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Mr. Chairman and Members of the Committee, xe helcme the opportunity 

to be here today to consider with.you the difficuit problems of developing 

and com&rcializing energy technology. I would like to lay out a 

perspective and then focus my conents on two things: 

--an overview of the scope of various legislative proposals now 

before the Congress that would provide various combinations of 

_ ~--- Federal financja? support for developing arid ccmercializi~g 

energy technologies; 

--a brief description of recent and ongoing GAO r$ork bearing on 

the question of Federal financial assistance for developing and 

comercializing energy technologies. 

PERSPECTIVE @f ENERGY DEVEL.CPaiE:~T 

A large number of issues and choices face Congress in dealing tfrith 

energy development. Energy deve?opment is a slow process. Legislative 

actlon will occur years in advance of actual impacts. While we recognize 
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that legislative decisions :itiJJ be required ~litM2t full infcr2ation, 

it is iqm-tant that the Congress and the Xation fxtis on SCEO critical 

issues and trade-offs that can enhance the quality of the decisions to 

be made. 

First, there are no simple choices. Each technology has to be weighed 

against the benefits and costs of competing options. Those options are 

not only on the domestic production side. For example, while often 

overlooked, conservation is trueiy one of our least costly suopfy 

options. Consideration of financing ccnservaticn i-rro:,cents as 

al tsr,nat,ives to, and complements to, :arge capital-intensive suopiy 

technologies is essential to rational decisionmaking. 

Second, although no consensus exists arong financial experts, 

sufficient capital wiJl probably not be forthcoming to support the entire 

range of developing energy technologies. !4e can't do everything--we must 

choose. Further, since it is unJikeJy that private industry wiJJ be 

able to capture the benefits of many of the more expensive and risky -- 

research and deveJopment options, some form of Government financing will 

probably be necessary to stimulate new energy technologies. Developing 

the criteria to chodse among competing technoJogies and choosing the 

funding .'Ievels for each wil? be difficult, but equally essential. 

For each option we should pursue the question: kihen could the 

technotogy be conrerciafized? Also the energetics, or thermodynamic ' 

efficiencies, should be carefully weighed. Such a weighing of the 
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net energy outnut for each technoiogy, will enable us to make energy 

efficiency coq2ariscns among ccm?eting technologies. ,Adverse environ- 

mental effects and social costs of development must be considered as 

part of the total cost of any energy develccment project. Also, 

external influences, such as dependence on foreign oil, must be 

considered in choosing among future options and short term secrtrity. 

Even once a decision is made to pursue a given option, we are not 

hame free. 3eciding among the mos t desirable methods for encouraging 

poiic:y, iqo. rt controls, ioan guarantees, price supports, etc., a71 

depend upon the technology and the energy strategy and goals. 

ENERGY DE!‘ELC;?‘K?jJ- LEr-TCl “‘TfJh{ S% ,,4,‘?! a I 

With this perspective in mind, it is useful to recognize that there 

are three main types of legislative proposals to financially assist the 

development of new energy technologies. Cnly by looking at all three 

areas comprehensively can a true picture of the total costs of energy 

development emerge. 

First, what is termed "front-end" assistance is proposed. This 

mounts to subsidies to states and local governments in regions which are 

largely rural and uninlustrialized to help them plan for deveiopment and 

to provide %a public facilities necessary as a result of the development. 

Assistance cou!C be in tk.form of loans, ioan guarantees, and planning' 

g&its. 
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Second, 1 . ’ jtxe Frlvate investors are reluctant to bluild and operate 

new risky commercial or near-commercial facilities, incentives in the 0 

form of loan guarantees, interest subsidies and tax write-offs are 

proposed: 

Finally, even after commercial-sized plants are subsidized and 

operating, ther e is a potential that synthetic fuels will be too high 

priced to compete with alternatives such as domestic oil and coal or 

of1 imports. Therefore, subsidies to producers in the form of price 

supports or to users in th, p form of tax incentives or low interest loans 

have bee.: >rc,>os2d :o 5rabie higher czst technoi:,;ios to com:ete in the . 

market place. 

