a t ionai H e a s u r e s  

D i rect a c t i o n  a g a i n s t  m i s fu e l i ng mo tor i s t s  m ig h t  b e  more 

e f f i c i e n t  and e f f e c t ive than a n  a t tempt to reduce m i s f u e l ing by 

the m a i n tenance of p r i c e  con t ro l s . For examp l e ,  s t a t e  inspection 

and ma i n te n a n ce programs enforceable a g a i n s t  i n d i v idual motor i s t s  

wou l d  s h a rp l y  reduce m i sfuel i n g .  S u c h  programs m ig h t  requ i r e  a 

wor k i n g  c a t al y t i c  converter as a prerequ i s i t e  to 
·re n e w a l  of a 

v e h i c l e  reg i s tr a t i on ,  or to p a s s  a p e r i od i c  i n s pect ion . If t h i s  

were the c a s e ,  motor i s t s  w o u l d  l ikely become rr.or.e s c r u pulous i n  

t he i r  choice o f  fuel s ,  sharply reduci n g  m i s fu e l i ng i r respect ive 

o f  t h e  l e aded/u n leaded p r i ce o i f ferent i a l .  Should replacement o f  

a l l  poisoned converters be c o n s i dered u n acceptabl e ,  inspe c t ion , 
7/ 

m a i n t e nance , and enforcement programs , implemented by EPA
-

and 
8/ 

t he s ta t e s , could be made prospe c t ive .
-

y 

.0/ 

E PA ' s  A s s i s t a n t  Admi n i s trator for En forceme n t ,  M a r v i n  B .  
D u r n i n g ,  recently i nd i cated t h a t  reg u l a r  veh i c l e  inspection 
i s  the " mo s t  prom i s ing long term s o l u t ion n to tampering and 
s t a ted that the " agency w i l l  s te p  u p  i t s  e n forcement efforts 
a g a i n s t  tampe r i n g . " The Oil Daily, December 1 9 ,  1 9 7 8 ,  p. 5 .  

A t  the December 1 9 ,  1 9 7 8 ,  h e a r i ng o n  the d ra f t  E I S ,  C l a rence 
M. D i t low , I I I ,  D i rector, Center for Auto S a f e t y ,  expressed 
fear that emi s s ions i nspections wou l d  requ i re cos t l y  r e t ro
f i t t i ng of c a t a l y t i c  converter s and e v e n t u a l  col l apse of the 
cata l y t i c  converter program. The log i c  o f  this argument i s  
a t  bes t d i f f ic u l t  t o  s e e .  I f  the c a t a l y t i c ' converter 
program i s  worth ma i n t a i n i ng a t  a l l ,  it is worth the money, 
i n c l u d i n g  that for r e t ro f i t t i n g ,  needed to make it work . 
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Other mi t igating measures are also worthy of cons iderat ion . 

EPA or DOT might require tamper proof f i l l  pipes . Also,
' 

the 

warning decals on automobiles might be made more d i rect.  For 

example,  lI l t  is illegal to use leaded gasoline in th i s  veh icle" 

might be appropriate.  Finally,  EPA should consider publ i c  

education programs explaining the environmental hazard s o f  

misfueling.  It i s  unl ikely that motorists now understand fully 

the consequences of using the wrong fuel. 

The regu la tory schemes described above are narrow, focused 

s teps d i rected at mitigat ing concerns others have expressed about 

the poss ible environmental effects of d0regulation and the t i lt 

amendments . They fall w i th in the j u r i sd i c tion of EPA and DOT, 

agencies more d i rectly respons ible for the environment and for 

veh icle characteri s t i c s .  Al though it is appropriate for DOE to 

consider these alterna t ives , DOE is not required to ma i ntain 

unsat i s factory and inefficient regulations simply to compensate 

for EPA' s and DOT ' s  fai lure to act. 

B .  Delay o f  Lead Phasedown and MMT Ban 

One of the obj ectives of deregulation is to assure adequate 

volumes and octane levels in the Nation ' s  gasoline supply.  Th i s  

i s  also a n  objective o f  the t i lt amendments.  There are other 

a lternate actions which may tend to increase gasol ine production 

or whi�h enhance the clear octane pool rat ing of suppl i e s  in the 

00391 

- 1 0  -

short term. One such act ion would be delay of EPA ' s  lead phase-

<.lown program and the removal of the MHT ban. 

There is l ittle doubt that E PA ' s  lead phasedown prooram and 

i ts ban on MMT have reduced the volume of gasoline produced and 

d imini shed its  octane level. without add i t ives such a s  lead and 

MMT , octane must be i ncreased principally through expens ive 

a lkylation and reforming procedures.  Some ref iners do not have 

sufficient fac i l i t ies for performing such processing and , because 

continued regulation promises an inadequate re turn, are hesitant 

to i nvest i n  them. Even for those ref iners w ith ample alkylation 

and reforming capacity , gasol ine y ield per barrel of crude oil i s  

apprec i ably reduced, and extra energy is  consumed i n  the ref i n ing 

process,  in order to ach ieve a h igher octane level .  

Delay o f  EPA ' s  lead 'phasedown program and a removal of the 

MMT ban co�ld increase gasoline production in the short term. 

Because such delay could reduce the chances of near term g asol ine 
� .  

shortages ,- i t  might lessen the chances of rni sfuel ing and i t s  

environmental consequences . 

Miscell aneous Comments 

A .  Inflationary Aspects 

The final E I S  should s tate whether cost and price projec-

t ions are made i n  constant or inflated dol lars . Th is  mod i f i ca-

t ion is important for clar ity and consistency . 

�us, mod i f i cat ion of the lead phasedown and MMT programs 
might accommodate the concern over short-term supplies 
expressed by EPA at the December 1 9 ,  1 9 7 8 ,  hearing on the 
draft E 1 5 .  
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B .  Regulatory Purpose 

The final EIS  should treat the tilt amendments as a d istinct " 

contemplated action, rather than as an alLernative. The regula-

tory purpose of the tilt amendments should be described and 

their economic and environmental ef fects clearly set forth . 

C .  Leaded/Unleaded DiffeLential 

API h as attempted to replicate DOE ' s  calculation of the 

cost increases attributable to the EPA lead phasedown program 

(Append ix E ) .  Attachment II indicates that DOE , on the basis o f  

its methodology , h a s  overstated such cost increases , apparently 

due to an ari thmetic error. 

D .  possible Overstatement of Environmental Impact o f  Catalyst 
Poisoning 

The estimate of the e ighL fold increase in emi s s ions from 

catalysts deactivated by leaded gasol ine may be too h igh . 

Attachment 1: 1  suggests that a more probable estimate may be 

somewhere between a two and five fold increase. 

E .  Environmental Impact of Refinery Expansions 

API concurs in the conclusion that the environmental impacts 

from refinery expansion will  be insignificant. EPA requirements 

for nonattainment areas and its P revention o f  Signif icant Deteri-

oratiqn regulations would appear to foreclose any s ignif icant 

incctased emiss ions impact from refinery expans ion. Li kew ise, 

o ther statutory and regulatory restraints assure that other 

environmental effects will be minima l .  
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F .  Prices and Emissions 

Finally, DOE should consider clarifying the draft E IS ' s  

treatment o f  the emi ss ions increase expec�ed from deregulation 

and the tilt amendments . That discuss ion sugges ts a conflict  

between DOE ' s  projection of a very slight increase in misfue!ing 
1 0/ 

and emissions ,-- and EPA's est imate of a 30 to 70 percent 
1 1/ 

emission increase from 1 0  percent misfueling .-- Much of this 

incons istency is only apparent.  The two project io'ns  measure 

different thing s .  Virtually all o f  the 3 0  to 70 percent figure 

c i ted by EPA mus t
,
have already occurred, and mu st be part of 

DOE ' s  "basel ine" figures,  because EPA estimates , that the mis

fuel ing rate is al ready almost 1 0  percent.  l'lhile this incon

S is tency is therefore not real, the EIS would be improved if that 

fact were made apparen t .  

A second apparent conflict between DOE ' s  figures and EPA' s 

arises from QOE ' s  projection that a controlled leaded/unleaded 

price d i fferential of zero would have only a slight environmental 
1 2/ 

bene fit.- I f ,  as EPA seems to suggest,  the current '8 to 1 0  
i 

percent misfuel ing rate is caused partly by the leaded/unleaded 

price di fferential,  one might expect a zero dif ferential to 

10/ Draft E I S ,  pp. IV 27-29 .  

1 1 / Draft E r S ,  pp_  I I I  1 ,  23 .  See also,  S tatement of Benjamin 
-- R. J ackson before the House Commi ttee on Small Business , 

Subcommittee on Energy , Environment , Safety and Research , 
August 9 ,  1 978 . 

11/ Draft EIS,  p. IV 3 8 .  
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decrease emissions by nearly 3 0  to · 7 0  percent. There are two 

possible expl anations for this seeming contrad iction. First,  EPA 

and DOE seem to attac.h d if ferent weights to price and per formance 

in switching decisions. Second, the 3 0  to 7 0  percent emi ssions 

increase which EPA postula�es may not be revers ible . Cars with 

poisoned converters apparently continue to pollute even if price 
1 3/ 

sensit ive motorists stop rnisfueling .--

Conclusion 

API endorses gasol ine deregulation as  the only reasonable 

means of ensuring appropriate ref inery investment and adequate 

gasol ine supplies.  Pend ing deregulation, API favors the tilt  

amendment s ,  and encourages their prompt �mplementation retro-

active to December 1 ,  1 9 7 8 .  

The E I S ,  the real ity of  the marketplace, and common sense 

demonstrate that deregulation of  gasoline is the only commer-

c ially and environmentally sound option . Deregulation should 

proceed with dispatch . The tilt amendments, retroactive to 

December 1 ,  1 97 8 ,  should fill any gap between now and the day 

�hen complete deregulation takes effect . 

�'fhis observation underscores the advisabil ity of inspection --
and maintenance prograQs which would require replacement of 
poisoned catalysts . 
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"Puel S witching, Gasoline P r i ce 
Controls ,  and the Leaded/Un leaded 
Gasoline Price D i fferent i a l "  by Paul 
Kobr in, API Critique N o . 6 ,  December 
1 7 ,  1 97 8 .  

Memorandum prepared by API regard i ng 
mathematical errors in Appendix E o f  
the D raft E I S .  

Memorandum prepared by Mob il O i l  
Concerning the environmental e f fects 
o f  converter deactivation . 
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E x e c u t ive Summary 

T h e  E n v i ronme n t a l  Prot e c t ion A g e n cy and o t h e r �  have opposed 

d econ t rol o f  g a s o l i n e  p r i c e s  on g rounos that i t  wou l d  have an 

adverse e nv i ronme n t a l  impac t .  They reason that decontrol wou ld 

w id e n  t h e  pos t e d  p r i ce d i f fe r en t i a l  between l e aded and u n leaded 

g a s o l i n e s ,  i nd u c i n g  more moto r i s ts to sw i t c h  i l l eg a l l y  to l e aded 

g a s o l i n e ,  fou l i nq c a t a l y t i c  conve r t e r s ,  3 nd hence i nc r e a s i nq a i r  

po l l u t io n .  I n  add i t ion to oppos i ng deco n t ro l ,  a po l icy a i med 

d i r e c t l y  a t  l im i t i ng the d i f f e re n t i a l  by a con t ro l  has been 

m e n t ioned . 

The e n v i ronme n t a l  e f fects of both of t h e s e  pol i c i e s  

who l e s a l e  a n d  r e t a i l  p r i ce ce i l i ng s  a n d  a cont rol of t h e  d i f

f e re n t i a l  -- are r i gorou sly a n a l y z e d .  I t  i s  f o u n d  t h a t  p r i c e  

c e i l i ng s  on u n l e ad e d  q a so l i ne aggravate t h e  pol l u t i o n  problem. 

A d i re c t  con t r o l  on the price � i f f eren t i a l  h a s  r e s u l t s w h i ch are 

u npred i c t a b l e .  

Pr i c e  Ce i l i na s *  

I f  p r i ce s  w e r e  below c e i l i ng s  and w e r e  e x p e c t ed to rema i n  

t h a t  w ay ,  d econ t r o l  w o u l d  have n o  i m p a c t  on p r i ce s ,  stof i t c h i nq o r  

pol �� t i o n .  Th u s ,  the argume n t  r e s t s  on the e x i s tence o f  p r i ce 

c o n t r o l s  w h i ch a r e  b i n d i ng or wou l d  become s o .  F u r t h e r ,  the 

a rgument must p r e s ume that i t  is the u n l eaded c e i l i ng t h a t  is 

b i n d i n g .  I f  b o t h  g r ad e s  were d e pres sed b y  con t r o l s ,  then de

c o n t ro l  wou l d  r a i s e  both and the d i f feren t i a l  might wel l  na r r ow ,  

A l im i t  o n  d e a l e r  mark-up on u n l eaded gasol i n e  has been 
m e n t i oned a s  a pol i cy a l t e rn a t i v e .  Howeve r- ,  that ap�roach 
esse n t i a l ly p l a c e s  a c e i l i nq on the r e ta i l  pr i ce i nd i re c t l y  
a n d  i s  t h u s  c a p t u red i n  the a n a ly s i s  above. 
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a nd i f  o n l y  t h e  l e aded ce i l i ng we r e  b i nd i ng t h e  d i f f e r e n t i a l  

wou l d  s u r e l y  n a r row . T h u s ,  t he a rgume nt a s sumes t h a t  o n l y  t h e  

u n l eaded ce i l i ng is b i nd i ng .  

A b i nd i ng p r i ce c o n t ro l i mp l i e s t h a t  t h e  qua n t i ty s u pp l i ed 

w i l l  not sa t i s fy tHe q u a n t i ty d ema nded . B u t  the u n l e aded g a s o l i ne 

demand w h i ch is uns a t i s f i e d  unde r c o n t r o l s  is s h i f ted to a c l o s e  

s u bs t i tu t e :  l e a d e d  g a so l i ne .  The r e su l t  i s  mo r e  consump t i o n  of 

l e a ded f u e l  in new c a r s  ( s w i tch i ng )  a l ong w i t h a h i g h e r  pr i c e  f o r  

t h a t  p r od u c t .  Th u s ,  c o n t r o l s  c a u s e  chea t i ng a nd t h e  co n t i nu a t i o n  

o f  s u c h  con t ro l s  pe r p e t u a t es s u c h  a c t i v i t y .  Conve r s e l y ,  m o t o r  

gaso l i ne d e c on t r o l  wou l d  s � i mu l a t e  the p r oduc t i o n  and consump t i o n  

o f  u n l e aded ga so l i ne a nd reduce swi tch i ng a nd i ts a t t e nd a n t  

po l lu t i o n .  

The c a s e  of a b i nd i ng who l e s a l e  p r i ce ce i l i ng o n  u n l e aded 

g a s o li ne is s im i l a r  to " t h e  r e t a i l . p r i c e  ce i l i ng case j u s t  con-

s i d e r e d .  A who l e s a l e  p r i c e  ce i l i ng t e nds to reduce the p r o d u c t i o n  

o f  u n l e ad e d  ga s o l i ne and t h u s  d r i v e s  up i t s r e t a i l  p r i c e .  T h e  

h i g h e r  r e t a i l  u n l e aded p r i c e  i nd u c e s  m o r e  swi tCh i ng .  

L i m i t i ng the P r i c e  D i f f e r e n t i a l  

Wi th a d i r e c t  con t r o l  ove r t h e  d i f fe r e n t i a l ,  i t  'cay be the 

case that ne i the r ma rke t wi l l  c l e a r  a t  some pa i r  of p r i c e s ,  t h a t  

i s ,  t h e r e  m a y  b e  e x c e s s  d emand i n  one m a r k e t  a n d  e x c es s s u p p l y  

i n  the othe r .  I n  that ca s e ,  a dd i t i o n a l  assu�p t i o ns m u s t  be m a d e  

rega rd i ng the ad j u s tment m e c h a n i s m  t o  f i nd a s t a b l e  ma rke t 

eq u i l i b r i um .  A l t e r n a t ive l y ,  t he u s u a l  q u a n t i ty-p r i ce supply-

demand mo d e l  cannot be u s e d  t o  captu r e  t h e  eq u i l i b r i u m .  Because 
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t h e  s p e c i f i c a t i o n  of the a d d i t i o n a l a s s ump t io n s  n e c e s s a r y  t o  

a ch i eve a n  equ i l i b r i um i s  somewh a t  a r b i t r a ry ,  w e  con s i d e r  t h e  

o u t c ome o f  th i s  po l i cy s p e cu l a t i ve o r  u n p r ed i c t a b l e .  

U0401. 

I n t r o d u c t i o n  

A c u r r e n t  pub l i c  po l i cy i ss u e  is t h e  p r ospec t i v e  d e con t r o l  

o f  moto r g a s o l i ne .  O n e  a s p e c t  o f  t h e  i s s u e  i s  w h a t  e f f e c t ,  i f  

any , s u c h  d e �on t r o l  wo u l d  h ave o n  t h e  e n v i r onme n t .  Some , s u c h  a s  

t h e  E n v i r o nme n t a l  P r o t e c t i o n  Age ncy , h av e  a rg u e d  t h a t  d e c o n t r o l  

o f  g a so l i ne p r i ce s  -wo u l d  h ave a n  a d ve r s e  e n v i ronme n t a l  i mp a c t . *  

They r ea s o n  t h a t  d e c on t ro l  wo u l d  w i d e n  t h e  p o s t ed p r i c e  s p r e a d  

between l e a d e d  a n d  u n l e a d e d  gaso l i ne s ,  i nd u c i ng mo r e  �o t o r i s t s  t o  

s w i tch i l l eg a l ly to l e aded g a so l i ne ,  fou l i ng ca t a l y t i c  conve r t e rs ,  

a n d  h e n c e  i nc r e a s i ng a i r  po l l u t i o n .  

Fo r th i s  r e a so n ,  t h e  E P A  h a s  que s t io ne d  gaso l i ne pr i ce 

d e c o n t r o l .  In a d d i t i o n ,  t h a t  a g e n cy h a s  cons i de r e d  d i r ec t l y 

l i m i t i ng t h e  po�ted p r i ce d i f f e re n t i a l  be tween l e a ded a nd 

u n l e a d e d  g a s o l i nes . 

The e x t e n t  to wh i ch g a so l i ne p r i c e  d e c o n t r o l  w o u l d  i nd u c e  

f u e l  sw i t ch i ng b y  mo to r i s ts i s  ame n a b l e  t o  e c o no m i c  a n a l ys i s .  I n  

S e c t i o n  I o f  th i s  pap e r ,  i t  i s  demons t r a t e d  t h a t  unde r a t  l e a s t  

o n e  s e t  o f  .pl a u s i b l e  cond i t i o n s  wh i ch a r e  cons i s te n t  w i th E PA ' s  

t h i n k i n g  c o n ce r n i ng g a s o l i ne dema nd , t h e  l e v e l  o f  sw i tch i ng 

o r  ch e a t i ng w i l l  be d i m i n i s h ed - - n o t  i n c r e a s e d--by d e c o nt r o l .  

I t  i s  shown a l s o  t h a t  EPA ' s  co n t r a ry r e s u l t  i s  o bt a i n e d  by 

m i s t ak i ng a co n t r o l l ed p r i c e  f o r  a m a rk e t  c l e a r i ng p r i ce .  Once 

t h i s  m i s ta k e  i s  r ec t i f i ed ,  the t h r u s t  o f  the a n a l y s i s  i s  changed 

and the changed r e s u l t  fo l l ows . 

See t h e  s t a t e m e n t  of N o rma n D .  S h u t l e r ,  D e p u t y  A s s i s ta n t  
Admi n i s t r a to r ,  u . S .  E nvi ronme n t a l  P r o t e c t i on A g e ncy , b e f o r e  
t h e  D e p a r tme n t  o f  E n e r g y ,  F e d e r a l  E n e rgy R e gu l a to ry C o �m i s s i o n  
He a r i ng on G a so l i ne P r i c e  D e co n t r o l ,  Novembe r 3 0 ,  1 9 7 7 .  
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In S e c t i o n  I I  the e f f e c t s  of a po l i cy to l i m i t  d i r e c t l y  

t h e  p o s t e d  p r i c e  s p r e a d  be twe en l e a d e d  a n d  u n l e a d e d  g a so l i ne a r e 

e xa m i ned . Th i s  po l i cy i s  n o t  ame n a b l e  to a n a ly s i s  w i tho u t  

s p e c i f i ca t io n  o f  a d d i t i o n a l  a S 5 unp t i ons a n d  i s  n o t  ca r r i ed o u t  

h e r e .  

1 .  P r i ce Ce i l i ng s  and Po l l u t i o n  

I f  p r i ces we re b e l ow c e i l i ngs a n d  w e r e  e xp e c t e d  t o  r e ma i n  

t h a t  way , d e c o n t r o l  wo u l d  have n o  i mp a c t  on p r i c e s , sw i tch i ng o r  

p o l l u t i o n .  Th u s ,  t h e  a r g ume n t  r e s ts o n  t h e  e x i s te nce o f  p r i ce 

c o n t r o l s  wh i ch a r e  b i nd i ng or wou l d  become s o .  F u r t h e r ,  t h e  

a rgume n t  mu s t  p r e s ume t h a t  i t  i s  t h e  u n l e a d e d  ce i l i ng t h a t  i s  

b i n d i ng .  I f  b o t
,
h g r ades we re d e p r e s s ed by c o n t ro l s ,  t h e n  d e co n 

t r o l  w o u l d  ra i s e  b o t h  and t h e  d i f f e re n t i a l  m i g h t  w e l l  n a r row , a n d  

i f  o n l y  the l e a d e d  ce i l i ng w e r e  b i n d i ng t h e  d i f f e r e n t i a l  w o u l d  

s u r e l y  n a r row . Thus , t h e  a rgume n t  a s sumes t h a t  o n l y  th.e u n l e a d e d  

ce i l i ng i s  b i nd i ng ,  a n  a s s ump t i o n  we a c c e p t  f o r  p u r ? o s e s  o f  

a n a ly s i s .  

A. A F o r ma l  Mode l 

We w i l l  p rove r i g o r o u s l y  t h a t ,  i n  the c o n t e x t  of the E PA ' s  

a s s um p t i o ns , c h e a t i ng w i l l  be d i m i n i sh e d  by d e co n t r o l .  The n ,  a 

v e rba l-g r ap h i ca l  r a t i o n a l e  f o r  t h i s  r e s u l t  w i l l  be p r o v i d e d  

wh i ch a l s o  e x p l a i n s  t h e  a na l y t i c  e r r o r  b y  w h i ch t h e  oppo s i te 

c o n c l u s i o n  i s  r e a ch e d . 
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tole f i rs t  m o d e l  a b i n d i ng r e ta i l  pr i ce ce i l i ng o n  u n l e a d ed 

g a so l i ne a n d  p r o v e  t h a t che a t i ng i s  d i m i n i s hed by r e l a x i ng t h e  

c o n t r o l . .  T h e  mod e l  i s  t h e n  r e v i s e d  t o  c a p t u r e  t h e  c a s e  o f  

a b i n d i ng who l e s a l e  p r i c e  co n t r o l  a n d  i t  i s  p r o v e d  t h a t  t h e r e , 

t o o ,  r e l a x i ng t h e  c o ns t r a i n t  d i m i n i s h e s  che a t i n g .  

A po s s i� l e  compl i ca t i o n  i s  t h e  impo r t i ng o f  u n l e a d e d  g a s o l i n e  

so a s  to c l e a r  ma r k e ts e v e n  � i th p r i c e  c o n t r o l s  o v e r  do�e s t i c  

o u t pu t .  Bu t u nd e r  g a so l i ne pr i ce reg u l a t i o n ,  f i rms a r e  d e t e r r e d  

f rom impo r t i ng g a so l i ne .  F o r e i g n  g a s o l i ne i s  m o r e  c o s t l y  t h a n  the 

dome s t i c  p r o d u c t  m a n u f a c t u r e d  f rom p r i c e  c o n t ro l l e d  crude o i l .  

T h u s , t o  r e cov e r  t h e  h i g h e r  cos t  o f  f o r e i g n  �a te r i a l ,  h i g h e r  

s e l l i ng p r i ce s  a t  some l e v e l s  o f  t r a d e  a r e  requ i re d .  H o w e v e r ,  

h i g h e r  p r i c es a r e  po s s i b l e  o n l y  a t  t h o s e  l e v e l s  o f  t r a d e  whe r e  

c e i l i ng p r i c e s  a r e  b i nd i ng .  The reg u l a t i o n s ,  though , d o  n o t  

p e rm i �  t h e  r e c o v e r y  o f  t h e  h i g h e r, c o s t  o f  impo r t s  s o l e l y  f r o o  

t h o s e  l e v e l s  o f  t r a d e .  Thu s ,  f u l l  r e co v e r y  i s  p r e c l ud ed , d e t e r r 

i ng f i rms f r o� i�po r t i n g  g � s o l i n e  a n d  l e a v i ng some ma r k e t s  

u n c l e a r e d . 

We now p r o c e e d  w i th d e v e l opment of o u r  fo rma l mod e l .  

Al though t h i s  a n a l y s i s  i s  couched i n  t e rms o f  a r e ta i l  
ce i l i ng p r i c e ,  i t  i s  equa l l y a p p l i ca b l e  t o  a max imu� 
d e a l e r  ma rg i n  o n  u n l e a d e d  g a s o l i ne .  Tha t po l i cy sets a 
ce i l i ng p r i ce i nd i r e c t l y .  The m a r g i n  c o n t r o l  i s  a n  
a l t e r na t i ve c o n s i d e r e d  i n  t h e  Depa r tm e n t  o f  E n e rg y ' s  
D r a f t  E nv i ronme n t a l  Imp a c t  S ta t eme n t  o n  M o t o r  G a so l i ne 
De r eg u l a t i o n ,  N o v e m b e r  1 9 7 8 .  
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T h e  qua n t i t y  o f  u n l eaded g a so l i ne (q l ) d enanded f o r  u s e  i n  

c a r s  e q u i pped w i th cata l y t i c  conve r t e r s  i s  a func t i on o f  t h e  p r i ces 

o f  u n l e a de d  g a so l i ne a n d  l e aded g a s o l i ne or 

q l = h (P l , P 2 ) · 

I n  a dd i t i o n ,  the quan t i ty of l e a d e d  gaso�i ne demanded f o r  u s e  i n  

conve rte r-equ i pp e d  c a r s  i s  a func t i on ,  g ,  o f  the two p r i c e s .  

Chea t i ng o r  swi tch i n g ,  the n ,  � s  represented b y  t h i s  f u nc t i o n ,  g .  

We w i l l  l a t e r  d e t e r m i ne i f  9 r i ses ( e n v i ronme n t a l l y  unde s i r a b l e ) 

o r  f a l l s  upon a r e l a xa t i on of p r i ce con t ro l s .  

F i na l l y ,  the q u a n t i ty o f  ( l ea d e d ) gaso l i ne demanded f o r  use 

i n  o l d  ca rs i s  a funct i o n , f, o f  the p r i ce of leaded g a s o l i n e .  

" h e  t o t a l  dema nd f o r  l eaded g a so l i ne (q 2 ) i s ,  t h e n ,  

q 2 f ( P2 � + g ( P l , P 2 ) .  

Some c l a r i f i ca t i on o f  P I ' the p r i ce o f  u n l ea d e d  g a s o l i ne ,  

i s  req u i re d .  U n d e r  b i n d i ng p r i ce �on t ro l s ,  the nomi na l co n t ro l l ed 

p r i ce is l ess than the va l u e  p u r c h a s e r s  ass i g n t h e  commod i t y .  

· Va l u e "  m a y  b e  thought o f  as the p r i ce pe r u n i t  consu me r s wou l d  be 
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w i l l i ng to pay g i ve n  the q u a n t i t y  brought f o r th by the con t ro l l e d  

p r i c e .  T h i s  i s  i l l u s t ra t ed i n  f i gu re 1 .  

The co n t ro l l ed p r i c e ,  X ,  i s  l e ss than P I ' the p r i ce 

w h i ch con s u m e r s  wou ld be w i l l i ng to p a y _  T h i s  gap can be des-

c r i bed a s  the shadow value o f  the co n t ro l � In f ac t ,  f r e e l y  

t r a d e d  r a t i o �  coupons ( f o r  t h e  quant i t y  q l whi ch i s  supp l i e d  

a t  X ) wou l d  be w o r t h  P I -X , y i e l d i ng a t o t a l  p r i ce t o  consu m e r s  

o f  P I - I n  the a bsence o f  ra t i on coupo n s ,  c o n s u m e r s  would b e  

w i l l i ng to i n c u r  a ma r g i n a l  c o s t  o f  P 1-X to p u r c h a s e  a g a l l o n  

o f  g a s o l i ne a t  X ,  aga i n  y i e l d i ng a t o t a l  p r i c e  o f  P l . Th i s  

p r i c e  may b e  p a i d  by queu i ng ,  ma k i ng i l l i c i t  payme n t s , e t c .  

Noneth e l e ss , the 'p r i ce whI ch consu m e r s  a re w i l l i ng t o  pay ( t h e  demand 

p r i c e )  exceeds the con t ro l l e d p r i ce facing p roduce r s  (supp l y  

p r i ce ) � * 

The r e s u l t  of t h i s  m a r k e t  s i t u a t i on is that the q u an t i ty o f  

t h e  r a t i on e d  commod i t y i s  sypply-de t e r m i ne d .  That i s ,  produce r s  

. .  

I n  a p r o g r a mm i ng p rob l e m ,  a con s t ra i n e d  resou rce ma y have a 
nomi na l co s t .  I t s  shadow va l u e ,  d e r i ve d  f rom the d u a l , w i l l  
be h i g h e r  th a n  t h i s  nom i na l  c o s t  ( i f  the r e s o u r c e  i s  f u l l y  
employed ) . Th I s  i s  t h e  phenomenon cons i d e r e d  h e r e .  

P I w o u l d  b e  the u n i q u e  d e m a n d  p r i ce i f  consume rs c o u l d  
t ra d e  t h e  r a t i oned commo d i t y ,  r a t i on coupons o r  the l i ke 
a mong thems e lv e s .  In f ac t ,  the r a t i o n i n g  p rocedure may 
p r e c l u d e  t rad i ng in w h i ch case d i f fe r e n t  con s u m e r s  may 
a s s i g n  d i f f e r e n t  v a l u e s  t o  a (ma rg i na l )  u n i t o f  the commo d i t y .  
Then,  P I becomes a s t a t i s t i c  o f  a v a l u e  d i s t r i bu t i on .  
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equate the c o n t ro l l e d  p r i ce w i th ma rg i na l  c o s t . * The re s u l t i ng 

quant i t y ,  though s o l d  f o r  X ,  has a v a l u e  to consume r s  of PI 

w h i c h  is comp u te d  f r om the demand f u n c t i o n  (once t he quant i ty has 

been s e t  by p roduce r s ) . · *  

On� the s u p p l y  s i d e ,  t o t a l  c o s t--ma r ke t i ng ,  re f i n i ng , e t c . --

depends on the q u a n t i t i es of the two gaso l i ne g r a d e s  o r  

C C (q l '  q 2 ) ' 

We a s s u me t h a t  a l l  f u nc t i on s  a r e  con t i n uous and tw i ce 

d i f f e r e n t i a b le w i th respect to e a c h  a r gu me n t .  

The re a r e  f o u r  va r i a b l e s , PI , P 2 ,  q l a n d  q 2 a n d  one 

p a ra m e te r ,  X .  

Equ i l i b r i um ,  i f  i t  e x i s ts , resu l ts f r om the s i mu l taneous 

s o l u t i?n o f  the f o l l o w i n g  f o u r  equ a t i ons . 

T h i s  n o t i on i s  we l l  e s t a bl i s h e d .  F o r  e xamp l e ,  

s tu d e n ts • • •  e xp e c t  the qu a n t i t y  t ra ded to be some 
comp r o m i s e  between the l a r g e r  qua n t i t y demanded • • •  a nd 
the sma l l e r  quant i t y  o f f e re d  • • •  B u t  the r e s u l t i s  no 
comp ro m i s e ;  it is the sma l l e r  of the d e s i r e d  t r a n s a c t i�n 
mag n i t u d e s  that governs . "  

Quoted f ro m  J a c k  H i rs h l e i f e r ,  Pr i c e  Theory and I ts Appl i c a t i o�s , 
( E ng l ewood C l i f f s , N . J . ; Pre n t i ce H a l l ,  I nc . , 1 9 7 6 ) , p. 3 5 .  . 

We a l s o  a s s u me that consume rs a r e  una b l e  to i nduce a dd i t i ona l 
ou tp u t  f ro m  p r o d u c e r s  by the ma k i ng of s i de payments . That 
i s , p r i ce controls ef fect i ve l y  s e t  the total compensa t i on 
r e c e i ved by s e l l e r s .  

Some rea d e r s  ma y p r e f e r  to s e e  t h e  con t r o l l e d  p r i ce ,  x ,  i n  
t h e  dema nd f u n c t i ons i n  p l a c e  of the more a b s t r a c t  P l . We 
w i l l  show momenta r i l y that s u ch a f o r mu l a t i on i s  rnathel7la t i c� l l y  
i n t ra c t a b l e  a n d  assume s  away the p r o b l e m .  
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( I ) q l h ( P I ,  P 2 )  

( 2 ) q 2 f ( P 2 )  + 9 ( P I ,  P 2 )  

( 3 ) X = ' C ( G I , q 2 ) / 'q I 

( 4 )  P 2 = , C (q l ' q 2 ) / 'G 2 

Equa t i ons 1 a n d  2 a re the equ i l i br i um cond i t i on s  on t h e  

demand s i d e  w h i l e  equ a t i ons 3 a n d  4 g i ve a s u p p l y  e qu i l i br i um ;  

p r i c e e q u a l s  ma r g i na l  c o s t  f o r  each g a s o l i ne g r a d e .  A s  d e s c r i bp. d  

e a r l i e r ,  the c o n t r o l l e d  p r i c e ,  X ,  a f fects t h e  quant i t y  supp l i e d  

w h i c h ,  then , th rough t h e  demand s i d e  (equ a t i on 1 )  a f f e c t s  

P l ' 

I f  X a ppea r e d  in the dema nd f u nct i ons (g a n d  h ) i n  p l a c e  o f  

P I ,  t h e  mod e l  w o u l d  cons i s t  o f  o n e  p a r a me t e r  ( X ) , t h r e e  v a r i a b l e s  

( P 2 ,  q l and q 2 ) a n d  the f o u r  equa t i ons . W i t h  fewe r u n k nowns than 

equ a t i ons , a s o l u t i on t yp i c a l l y  wou ld e x i s t  o n l y  if X were s e t  t o  

c l e a r  t h e  u n l e a ded g a s o l i n e  ma r k e t .  B u t  w i t h t h e  p r i ce con t r o l  

non-b i n d i ng ( a n d  no th i ng l e f t  i n  t h e  mod e l  to r e p r e s e n t  excess 

demand ) , the p r o b l e m  is a ssumed awa y .  When P I  appea r s  i n  the 

demand f u n ct"i on howeve r ,  the model is ma thel7la t i ca l l y  t r a c t a b l e  

a n d  conco m i t a n t ly econo m i c a l l y  me a n i ng f u l  because e xcess d e l7l a nd 

then i s  re f l e c t e d  in the d i f f e r ence between PI and X .  

We a SS u me t h a t  the c o n t r o l s  a re b i nd i ng :  

P I > X .  

W e  a l s o  a ss u me u n l e a d e d  i s  the mo re e xpens i ve ( v a l u a b l e )  

g a s o l i ne : 

P I > P2 . 

T h i s  a s s u mp t i on unde r l i e s  con d i t i ons ( i i ) ,  ( i i i )  a nd ( v ) , p re s en t e d  

momenta r i l y ,  w h i ch d e a l  w i th s u bs t i t u t i on between g ra d e s . 
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A number of cond i t i o ns a r e  impos e d  on the demand a nd cost 

funct i ons . 

( i )  

The o l d  c a r  demand f o r  leaded g a so l i ne i s  downwa rd s l o p i ng :  

f '  d f /dP , < O .  

I n c r e a s i ng t h e  s h adow p r i ce o f  u n l ea d ed g a s o l i n e  i n c r e a s e s  

chea t i n g ,  h o l d i ng a l l  e l s e  cons t a n t :  

( i i )  a g / a P , > 0 .  

The new c a r  (chea t i ng ) dema nd f o r  leaded gas o l i n e i s  downw a r d  

s l op i n g :  

( i  i i )  a g / a P , < 0  � 

The demdnd curve f o r  u n l e aded ga s o l i ne i s  Downwa rd s l o p i ng : 

( i v )  a h/ a P , < O .  

I n c r e a s i ng �he p r i ce o f  l eaded g a s o l i ne sh i f t s  de�and 

( f rom g ) , i n c r e a s i n g  h :  

( v )  a h(� p z > O � · 

An i nc re a s e  in the p r i c e  of e i the r grade does not i nc r e a s e  

the demand f o r  g a so l i n e  i n  n e w  c a r s ,  o r  

( v i ) a (h+g ) / a P ,SO 

and 

(v!  i )  a (h+g ) /a P ,s.o .  

We p rove s h c r  l y  that con d i t i on s  ( i i )  and ( i i i )  c a p t u r e  
EPA ' s  assumpt o n s · conce r n i n g  the i l l eg a l  g a s o l i ne dema nd a n d  
a r e  a l s o  c o n s  s t e n t  w i th o t h e r  f o rmu l a t i ons o f  the chea t i ng 
'fu nct i on . 

The redu c t i o n in g need not equal the i n�rease in h .  See 
cond i t i o ns (v i )  a nd ( v i i ) . 
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We h a v e  speci f i ed the 9 d e m a n d  funct i o n  i n  the us u a l , gene r a l  

f o r m  9 9 { P l t P2 ) r a t h e r  t h a n  a s  9 9 ( P I -P 2 ) .  Howe v e r ,  

i f  g ( p ! ,  P 2 ) i s  a s s igned t h e  m o r e  spec i f i c  f o r m  9 ( P I -P 2 ) ,  

then cond i t i o n s  ( i i )  a n d  ( i i i ) , ,g/,P1 ' 0 > ,g/�P2 ' imply 

d g /d ( P I -P 2 » O . By demons t r a t i ng t h i s ,  we show th a t  any 

r e s u l t  wh i ch holds for the gene r a l  form o f  9 a l s o  h o l d s  for the 

m o r e  spec i f i c  form.  Tha t i s ,
. 

r � s u l t s  d e r i ve d  h � r e i n  are appl i c -

a b l e  t o  t h e  speci a l  case ske tched b y  E PA a n d  to o t h e r  cases . 

Symme t r y  o f  the a r gume n t s  in the spec i f i c  funct i o n  9 ( Pl -P 2 ) 

i mpl i e s  - ag/aP1=og/aPZ' S u bs t i t u t i n g  th i s  r e l a t i o n s h i p  in the to t a l  

d i f f e r e n t i a l  o f  g y i e l d s  

dg = !.'L dPI+ .'.L dP2= .'.L dPI- .'.L dP = 25L d (P - P. ) aPI ,pz ,PI ,PI 2 �P I I 2 

� = .'.L  = _ .'.L , d (P I  '- P 2) ,PI ap2 

� ' O > � . 
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The two g a s o l i ne g r a d e s  a r e  j o i n t  p r o d u c t s  ( c e r t a i n l y  i n  the 

r e f i n i ng s t age ) .  They compete for the same r e s o u r ces ( e . g . ,  

c r a ck i ng c a p a c i ty) a n d  a r e  t h u s  not comp l ements i n  p r od u c t i o n .  

