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COMPTROLLIZR GENERAL 0~ THE uNITED sFATEs 

RELEASED 

The Honorable Henry M. Jackson 
Chairman, CommIttee on Energy 

and Natural Resources 
United States Senate 

December 22, 1980 

114214 

The Honorable Harley 0. Staggers 
Chairman, Committee on Interstate 

and Forexgn Commerce 
House of Representatives 

Subject: L-- Status of Strategic Petroleum Reserve 
Activities-- December 1980 (EMD-81-37) 

J 
This 1s the thxrd in a series of monthly reports 

requested by certain members of the Senate Committee on 
Energy and Natural Resources and the House Committee on 
Interstate and Foreign Commerce on the admlnlstratlon's 
actlvltles to implement title VIII of the Energy Security 
Act. (See encl. II for the July 23, 1980, letter requesting 
these reviews.) Title VIII requires the President to resume 
filling the Strategic Petroleum Reserve (SPR) at an average 
rate of at least 100,000 barrels per day for fiscal year 
1981 and succeeding years. Title VIII also requzres the 
President to amend the Department of Energy's (DOE'S) 
entitlement regulations so that the Government, in effect, 
pays lower tier prices for SPR crude oil. Our most recent 
report on the status of SPR activities (EMD-81-24, Nov. 3, 
1980) stated that, as of October 17, 1980, the administration 
had only partial success In its SPR 011 acquisition efforts. 

This third report discusses the admlnlstratlon's 
activities taken between October 17, 1980, and December 11, 
1980, to fill the SPR. Enclosure I presents additional 
details on 

--the results of the October 3, 1980, supplemental 
solicitation to acquire oil for the SPR, 

--the basis of DOE's decision to allow companies to 
offer Alaskan North Slope oil for the SPR, 
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--dellverles made to the SPR, 

--the readiness of SPR facllltles to accept 031, 

--the status of the entitlements program, and 

--the admznlstratlon's actlvltles to exceed the 
lOO,OOO-barrels-per-day fill requirement. 

This report 1s based on lntervlews with officials in 
DOE, the Defense Fuel Supply Center, the Office of Management 
and Budget, and the Natlonal Security Council. We also 
reviewed publlcatlons, studies, and DOE and Defense Fuel 
Supply Center program documents related to the SPR and 
visited SPR facllltles in Loulslana and East Texas. Our 
examination of program documents did not include a verlflca- 
tion of entitlement funds received by the admlnlstratlon. 
Also, although this report discusses the results of the 
admlnlstratlon's October 1980 sollcltatlon for 011, it does 
not evaluate the reasonableness of prices paid for 011 or 
reasons for relectlng companies' offers to provide oil. 

Since October 17, 1980, the admlnlstratlon has completed 
Its efforts to purchase 100,000 barrels per day of 011 for 
the SPR. Three mayor events have taken place. 

--On October 24, 1980, and October 31, 1980, the Defense 
Fuel Supply Center (DFSC) awarded contracts for 12.7 
mllllon barrels of crude oil to be delivered to the 
SPR during fiscal year 1981 In exchange for an 
ldentlcal amount of 011 received from the Naval 
Petroleum Reserve (NPR) In Elk Hills, California, 
plus cash premiums. These contracts bring the 
total 011 to be dellvered to the SPR during fiscal 
year 1981, in exchange for Elk Hills Naval Petroleum 
Reserve oil, to about 36.6 mllllon barrels, or an 
average of about 100,000 barrels per day. Thus, 
DFSC has completed awarding contracts which together 
meet the minimum supply requirement of title VIII. 

--By November 16, 1980, DFSC had received $43.3 million 
from the sale of entitlements for 011 delivered durzng 
September 1980 to the SPR. DFSC has begun selling 
entitlements for the 3.8 mllllon barrels of 01.1 
delivered to the SPR during October 1980 to refiners. 
Because of DOE regulations, these refiners are 
required to buy entitlements to refine domestically 
controlled 011. At a value of $26 per entitlement, 
DFSC will receive about $100 mllllon from its current 
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entitlement sales. Proceeds from the sale of 
entitlements are transferred through DOE to the 
Department of the Treasury, where they are avazlable 
to finance acquisition of additional 011 for the SPR. 

--As of December 1, 1980, the SPR contained about 102 
mllllon barrels of 011. From September 23, 1980, 
when dellverles resulting from the initial DFSC 
contracts to exchange Elk Hills NPR 011 began, until 
December 1, 1980, DOE has received about 11 mllllon 
barrels of 011. This Includes the first shipment of 
Alaskan North Slope 011 to be stored in the SPR. 