For example, legislative proposals have been submitted which would 

' guarantee purchase of products. One would set up a board to purchase 

synthetic fuels and solar energy, and auction them off to the highest 

bidder. Some of these proposals cover more than one of the three 

financiing categories discussed; but none is truely comprehensive. The _ 

point is that no one pie ce of proposed legislation covers in any 

comprehensive way the entire range of financial supoort being considered. 

ENERGY I KCE?EN3E?jCE ALITiSRITY 

The Administration's most comprehensive energy development prOpOSal 

would establish an Energy independence Authority (EM). The bill? S. 2:32, 

would encourage the development and ccmercial operation of domestic energy 

sources: and to a lesser extent, encourage energy conservaticn. A total 

of $100 billion would be available to the EIA. T'ne proposal would 
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authorize direct ir?vestment in energy technologies, ?oans, loan 

guarantees, 2nd price guarantees. 
-~- 

Our-centrat concern lies in the proposal's lack of balance. The 

bill exhibits a clear preference for initiatives of the supply-increasing 

variety. According to one provision of the bill the conservation projects 

elfgible for funding appear to be those not in widespread use. This 

would appear to preclude, for example, assistance to a titility-adminis- 

tered residential insulation project, since home insu?ation is already 

in "widss?rsad dorreszic ccEercia1 uje". XO eouival~n: conai~icn is . 

attached to supply increasing projects. . 

The bill would hamper conservation efforts rather than simply fail 

to promote them. This is true because the bill would result primarily 

in the allocation, not creation of capital. The EN's loan funds would, 

in large part, be raised in the private capital market. Its guarantees 

would make projects it assists financially more attractive to private 

capital than conservation projects not backed by Federal guarantees. 

Thus, both its loans and its guarantees will siphon private capital 

away from conservation projects which might have been able to obtain 

private financing in the absence of EM operations. 

The choice of projects to receive financial assistance, and the 

form of assistance, ought to be based upon reasonable forecasts of the, 

degree to which each project will advance the goal of independence per 



dollar of assistance accorded it. We believe that many initiatives in 

the direction of conservation hold the promise of moving the country 

farther do\gn the road toward energy independence per dollar spend than 

do most supply increasing options. 

In addition, the bill is underlaid by some assumptions regarding . 

national policy which are by no means settled. ?ts predilection toward 

nuclear power generation is the most obvious example. Artother is seen 

. 
interest in energy supplies which would be in competition with imported 

crude oil. Since the bill does nothing to limit imports directly, the 

underfying assumption appears to be that world crude prices will stay 

high enough to insure the profitability of the EIA's investments in 

alternative dcmesti c supplies. Thus, the Government would have a financial 

interest in keeping world crude prices high. Ye believe that legislation . 
- - 

regarding financial support for synthetic fuels and other energy develooment 

should be coordinated in a systematic framework which includes all the likely 

costs associated with development and detail on the mix, number, and size of 

plants, and types of financial support needed for each. Specifically, 

adequate financing for synthetic fue?s commercialization requires further 

information, anaiysis, and evaluation of many factors, particularly the 

arrangerents fcr subsidies or price supports which may be necessary 

to make syntheti s fuels competitive. Subsidies or price supports in 

turn raise the question of Government energy pricing policy. For 

BEST DOCUMEP!T AVAILABLE 
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it CiFjXa!-S tk3', 'I, ..3,?d 32 necessary to s::sfrite higher .::;t 

synthetic fLels. '2ile legislation cn enerq;q ctveloar!ent need not be 

coqrehensive, it should seerr! obvious that a nalanced and consistent 

energy stratqy can provide-a useful frarehuork witnin M,ich individual 

proposals can be evaluated. 