The r e f o r e ,  i nc re a s i ng t h e  q u a n t i ty suppl i e d  o f  e i the r does not 

reduce the ma rg i n a l  cost of the o t he r ,  at l e a s t  i n  the short run, or 

( v i i i )  a
·

c / a q , a q ,!O .  

Ma rg i na l  c o s t  of e i the r g r a de i s  m o r e  a f f ec t e d  by a n  i n c r e-

ment o f  that g r ade than by an i n c rement o f  the other g r a d e ,  o r  

( i x )  

( x )  

, , , 
a C/ a q ,  - a C/ a q , a q ,  ) 0 

, , , 
• C ! a q ,  - • C / a q , . q , ) 0 .  

F i na l l y ,  t he r e  a r e  the th r e e  s econd o r d e r  c o nd i t i o n s  f o r  a 

p ro f i t  m a x i m u m  w h i ch a r e  i mp l i e d  by cond i t i on � ·
{ v i i i ) ,  ( i x )  a nd ( x ) : 

. , 
( x i ) a C / a q , > O ( i ncr eas i ng ma rg i na l  cos t of u n l eaded g a so l i ne )  

, , . 
( x i i )  a C / a q z > O  ( i nc r e a s i ng ma r g i n a l  co s t  o f  l e a d e d  g a s o l i n e )  

Z 1 1 1 1 
( x i i i )  ( a  C / a q , )  ( a  C / a q , ) - ( a  C / a q , a q , ) ' 

) 0 

( c onvex i ty
'�f C ) . 

A cave a t  mu s t  be a d d e d  to cond i t i ons ( x i )  a nd ( x i i ) ; 
, , 

a C / a q , 
, , 

a nd a C / a q ;,:  mu s t  be f i n i t e .  T h a t  i s ,  the e l a s t i c i t i es of s upply 

o f  the two g r ad e s  must be s t r i c t ly pos i t i ve a l though they may be very 

s ma l l .  In s e c t i on I I ,  i t  i s  c l e a r  th a t  ( s ome )  p r i ce r espons i veness 

mo t i va t e s  the r e s u l t  th a t  r el a x i ng con t ro l s  d i m i n i s h e s  pol l u t i o n .  

.We j u s t i f y  the assump t i o n  o f  s t r i c t l y  pos i t i ve s u p p l y  

e l a s ti c i t i es even i n  t h e  v e r y  s h o r t  r u n  as f o � l ow s .  F o r  t h e  

i nd u s t ry supply e l a s t i c i ty to be z e r o ,  e v e ry one o f  t h e  

uU411 
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approx i m a t e l y  2 30 dome s t i c  r e f i n e r i e s  would have t o  be o p e r a t i ng 

such th a t  the g a s o l i ne supply e l a s t i c i ty of each r e f i n e ry was 

zero.  Tha t i s  a d i f f i cu l t  a s sump t i on t o  a c c e p t  i n  l i g h t  o f  the 
. 

f l e x i b i l i ty wh i ch r e f i n e r i e s  have . Thu s ,  the deco n t ro l -

pol l u t i o n  r e d u c t i o n  · r e s u l t  d e v e l oped s h o r t l y  d o e s  n o t  requ i r e a n  

i n te r va l l o ng enough f o r  cap a c i ty to b e  i n c r e a s e d .  Rathe r ,  even 

the sh o r t - r u ri supply e l a s t i c i t y  i s  pos i t i ve ( t h ough pe rhaps 

s l i g h t )  wh i ch pe r m i ts the r e s u l t  to o c c u r  w i th g i ve n  r e f i n i ng 

f a c i l i t i e s . · ·  

Only e i g h t  of t h e  th i r t e e n  c o nd i t i o n s  a r e  independe n t . F i ve 

c o nd i t i ons -- ( x i ) ,  ( x i i ) ,  ( x i i i ) ,  ( i v ) , a nd ( i i i ) ,  for e xamp l e  

- - a r e  redundant (d e r i va b l e  f r o m  t h e  o t h e r  e i g h t )  a n d  a r e  p r o v i ded 

only to e l u c i da te the mod e l  a n d  to f a c i l i ta t e  the subsequent 

p r oofs . 

In the i mp l i c i t  mod e l  u n de r l y
·
i ng EPA ' s  conte n t i o n  conce r n i n g  

t h e  e f f e c t s  o f  decont r o l ,  i � l e g a l  de�and i s  a f u n c t i o n  o f  t h e  

p r i ce d i f f e r.en t i a l ,  i . e . ,  g= g ( P l-P 2 ) ,  s u c h  th a t  chea t i ng 

i nc re a s e s  as the d i f f e r e n t i a l  w i de n s  or d g /d ( P l -P 2 » O . 

* � 

* *  

Two e x a m p l e s  a r e  prov i de d  o f  el a s t i c i ty c r ea t i ng f l e x i b i l i t y .  
Even i n  t h e  s h o r t  r u n ,  ma i n t e na nce c a n  b e  d e f e r r e d .  Another 
me ans of i n c re a s i ng g a s o l i ne o u t p u t  i s  to change c a t a l y s t s  
i n  c r ack i ng a n d  r e f o rmi ng u n i t s  m o r e  f r equ e n t l y .  B o t h  o f  
the s e  poss i bi l i t i es per m i t i nc r ea s i ng g a s o l i ne p r o du c t i o n  a t  
h i gh c o s t s  e v e n  a f t e r  t h e  l ow c o s t  opt i ons o f  · s e t t i n g  t h e  
va l ve s  w i de ope n - have be e n  e x h a u s t e d .  

A supply e l a s t i c i t y  wh i ch i s  pos i t i v e  a t  a l l  ma rg i na l  c o s t  
(pr i c e )  l e v e l s  i s  cons i s t e n t  w i th f i n i t e capa c i t y .  The 
upwa r d  s l o p i ng ma r g i n a l  cost c u r v e  j u s t  approaches t h e  
ve r t i ca l  l i ne represen t i ng cap a c i ty a s ymp �ot i ca l l y .  

u0412 
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Thu s ,  the g e ne r a l  dema nd f u n ct i o n  a nd i t s cond i t i o n s  ( i i )  

a nd ( i i i )  capture the spe c i f i c  demand f o rm a nd i t s  cond i t i o n  a s  a 

spe c i a l  case . The g e n e r a l  f o r m ,  howeve r ,  a l so adm i ts cases i n  

wh i ch i l lega l demand depends upon the p r i c e s  o f  each o f  the two 

s u bs t i t u t e s  r a t h e r  . th a n  j u s t  u p o n  the i r  d i f f e re n ce .  

G i ven th i s  mo d e l  ( eq u a t i o n s  1 - 4  a nd t h e  th i r t een con d i t i o n s ) , ;-le 

show that a r e l a x a t i o n  o f  cori t � o l s  reduces chea t i ng ,  t h a t  i s ,  

� :  d g/dX < O .  T h i s  i s  the ce n t r a l r e s u l t  o f  th i s  sect i o n .  

A l s o ,  w e  show t h a t  dP l /dX < O ,  dgl/d X > O  a nd dg2/dX < O .  

P r o o f : The t o t a l  d i f f e re n t i a l s  o f  equ a t i o n s  1 - 4 . a re 

I ,h 'h 
-1 elF I 0 aP\ aP2 

( 5) 1 0 � f' + �  -, I I elF, 
,PI ,P, 

dX l ,'e ,'e I dOl aqr Clqldqz 

I -1 a'e ,'e dgz 0 og13q2 � j 

Le t [J1 r e p r e s e n t  the ma t r i x  i n  equa t i on 5 .  

Solving f o r  dP l ' dP2 ' dgl a nd dg 2 a nd d i v i d i ng 

each by dX y i e l d s  

3h -1 3P2 
dPl k + � 

( 6 )  ax- =  0 3P2 -1 � � +  (f'+ �) ,2e _1 ,P2 3g, ,g2 ,P2 � 
-1 

� 32e 
3gl'<rz � 

PI U(;41.3 

IJI 

(7) 

(8) 

(9) 

Also, 

,h 
aP\ 

elF2 
= _ 129. dX ,PI 

, 0 

aP\ 

-1 

·, 2e 
,gl 'g2 
rn 

,h 
iP2 

-1 I _ (� � + �  ,2e ) 
'PI 'gl ,go ,PI � 

IJ' 
,2e 
Clgz 

I ,h 

dgl � dj{ =  ,PI 

Lo 
f ' + � -1 I ,P2 

-1 � 
= _ 2� + ,2e [� (f'+ �) _ � �l ,PI � ,PI ,P2 ,P2 'PI 

IJI 3g� 
rn 

,h 
-1 aP\ iP2 r dg, _ � ax- - aPl 

0 
f'+ �  0 I ,P2 

,2e 
-1 ---

- -{ � + �  [�(f'+ '0 ) - � �J ;  . aPl Clq1 3qz aPl ;;Pz ClPZ aPl ' 
IJI 

PI 

3g1 'g2 
fJl 

[� (f'+ �) - � �J ,PI ,P2 ,PI ,P2 

_ (2E._ � + � �) 3PI 3gi ,PI 'gl ,go • 

32e ,2e 32c 2 [aqr- aqr- - ( ,gl " ') J 
2 I 
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The s i g n  of j J I i s  pos i t i v e . * The nume r a t o r s  of equ a t i on s  

6 r  8 a nd 9 a re nega t i ve ,  pos i t ive and neg a t i v e ,  respec t i v e l y . * *  

I t  then f o l l ows t h a t  

( 1 0 )  

( 1 1 )  

( 1 2 ) 

d Pl /d X < O  

9Q l /dX>0 

dQ2/d X < 0 .  

By cond i t i on s  ( i i )  a nd ( v i ) ,  

o < �  < - � ,PI 'PI 
a nd s i mi l a r l y  by cond i t i ons ( v )  a n d  ( v i i ) ,  

O < �  < _ 22... 'Po 'Po 
Tak i ng t h e  p roduct of the a bo ve two e xp re s s i ons a n d  
t ra nspos i ng y i e l d s  

'h 
Addi ng f I ;;Pl 
y i e l d s  

O < �  29. _ 2!'. � - ,PI ,PO ,PO ,PI 
wh i ch is po s i t i ve by cond i t i o n s  ( i )  a n d  ( i v ) , 

o < � ( f O + �) - � � ,Pl . 3Po 'Po 3Pl 
( T h i s  e xp r e s s i o n  a l so appea rs in equ a t i ons 8 a nd 9 . )  

S i m i l a r  a n a l y s i s  u s i ng c o n d i t i ons ( i i ) ,  ( v i ) ,  ( v i i i )  a nd 
( i x )  shows the l a s t  e xp ress i on in pare ntheses to be nega
t i ve .  The m i dd l e ,  bracketed t e r m  i s  pos i t i ve by con d i t i on 
( x i i ! )  • 

The nume ra t o r  o f  equ a t i on 6 c a n  be shown to be neqa t i ve 
by the type of ana l y s i s  in the p r e ce d i ng footnote

· 
u s i ng 

con d i t i ons ( i ) ,  ( v ) , ( v i i ) ,  ( v i i i ) , ( x )  a n d  ( x i i ) .  The 
s i gns of the nume r a t o r s  o f  equ a t i ons 8 a nd 9 are re a d i l y 
d e t e r m i ne d  f rom t h e  s i gns of the express i o n s  a s c e r t a i ne d  
i n  the p r e v i ou s  footno t e .  

U0415 

- l S-

We d i s t i ng u i s h  the two po s s i b le cases d P 2/dX�O a nd 

d P 2 /d X < 0 .  I f  dP 2/dX�O , i t  is appa r e n t  f r om the t o t a l  

d i f fe r e n t i a l  o f  9 d i v i d e d  by dX , 

dg/dX � 
,PI 

t h a t  

dg/d X < O  

� + � dPz 
dX 'Po dX 

by equa t i o n  10 a nd con d i t ions ( i i )  a nd ( i i i ) . 

If dP 2/dX < O ,  t h e n  d f /dX>O by cond i t ion ( i ) . The 

t o t a l  d i f fe re n t i a l  of equa t i on 2 d i v i d e d  by dX i s  

dQ2/dX d f /dX + dg/dX . 

G i v e n  equa t i on 1 2 a nd d f /d X ) O ,  th i s  imp l i es 

dg/d X < O .  

Th i s  exhausts the po s s i bl e  c a s es . I n  a l l ,  d g/dX < O ,  d P l/dX < O ,  

dQ l /dX>O a nd dQ2/dX < 0 .  T h u s ,  r e l a x i ng ( r a i s i n g )  the u n l e a d e d  

g a so l i ne r e t a i l  p r i ce ce i l i ng r ed u c e s  c h e a t i ng a nd h e nce recuces 

p o l l u t i o n ,  c o n t ra ry to the ass e r t i o n  of the EPA . 

UU416 



The mo d e l  i s  now e x t ended a n d  r e v i sed to i nv e s t i g a t e  t h e  

c a s e  o f  a b i nd i ng who l e s a l e  p r i ce c e i l i ng on u n le aded ga s o l i n e .  

W e  pr ove t h a t  r e l a x i ng t h e  c o ns t r a i n t  r e d u c e s  po l l u t i o n .  

T h e  demand s i d.e o f  t h e  mo d e l  -- equa t i ons 1 a nd 2 a n d  

c o nd i t l ons ( i )  t h rough ( v i i )  - - r ema i ns the same . Howe v e r ,  

b e c a u s e  the r e t a i l  p r i c e  i s  n o t  bound by c o n t r o l s ,  P I  i s  he r e  a 

m a r k e t  c l e a r i ng p r i ce as we l l  as a s h a dow va l u e .  

Pr e v i ou s l y , t h e  supply s i d e  w a s  r e p r e s e n t ed b y  t h e  t o t a l  

c o s t  f u n c t i o n  C ( q l , q2 )  wh i c h  i nc o rp o r a t e d  a l l  c o s t s - -

r e f i n i ng ,  ma r k e t i n g ,  e t c .  To model a p r i ce c o ns t r a i n t  wh i ch 

a f f e c t s  an i nt e rmed i a t e  s t a g e ,  i t  is neces s a r y  to decomp o s e  C 

i n t o  two f u n c t i o n s .  L e t  M ( q l l q2 ) r e p r e s e n t  tlie t o t a l  Cos t 

of a l l  s ta g e s  beyond t h e  p o i nt at wh i ch the c o n t r o l  i s  b i nd i ng .  

L e t  R ( q l ' q 2 )  r e p r e s e n t  the t o t a l  cos t o f  a l l  s ta g e s  pr i o r  t o  

the po i n t  a t  wh i ch the co n t r o l  i s  bi nd i n g .  ( R  a nd M m i g h t  be 

though t o f  as r e f i n i ng and- ma rk e t i ng a l t hough t h i s  need not be the 

c a se . )  O f  'cou r s e ,  C R+M . 

L e t  Z r e p r e s e n t  the b i n d i ng who l e sa l e  p r i c e  ce i l i ng on 

u n l e aded ga s o l i n e .  

F i g u r e  2 p o r t rays t h e  u n l eaded g a so l i ne ma r k e t  i n  t h i s  case . 

The re , t h e  r e f i n e ry g a te supply p r i ce is the ma r g i n a l  cos t up t o  

t h a t  po i n t  o r  a R/a q l . It i s  at t h i s  po i n t  tha t the wh o l e s a l e  

p r i c� c o n t r o l  i s  assumed b i n d i n g .  

LUt1:17 
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Thu s ,  

( 1 3 )  ' Rla g l �  
The cu r ve ma r k e d  " s e r v i ce s ta t i o n  s u pp l y  pr i ce "  i s  the 

ma rg i na l  co s t  o f  ma rke t i n g  plus the who l e s a l e  p r i c e  o f  p u r c h a s e d  

p r o d u c t  o r  a M/ a q l+Z ! * . 

As f i g u r e  2 i nd i ca t e s ,  the q ua n t i ty of u n l ea d e d ,  q l ,  i s  

d e t e rmi ned a t  the wh o l e s a l p.  l e v e l  by the p r i ce con s t r a i n t ,  equ a t i o n  

1 3 .  When t h i s  q u a n t i ty i s  p u t  o n  t h e  r e ta i l  ma r k e t ,  a ma r k e t  

c l e a r i n g  p r i c e ,  P I '  r e s u l t s  wh i c h  e x c e e d s  t h e  s € r v i ce s ta t i o n  

s u pply p r i ce b y  a n  amo u n t  Y o r  

( 1 4 )  P I aM + z + Y .. 
� 

Y may be i n t e r p r e te d  as the shadow va l u e  of t�� cons t r a i n t .  

T h e  l e a d e d  g a so l i ne m a r k e t  c l e a rs a t  both t h e  who l e s a l e  a nd 

r e ta i l  l e v e l s  so the r e t a i l  p r i c e  e q u a l s  c o m b i ned ma r g i na l  c o s ts 

o r  
( 1 5 ) P 2 , R  + 3M 

a g 2 a g ? 

One of the --cl a s s i c  mo t i v e s  f o r  ve r t  i c a l  i n te g r a t i o n  i s  the 
avo i da n ce of a ma r k e t  i n  which p r i c e s  a re cont r o l l e d .  U n d e r  
ve r t i ca l  i n t e g a t i o n ,  t h e  i n t e r- s t a g e  con t ro l l e d  p r i ce i s  
imma te r i a l f o r  a l loc a t i o n  p u r po s e s . W e  as sume t h e  cont r o l l ed 
p r i ce i s  b i nd i ng i n  a me a n i ng f u l  s e n s e ,  i . e . , i t  a f fe c t s  
r e s ou r c e  a l l oc a t i o n ,  wh i ch i mp l i es t h a t  t h e  t r a n s a c t i o n s  i n  
q ue s t i on o c c u r be tween un a f f i l i a t e d  p a r t i e s .  

Beca u s e  t h e  whol e s a l e  p r i c e  ce i l i ng i s  assumed b i n d i n g ,  
t h e r e  mu s t  be e x c e s s  demand a n d  some s o r t  o f  r a t i o n i ng .  
Whe n  r a t i o n i ng i s  n e c e s s i ta t e d  by pr i ce ce i l i ng s  i n  t h e  
w h o l e s a l e  p e t r o leum p r o d u c t s  ma rk e t s ,  fede r a l  a l lo ca t i o n  
reg u l a t i on s  d i ct a t e  t h e  m e t h o d  b y  wh i ch p r o d u c t  i s  r a t i o ned 
to de a l e r s .  The r e  is no r e a s o n  to � u s pe c t  t h a t  t h e s e  
regu l a t i o n s  f ac i l i t a t e  the equa l i z a t i o n  o f  ma rg i na l  cos ts 
a c r o s s  d e a l e r s .  Th u s ,  i nd u s try ma r g i nal c o s t  o f  ma rke t i n g  
i s  a f u z z y  c o n ce p t .  Howeve r ,  f o r  a n y  g i ve n  s e t  o f  a l l oc a t i o n  
r u l e s , t h e r e  i s  a supply p r i ce o f  ma r k e t i n g  s e r v i ce s  f u n c t i o n .  
a M/a q l shou l d  b e  rega rded a s  tha t funct i o n .  

u0419 

( 1  ) 

( 2 ) 

( 1 3 )  

( 1 5 )  

( 1 4 )  

T h e  nodel then c o n s i s t s  o f  equa t i o n s  1 ,  2 , 1 3 ,  1 4  a n d  1 5  o r  

g ,  h ( '1 ,  , g , ) 

g , f ( P , ) + g ( P " P , ) 

a R/ a g , 

P , a (R+M) ( a g ,  

P , a M/ ag , + Z + Y 

We a s sume tha t the r e s t r i c t i o ns p l a ced on C by c o nd i t i on s  

( v i i i )  t h r o u g h  ( x l i i )  a p p l y  t o  t h e  compone n ts o f  C .  T h a t  i s ,  

t h o s e  c o nd i t i on s  h o l d  w h e n  C i s  r e p l aced b y  R o r  � .  

W e  p r o v e  t h a t  r e l a x i ng t h e  who l e s a l e  p r i c e  c o ns t r a i n t  

r ed u c e s  che a t i ng o r  

Theo r e m :  d g /d Z < O . h l s o , d P , /d Z < O , dg , ld Z > O  and dg , /dZ < O . 

P r o o f :  T h e  t o t a l  d i f f e r e n t i a l s  o f  equ a t i o n s  1 ,  2 , 1 3 ,  1 4  a n d  1 5  a r e  

( 16 )  I 

,h ,h 
,P , ,P, 

� f '+ � 
,P, ,P, 

0 0 

0 -1 

-1 

0 

,2R 
a<if 

,2 (R+M) 
"1,"1, 

0 o 1 r �,l r I dP, I -1 0 

,2R 
"1,"12 0 \ I dq, '- az 

" (R+M) 0 dg2 ' , 0 � 
, 

-1 0 
,'M 

,2M 1 I I dY I l-<!Z J � � 
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( 1 7 )  

( 18 )  

( 19 )  

- 2 0 -

L e t  [ L ]  r e [:: r e s e n t  t h e  ma t r i x  i n  equation 1 6 .  

S o l v i ng f o r  dP l , dql a n d  dq2 a nd d i v i d i ng e a c h  by d Z  y i e lds 

cP l /d Z =  � , 2 (R+t!l+ (f '  + �) ,2 (RI-M) 
,P, ,ql aq2 ,P2 ,q� - 1 

,h dq l /d Z =- , PI 
,2(R+-M) +
� 

IL l  
[� (f' + � ) - �  �J ,PI ,P2 ,P2 ,P I 
lLl 

dq 2/dZ = -( � _  + ,2 (RtM) [ ,h 
,PI aql ''l2 3Pl ( f' � ,h � + JP,

) - ,P2 ,pP 
ILl 

Observe that 

ILl =[� ( f ' + �-) - � �J [ ,CR ,2 (RtM) _ , 2 (R+1!) � J ,PI ' P ,  ' P2 , P ,  � ,q� 'ql ,q2 lql 'q, 
3h �2.R (

,PI ,qi: 

"' � �» O .  '?I aql lqz 

Al s o ,  the nume r a t o r s  of eq u a t i ons 1 7 ,  18 and 19 a re res pec-

t i ve l y  nega t i v e ,  po s i t i ve a nd neg a t i ve . ·  Thus , t h o s e  e q u a t i o n s  

i mply 

( 2 0 )  dP l/dZ < O  

( 2 1 )  

( 2 2 )  

dq l/dZ ) O  

dq 2/d Z < 0 . 

No t i ng tha t C=R+M , those nume r a t o r s  a r e  e q u a l  to the nu�e r a t o r s  
o f  equ a t i on s  6,  8 and 9,  respect i v e l y  wh i ch ,  w e r e  s.h9wn to be 
negative, pos itive a n d  negative . (J04?1 

- 2 1 -

W e  d i s t i ng u i s h  the two poss i b l e  ca ses dP l /dZ�O a nd dP z/dZ < O .  

I f  dP � /dZ�O , i t  i s  appa r e n t  f r om t h e  t o t a l  d i f fe ren t i a l  o f  9 

d i v i ded by d Z , 

dg/dZ t ig / a p . )  d P . ld Z  + ( a g / a p , )  d P jdZ 

t h a t  

dg/d Z < O  

b y  equa t i o n  2 0  a nd condi t i on s  ( i i )  a n d  ( i l l ) . 

If d P , /d Z < O ,  t h e n  df/dZ ) O  by c o nd i t i o n  ( i ) .  The t o t a l  

d i f fe r e nt i a l  o f  equa t i on 2 d i vi d e d  b y  dZ i s  

dq ,/dZ d f /dZ+dg/d Z . 

G i ven equa t i o n  22 and df/dZ > O ,  th i s  impl i e s  

dg/dZ < 0 .  

Th i s  exh a u s t s  t h e  pos s i b l e  ca ses. I n  a l l ,  

dg/d Z < O ,  dP . /d Z < O ,  dq . /dZ ) O ,  a nd dq , /d Z < O .  

Thu s ,  . .  r e la x i ng the u n l eaded g a so l i ne whole s a l e  p r i ce ce i l i ng 

r e duces chea t i ng a n d  hence reduces p o l l u t i o n .  

B .  D i s cuss i o n  

Th i s  sec t i o n  p r esents a verbal d i scuss i o n  o f  t h e  quant i ta t ive 

r e s u l t  d e r ived f rom the reta i l  p r i c e  c e i l i ng mod e l .  

In te rms o f  t h a t  mode l ,  the EPA ' s  a s se r t i on i s  tha t chea t i ng 

( g J  i s  po s i t i v e ly r e l a ted to the spread in nomi nal p r i ces between 

u n leaded a nd leaded ga s o l i nes (X-P 2 ) .  As t h i s  sp read w i dens , 

chea t i ng purpo r t edly i n c re a s e s .  
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We d i s c u s s ,  as a pedagog i ca l  e xamp l e ,  a s impl e  c a s e  whe r e  

;he n om i nal p r i ce s p r e ad w i d e ns b u t  chea t i ng dec rease s .  We 

a s sume in t h i s  examp l e  t h a t  produ c t i o n  o f  e i th e r g r ade does not 

a f f e c t  t h e  cos t o f  p r o d u c i n g  the o th e r  g r a d e ,  t h a t  i s ,  cond i t i on 

( v i i i )  h o l d s  as a � t r i c t  eq u a l i ty w  Th i s  assump t i o n  s i �pl i f i es 

the d i� cu s s i o n  because the s u p p l y  cu rves of t h e  two types o f  

g a so l i ne a r e  now i nd e pe nde n t .  Howe ve r ,  the l ea d ed a nd u n l e a d e d  

dema nd c u r v e s  ( f+g a nd h ,  r e sp e c t ive l y )  a re s t i l l  cou p l e d  ( s ubs t i -

t u t io n  i n  consump t i o n  rema i ns ) w 

Suppo s e  t h a t  th e c o n t r o l l e d  p r i c e ,  X ,  i s  r a i sed to X ·  

(wh i ch i s  s t i l l b i n d i ng i n  t h e  new e qu i l i b r i um ) . T h r e e  t h i ng s  

w i l l  be � shown to r es u l t .  F i r s t ,  t h e  q ua n t i ty o f  u n l e a c e d  g a s o -

l i ne s u ppl i ed a nd c o n s umed r i ses . S e c�n d ,  the ' p r i c e  of l e ad e d  

g a s o l i ne (P 2 ) fa l l s ,  w i d e n i ng t h e  s p r e a d  o f  nomi na l p r i ce s .  

Th i r d ,  ch e a t i ng ( g )  f a l l s . *  Th i s  examp l e ,  t h e n ,  cons t i t u t e s  a 

c o u n t e r-e xamp l e  to t h e  EPA ' s  as s e r t i o n w  

I n  f i ?u r e  3 ,  t h e  i n c r e a s e  i n  t h e  c o n t r o l l e d  p r i ce b r i ng s  

f o r t h  mo r e  u n l e aded o u tput ( qi v e r s u s  q l ) wh i c h  has a 

lowe r s h adow va l ue ( P I ) .  Th i s  l ow e r va l u e  of P I s h if t s 

the dema nd c u r v e  f o r  le aded ga s o l i ne downward ( th r ough conc i t io n  

( i i » , wh i ch d e p r e s s e s  P 2 • T h e  lowe r P 2 t h e n  s h i f t s  t h e  

u n l e a d e d  dema nd c u r v e  downward ( th r ou g h  c o nd i t io n  ( v »  a nd s o  o n .  

A t  t h e  e nd o f  the p r o ce s s ,  t h e  d e m a n d  c u r v e s  a r e  D � a nd 

D ; . 

The f r s t  and t h i rd r e s u l t s  (dq l/dX > O  a nd dg/d X < O j  
w e r e  u s t  p r oved . T h e  second ( d P 2 /dX ( O )  r e s u l t s  f ron 
equat on 7 when cond i t i o n  ( v i i i )  h o l d s  as an equa l i t y .  

u04Z3 

P l 

p "  1 

P : 

X '  
X 

UNLEADED 
GASOLINE 

� - -"" l ' - -
I 

I - - T - -
I 

- - + - -
- - - -. - - - -

ql q� 

LEADED 
GASOLINE 

I 

S l \ " l_�_J P 2 

P; 

1 /  i� 01= h =f+g 

Di 0 '  
F i g u re J q 2 q 2 

F r om t h e  r i g h t  s i d e  of f i g u r e  3 ,  i � is appa r e n t  t h a t  P 2 has 

f a l l e n  (as a r es u l t  o f  t h e  i n c r e a se in X ) . Th u s ,  t h e  nom i na l  p r i c e  
, , 

s p r e a d ,  X-P 2 '  h as r i s e n  to X -P 2 -

The re a re two ways t o  i nd i c a t e  t h a t  ch e a t i ng d e c l i nes . I f  

· s w i tch i ng "  i mp l i es only th a t  own e r s  o f  new c a r s  u s e  e i the r l e aded 

o r  u n l e aded gas o l i ne depe n d i ng on the pr i c e  s p r ead bu t t h a t  the 

total q u a nt i ty o f  g a so l i ne used in new cars i s  n o t  afected by 

sw i tc h i ng , t h e n  the i n c r e ase in u n l eaded g a so l i ne c o n s ump t i o n  ( s e e  

t h e  l e f t  s i d e  o f  f i g u r e  3 ) m u s t  b e  accomp a n i ed b y  a d e c re a s e  i n  

l e ad e d  gaso l i ne c o n s ump t i o n  i n  n e w  c a r s , t h a t  i s ,  a r e d u c t i on 

in c h e a t i ng .. 

The s e c o n d  demons t r a t i o n  of t h e  de c l i ne i n  chea t i ng i s  m o r e  

g e n e r a l . F r om t h e  r i g h t  s i d e  o f  f i g u r e  3,  t h e  d e m a n d  c u r v e  f o r  
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l e aded g a so l i ne h a s  sh i f te d  downw a rd . Thu s ,  a t  l e a s t o n e  of i t s  

comp o n e n t s  - - o l d  c a r  consump t i o n  ( f )  o r  che a t i ng ( g )  -- ou s t  f a l l .  

The d e c l i ne i n  P 2 i nc re a s e s  o l d  ca r consum p t i o n  ( by c o nd i t i o n  ( i »  

s o  ch e a t i ng mu s t  d ec l i ne .  I n  th i s  cou n t e r- e xampl e ,  the n ,  the 

i nc r e a s e  in X ,  the ' con t r o l l e d  p r i c e ,  h as l e ad to a d e c r e a s e  in g ,  

che a t i ng ,  a l though X-P2 1 t h e  nom i na l  p r i ce spr ead , h a s  w i d e ned . 

The d e f e c t  in EPA ' s  a na l y s i s  (wh i c h  l ed t h a t  agency o i s takenly 

to expect dg/d X > O )  is t h a t  the c o n t r o l l e d  p r i c e  i s  c o n f used w i th a 

m a r k e t  c le a r i ng p r i c e .  W i th an unchanged demand s t r u c tu r e ,  

a n  i nc r e a s e  i n  t h e  ma r k e t  c le a r i ng p r i ce c o r r e s ponds t o  a d e c r eme nt 

in q u an t i ty o f  u n l e a d e d  dema nde d .  And u n d e r  t h e  s i mp l e  · sw i tch i ng "  

mode l ,  w i th f i x e d  t o t a l  consump t i o n  b y  new c a r  own e r s ,  t h e s e  

own e r s  me r e l y - subs t i tu t e  l e a d e d  gaso l i ne f o r  the d e c r ene nt i n  

u n l e aded g a s o l i ne .  T h a t  i s ,  ch e a t i ng i nc re a s e s . 

Howe v e r ,  f r o m  f i g u r e  1 ,  i t  i
'
s c l e a r t h a t  an i n c re a s e  i n  the 

con t r o l l e d  p r i c e  h a s  the oppos i te e f f e c t - - t h e  q u a n t i ty o f  u n l e a ded 

g a s o l i ne s u p p l i ed a nd consumed r i s e s  r a t h e r  tha n f a l l s .  H e nce , 

u n d e r  the s i mpl e swi tch i ng mode l ,  the r e  mu s t  be a co r respo nd i ng 

dec r ea s e  i n  che a t i ng .  In s u m ,  w i th e f fe c t ive co n t r o l s , i t  is the 

q ua n t i ty s u p p l i e d  wh ich l i m i ts c o n s ump t i o n ,  a nd a n  i nc r e a s e  i n  

such su pply w i l l  a l low mo r e  consump t i o n  o f  the e n v i r o noe n t a l ly 

mo r e  favo r a b l e  g o o d .  

A v e r b a l  j u s � i f i ca t io n  o f  the who l e s a l e  p r i ce ce i l i ng r e s u l t  

i s  s t r a igh t f o rw a r d .  Re l a x i ng s uch a p r i ce c e i l i ng b r i ngs f o r t h  

m o r e  u n l e aded gaso l i n e .  Ma rke t e r s ,  w h o  h a d  b�e n  e a r n i �g a p r o f i t  

( Y )  a t  t h e  ma rg i n ,  w i l l i ng l y  r e t a i l  t h e  h i g h e r  q u a n t i ty o f  

u n l e aded gaso l i ne .  O f  cou r s e ,  t he , h i g h e r  q u a n t i ty c o r re s� .docf�25 
a lowe r re t a i l  p r i c e .  The low� r � r i �e d i m i n i shes ch e a t i no a  

- ,, :. -

I I .  L i m i t i ng t h e  P r i ce D i f f e r e n t i a l  

I n  ad d i t i o n  t o  f a vo r i ng the na i n te n a nc e  o f  ce i l i ng p r i ce 

cont r o l s ,  some h a v e  s u g g e s t e d  a m e a n s  to l iQ i t  the p r i c e  s p r � ad 

m o r e  d i r e c t l y :  a ma x i mum p e rm i s s i b l e  p r i ce d i f f e r e n t i a l  ( d i f

f e r e n t i a l  c o n t ro l ) . · We show that the e f f e c t  o f  t h i s  p o l i cy 

cannot� be a s c e r t a i n e d  w i th o u t  con s i d e r a b l e  f u r t h e r  a s s u�p t i o n s .  

T h e  i d e a  u n d e r ly i ng co n t ro l s  ove r t h e  p r i ce d i f f e r e n t i a l  

b e tw e e n  l e aded and u n l ea d ed g a s o l i ne s  i s  t h a t  the r e  w o u l d  b e  l e s s  

u se o f  l eaded g a so l i ne i n  c o n v e r t e r  e q u i pped c a r s .  W e  i nd i ca t e  

t h a t  a n a l y t i c  i n c on s i s tenc i e s  a r i s e  when t h e  s p r e a d  c o n t r o l  i s  

mod e l l ed , s u g g e s t i ng t h a t  t h e  mod e l  e m p l o y e d  s o  f a r  i s  n o t  r i c h  

e nough t o  g e n e r a t e  a s t ab l e  e qu i l i b r i u� .  A l t e r n a t i v e ,  s u pe r i o r  

mod e l s  d o  n o t  sugg e s t  the�s e l v e s .  W e  a r e  t h u s  l e f t  w i th a po l i cy 

whose e f fe c t  c a n n o t  be p r ed i c ted w i thout spec i f i c a t i o n  of a 110 r e  

compl i ca t e d  mo d e l  ( i . e . , o ne i n� o r ?o r a t i ng f u r t h e r  a s s u cp t i on s  

r eg a r d i ng t h e  b e h a v i o r  o f  g a so l i ne s e l l e r s  a n d  buye r s ) . 

The i m po s i t i o n  of an e f fe c t i v e  d i f fe r e n t i a l  con t r o l  p r e v e n ts 

the two ma rke t s  f r o m  c l e a r i ng s imul taneou s l y .  To d enons t r a te 

th) s ,  we r e p r o d u c e  the f o u r  equa t i on s  of t h e  mod e l  ( w i th PI i n  

pi a c e  o f  X )  a n d  a f i f t h  equa t i o n  w h i ch g i v e s  t h e  p r i c e  d i f -

f e re n t i a l ,  D .  

' Se e  t h e  s t a te m e n t  o f  C l a re n c e  M .  O i t l ow I I I ,  D i re c t o r ,  
C e n t e r  f o r  A u to S a f e t y ,  B e fore the Econom i c  Reg u l a to r y  
'Adm i n i s t r a t i o n ,  D e pa r tm e n t  o f  E n e rg y ,  Was� i n g t o n ,  D . C . ,  
J u l y  1 4 ,  1 9 7 8 . 
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ql h ( P I , P 2 ) 

q2 E (P 2 ) + g ( P I , P 2 ) 

P I a C/ a q l 

P2 a C/ a q2 

D P I - P2 
The r e  a r e  f o u r  va r i a b l e s  ( P I '  P 2 , ql , q2 ) a nd f i ve 

eq u a t i o n s .  (0  i s  a po l i cy pa rame t e r ,  n o t  a va r i a bl e .  T h e  f i f th 

r e l a t i on ho l ds as an equa l i ty i n  m e a n i n g f u l  cases . ) Thus , n o  

s o lu t i o n g e ne ra l l y e x i s ts i n  wh ich b o t h  ma r k e t s  c l e a r .  

O n e  ma r k e t  o r  t h e  o t h e r  o r  bo t h  w i l l  n o t  c l e a r .  There a r e  

only two pos s i b i l i t i es i n  a ma r k e t  wh i c h  f a i l s  t o  cle a r :  excess 

dema nd o r  excess suppl y .  There a r e  two ma r k e t s  and t h r e e  s ta t e s  

f o r  eac h :  excess dema nd , excess suppl y a nd c l e a r i ng .  That ma k e s  

n i ne cas es . In add i t i o n ,  when the u n l e aded ma r k e t  exp e r i ences 

excess d e ma n d ,  ce i l i ng p r i c e s  may o r  may not be b i nd i n g .  The 

total o f  twelve cases a re tabu l a t e d  b e l ow .  

U n l eaded M a r k e t  Leaded M a r k e t  
Case Exces s Excess C e i l i ng Ma r k e t  Excess E xce s s  Ma r k e 'C  
Number � Demand B i nd i ng C l e a r s  Demand � C l e a r s  

I x x 
2 x x 
3 x x 
4 x x 
5 x x x 
6 x x 
7 x x x 
8 l' x 
9 x x x 

1 0  x x 
1 1  x x 
1 2 x x 

U0427 

In case 1 2 ,  both m a r k e t s  c l e a r ;  t h e  d i f f e re n t i a l con t r o l  i s  

thus not b i nd i ng .  I n  t h e  o t h e r  e l e v e n  cases , a t  l e a s t  one o f  the 

ma r k e t s  fa i l s  to c l e a r .  Wh i ch o f  these cases a r e  cand i d a t e s  f o r  

a s table eq u i l i b r i um? 

Suppose case rl i n i t i a l l y  preva i l e d .  T h e r e  the u n l e aded 

m a r k e t  clears but the r e  i s  e x c e s s  supply o f  l eaded g a so l i n e .  