Concerning DOE's use of Alaskan North Slope 011 for the 
SPR, we asked DOE for lnformatlon on tests which were conducted 
to determlne the feaslblllty of storing Alaskan oil with 
lighter 011 in SPR facl1ities.i Test results do not con- 
clusively demonstrate that a crude 011 with Alaskan North 
Slope oil propertles will blend with other crude oils in the 
SPR. However, DOE officials told us that they believe 
refiners ~111 accept blended or unblended 011 withdrawn from 
the SPR. 

We belleve DOE should know In advance the properties of 
0x1 to be wlthdrawn from the SPR in order to inform refiners 
accurately and promptly of the 011 available If a supply 
interruption occurs. Until conclusive results can be obtained 
on the blending, there is a question of whether ANS oil should 
be blended with lighter oil in SPR facllitles or stored 
separately. We will be following up on this issue in future 
reports. 

The admlnlstratlon continues to direct its attention to 
meeting the minimum supply requirement set forth in title 
VIII. On December 10, 1980, DOE issued an amendment to a 
March 1980 order for oil acqulsltlon which obligates about 
$300 mllllon of fiscal year 1980 funds. However, the amend- 
ment to the order for 011 acqulsltlon 1s an admlnlstratlve 
procedure to increase funds avaIlable to DFSC to pay for 011 
acquired through the exchange of Naval Petroleum Reserve 011. 
The admlnlstratlon has taken no action to acquire 011 above 
the initial 100,000 barrels per day of 011 purchased through 
the competltlve exchange. 

According to the Assistant Secretary for Resource 
Applications, although the Secretary, DOE, has recommended 
that DOE purchase 011 for the SPR In excess of 100,000 
barrels per day, the President has not, to date, given the 
Department the authority to exceed title VIII's minimum 

3 



B-200355 

requirement. Although she further stated that she does not 
have direct knowledge of the reasons for the Presldent"s 
declslon not to exceed the mlnlmum requirement, she belleves 
lnternatlonal conslderatzons, lncludlng the desire not to 
Introduce any more confusion Into the international oil 
marketplace, were key factors In the President's declslon. 

DOE's fiscal year 1981 appropriation legislation rein- 
forces congressional intent that the admlnlstratlon exceed 
the mlnzmum lOO,OOO-barrel-per-day supply requirement set 
forth In the Energy Security Act. It provides that DOE 
should seek to fill the SPR at an average rate of about 
300,000 barrels per day. This prov1slon, together with 
title VIII, underscores congressional support for fllllng 
the SPR at rates above the current lOO,OOO-barrels-per-day 
rate. 

Although the admlnlstratlon 1s meeting title VIII's 
mlnlmum supply requirements, we believe the admlnlstratlon 
should comply with congressional intent and acquire oil 
above the mlnlmum lOO,OOO-barrels-per-day requirement. If 
no addltlonal oil is purchased during fzscal year 1981, the 
SPR ~~11 contain only about 128 mllllon barrels of 011 by 
the end of the fiscal year. This 1s only about 21 days of 
supply If a cutoff occurred, equivalent to average 1980 
crude 011 import rates. 

In order to meet the requested time frames, we did not 
obtain official agency comments. We are sending copies of 
this letter to the ranking mlnorlty members of the Senate 
CommIttee on Energy and Natural Resources and the House 
Committee on Interstate and Foreign Commerce. As requested 
by your office, we plan no further dlstributlon of this 
report until 30 days from Its date of issuance. At that 
time we ~~11 send copies to interested parties and make 
copies available to others upon request. 

?z&k~ 
Comptroller General 
of the United States 

Enclosures - 2 
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ENCLOSURE I ENCLOSURE I 

STATUS OF STRATEGIC 

PETROLEUM RESERVE ACTIVITIES 

BACKGROUND 

The Energy Policy and Conservation Act of 1975 
(P.L 94-163) authorized creation of a Strategic Petroleum 
Reserve (SPR) to store up to 1 bllllon barrels of crude 011. 
The Department of Energy (DOE) is lmplementlng a three- 
phase construction plan to achieve a 750-mllllon barrel oil 
storage capacity. The first construction phase has been 
completed and has resulted In a storage capacity of 248 
million barrels. DOE has started the second construction 
phase and expects to complete it by 1986. 