Our March 1976 report discussed an Admfnistration proposal to 
, 

authorize 22.: to ;ro.dide up to 56 billisn in loan guarantees for, tc-<c .j .- 2 .& 

aciong other -,h'c;s, :r7-ercial dazonstration faciYif;es for 7~0 _I .- 

production of s;,::kezic r'tiels. To encourage inr,;;s-,q to oarricipate 

in syntheti c fuels corercial deeonstrat'on programs the Administration 

recomended ~SGV~T!.-P ,nt incentives csnsisting cf lcen guarantees, price 

supports, and cznstrGction grants. 

Because of tire constraints we did not evaluate the pros and cons of 

the various foms cf Federal assistance considered by the Ackinistration 

in arrjving at its recozendation in 

that iqortant policy and judgmental 

at the rec&en<ations. A different 

such as iqact cn the budget, degree 

- 

that report. Ye did note, however, 

questions were involved in arriving j 

er;i;lhasis cn certain considerations 

to which an alternative preserves and 

enhances csyeziticn, ability t2 achieve pmgraa goals, anti extent of 

'Fe*eral i~vclve2nt in ranagerent of oDera?ions--cculd conceivab?y ?ead 

to a different cncfce of alternative forms of assistance!* 

We stated o?;r view that tne Congress should cmsider awaiting further 

studies whicil ES2.4 expects to complete in July ?975 before approving any 

legislation. Tile studies should provide better information on the scope 

---_ .--. . --__. - .-__ - --- 
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and magnitude 0 f Federal assistance needed to carry out the prcgrams, 

including betttr information on the type and number of plants needed. 

GAO has undertaken a review which focuses on technologies that 

have demonstrated technical feasibility but which do seem to have 

impediments to full commercialization. These impediments include a 

variety of non-technical reasons such as financial, environmental, and 

regulatory. The technologies considered are synthetic fuels, solar 

and geothermal energy, enhanced oil and natural gas recovery and certain 

conservation measures. Within this framework we will first address fur,tdre 

supply/demand balances to the year 2000 and consider the probable roles of 

each of these technologies. We will attempt to determine the current status 

of each of the technologies and the current impediments to commercialization 

as well as the pros and cons of various Government options to stimulate 

financing activity. The options will cover such mechanisms as direct 

-loans, 1 oan guarantees, price guarantees, tax fncentives and Government . 

ownership. 1 

We will then attempt to assess what priorities the Government should 

attach to the various technological options for the purpose of allocating 

funds or guarantees. In this section we will consider various social and 

economic goals such as obtaining the most energy at least cast, the 

maintenance of a competitive environment, economies of scale, tradeoffs 

between first and second generation technologies and the implications of on- 

budget and off-budget financing. As a conclusion, we will attempt to specify 



what le$isfative or poli.cy approaches would, in cur judgment, allow the . . - 
most CcCstscx t and systematic consideration of Government role in 

financing energy commercialization efforts. 5Je will also identify key 

tradeoffs in this area between the. supply and conservation options 

considered in our report. 

As you can see; Mr. Chai man, there are matters requiring closer 

examination regarding the scope and magnitude of Federal financial 

support for synthetic fue7 and other forms of energy development. We 

hope that cw further study will provide some useful iTnsights on these 

matters. X2 plan to ccmp lete our study in mid-sumer whfch is around 

the same pmeral time frame that.ERCli plans to compiete its fof’low-up 

studies on synthetic fuels. 

1 want to emphasize that our study not only addresses the fundamental 

question of whether early commerciaiization of synthetic fuel technology 
-- _ 
should be pursued as aggressively as the Administration proposed but also 

-. -- _ _. __ _. _ -- _-- ---_-----.-- 
the broader question of how this country can best provide for its future 
--. 
energy needs. 

In summary, we are suggesting that information which shou’ld be ’ 

available ~I-QIERDA and GAO this surmer should be helpful to the Congress 

as it proceeds tcward final legis?ative qction on H-R. 12772 or any of 

the other bi7ls currently in Congress dealing with the Federal financial 

support for construction costs, price supports, and initial costs to 

State and local governments. . 

Mr. Chairman, this conc’ludes my prepared statement. We will be glad 

to respond to questions. 
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