Th i s  equ i l i b r i um m i g h t  o r  m 5 g h t  n o t  be s t a b l e  depend i ng o n  w h a t  

assump t i o ns a r e  i ncorpo r a t e d  i n  the a d j u stment mecha n i sm .  I t  i s  

e n t i r e l y  p l a u s i b l e  t h a t  excess s u p p l y  i n  only t h e  l e aded ma r k e t  

wou l d  b r i ng down the nom i na l  p r i ce o f  l eaded g a so l i ne desp i t e  t h e  

f a c t  th a t  t h e  u n l e a d e d  p r i c e ,  wh i ch i s  m a r k e t  c le a r i ng ,  wou l d  

dec l i ne a l s o  ( s o  a s  to ma i n t a i n  t h e  spec i f i ed d i f fe rent i a l ) . A s  

both p r i ce s  fa l l ,  c a se m a y  be reached . The re ,  e x c e s s  d e m a nd 

preva i l s  in the u n l eaded ma r k e t  and the l e aded ma rk e t  c l e a r s  •. 

Symme try i n  the a d j u s tm e n t  m e ch a n i s m  wou l d  t h e n  fo rce bo t h  p r i ce s  

back u p  un t i l  t h e  o r i g i na l  eq u i l i b r i um w a s  r e e s tab l i shed . B u t  

t h e re t h e  cyc l e  s ta r t s  ove r aga i n .  O t h e r  examp l es o f  i n s t a b i l i ty 

or os c i l la t i o n  cou l d  be deve l oped f r om the t a b l e .  

Ra the r t h a n  accept th i s  b i z a r r e  r e s u l t ,  i t  m a y  be ap p r op r i a t e 

t� d i sm i s s  the unde r l y i ng model of p r i ce-qua n t i ty d e t e r m i na t i o n  a s  

inadequa te a n d  t o  adm i t  a broad e r  c l a s s  o f  pos s i b i l i t i es as 

poten t i a l  s o l u t i on s .  By analogy , the quad r a t i c  x2 + X + 1 z 0 

has no s o l u t i o n  among the r e a l  numbe rs but r o o t s  w i l l  be found 

among the broad e r  class of comp l e x  numbe r� . 

No systema t i c  metho d  of d e t e rmi n i ng t h e se a l t e rn a t i ve 

s o l u t i ons is appa r e n t .  In f a c t , the broade r so lu t i o n  space i s  
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not even o bv i o u s .  Howeve r ,  one s o l u t i o n  sugge s ts i ts e l f  a nd i s  

w o r t h  de s c r i b i ng a l t h o u g h  i t  i s  n o t  c o n t e n d e d  t h a t  i t  w i l l  occu r 

or that it is the o n l y  s o l u t i o n .  

A l l  g a so l i ne s e l l e r s may c o m p l y  w i th t h e  d i f fe r e n t i a l  

con t r o l  b u t  no�i n a l  p r i c e s  m a y  va ry among s e l l e r s .  F o r  examp l e ,  

s u ppose a b i n d i ng 3 ¢/ga l l o n  m a x i mum d i f f e r e n t i a l  i s  impos e d .  

O n e  s e t  o f  s e l l e rs m a y  pos t p r i c e s  o f  6 0 ¢/ga l .  f o r  l ea d e d  a nd 

63¢/ga l .  f o r  u n l e a d e d  wh i l e  a s e cond s e t  pos ts 7 0 ¢/ga l .  a nd 

7 3¢/ga l . , r e s pe c t i ve l y .  T h e  f i r s t  s e t  se l l  a l l  of the l e a d e d  

g a s o l i ne b e c a u s e  the s e c o n d  s e t  a r e  u n a b l e  to s e l l  any . Re-

g a rd i ng u n l e a d e d  ga s o l i ne ,  the f i r s t  set o f f e r  none for s a l e  or a 

ra t ioned , t o k e n  amo u n t  wh i ch cons t i tu t es m i n i ma l comp l i a n c e  w i th 

the req u i r em e n t  to o f f e r  t h a t  p r o d u c t .  P u r ch as e rs a r e  the n 

f o rced to buy u n l e a d e d  f r om the s e c o n d  s e t  of se l l e r s .  The p r i c e  

o f  the la t t e r i s  the r e a l  o r  shadow va l u e  of the p r o d u c t  (wh i c h  

de t e r m i nes co nsump t io n ) . Thus , the r e a l  p r i ce s p r e ad i s  1 3¢ 

( 7 3 ¢  - 6 0 ¢ ) , n o t  the no� i n� l 3 ¢ . * T h i s  s o l u t i o n ,  the n ,  

d r op s  the r eq u i r e�e n t  f o r  u n i fo rm p r i ce s  a c r os s  s e l l er s ,  b r oad e n

i ng t h e  c l a s s  of admi s s i b l e  s o l u t i o ns . * *  

Th� r e  a r e  nume rous o t h e r  outcomes wh i c h  c a n  b e  ima g i ne d .  

F o r  examp l e ,  t h e  manu fac t u r e  o f  l ea d e d  g a s o l i ne may be d i scon-

t i nu e d ,  p r em i ums �ay b e  o f f e red w i th the p u r ch a s e  o f  l e ad e d  

gaso l i ne ,  e t c .  W i t h o u t  fu r th e r  spec i f i c a t i on o f  a s u mp t i on s , 

howeve r ,  the ou tcome of the po l i cy is unp r ed i c t a b l e . 

. .  

Th i s  s i tua t io n  m i g h t  evoke a r e g u l a to ry r e s po n se i n t e nd e d  a s  
a c o r r ec t i v e .  S t i l l  o th e r ,  e v e n  l e s s  p r e d i c t a b l e  r ea c t i ons 
wou l d  t h e n  occu r .  

P r e s e n t  p r i ce d i f fe r e nc e s  a c r os s  s e l l e r s r e f l e c t. d i .ft"e r e nc e s  
i n  s e r v i c e , l o ca t i o n ,  e tc .  T h e  t e x t  r e f e r s to a d d i 't,,"on <O0 429 d i f fe r e n c e s  c a u s e d  by the ma x i mum s p r ead c o n s t r a i n t .  

- 2 9 -

I I I .  Con c l u s i o n  

W e  have p r oved t h a t ,  un d e r  p l a u s i b l e  cond i t i o n s ,  l i f t i ng t h e  

ce i l i n g p r i c e  o f  u n l e aded ga s o l i ne i n d u c e s  l e s s , n o t  mo r e ,  

che at i ng becau s e  i t  r e d u c e s  �he s h a d ow va l u e  o f  t h a t  p r o d u c t  

( equa t i o n  1 0 )  wh i l �  i n c r e a s i n g i ts s u p p l y  l e q u a t i o n  1 1 ) . C o n-

t r o l l e d  p r i c e s  a n d  ,ma r k e t  ( s ha d ow )  p r i c e s  a r e  d i f f e r e n t ,  a nd 

a na l y s e s  wh i ch co n f u s e  them c a n  r e a c h  e r r o n e o u s  r es u l t s .  

We cons i d e r e d  n a r row i ng t h e  d i f f e r e n t i a l  by r e gu l a t i o n .  

T h i s  l e d  to r e s u l t s  wh i c h  a r e  u np r e d i c t a b l e  w i t h o u t  f u r the r 

a s s ump t i ons r£ga r d i ng s e l l e r  and buy e r  beh av i o r .  
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ATTACHNENT II - :·:ATJlEMATICAL ERRORS 
IN APPE�DIX E OF THE DRAFt EIS 

In the draft EIS,  in Appendix E, the DOE estimates the cost 

i�c;reC!.s.e s  necessary for refiner comp liance with. EPA lead 

· phasedown requirements . However , a close study of Table E-

1, _�tCost Inc
·
reases Per Gallon. of .9asoline_ �or· Octru:i�e . ·lmprc:!veme:n� 

in Motor Gasoline" t reveals several inconsistencies and 

mathe1llat: 1cal errors .  

�or examp le , in the 1980" category, lead costs are g iven as 

; 56 cents/gram . Howevel: .• for leaded· premium , for 1. 90 grams 

the cost is given as 1 . 7  cents . The correct value should be 

1 . 06 cents . Next in column "c" the cost of . 6  cents for 

lead (as is used in leaded regular) , should not be added to 

the cost of unleaded. Therefore, the cos·t should be the 

Same as in co lumn "B" (5 cents/ gallon) • 

In addition, in the 1980 cas e ,  . 97 grams of lead raises the 

octane
. 

rating by 7 for regular, while it takes 1 . 9  grams to 

get a 6 . 6  l evel increase for premium. Adj usting the o c tane 

gain for regular downward to a more realistic octane gain of' 

5, ��en a dj us t ing the added processing cost upward to reflect 

the added processing needed to yield the increase of 7 RON 

units (approximately +1 . 2  cen t s / gallon) brings the total 

extra refining cost to 3 . 2  cents/gallon. Adding in the 

value of the lead - . 6  cents/gallon - brings the total up to 

3 . 8  cents/gallon . Subtracting this number from the total 

cost per gallon for unleaded ( 5  cents ) , yields a . d ifferential 

of 1 . 2  cent s/gallon , not the 3 . 0  cents/gallon DOE e s t imate s .  
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Dece::.be::' 14 , 1978 ATTACHMENT III 

E �  P. Crocke tt 
)�e:-ice.."1 Petroleum Institute. 
2101 L S tree t , N . h'. 

. l.'.ashintto&l, D . C .  

VIA FACSL'llL!: 

Dea= Ed: 

DOE I�'VIRO!-'''!EK7AL L� ACT 
SIa.:=''lI ON MOTOR GASOLD,S DS?�GL�ION 

Tnis is in response t!J your Dece�e!" 8 rE:G.ue�t fc-: i::.put to �I ' s  s ta te-

t:;.En-= at the Dece�ber 19 he2.riag on the s1,!bjec.t et:"i:-c-�e::t.c.l i7!?c.ct st&te'tlen t .  

l.'e believe th£t DOE ' s  ES t i=..e.te. of zn S-folc. i&lcrf.cse !r.. £tiSSiOIlS from a c.£::zlyst 

c.ie2.c:.!.V2.t.E� by lez�eci '
t£soline is exces s!.ve . Ou: ce.tz 5:-.0 ..... L."1 bc.rease of only 

abo:..::. 5 ,  t iI:!e: s  .... ·hen catc.1ys ts 2.re phys ic.ally rf.::!oved !::-ot:. cars . 

D2.tE. c.o;:;:!J>zring engine-our. and t £ilpi?e e.d.ss:!.o:::.� 2.:;-e sm:::::=.2.rized belo\l. 

Tnese \lere o':>tained u sing the Federal Test ?::ocect.:.re . :Fer e::.tine-out emissions 

the c2. t:2lytic c.onve rtor "'�2S replaced .... ith e. s e c tion of ezh,ust pipe .. 

11 

3 

1975 Czrs 2.t Ap?rox. 10,000 r::.i .  

19 76 Cars , 2.t App rox. 4 , 000 mi .  

Identical J 9 7 8  Cars a t  5 0 , 000 ti .  

Ove r2ll Ave r2.ge 

R.atio of Engine-Out 
To !2.il�ipe E�ssions 

.1!£. ..£Q.. 
4.5 2 . 7  

5.1  . 6 . 9  

6 . S  6 .0 

5 . 0  4 . 6  

In aid-it. ion , "I.,'e have obt.E.ined d.E.:a 0;" re?lac.!.:.:& ':.�e. catc.1Y!it iIl the th::-ee 

1� 78 C2.:rs .. :ith inert c2.t21yst sub s trzt. e .  ::-.. :'5 t:.2.y be =�,:"e :-e?resentz tive 0:: .a 

c.at.i:.lyst in .. :hie..;, the ac tive cat21ycic cc=?�::.e:i.t: nzs �eE=- ce.a::.:. i\·.E.cec by le2.c. 
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w .n':: J,. - " ... snl. •• & : c.:1 ,  D ;'l,;. " "" bl.: .L. 01. "-

'roe iiverage rest.:.!.ts sho\: 0;11:; a t ... :o- fold incre2.se in. E::':"ssiD:1s . 

3 Identical 1978 Cars at 0 c:.:1C 37,500 ri .  

Ratio o f  Engine-Out � 
to Tailpipe E.ciS5 i0:15 

He co 
2.4 W 

If necessa.ry, \Je C oE.."1. doc\!::!.eat these ave=age re:s\.!l::.s l,;ith detailed 'test.. 

data. 

BJHillyer 
\1JKoehl/cd 

u0433 

; / b1 ( !�J.�;{ ... J ;L.. t;i(J 
L.. J .  McCab e ,  Y ••• ::!.Dager 
Eds sio� Research . Dis tillate 
L:H:. Res:,cu.E.l Fuels GrOL? 

OFFICERS 
CMAIILEa't •• nlQ 

PRESlot.lfl 
HARTFOAO. CT 

.IA��I(A 
1ifTlACE PRE6IDENT 

TENAFLY.IU 

.IOtU'It�. GIIIIIH 
2NOIACEPR[SlDENT 

FAASf.'.R. IoII' 

..... OICKSOlt 
3ADVIC[PRESIDEIfl 

PAIMOESERT CJo 

Tl'lEASURER 
W...sMINGTON 0 C 

�.A.KA"'fLL 
DRECTOR 

ARl.JNG"ON.VA 

" , , 

Nationol 
· OF ·  

COlZgre88 
Petroleum Retailers 

I N C O RP O R A T E D  

EXECUTIVE OFFICE 
SUITE 301 

2021 K STREET, N.W. 

WASHINGTON. O. C. 20006 

� "':  

770721' 

CMAIILlI L BlNSTED 

Department of Energy 
Publ i c  Hearing Management 
Room 231 3 
Docket No. ERA-R-77-7 
2000 M Street, N . W .  
Washington , D.  C. 20461 

January 4, 1 979 
EX£CUnvE DIRECTOR 

'II'.r.stlNlTOfoI. D C  
t2Q:I)2e3 6&66 

'-'TI.eDI+EJI 
GENEFIJoL COI..INS£l 

t202) 21il3·1110 

Re: Comments as requested, "Draft F.nvi ronmental Impact Statement
Motor Gasol ine Deregul ation" 

Gentl emen : 

The National Congress of Petroleum Retai l ers , Inc.  is a national 
trade association , representing affi l i ated state and l ocal associations 
from throughout the country with a combined membership of more than 60,000 i ndependent gasol ine reta i l ers , most of whom sel l branded 
products under a franchise. 

The four al ternatives to deregul ation conta i n  two objectionable 
and unacceptable al ternatives and another wh ich,  if follwed, would 
be d i sastrous to the entire oil industry and to the publ ic interest. 

Limiting the amount of reta i l  price d i fferent i a l s  and dealer 
margins , i f  imposed fol l owing deregulation , wi l l  in effect continue 
"control s" on the retai l  dealers. This selective i nterference wi l l  
destroy the basic free enterprise system i n  the reta i l  marketing of 
gasol ine and discriminate against the reta i l  dealer and the sma l l  
bus inessman . 

If we need contro l s ,  why deregul ate? With adequate supply 
capabi l i ties the marketplace wi l l  l imit price d i fferenti a l s  (between 
equal grades and types of gasol ine)  and the reta i l  dealer margins 
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COllll1ents as requested , "Draft Envi ronmental Impact Statement
Motor Gasol ine Deregul ation" 

January 4 ,  1 979 
Page 2 

(on unl eaded and l eaded gaso l i ne ) .  If abundant product supp l i es are not 
reasonably certain do we need deregul ation at this time? Since DOE pro
posed regul ations wi l l  al low (even under contro l s )  certain product and 
non-product costs to be all oca ted by refiners to gaso 1 i ne on a greater 
than vol umetrica l l y  proportinate basis ( T i l  t ) ,  why the concern (under 
deregul ation) about the reta i l  dealers holding margins up on unl eaded 
9asol ine and sacrificing margins on leaded gaso1 ine? Imposition of an 
equal penalty on consumers to the penalty on the retail dealers , wi th 
enforcement of such penalty for placing l eaded fuel i n  veh icles manufactured 
to require QI!.!l unl eaded fllel , !!ill effectively deal with any actual fuel 
switching some assume takes place because of h i gher prices. 

The "no action" al ternative cannot be tol erated. 

The two pri nciple impacts ( economic and envi ronmen tal ) addressed by 
OEIS are n('lt val id for consideration if we must reduce consumption and �rfce i s  one way to attain that objectlve !  Nevertheless,  you fail to i n c l ude 

n yourcons iderat ion of the economi c changes appropri ate hi gher retai 1 pri ces 
that must come under dere9u1 ation to enable the retai l  dealer to survive . . .  
more take-home pay for the reta i l  dealer and immediate covering of a l l  
increased operating costs. Contro l s  have unfairly di scrimi nated against 
the retai l  dealers by hol d i n g  their take-home pay to the 1 973 level whi l e  
IIIlst other Americans have enjoyed a rise i n  their personal i ncome somewhat 
rel ative to the inflation rate. 

With or without contro l s ,  the reta i l  dealer wi l l  fight to have the right 
to keep pace--in personal i ncome and genera l l y  to preserve and foster real 
competition i n  reta i l  ing gasol ine.  

--

You a l so failed to properly state the reasons for the l arge number of 
reta i l  deal ers' el imination from the marketplace. Price controls did not 
put dealers out of business. The contro l s  kept them i n  business. Unfair 
practices of oil companies and their local jobbers and DOE ' s  failure to 
adopt regulations to implement the i ntent of the Congress to protect the 
competftive viabil  ity of a l l  retai l  gasol i ne dealers i s  what rea l l y forced 
more than 55, 000 retai l  deal ers (and their 1 50 , 000 employee s )  out of 
business. 

The reta i l  dealers l ost more than 9% i n  sales ( Page 58 ) .  Mos t ,  i f  not 
al l ,  of the 30% growth in sales by l arge refiners (Page 57) to l ocal who1e
saler/resel l ers was sol d i n  empl oyee operated stations. Unless the unfair 
marketin9 practices are checked soon there wi l l  be no competi tion l eft at 
retai l .  Consumers wi l l  then pay substantial ly hi gher prices for gasol ine , an economic real i ty you did not discuss. 
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torments as requested , " Draft Envi ronmental Impact Statement
Motor Gasol i ne Deregulation" 

January 4,  1 979 
Page 3 

The DEIS "Surrmary" states that the purpose of the deregul ation pro
posal II • • •  is to remove �nnecessary government regul ations . . .  ". In the 
"Executive Sumnary " ,  you state: liThe most observable effect of deregula
tion i s  to remove the price control s on retai l  dealers , thus a l l owing 
prices to be set i n  ful l  response to the market. II If  suppl ies are reason
ably certain contro l s  should be removed to give the marketplace an oppor
tunity to function in the same manner as a l l  other i ndustries--with prices 
to be set i n  ful l  response t

o
the market.

-

Respectful ly submi tted, 

Jack W. Houston, Co-Chai rman
Jerry Ferrara , Co-Cha i nnan* 
State and National Legislative 

Conmittee 
National Congress of Petroleum 

Reta i l ers,  Inc.  
2021 K Street , N. W. 
Washington, D . C .  20006 
202/293-6868 

* Jack W. Houston is the Execut i ve Di rector of the Georgia Association of 
Petroleum Reta i l e rs,  P . O .  Box 639, Decatur, Georgia 30031 404/377-3648 

* Jerry Ferrara is the Executive Di rector of the New Jersey Gaso l i ne 
Retai l ers ASSOCiation ,  Inc . ,  66 Morris Avenue , Springfi el d ,  New Jersey 
07081 201/686-1 000 

/drb 
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BY MESSENGER 

Department of Energy 
Public Hearing Management 
Room 2313 
Docket No. ERA-R-727 
Washington, DC 20461 

Gentlemen: 

January 5, 1979 

RE: Comments of the National Oil Jobbers Council on the Draft 
Environmental Impact Statement - Motor Fuel Deregulation. 

The National Oil Jobbers Council is a federation of 4.2 state and regional 
trade associations representing thousands of independent small business 
petroleum marketers. Members include gasoHne and diesel fuel Wholesalers, 
commissioned distributors of gasollne, gasoline reseUer-retailers and a large 
number of retail fuel oil dealers. Members also w�olesale or retail many other 
petroleum products, including kerosene, LP gas, aviation fuels and motor oils as 
welJ as residual fuel oil. Together our members market approximately 25 
percent of the gasoline and 7' percent of the home heating oils sold in America 
under either their own private brand or the trademark of their supplier. 

NOJCts comments on the Draft £IS are colored by NOJCts opinion, stated 
in its testimony on the Environmental Assessment last July (See Attachment 1) 
that "while there can be no doubt that the removal of gasoline price and 
allocation controls is a major federal action, there is likewise no real nexus 
between this action and any significant effect on the human environment. 
(Testimony of Robert Bassman, at I). 

NOJC maintains the beJief that the so called Itfuel switching" issue has 
little merit. We continue to believe that the additional fuel switching which 
allegedly will result from deregulation will not take place, or that if it does in 
fact take place, it will not be of a sufficient proportion to create a significant 
impact on the human environment. 

Irrespective of these beliefs on its necessity, we have examined the Draft 
Environmental Impact Statement on the deregulation proposal and agree with its 
conclusion "if such a differential occurs, it is shown that the expected 
incremental environmental impact of deregulation is not significant • • •  If (Draft 
EIS at xviii). 

We believe this conclusion is more than backed up by the available facts. We commend DOE for the excellent job it has done of reviewing the pro's and 
con's of this issue. We belleve that "The EIS was compiled with objective good faith and (that) • • •  the resulting statement would permit a decisionmaker to fully consider and balance the environmental factors." Sierra Club v. Morton, 510 F. 2d 813, 817 (5th Cir. 1975). 

A �ion of IndllpM'ldMlt Petroleum Mlrkel.n Found.t in 1941 

MIrgId with the �oN:l Oil Fu.' Institute in 1974. 
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We further believe that the Draft EIS' discussion of alternatives was a good 
one. We do feel compeUed, however, to point out one area which militates for 
deregulation and was not discussed fuUy. 

NOJC, although sure that the Draft E1S considers all reasonable 
alternatives including those which, "do not offer a complete solution to the 
problem" NRDC v. Morton 458 F. 2d 827, 836, feels that more dLscuss.ion of the 
disasterous effects which "no action" would have on future unleaded supplies is 
indicated. 

The discussion of this issue is severely limited and couched in bureaucratic 
language (See excerpts from EIS, Attachment 0). The plain and simple truth of 
the matter is, absent deregulation or a major change in the regulations, which 
would do nothing to solve the assumed fuel switching problem, there will be a 
drastic shortfall of unleaded gasoline which will cause a real fuel switching 
problem. 

-

The current regulations actively discourage new investments to make 
unleaded gasoline. The alternative of no action will cause an unleaded shortage� 
Therefore, deregulation is an environmental necessity and not an environmental 
hazard. 

In criticizing this segment of the EIS, we are not attacking its adequacy� 
A!s the D. C. Circuit stated, there must be a rule of reason applied to such a 
determination ( Concerned About Trident v. Rumsfeld 555 F. 2d 817, 827). 

In conclusion then, NOJC believes that the Draft Environmental Impact 
Statement indicates the wisdom of deregulating motor gasoline and is in full 
compliance with Section 102 (2)(c) of the National Environmental Policy Act. 

RB/df 

Attachments 

Respectfully submitted, 

(J�:?\J.-----
Robert S. Bassman 
Counsel 
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Attachment I 

[JD�D� 

Testimony of Robert S. Bassman 
Counsel to the 

National Oil Jobbers Council 
Before the Department of Energy's 

Economic Regulatory Administration 
Hearing on the 

Environmental Assessment on the Proposal to 
Exempt Motor Gasoline From Allocation &:: Price Regulations (10 CFR 208) 

July 14, 1978 
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PREFACE 

The National Oil lobbers Council is a federation of 43 state and regional 
trade associations representing thousands of independent small business 
petroleum marketers. Members include gasollr.e and diesel fuel wholesalers, 
commissioned distributors of gasoline, gasollne reseller-retailers and a large 
number of retail fuel oil dealers. Members also wholesale or retail many other 
petroleum products, including kerosene, LP gas, aviation fuels and motor oils as 
well as residual fuel oil. Together our members market approximately 25 
percent of the gasoline and 75 percent of the home heating oils sold in America 
under either their own private brand or the trademark of their supplier. 
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This Hearing is being held to determine the need for an Environmental 
Impact Statement (EIS) on the pending DOE proposal to Exempt Motor Gasoline 
From Price and Allocation Controls 0 0 CFR 2 1 1  & 2 1 2). In its Environmental 
Assessment published on June 28 (43 FR27995), DOE concludes that "The 

proposed decontrol actions will not have a significant impact on the environment 
in any respect, including the matter of unleaded gasoline." (At 28003) NOJC 
agrees with this conclusion. 

The National Environmental Policy Act (NEPA) (42 U.S.C.432J) requires 
the inclusion of "a detailed statement" (E1S) "in every recommendation or report 
on proposals for legislation and other major Federal actions significantly 
affecting the quality of the human environment • • •  " (Section 102 (2)(c)). While 
there can be no doubt that the removal of gasoline price and allocation controls 
is a major Federal action, there is likewise no real evidence of any nexus 
between this action and any significant affect on 

the human environment. 

DOE's regulations implem�nting NEPA (10 CFR 208.4(a)) require the 
publication of an Environmental Assessment to determine whether a proposed 
action "would significantly affect the quality of the human environment within 
the meaning of Section 102 (2) (c) of NEPA." DOE has fully discharged this duty 
and should now be free to act on gasOline decontrol. 

EPA Contention 

The only issue of any real import that has been raised to counter DOE's 
conclusion that gasoline decontrol will not significantly affect the environment, 
is the fuel switching issue. This issue has been raised by the Environmental 
Protection Agency in hearings before the Federal Energy Regulatory Commission 
(FERC) (November 29, 1977) and the Senate Committee on Energy and Natural 
Resources (March 23, 1978). The FERC refused to order DOE to alter its 
decontrol proposal and the Senate Energy Committee will of course have a 
chance to review the proposal when it is finally submitted for Congressional 
approval. 

NOJC commented at both of these hearings {See Attachment} and 
disagreed with the EPA assertion that "differentials at particular stations 
offering self-service gasOline have been observed as high as 14 cents per gallon 
with, as of last July, over 20% of self-service stations having a differential of 
seven cents per gallon or greater." (Statement of Norman D. Shutler, Deputy 
Assistant Administrator, Mobil Source and Noise Enforcement, Environmental 
Protection Agency, at 1)  Moreover, NOJC disagreed with EPA's view that cost 
differentials are the major cause of fuel switching, asserting instead that engine 
knock and public indifference to and ignorance about the unleaded program are 
the real reasons for fuel switChing. 

If fuel switChing caused environmental damage is the only possible 
significant effect of the decontrol proposal, the only relevant question for this 
hearing, under both the DOE regulations and NEPA is would decontrol cause 
enough additional fuel switching to significantly affect the human environment? 
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In Its March Testimony (Shutler, at 6) EPA said "We believe that the price 
differential is the principal reason for the high fue� switching rate." This "belief" 
was backed up with no hard evidence. All EPA could offer was survey evidence 
of 10% fuel switching and the aforementioned "observation" of large price 
differentials between leaded and unleaded. 

Let us examine the EPA contentions. NOJC does not have any specific 
data available to confirm or deny the 10% to 16% fuel switChing rate suggEsted 
by EPA. Refiner sources generally agree that these figures are "in the right 
ballpark" and individual instances of fuel switching that have been brought to our 
attention lead us to view this problem as real. 

EPA's observations of price differentials between unleaded and leaded 
regular gasoline as high as 14¢ and average differentials of 7¢ are simply not 
supported by available facts. Moreover, the 14¢ differential aJleged is probably 
the difference between full serve unleaded and self serve regular at a "spIlt 
island" station. If this is true, it is evidence of sloppy research by EPA as well as 
tremendous ignorance about the gasoline marketing business. 

Both DOE and AAA figures show the leaded-unleaded price differential to 
be far lower than EPA alleges. DOE's May 1978 "Supplement" on decontrol shows 
1977 average differences of only 3.9C (Table IV-24 at 5-59) while AAA's "1978 
July 4th Fuel Gauge Report" compiled from over 3,1 00 service stations shows an 
even smaller 3.6¢ differential. 

Although the EPA "readily acknowledges" that "some switching is occurring 
because some cars will 'knock' when run on unleaded gasoline that many gasoIlne 
marketers offer." It concludes that "with the added incentive of the price 
differential to switch to leaded gasOline, many consumers" wil1 not " put forth the 
effort" to find higher octane unleaded gasoline. 

This statement is a patent refusal to view both historic experience in 
gasoline consumption and current events in the market. Octane "overbuying" 
(purchasing higher octane than necessary for smooth vehicle operation) has been 
a constant problem in this country. Many congressional and FTC hearings have 
been held to seek a way to combat this waste of both consumer doBars and 
petroleum resources. Just last month President Carter signed P.L 95-297, the 
second title of which is dedicated to combating this problem. 

Additionally, aU available price and market share figures show that the 
motoring public is desirous of higher octane unleaded gasoline and willing to pay 
mor'e for it. The June 30 issue of the "Lundberg Letter" shows that the only 
current seUer of unleaded premium, Amoco, is "getting more for unleaded on the 
average in all the markets selected --- in some case considerably more." Both 
NOJC's Amoco and Shell marketer members (Shell unleaded is approximately 93 
octane) have experienced considerable growth in their unleaded sales which are 
currently two to three times the national average percentage of total gasoline 
sales. 
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NOJC Position 

Engine knock then, is a long standing problem which the public has always 
been willlng to combat through paying more for higher octane product. EPA has 
failed to demonstrate any significant nexus between fuel switching and fuel cost. 
Also, EPA's figures on existing price differentials are demonstrably incorrect. 

AU of the above debate is irrelevant, however, because current figures 
show that the price controls, which are the subject of this hearing, are having 
little or no effect on the unleaded - leaded price differential. Therefore, the 
removal of these controls could not possibly effect the differential. 

DOE regulations have, since February of 1977, allowed refiners virtually 
complete flexibility in pricing unleaded. This fact, combined with the fact that 
nmarket forces other than price regulations are controlling unleaded gasoline 
prices at the retail level" is backed-up by the statistics showing that unleaded 
gasoline is currently selling between 0.5 and 4.5 cents below allowed retail 
ceilings (ItSupplementlt at 5-35). 

All of this evidence clearly supports DOE's position that the proposed 
Energy Actions will not significantly affect the human environment. Therefore, 
no EIS is required either under NEPA or 1 0  CFR 2 1 0. 

This concludes my statement, I would be happy to try to answer any 
questions you might have. 
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The National Oil Jobbers Council Is a 
federation of 43 state and regional trade 
associations representing thousands of independent 
small business petroleum marketers. Members 
include gasoline and diesel fuel wholesalers, 
commissioned distributors of gasoline, gasoline 
reseller-retailers and a large number of retail fuel 
oil dealers. Members also wholesale or retail many 
other petroleum products, including kerosene, LP 
gas, aviation fuels and motor oils as well as residual 
fuel oil. Together our members market 
approximately 7 5 percent of the home heating oils 
and 25 percent of the gasoline sold in America under 
either their own private brand or the trademark of 
their supplier. 
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I. Introduction - The thousands of independent wholesale and wholesale
retailers of gasoline who make up the membership of the National Oil Jobbers 
Council have more and more been placed in the front line, of compliance with 
and enforcement of, many well intentioned but poorly thought out EPA air dean 
up regulations. Thjs dual burden of complianc� cost for equipment, paperwork 
and testing, and public hostility due to the "policeman," role assigned our small 
business members and their dealers, is far disproportionate to anything borne by 
the major industries whose products cause the bulk of our nation's pollution 
problems. 

Now, this committee is considering yet another regulatory constraint on 
small businessmen, to solve a problem they have not created and upon which they 
can have little actual efleet. NOJC opposes the proposal to regulate the price 
differential between leaded and unleaded gasoline because it is a politically 
expedient, misguided, anti-consumer, anti-marl<eter attempt to solve the wrong 
problem (price differentials) in the wrong way (regulations). What is needed is a 
good faith effort to clean up the air through making the public have a stake in 
keeping their cars running cleanly. 

II. The problem - The Environmental Protection Agency sees the problem of 
"Fuel Swi tching" as one caused by the growing spread of prices between unleaded 
and leaded regular gasoline. While this spread is in reality only 3-5�2C nationwide 
(DOE), casual observers who compare fuJI serve branded unleaded prices to self 
serve unbranded leaded regular prices find differences as great as l l- l liC. Since 
the spread in some markets between a self service high volume market price 
leader and a full service neighborhood station, can be as high as 8-9C on the same 
grade .the correctness of the DOE national figures can easily be seen. 

A� any marketer knows, however, a cost· difference of less than 2¢ is(" 
sufficient to substantially affect the volume at an individual service station. It 
is therefore not unreasonable to assume that some motorists, absent any personal 
risk, are motivated by the existing cost spread to switch fuels. 

But price differential is not the oniy motive for fuel switching. NOJC has 
received numerous reports wherein service station employees have been 
threatened, or verbally, and in some cases physically, abused if they refused to 
comply with customer requests to fill cars which require unleaded with leaded 
product. In many of these cases the stated reason �or the customer's desire to 
switch fuels is that his car "knocks" on the low octane unleaded. This is clearly a 
problem caused by the agency which mandated the octane of unleaded and the 
automakers which manufacture the cars to run on unleaded. 

III. The cause of this problem - There are three causes of "Fuel Switching". 
They are: engine Imock, price differentials, and most importantly public 
ignorance and indifference to the nation's clean air program. 

Stage I vapor recovery, stage II vapor recovery, unleaded conversion, 
. unleaded contamination and fuel switching. (See Appendixes for examples 

of costs of these programs and extent of policeman role assigned 
marketers.) 
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Price differentials between unleaded and leaded gasoline are caused by the 
addi tional cost of refining unleaded product, supply and demand, and 
competition. 

The extra cost of manufacturing unleaded is in the 1 .5-2.5¢ per gallon 
range (DOE estimates of .7 5-1.75� refining costs plus capital costs). This 
difference is, absent any of the other causes of increased differential, sufficient 
to cause a fuel �witching problem. Additionally, the current over supply of 
leaded regular, due to EPA variances to many small refiners, has depressed 
regular prices and heightened the spread. Lastly, competition has made leaded 
regular, the most used product, the street "fighting grade" among retailers, and 
depre�sed leaded regular prices even more. 

The "knocking problem" is caused by automobiles being unable to smoothly 
operate on 91 octane unleaded, the EPA mandated standard for automobiles. 
Although most cars operate sufficiently well on 91 octane gasoline when new, in 
a very short time "octane requirement increase" takes place and engines begin to 
knock on 91 octane. 

Public ignorance and indifference over this program is perhaps the most 
importar,t cause of the fuel switching problem. Simply stated, there is no shor't 
cut in a rogram which reauires m:3.ssive ublic coooeration such as cleaning up 
the photochemical srnog produced in greatest part 75+% by private automobiles. 
Only an informed, interested, responsible DubHc can meet its own health goals. 

Currently, the public neither knows, cares nor is res onsible for keeping 
their automobiles operating within the (supposed design capibilities for low 
pollution emissions. As long as this situation continues the billions of dollars 
spent on equipment and fuels by industry and the public are wasted on a cruel 
hoax. 

IV. The solution - the proposal to regulate the price differential between 
unleaded and leaded regular will not solve the fuel switching problem for 
the following reasons: 

-

It does nothing about the knock problem 

It does nothing to give the motorist incentive to comply and, 

It could not remove the actual product cost differential which is 
enough to cause some switching. 

In addition, the proposal is: 

Anti-consumer, because it will increase depressed leaded reg,ular 
prices but no� lower unleaded prices, 

Anti-environment because it is a sham solution that does nothing to 
solve the real problem of auto emissions, and 

Anti-marketer because it makes the marketer once again the loser in 
a game where he has no business being tagged. It robs him of his 
flexibility to compete and saddles him with more paperwork and legal 
liabilities. 

U04�7 
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The only rcal solution is a mechanism to: 

Make cars that run on 91 octane unleaded, 

Make the public responsible for compliance and 

Inform the public of the need for the program and its responsibilities. 

The smog problem is one suffered by the general population and caused by 
the automobilcs driven by that same population. Knowlcdgc.Jblc people who deal 
with this problem freely admit that, absent political consid;.!rations, the .2..!:!.!i:. 
way of cleaning tip this problem, is a mandated program of annual state 
inspection of automobile emissions. Such a program would give the public 
incentive to maintain all pollution and mileage saving devices on cars and would 
have the additional side effect of safer cars and fewer highway deaths. 

In reference to the IIfuel switching" problem before this committee, who 
would attempt to save SOC on a fill up if he knew that within 12 months his 
action would cause his car to fail an inspection unless he invested $400 in a new 
catalytic convertor? 

In sum, the millions of automobiles are the vilHan of our smog problem, not 
a few thousand large industry facilities. If we truely intend to solve the problem 
we must cause 'these millions, not just a few thousand marketers or refiners, to 
continually work at a solution. 

E-78- 162 
1,6, I O(EPA/OSHA),18,28. 
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NO LEAD CASOL mE 
COST rnCURRED 

PER 
RETA!!. SALES OUTI.ETS 

Piasa Motor Fuels 
P.O. Box 484 
Alton, Ill .  62004 

Carl H. Schultz,  Inc. 
30 N. Saginaw S t .  
Lapeer : N I .  

Kingsport Oil Corp. 
1260 Lincoln S t .  
Kingsport , TN. 37664 

Leo Smith Oil Co. 
Woodward, OK. 

Quortrup Petroleum, Inc. 
Box 672 
Car.rol1ton , TX. 75006 

Coast Oil Co . 
4260 llilliams Road 
San Jose, CA. 95129 

Pester-Derby Oil Co . 
3317 MCKinley 
Des Moines, IA. 50321 

Matthews Bros. \Jholesalers 
P.O. Box 1186 
Clarksburg, W.VA. 26301 

Harrel l  petroleUtll Co. 
Box 837C 
Corpus ,  Christi,  TX. 78412 

Horn Distributing Co. 
Box 5013 
Santa Fe, N.M. 87501 

Avg . cost to convert one sales 
outlet to no1ead gasoline. 