However, DOE has experienced serious dlfflcultles in 
acquiring oil to fill SPR facilities. The worldwlde shortage 
of 011 which occurred in early 1979 resulted in a suspension 
of new purchases of SPR 011. The last 011 delivered to the 
SPR during 1979 arrived ln August of that year. 011 
deliveries to the SPR resumed on September 23, 1980, when 
the first 011 acquired through a competltlve exchange of Elk 
H~.lls Naval Petroleum Reserve (NPR) 011 arrived. 

The competitive exchange of Elk Hills Naval Petroleum 
Reserve 0x1 is the approach DOE is pursuing to meet the minimum 
supply requirement set forth In title VIII of the Energy 
Security Act (P.L. 96-294). Title VIII requires the President 
to fill the SPR at an average rate of at least 100,000 barrels 
per day. The Conference Committee's report on S. 932, the 
Energy Security Act's precursor, specifies that this rate 1s 
intended to be a mlnlmum and not the appropriate rate of 011 
inlection. Title VIII also requires DOE to use its entitle- 
ments program L/ to lower the purchase price for SPR oil. 

L/An entitlement is the right to refine a barrel of price- 
controlled domestic oil. Refiners buy and sell entitle- 
ments, calculated monthly by DOE as the difference between 
the average price of controlled and uncontrolled 011 
adlusted by volume of each category of 011 sold, to permit 
them to process their monthly volume of controlled 011. 
Refiners must buy entitlements to process more than the 
national average volume of controlled 011. Cash received 
in exchange for entitlements sold In effect reimburses 
refiners who are selling entitlements for part of the 
higher purchase cost of uncontrolled 011. 
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Our first two letters In this series of monthy status 
reports discussed the admlnlstratlon's actlvltles in response 
to title VIII of the act. Our second letter stated that the 
administration had only partial success in its SPR acquisi- 
tion effort. Its first solicitation to obtain 100,000 
barrels per day of 0x1 for the SPR during fiscal year 1981 
resulted in contracts for a total of only 65,000 barrels per 
day. On October 3, 1980, the administration Issued a supple- 
mental solicitation to acquire the remalnlng 35,000 barrels 
per day which were needed to meet title VIII's minimum supply 
requirement. It had taken no action to acquire 011 above 
this minimum lOO,OOO-barrel-per-day requirement. 

As of October 17, 1980, the last date for collecting 
information to include in our second report, DOE had received 
3.1 million barrels of oil as a result of the competitive 
exchange. This brought the total amount of oil In storage 
to about 94.3 million barrels, or about 40 percent of current 
storage capacity. 

SPR OIL FILL ACTIVITIES 

As of October 31, 1980, the Defense Fuel Supply Center 
(DFSC)--DOE'S purchasing agent-- awarded contracts to exchange 
100,000 barrels per day of Elk Hills NPR oil for oil to be 
delivered to the SPR during fiscal year 1981. Thus, the 
administration has completed its efforts to purchase the 
mlnlmum supply for fiscal year 1981 as required by title VIII. 

Competitive exchange activities 

As discussed in our earlier reports, DFSC awarded con- 
tracts to three mayor oil companies and a crude oil trading 
company to exchange about 23.9 million barrels of Elk Hills 
NPR oil for an equal amount of oil to be delivered to the 
SPR during fiscal year 1981, plus cash premiums. Since the 
amount of oil to be delivered to the SPR equaled about 
35,000 barrels per day less than the minimum title VIII 
supply requirement, DFSC issued a supplemental solicitation 
on October 3, 1980, to exchange this amount of oil. On 
October 24, 1980, and October 31, 1980, DFSC awarded 
contracts resulting from the supplemental solicitation to 
exchange and deliver the remalnlng 35,000 barrels per day to 
the SPR. 

Table 1 on page 3 presents information on the types of 
011 acquired, proposed delivery schedules, and prices paid 
for oil acquired as a result of DFSC's initial and 
supplemental solicitations. 
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ENCLOSURE I ENCLOSURE I 

As the table shows, DFSC awarded seven contracts for 
fiscal year 1981 to four 021 companies and two trading 
companies l/ for a total of 36.6 mllllon barrels, or 
100,365 bayrels per day of crude 011. Chevron, USA Petroleum 
Chemical Corporation, and Derby and Co., Inc., were awarded 
contracts as a result of the supplemental sollcitatlon. Two 
of these companies --Chevron and USA Petroleum Chemical 
Corporation--will deliver about 5.4 million barrels of 
Alaskan North Slope (ANS) crude oil. 