$ 2,435.00 

2, 760.00 

. 2, 97 2 . 00 

4,160.00 

5 , 791 .00 

6,222.00 

7 , 350.00 

8, 700.00 

11,850 .00 

14,600.00 

10)66,87 5 . 00 

6,687 . 50 

00449 

(\Vi��lIls System, I." only l.Jil�c:d on an "dvcr.:tge" pl,:.lIH) 

Truck l JilrdlVarc 

Part 

Vent 
Receiver 
Dry Broke 
Activator 
Y Adap tor 
Domes 
Pipe �( Union 
V('IPO( Hose 
Vapor Elbow 
Hose Tube 
Rail (20') Header 

Sub Total 
FET 
Sales Tax 
TOTAL 

� 
n . oo 
� . OO 
W . OO 
W . OO 
4 1 . 00 

I � . OO 
1 0 . 00 
W.OO 

I � . OO 
I � . OO 

W . OO 

Labor Estimate $2,000.00 
Total Cost Per Truck $4,028.00 

II. Rack Hardware 

Par:t 

N07..zel 
Hose ( I o ')  
Meters (preset) 
Vilpor Hose 
Dry Broke 

� 
289.00 

80.00 
1 , 33 2 . 00 

6 0 . 00 
80 00 

Couples &. Activator 
Vapor Return Piping 
(at $6'.70 per 100 t ) 2 , OOO - 3 , 064 

Sub Total 

*Meter Stands 
*Prcssure Regulator 

1 35 . 00 
350 . 00 

�t 
Per compo (x4 ) 3 1 2 . 00 
Per corilp. (Xl; )  1 56 . 00 
Per Truck '10 . 00 
Pcr Truck 80 . 00 
Per cOlnr. ( x 4 )  1 611 . 00 
Per compo ( , 4 )  6211 .  00 
Pcr compo ( x 4 )  '10 . 00 
Pcr Truck 60. 00 
Per Truck 1311 . 00 
Pcr Truck 125.00 
Per Truck 60 . 00 

1 , 79 5 . 00 
/ 11 3 . 00 

9 0 . 00 
2 , 028-:-00 

Total Cost 
Per Produc t ( x 4 )  1 , 1 56 . 00 
Per Product ( x 4 )  360 . 00 ,  
Per Product (x4) 5 , 32& . 00 
Per Rack 60. 00 
Per Rack 80.CO 

Per Rack 2 , 000-3 , 064 
8 , 9811 . 00-

1 0 , 011 8 . 00 
Per Product (x4) 540 . 00 
Per Product ( x 4 )  1 , 400 . 00 

Labor (Estimate) "2, ',00. 00 
Total Rilck .$ 1 1 ,3311.00 _ 1 2,1,1,8 
Total With Options Whore Necessary $ 1 3,324.00 _ 1 4,383.00 
Totell Rar:k 2nd Truck $ 1 5,4 1 2.00 _ I G,'1 7 6  �ck c7:ncJ Truck -\VithA(j(}!T��'hCrc Nccessary $ 1 7,352.00 _ 1 8 ,1/ 1 6.00 

*Whcrc Necessary 
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Nation:11 Oil JobbGrs Council 
1707 II Stroet, II.H. , 11 th Floor 
I/ashinctoll, D.C. 20005 

RE: Environmental Protcction AGency - DnJ.cuded Compliance ProGr<."':.m 

By company is a brll-'1u ed ",holcG3.1e dj Gtril.mtor for Su;:oco p!'od:'.1cts in V!estern 
Hacsac1nu::;ettG, H��3tcrn J:e',1 }:o.mpGnirc-, and. the er..tire ,St["/.;e of Vcrr.:on t .  He sell 
u;Llcaded [,"o�;olinc to CO::iC 95 retail <lCCDunt:;. In the C<-,l c,1dnr y(!o"!� 1977, He 
sold over six million GclJorl.s of unleaded c;acoline in approxir.latcly 3 ,000 
separate deliveric.n to these oervicc station.:>. 

Uith tile aSGistancc of O'.1r fiu�1pliert t'iC 11:).ve set up a testinC' proerf'JD in 
'\olhich '·.'C try to test f':3.ch un) e:.!uC'd dclivery at each Gtvtion. UhCl'(> -Chis is not 
pOGsiblc such [LS is the C<l!3C \-!1 th a contract h3.uler , ';IC tr-.r to tl]3t at least once 
n month. The coll ection of .ca.mpl es, tcs U :1Gt follo1':" up , and rccoi.�d koepine 
amounts to some forty or norc hour3 of our CT:1ploy�cs I ti::Jc each \'.'eck. 

O"er tlle past thi.�ec ye::!.l'C, field ir:spectors frc::1 tl;e EPA have tested our 
retail Dcations ncyer<ll t:ir.:CD, a..'1d until Sc-ptc::b er ,  1977, no lcaued cont0l.1in(ltio:;) 
had been fou:c.d. at ?,n:r of our 95 locations . Ho�·;evert in 0cpte;;:b c r ,  1977, a tcst 
taken at Our Gcrvicc ctation in ., by an EPA inspector re ...... e�lGd 
tha"f; \'IG ho.d u.nl eaded Gasolin� for nnle \'liih �eater thnn a 0.05 r;:CD.r.l3 per Gallon 
lead content.. Upon notification by the EPA, He im ... Ilediately clo::.cd the pur.;p, 
cleterfili:<1eu by our OVIl test thot th(} product vms indeed of hir;n e:r le�u contc;,t 
than allo\led, O1!d Hithin a diJ.y held the dco..lcr back in business Hit.h cleCln prouuct. 

Thc EPA is.'�ueu a complE!i:r.t aG<.tir.3t the dC'"J.ler \o!:l.th a ;;'500 penaltY t flG<"!.in::;t our 
company for ��7,OOOt o.nd acai::1.st cur supplior faT.' f.,lO, OC"). J�n invccti;:;atic)H by u[; 
del�el'17lined that \ole hau unintcntio�:uly r.lich�ndJ.ed the product 1  ,mel "'c i n !'or:!"!ed 
the EP/\ cOlilpl iilJlc� divi:.:;ion of that fact o.ncl .:l<lmi tted to thEm that :i t '.·'uc indeed 
not OUr GC;:UC1JS rlO:- supplicr' ::;; fo.ult .  Thc cOr.J.plaint aEainst. our d';:llcr Has \:ith
dral·m , but the one aGninGt our supplier ',:as not and thut matter is ;:::i:ill beinG 
pursued by the EPA �cv.inzt t!len . Our complaint was mitic;.:lted to an �� 
penal ty of 34200 \·!hich \-Ie paid. 

cont ' 

Our expericncc in this r:n�tcr ha.s leu us to Beve)';)l conclusion::;: 

1.. H.:mcllinC; ovel' six r.lillion eo.llolls o f  unJ.eu.dcu CO-soline a ycar in 
SOt:1e 3 , OOO d..1l ivcries m...-v�e3 it on iJ:""!poGsibl e  tn:.:;k for UG to avoi li &71y 
uninten tionu.l r.1i5t<1kes. Evon "lith .1. .998 battin3 ayerago we ",auld 
still have si� viol.::ttionG a year .. 

uU451. 
t(OVf;!l) 

-..;rnnu:rry �Zt· .l'){O 
.Robert 11"""""'11 NOJC 
PAGE 2 

2. Therc i.o no o.dwmt.:t.Gc for u::; as a wholes<ll er to deliberntc) y GUbsti tute 
another product for unleadcd <\s our DarciJl on ree\llnr in the salile ns 
on unleaded and our prcmium COGts more tlmn unleaded. 3. The level of the finc3 is completely unjuritified .1.3 <t Good faith error 
cost our' cor.rp,:my approximately �&'�OO in before tax cnrnincs. 4. EPA'.s pnr:;uance of our su;)plier e\'en <lfter our adrni3sion of cuilt is 
not based on the r.leri ts of the C::lse itself and seems only an attempt 
to inequi tnbly jU:3tify their exiatence. 

5. Finally, our experience has led us to believe that the EPA is less 
. interested in Hor)-;:il�G � ... i th thc busine::.�!;.:.:-..n in developin� a realistic 
compliance program than it is in developinG: an advers:.try relationship 
wi th him. 

I Bincerely hope t�at my com.'D:enta "rill help you in ch<lJtginC the EPA's 
unleaded cornpli�ce pro{7af.1 to Ol1e which not only protects the conmlr.ler but nlco 
affords the petroleum lI'arketcr M opportu�i ty to do bu::Jinesa \1i thout the ever 
preoent threat of exccssive mIt1 um'larr�U1t ed penLll ties beillC' acsessed aeainst 
him. 
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Attachment JJ, 

EXCERPTS FROM EIS RELATING TO UNLEADED REFINING CAPACITY 

IV B-ld(I) Economic Impacts 

Failure to take positive action to remove price and allocation controls will 
reduce incentives to invest in new capacity needed to maintain adequate supplies 
of unleaded gasoline to meet EPA's lead phasedown requirements in a growing 
market and to effect needed modernization of facilities to handle high sulfur 
crude oils until after controls expire on September 30, 1981. 

IV E-4 Impact of Gasoline Octane Deficit 

If the octane of unleaded gasoline should decrease, or the octane 
requirement of ve�ic1es increase, the result may be a significant increase in 
misfueling, depending upon whether misfueJing is initiated by price or 
performance. The impact of the alternatives to no-action are insensitive to this 
possibility. However, the increased incentive to invest in new facilities of the 
alternatives compared with no-action should reduce the possibility of this 
occurrence. 
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2000 M Street, N.W. 
Washington, D.C. 20461 

Gentlemen: 

January 5, 1979 

The National Petraleum Refiners Association has reviewed the Draft Environmental 
Impact Statement (EIS) prepared on the proposed deregulation of motor gasoline by the 
Economic Regulatory Administratian. While we general ly agree with the assumptions 
regarding supply ond demond af motor gasoline, as well as the impact of deregulation 
assessed in the draft, we ore not in possession of specific information that would contribute 
ta the dato already available ta the Department of Energy on this subject. 

The primary motivation for the preparation of the EIS derives from concern expressed 
by the Environmental Protection Agency (EPA) thot decontrol would increase the price 
differential between leaded and unleoded gasoline, thereby causing an increose in the use 
of leaded fuels in vehicles designed to use unleaded fuel . Such action would result in the 
subsequent poisoning of the catalyst in the outo pollution control systems resulting in in-
creased vehiculor emissions. We have serious doubts regarding EPA's assumption that 
diminishing the price differentiol wauld reduce the incidence of "switching" or misfueling 
with leaded fuels to levels which would be acceptable to that ogency, and would point 
out that EPA has cantributed ta the problem by ignoring the fact that many new cars wi l l  
not perform satisfactorily o n  generally available unl eaded fuel . 

Ta begin with, many motorists who have engaged in " switching" hove done so to 
improve the perfomlance of their cars and eliminate knocking caused by a mis-match of 
engine requirements ond the EPA mandated minimum octane level for unleaded gasoline. 
EPA's certification pragram involving testing of random sample cars has been conducted on 
unleaded fu'els of substantially higher actane than regular grades available to motorists. 
EPA has es.sentially perpetuated its awn problem in this manner. While the agency has 
continued to OS5ert that "switching" is caused by large price differentials ond occupied 
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itself with proposals to other agencies and departments that they solve the problem ,  EPA 
has seemingly ignored the engine perfonnance problem and has done nothing to eliminate 
the cause. A representative of EPA's Enforcement Division recently testified before a 
Hause subcommittee that it was sti l l  using certification fuels of 93.4 RON and 99 RON. 
EPA's avoidance of the perfomlance problem has been continued in the face of data it has 
in its pos.s.ession. A study perfonned an a survey conducted by its own consultant amply 
demonstrates this. While agency officials cite the fact that the Sobotka study shoWl the 
incidence of "switching" to be os high as 14 percent, they carefu l l y  avoid the fact that 
this same study predicted that a level of 6 percent switching to leoded fuels would occur 
even if price differentiols were eliminoted completel y.  

In addition to  ignoring the perform once probl>em , EPA has, in o ur  view, forsaken 
the much more significant adverse environmental impact of 0 future shortage of unleaded 
gasoline. Such a shortage wi l l  likely result if price controls are continued in order to 
solve short range " switching" problems that will  not have nearly as serious environmental 
consequences. In the foce of repeated ossertions by the refining industry and the Depart
ment of Energy that the climote of uncertainty pravideq by price and allocation controls has 
discouraged needed capitol investment .in new refining and processing equipment to satisfy 
growing demond for unleaded gasoline ond higher octane levels, EPA has continued to 
interpose objections to decontrol and suggested new farms of price constraints on the leaded
unleaded differentia l .  We find it difficult to understand this posItion, particularly when 
the agency has odopted regulatory programs which have severely limited refiners' ability 
to meet gasoline demand. The mast significant of these is the lead phasedown scheme 
which will reduce the ovailable supplies of gasoline by over 500, 000 barrels per day during 
the next three years when practically no refinery construction wi l l  add to large-scale 
gasoline production. We have urged EPA to consider the fact that the phasedown program 
is largely unnecessary since the continued use of catalytic converters on most new cars 
will phase out most of the leaded gasoline requirement in the some time period without 
prejudicing adequate gasoline supplies and its own environmental concerns with widespread 
"switching" should unleaded supplies become inadequote. 

The Department of Energy cou ld greatly alleviate concern with short term gasoline 
supplies by convincing EPA to postpone, modify or eliminate the lead phasedown program . 
We wholly support the longer-term solution by elimination of price ond ol location controls .  
I t  is our view thot environmental goals w i l l  best b e  met b y  this same solution. 

����� Urvan R. Stemfels 

URS/bhd 
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STATEMENT BY 

THE SOCIETY OF INDEPENDENT GASOLINE MARKETERS OF AMERICA 

BEFORE THE 

ECONOMIC REGULATORY ADMINISTRATION 

Re! The Deoartment of Energy ' s  D-raft 
Environmental Impact Statement 
Concerning Its Proposal to Deregulate 
Motor Gasoline 

Dated : January 5 J 1979 
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STATEMENT BY 

THE SOCIETY OF INDEPENDENT GASOLINE MARKETERS OF AMERICA 

BEFORE THE 

ECONOMIC REGULATORY ADMINISTRATION 

Re :  The Department of Energy ' s  
Draft Environmental Imoact 
Statement Concerning Its 
Proposal to Deregulate Motor 
Gasoline 

January 5, 1979 

The Society of Independent Gasoline Marketers of America [ S IGMAJ 

hereby submits its comments on the Department of Energy ' s  [DOE] Draft 

Environmental Impact Statement Concerni�g its Proposal to Deregulate �otor 

Gasoline, issued on November 29 , 1978. SIGMA is the largest trade asso-

ciation of independent private brand marketers of motor gasoline in the 

country. 

SIGMA has reviewed the Draft Environmental Impact Statement 

[DEIS] and has concluded that it provides DOE with a sound basis for eval-

uating the environmental impact of its proposal to deregulate the retail 

price of motor gasoline . The DEIS complies in all respects with the 

requirements of the National Environmental Policy Act [NEPA] , 42 U . S . C .  

14331 .!!.. �. J a s  well a s  the Council o n  Environmental Quality ' s  Guidelines 

for tbe Implementation of NEPA, 40 C.F . R .  §l500 � �. 
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Section 102(2) (C) of NEPA requires that an Environmental 

Impact Statement consider the environmental impact of a proposed Federal 

action, any adverse environmental effects wich cannot be avoided, alter

natives to the action, the relationship between short-term uses of the 

environment and long-term productivity, and any irreversible commitment 

of resources involved in the propos�d action. Although it is extremely 

difficult to quantify environmental consequences of an action such as 

deregulating gasoline, the DEIS fulfills the requirements of NEPA. 

The DEIS presents the available data and the Departmer..t ' s 

analysis of this data in a persuasive manner. This fact is important not 

only because it aids both the DOE and the public in understanding the 

possible environmental consequences of the proposed act:f.on, but also 

because it demons trates that DOE has made a good faith effort to describe and 

consider the environmental impact of the pt'oposal and to weigh the costs 

and benefits of this proposal in light of the alternative courSes of action 

available to DOE. These result? are precisely what was intended by the 

procedures se,t forth in NEPA. County of Suffolk v. Secretary of Interior, 

562 F . 2d 1368, 1389 (2d Cir. 1977) ; Environmental Defense Fund v.  United 

States Army Corps of Engineers , 470 F . 2d 289 , 295 (8th Cir . 1972) . 

A strong point of the DEIS is its consideration and 

evaluation of alternatives to the Department ' s  proposed action. An 

Environmental Impact Statement must consider the environmental impacts 

of all reasonable alternatives . NRDC v. Morton, 458 F . 2d 827 , 829 

(D. C. eir. 1972) . The DEIS describes seven alternatives to the proposal 
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to exempt motor gasoline from price regulations . Sixty-three pages are 

devoted to a detailed discussion of the environmental and economic impacts 

of the various alternatives. The discussion of each alternative is, in our 

opinion, both comprehensive and fair. The purpose for including a COD

sideratJ.on of alternatives in an Environmental Impact Statement is to 

permit the agency to make a reasoned choice of alternatives so far as 

environmental factors are concerned. .!!!.. at 830; County of Suffolk, 

supra; Alaska v.  Andrus , _ F . 2d _, 11 ERC 1321 (D . C .  eir . 1978) . The 

DEIS provides sufficient data on, and analysis of,  each of the alternatives 

presented to allow DOE to evaluate the environmental consequences of each 

alternative. 

In SIGMA I s view, the DE IS meets all the 1;'E;quirements of 

NEPA and DOE will have fulfilled its obligations under this statute if it 

adopts the DEIS as its final Environmental Impact Statement for its pro

posal to exempt motor gasoline from the ' Mandatory Petroleum Allocation 

and Price Regulations. 

U0462 



.1m n IG: 4 l  

EMPIRE SlAlE P8ROLEUM ASSOCIAllO� INC. ~ .e_hr: """OHAl Oil JOBBERS COUNCil 

' 2 2  EA.ST 42HC STREET. NEW YORK . .... Y. 1 0 0 1 7  • 1 2 1 2 )  1597·3774 

7703:14 A 
COMMENTS 

of the 

EMPIRE STATE PETROLEUM ASSOCIATION, INC. 

on the 

GASOLINE TILT 

"Amendment to Allow Refiners to Al locate 
Increased Costs to Gasoline on a 

Greater than Pro Rata Volumetric Basis "  

before the 

DEPARTMENT OF ENERGY 

Washington , D . C .  

January 12 , 1979  
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GASOLINE TILT 770314 4 

The Empire State Petroleum Association , on behalf 

of over 8 0 0  independent fuel oil marketers in New York State , 

submits these comments on the Department of Energy (DOE) 

Rulemak ing , "Amendment to Allow Refiners to Allocate Increased 

Costs t o  Gasoline on a Greater than Pro Rata Volumetric Basis 
*j 

(the Gasoline Tilt) . n -

These comments wi l l  review several important points 

related to the Gasoline Tilt , but will focus on a single critical 

issue that ha s been largely overlooked in these proceedings 

to date : the importance of the Gasoline Tilt to the nation ' s  

heating oil  consumers . These millions of American families,  

concentrated in the Northern and Eastern regions of the United 

Stat e s ,  have not only suffered the ill effects of the enormous 

increase in crude oil prices since 1 9 7 3 ; they also have been 

required to subsidize the price of gasoline since July , '  1 9 7 6 .  

Thi s  unintended regulatory burden , amounting t o  hundreds of 

millions o f  dollars , must be l i fted as soon as possible . 

The DOE has recognized the enormity of this inequity 
* .j 

for almost two full years -- since February 1 1 ,  1 9 7 7;- when i t  

*/ -43-Fed . Reg. 5 0 3 8 3  (October 2 7 , 1 9 7 8 ) ; 43 Fed. Reg. 57609 -
(December 8 ,  1 9 7 8 ) . 

.*j Refiner Price Regulations -- Allocation of Increased Costs 
to Gasoline Prices , 42 Fed . Reg .  9675 (Feb.  1 7 , 1 9 7 7 ) . 

'UIL1SilUS Of "' Rili TM( OI,al 'UJO.S· IUUl'NE 
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first proposed to correct it . Even then it stated that the 

regulations since decontrol o f  middle distillates (July 1 ,  1 9 7 6 )  

created pressures for re.finers t o  recover the i r  increased costs 

formerly allocated to gasoline in sales o f  exempt produc t s ,  

"particularly those for which there i s  the greatest demand , such 
*/ 

as middle d i s t i l lates . " - The proposal went on to state that to 

avoid such cost pressures on middle disti llate price � and to 

restore traditional market price relationships between gasoline 

and middle di stil lates " refiners should be permitted to reallocate 

a certain amount of their increased costs now allocated to exempt 
* */ 

products to gasoline , as was previously permitted . " -- While 

recognizing the need for the Gasoline T i l t  two years ago , DOE 

has unfortunately not acte d .  T h i s  inaction i s  not based on any 

disagreement over the merits or the need for the Gasoline Til t ;  the 

delay has been caused almost entirely by the DOE ' S  continuing 

assertion that the e x i sting system of partial controls will soon 

be ended by the decontrol o f  gasoline price s ,  and thus the 

Gasoline T i lt will not be nece s sary . 

But as this excuse for the delay is repea ted , the 

onerous results of inaction continue to moun t .  The impact on 

heating oil consumers has been severe , yet DOE does not even 

refer to these impacts among the economic e f fects analyzed in 

the Draft Environmental Impact Statement (DEI S ) . The DEIS 

includes detailed analysis of the various possible economic 

�Id.- (ernphas:rs--added) . 
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impacts to gasoline users , but no corresponding analysis of the 

potential benefits o f  the Gaso l ine Tilt to home heating o i l  consume r s , 

and users of other petroleum produc t s .  The comments filed by 

ESPA seek to correct that deficiency. 

According to DOE dat a ,  during the period May 1 9 7 5  -

April 1 9 7 6 ,  -- when a l l  refined products are subject to controls 

refiners allocated more than $ 1 . 2 b i l l ion of increased costs to 

gasoline , which were , on a volumetric basi s ,  allocab1e to products 
*/ 

other than gasoline . - Middle distil lates represent approximately 

40% o f  a refiner ' s  average non-gasoline output , from which these 

costs were a l located. Thus , approximately $ 4 8 0  m i l l ion dollars 

o f  re finer costs , which when measured volumetrical l y ,  would 

have been allocated to middle d i s t i l l ate s ,  were passed onto 

gasoline during thi s one year period of full contro l s .  I f  thi s 

a s s ignment of costs had been permitted to continue after the 

exemp t ion of middle d i s t i l la�es from price contro l s ,  in the 

2 1/2 years since that action , approximately $ 1 . 2 b i l lion would 

have been real located from middle distillates to gasol ine . 

The portion of total middle distillate production used for 
* */ 

heating fuel is approximately 5 0 % . -- Thus , under partial contro l s , 

heating o i l  consumers alone have been forced to pay about $ 6 0 0  

million in increased costs whi c h ,  under either a non-controlled 

envi ronment � under contro l s ,  would have been allocated to 

gasol ine . 

�egUlatory--Ana1 y s i s ,  Amendments to Allocate Increased Costs 
- to Gasoline on a Greater than Pro Rata Volumetric Bas i s , 

ERA, October 1 9 7 8 , p . 2  ( " Regulatory Analysis " ) . 

* */ See Findings and Views Concerning the Exemption of Middle --
Distil late from the Mandatory ?etroleurn Allocation and Price 
Resolutions p .  7 6  ( 4 7 . 5% in 1 9 7 ': ) . u0466 
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These increased costs explain why heating o i l  prices 

have increased at a higher percentage rate then gasoline si�ce 

1 9 7 6 . The Office of Hearings and Appea l s  Dec i sion and Reco��endations 

on No . 2  (Horne) Heating Oil implies that higher prices are tr.e 

result o f  " refiner overcharges for No . 2 heating oil for the 

first two years a::ter decontrol " ( p . 8l ) . I n  fac t ,  these 

increased co sts have been � on home heating oil conSl.L"'.e rs 

by this regulatory aberration . As demonstrated , these increased 

costs alone exceed the $ 3 3 1  m i l l ion in estimated "overcharge s "  

determined b y  OHA. The DOE must accept ful l  responsibil ity for 

these price increase s ,  and must recognize that the inequitable 

requirements of its own regulations are the source of these 

"overcharge s .  " 

In its Regulatory Analysis on the Gasoline Tilt DOE 

recogni z e s  that the unavailabil ity of hi storic cost alloca::ion 

to gasoline has been a source of increased prices on other 

refine product s .  It state s :  

" It was DOE ' s  desire when i t  exempted several 
refined products to continue to permit some 
form of cost reallocation to gaso l ine . Some 
time was needed to determine which cost 
reallocation rule \ ... a s  mo st appropriate in 
an environment o f  partial decontro l . In the 
interim , no cost reallocation has been pe�itted . 
However ,  this blanket prohibition against cost 
reallocation from decontrolled products has * / 
always been viewed by DOE as a temporary prohibiticn . "  

DOE has continually stated that the Gasoline Tilt will,  not b e  

necessary because o f  the immedi ate likelihood o f  gasoline decontro l .  

�Regulatory Analys i s ,  p .  12- 1 3 . 
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Yet ,  while DOE has viewed this inequity as temporary , heating 

oil consumers have been forced to subsidize gasoline purchases 

by approximately $ 6 0 0  m i l l ion . If DOE seriously wants to limit 

price increases of heating o i l ,  its first order o f  business 

must be the immediate adoption o f  the Gasoline Tilt . 

Not only has the prohibition on refiner ' s  allocation of 

costs to gasoline been patently unfair to horne heating oil 

consumers , but it is a l so an aberration that is enti're ly 

contrary to Administration policy. The proposed National 

Energy Act sought to increase gasoline prices by means o f  a 

direct gasoline tax and a crude o i l  tax. Yet , horne heating 

oil prices were specifically exempted from the proposed COET 

by means o f  the dollar for dollar heating oil rebat e .  Logic 

would suggest that DOE regulations implement thi s po licy by 

limiting cost based pressures on heating oil prices . But 

thi s failure to adopt the Gasoline Tilt regulation fl ies in 

the face of this exp l i c i t  Administration po l i cy . Every month 

i t  continue s ,  m i l l ions of dol l a r s  continue to flow from the 

pocketbooks of heating o i l  consume rs to subsidize gasoline 

driving. Already, because o f  regulatory barr i e r s ,  adoption 

has been delayed for a considerable portion of the 1 9 7 8 - 7 9  

heating season . But ,  i f  the Gasoline T i l t  i s  implemented 

immediately , some chance rema i n s  that its impact wi l l  be felt 

on fuel oil prices be fore the end o f  the current heacing 

season. 

Adoption of the Amendment i s  not l i kely to have a 

significant effect on gasoline p r i ce s .  Although the maximum 
u0468 
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potential price increase is almost 4¢/gallon , DOE rea l i z e s  that 

" i t  is reasonable to as sume that the impact wi l l  be much smal ler . . .  

and perhaps a minimal impact on gasoline prices would be the 
*j 

resul t . " - To minim i z �  those price increa ses , it is especially 

important that the Amendment be adopted immediately before 

seasonal pressures on gasoline prices begin to mount . As DOE 

nas stated : 

liThe ability of refiners to pass through 
allowable gasoline price increases i s  
severely restricted by the �arketpl ace . 
Currentl y ,  there is a surplus of gasoline 
availabl e ,  which has generally restricted 
gasoline prices to levels below those 
a l lowed by the previous regulation s .  Furthe r ,  
since these amendment s  w i l l  take effect during 
the s l ack driving season when aasoline demand 
is relatively low, i t  is reasonable to assu�e 
that there wi l l  be a minimal impact on gasoline 
prices in the near term . "� 

Despite the price increase that may result to 

gasoline, there wi l l  be a more than cor�esponding price decrease 

benef i t  to heating oil consume r s .  DOE estimates the maximum 

average annual impact per household of $ 2 8 . 0 0 for crude o i l  cost 

reallocation , and $ 3 6 . 0 0  for non-product cost real location . These 

figures assume that the entire amount o f  potential costs will be 

reallocated in 1 9 7 9 .  Even if this were an accurate prediction, 

such a cost reallocation would permit horne heating o i l  prices 

t o  decrease by approxima t e l y  3 . 9¢/gal lon . To the average heating 
* * */ 

oil consume r ,  this would represent savings of about $ S 4 . 0 0/year-.--

:7 Regulatory Analysi s ,  p .  1 3 .  

**j 

� 
rd. , at p .  14 (empha s i s  added ) . 

Based on average household use of 1 4 0 ��allons/ye a r .  
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Comparable price !:'eductions would be expect.ed on other 

petroleum products, a s  wel l .  

One deficiency i n  the Amendment as proposed i s  the 

lack of any mechanism to monitor the effects of the Gasoline 

Ti l t  on the prices of other petroleum products . A lthough it is 

not a requirement of the Amendment, it is important that the costs 

permitted to be recovered by refiners on gasoline s a l e s  are not in 

fact being recovered o n  s a l e s  o f  exempt products also . ESPA 

does not advocate reimposition o f  any form o f  controls to 

guarantee that costs are being reduced on middle distillate s .  

However, ESPA does suggest that DOE adopt � refiner monitoring 

mechanism to determine the extent o f  cost reductions on home 

heating o i l  that are being passed through as a result of the 

Gasoline Ti l t .  Thi s monitoring could be accomplished simply 

and without imposition o f  any additional burdens, if incorporated 

as a part of the refiner home heating oil price studies recomrne�ded 
� 

in the OHA Decision . - It is important that DOE determin e  the 

effects of thi s ��endment not only on gasoline prices, but on 

home heating o i l  price s ,  as we l l . I f  the historical price 

relationship between gasoline and heating oil i s  not restored, 

further action may be neces sary . 

There has been only one reason advanced by DOE for 

not adopting the Gasoline Tilt immediately : the certainty o f  

imminent deregulation of gasoline price s .  This h a s  been the 

primary cause o f  the numerous delays for almost two years. 

y Decision and Recommendations No . 2 ( Home) Heating O i l ,  
ORA , November 2 0 ,  1 9 7 8 .  
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*j 
But gasoline deregulation cannot be guaranteed , - Consume r s  

of home heating oil have waited too long f o r  t h e  burdens from 

regulatory mandated price increases to be l i f t e d .  T h e y  should 

be made to wait no longer . The existing system of partial 

regulation has distorted the historical price rel ationship for 

over two years r  in direct conflict with the goals of the EPAA 

to minimize economic distortion , and to provided for equitable 

prices of refined products among all regions of the United 
* *j 

States . -- The regulations should be brought in line with 

those objective s .  

�/---Se.e-SecretarySch1esinger Press Conference of Jan . 3, 1 9 7 9 . 

" "j EPAA, section 4 ( b )  ( 1 ) . 
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Docket No. ERA-R- 7 7 - 7  
2000 M Street, N . W .  

washington , D . C .  20461 

Dear Sir or Madam: 

71�71/ 

Ford Motor Company 

The American Road 
Dearborn, Michigan 48 1 2 1  

December 18,  1978 

Enclosed, per your request (43 Fed. Reg . ,  54125) are fifteen ( 1 5 )  

copies of Ford Motor Company ' s  (Ford) comments o n  the Department 
of Energy ' s  "Draft EIS on Deregulation of Motor Gasoline . "  

Ford ' s  comments are limited to the topics o f  discussion most 

closely related to our Industry; namely items l I L A  "The Vehicular 

Emission Profile by Year" and V . C .  2. "Tamperproof Filler Inlet 

Restrictions. " 

If you desire any further comments regarding this matter, please 

contact me. 

mm 

Enclosures 

u047Z 

S�y , 

'\ \ - /........ . f ..... l j,.-.,. 

D. A. Jlnsen 



roRD MJIOR CXl1PANY CC'M'1ENTS 

" Draft EIS on Deregulation of MJ+.or Gasoline't 

v. C. 2 Tamperpra:>f Filler Inlet Restrictions 

Ford routinely reviews various aSfeC"ts of its products in an 

attempt to improve upcn existing designs. The fuel filler inlet 

restrictor is =rently being studied for potential design changes 

which might, in part, rrake it rrore t.arrper resistant. Unfortunately, 

a OOl¥?letely tanperprocf system is rrost likely an impossible goal in 

this case. That is, no rratter ro-r sophisticated a taTIper resistant 

design is, an individual with sufficient desire to tamper will rrost 

likely be able to devise a means to defeat the system. For instance, 

if the restrictor cannot te readily re:rovecl or enlarged, filler nozzle 

adapters or funnels might I::e used. These itEms are virtually impossible 

to design against. Ford does, however, in an atterpt to dissuade 

misfueling, include a warning in its vehicle owner ' s  nanuals as to 

the damage which nay result fran the. use of leaded fuel in vehicles 

designed to operate on unl""ded fuel only. Additionally, altilDugh the 

staterrent in the EIS that restrictors are generally wedged or 1:o1ted into 

the filler inlet, Ford restrictors are alre.ady -...elded into the filler 

pipe. 

III. A. The Vehicular Einission Prcfile by Year 

Although the EIS =ncludes that the expected incremental 

environrrcntal impact of gasoline deregulation is not signliicant ---
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a conclusion with which Ford agrees, Ford does not agree with the 

projected emissions presented in Section III of the draft. Ford believes 

that the projected emissions presented in Section III of the. draft are 

overstated and that the environrrental impact will be even less than that 

sl'lam. 'ltle difference of opinion stems fran 'thE! application of multiplier 

factors oontained in a stat.ement on misfueling presented in testim:my 

to a Congressional oversight subccmni ttee by EPA Mrninistrator Douglas 

Costle (p3.ge III-l of roE ' s  draft statement) . Administrator Castle 

stat:ed that };Oisoned catalysts ¥OJ.ld increase e:nissions by a factor 

of 7 to 10. Such an increase could tz:ke place if one asSt..llTes a catalyst 

efficiency of al:out 85 to 90% and one assurres that leaded fuel cOl¥?letely 

deactivates the catalyst (0% efficiency) which is prcbably wret Mr. Costle 

had in rnirrl. when he made the. staterrent. Ford does not relieve that these 

assumptions are accurate with conventional oxidation catalysts when SCIre 

in-use EPA emission factors are used. 

'I'lE EPA in-use emission factors include the ca:nbined effect of 

different levels of maintenance, emission system taTIpering (il1.clu:llllg" 

misfuelh1g") , and key emission canp:ment failures. one rrn.J.St use cautJ.on 

in assuming a high in-use fleet average catalyst efficiency under these 

conditions especially for those cases where in-field emission data greatly 

exceed certliication levels. For example, EPA 1 s AP-42 (Reference 1) 

indicates that the zero--mile carton rro:noxide emission rate intercept for 

the 1975 to 1979 rrcdel year light duty vehicles is 18 . 6  gpn which exceeds 

the 50, 000 mile certification standard of 15 gpn. Ford average em. of 

line emission test data (with d. f. applied) for these years sl'l:Jws the 

appropriate CD emission rate to I::e about half of the EPA value. Multiplying 

u0474 



- 3 -

EPA I s high zero mile interccpt emission rate by a factor of 8 resulted in 

projected 0) misfuelErl Emission rates considerably higher than uncontrolled 

vehicle anission rates which is unreasonable. In fact, the emission rates 

listed in the EIS Table III A-4 for hydroc:artons and carton rronoxide for 

the 1975 to 1979 no:lel year vehicles are all greater than EPA estinates 

for "vehicles without emission control" and. with vehicle rraladjusbre.nt 

factors of 4 x He and 3.8 x cc (peferences 2 and 3) . 

Ford telieves that a rrore appropriate estimate might be obtainec1 

through the use of EPA I S  in-use m:xlel (References 2 and 3) . The EPA 

no:lel divides the vehicle population into three groups -- cars which are 

rraladjusted, cars \o1hl.ch have totally lost emissions exmtrol, and cars 

which have emissions perfcnnance of certification cars. perhaps the factor 

of 8 might be appropriate when applied to the data for certification cars 

since they have been properly maintained and achieved l� emission 

values than abJ.sed vehicles. A factor of 4 might be appropriate for 

naladjusted cars which are assigned higher emission values, and a factor 

of 1 for cars which have totally lost ar.ission control and the assigned 

values are already w:>rst case. TlEse valqes of 8, 4 and 1 � picked for 

discussion purposes and � rot determined by any analytical rreans. As 

for vehicles that are occasionally misfueled, the limited data in Reference 

4 suggests that one tankful of leaded fuel nay rot necessarily significantly 

affect €missions in the long run although it will significantly increase 

emissions for a pericxl of time after th2. misfueling. 

In surrmary, it is not appropriate to asstl!1'e that even the w:>rst 

case misfueling consequence (i.e. , total catalyst deactivation) soould 

" 0t1 7!5 

- 4 -

cause tailpipe emissions* of HC and OJ to exceed. feedgas* levels. 

*Feed.gas emissions are defined as tfeng:ine-outn enissions prior to 

passing through the catalyst. Tailpipe emissions are defined as 

emissions after passing through the catalyst. 
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P u b l i c  Hearing Hanagcment 
Department o f  Energy 
Room 2313 
2000 M Stree t ,  N . W .  

.i  JAN 7�as.A:ifu.g ton. D .  c .  20461 

Re : DockcL No . ERA-R-77�'7 

January 8. 1979 

Draft Analysis Hemorandum "1980 !-iotar Gasoline Supply and 
Demand" 

Gentlemen: 

On Frida y ,  January 5 I managed to obtain u copy o f  the subject analys i s ,  notic� 
which was published in the FEDERAL REGI$TER of December 21, 1978. You have solicite, 
cornmeat!': however you indic3te that you will cOPsider comments received by January 8 ,  
1 9 7 9 .  The document i s  rather awesome and , i n  vie-w o f  the intervening holiday season. 
your indulgence in this sorn2what delayed reply is solicited. 

The undersigned is an a t torney employed in the o f f ices of <J small and an integr,'� 
refiner in the Rocky :fountain The conunent s ,  however , urc submi t t � d  independent 
of those o f  my employer. 

Of princ:i pal concern is the apparent failure to include a s  !...� major factor cur
rently restricting the capo.bility o f  the Uni ted S t a t es refining industry to supply 
a c ceptable motor fuel s :  Governmen tal interference wi t h  a free market system. Your 
s tudy notes some concern respecting the regulatory handling of gasoline additives. 
Nevertheless the introduction, on page 5 ,  l i s t s  only three limiting f a c t o r s .  

AJ though the undersigned is not furnished w i t h  s u f f i c i e n t  data to () f f er critica l 
input on your proj e c t ions , I do believe that the constraints placed upon the rpf inio),. 
industry by unworkable and complex regulatory schemes designed for substa�tially d i f 
ferent circumstances wil l b e  the k e y  f a c t o r  in t h e  inability o f  t h e  ref ining ind ustry 
to meet the projec ted demand. Without going into detail you will , o f  course , b e  aWa l t  
o f  t h e  fact that <l l thollgh some 2 2  small refineries ( 10, 000 barrels per d a y  o r  less) 
have been opened (I  avoid the use o f  the �word "builtH) since early 1976, no significa 
additions have occurred in the total refinery capacity of the country. Indeed it has 
been suggested that the total annual value o f  the small ref iner bias 'Jndcr the Entitl 
ments Program over the past year would be sufficient to construct several new grass
roots 200, 000 bId refineries. The interference by the federal governmen t ,  and the 
resultant complaint that the refining industry is a t  faul t ,  should be considered d i s 
grace ful ! 
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In completing and f inalizing the D r a f t  Analysis you a r e ,  therefore , urged to 

place more emphasis upon such factors. 

2/.,lt:�1f 
KFA : bg Attorney at Law 
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Center for Auto Safety 
1223 Dupont Circle Building WlUhington, D.C. 20036 (202) 659·1126 

November 1 7 ,  1 9 7 8  

Office of Public Hearings Management 
Economic Regulatory Admini s tration 
Room 2 31 3  
2000  M Street, N . W .  
Washington, D .  C .  20461  

or'O."3 09A 

Re : Amendment to Allow Refiners to Allocate Increased Costs 
To Gasoline on a Greater Than Pro Rata Volumetric Basis . 
Docket No . ERA-R-77- 3 .  4 3  Fed . Reg . 50386  (1978 ) . 

COMMENTS OF CENTER FOR AUTO SAFETY , 
PUBLIC CITI ZEN AND RALPH NADER 

The amendment to a l low refiners to allocate increased costs to 
gasoline on a greater than pro rata volumetric basis will permit 
refiners to add or t i l t  into the price o f  motor gasol ine costs which 
are not gasoline related . According to the Department ' s  regulatory 
analysis the resultant retail price increase could be 4 cents per 
gallon . There is no restriction on how the price increase is to be 
al located between types of gasoline so that this increase could 
yield a 12 cent per gallon price rise for leadfree gasoline and 
no rise for leaded based on current market shares of about 1/3 lead
free and 2/3 leaded. 

The impact o f  the tilt amendment can best be recogn ized when 
compared to the Departmen t ' s  earlier efforts to decontrol motor 
gasoline prices entirel y .  Indeed , the Federal Register notice on 
the present amendment unequivocally states that the t i l t  regulation 
i s  intended lito fac i l i tate the transition of gasol ine from a 
controlled to a decontrolled environment . "  The overall price 
increase from decontrol ha� been estimated by the Department to 
be only 1 cent per gal lon . The economic impact of e i ther t i l t  
or decontrol a t  t h e  retail level i s  essentially the same -- overa l l  
gasoline prices will g o  u p  b y  1 t o  4 cents per gallon with the 
a l location of the increase between leaded and lead free being left 
up to the refiner. 

As pointed out below, the tilt regulation constitutes a major 
federal action s ignificantly affecting the quality o f  the human 
environment within the mean ing of S 102 of the National Environment a l  
Policy A c t  (NEPA ) . Under the agency ' s  regulations governing 
compliance with NEPA, the Department must either file an environmental 
impact stateme�t (EIS) or a negative declaration to certify that no 
EIS is needed. The Department has not even prepared an initial 
environmental assessment (EA) 0ij which to base a negative declaration 
a s  required by its regulation s .  

4 3  Fed. Reg. 5 0 3 8 6  (1978 ) . U0480 
Report on Gasoline Decontrol: Department of Energy Justification , 
Subcomm . on Oversight and Investigat ions of the House Comrn. on 
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The basic adverse environmental impact is the increase in 
auto emissions due to the use of  leaded gas in motor vehicles 
certified to run on lead free gasoline . This practice is commonly 
referred to as fuel switching. In  addition to causing increased 
vehicle emissions , the lead in the leaded gasoline is itself a 
harmful pollutant . 

A car equipped with a catalyst can burn leaded gasoline without 
adversely affecting performance even though the catalyst itself is 
poisoned if the car owner can get leaded gas into the vehicle ' s  
tank. Environmental Protection Agency (EPA) regulations require 
cars with catalysts to have restricted gas filler necks and leaded 
gas pumps to have larger diameter nozzles that cannot be inserted 
into the restricted filler necks on catalyst cars . However, this 
system can and is being frustrated by consumers who remove the 
restriction in the filler neck in order to switch fuels .  

The higher price for lead free gasoline over leaded gasoline 
creates an economic incentive for consumers to use leaded gas in 
catalyst cars .  The greater the price differential,  the greater the 
economic incentive for oonsumers to fuel switch .  Every survey that 
has been done shows that fuel switchingsis occuring, with the surveys 
by EPA showing a switching rate of 1 0 % .  Even more significantly , 
the surveys show that thg higher the price differential,  the greater 
the amount of switching . 

In a recent study to determine why consumers fuel switch, 
Sobotka & Company under contract to EPA found that about 1 5 %  fuel 
switching occurred and that this would be decreased significantly 
if the price differential were eliminated : 

If the price dif ferential between leaded and unleaded 
gasoline is eliminated, the percent of switching to 
leaded for use in vehicles requiring unleaded will 
decline to a90ut 6 %  from a current estimated level of 
roughly 1 5 % .  

T�e fuel switching rates will undoubtedly increase a s  the 
differentials continue to climb and catalyst cars pass on to second 
and third owners whose incomes are lower than those of the original 
owners and who are more sensitive to gas prices . 8 Since the average 
car in this country is sold every three years, the 1 9 7 5  models with 
the first catalysts are j ust now seeing extensive service as used 
cars .  Not only are used car owners more economically motivated to 
buy the cheaper leaded gas but also a removed filler neck restriction 
passes with the car and makes it easier for subsequent owners to use 
leaded gas . A General Motors survey conf irmed this in finding 1975 
models having the �ighest incidence of fuel switching and 1977-78 
models the lowest.  

Ihere1nafter C1ted as House Report] . 
3 10 C . F . R. S 208 . 
4 

5 
rd . 

House Report at 6 .  

rd . a t  6-7 . 

RAn Analysis of the Factors Leading to the Use of Leaded Gasoline 
Tn All'tnmnhi l p.!=> Rp.ou i r ina Unleaded Gasoline 1 (Seot . 29 . 1978 ) . U0481 
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Another indicator of the consumer potential for fuel switching 
is the overwhelming negative consumer opinion about the higher price 
for leadfree gasoline. In a recent Center for Auto Safety survey 
conducted for use in the Federal Trade Commission rulemaking on 
gasoline octane posting, the Center found that 97% (145  out of 149 )  
of  consumers bel ieved that leadfree gasoline was priced too high as 
compared to leaded gasoline with many consumers simply believing 
leadfree was a consumer ripoff . Such feeling is readily translated 
into fuel switching to avoid the overly high priced leadfree gasoline . 

The emission products of lead additives in gasoline significantly 
impair the emission control performance of catalytic converters . 
Indeed, burning more than two tankfuls of leaded gasoline containing 
an average lead content of only 2 . 2  grams per gallon can permanently 
deactivate or poison a catalytic converter such that the vehicle 
will not meet the vehicle emission standards it was certified to meet . 
The hydrocarbons and carbon monoxide emissions from cars with catalysts 
deactivated by leaded gasoline can increase by up to a factor of 1 0 .  
EPA has indicated that this creates a disproportionate increase in 
overall fleet emissions -- i . e . , 10%  fuel switcybng would result in 
a catalyst fleet emission increase of 30  to 7 0 % .  

The House Report put this air quality impact in perspective 
as follows : 

If the percentage of fuel switching were to increase , 
or even remain at the present 10 percent level as Tepcrted 
by EPA, the impact on the environment would become painfully 
real,  particularly by 1982  when enhanced air quality standards 
mandated by the Clean Air Act Amendments of 1977  are to be 
achieved . According to EPA, if the level of fuel switching 
in Los Angeles reached 10 percent, the increased pollution 
would be equivalent to that produced by one-fourth of all 
stationary sources and one-tenth of all automobiles in the 
area. To meet statutory air quality standards , extraordinary 
measures would be required. One of the witnesses before 
the Subcommittee accordingly warned that measures such as 
th0se proposed for New York City to reduce air pollution 
could be eas ily overcome by increased fuel switching. For 
example, the tolls proposed for New York City bridges would 
reduce vehicle fleet emissions by only 1 to 2 percent , a 
ban on cruising cabs would save 7 to 8 percent, and a $ 1 0 0  
to  $200 beavy duty truck retrofit requirement would save 
another 10 percent, but all  of these steps would be rendered 
meaningless in face of a 30 to 70 percent increase in vehicle 11 air pollutants that would result from a 10 percent switch rate . 

The adverse air qualit¥ impact of fuel switching is irreversible 
except at great econom1C cost .  Once the catalyst is poisoned , the 
vehicle will emit increased emissions until the catalyst is replaced . 
For a monolithic catalyst such as are on Chrysler and Ford vehicles , 
the replacement cost is about $150 while for a General Motors car 

See Federal Trade Commission, "Staff Report on Used Motor Vehicle 
Industry" 14 (Dec . 1975 ) . 
9 House Report at 7 .  
1 0  

11 
rd . at 5 .  U048.l 
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with a pelleted catalyst, the cost is about $ 5 0 .  I f  only 10% of 
the present catalyst equipped fleet of about 50  million vehicles 
have fuel switched, the cost to remedy this is $500 mill ion at an 
average replacement cost of $100 . Indeed, fuel switching may 
create a substantial resistance to the imposition of mandatory 
emission inspectionftMintenance programs required under the 
transportation control plans for polluted urban areas by the 
Clean Air Act Amendments of 1 9 7 7 .  

Imposition of Tilt Will Increase the Differential Price 
Between Leaded and Leadfree Gasoline. 

Leadfree gasoline prices are currently near the ceil ing price 
permitted under the pricing regulations while leaded gasoline prices 
are considerably below the ceil ing prices . In fact, some regions 
of the country hav�2leadfree prices that are on the average above 
the ceiling price. Leaded gasoline prices have increased less 
that leadfree prices so that it appears that leaded is used a 
loss leader as was recognized by the Department ' s  Assistant Secretary 
for Environment Ruth C. Clusen in a memorandum released by 
Congressman John E .  Moss on November 3 ,  1978 which indicated the 
fuel switching problems raised by the tilt regulations as follows : 

It is also reasonable to hypothesize that leaded gasoline 
will continue to be the " loss leader" and that the 
allowable price increase would be disproportionately 
applied to unleaded gasoline . 

Since leadfree gasoline is readily sold at the ceiling price 
while leaded is not, it is highly l ikely that price increases permitted 
by the tilt regulations will be disporportionately applied to or 
loaded on leadfree gasoline and further increase the differential 
between lead free and leaded gasoline. Other price increases permitted 
this year without tilt have been loaded on lead free as opposed to 
leaded as EPA indicated in its comments on this regulation : 

The most recent data we have on gasoline prices indicate 
that as the price of gasoline increases , the differential 
between the price of unleaded and leaded gasoline also 
increases . Thu s ,  based both on empirical price data and 
your projections,  we can expect the price differential to 
increase [under the tilt regulation] . 1 3  

Since the beginning of 1 9 7 8 ,  the differential between leadfree and 
leaded gasoline at self-service stations has gone from 4 . 37 cents per 
gallon to 4 . 92  cents per gallon while the differential at full-service 
stations has gone from 3 . 36 to 3 . 76 cents per gallon from January 
to October. This is a national average based on the Lundberg Survey 
and provided under contract to EPA. Individual stations can show 
far higher differentials . As the Center for Auto Safety found in 
a June 1978  survey in the Washington metropolitan area , the average 
differential at self-service stations was 8 . 4  cents per gal lon with 
64\  of the stations surveyed having differentials greater than 8 cents 

12 House Report at 1 2 .  
1 3  Letter from B . R .  Jackson, Office o f  Enforcement, EPA, t o  D . J .  Bardin , 
Administrator, Economic Regulatory Administration, Department of Energy 
(NOV. 1 7 ,  1978 ) .  U0483 
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per gallon. These excessive dif ferentials are particularly 
disturbing since more fuel switching and environmental harm occur 
at these higher levels . 

It is clear that the tilt regulations can further increase 
the price differential between leadfree and leaded gasoline . such 
increases will cause more consumers to switch from leadfree to 
leaded gasoline and poison the catalysts in their cars with 
resultant gross increases in emissions and deterioration in the 
nation ' s  air quality . Accordingly , the Department of Energy must 
issue an EIS in order to comply with NEPA . In the. preparation 
of the EIS, the Department should pay particularly close examination 
to alternatives such as controlling the differential price itsel f .  

ReS?{� O$Lff-
Clarence M. Ditlow III  
Executive Director 
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Department of Energy 
Washington, D,C. 20461 

15 J,AN 1973 

MEMORANDUM FOR JIM BERRY � 
FROM: BILL CALDWE� 
SUBJ ECT: COMMENTS - MOTOR GASOLINE DEREGULATION 

Mr. Samuel Crook o f  15701 A i tcheson Lane, Laur el, Mary
land 20810 , f u r n i shed the followi n g  comments over the 
telephone. Inasmuch as Mr . Cr ook is s u f f e r ing f rom a 
c a t a r act cond i t i on, he was unable to f u r n ish w r itten 
comments. Please include h i s comments in your summary 
o f  comments on deregulat ion. 

In gene r al, M r .  Crook seve r e ly quest ioned the Adm i n i s 
trat ion ' s  logic in the deregulation process . H e  w a s  very 
adament in h i s  oppos i t i on to de regula t i o n .  Mr. Crook 
quest i oned why, in the 1 9 30's, when the o i l  compa n i e s  
added lead to gasoline t h e y  w e r e  able to obtain a p r ice 
inc rease because o f  the add i t i ve . Now when gasol ine is 
be ing made w i thout the lead, the oil compan ies use the 
same r a t i onale in ju st i fy i ng a p r ice i n c r e ase . Mr . Crook 
feels that the o i l  compan ies a r e  real i z i ng excessive p r o f its 
and that they a r e  aggravating the f i ght aga i nst inflation 
t h r o ugh the i r  p r icing pOlicies. He d e f i n itely feels that 
d e r egulation will result i n  even more inflation. Mr . Crook 
also feels that the Admi n i s t r ation is employ ing que st ionable 
logic in t r ying to solve the energy problem s .  

In summa r y, Mr . Cr ook is v e r y  pos itive in h i s  oppos i t ion to 
d e r egulat i on .  His comments, along w ith all o f  the others, 
should be considered in you r summa r y .  

CC : Mr . Samuel Crook 

U0485 

Iris tin I)Jtton 
32 Prospect Ave. U 

Long Beach, CA 90803 

December 7, 1978 

Department of Energy 
Public Hearings Management 
Docket: No. ERA-R-77 
2000 M Street ,  N.�. 
Washington, D.C. 20461 

Dear Sirs : 

7'1�71;;" 

1 have read the Novemer 1978 issue of "D.O.E. Information" 
and would like to cCJllllent on the proposed deregulation 
of prices for rotor gasoline. 

I am definitely in favor of the deregulation of motor gasoline. 
It is one major way to begin the Olre of a sick economy. 

Similarly, when prices of motor gasoline are allowed to 
rise to their high equilibrium level ,  alternative sources 
of energy will naturally find their way into the market place 
wi thout subsidies or incentives. 

As for the pollution problem created by deregulation; it 
will be a temporary thing. With gasoline prices so high, 
larger portions of the population will necessarily take 
money-motivated conservation measures such as using public 
transportation and car-pooling. Also, hpefully over the 
next few years , the "gas guzzler" laws and others will 
help to lower consLBl!ption and reduce pollution. 

Thank you for your attention and interest. 

Sincerely, �� 
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January 2, 1979 

United States Department o f  Energy (USDOE) 
Publ:f_c Hearing Nanagement 
Room 2313 
Dockf't No . ERA-R- 77-7 
2000 M Stree t ,  � . W .  
Washinr.;ton, D . C .  20q61 

Dear Sir/Madam: 

770732/1 

The fo] lowing represents our position and comments concerning the (USDOE) 
documt'nt DOF./FIS-0039-D entitled "Draft Environmental lmpact Statement" 
Motor Gasol ine Deregulation, November 1978 US Department of Energy . 

Today in the Vni tC'd States, approximately 330, 000 , 000 gallons f)f gasf)line 
(a1 1 grades) are consumed on a dailv_ basis, which cost lhe us driving 
public approximately $200 million per day. Clearly, the action which the 
!JSDOE/FERA is considering to implement wi.ll have a substantial impact on 
various aspects of the daily lives of our citizens. One important impli
cation of this nctton 5. f im?lemented will be its effect on the "quality 
of l ife" of  almost every U . s .  c i t izen (approximately 215 million) . We 
believe that--t-�bove-men tioned document is an important contribution 
in accurately acc:essing the effect on the environment of the proposed ac
tion concerning "motor gasoline decontrol". However, ';Je don ' t believe 
that its primary recommenda tion incorporates the basic findings of the 
document . 

Sjnce the 1975 model year, a vast majority of passenger vehicles sold 
in the United Sta tes and Cnnada have incorporated emissjon control sys
tems ';Jhich are subj ect to "substantia] " poisoning if leaded gasoline is 
used . Also, i t ' s  impor tant to state that an i nvestment of approximately 
$9 b i l lion has been made by the American driving public for the::.e systems. 
As shown in Table III-B- 2 ,  "Estimated Market Shares (%) of Leaded and 
Unle.ade.d Grades of Motor Gasol ine Through 1985" Source "ESCON Model" EI 
Dupont de Nemours &. Co . ,  Inc . ,  l.,Tilmington, Delaware 1977, the market share 
of unleaded gasoline in the U . S .  will rise progressively in the 1980-85 
timeperiod and is projected to be 7 7 . 5% by 1985. The adverse effect that 
this proposed action ';Jill have, if  implemented , will increase in each suc
cessive year past 1980 because of the introduction into the market place 
o f  a higher percentage of vehicles tha t are designee for and legally must 
use unleaded gasoline. 

9 it....: ;0 
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Today it has been estimated (depending on source) that between 5-10% of 
passenger vehicles in the U . S .  which require unleaded gasa] tne use leaded 
gasoline because of economic reasons (the price differential) . Also, it. 
is important to mention th8.t present Federal regulations regarding "fuel 
misuse" cause gasoline service stations to be subj ect to a fine of up to 
$10 , 000 per occurrence. This substantial level of elvil penalty has not 
hindered mill ions of motorists from not obeying the law. It  can be clearly 
stated that economic forces play an important r o l e  in an individual I 5 de
d slon to usc the "inc-orrect type of fuel and subsequen t l y  poisoning their 
emission control sys tem. 

The USDOE draft EIS concludes that deregulation of motor gasoline would 
resul t in an average price increase o f  2-4 cents per gallon of all grades 
and goes on to s t a te the p d c c  dif ferential between leaded and unleaded 
1s not expected to change significantly, but could increase to abcut 7 
cents per gallon from the current average differential of 4 . 4  cents per 
gallon, nationally. If the average price of gaso] inc increases 2-4 cents 
per gallon, the p r i ce of unleaded gasoline could in 1980 go up by 4-8 
cents per gallon depending on which grades of gasoline are sel ectp.d for 
thi s price increase. Thus, the present nat ionai price differential be
tween 1 eaded and unleaded r,asoline of 4 . 4  cents per o;.;a110n could double 
to approximately S . L,  cents pC'r gallon or possibly triple to approximatC'ly 
1 2 . 4  cents per gallon by 1980. These l evels , we believe, \Ji l l  cause a 
subs tantial amount of mtsfueling and subsequently a major adverse effect 
on the environmen t . · . 

The draft EIS states that incremental emissions caused by vehicle misfueling 
would delay achi eveP.1ent o f  the �ational Ambient Air Quality Standards (NAAQS )  
in select locations 'c..y si:xtec:1 months under the "worst case" 'issump lions. As 
stated above, these "worst case" as sul'!:p tions appce'! to be subs tantially mor£> 
rea l i s t ic to occur than th(> draft EIS states.  W� th this increased prohah i ] ity 

of occurrence, ",,'e b e l i e'\:e t.:le USDOE should consider other acti ons (e . g . ,  
econorrdc) which may b e  nN'ced t o  be imp1e'l'.en teri in onler t o  substClnti;lly 
re.stl' i c t  "fUel misuse" in the U . S .  
T n  summacy, W� believe that the draft EIS substantially underes t imates the 
adverse effect on the environnent of the implementation of motor gasoli n e  
deregulation. 

Also, we believe that i t  TJould be in the best interest of all segments of 
our society to deregulate motor gasol inc from "price controls" and establish 
a retail price differential o f  1-3/4 cents per gallon between l eaded and 
leaded regular gasoline. 

I trust these comments will contribute to  the rulema\dng process . If addi
t ional information is  required on this matter , don 1 t hesitate to contact me 
at your convenience . 

")t �nCerelY Y1;Aur� 
1 1 / .... /.. ,."",- ..e:z 0/ 7J A lfam Shap ro, F . F.F 
554 Sanderling Cou�t 
Spcaucus , New Jersey 07094 
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�rr . William E. Caldwell 
United States Department of Energy 
Economic Regulatory Administration 
Office of Regulations and Emergency 
2000 �! Street , N. W. - Room 2304 
Washington, D . C .  20461 

Dear Mr. Caldwell .  

Planning 

1 1 784 Indian Ridge Road 
Reston, Virginia 22091 
December 1 2 ,  1 978 

r?d11? 
The following comments are submitted as a private c i t izen in 

response to the Department of Energy ' s  draft environmental statement 
on Motor Gasoline Deregulation, dated November , 1978 (DOE/EIS - 0039 - D) . 

As early as the third page of text it is stated that vehicle 
inspection programs being developed in response to the 1 9 7 7  Clean 
Air Act Amendments "will likely serve as a disincentive for 
mi sfuel ing , and thus decrease the projected rates of misfueling" 
(p. xvi i ,  par. 2 ) .  I n  view of this , it i s  surpr i sing to find the 
major par t of the environmental statement devoted to an analys i s  and 
pred ict ion of misfuel ing rates , particularly s i nce the support inc 
data are so tenuous (di scussed further below) and future prosram 
uncertainties make the predictions still more tenuous . 

It is stated that "the risk incurred in deregulation is price 
increases unrelated to cost increases in response to any shortage 
that does develop" ( p .  xix,  par. 3) . This is not a r i s k ,  but instead 
appears to be a useful func t i on of economic principles operating in a 
free market to reduce demand so that it more closely matches available 
supplies , and to provide incentive for the seller or manufacturer to 
f i nd or produce more suppl ies . 

It is noted that the Department of Energy had concluded earlier 
that "gasol ine decontrol will not have s ignificant environmental 
impacts" ( p .  1 - 4 ,  par. 2 ) . Three major valid reasons for removing 
the present controls on motor gasoline have been recognized (p. I I - l  
and lI - 2 ) ,  the foremost o f  which i s  the fact that "Deregulation would 
free the industry of the costly and probably unnecessary burdens of 
compllance with ineffective regulations" ( p .  I I - I ,  par . 3) . In spite 
of this and other equally compelling arguments for prompt deregulat ion, 
it is surpr is ing to f i nd i n  the environmental statement detailed and 
lenethy analyses of multiple alternat i ves to deregulat ion, most of 
them seeking to mit igate the adverse impacts of the present regulations 
by the imposition of still more government regulations . These include 
gasoline tilt and rent passthrough ( P .  IV-36 ) , price different ial 
regulation (p. IV-38 ) ,  regulated retail unleaded marg in (p. IV-41 ) ,  
and trade regulations requiring display of unleaded gasol ine prices 
( p .  V - 3 ) . In view of the recognized ineffectiveness of the present 
regulations , I feel that the only just course is to remove them 
forthwith, and if further t i me and expense to study new regulations 
is justified at al l ,  it should not be used as a means to delay 
decontro l ,  and should not be allowed to delay decontrol at the present 
t ime and c ircumstances .  
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In reporting the results of the Environmental Protection Agency 
survey of "fuel switching" it is stated that "99 confirmed unleaded 
vehicles were ob served refueling with leaded fuel " out of 987 unleaded 
vehicles , giving a fuel switching rate of 1 0 . 0 3  percent ( p .  1 1 1 - 3 1 , 
last 4 l ines ) .  It is not unt il 3 pages later that it is first acknow
ledged that "There may have been some problem with correctly identify
ing a vehicle as requiring e ither unleaded or leaded fuel" ( p .  1 1 1 - 34 , 
last par. ) .  This i s  cited as one of the "problems with the EPA study" 
( p .  1 1 1 - 3 4 ,  last par. , line 1 ) .  Because of this defect i n  the EPA 
study, it appears misleading to refer to "99 confirmed unleaded 
vehicles " ,  since this implies certainty as to their proper identif ica
t i on and classification. 

Moreover , the signif icant defects in the EPA study should be 
stated at the outset before results of that study are reported, 
otherwise the results may be given more weight than they deserve . 
After -careful revie� of all the information provided , I feel that 
to characterize the defects as " problems" �ith the EPA study �ould 
be an understatement . I believe that the study should be more 
carefully scrutinized by experts in statistical methods to evaluate 
whether the study is not invalidated by its defect s .  and to evaluate 
the s ignificance of 99 cases of fuel s�itching in a country havine 
well over 1 00 mill ion vehicles . 

In l ieu of such a stat is t ical evaluation, and in vie� of the 
serious defects and infinites imal sampl e ,  I believe it is inadvisable 
to use such a study as a basis for evaluating the probable impacts of 
important national pol icies . I feel that it is wholly unjust ified to 
delay the correctiue action of removing ineffective government 
regulations in order to make evaluations based on a study havin£ 
deficiencies as great as this one. 

It i s  noted that in the EPA study of fuel switching "The vehicles 
in the s tudy were observed refueling without the knowledge of either 
the station managers or the dr ivers" (p. I I I - 34 , par . 5 ) ,  and that the 
vehicle make , mode l ,  and l icense plate number were recorded . Presumably 
the gas station location was also recorded. Si nce some of the 99 cases 
of reported fuel switching involved i llegal act s ,  in all probab il ity ,  
and since all of them involved questionable act s ,  the data o n  �hich the 
results are based could not be made publ i c  without compromising the 
rights of the 99 customers involved, and possibly the rights of some 
of the gas station managers or operator s ,  a fe� of �hom might be subject 
to large fines under some c ircumstances .  Because the data must be kept 
confidential , there is no way for an independent person to verify the 
accuracy of the data. �breover, the accuracy i s  suspect because the 
observers were !lat some distance from the vehicles" (p.  I I I - 34 , last 
par. )  and because they could be expected to have had a desire to 
observe fuel switchers . 
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The foregoing concerns also raise Questions of whether it 1 s  
legal o r  ethical for a government agency t o  surreptitiously observe 
questionable or l l legal acts of cit izens and to record data on such 
observations that could be traced to indi vidual s .  If the data are 
to be accepted there should be an assurance that they were obtained 
legally and without infringement of any individual ' s  right s .  
Normally this would be assumed i n  any government publ i c  document . 
However valuable the data might be , I would be opposed to their use 
unless such assurances could be given . 

In conclusi.on, I feel that t h i s  environmental statement 1 s  
unsat isf actory , 1 s  a di scredit t o  the United States government , 
and should be withdrawn by the Department of Energy at the earliest 
possible date . 

S i ncerely , 

_jLm� [' .4W>� 
George E. Stoertz 
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Ge:ntlell..m: 

Amoco Oil Campa"" 
2'00 lMIKa<>OOIpn f)fi\,1Ir P'twst Oftt.:;:t,. BQ,. Sl il)....\ (J.�ro. IlIinni'ii &lG8O 

'77070913 

AnAl:ysiBi KeItOrendua on 1980 Motor Ca.90line Supply 6: Demand 

Thls lettQr 1s :in 'Ie!lpODBe to the DOE's reqv.est for cO$IItlints on the. analyais 
of 1980 Kot:or Gssol;l"$" Supply and �d. 

11\ general. Amoco be11e'lf;8 that: the t'epor't correctly fO'IeSee8 Q tight g,a.80-
11n� situation -tn 1980. While our estiaa'tes of d if ferent technical asp.e:ets 
considered by the an.alysi!J d:l ffeT with yeape.c[ to magnitude .. we agree with 
the grneTal conclusion and believe that some eXtTaordinaty measures will be 
requIred to help tbe 1ndu&try meet the dE!f\'lrl3ud . 

GJ!IIl!llAL ASSI/I!!"TIOHS 
With respect to general I,l.$SillIlptiQDe of the study, we believe tb3:t the 
analysis has probably o,/eTotated tbe economic growth ratc* R�en't Council. 
of Economic Adv1sel's' estimates would tend to move the "cont:rol case" dO'tfll 
to the area referred to 1:1\ the revort 4& the "pes!J,ie.1s't-tc case". 

Sl':�ond1,." we reel that: impac t (lor Wlatioo from 1918 througb 1980 aay k 
underst&te:d. OuT expectatiOtt 1& sa.evbat: h1ghA!'r than t.hat predic�ed in 
�"" anal.Y81s. 

Third" a11'LC.e the Tep�t vas 1ssued about: t:en d(l)'9. before OPU aDDOaDced 
tbat ita crude pr-tce incyealle would be 14.5 peT cent" we aSRUJ)e there is a 
d1.sparity betwan future erude c.osts and the aS8U1Rpt1on8 tonta:SM.d in the 
report. 

Fourth" the: report appnfmtly a6s.mae8 tha't the industty ViII have. no �el!e.f 
in the vay of "tilt" or full deeontrol . In e-tthet of these cases, t.b2re 
would he lit) incyease in the price to the consu:a4U'� 

llElWlll ��Gpect to th� demand 'ProjilCtions" lie h6ve one sigo1f1c8nt r�.!Ierv8t1oD: 
l't)ere is such a range b�tween the highest nnd lowest cases, that there aay 
be considerable 1Qisunderatanding about the tena "blpact. of cons�:rvationu. 
Tbcxe aet!DI6 'to be an 2nterveav1ng of con.c�ptg, of mandated car peTfonaa1.1ce 
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on one band end of adjuated perGODal dtiving habits on the othA!r� W� art!: 
uncertain about bow to' es:tiaate thQ impact of either aspect iu the DOB' a. 
figure!l. This UilcertaiDty and the wide range betveeu C3Se3 leaves an 
lJDcOilior t..able. lUIlount of 1' 001II for �Jllppage in the modeL 

SUPPLY 
On t.be queatiol1 of wbethe'l the dCMe8tiC 'I'efining :lpdU8try can �t th2 
�pll'ly schedu l ll8  of the dif ferent Bl:enBl'iosl' Aaoco has t\lO obsoI!:rvatiC1lJi.: 
The first cooc:erns tbe -projected opers.tions of refln1..ng facilities a t  91 
t.o 94 per cent of their total rated C8p8c:ity� We noti:!: t h..:lt opnatiOlUl in 
this J'ange are po8sibli! Wl.der sutge (:onditione. aru1 that they may be pos>
sible for 'I'elative1y sus:tained periods at this perc.ent8se of ci'p.acity� 
But. to HlUljJa1i�e tbi,g pe8k I'tst� seem.s elttrElordiuarily higb to Amoco. 

The I'ece'nt rash of refi1\ing. accidents and fires at. ref::1.nerie:& BfOund t� 
country, suggests hID caveats_ One, tMt intetruptiolUi on a significant 
scale are possible,. aud two,. th6:L running T�f l.nerie6 at peak rat.e.s migbt 
plsce a Bt.rain on the plants that could in part. C8U8� these accidents and 
tbd.r un.scheduled dawnti-.ee. 
In any csse, we see a projection of 91 to 94 �r cent of total du.estic 
rat.ed capacity to be lIJIlong the more vulne:rahle. 

OuT eecond supply obsarvation conCP:rnB the role of additives such 88 
tetra-ethyl lead both in ,avoiding .such a 9hort.Dge 811d of minimf:d·1l8 the 
coot$ of producing incremental octllnea� Amoco submit s. that the long 
history of lead 8dd.1t ives 18 a testimony t.o theiT ot>j ective f'ffectivenes$ 
and eco-oo.u.:tc :Impact on the industry and its custQII.ers. No other lIIean.s of 
fnc:reasing oc.taoes -- otheJ' than mild reforming - haft. ever been as 
ec.onOlllically viable. 

Consitq,u€ctly,. it ftlUst be re411.zed the lead pha!JM.owo. will botb teduce the 
a.touot. of ga..ol.1n& t}lat can be produced and add to thp- cosr_ of thli! F,.4&oll.ne 
thilt i9 lIL8de. 

The 008 itaeU �Bti .... te.9 the 109s of gasoline p:rC>duct.iol\ at about 6 per 
cent of thQ total d0lDQ8tic capacit::y as 8. result of hew rulings a.bout le-ad 
u38ge. Th1.s 6 per cen:t: 10.3& ftnlst be b-aJ..anced againBt seversl factorElI"; 

Firat" there i s  conaideTsbh: doubt e..8 to whetber redocing the lead content 
of &B90l fn� .-ls necessary in pursuit of preseot 8IIlbient lead 8taDdard8� 

SecOPd, if amb1�t. lead standards y.:!re not being achieved,. the EPA .could 
revise its present. polity by shift 111& its �ph.asis to po::lnts of l�d 
I!IIliBBion8 sucb as battery factori.es BAd 1esd eme1tets. 

Third, the pTesent I e", does not :require tbe EPA ro do anyth::lng addit.lonal. 
In the way of mo:re stringent standsrds lIbti1 1982. 

Fourth, even i f  nothing elslil were done officially" we note that there i s  
a "a.atural phasrdowo" i n  pr02.tea8 a a.  n ew  c a r s  wi t h  catalyt:lc cQnvertel'P 
replace older carR. This natuTiU pbaae&ovn 19 eat:1as.ted to be at the rate 
of about 10 po< cent p�r year . U0493 
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tn.· vie.,,· of these facts,. ·hoeD" �lieve8 ther� is no �e.a.son for the EPA., co .  
bold to i t s  Arbitrary OctobQT 1979 pbaa�dovn step. I n  our op1n1on. re
t.sln..iD.g the 6 per cent of gasoline product:ion now achedu1ed to be 10Bt. 
would be a highly significant step in helping [he indUbt:ry Dee!. d� -
in 1960. Jt W"ould be equally significant to the cost of ::hlt::r�tal 
oct.a.na product.ion. "Fta.ally,. it would be a UGHul becutop in the l!VeAt 
that ref 1.oeries 'PYU'lllld unable to f8;eQt tho 91 [0 94 per cent. opersr.iOll8 
projected elsewhere. 

�o does not believf! that t� UJile of otbez a.dditives in uDleaded g.a.-olilte 
¥ill be a real possibilit.y for several year. because of their adveTse ef
fii!cts on E!O'1�elons. As penDitted, .Moc.o is altudy using; MMr ::In leaded 
&8&00]::11"9 to the extent possible. We do not look fOT any additional. beneftt8 
ftO'lA this .additive ill supplying either leaded or unlaaded g8BOliD.es .. 

RKCOMIIEHDlcrlONS 
Final ly, the report notes on Page 31. "The cm.alys1B, however, 8S...e& the 
refining industry will tau all neu:ssary oteps t.o en.Bure an sdt!:qUllte 
wpply in 1980." (E:tapblil:!lis .fI:dded . )  That the refining industTY \11.11 tau 
all steps wHhin its pQWeT gOBS without saying.. But MocO resa1D-d.s t� DOK 
that the industry ift under 8 vUiety of regulatIons directly contTary to 
the departlllC!O.t ' s a86UDption. 

While the DOE is relatively re.sli6tic about the eff«t.B of EPA reguls.Uons 
such 88 lead ph.a:Jedovn and the ban ou )DIT,. it is e.pparently :f.go.or1ng the 
adver.e Q.ffects of it.9 own regulat.iona. In this cont e:& t ,.  several pointB 
deserve to be lIilBde: 

First-I" coost-pasBthrough snd priciJl2, Tegulations have }lept gaaoUnt a ba:rga1.o 
for the con8Ulllcr re1athte to the cost of other goods and servicee. 'l1w.e, 
while C01lgeYVat ion is increasing In other end-u�er decisions t.hroogbout t.he 
ecollOSlly, gasolin� demand has r1.EeJl allaollt: cons1sr:e:ntly since the Al:al;J 
Em.bar2,o � A cODc1u:don would be tbat the p:r:eseat rc-g.u1at ionB 8!'e cOlltTary 
to :Improved cU11se'I'Vation. 

Diitregl.l1atiou, wit.h i t o  price algna1_ to tb2 c onB\.dHJ's would be a positive
step in the right. direction� 

_ Se.cGnd ... . in 1971 when the indust'ty fiT8t c.� under cootrols, there vaJJ 
exe&9S r�finery capacity. In tbe tme ·s::1.nce ('.ontrols were hpoaed-. vt.TY---
lit.tle additional capllI:::I ty has been added.. In fact . desand bas nDU CADght 
up ¥itb ell::lstin8 capac:1t.y and tJl2 country f2iceB &upply t.igbtnts. in 1960. 
The conc1u.sion would be contTols ha�e: discouraged the bu::llding the addit:l.oaal 
capacity that coulJ have been expected in the abseDc.e of Tegule-t.ians .. 

Deregulation with i t o  poBHive: s:1gnale to the refiner would he III step ia the: 
rigbt direction .. 

Third, normal gas.ol::lne capacity cao be: incte8sed by resott1..ng to additlcn::sr.al 
high cost processing Buch as the refors1ng, hydrocracldng, al.kylation. aDd 
isomeriZ8tion thot t.be analysis .�t.ioned . The-fie processes have, 10 fact. 
been U!led heavily to meet tecent deBLilDd 8u'l"ge.� ,4nd tbey have- added to the 
cost. of producing gasoline inc:rt:1lM"Dt. ... 
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tto .... ll,.�; the- bigber " costs 'of the:re processes would jU8t:Uy.".d4Ug addi-"" 
tioJl3l. gasoline fac1l1t.1ea whicb would in t.urn produ:ee lower coat ga.ol.1Da. 
Regulations,. however" discouraRe inve8tBeDt. in Buch new fac::lUt1es.. The 
conclusiOD ::19 that l'egu.l...Dtions Bre ul.ttmately costing t.he c� lIO-re 
for his gaoOU.DR and p05:dbly cl'�at:iug shortages by discouraging new 
faci11t.1a8. 

Deregulation would pendt t.he- iDduatry to t:ake all the stepa t.o alltr9iat.a 
P'1".8�t and fut.\lre deaand t.1ght.Jlr.,_ .. 

\le grant that this s1.toaUon is be1a.g accelerated by the EPA. VDrldaa at 
cross-purposes with t.he DOE in the -.:t.UV: of .aa:ia1z.1D& g.4801:1Dc vtodo.tt1.oG. 
Bot ttll t.ne conclusions deecrlbed. above would be 1.J:anltable under ex1.at1DA 
DOl regulat:iDD.8� 

�D re.ca.eOOs aga1.n that the DOJ recop::lze the long lead t1aea _aociated. 
vith br:1ftg1.na; new facilities On£trea. and prepare. fo"l' 1980 rul.1.stically by 
deregulating mot:or ga..oline. 

In tb'il short TUD. we. urge t:� DO! t.o work witb t.he EPA t.o gyBtlt a va:lVft" of 
Us scbedulod lead ph;ooedown. 

S11IIcel'ely. 
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Department 0= Energy 
Public Hearing Management '7707068 
Room 2 3 1 3 ,  Docket No. ERA-R-77 
2 0 0 0  M Stree t ,  N. W .  
Washington, D.  C .  2 0 4 6 1  

Re : 1 9 8 0  Motor Gasoline Supply and Demand 

Gentlemen: 

Atlantic Rich field Company COncurs with the Energy 
In formation Administration I s finding" that gasoline 
supply and demand should rema in in balance through 
1 9 8 0 .  Although our studies of the gasol i ne market 
do not forecast as great an increase in supply and 
demand in the next two years , we believe that to 
the extent the Administration ' s  analysis may have 
overstated these volumes ,  they have been done so 
equally. 