One of the three companies recelvlng contracts as a 
result of the supplemental solicitation--Derby and Co., Inc.-- 
1s currently In lltlgatlon with the Government for failing to 
delzver about 2 mllllon barrels of 011 to the SPR under two 
fiscal year 1979 contracts. Derby belleves that its failure 
to deliver this oil to the SPR is excusable principally 
because it could not obtain 011 at a price the Government 
was willing to pay. 

Although Derby falled to adhere to Its fiscal year 1979 
contracts, DFSC offlclals belleve that their decision to award 
a new contract to the company was appropriate. They determined, 
as required by the Department of Defense procurement reg- 
ulations, that the company was responsible--that IS, flnanclally 
capable-- and able to deliver oil to the SPR. DFSC officials 
also noted that Derby successfully delivered 11 million bar- 
rels of oil to the SPR prior to the contracts in litigation 
and a further 3 million barrels of all under such contract. 

As of December 1, 1980, Derby had delivered 2 million 
barrels, or 28 percent, of the 7.3 million barrels of 011 it 
is scheduled to deliver to the SPR in exchange for NPR 011. 

The proposed schedule for dellverlng 011 to the SPR 
extends over a 13-month period between September 1980 and 
October 1981. With the lncluslon of contracts resulting 
from the supplemental sollcltatlon, about 51 percent of the 
36.6 million barrels of oil 1s expected to be delivered by 
January 1, 1981. 

As stated in the previous report, In order for the 
Federal budget to reflect the total cost of SPR purchases 

A/The number of companies recelvlng contracts and the number 
of contracts awarded are not equal because one company-- 
Chevron Oil Company-- received two contracts to exchange oil. 
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ENCLOSURE I ENCLOSURE I 

and revenues obtained from NPR sales and from the sale of 
entitlements, three separate budget accounts will be 
maintained. DOE has authorized DFSC to pay the full value 
for 0x1 delivered to the SPR, using funds it has transferred 
to DFSC. The full value of oil for the seven contracts ranges 
from $32.62 to $38.40 per barrel. L/ Prices paid as a result 
of the supplemental sollcltation are within the range of 
prices paid under the first sollcltatlon. 

DOE, which operates the NPR, will receive the contracted 
prices for NPR 011 as NPR deliveries are made. These prices 
range from $26.99 to $28.62 per barrel. Also, these prices 
represent the September 1980 average of the three highest 
selling prices for slmllar 011 produced In Kern County, 
California, oil fields and are the same for contracts 
resulting from the August 1980 and October 1980 sollcltations. 

Revenues from the sale of entitlements are discussed on 
page 11 of thus report. 

As noted earlier, the price of 011 for the SPR exceeds 
the price paid for NPR oil. According to DFSC officials, 
this dzfference, or premium, which 1s paid by the Government, 
represents transportation costs to deliver oil to the SPR and 
quality differentials in the oil exchanged. Transportation 
costs range from $1.50 to $5.05 depending on whether American 
or foreign flag vessels are to be used and depending on point 
of origin of the shipment. We estimate that the quality 
dlfferentlal allowance, computed by taking the difference 
between the total premium paid and transportation cost, 
ranges from $.25 to $9.63 per barrel. 

About $84 million ~111 be paid in premium for oil con- 
tracted for under the supplemental sollcltatlon. In total, 
about $284 mllllon in premiums will be paid for the oil 
exchanged under contracts resulting from both the first 
solicitation and supplemental sollcltatlons. 

&/Three of the seven contracts, with Coastal States Trading 
Company, Getty, and USA Petroleum Chemical Corporation, 
include price escalation clauses which allow prices for oil 
exchanged to fluctuate with market conditions. Companies 
recelvlng the other four contracts did not request escalator 
clauses. Prices quoted in this report are those quoted In 
the contracts for the first month of deliveries. Depending 
on market conditions, these prices and the net cost to the 
Government could change. 
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DFSC awarded three contracts under the supplemental 
sollcltatlon after evaluating nine offers received In 
response to the October 1980 sollcltatlon. These offers 
uJere for a total of 12.8 mllllon barrels8 or about 35,000 
barrels per day of crude 011. 