The deman d forecast may be on the high side due to a 
projection based on a high growth year , 1 9 7 8 .  Last 
year ' s  u�precedented growth was undoubtedly influenced 
by good weather which extended the driving season well 
into autumn. In the pa s t  six years gasoline demand has 
never increased as much as 5% in any one year. Yet in 
an economy optimistically described as s luggish , the 
analysis o f  demand projects a high case increase of 5 . 9 % .  
Demand may have been overstated due t o  the assumption that 
the real price of gasoline w i l l  remain constant. This 
as sumption was based upon the recent history o f  leaded 
regular gasoline.  It i s  projected that by 1 9 80 ,  5 0 %  
of t h e  market w i l l  be made up of unleaded regular, which 
has experienced a real increase in price . In addition , 
this assumption seems to contradict the anticipated 
impact on gasoline prices that the 15% increase in 
foreign crude price is likely to have. 

Production as well appears to be projected on the high 
s id e .  This may have been influenced by the use of the 
Bonner and Moore ; s  linear programming (LP) model to 
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Assessment of Supply Cases 

The model appears to adequately reflect G�e current U. s. refining 
capability and flexibility . However , the model is based on current 
"in-place" capability and will not reflect the facilities being -
installed to meet the lead phasedown waivers which the EPA granted 
to various companies . To circumvent this , the reforming capacity 
in the model is  a llowed to swing above current installed capacity 
to meet the requirements of a given case . The information in the 
analysis does not indicate how much additional reforming capacity 
(if any) was brought into each case . Thus , it  is  impossible for 

us to know in an absolute sense whether the model reflects 1 9 8 0  
capabi Ii ty . 

. 

Examining the supply cases in Table 4 ,  our assessment of the 1 9 80 
environment is as follows : 

1. We believe that by the 1 9 80 time frame , most refiners will 
probably have switched to two unleaded grades of gasoline as  
a method for better utili zing available octanes . 

2 .  I n  1980 , the leaded grades will have a lead content slightly 
above 1 gr . /ga l .  (or higher if leaded premium production is 
discontinued) . At that leve l ,  the use of MMT should be 
economically j ustified. In  subsequent years , as leaded 
gasoline sales decrease as a percentage of total gasoline 
sales,  the lead content of the leaded grade wil l  increase 
while maintaining the 0 . 5  gr./gal.  total pool lead level . 
As this occurs , the economic j ustification for using MMT 
\-/i l l  decrease . 

3 .  The current octane level of leaded regular gasoline is on 
the steep portion of the car satisfaction curve ; hence , a 
reduction in the octane of this  grade will result in a 
significant reduction in car satisfaction. Thus , we feel 
that octan� reduction of this gasoline grade i s  unprobable. 

4.  Historically, actual capacity utilization has been i n  the 
9 2 %  range . We do not see any technological changes on the 
horizon that would allow capacity utilization to increase 
to 9 4 % . 

Given this environment , and interpolation between the cases shown 
on Table 4 ,  it appears that domestic supply capability (excluding 
gasoline imports) will be roughly 7 . 4M B/D of gasoline. 
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, 
optimize aggregate U. S. refinery capacity . The L: P .  
assumes optimization and flexibility amony a l l  U .  S .  
refineries,  when in rea lity each refinery must be 
optimized individually within its own constraints . 

Our technical people have examined the supply cases 
shown on Table 4 and have provided the appended assess
ment. 

In summary , we believe that both supply and demand 
volumes will be less than that projected in the Analysis , 
but that supply-demand will continue in balance through 
1 9 8 0 .  

Very truly yours , 

�n�:t::�C 
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Mail Address: P.O. Box 1543. San Fr8f1CISCO, CA 94120 

Petrol..,um Regulations 

January 5, 1979 770'7086 

Analysis Memorandum on 1980 
Motor Gaaol:tne Supply and Demand 

COI1l-IENTS ON DOE "DHlHT ANALYSIS MEMORANDUM 
ON 19&> MOTOR GASOLI'iE SUPPLY AND DEMAND" 

Chevron USA. , s comments on the analysis are divided into three categories :  general 

comments, responses to specific OOE requests for comments, and other comments _  

A. General Comments 

Department of Energy 1. Chevron's latest 1980 U.S. motor gasoline demand forecast 1s near the 
Public Hearing Management 
Room 2312 No. £AA-R-77-7 middle of OOE ' s  range. This close agreement implies very similar 
2000 M Street N.W. 
Washington, D . C . 20461 estimates of gasoline conservation. 

Gentlemen: 

Chevron U . S .A. appreciates the opportunity to review and critique the Analysis Memo
randum on 1980 Gasoline Supply and Demand prepared by the Economic Regulatory 
Administration. 

This review was conducted by our corporate Economics Department and their detailed 
commentaL'Y is s ttached . The follOWing excerpts highlight some of our opinions of 
thE" analysi s ;  

1 .  On balance w e  find the analysis t o  b e  reasonable but question some modeling 
assumptions and the failure to isolate District V with its unique heavy 
crude problems. 

2. We agree with the ERA ' s  findings that refinery operations and gasoline 
quality will have to be adjusted to meet 1980 gasoline demand and , further , 
we agree that a lead phase-down waiver is sn effective way to increase 
gasoline pr.oduction. 

3. We concur with the analysis' estimates of 1980 gasoline demand . In fact, 
our own forecast of demand for 1980 falls nearly midway between the high 
and low cases presented in the analysis. 

To conclude, the analysis points to some problems we feel have been created by inflexible 
and counter-productive regulations . A thorough review of the intent and impact of 
the regulations would be a positive move toward resolving these problems . 

Thank you for this opportunity to comment. 

Very truly yours, 

-K. ;[. �  
Attachment 
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2. Using the conditions specif'led in the motor gasoline production Table 4 ,  

Page 3 4 ,  Chevron ' s estimates o f  U.S. gasoline production capacity are in 

general aereement with OOE I S Cases A and B. For Case F, we estimate 

that waiver of lead phasedown for 1980 will result in less tha..'1. a 

500 M BID inrrease in production, as discussed in Item B-4 belo'W. 

The time fJ:8lIIe permitted for comments precluded analysis of' the other 

cases, but the nearly 400 M BID gain f'or Case E over Case B appears 

directionally high f'or the MMI' dosage , octane shaving, and two-unleaded 

-grade octane changes quoted in the text. 

We note that the downstream. capacities used by OOE are lower than our 

forecast. Thus, the agreement in gasoline production in Cases A and B 

may be f'ortuitous. 

3. � Supply and Demand 

The analysis by OOE shows that the 19&> U.S. gasoline supply-demand 

balance i,s precariOUS, and ve concur. The ana.lysis concludes that 

adjustments by ref'iners vill be required to meet both the low a.nd high 

1evels of' demand. 
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chevron believes that the U . S .  refininc industry ...,ill make every reasonable 

effort, limited only by economic and reguJ..atory restraint s ,  to meet 

gasoline demand i� 1980. However, major uncertainties exist as to the 

level of gasoline demand 1n 1980 and to the quality of Bnsoline that 

will be acceptable to consumers.. Horeover, it 1s uncertain that the 

refining industry can collectively achieve the downstream capacity 

utilizations assumed by DOE or that the level of imports assumed ...,ill be 
available. 

Traditional.ly, the U.S. refining industry has demonstrated its flexibility 

in meeting surges and seasonality of demand. In recent years, however, 

government regul.a.tions have acted to decrease the capability of the refining 

industry to respond to changes in gasoline demand. 

It should be incumbent upon the government to become more flexible. 
Tbus, the October 19T9 deadline for the lead phasedown program should be 

extended to increase supplies of unleaded gasoline , particularly since it 

is the single most effective adjustment demonstrated by DOE. Gasoline 

prices should be deregulated to provide economic returns for additions 

to downstream. capacity. Access to light, gasoline-bearing crude oils 

should be assured by permitting exchanges and/or exports or heavy California 

and Alaskan North Slope crudes, particularly because foreign crude production 

( e . g . , Saudi Arabia) is expected to become heavier on the average . 

4. Supply and Demand Beyond 1980 
Gasoline suppl ies in the U.S. will become increasingly precarious unless 

government modifies or abandons regulations that now are forcing reductions 

in gasoline-making capability and I08k1ng nearly impossible the construction 

of new refinery facilities .  Three areas of regulation--product quality, 
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environmental revie.." and approvo.l, and price contro19--have acted together 

to cause the problems that are now becoming apparent and which will become 

more severe in the future unless positive actions are taken. Localized, 

spot shortages of unleaded gasoline will grow worse unless regulat10ns 

are phased out or revised. 

B. Responses to Specific Requests for COIJlIIlents 

1. Conservation Estimates 

As stated earlier, the fact that Chevron' s  motor gasoline demand forecast 

for 1980 closely agrees with DOE1 s estimates implies general agreement 

with DOE ' s  projected conservation volumes. 

2. Downstream Capacity Utilization Rates 

Chevron ' s  experience is that mechanical..l.y sustainable utilization rates 

for d.ownstream. capacity are more likely t(\ approximate 9210 of the 

maximwn design capacity than �, without allowance f'or emergencies. 

However, achieving this rate depends on having the design crude oil 

available . To the extent that poorer qua.lity crude oils have been 

substituted for design crudes, which probably is a growing trend, the 

achievable utilization rates may be significantly lower than 9210. 

3 .  The RHlS Model 

Considering the U.S. refining industry as one single refinery ignores 

reGional and inter-refinery problems. For example , U . S .  District V ' s  

capability t o  meet gasoline demand while maintainin& a balance for 

residual 'fuel oil has been seriously impaired by the growth in supply 

of heavy crude oil from the Alaskan North Slope. Evidence of this 

condition is the large increase in gasoline imports and interdistrict 
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receipts !'rom the Gulf Coast and the BWitct�ing of ship bunkerina !'rom 

"
foreign areas to the West Coast in 1918. Government regulation of crude and 

product exports should recognize that District V gasoline production 

capacity mB:/ be limited by the ability of West Coast refiners to dispose 

of residual fuel oil, particularly because the maximum potential demand 

for ship ' s  bunkers is already being met. 

(Also see Item c-8 below for comments on the model constraints . )  

4 .  1900 Gasoline Production at 1.2 Grams Per Gallon Lead 

Chevron estimates that waiver of the lead phasedown for 1980, Case F, could 

increase gasoline production by roughly 350 M BID maximum. This increase 

is similar to the volume of 250-350 M BID quoted by Mr. John O' Leary 

(EnereY Management, Dec. 19, 1978, Page 3 ) .  

5 .  Unleaded Gasoline Grade Splits 

While we consider the grade splits for the base case (Case A) to be an 

acceptable starting point for this type of a.na.lysis, it should be 

realized that current plans by several oil companies include the 

introduction of an unleaded premium grade in 1979-80. Unless these 

plans change, some higher than IInegligiblt:" percent of unleaded premium 

will be sold, Also, it would be interesting to run an additional alternate 

case in which unleaded premium and unleaded regular each accounted for, say 

2&10 of the market, to allow for overbuying of octanes by consumers as is 

now being done . 

C. Other comments 

1. Assumption 3 _ Page 1. fIOctane qual.ity would be maintained at today's 

levels for each grade of gasoline . "  This assumption, while perhaps 

simplifying the anaJ.trsis, is not realistic in that DBrket forces continue 
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to exert ever increasing pressure on octane quality as exemplified by 

the pending introduction of p:t:'emium unleaded grades .  Also, it is likely 

that reductions (.octane shaving) will occur in other grades as companies 

try to maximize volume . 

2. Product Prices - page 7. The use of leaded reguJ.ar grade, f\lll service 

prices in the demand forecasting model appears questionable for 1980 when 

the highe st volwne products sold will be unleaded, marketed through self

serve outlets. (According to Lundberr; projections, about two-thirds of 

gasoline sales will be self-serve in 1980.)  

3 .  Catalytic Cracking - Page 22. This process is genere.lly used to crack. 

distillate oils boiling in the 650 to over lOOO'T range rather than 550 

to over 70CPF range, and it produces same high-boiling products. 

4. Isomerization �· Page 23. pentane-hexane isomerization capacity is 1ikely 

to be limited by capital costs rather than feedstock availability. 

5. Factors Affecting the Refinery Yield of Gasoline - Page 24 . Production 

of other products that contain gasoline boiling range material--avgas, 

jet fuels, distillate fuel oil, etc. --also affect gasoline yield. 

f). Gasoline Imports Assumption - Page 27. The avaUability of imports at 

the 300 M BID level assumed will depend in part on whether the recent 

rapid growth in foreign gasoline demand continues. Hithout specific 

information on the sources of the imports it is difficult to evaluate 

the ass�tion, which represents a significant increase over recent 

history. 
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7. 19130 Downstream Capacity - PIlLe 27. Gencral.ly, the downstream capacities 

l.isted are lower than used 1n our estimates. Using the DOE capacities 

would l.ower our�gasol.inc production estimates in Cases A and B significant.ly 

below DOE' s  estimates .  

8. Octane Specification Tabl.e - Page 30. We have several comments. The 

current avera.e;:e leaded premium grade is lower in (R+M)/2 octane than 

indicated. We think. around 94.2 vs 95 . 2  implied here. Secondly, we 

believe the alternate assumption of an un1eaded premium grade of 89.7 

(R+M)/2 is fax too low in view of the higher octane gasolines, (R+M)/2 

about 93, already announced 1n the southeast U.S. We believe that cases 

including wlleaded premium should be limited to (R+M)/2 of no lover than 

say 92 for this grade . We understand that this low octane premium was 

calculated in the DOE model, however, not assumed , so that supply coul.d be 

forced to meet maximum expected demand. We would have preferred to see 

octanes set at minimum practical levels and supply cl1l.cul.a.ted by the model. 

For leaded premium grades ,  we would expect a significant (1-2 octane ) 

drop off to take place as unleaded prem1wn penetrates the market and the 

need for the leaded grade subsides . 
9. Table 4 - Page 31�. The 'Waiver of lead phasedown for 1980, Case F, is 

not an adjustment that the refining industry can invoke , because lead 

phasedown is required by the EPA. 
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Mike FlHlton Coordinator 
DOE Petroleum Regulations 

January 10, 1979 

Department of Energy 
Public Hearing Management 
Room 2313 
Docket No. ERA-R- 77-7 
2000 M Street, N.W. 
W8s1ngton, D.C. 20461 

Gentlemen: 

(coOOCO) 
Continental Oil Company 
P.O 60)( 2 1 97 Houston, Texas 77001 

RE: Draft Analysis Memorandum. Concerning 1980 Motor Gasoline 
Supply and Demand 

7';<07:U B 

Continental Oil Company (Conoco) submits the following comments to ERA' B 
Draft Analysis Memorandum Concerning 1980 Motor Gasoline Supply and 
Demand as published December 21, 1978 at 43 FR 59541. This memorandum 
projects various levels of gasoline demand based on assumptions of GNP 
growth and vehicle mileage performance. The memorandum also projects 
several levels of supply using a generalized industry computer model 
based on several assump tions of the refinery utilization rates, gasoline 
octane levels, and lead and MMT usage. The report concludes that low 
demand levels can be supplied in 1980 with some minor adjustments,  but 
"the high range of demand projec tions can only be satisfied by a canbination 
of product imports and major adjustments by U. S. refiners . "  

'W e  believe that DOE' 6 projected 1980 tight supply o f  gasoline is primarily 
a direct effect of the regulatory disincentives that have existed for 
over five years for industry to expand its capacity and increase production. 
Even if the regulations were changed today, major refining projects 
could not be completed in time to increase the 1980 gasoline supplies. 
As a result, the only way to increase domestic supplies at existing 
gasoline octane specifications with the current EPA lead phasedown 
schedule is through smaller refinery projects or operational changes. 
If a number of these projects and/or changes -were undertaken, they could 
have an impact on total gasoline supply in 1980. Unfortunately, the 
regulations thwart these needed actions si.nce they allo'W only a partial 
recovery of the additional cost to make more gasoline. For this reason, 
Conoco urges DOE to adopt its TILT proposal now to provide some incen
tive and economic return for industry to make the addi tional gasoline 
needed in 1980. 

The memorandum points out significant differences between EPA fuel 
economy tests on new vehicles and actual on-road experience. This data 
has led to an appro:x1mate 300 MBPD increase in the demand versus previous DOE 
forecasts for 1980. If this trend continues, the October 1, 1979 
implementation date for the 0 . 5  gram/gallon lead standard should be ' 
delayed. 
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Specific Comments 

Bonner and Moore Ref inery and Petrochemical Modeling System 

As discussed in the analysis memorandum, this model appears to be a 
single refinery yield program developed to represent each of the 250+ 
domestic refineries. As such, the model must assume the yields from 
crude fractionation and downstream processing unit conversions . While 
an approach such as this may appear praetical, we f:lnd several flaws in 
its  use, particularly in a tight supply marke t .  First, the yields from 
s imilar type process units differ widely, and total yields cannot be 
predicted without individual data from each processing uni t .  The yields 
also differ in their sensitivity to octane, making projection in the 
lead phasedown environment even more difficult. Second, published 
process unit capacities are not always kept up to date and are probably 
report.ed differently throughout the industry. Since these are rated 
capacities, they are of ten stated conservatively and usually rounded off 
back to the nearest 100 or 1000 BPD. Third, the specific feedstocks 
used for each refinery are not available. Although the total volume and 
charac teristics of each domestic and foreign crude are available,  the 
optimum use of these feedstocks is necessary to maximize the yields of a 
particular produc t .  Optimization is so important that Conoco maintains 
a staff of about 15 engineers and accountants with this primary responsi
bility. For these reasons, we feel that DOE should abandon this method 
of forecasting supply e.specially in tight market conditions. The industry 
survey method should provide a more accurate means of e.stablishing lJ. S .  
industry supply capability. 

One aspect of the model ' s  performance mentioned tn the me.morandum 
is disturbing. The model "buiJ.ds" reformi.ng capacity as necessary 
to make additional octane. No discussion is made concerning the alDOunt 
of capacity "built" by the model for 1980. We would point out the 2 to 
4 year construction time on any major projects of this type and the lack 
of incentive under current regulations . 

Gasoline Blending and Octane Specifications 

The model also blends MMT in leaded gasoline. The practice is not yet 
commercially p roven and should not be counted on. We would point out 
that the octane response from MMT usage with lead is not as high as l-MT 
wi thout lead and therefore might. not be economical. 

We are also concerned about the magnitude of the benefits that is 
predic ted from two grades of unleaded gast)line. Although two grades of 
unleaded might be ultimately marketed, we do not feel that this program 
could be widely in place in less than one year. 
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Conservation Estimates 

Canoco does not attempt to forecast gasoline demand on a nationwide 
basis . With regard to the demand forecasts, however, we would call your 
attention to the much higher levels of demand ( 7 , 900 - 8 , 000 HBPD) shown 
in this report. Previous DOE demand project ions have shown about. 7 , 600 
HBPD for 1980. 

Maximizing Gasoline Production 

One method of maximizing gasoline that was not discussed in the report 
would be to run all refineries at maximum gasoline produc tion year round 
and import distillates. This should maximize gasoline by taking fuller 
advantage of the higher domestic refining gasoline conversion capability . 
Additional storage facilities may be necessary to implement this approach. 

In addition to delaying the lead phasedown program, 1980 gasoline supplies 
could also be increased by a general octane reduction. Case E of the 
memorandum shows a 2. 8 percent increase in supply for a . 4 5  reduction in 
R+M/2 octane (about 200 MPBD) . This equals to about a 6 percent increase 
per octane number reduction which is in line with some general projections 
made by industry . It would appear that this approach might also be 
taken by the industry if higher demand levels are needed in 1980. 

Pursuant to 10 CFR Section 205 . 9 (b) , the undersigned certifies that he 
is a duly authorized representative of Continental Oil Company . 

((/. tkt � r- Mike FenVon 
Coordinator 
DOE Petroleum Regulations 

WMC :pw 
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E. I. DU P01\lT DE NEMOURS lii COMPANY 

WIl1>UNGTON. DELAWARE 19198 

rtT"OC"'£MICA� DIMIITMI[NT 
Pet:xol.eum Chemical.a Division 

Department at' Energy 
Pllbl.ic Hearing �lanaglJment. Room 2313 
Docket No. ERA-R-77-7 
2000 �I Street, N.W. 
Wa"hington, D. C. 20554 

7707078 

JalUlary 8 .  1.979 

COl!:MEl'ITS ON DOCKE'!' NO. ElIA-R-77-7 
JlNALYSIS �EMORANDU�I Oll .1980 MOTOR 

GASOLINE SUPPLY AND" DnlllNll 

GenUemen: 

Xn .ccordancl! with the notice in the D�mber 21, 1.978 
Federal Reqister (Vol. 43, flO. 246. p. 5954l) , E. 1. Du Pont de 
� �any herewith SUbmits it» view in speCific response 
�o the request for comment on whether adequate supplies of 
tetraethyl l. .. ad will. be available to meat the CllBe9 analyzed in 
the subject memorandum. 

�he Du Pont Company is a �jox acpplier of load anti
knock compounds and ia also a �ajor consumer of pEtrochemical 
�eedstock3_ Prom this background we commend the Depar��ent of 
Enacgy for its concern �bout the effect on future 9asoline 
supplies of present government regulations 1tmiting the nse of 
octane-increasing lead additives. 

�With specific reference to Case F of the subject 
m&w�r�nd��. in which a pool lead averase of 1 _ 20 Gr�ms p�r gallon 
WOQld be permitted in 1980 instead of requLring a phasedown to 
0.5 as i� presently contemplated, we agree that this ca�e would 
enable the production of si9nlf1cBntly more qasoline in 1980� 
Co�nt:s on DOB ' s  �uantificationH of this increase should come 
froID the refining ind_try. 

So far aa Du Pont la concerned we can assure you that 
adequate "uppUes of tetraethyl. 

.
l .. ad will be avall.able to meat a 
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pool. doaage leval of 1..20 grams per ga].l.on in 1980 �vWe4 
the decision to extend waivcDI or to ot:herw:1se :IJ en the 
Octobar f 979 pha!ledown. date is l12ada we before October 1., 
1979. This proviso i" of critical. intportance. 

Aa i .. mada cl.ear in the "tlbject: DOB meoaoraodum, unc1e:r 
present r"'Jul.at:ioJUI pool l. .... a dosage is ... t1mat:ed to decrease 
about 50\ on October 1., 1.979. Almost: at once deJllalld for lead 
antiknock" wil.l. decline slgDificanUy. There is no other IDIlrket 
to absorb t:. .. i .. dec1ine and in "ueb c ...... prudent busine .... _ge
meDt r .. quires that production capad.tJr b .. curtailad. 

If t1Jnely "etion to modify or suspend th .. 1.ead pb ..... ed01O .. 
ill not taken ,and it: becomes effective as schedul.ea. on octobttr 1, 
1979. Du Pont plana to .. hut dawn one of ita two tetraethyl. lead 
manufacturing pl.ants in the fourth quarter of 1.979. We al. .. o p1an 
to "hut down one of our two plants producing sodium, a basic raw 
material for our l.elld antiknock manU£actnJ:c. Obvioualy prl!para
tions for �hese ahutdowna must begin weI1 in adv�nce o� the 
sch8duled date, and some of theS8 preparat:ions are already taking 
pl�cR. Once the lead antiknock Bnd sodium faci1ities are shut 
do"", restoring them to operability would be extt .... ely t� 
conBlUlIing .. 

we plDD to l."llve the ant:iknock mllDufaeturing faclUI:y 
to be .. hut clown in &taDdby condition from which it cauld be 
reactivated in :tour to five months_ However. the sit.uation with 
rM.p�ct to sodium is much more l.imiting and is indeed cont:ro11ing 
bRCi1US8 without sodium we cannot; manufacture tetraethyl lead ... and 
there is only a vary 8IIIal.1 market. for other uses of "odilllO. 

We .believe reactivation of our :sodium :f�c:iliti.es, once 
shut: down... ia inipractica1_ Fo1lowiog $hu:1:. down WII!t p1an to diB
mantle the faci1ities to "void very high standby costs . We muat 
terminate our power and refined snlt CObtracts. It may bB very 
difficult to secure a new power sou.rce... Also. f'acill.ties for 
refining salt will. b& shut dowD because the remaining demand for 
this speCial grade of salt is very 1ow. EV"" if al1 these 
difficnl.ti8s could be overcome. it would be 12-36 months before 
sodium production coul.d be reoUllll!il, depl!Dding on the extI!nt of 
dismantl.ement that haa occurred. 
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tlo logical plan to reDder Ja ... =itical the potential. 
adver_ impact of an untimtt1y reduction in ant:ilmock manufact:uring 
capacity ia app .. rent. Stockpiling antiJmoeJe i.e not practica1 
boca""" of the .. noJ:1ll0U6 vo1ume which would be required. and 
concern. over the 10ng-r�B at:orage .. tability of the �duct. 
Ther.. is nO way to reduce the time rooqaired to r .... tore .. odi_ 
manufacturing c .. pability once it bas been xeduwod. 

Xn B\IJlIII!IlrY , DOl Pont preseJ>t1y plana b> � its 
ant:JJcnock manufacturing capability in respoJUSO! to the lead phaae
dawn shOrtly after the presantly expected phasedawn da� of 
October 1. 1979. once this step baa been takO!D it will be nearly 
impossible to restore tbi .. capacity. p�ly in tbe short 
ter ... . md there will be essentially DO abilIty to increaBa aupply 
bacauae our tben operating faci1ities wi11 be fully utilized. 
Du Pont can supply sufficient tetraethyl lead to meet tbe 
alt .... natIVe pool dosa'1" (1.2 !J11119"1l in Case P of t:he subject 
DOE melllOr" .. dum. and even hI'1ber dosage" if required, provided 
t:mely potice of this intent is given mul we 40 DOt ab"t down 0= 
fa�ities as present:1y planned. 

'l'he fOI:egolng wa!!l discDBsed . at DB. Pont·s reqnest_ in a 
meeting between representativ� of Du Pont and 30hn He�phi11 and 
a"rry McNutt of the O"partlnent of Ener'JY on Apri1 19. 1978. we 
appreciate this opportunity to again bring this in!orm.tian to 
your attention. If you need further det:ail,.. pl .... "e let: us know. 

1IOB/pwb 

1IeBpecUully .ulmitt:ed, 

/l/T3-.� 
Richard O .  Bxaend1e 
Director 
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ETHYL CORPORATION �'----

Department of Energy 
Public Hearing Management 
Room 2313 
Docket No. ERA-R- 77-7 
2000 M Street� No rthwes t 
Washington� D .  C .  20461 

January 9, 1979 

Petroleum Chemicals Division E1HYl rowER. 451 FLORIDA 
BATON ROUGE. LOUISIANA 70801 

TELEPHONE. SO ... ·3da·80I t  

Docket N o .  RRA-R-77-7 
Analysis Memorandum on 1980 
Motor Gasoline Supply and Demand 

REFERENCE: Federal Register, Vol. 2 3 ,  No. 246 
Thursday, December 21� 1978 

Gentlemen: 

The Economic Regulatory AdminiBtration� Energy, gave notification of 
tt e availability of the Analysis Memorandum Concerning 1980 Motor Gasoline 

� pply and Demand and has requested public COll1lD.en t .  See Federal Regis ter 
reference. 

In general, the Analysis Memorandum AH/FS/79-12, is an excellent 
s tudy with realistic assumptions and conclusions regarding gasoline av<' il
ability in the U . S .  in 1980. Results are similar to those obta ined by 
Ethyl Corpora tion and major oil companies that have studied the situa tion 
as a basis for proj ecting their own business. The cases that predict 
adequate future supply under pessimistic GNP conditions barely meet demand . 
The imposit ion o f  a crude oil flow disrupt ion such as the size o f  Iran 
( 5% o f  U . S .  crude ) could create serious shortage problems . S i['li-
larly, a major disaster a t  a large t: e f inery could result in lines a t  
s e rvice stations. 

Ethyl Corpora tion comments on this document essentially follow the 
format requested in the Federal Register� namely: 

A .  The memora I"'.dum '  s conservation estimates. 

B .  Assumptions concerning refining capacity requirements .  

The B onner and Moore Refinery and Petrochemical Modeling System. 

n .  The quantification o f  1980 gasoline production o b tainable in the 
event the pool lead average is permit ted to be 1 . 20 gros/gallon 
in 1980. 
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E .  The likely 1980 market shares of unleaded r�gular and premium 
gasoline. 

F .  Quantification of other pos�ible ] 980 supply and demand balance 
combinations. 

G .  Whether adequate supplies o f  MMT and t e t raethyllead compound will 
be available to meet the cases analyzed. 

H .  Other pertinent commen t s .  

A The memorandum ' s  c onserva t ion estimates. 

Eth y l ' s  Pil.ssenger Ca r  Informa tion System ( peTS) has been used to fore
cast gasoline c onsumption based o n  a number of factors including the number 
o f  potential drivers, car t o  driver rati08, car mileage and car efficier.c y  
figures. Based o n  thls system, t h e  federally mandated c a r  effic iency 
s t andards are estimated to save 440 to 570 MB /D o f  gasoline in 1 98 0 .  The.se 
f:i gnres fa l l  in the range given by the ERA s tudy ( p .  3 £:. 13) of 430 to 7 3 0  
MIl lO .  

L a s t  year Ethyl forecasted 1980 gasoline demand a t  7 . 65 MB / D .  This 
figure will be revised upward when new forecasts are made based on the un
expectedly s trong 1978 demand. The new Ethyl 1980 estimates will probably 
fall about half way between the 7 . 58 t o  7 . 96 MB /D projec ted by ERA ( p p .  2 & 
1 7 ) . 

F.thyl agrees that diesel use in passenger cars ( p .  13) will have a 
relatively insignif1.cant impact on gasoJine demand f igures in 1980. 

B .  Assuytptions concerning refining capa c i ty requireJl!ents. 

Capacity utilizat ion o f  92 and 94 percent for principal gasoline pro
cessing operations (p. 36) and c rude dist t1lation capac i t y  o f  91 percent 
( p .  37) can only be assumed for ideal condit ions and the indu s t ry in actual 
practice is rarely idea l .  In the past s evera l years p e t roleum refiners have 
been a b l e  t o  incrementally increase process capacity by debo t t l'enecking and 
effectlng modest improvements 'While on-st ream and during normal turn-a-round. 
This has accounted for much o f  the rather surprising increase in U . S .  crude 
c;lpa c i t y  in rect?nt yearf;. Unfortunately this f l exi b i l i ty no longer exits 
a1d s{:tting the capacity utiliza t ion figures a bove 90 percent i s  not realis
tic . 

Addit iona l investment Is a l lo'Wed in reforming ( p .  26) but no deta i l s  
are given. T h e  same is implied on p p .  31-32 b u t  no figures are given f o r  
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reformer capac i t y .  Further, there is no indi.cation that d iff.erent c a t e 
gories of reformers are taken i n t o  considera t ion. I t  is n o t  realistic t o  
a s sume t h a t  ne'W reformer construc t i o n  s t a r t i n g  January I, 1 9 7 9  could b e  
on-stn·am to affec t supply in t h e  sununer o f  1 9 8 0 .  Even construction 
started in 1978 may not contribute t o  t h e  1980 supply because of delays in 
equipmeilt delivery and the manpower problP1I1s typical o f  the current infla
tionary period. 

C .  �Q.l.e . Bonner a n d  Hoore Ref inery and Petrochemical Modeling System. 

The ERA study usC!d an af!f!rcgate U . S .  reHning indus try model (p. 26) . 
This type of model tends t o  have more flexib ility than actually exi s t s .  
Crude o i l ,  process capabi li ties , a n d  product ma rkets are assumed to b e  uni
formly spread throughout the U . S . ,  a situation that does not exist in prac
ti.'(>. This type of model tends t o  under estimate the effect o f  external 
fa :tors on the petroleum industry. Individual refineries may be hit hard .. r 
th.ln the average by the lead phasedmolt1 and MMT ban. 

The ERA s tudy considers that additiona l investment in catalytic reform
in,� can be made by 1980 in !'>ome o f  thl" c<J.!'>e!'> !'> tudied ( p .  26) . I t  is d01lbt
ful that Lhis can be accomp l ished in the one year from now to 1980 as dis
cussed under B .  

D .  T h e  quu n t i f}_£.i!...t}on of 1980 gasoli.ne produc tion obtaina b l e  in the _cve��� !...�£ � lead average is permitted to he 1 . 2  grams/gallon in 198_0 ' 

The ERA study summary ( p .  3) indicates that the ef"fect of the lea�1 
phasedo\olt1 [roo 1 . 2  g Pb/gal t h rough most of 1979 to 0 . 5  �rams per gallon by 
October will reduce p o t ential gasoline output by about 500 thousand barrels 
per day in 1980. The implication is that this amount of motor fuel could 
be recouped by relaxa tion t o  a 1 . 2  1'!; Pb/gal limit . This fi�ure, over 6% of 
projected demand, is impressive, and may b e  underst a t e d ,  becRuse the study 
A l l owed unlimited investment in reforming for octane produc t ion. The mag
nitude of this figure emphasizes the importance of ant iknocks t o  gaRoline 
supply and q ua li t y .  

E. The likely 1980 market shares of unleaded regular a_nd premium gasoline. 

The ERA study (p. 29) ,lssumes the foll owing gasoline 1'!;rade breakd own in 
1980 , 
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1980 Market Shares of Gasolin� 

Unleaded Regular 

Un J eaded Premium 

Leaded Regular 

Leaded Premium 

Base Alternate 
--.!.. -_%_-

50 

42 

.1 4  

18 

44 

whi 1 e these fi gures are in line wi th Ethyl es tima tes a f a yea r or two ago ; 
recent trends indicate thal 1 980 unleaded (base case) may h e  slightly 
lower. in the If) to 50;� ran� e .  Ethyl ' s  current e s t imate for 1980 is 46% 
unleaded. tf7% l.eaded regular and 7 %  leaded premium. Recent market trends 
to uolp.<.tded premium could move the grade ra tio t oward the a1 ternate case, 

Of greater importance are the octane specifications for the various 
gr,ldt?s (p. 30) : 

Gas o!-ine Oc t:'l.Oe S...E..eciflcation 

BASE 

B6N-�ON--
Unleaded Regular 9 2 . 3 8 4 . 0  

Unleaded Prl2mitUfl 

Leaded Regular 93 . 4  86. 0 

Leaded Premium 98 . 9  9 1 .  5 

ALTERNATE 
lo.� �Q!!.. 
9 1 .  5 8 2 . 5  

9 3 . 4  86 . 0  

93. , 8 6 . 0  

98 . 9  9 1 .  5 

With the excep tion of unleade.d premium. these f igures ahree fairly well with 
Ethyl estimates for 1978. Recent trends indicate that unleaded regular 
quality has increased (about 0 , 5  O . i>l . )  whi l e  a decrease has been noted for 
1t:a ded prenlium ( 1 . 0  O . N . ) .  

Some o f  the ERA cases consider oc tane "shaving" in leaded grades 
( p p .  4. 3 2  &: 34) .. i thout specifying the magnitude o f  the reduction. Depend
i ng on the amount o f  shavin� and consideriog octane reductions a l ready made 
in leaded grades. this could result in quality problems . 

The- unledded premium quality is unrea l i s t i c .  Coordinating Research 
C )uncil figu�es indicate that 93 . 4  RON fuel will satisfy less than 75% o f  
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late model cars ( 19 7 6  &: 1 9 7 7 ) . Premium unleaded gasolines on the market 
today are 9 6  t o  100 RON . Further. the level o f  ne", car octane requirement 
has been increasing in recent years. The 1975 models ",ere 65% satis fied 
by 9 1  RON. the 1976 models only 55% satisfied. and less than 50% o f  1977 
models are satisfied with 91 RON fuel. 

F .  ��n t ification o f  other possible 1980 � den;and balance comb!
na t ions. 

All cases o f  Tahle 6 ,  pag.e 35, include 300 MB / D  imports of motor gaso
Ii l e .  I t  is the general c oncensus tha t gasoline will be ava ilable from 
Eu,ope because European r e f ining capac ity is not fully u t i li zed . In fnc t ,  
Europe is generally short of g��o 1 i n e  a n d  l o n g  on f u e l  o i l  because their 
r e fineries do not include cracking facilities. To alleviate the condition, 
seo HB /D cracking is either p lanned or under construction including about 
300 HB/D of fluid catalytic cracking. It is questionab l e  that these crack
in� units ",ill b e  on-stream by 1980 . W i th even modest growth in the gA.SO
Ii 1I� market in EUlope. imports to the U . S .  ma y  b e  restric. t e cl .  

G .  Whether adeq�.�]' and tetraethyll�ad compound will� 
availatle to meet the cases ana � .  

T h e  ERA s ludy assumed ( p .  2 8 )  t h a t  0 . 0 2 4  g Mn / � a l  could be used i n  
leaded gasoline in several o f  t h e  cases studied. This is certain]y i n  t h e  
pOF;sible s upply range assuming that no i rrevocable decisions about t h e  MMT 
plant are made and/or assumtn� that adequate planning time 5.s ava ilab1'_, 

As far as lead anti1<nock availabi lity is concerned ( p .  28) , antiknock 
suppliers are certainly p lanning for ample supplies a f t er thl2 lead phaS(!
dc .... 'U to 0 . 5  g Ph/gal. Further, the 1 . 2  g Pb/gal case represents p rnduc tion 
levels comparable to 1978 and early 197 9 .  Agatn, assuming no irrE:vocable 
decisions and adequate planning time, these supplies could bl:' I'lva ilable in 
1980. 

-.---- ----

H. Oth�e_12!: Commen t s .  

T h e  l e a d  octane response sholJll o n  p a g e  2 9  f o r  Premium MON i s  t o o  high, 
'i'he following is based on recent typical motor fuel data . 
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Lead Octane Response ( Ethyl) 

Octane Boos t 
Concentra tion Premium Regula r 

g Pb/gal � � 2Q!! � 
o (Clear) 

0 . 5  3 . 5  • .  1 5 . 7 •. 6 

1 . 0  5. 3 6 . 0  B . 3  6 . 9  

1 . 5  6 . •  7 . 3  1 0 . 0  B . 3  

2 . 0  7 . 2  B . 2  11.  2 9 . •  

3 . 0  B . 5  9 . 6  13 . 0  10 . 7  

O .  N .  Clear 91. 5 B 3 . 2 B 2 . 5  7 7 . 3  

'M \ Marathon MAUTHO�} Oil Company 

Department of Energy 
Public Hearing Management 
Room 2 3 1 3  
2000 M Street , N . W .  
Washington, D . C .  2 0 4 6 1  

G .  N .  Nlcholaon 
Vice President Marketing, United Stale9 

Findlay, Ohio 45840 Telephone 419/422·2121 

January 5 , 19 79 

'77C7028 

Re : Docket No . ERA-R-77-7 
Analysis Memorandum on 
19 8 0  Motor Gasoline 
Supply and Demand 

Please feel free to contact this o f f ice i f  you have any questions. 
Gentl emen : 

GHU/jd 

/f��t�� 
Technical Direc tor 

By not i c e  i s s ued December 1 5 ,  1 9 7 8 ,  the Economic 
Regulatory Adminis tration invited written comment s  on the 
captioned Memorandum. This letter i s  in response to that 
invitat ion . 

In our j udgment , the Memorandum represents a well 
des igned study in which we are in general accord . Our own 
estimate of demand is in the lower part of the range indicated 
in the memorandum, viz 7660 MB/D. 

The only s ignificant cri t i c i sm that we have of the 
Memorandum lies in its failure to take into account the 
contribution of regulatory factors in causing the U . S .  
refinery industry to face complex choices concerning its 
capability to supply acceptable motor fuels at acceptable 
prices . The s t udy limits its consideration of causative 
factors to the following: 

( 1 )  Unc ertain, but possibly increaSing, demand 
for all gasoline , 

( 2 )  Reduction i n  the levels o r  elimination o f  octane 
additives allowable i n  gasol ine , and 
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TO : 
RE : 

Department of Energy 
Anal y s i s  Memorandum on 
1 9 8 0  Motor Gasoline 
Supply and Demand 

January 5 ,  1 9 7 9  

( 3 )  Considerable shifts from previous trends in 
the U . S .  automotive fleet efficiency ar.d o c t ane 
requirement s .  

The study concludes that maj or adjustments b y  U . S .  refiners 
are es sential i f  the high range o f  demand proj e c t ions are t o  
b e  met and that some adjustments would b e  required even t o  
meet low demand es timat e s . Y e t , i t  t o t a l ly fails t o  take 
into a c c ount the greatest impediment to such adjustments , 
the uncertainty of continued p r i c e  controls on crude 011 and 
petroleum product s .  Virtually any adjustment that the 
refi nery industry could make would require c a p i t a l  inve s t 
men t ,  but current DOE and p o t ent i a l  E P A  pricing reguJ.ations 
d i s c ourage such investment . In our j udgment , the mo s t  
const!'uctive s t e p  that could be taken by the Federal Govern
ment to help insure a balance between gasoline supply and 
demand would be t he early removal o f  all price controls on 
petroleum and p e t r o l e um produc t s . 

We appreciate having the opportunity to c ow�ent on the 
Memorandum and hope that our co��cnt s will be of use . 

Very tru){ yo �r s ,  

: X  Ue�v' 
G .  N .  Nicholson 

GNN : JFL : cj w  
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r/'/1 N A L C Cl  C H E M I C A L  C O M P A N Y 
r�( 2901 B U T T E R F I E L D  R O A D " O A K  G R O O K ,  I L L I N DI G  80621 I' A R E A  :312 - 88 7 - 76 0 0  

January 8 ,  1 9 7 9  

Department o f  Energy 
Public He a r ing Management 
Room 2 31 3  
2 0 0 0  M Stree t ,  N .  W .  
�ashington, D.  C .  2 0 4 6 1  

Re : ERA-R- 7 7 -7 

Gentl emen : 

Attached please find Nalco Chemical Company ' s  
comments on the Draft An a l y s i s  Memorandum on 
1 9 8 0  Motor Gasol ine Supply and Deman . 

Thank you for this oppor tun ity to comme n t . 

S i ncere l y ,  

E .  HAMILTON HURST 

'7707056 

c:.�� 
E .  Hamilton Hurst 

EHH/dmm 

attch . 

U0520 
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Docket No . ERA-R- 7 7 - 7  
Analysis Memorandum on 1 9 8 0  Motor Gasoline Supply & Demand 

STATEMENT OF NALCO CHEMICAL COMPANY 

Nalco Chemical Company is one of the domestic manufacturers o f  
tetramethyl lead which i s  used along with tetraethyl lead and 
mixtures of the two compounds to enhance the octane character
istics of gasol ine . These compounds are all generically re
ferred to as alkyl lead compounds . We are certain that the 
Analysis Memorandum references to " tetraethyl lead" are in
tended to cover " tetramethyl lead" and the other alkyl lead 
compoun ds .  

We do have comment regarding whether adequate suppl ies of  alkyl 
lead compounds would be available to meet the cases analyzed in 
your memorandum. We believe the alkyl lead industry can provide 
sufficient antiknock compounds to meet the cases analyzed . We 
at Nalco Chemical Company have maintained our operational and 
environmental control equipment in top operating condition . At 
present we have the capabi l i ty of  increasing our production to 
1 9 7 3  levels in a relatively short period of time . 

As the United States faces the uncertainties of crude oil sup
ply and the price increases on crude oil suppl ied by OPEC , the 
planning demonstrated by the Department of Energy Analysis 
Memorandum is very t imely and urgently needed. Th is analysis 
reopens the consideration o f  the lead additive phase-down 
program as it applies in today ' s  world . 

We face today an entirely new and different set of conditions 
(supply and demand,  price of crude , balance of payments , erosion 
of the dollar in international trading , and severe inflation ) 
than was the case in 1 9 7 2 . The decision in 1 9 7 2  to adopt a lead 
phase-down program accepting the energy use penalties and the 
product yield shrinkage as part of the price for improved 
environmental quality may have been appropriate at that time . 
In 1 9 7 2  crude price was approximately $ 6 . 0 0 a barre��here 
was no OPEC pricing strategy, Iran was stabl e ,  and the u . s .  
was importing only 1 5 - 2 0 %  o f  its crude need s .  Today thi s  
situation h a s  changed -- drastically - - there a r e  a different 
set of values for these factors . What may have been right for 
1972 may not be the bes t  answer for 1 9 7 9  or 1 9 8 0 .  

We applaud your efforts to include a re-thinking of  the lead 
phase-down program in your consideration of how we meet the 
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- 2 -

need for supplying our nation ' s  energy. The present program of 
producing process octane through the use of aromatics ( toluene , 
etc . )  has severe inflationary impacts not only on the price 
of  gasoline,  but for other markets for these critical chemical 
feed stocks . 

# # # # # # # # # # # # # # # # 1  
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THE QUESTION OF THE ADEQUACY 
OF U . S . R EFINING CAPACITY 

TO SA TISFY MOTOR GASOLINE DEMAND 

�eport Submitted to the 

Economic Re gulatory Administration 

Department of Energy 

January 8 ,  1 979 

PETROLEUM ANALYSIS, LIMITED 
Dillard P.  Spriggs, President 

Twenty East Fifty Third Street 
New York, N. Y. 1 0022 

( 2 1 2 )  755- 7484 
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PETRO L E U M  A N A LYSIS, � ______ _ 

THE QUESTION OF THE ADEQUACY 
OF U. S. R EFINING CAPACITY 

TO SATISFY MOTOR GASOLINE DEMAND 

SUMMA R Y  and CONCLUSIONS 

Demand for gasoline has been growing faster than ap.ticipated by the 

national energy plan or by several private forecasts. 

Will this expe rience repeat itself in 1979 and the next few year·s? The 

answer is probably yes because the propensity of the American motorist 

to purchase and use gasoline has not changed. 

A detailed look at consumer expenditures shows that spending habits for 

gasoline have not changed much from what the y were before 1 9 73,  the 

OPEC price revolution. The shifts are moderate, almost minimal. 

The experience since 1 973 indicates that prices for gasoline have not risen 

by sufficient amounts to alter the Ame rican consume r ' s  driving habits. 

u . s. refiners are operating their facilities in an "all-outl l  fashion to supply 

demand for gasoline al1tl other oil products (Table V). In some cas e s ,  they 

may even be operating in exc e s s  of rates consistent with good refine r y  

practice in orde r t o  avoid shortages. 

A shortage of gasoline upgrading facilities is an imm�diate threat be cause 

of the rising octane requirements of domestic automobile s ,  the ban on MMT 

and the lead phase down. 

Price control regulations interfere with efforts to balance consumer demand 

and refin e r y  s upply. On the one hand, consumer driving habits are not 

being affected by controlled pri c e s ,  while, on the othe r hand. controls have 

restrained refiners from making the investments to meet unrestricted 

consumer desires and needs. 

- I -

UU524 



PETRO L E U M  ANALYS I S .  2 ....... _____ _ 

THE QUESTION OF THE ADEQUACY 
OF U .  S. R EFINING CAPACITY 

TO SATISFY MOTOR GASOLINE DEMAND 

The pronounced growth in cons umption of unleaded gasoline in the 

United States has raised the ques tion of whether the domes tic re fining industry 

can meet needs for gasoline o r  whether there will be a shortfall of supplie s .  

The re are several aspects t o  this problem b u t  the c rucial i s s ue s  boil down, 

first, to whether there is  s ufficient refine r y  capacity to meet over -all gasoline 

demand. Second, and more to the point under pre s en t  de mand trends for dif-

ferent qualities of gasoline, is there sufficient capacity to meet needs for the 

unleaded variety of gasoline? 

Demand for Gas oline 

Looking fir s t  at rec ent expansion of gasoline demand, Table I shows 

the rate of demand growth since 1 9 7 2 .  After declining in 1 974,  demand has 

risen between 20/0 and 4.  5% annually, The inc rease in 1 9 7 8 ,  e s timated at about 

30/0, was somewhat higher/than expected, many fo recasts having been around 

2 %. 

1978 e st. 
1 977 
1 976 
1 975 
1 974 
1 973 
1 97Z 

TABLE I 

U. S. MOTOR GASOLINE DEMAND 

Thousand 
Barrels Per Day 

7, 400 
7 , 1 76 
6, 978 
6 , 675 
6 , 5 3 7  
6 , 674 
6 , 376 

Percent 
Change 

+3.  I 
+2. 8 
+4. 5 
+2.  I 
- 2. I 
+4. 7 
+6. 0 

Source: Department of Energy; 1 978 e s timate of Petroleum 
AnalYSis, Limited. 
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A more detailed look at the monthly demand in 1 978 shows wide 

fluctuations in the rate of change. This e r ratic behavior is not anything 

particularly new. Gasoline and many other com�nodities frequently show wide 

monthly swings off of the annual rate of change. But in 1 978,  it se'ems likely 

that thes e  swings we re exaggerated by the shift which the Ame rican motorist 

is making in use of gasolines. This shift, of cou r s e ,  io5 away from leaded to ' 

unleaded product. The e rratic behavior of monthly demand makes it difficult 

to plan re fining schedule s .  At least until some period o f  time has pas s ed and 

provided evidence of new trends, refiners normally would maintain operations 

as planne d - - i. e., on the basis of the original forecast of expecte� �emand growth. 

January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 

Unleaded Demand 

TABLE II 

MONTHL Y DEMAND FOR MOTOR GASOLINE 
(Thousand Barrels Daily) 

Percent 
1 9 78 � Change 

6 , 669 6 , 466 +3. I 
6, 884 6, 9 0 1  - 0, 2 
7, 2 5 6  6 , 898 +5. 2 
7, 2 0 6  7, 348 - 1 . 9  
7, 732 7, 034 + 9, 9 

,:7, 9 1 7  7, 595 +4. 2 
7, 579 7, 440 + 1 . 9 
7, 852 7, 4 1 9  + 5 . 8 
7, 2 2 6  7, 3 1 7  - 1 . 2  
7, 370 7, 1 3 2  + 3 . 3 
7, 355 7, 1 92 +2. 3 

Unleaded demand has been growing at around 30 percent. It jwnped 

by that rate in 1 9 7 7  and during 1 978 the available data (through August) show 

that the increase was maintained at about that rate. By August 1 978, .  unleaded 

gasoline repre s e nted 36. 1 percent of total U .  S.  motor gasoline demand. This 

was double the ratio it had repre sented as recently as the start of 1 976 ( 1 7. 80/0). 

- 3 -
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January 
February 
March 
April 
May 
June 
July 
August 

PET R O L E U M  ANALYSIS,  � 

TABLE ,II 

DEMAND FOR UNLEADED GASOLINE, 1 9 7 8  
(Thousand Barrels Per Day) 

Percent 
1 978 .!'ill :�Change 

Z, 097 1 , 549 ' +35. 4 
2, 1 6 2  1 , 773 +2 1 . 9  
2 , 4 2 5  1 , 657 +46 . 3 
2 , 3 9 1  1, 863 +28. 3 
2 , 34 3  1 , 803 + 2 9. 9 
2 , 697 2, 1 4 2  +25. 9 
2 , 6 2 9  2 , 146 +27. 5 
2 , 834 2 , 096 +35. 2 

Because of government regulations requiring the pha s e  down of lead 

additive s ,  the shift to unleaded product will c ontinue at a fast pac e .  The 

Environmental Prote c tion Administration has waived the 0. 8 grams of lead per 

gallon phase down for about two-thirds of the refining industry until October 

1979. However,  in October 1 979, a phas e  down for large refiners to 0. 5 grams 

lead per gallon is  sche duled. 

Forecasts of unleaded and leaded mix are generally in line with those 

shown in Table IV. By 1 9.85 well over three-quarters of gasoline in the United 
/ 

States is expected to be the unleaded variety. 

1974 
1 975 
1 976 
1 977 
1 978 
1 979 
1 980 

TABLE IV 

MARKET SHARES OF UNLEADED 
AND UNLEADED GASOLINE 

(In Percent) 

� 
8 

16 
22 
30 
38 
49 

Over 6 0  

� 
92 
84 
7 8  
7 0  
62 
5 1  

Under 4 0  

Source: Standard Oil {Indiana} 

- 4 -
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The Octane Problem 

Lead is , of course, a key way of increasing octane , ... The other 

additive is MMT, a mangane s e  compound, that was banned in October 1978, 
-, 

by the Environmental Protection Agency, At the same time that' refiners a re 

exposed to the changes wrought by the prohibitions on additive s ,  Detroit auto 

manufacturers are raising auto octane requirements. �They are increasing 

autolnotive comp r e s s ion ratios as a means of increasing miles achieved pe r 

gallon of gasoline to comply with gove rnment-imposed legis lation' and regula-

tions. As comp r e s s ion ratios advance, octane levels rise.  

R e finery Capacity ar.d the 
Ways To )"led Dernar!t.: 

Refining capaclty in the Unit e d  States on Dec ember 3 1 ,  1 978 was 

1 7 , 3 0 1 , 558 barrels pe r day (including 1 6 1 , 0 0 0  barrels pe r day of inoperable 

capacity), according to e s timates just  released by the American Petroleum 

Institute based on definitions identical to those of the Department of Energy. 

Of this figure, 1 4 , 383, 4 3 8  barrels per day of capacity was located e a s t  of the 

W e s t  Coast. The remainder, or 2 , 9 1 8 , 1 2 0  barrels per day, was located on 

the West Coast. 

The average yield of gasoline by all refineries in the United States is 

4 S  percent. On the basis of this yield - - and an operating rate at refineries 

of about 90 percent _ _ the industry produced about 7, 006, 000 barrels per day 

of gas oline in 1 978,  including natural gas liquids blended at the refinery. 

Imports of approximately 200, 000 barrels per day augmented this s upply and 

stock withdrawals balanced out supplies with demand. 

A 90 percent operating rate is just about the maximum average rate 

for the industry as a whole considering down- time for refinery turnarounds, 

maintenance,  and occas ional accidents which pe r iodically fo rce emergency 

shutdowns. Refineries of major oil companies generally are n10re modern 

- 5 -
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with more sophisticated gasoline proc e s s ing capacity than the industry average. 

These companies have generally be e n  operating their facilities at or close to 

an all-out bas i s ,  as the data in Table V show. 

TABLE V 

REFINER Y OPERA TING RATE FOR 1 7  MAJOR 
OIL COMPANIES EAST OF PAD V, 1

,
978 

(In Percent) 

1 st Q 2nd Q 3rd Q 2£b Nov. 

Amoco 86. 5 95. 7 1 00. 3 1 02 . 9 1 05. 0 
A s hland 89. 3 93. 4 90. 8 84. 6 89. 0 
Atlantic R ichfield 93. 8 1 04 . 4  95. 7 1 0 1 . 7 1 03 . 0 
Chevron USA 87. 8 85. 1 89. 0 96. 6 86, 6 
Cities Sc rvice 93. 7 92. 8 90. 3 98. 6 1 05. 2 

Contincr;.tal 99. 4 98. 7 94. 9 69. 8 92. 0 
Exxon 86. 3 90. 0 92. 7 92. 0 96. 0 
Getty 1 02. 6 96. 5 86. 6 1 0 6 . 6 1 04. 3 
Gulf 9 1 . 1 96. 0 95. 3 99. 4 98. 7 
Marathon 93. 4 1 00. 9 94. 9 1 0 0. 9 99. 0 

Mobil 86. 7 9 1 . 3 88. 5 79. 6 94. 6  
Phillips 85. 5 92. 0 94. 1 1 0 0. 8 1 03. 3 
Shell  86. 8 93. 2 97. 9 94. 8 86. 3 
Sohio 91 . 7  93. 0 94. 6  90. 0 98. 5 
Sun 98. 2 1 00. 6 1 00. 8 93. 4 97. 9 

Texaco 90. 3 88. 2 90. 9 9 1 .  7 83. 3 
Union Oil of Calif. 86. 7 87. 5 92. 0 9 1 . 0 1 0 1 .  0 

The situation is obvious: the industry is iust managing to meet demand 

for gasoline on a c ur rent  bas i s .  A .::1d onl y by operating in a n  I Tall_ out fashion ! "  

It,s effort i s  complicated b y  _ _  

o n  the one hand, the pha s e  down of lead and the prohibition of 

the use of MMT, each of which raise octane level s ;  and � 
other hand, Detroit's steady push on octane through higher 

engine compr e s s ion ratio s .  

- 6 -
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Coping With The 
Octane R ise 

PETROLEUM ANALYSIS, Ql'-v ______ _ 

Inc r e a s e s  in gasoline s upplies are provided by catalytic c racking in 

which the heavy oil feedstock is converted to gasoline fractio�s • .  T!te octane 

pool is improved still f'..lrther by upgrading the refine r y  pro c e s s  -- mainly with 

the addition of catalytic reforming capacity, augmented by alkylation and 

isome rization units. 

The feedstocks for catalytic reforming units are mainly .straight run, 

low octane naphthas which occur as  a r e s ult of c rude oil dis tillation. Proc e s s -

ing by refin e r s ,  yields reformates which a r c  high octane arof!latics.  The s e  can 

be blended into gasoline to inc rease the octane. The other l lse  is to proc e s s  

them further t o  yield benzene,  toluene and xylcnes u s e d  as  feedstocks f o r  the 

petrochemical industry. 

Alkylation units, operating on LP gases or light unsaturated by-products 

of the catalytic c racking proc e s s ,  s ynthesize a high-octane blend to high-octane 

isome r s  which again inc rease the o c tane number of the gasoline pool. 

There is approximately 5 ,  O OOJ 000 barrels per day of catalytic c rack-

ing capacity in the Unite d State s .  In addition, catal�·tic reforming capacity 

amounts to about 3, 800,  0 0 0  barrels per day. 

A gainJ there is  barely enough capacity to satisfy growth in unleaded 

demand and to meet rising octane requirements for gasoline . The indus t r y  thus 

finds itself in a position in which it confronts a shortage of unleaded manufactur-

ing capacity. 

Future Demand 

If gasoline demand contines to grow at 3 percent pe r yea r ,  a s  it did in 

1 978 ,  the United States will have no choice in the near term but to inc r e a s e  its 

irn.ports of gas oline material. Almost all fo recasts  point to a diminution in the 

rate of demand growth -- down to I pe r c e nt annually. That would e a s e  the 

- 7 -
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pre s s ure on the refining indus try.  Howe ver,  expe r ience has already shown 

that actual demand growth has exceeded the forecasts  and it could go on doing 

so. 

This is becaus e thus far it has been difficult -- if not impossible -- to 

e stablish a I Tconse rvation "ethic" in the United State s .  An a s sumption underpin

ning the Carter Administrationls energy plan, as  well ... s the 1 978 forecasts of 

s e ve r;\] e ne r g y  economists n12de at the be gi n nin g  of last ye a r ,  had b e en that 

higher p r i c e s  and public appreciation of the need to conserve oil products would 

sharply reduc e ,  if not eliminate, gasoline demand growth toward the end of the 

1 9 7 0 5 .  

One major r e 2. s o n  this h a s  not happe ned is t h a t  tl:e propensity of the 

Ameri caJ: T:lOtorits to Furchase and us c g a s o l ine has not changed very much. It 

is striking how closely c on s um e r  dollar outlays for gasoline have tracked GNP 

and othe r economic measures o[ consumer purchasing habits. For example, in 

cnrrent doll a r s ,  personal cons umption l·xpendit urcs on gasoline in t:,c thi rd 

quarter of 1 9 78 '.vere 12. 2 pe r c e nt highe r  than a year ea rlier. Ove r  the samL 

pe riod, GNP inc reased l l,� 7 percent. 

This repres ents,  of cours e ,  a n  upward shift in the proportion of out

lays made by the consumer on gasoline away from other needs.  But a detailed 

look a t  expenditures indicates that the shift has not been all that great durinb 

the decade of the 1 970s , even in the aftermath of the OPEC 1973 embargo a nd 

the sharp rise in OPEC pric e s .  There was an increase in the ratio of expendi

tures on gasoline from the ea rly 1970s to the years 1 9 7 4  - 1 9 75 immediately 

following the embargo from 3. 5 pe r c ent to 4 pe rce nt, as shown i n  Table VI. � 
is s ignificant, however,  that  since then the share of consumer spending on gaso

line has a c tually falle n !  

_ 8 -
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Table VI also shows sales made at gasoline s e rvice stations and their 

relation to total retail sales in the United State s .  Between 1970 and 1 9 74 the re 

was no change in this  ratio - - it was 7. 4 percent  in both years with downward 
.., 

fluctuations in the interim yea rs . Sinc e then ga soline sales have ,ri's en moderately 

to 7. 8 - 7 . 9 percent. Again, not much of an upward shift. 

In o rde r to have a substantial impac t on gasolin e  cons umption, the life

s tyle of the Ame rican consumer ,"vould have to be changed milch more than the s e  

v e r y  moderate,  a l m o s t  min�mal, shifts po rtray. The conclusion 'is inf" s c apable 

that prices [or ga s ol i ne have not risen by nearly s ufficient amounts to  alter  the 

cons urne r s '  d r i ,"·�ng hab:.ts.  

The fact that prices hav� not  advanced commcnsur3tely with purported 

national goals to c on s e rve U.  S. e ne rgy i s ,  ot c o u r s e ,  due i n  great part to the 

price control re gulations that , in effe ct ,  thwart the Carter Administration l s  

stated goals.  This almost schizophrenic atmosphere a l s o  helps to explain why, 

evcn without the ba:l on MMT and lead pha s f>  downs , s hortages of gas oline 

threaten and increased imports a rc likely to be n e c e s s a r y .  

UdS-3Z 
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TA BLE VI 

PERSONAL INCOME EXPENDlTURES 0:-1 GASO LINE 

and 
R ETAIL SALES OF GASOLINE SERVICE S TATIONS 

1 978 (a) 
III Otr 
II Otr 
I Otr 

1 977 
1 976 
1 97 5  
1 974 
1 9 7 3  
1 972 
1 9 7 1  

Pe r sonal Cons umption Expenditures 
Per Cent 

Total Gasoline Gas oline 
--( B i l l  i 0 o---D-o 1 1  a r 5 ) ----

1 , 3 57. 7 5 1 .  6 3 . 8 
1 , 322 . 9 49. 1 3. 7 
1 , 276. 7 48. 3 3 . 8 
1 , 206. 5 4 6 . 5 3. 8 
1 , 090. 2 4 2 . 8 .3 . 9 

979. I 39. 5 4 . 0 
887. 5 36. 3 4 . 1 
805. 2 28. 3 3. 5 
729. 0 2 5 . 0 3 . 4 
667. I 2 3 . 5 3. 5 

(a)  Seasona.lly adjusted quarterly totals at annual rate s . 

1 9 7 8  
Jan-Oct 

1 977 
1 976 
1 97 5  
1 974 
1 973 
1 972 
1 9 7 1  
1970 

All 
R e t a i l  S a l e s  

Gasoline Pe r C e n t  
Stores Service S t ations S", rv i c c  S t a tions 

--- ( B i l l �DOlT a r s  \ 

626. 9 49. 2 7. 8 
708. 3 56. 5 7. 9 
642. 5 5 1 . 3 7. 9 
584 . 4 4 3 . 9 7 . 5 
537. 8 39. 9 7. 4 
503. 3 34. 4 6 . 8 
448 . 4 3 1 . 0 6 . 9 
408. 9 29. 2 7. I 
375. 5 28. 0 7. 4 

Source: Department of Comme rce.  

Refinery Expansion 

Expansion of existing refinery capacity o r  construc tion of new refine ries 

in the United States is characterized by the fact that hardly any grass roots 

refine rie s with sophisticated gasoline upgrading proc e s s  units �re being cons tructed 
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by major refiner s .  Instead, they are adding c r ude dis tillation capacity and 

catalytic reforming capacity to existing units as they deem neces sary to meet 

demands of their customer s .  

A variety of s mall refiners a r e  building n e w  plants ,  'as weil as adding 

to existing c rude oil distillation capacity. They are generally taking advantage 

of the s mall refine r s '  bias in the entitlements program.. Several of these plants 

have no catalytic c racking or catalytic reforming capacity. 

The additions to c rude oil dis �illation capacity by U . S. refiners a r e  

shown i n  Appendix Table A while additions t o  catalytic cracking a n d  reforming 

capacity are shown in Appendix Table B. 

The n1ajors will add 300,  000 barrels pe r day to gas oline upgrading 

facilities in 1 979 and independer.ts another 1 98 ,  000 barrels pe r day (Table B). 

The s e  are gross additions to capacity and in some cases new facilities will 

replace old units t:,at will be retired, although uus ually at least some net addi-

tion to capacity is made. 

The largest  expansion in gasoline upgrading capacity is being car ried 

out by Marathon Oil at its- Garyville , Louisiana, plant. This refinery. which 

was the most r e c ent grass roots refinery constructed in the United States, was 

acquired from Northeast Petroleum at the time of its com�letion in 1 976 by 

Marathon. The plant was largely a fuel oil refine r y  but Marathon is revamping 

it to produce ove r a 50 percent gasoline yield. The new fac ilities are expected 

to be operational in the final quarter of this yea r. 

The reasons for the slow build up of refinery expansion in the United 

States extend over a variety of issues.  First of all, it is almost imposs ible to 

receive pe rmis sion of at! of the necessary regulatory and environmental 

authorities to locate a refinery at a new site. The Pittston proposal in Maine 

and the Hampton Roads plan in Vir ginia have been held up for yea rs .  Small 

- 11 -
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refine r s  a re adding new facilitie s .  not nec e s s arily be cause of real economic 

viability, but because the advantage -- of a s  much as $2. 00 per barrel  - - the y 

have under the entitlements program over major refin e r s .  The y can I Iget in 

and out quickly!!  if neE-d be under s u c h  an advantage. 

It is expected that the automobile will g e t  mo re e fficient than it is 

under new governn,ent mileage s tandards ann that thi s .. will s low the growth in 

gas ol ine cons umption. While it is taking long e r  fo r this shift to slow consump-

tiOll growth than m<l.CJY expe c t e d ,  mo s t  refin e r s  s till r.t s i tate to add significa:1t 

plant when It may be for c e d  to be idle in the future. 

The ci e c i �:;ion i s  cornpli c a k d ,  to say tLc le a s t ,  uy DOE r·eWllations 

,'.'hich virtu<l � l l  make it ir:lpo s s ibl e to make a profit on new, high-octane 

unl�a(�cd iac ::' l i tj e s .  ror example, the regt:lations lir:�il the profit margin to 

tha t of ),Aay 1 5 ,  1 973 on a cornparabl� level of g a s oline plus 1 cent per gallon 

for the higher octanc supplie s . This I cent incr e a s e  is not nearly s ufficient 1::0 

enable a l'e\". L l c :lity, involving n e c e s s arily a large inve s tm ent, to make a 

p rof it . 

Even as auto effic ien c y  inc reases,  the spending habits and patterns by 

motorists ma y offset this improvement. Certainly, if what has been happen-

ing to spending continues in the future, demand growth i s  not likely to s ubside 

all that much. The q�lestion comes down to wnat price will dis courage the 

motorist from d r iving a s  much as he does now. Clea r l y, the price will have 

to be much higher than it is now to do that. 

Unde r c u r rent conditions, controls on prices encourage the motorist 

to use gasoline, but they dis courage refiners from making the additional gaso-

line the motorist wants. Without substantial revision to encourage U.  S.  

refinery construction, current Folicies a r e  s ure to lead to ever -growing imports 

of gasoline. 

- 12 -
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APPENDIX T A B L E  A 

NEW C R U DE OJJ.  DISTILLATION CAPACITY 
(Thousa.nds of Barrels P e r  Day) 

� .!12.9. 
Leading Oil C('"lmnanies 1 4 4. 0 �.J 

A nioco,  Texas Ci t y ,  Texas 55. 0 
.Ar�1oco, Ot.hE:T _'\-:: eas  2 5 . 0 
Al:COJ HOl, s l (;n,  lex".:; 4 1 . 0  
Citi e s  S C l"v: .: e ,  LG:l�e Cha r l c 3 ,  La . 2 3 . 0 
A s hland, C a t l e t t s b u r g ,  Ky. 44. 2 
Continental, La ke Cha d e .,,; .'  La. 
Dow, F r c c pn r t .  Tcx;J S 
PhlL pf. , S','v vc.-. c y ,  T�;XD-5 

l�"£J�' ��' : .. � 7 8 9 .2. 2 � 0 .  5 

Louis i,-. : � a  8 9 . 0 45. 0 
Texas 8 1 . 6 3 9 . 0 
Ca liforni;;;. 3 7 . 5 2 3 . 0 
N('w York 2 0 . 0 
Mis s i s s iP?i 1 5. 5 
A l a ban:J. 1 0 . 6 
Indi�n� 9. 8 
Wy0mi:1;; 9. 7 
New !vlt'., i c 0  6 . 6 
Florida 6 . 0 
Oklahoma 2 . 0 3. 5 

Mis souri 1 . 0 
Montana 1 . 0 
Other 1 4 0 . 0 

TOTAL 4 3 3 . 3 284. 7 

S·ource:  American Petroleum. Institute and Department of Ene rgy. 
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APPENDIX TABLE B 

NEW CATALYTIC CRACKING A"'D R EFORMING 
CAPACITY ADDITIONS OF U. S. R EFINERS 

(Thousands of Ba rrels Daily) 

Amoco, Salt Lake City, Utah 
A s hland, Canton, Ohio 

Catlettsburg, Ky. 
Catlettsburg, Ky, (a)  

Area, Carson ,  Calif. 
Che r r y  Point, Wash. 
Houston, Texas 

MAJORS 

Continental, Comme r c e  City, Colo. 
Lake Charle s ,  La. ( c )  
Vlrenshall, �1inr:. 

Ex.xon, Bay\va y, 0, J. (1) 
Gcay, El Dorado, �<-2 :1S .  
Gulf, Delle Ch2 S S C ,  L a .  ( c )  

Pt. Arthur, Tex. 
Ke r r  McGe e ,  Wynnewood, Okla. 

Wynnewood, Okla. ( c )  
Marathon, Garyville, La. ( e )  

Garyville, L a .  ( a )  
Garyville, La. (I) 

MobH, Pauls  bo ra , N. J. ( e )  
Philips, Sweeney, Tex. (e ) 

� 
� 1 979 

1 . 0 

3 . 0 

1 . 0 

20. 0 
27. 0 
1 l . 0 

5. 5 
2 . 0 

3 0. !> 
0. 4 

3 . 5 
I I . 0 
40. 0 

8. 5 
8. 5 

75. 0 
20. 0 

7. 0 
3 0 . 0 

TOTAL 
/ 

5. 0 
INDEPENDENTS 

300. 0 

Altas Proc e s s ing, Shreveport, La. 
Clark Oil, Blue Island, Ill. 
CRA, Coffe yville, Kan s .  ( c )  

Coffeyville, Kan s .  
Crown Cer.t ral, Houston. Tex. 
Delta R efinin;;:, ).1.e mp:-: i s ,  T � nn .  ( c )  
Diamond S:'1amrock, Sunray, Tex. ( c )  
Eddy R efining, Houston, Tex. 
Good Hope R e f . , Good Hope, La. 
LaGloria,  Tyle r ,  Tex. 

Tyler, Tex. ( c )  
Tyler, Tex. ( a )  
Tyler, Tex. (I) 

Lion Oil, Bakersfield, Calif, 
Eldorado, Ark. 

Louisiana Land, Mobile, Ala. 
Mohawk, Bakersfield, Calif. 
Murphy, Me raux, La. (c)  

Me ,.aux, La. (a) 
Newhall, Newhall , Calif. 

- 14 -
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7. 0 

1 5. 0 

1 2. 9 

2. 8 
4. 5 

2 2 . 0 
2 5 . 0 
32 . 5  

1 . 5  

6 .  I 
6. 5 
1 . 7 
3. 4 
1 . 5 
1 . 2  

6. 0 
25. 0 

7. 5 
2. 3 

1 980 

14. 0 

3 5 . 0 

� 
95. 0 

7. 0 
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Placid Refining, Pt. Allen, La. (e l  
Powerine, Santa Fe Springs, Calif. 

.!1:?! 

Santa Fe Springs, Cali£. 
Sigmor Refining. Three R iv e r s ,  Tex. 2. 0 
Southwe s t  R efining, Corpus Christi, Tex. ( c )  _ 

(a)  -
Texas City R e fining, Texas City, Tex. 

Texas City, Tex. ( a )  
U . S. Oil & R efining, Tacoma, Wash. 
Western R efining, Woods Cros s ,  Utah 

TOTAL 36. 9 

1 979 

16. 5 
7 • .  � 
2. 1 

1 2 . 0 
6. 0 
3 . 0 

197. 6 

� 

1 6 . 0 
3. 2 

1 9. 2 

Note: Unl e s s  otherwise specified data represent additions to catalytic refo r m _  
ing capacity. ( c )  stands [ o r  catal)'tic c racking cupacity, (1)  !sornel' i z a 
t i o n  units, ( a )  alkylation units. 

Source:  The Oil and Gas Journal and industry sources.  
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GI; The Petrochemical E nergy G roup 
1701 Pennsylvania Avenue, N.W 

Washington, D. C .  20006 

(202) 452- 1880 

January 8 ,  1 9 7 9  

Douglas G.  Robinson 
Assistant Administrator 
Economic Regulatory Administration 
United States Department of Energy 
Washington , D. C .  

'n0712E 

Re : Docket No . ERA-R-77-7 
Draft Analysis Memorandum 
Concerning 1 9 8 0  Motor 
Gasoline Supply and Demand 

Dear Mr . Robinson : 

We are responding herewith to the request for 
comments publ ished in the Federal Register on December 2 1 ,  
1 9 7 8  ( 4 3  Fed . Reg. 59541)  regarding the above referenced 
study. 

The Petrochemical Energy Group (PEG) i s  an ad hoc 
group of 20 U w � .  petrochemical companies who use aromatic 
compounds as well as other hydrocarbons as feedstocks. Our 
group and our concern with the implications of a potential 
shortage of high octane , unleaded gasoline is described in 
the a ttached testimony presented before the Economic Regulatory 
Administration (ERA) on December 15 , 19 7 8 . 

We believe that testimony is directly relevant to 
certain of the issues analyzed in the Draft Analysis Memorandum 
and ask that this testimony be carefully reviewed by ERA as 
a part of its analysis of the U . S .  gasoline supply s i tuation . 
Our concern is that aromatics will be used increasingly in 
the gasoline pool and become unavailable as feedstocks for 
the petrochemical industry. We would hope this potential 
problem would be specifically addressed in the f inal study . 
I t  is not clear from the Draft Memorandum what assumptions 

U05J9 

January 8 ,  1 9 7 9  

the refinery model used for petrochemical feedstock demand 
for aromatics . We would urge ERA , in studying the gasoline 
supply problem, to give at least equal attention to the 
problem of insuring adequate supplies of petrochemical 
feedstocks . 

11dh 
6 2 9 4-118 
Attachment s  

Yours truly , 

S-ta b A�th� 
Stanl�rbstein 

� �l )jQ.::jll 
Jif/iieSE. Gentel 
Co-Chairmen 
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Gt; The Petrochemical Energy G roup 
1701 Pennsylvania Avenue, N W 

Wa,hington ,  0 C. 20006 

(202) 452-1660 

ASSESSMENT OF SHORT-TERM 
MIDDLE DISTILLATE AND GASOLINE SUPPLY 

SITUATION AND PRICE TRENDS 

Test imony of 

Ralph W .  Kienker 
Monsanto Company 

Department of Energy 
Washington , D. C .  

December 1 5 ,  1 9 7 8  
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UNLTED STATES OF AMERICA 
DEPARTMENT OF ENERGY 

Asses sment of Short-Term 
Middle Distillate and 
Gasol ine Supply Situation 
and Price Trends 

COMMENTS OF RALPH W. KIENKER 
OF THE PETROCHEMICAL ENERGY GROUP 

Good morning. I am Ralph W. Kienker, Energy 

Affairs Director for the Mon santo Company . Today , however , 

I am appearing on behalf of the Petrochemi cal Energy Group 

or PEG , an ad hoc group of twenty-one petrochemical pro-

ducers who are responsible for the majority of U . S .  pro·� 

duction of petrochemical intermediates . PEG member companies 

use l iquid hydrocarbons a s  their raw materials to produce a 

wide variety of products includ ing plasti c s ,  synthetic 

rubber and manmade fiber s .  Our industry employs over 

4 0 0 , 0 0 0  people , but more importantly , over 1 4  million jobs 

in downstream industries are directly dependent on the 

products of the petrochemical indus try . 

Among the key raw materials for our industry are 

the aromatic compounds -- ben zene , toluene , and xylen e s .  

Inclusion of these same compounds i n  gasoline is a m a j or 

method of enhancing octane value. In fact if other chemi cal 

octane additives such as tetraethyl lea d ,  MMT , MTBE , TBA, etc . 
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can not be used , the inclusion of BTX compounds is essent i a l ly 

the only ava i l able method for imparting octane to gasol ine . 

For reasons that I wi l l  describe , these aromatic compounds 

(which I w i l l  refer to by the abbreviation BTX) are presently 

in short supply a s  feedstocks for the petrochemical indu s try . 

From just this brief description , I believe you can see that 

the problem of short BTX feed stock supplies for our industry 

and shortages of high octane unle�ded gasoline may be , now 

and in the future , quite closely related . 

I am here today because we fear that government 

policy may not be taking this rela tionship into account. 

The fact i s  that various decisions of the federal government 

are adversely impacting on the adequacy of BTX supplies for 

the chemical manufacturer , in both the short and the long 

term . There are other contributory factors as we l l  -- but 

the immed iate problem is to assure that govern�ent appreciates 

the possiblity of feedstock shortage s ,  the relationship of 

such shortages to government policy , and the devastating 

impact of feedstock shortages on our indu s try and on the 

economy a s  a who l e .  

Based o n  an analysis recently updated for PEG , 

Arthur D .  Little , Inc . has e s t imated that a sustained 1 5 %  

reduction in the output of the organic chemical industry 

could result in the loss of 1 . 6 - 1 . 8  m i l lion j obs in consuming 

industries and the loss of domestic production value of 95-

1 0 0  billion dollars annua l l y .  I a m  a ttaching a s  part of my 
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testimony a chart provid�d by Arthur D .  Li ttle , I nc .  deta i l ing 

the impact that I have j u s t  descri bed as well as a com-

prehensive study j ust completed by Arthur D .  Litt l e ,  Inc . of 

the relat ionship of the petrochemi ca l industry and the 

overall U . S .  economy . The study concluded that 3 5 - 4 5% of 

u . s .  busine ss activity , a s  indicated by s ales , capital 

inves tmen t ,  tax revenue , and employment , i s  directly and 

indirectly affected by the u . s .  petrochemical industry . 

For the short-term, to avoid the danger of BTX 

feedstock shortage s ,  PEG recommends more moderated actions in 

regard to u se of various chemical addi tives and gasol ine . 

In the longer term, greater use of d i esel or other engines 

with reduced octane demand s ,  a recon s ideration of gasoline 

additive u se ,  actions to reduce gasol ine consumption and 

excess octane usage, and a review of the thrust of DOE 

pricing regulations are necessary to avoid feedstock shortages . 

IMPACT OF GASOLINE REGULATIONS ON THE PETROCHEMICAL INDUSTRY 

I would like , first , to describe the rel ations.lip 

between the g a so l ine supply prOblems you are addre s s ing today 

and BTX feedstock shortages our industry f aces . In the 

manufacture of g a sol ine , the inclus ion of aromatic com-
.-1.1 . 

pounds is a major method for enhancing octane value. 

1/ "Aroma tics"  are a fami ly of organic chemic a l  compounds --
characterized by generally pleasant odors and by the 
presence of a ring-l ike carbon-hydrogen chemical 
s tructure . Benzene, the simplest aromatic , is used in 
the second l argest volume o f  any organic compound 
(over 1 0  b i l l ion pounds a year ) . 
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Even in " leaded" gasoline , an aromatic content of as much as 

2 0  volume percent i s  commo n .  Unleaded gasolincs require an 

even greater concentration of aroma t ics . For unleaded 

gasoline , an additive called MMT (methyl cyclopentadienyl 

manganese tricarbony l )  can substitute for the octane imparted 

by a portion of the aromatics content (one pound of MMT sur

plants 7 . 6  bbl s .  of benzene , or 4 . 8 bbl s .  of toluene ) . The 

use of MMT in unleaded gasoline has , however , been banned by 

the EPA . 

In the chemical industry, benzene , toluene , and 

xylenes (BTX) are the raw mater i a l s  for many of the synthetic 

f ibers and p l a s tics in use today . For example , nylon , 

polyesters , phenolic resins , polystyrenic plastics , synthetic 

rubber s ,  and many agricultural chemicals and pharmaceut ica l s  

a r e  der ived from BTX . Overal l ,  BTX makes up about one

fourth of the tota l organic chemical feedstocks of the 

entire petrochemical industry . 

The amount of aroma tics used today in the petro

chemic a l  industry is quite smal l  relative to the amount of 

aroma t ics consumed in ga soline ( about 1 7 5  thousand barrels 

per day , or about one-tenth the amount of aromatics con

tained in the gasol ine consumed each day) . But those 1 7 5  

thousand barrels per d a y  a r e  quite v i t a l  t o  the petrochemical 

industry . Stated another way , about 5 0 %  of a l l  benzene i s  

consumed i n  fiber s ,  pla stic s ,  drug s ,  etc . , about 1 0 %  o f  a l l  

toluene , a n d  7 %  of a l l  xylenes . The balance of the aroma tics 

are consumed in gaso l ine . 
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Today 10% of BTX supplies a r e  recovered from the 

coking of coal , with the balance being from two petrol eum 

source s .  A 7 0 %  portion results from the various refining 

operations of reforming , cat cracking and hydrocracking 

(only a sma l l  amount of BTX occurs naturally in crude petro

leum ) . About three-fourths of this BTX i s  never separated 

from refinery gasol ine streams , and even part of that which 

is separated is returned to the gasol ine pool as a blend 

stoc k .  A 2 0 %  and growing proportion of BTX is produced as a 

co-product or by-product f rom the crack ing of petroleum 

fractions in the manufacture of ethylene. 

For g a so l ine only mixtures of aromatics are needed . 

However ,  for the chemical end user the individual aromatic 

compounds must be separated a�d upgraded to a high purity . 

These recovery and puri fication s teps add to the cost of 

the chemical grade aroma tics over those of fue l grade . The 

end use in the premium chemical market a l so permits chemical 

grades to command a premium price over those destined for 

gasoline use. Thus , economic forces can usu a l l y  maintain 

an equil ibrium in the BTX market between gasoline blending 

and chemical u se s .  I f  refiners , t o  relieve a n  octane 

defic ienc y ,  try to buy BTX away from chemical app l ication s ,  

the price h a s  usua lly r i sen such that BTX became a n  uneco

nomical blend stock . Toda y ,  however , there is concern for 

the adequacy for future aromatic supplies for the chemi c a l  

industry despite t h e i r  premium value . 7he root cause of 

thi s sterns from burgeoning demand for unleaded gasol ine and 
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factors a s sociated with thi s .  Diversion o f  BTX from the 

chemic a l  markets i s  not a feasible long-term solution to an 

octane defic iency . I f  a l l  of the BTX consumed in the ent i re 

U . S .  chemical industry were used in the gasol ine poo l ,  the 

pool would be increased by only 0 . 4  octane units and 3% in 

volume . Long-term, any octane or volume defic iency problem 

mu st and would be solved by the petroleum ref iners by other 

method s .  

I n  h i s  e f forts t o  perform h i s  primary function of 

providing fuels--not chemic a l s --to his customers , an 

i ndividual refiner may choose uneconomic options in the short 

term. Thu s ,  he may choose to divert avai l able BTX from 

chemicals to gasol ine regardless of the short term economic 

consequence . Hence , today we are witness ing the withdrawal 

of some refi ners from long held pos i t ions as BTX merchants 

to chemical markets , with the adverse consequence on his 

revenu e s ,  and decreased ava i labil ity of aromatics suppl ies 

for chemica l s .  

A second impact arises from the increasing response 

of refiners to provide a premium unleaded grade of gasol ine 

for auto models which "knock" on standard grade unleaded 

fue l s .  I n  some cases , i n i t i a l l y  s a t i sfactor i l y  auto 

performance has deteriorated as the auto has aged . The method 

of achieving the higher octane unleaded grade is to introduce 

a higher proportion of aromatics into the fue l .  
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� t i l l  another impact is introduced by the EPA 

action to phase down the concentration of lead in the 

gasol ine poo l .  With reduced lead concentrat ions , one alter-

nate for the r e f iner i s  to utilize a greater portion of 

�/ 
aromat i c s .  

Undoubtedly , temporary cond itions have a l so con-

tributed to the current shortnes s  of BTX in the marketp lace . 

For examp l e ,  me�hanical problems among BTX manufacturers 

have seemed part icularly severe throughout 1 9 7 8 .  Further l 

the low level of bu siness activity in Europe has a f fected 

BTX produc tion , constraining supplemental supplies in the 

form o f  impor t s .  There are also additional quantit ies of 

supply to be expected from the production of other naphtha-
3/ 

gas oil chemical crackers currently under construction . --

These wi l l  have the e f fect of moderating the BTX shortages 

i n  the early ' 8 0s . However , further phase down by then of 

" l ead " i n  gasol ine could be an offset to this gain . 

In the short-term, the fol lowing actions of govern-

ment wou ld tend to increase aromat ics supp l y :  

1 .  The temporary substitution f o r  aromatics of other 

tested octane improvers inc lud ing : 

2/ As e a r l ier noted, the EPA ban on use of MMT in unleaded --
gasolines has a similar effect.  

3/ A Texaco facil ity is expected on stream in early 1 9 7 9 . --
Th i s  wil l  be followed by the startups of facil ities 
under construct ion by Exxon , DOw, Un ion Carbide , She l l , 
Corpus Christi Petrochemi cal and Conoco-Monsanto over 
the 1 979-81 period . 
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a .  An extension and/or exped iting of temporary 

waivers on lead leve l s  exceeding present 

standards , thus permitting the use of higher 

lead leve l s  in leaded gasoline.  

b .  A reversal of the MMT decision and the use of 

additives such a s  MTB E .  

2 .  A n  a l l -out effort t o  reduce gasoline consu�ption 

by such actions a s  enforcement of the 55 MPH l imit , 

actions to encourage mass tran s i t ,  van and car 

pool ing , etc . 

3 .  Examine present Sec , 2 1 2  regulations to be sure 

that higher-octane grade leve l s  than necessary 

are not encouraged . This aC�ion might include 

publ ic education in use of the min imum octane 

grades that will satisfy auto performance . 

In the longer-term, the government actions which 

would tend to increase aromatics supply would inc lude : 

1 .  Actions which reduce aromatic� use in gasoline 

such a s  greater use of diesel engines in new autos 

( these do not require any aromatic s ) , and use of 

lower octane requirement engines in future autos . 

2 .  A more moderate t imetable for lead phaseou t ,  plus 

u se of other promi sing gasol ine additives ( tertiary 

butyl methyl ethe r ,  tertiary amyl methyl ether , 
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octanol , etc. } .  In particu lar , a cost-benef its 

s tudy which includes the impact of additive changes 

on the chemical aromatics supply is needed . 

The major lesson for government is to recognize 

the total universe of the problems which they attempt to 

deal with , and then act with thi s total universe in mind , 

versus deal ing only on individual portions of the total 

problem , Thus , any action to affect gasoline supplies can 

affect the chemical industry. 

Thank you for a l l owing u s  this opportunity to 

j oin your conference this morning . 
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Chemi ca 1 s 

3. F i na l  Ma rke t for Orga n i c  
Chemi ca 1 5  
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4 .  I n f l a t i on ( 1 9 7 6 - 7 8 ;  

S.  I ncomp 1 ete Coverage 
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PPG INDUSTRIES, INC./ONE GATEWAY CENTER/PITISBURGH, PENNSYlVANIA 15222iAREA 412/434-2187 

J.' : ; n \ I :  i, -:  

January 1 2 ,  1 9 7 9 

Department of Energy 
Pub l i c  Hearing Management 
Room 2 3 1 3  
Docket �o . ERA-R- 7 7 - 7  
2 0 0 0  M Street ,  N . W .  
Washington , D . C .  2 0 4 6 1  

GentJ emen : 

W. R. HARRIS, Vice PreSident & General l,I,mager 
Chemical DI�ISlon U S. 

PPG Industries appre c i ates the opportuni ty to co��cnt on the 
Ana l y s i s  MeJ:loranaum A..."1!ES/7 9 - ]  2 1 9 8 0  Hotor Gaso.1 ine Supply and 
Demand . We are manufacturers o f  lead antiknock compounds ond , 
therefore , we would l i ke to l i m i t  our d i sc u s s ion to the impact 
of lead antiknocks . 

In a recent hearing h e l d  by Congressman John D� D i nge l l , 
Chairman of the House Subcommittee on Energy and Power , Mr . 
Ben Jackson of EPA conceded that the f u l l  implementation o f  
t h e  l e a d  phasedown program w o u l d  eventua l l y  result i n  a total 
energy l o s s  of approximately 5 0 0 , 0 0 0  barrels a day o f  crude 
o i l . On an annual ba s i s , t h i s  would be 1 8 3 , 0 0 0 , 0 0 0  barre l s ,  
and a t  $ 1 5  per barrel (world price del ivered t o  United S ta te s )  
would result i n  a d e f i c i t  trade balance o f  $ 2 , 7 0 0 , 0 0 0 , 0 0 0 .  We 
feel t h i s  is an unnecessary burden on the American taxpayer . At 
the present rate of i n f l a tion , b y  1 9 8 5  crude oil wi l l  certuinly 
be no less than $20 per barrel which would res u l t  i n  a c o s t  o f  
$ 3 , 7 0 0 , 0 0 0 , 0 0 0  t o  t h e  American taxpayer . W e  f e e l  that t h i s  i s  
not con s i s tent with the Adm i n i s t ra t i o n 1 s  goal o f  reducing i n fla
tion and the d e f i c i t  i n  our balance o f  payment s .  

Since most automobi l e s  have switched t o  precious metal catalytic 
converters s i nce 1 9 7 5 ,  the consumption of leaded gasol ine w i l l  
gradua l l y  decrease to about 2 3 %  b y  1 9 8 5 .  EPA h a s  stated that 
t h i s  phasedown was necessary i n  order to protect the pub l i c  heal th . 
EPA then estab l i shed an ambient a i r  standard of 1 . 5  microg rams o f  
lead p e r  cubic meter o f  a i r  (p g Pb/M3 ) .  There i s  much contro
versy among medical experts whether such a restrictive standard 
i s  necessary to adequately protect the pub l i c  hea l th . If EPA 
feels the phasedown schedule w i l l  attain their desired goal by 
early 1 9 8 3 ,  we believe that w i thout the phasedown schedul e  the 
standard could be met with about a three-year delay even if there 
were no phasedown schedule . 
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We have not heard of a single case of lead poisoning caused by 
lead emitted from the exhaust of an automobile . Therefore , i t  
would seem that t h i s  three-year delay would not b e  harmful t o  
the public, and would result in considerable savings t o  the taz
payer in addition to conserving our natural resources and de
creasing our deficit payment balance . 

Two cases in point are outlined with attached tables . 

Case A is based on the current phasedown schedule ,  which will be 
0 . 5  grams lead per gallon (g Pb/gal . )  by October 1 9 7 9 .  Since 
the small refineries have some relief in the Clean Air Act Amend
ments of 1 9 7 7 ,  we calculate the total amount of lead antiknocks 
in use will gradually decrease to 380 million pounds by 1 9 8 2 , 
3 1 9  million pounds by 1 9 8 5 .  

Case B estimates the lead level i f  there were n o  phasedown sched
ule .  We bel ieve that 2 . 5  g Pb/gal .  in gasoline wil l  be the prac
tical l imit on an average basis . Lead antiknocks are most effec
tive at lower concentrations and their effectiveness gradually 
decreases per unit concentration at higher levels . Therefore , 
the refineries will probably not use more than 2 . 5  g Pb/gal . 
except for short periods of time where higher concentrations 
are necessary to meet competition in the marketplace . 

We feel that a modification of the current lead phasedown schedule 
is urgently needed and should be announced as soon as possible . 
Because of decreasing demand for lead antiknock products , many 
of the plants are curtailing production consistent with the 
market forecasts dictated by the EPA phasedown regulations . 
The nature of our operation requires a considerable lead time 
and accurate forecast of the nlarket . Should we deactivate 
production at our plant, it would be impossible for us to re� 
activate it  after about six months , and the production would 
be lost forever .  

Meta llic sodium and ethyl chloride are vital raw materials for 
the manufacture of tetraethyl lead , and both are in short supply 
for 1979 . Manufacturing capacities for both products have been 
curtailed consistent with antiknock fluid market forecasts , based 
on EPA ' s  lead phasedown schedule of 0 . 5  g Pb/gal . starting October 
1 9 7 9 . We are already experiencing shortages which may l imit our 
production . Supply for both products requires considerable 
advance time and additional supplies are not available on a 
new contract or spot basis . 

Sodium supply is most critical at this point since there are 
only two merchant producers :  and once the sodium cells  are de
activated , it  would take a monumental effort to reactivate them 
and would not be economically justifiable without accurate long
term market forecasts . 
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Supply of ethyl chloride also represents a serious problem for 
us since some plants have already curtailed production and com
mitted their production for other uses . 

In summary , we believe the EPA ambient air standards can be 
attained without lead phasedown regulation s .  If the lead phase
down scheduled were cancelled, it would increase the supply of 
both leaded and unleaded gasoline , conserve the petroleum re
sources ,  decrease the deficit balance of payments and would not 
adversely affect the emission control systems of  automobiles . 

Very trUlY�O�r S ,  

�./.� 
\'1 . R. Harris 

WRH :mal 

Attachments 
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LEAD ANTIKNOCK COMPOUNDS 

CASE A - CURRENT EPl1. PHASEDCWN SCHED�LE 

Pb Content 
Gasoline Average In Leaded 

Gals . Lead Level Gasoline Total Use 
Year MMM Leaded 51/51a1 .  51/c;a1 . !'.M Lbs . 

1 9 7 5  1 0 5  9 2  1 . 5 0  1 .  6 3  8 8 1  

1 9 7 6  1 0 6  8 3  1 .  7 0  2 . 0 5  1 0 0 8  

1 9 7 7  1 1 0  7 3  1 .  5 3  2 . 1 0  9 4 4  

1 9 7 8  114 65 1 .  3 0  2 . 0 0  8 3 6  

1 9 7 9  117 5 8  1 .  0 3  1 .  7 8  7 1 0  

C 1 9 8 0  118 5 2  0 . 5 8  1 . 12 3 8 3  C CIT 1 9 8 1  1 1 8  4 3  0 . 5 8  1 . 3 5  3 8 3  CIT CIT 
1 9 8 2  117 3 7  0 . 5 8 1 . 5 7  3 8 0  

1 9 8 3  1 1 6  3 1  0 . 5 0  1 .  6 1  3 2 5  

1 9 8 4  115 26 0 . 5 0  1 .  9 2  3 2 2  

1 9 8 5  1 1 4  2 3  0 . 5 0  2 . 1 7  3 1 9  

LEAD ANTIKNOCK COMPOUNDS 

CASE B - NO PHASEDOWN SCHEDULE 

Pb Content 
Gasoline Average In Leaded 

Gal s .  , Lead Level Gasoline Total Use 
Year MMM Leaded 51/51a1 . 51/51a 1 •  MM Lbs . 

1 9 7 5  1 0 5  9 2  1 . 5 0 1 .  6 3  8 8 1  

1 9 7 6  1 0 6  83 1 .  70  2 . 0 5 1 0 0 8  

1 9 7 7  1 1 0  7 3  1 . 5 3  2 . 1 0  9 4 4  

1 9 7 8  114 65 1 . 3 0  2 . 0 0  8 3 6  

1 9 7 9  117 5 8  1 . 2 0  2 . 0 7  8 0 0  
C C CIT 1 9 8 0  118 5 2  1 . 2 0  2 . 3 1  7 9 0  

CIT 1 9 8 1  1 1 8  4 3  1 . 1 0  2 . 5 0 7 1 0  al 
1 9 8 2  117 3 7  0 . 9 0 2 . 5 0  6 0 6  

1 9 8 3  1 1 6  3 1  0 . 8 0  2 . 5 0  5 0 3  

1 9 8 4  115 2'6 0 . 7 0 2 . 5 0  4 1 8  

1 9 8 5  114 2 3  0 . 5 8 2 . 5 0 3 6 7  
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'770703f' 

Subject : Analysis Memoran dum on 1980 
Motor Gasoline Supply and 
Demand 

Room 2313 - Docket No . ERA-R-77-7 
2000 M Street , NW 
Washington , D . C .  20461 

Gentlemen : 

Shell Oil Company appreci ates this opportun i t y  to comment on 
the Analysis Memorandum on 1980 Motor Gaso l i n e  Supp ly and Demand 
prepared by the DOE . Shell generally agrees with the DOE conclusion 
that gasol ine supp l y / demand can be bal anced in 1980 , provided demand 
does not exceed a rate midway between the high and low rates projected 
by the analysi S ,  a l t hough we question some of the det a i l s  of the 
analy s j s  wh ich are di scussed below. We l ikewise feel that we wou l d  be 
remiss i f  we didn ' t  express our concern that should the high rate of 
demand projected by DOE ( 7962 M B/D ) mate r i a l i ze--a si tuat ion that 
Shell beli eves to be highly unl ikely--the U . S .  would experience a 1980 
motor gaso l i ne supply short fall unless there is a relaxation in EPA 
mandated lead levels and/or industry octane requirement s .  

A t  best the supp l y / demand balances can be expected t o  be 
t ight in 1980 and will be particularly sensit ive to any disrup t ions in 
normal supply patterns . As indi cated in the DOE analysi s ,  domestic 
supp l ies w i l l  be constrained by octane gen erat i n g  capabi l i t y ; thus , 
any imbalances w i l l  be particularly reflected in unleaded gasol ine 
supp l y .  Re lief cculd b e  achieved through expansions in ref i n ing 
capacity ( improbable in view of the short lead time to 1980 ) , increased 
imports ( questionable ) ,  octane shaving , extension of lead waivers , and 
early acceptance by the EPA of other octane-boost ing additives such as 
methyl terti ary butyl ether ( MTBE ) and tertiary but yl alcohol ( TBA) or 
recission of the ban on MMT i n  unleaded gasol ine . 

Shel l ' s  an alysis of octane demand indicates that the clear 
octane requirements used in the DOE analysis might be low. Based upon 
the most recent data from the Coord inat i n g  Research Counci l ,  only 
about 80 percent of the motorists requiring unleaded fue l s  would be 
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satisfied under the base octane spec i f ication assumpt ion. To reach a 
level more representative of historical performance satisfaction , 
in She l l ' s  view a grade mix as fol lows would probably satisfy most 
customers : 

Un leaded Regular 
Unleaded Premium 
Leaded Regu lar 
Leaded Premium 

( a )  DOE Est imates 

R + M 2 
87 
9 1 . 5  
89 . 7  ( a )  
95 . 2  ( a )  

% o f  Sales 

� 
32 20 
44 ( a )  

4 ( a )  

I n  t h e  above product mix, t h e  price d i f ferential between the 
two unleaded grades would probab ly be a determining factor in the 
ratio of unleaded premium sales to unleaded regular sales . On 
the other hand, the average octane requirements of the car popu
lat ion can be expected to increase wi th time as the later model 
cars have , on the average, hi gher octane requirements than the 
1975/76 model years and hence counteract the ef fects on relative 
sales volumes resultant from price differential between the two 
grades . 

Further , it would appear that the DOE analysis overlooks the 
importance of aromat ics ,  such as toluene and mixed xylenes , as 
octane enhancers . These materials are in short supply , are in 
demand as petrochemical feedstocks , and yet are vital in the 
production of unleaded gaso l i n e .  

Shell ' s  comments regarding t h e  demand iorecasting model and 
presumptions used in the study are as follows : 

( 1 )  The forecast by EIA was based on Data Resources , I n c .  (DRI ) 
econometric simulat ions of May 1978 . The DRI simulations of late 
November 1978 reflect a less opt imistic out look for the U . S .  
economy ; and therefore, would result i n  a lower demand forecast 
were the EIA model to be run now. 

( 2 )  The use of population and/or drivers is of questionable value as 
an indicator of gasoline demand in the short term because popula
t i on does not vary with change i n  the economic cl imate the way 
gasoline demand does . 

( 3 )  Real national income appears to represent an appropriate element 
in forecast ing gasoline demand .  However , based o n  She l l  exper
ience we believe that personal consumpt ion expenditures would be 
an even better indicator. 
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( 4 )  

( 5 )  

( 6 )  

( 7 )  

( 8 )  

Published data indicate that industry wide , roughly forty percent 
of gasol i ne sold i s  through self-service type out l e t s .  A 
weighted average of ful l-service and sel f-service prices wou l d ,  
i n  our experience, b e  much more represe n t a t i v e .  

Re l i ance on leaded regular pricing presumes continuation of 
h i s torical grade d i f feren t i a l s . However , i n  the present market , 
leaded regular is freque n t l y  discounted to a t t ract the price 
conscious buye r ,  and as a consequence , grade di fferentials have 
changed. A composite price representing all grades of gaso l ine 
would be preferred. A weighted composite price would also re
flect the changing mix among grades of gaso l i n e .  

N o  alternative demand scenarios were used which t a k e  into account 
s i g n i f icant factors af fec t i n g  1978 growth such as non-observance 
of speed l imits , i n crease i n  recreational veh i cl e  popul a t ion and 
sun-be l t  growth r a t e .  

T h e  1980 summer peak demand--the period m o s t  likely to be 
c r i t i ca l - - i s  not d i scussed at

-aIl . 

The " l ow conservat ion" opt imistic and pessimi s t i c  cases provide 
for a 1979-80 AAI i n  demand of 3 . 7  percent and 3 . 2  percent 
respect ive l y ,  as compared t o  the 3 . 0  percent demand growth 
experienced dur i n g  the 1977-78 peri o d .  She l l  questions a pro
j ect ion of demand growth at a faster rate during the next two 
years than i n  the last two years , part icularly when i t  is recog
n i zed that DOE has a l lowed for 430 MB/D conservation i n  the 1980 
f i gure--a level estimated to be at least twice the rate experienced 
in 1978 . 

Shel l ' s  comments as to the supp ly forecast ing model and the 
presumptions used in the analysis are as fo l l ows : 

( 1 )  S h e l l  considers a 90-92 percent capacity ut i l i zation rate ( c rude 
runs divided by crude dist i l l i ng capacity) to be a t t a i nable by 
t he U . S .  o i l  industry, a l though to the best of our knowledge the 
r e f i n i n g  i n dustry has not yet operated their crude d i s t i l lation 
u n i t s  at a calendar year average ut i l ization rate of that leve l .  
A 9 4  percent average on-stream factor for the major downstream 
u n i t s  such as catalyt iC reforme r s ,  c a t a l y t i C  crackers and alkyla
t io n  units is a t t a i n ab l e .  However , a more reasonable expectancy 
for hydrocrackers would be approx imately 83 percen t .  

( 2 )  U . S .  motor gaso l ine imports have never exceeded 215 ME/D over 
a calendar yea r ,  which cast s some uncert a i n t y  over the import 
premise of 300 MB/D in the analy s i s ,  part icularly when the 
questions o f  qual i t y ,  seasonal avai l abi l i t y  and price are con
s i dered . 
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( 3 )  

( 4 )  

( 5 )  

( 6 )  

( 7 )  

The only exp l i c i t  d i f ference between cases A and B and cases C 
and D on page 34 is the "capacity u t i l i zation percent" , yet the 
s t a t i s t i cs associated with these cases i n d i cates the h i gher down
s t ream capaci ty ut i l i zation is worth 105 MB/D ( di f ference between 
cases A and B) and 170 MB/D ( d i f ference between cases C and D ) , 
respect ively--somewhat con fusi n g .  

T h e  statement o n  page 36 analyzing Table 6 on page 35 , to wit "As 
shown in that Tab l e ,  . . . . .  gasol ine . . . . .  produced by domest i c  
refiners � sufficient 1Q satisfy even ( emphas i s  added) the 
extremely h i g h  . . . . .  " i s  surely not supported by the table. I n  
fact , the h i gh level o f  demand is-5at i s f ied o n l y  i n  cases E and F 
when the lead and/or octane premises det a i led on Page 1 are 
s i gn i f i cant ly relaxed . 

The study assumpt ions out l i ned on page 1 ( lead content , octane 
qua l i t y  and r e f i n i n g  capac i t y )  are apparent l y  contradicted i n  the 
text i tse l f  (pages 4, 2 1 ,  25 , 26 , 32 , 38 ) .  

Use of models l ike the RPMS refi nery model which treats the U . S .  
r e f i n i n g  industry a s  a compos i t e  of a l l  refineries usual l y  tends 
t o  generate a better or more idea l i s t i c  solution than a t t a i n ab l e  
i n  r e a l  l i fe ( supp l y ,  logist i ca l ,  geograp h i ca l ,  etc . , constraints 
a n d  i n d i v i du a l  refinery feedstock imbalances are simp l i f ied or 
ignored) . 

As a point of i n t eres t ,  S h e l l  wonders if the supp l y / demand models 
described in the study have been tested against actual industry 
results and if s o ,  how we l l  their proj ections fared against the 
reported actual s .  

I n  summary , She l l  b e l i eves that the gasol i ne supply i n  1980 
w i l l  be t ight but that a balance with demand can be achieved at l i ke l y  
demand l e v e l s .  However ,  w e  a r e  concerned w i t h  t h e  poss i b i l i t y  of a 
supp ly short f a l l  in the event the high demand projection occurs and 
should there be no t imely relaxation i n  EPA lead phase down schedules 
and/or octane requi remen t s .  We therefore encourage DOE t o  make appro
p r i at e  adjustments to i t s  premises and' forecast ing model and provide 
industry and the EPA with periodic updates as t o  supp l y /demand pro
j ec t i on s  such that appropriate actions can be taken to m i n imize the 
l ik e lihood of a supp l y / demand imba l ance . 

For : 

Very truly your s ,  

�.� .��o .. D-
G. G .  carna�:��'Minager 
Federal Regul a t ions Analyses 
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RB. DP.AF'r AJIALysrS HR'·IORA/l1T.J1f COllCEFI!IING 1 980 HO'I'OR ('.' .. == SUPPLY .1 
� 
Sun e»_ ""Illd lilee to C41ce !:hI. op""rtun1ty Eor _t: on t:1Iot 

lUA's re""rt on 1 980 NOt:or Gasoline Supply and _ � IUghl1g"t ""'t 
Sun ball __ eo be l""",rC4nt: cons1d"rations relating eo t:IIe ha_rle o� 
tbis anal!l,,1 .. and tes Unt:ative conclu.1o.,.,. 

Sun 5U.1'ports � c:onclusio.q oL the reporcl i:bat: �980 motor gasoline 
IJUpply .end demand ",ill be in 4ellcdlu b4.lanctt.. l1oJil1vtf1r, th.l.lJ pt"Ojcct:icn 
J.5 bastJd on a nWllber o� veCV tenea t.i.ve ._.umytiorur, both Lor 8ul'l'lY' and 
demand. 

PredJ.ct./.Jlg cfeauI4 invol ves, in dJ1. analY'.le:,. 4IJ eatf. .. tf.on ot tutur. 
consum,ption 0.£ gasoline based on United St.ate,s ,p:)pulation and Real N&t:i.onal 
Inc:otiII!. Thta: a.eililAbt is thttn adjusted. for .fuel efficienc':l o� new vehicles. 
rhis esthroa ticn, as "'ith mast JIUlcro-eco1lQm.ic prcdictiolUl or COnBWDF' bs

bavior, 1$ $ubject to error. Changes in gasoline ccm.sumption may not t. 
correlAted wit:IJ cha.n.gtuI in RtN1 H.tiona.! Income and United States population 
1n An!l direct and predictable way_ '1'he recent unt'ore.see12 lncrd4sft in de
maod Lor ga601ina t:bd rall driving sea.5O.ll i. At ca •• in ,point. 

Pr.4icting J'utttr8 supplY' potential , as thl. repor� has done, inwolves 
iJome GqU4lly tenuous assumptions. rhe composIte nodel st:ructure whIch wa.s 
used give. re.'u U which .. ro ab.solut • ..  .riJDlUllS for the industry: it .... .samet. 
perfect: dJ. .. tribution lind interaction of intermediate streams M� All 
donIest.1.c rerinerie.. 'I'M. DIII!I be an unrealistic a.ssumpt:ion.. Yurt.he.ra)re, 
if: seeu:w t:h.at o� al1. the considered supply c.a ••• , onlV Cdlse F can ml.n.tat.ze 
t:he rid of supply .horerall . '1'his i:. becau,s6 Case " cont.a,ins 110 un'bNtdd 
optIons , such as prolonged high rnte3 o� ca�ci ty utili%4tion, and, 10 
addition, reducell the probability of h6.v1n� to depend u,POn unc_rtai.o 1JUp
pli .... o� 1""",rte4 g • ..,lizuJ. 

t_ WALNUT STREET. PHIL.ADELPHlA. PENNSYLVANlA 19101. 
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SUn COlB'p&D5I, ehsrerore, InJpport:. a delay in tl!e BPA '. �eAd pha6edoem 
progrMJI. t"he GoVdrruaent lIIlI.t C'OaIIt to grips wIth the exiBt;.in�� 'trada-o!� between a short-r.erm relllJtation or' the phasedown scbodule ar.d the potential 
or supply ahort:.�a.J.1.3. A DhDrt-tene relllx .... t:ion or t.bIJ lead ph.rastJidO.wrJ ' JlClaedul. tllQuld in .DO "'.51 if� lonq:ranS!! 9IMl. or the BPA . 

SUpplll Bhorf:f�ls ""Illd do great: ha .... to Un1t.M SC4tes conBwarlI by 
J.ncrc.!ttJing in£14ti.on, and unsmplofl�nt: .  Fuel !n1itcbJ.ng J«>uld cert42inlg aL:.�o 
incrCl!GO lS S  supply si)orraq811 .,;'Ould r.:o.:rt li�t;.cllJ occur rir8t in unle ... .Jdad 
supplios.. Inde-ad, .D supply llhori;.�.ll would dJ.srupt en. V<try Lilbric or 
�rican lIOCIi.tY'. 

Sun CO.l"lny .up""rt:s t:1Iot pred1ction tlYt .... pplll and d_ �or .. t:or 
gasoline tlill ba in dellcate balance e.hrough 19SD. l!oMJvor, 1n order to 
m1ni�.Jzo t1i.te rlslt. of D. possible f.'utllrtt :t;l:ort:J.� of !7�l.$Ol!n� .. Sun bellQvoa 
tJl..at tl!S r.�.:1t itt!oorti'l:nt;. ar.eps h-hich anould be taken i�i.�t:al9 ArOf 
(1) G"claV lead .pha.cedoJffl, (2) .Q'L�oii' t' .. ha u:se of /;;17' COJ!?POU��','.:l# (.3) l'ela,r 
BUllu;: rc:::p::r.!ctions 0';") th9 burrling of rc:;idu�l fuel l.n or·=-\�r to .:allow 
increased of£3hore C11.ddle dlstil1.iJ t:.e production, (4) coregujltte gasoline 
•• • long-run. 4R>lation. 

Sun ho_ t:IIat tho! lMpart:ment o� IInttrvY "111 g1vos the ... supply 
enb4ncing lDM.urea carttLnl colUlidera tion and recoBlU;!tnd their lmplea.nution 
eo !:be VA . 

8Iru:orely, ?(� �, 4/1A/ZC).. 
Ifarran B. BUrell 
V1ce Pr_1dene o� Oper"cio ... 

RCS''-t: 
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January 9 ,  1979 

RE : DRAFT ANALYSIS MEMORANDUM ON 
1980 MOTOR GASOLINE SUPPLY 

Department of Energy 
Public Hearing Management 
Room 2313 , Docket No.  ERA-R- 77-7  
2000 M S tree t ,  N . W .  
Washington , D . C .  20461 

Gentlemen: 

In response to the Department of Energy ' s  notice , issued on 
December 15 , 1978 , Texaco herewith submits comments on the 
Draft Analysis Memorandum on 1980 Motor Gasoline Supply and 
Demand . 

Although the assumptions used by the DOE in projecting 
supply and demand in 1980 can be debated , the report arrives 
at the same conclus ions that Texaco has submitted in meetings 
with both the DOE and the EPA . That is : 

1 .  The gasoline supply/demand s i tuation i n  1980 will 
be tight but manageable . A combination of factors 
will have to prevail to create a tenable supply 
s ituation . 

2 .  The lead phasedown to 0 . 5  gpg mandated for October 
1979 will have a large negative effect on the gasoline 
supply s ituation. 

The s tudy reinforces Texaco ' s  position as expressed to both 
DOE and EPA officials that a relaxation of the current lead 
phasedown regulations is an appropriate s tep to alleviate 
the predicted supply tightness in 1980.  
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Other options for increasing supplies which were considered 
by DOE in the s tudy cannot be re lied upon to see the U . S .  
through this cri tical period . A major DOE assumption is the 
ability to increase gasoline imports to at least 300 , 000 
BPD. This level of  imports depends , not only on the availability 
of foreign supplies of gasoline , but also on the ability of 
the U. S .  gasoline market to compete with European and other 
markets for the available supp lies . Without more realistic 
pricing policies , not present ly available under the current 
regulated price system, it is ques tionable whether these 
as sumed inc reases in imports will develop . Also , the ability 
of the foreign refineries to supply unleaded gasoline is 
limited because of oc tane capability ,  and even the availability 
of the small quantity assumed by the study is questionable . 

lbe ability of domes tic refiners to increase the percent 
utilizat ion of gasoline producing equipment as assumed in 
the s tudy is also uncertain. Refiners attempt to optimize 
the utilizat ion of equipment . TI1e percent utilizat ion i.s 
governed not only by feedstock avails but also by down-periods 
required for maintenance ,  both scheduled and unscheduled . The 
ability to increase uti lization , even with economic incentives ,  
is therefore limited . 

In summary, the subj ect ana lys is should not be considered a 
definitive prediction of 1980 gasoline supply and demand 
s ince uncertainties abound. Its results do , however , indicate 
that s teps mus t  be taken to assure an acceptable gasoline 
supply level in 198 0 .  Appropriate s teps include : 

1 .  Deregu lation o f  gasoline prices to allow the U . S .  
t o  successfully compete for available products in 
foreign markets and to provide incentives to 
improve effic iency and capacity of U . S .  refining 
facilities . 

2 .  Relaxation o f  the current lead phasedown regulations 
to provide additional supplies of gasoline during 
the critical 1980 supply period. 

Very truly yours , 

w .  --..\....u...�S 
WKTj r : gk 
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Union 76 Division 

Union Oit Company of California 
Union Oil Center, Box 7600, Los Angeles, Cal ifornia 90051 
Telephone (213) 486-7019 

unlfJ>n 
W. S. McCannar January 4 ,  1979 � 'n0710B 
Pr�"den{ 

Gentlemen: 

Department of  Energy 
Public Hearing Management 
Docket No . ERA-R-77-7 
Room 2313 
2000  M Street, NW 
Washington , D .  C. 20461  

COMMENTS RE : 
Docket No . ERA-R-77-7 

Analysi s  Memorandum On 
1980  Motor Gasoline 
Supply And Demand 

In our op�n�on , the range of motor gasoline consumption which 
you have forecast for the year 1980  is too large . We feel 
the mos t  likely consumption will be about 7 . 53 MMBD with a 
range of approximately 0 . 5% above or below this figure . 

Assumptions about future automotive fuel efficiency override 
the impact of all the other variables such as new car regis
trations , miles driven , etc . Variations in fuel efficiency 
assumptions accounted for 79% of the 1980  volume variance 
between your high and low cases . Consequently, it would 
appear worth your e ffort to more sharply define anticipated 
fuel efficiencies . 

We feel your assumptions concerning refining capacity re
quirement� are reasonable.  

We are comfortable with the Bonner and Moore Refinery and 
Petrochemical Modeling System (RPMS ) . 
The quantity of 1980  gasoline production obtainable in the 
event the pool lead average is permitted to be 1 . 2  grams 
per gallon in 1980  is reasonable . 

L0565 

Department of Energy 
Docket No . ERA-R- 77-7 
January 4 ,  1979 
Page TWO 

We disagree with the forecast of 1980  market shares o f  
unleaded regular and premium gasoline . 

Our estimate is as follows : 

UNLEADED 
REGULAR 

42%  

UNLEADED 
PREMIUM 

8 %  

LEADED 
� 

42%  

LEADED 
� 

8 %  

W e  also disagree with your 1980  forecast of  an unleaded 
premium AKI of 8 9 . 7 .  In  our view, the AKI will range on 
averag e ,  between 91 and 9 2 .  This octane level will be 
necessary to satisfy a reasonable percentage of  those car� 
which will have a requirement for an octane quality above 
87 AKI . 

Supplies of tetraethyl lead should be adequate to meet the 
1980  gasoline demands .  The question o f  MMT availability 
can best be answered by the manufacturer. 

Very truly yours , 

w . 4. k ��-
W. S .  McConnor 
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S tates which reported to DOE that they had no comment on 

the draft EIS: 

A ri z ona State Clearinghouse 
Idaho S tate Clearinghouse 
M ississippi State Clearinghouse 
Missouri Division o f  Budget and Plan n i ng 
New Mexico Department of Finance and Adm inistration 
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