According to DFSC officials, six of the nine offers 
received did not result in contracts because: 

--four offers were withdrawn because of the current 
Iran-Iraq conflict; 

--one offer was tilthdrawn because a company experienced 
problems securing a supply of oil to exchange; and 

--one offer was submitted after the closing date of the 
supplemental sollcltation and, according to the terms 
of the sollcltatlon, could not be considered. 

Use of Alaskan North Slope oil 

DFSC's October 3, 1980, supplemental sollcltatlon marked 
the first time the administration broadened speclflcatlons 
for SPR 011 to allow companies to offer Alaskan North Slope 
and other heavier 011 I/ for dellvery to the SPR. 

As stated In our March 22, 1979, report, "Information 
on Department of Energy's Management of the Strategic 
Petroleum Reserve" (EMD-79-49), DOE has not used ANS oil in 
the past because 

--the API gravity and expected refinery yields did not 
meet exlstlng SPR speclflcatlons; and 

--a sufficient number of U.S. tankers did not exist to 
transport ANS oil to SPR sites. U.S. tankers have to 
be used to comply with the Merchant Marine Act of 
1920, vYhlch requires that U.S. vessels be used to 
transport commodltles between U.S. ports. 

_1/Llght and heavy 011 are defined using American Petroleum 
Institute (API) gravity. API gravity is the measure of 
the mass of the fluid relative to water vJhlch ranges from 
about 10 degrees for very heavy crude 011s to 45 degrees 
for very light crude oils. ANS is about 26 degrees API as 
opposed to 30 to 45 degrees API gravity for other 011s 
stored In the SPR. 
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ENCLOSURE I ENCLOSURE I 

The SPR speclflcatLons were developed In 1976, based on 
extenslve computer modeling of refiners' proJected supply 
and demand for a range of crude 011 during 1980. The results 
of this computer modeling and recommended speclflcatlons for 
the SPR were presented to the Federal Energy Administration L/ 
in a 32-page, October 1976 report by Turner, Mason, and 
Solomon, entltled "Composition of Strategic Petroleum Reserve 
Crude Oil Inztlal Analysis." 

In October 1980 2/ we stated that U.S. tankers were in 
sufficient supply and-were being used to transport 500,000 
barrels per day of ANS crude 011 to the Gulf Coast. 

Concernzng the quality and refinery yield issue, we 
reported that DOE officials informed us that they preferred 
to continue using higher quality oil for the SPR, If available, 
since they believed that during an oil supply interruption, 
higher quality oil would have a more universal application 
to U.S. refiners and would provide higher quality product 
yields. Further, DOE officials stated that U.S. refiners 
have developed a capability to process heavy 011 to a greater 
extent than was anticipated when the quality specifications 
for the SPR were first developed. For example, Arco has 
West Coast refineries capable of processing about 285,000 
barrels per day of ANS 0x1. Exxon and Sohlo, the two 
companies which together with Arco produce 95 percent of 
ANS 011, either have West Coast reflnerles, or sell their 
ANS oil to refiners. 

We also reported that, while DOE officials initially 
believed that separate facilities should be designed to store 
Alaskan 011, DOE investigated the feasibility of blending 
ANS oil with other crude 011 and, according to a DOE 
official, found that it 1s feasible to store Alaskan oil 
with other high sulfur crude 011. 

L/The functions of the Federal Energy Administration were 
assigned to DOE on Oct. 1, 1977, pursuant to the Department 
of Energy Organization Act (P.L 95-91) 

2/"Using Elk Hills and Alaskan North Slope Oil to Supply the 
Strategic Petroleum Reserve," EMD-81-4, Ott 21, 1980, 
report to the Chairman, Subcommittee on Limltatlons of 
Contracted and Delegated Authority, Senate Committee on 
the Judiciary. 
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We asked DOE for further lnformatlon on the tests con- 
ducted to determine the feaslbllaty of storing ANS 011 with 
other lighter 011 in the SPR. According to a DOE official, 
tests were conducted bet&een late August 1980 and the end 
of October 1980 at DOE's Bartlesville, Oklahoma, Energy 
Technology Center. The tests were conducted in two 4-week 
phases. During each phase of testing, DOE researchers 
measured weekly the blending of oil which occurred In a 
cyllndrlcal container about 3 feet high and 4 inches in 
diameter. The first phase of testing mixed about two-thirds 
of a liter of a California heavy 011, which had a specific 
gravity similar to that of ANS 011, with about 6 liters of 
a light oil. The second phase consisted of taking samples 
of a mixture in a similar container conslstlng of 1.5 liters 
of ANS 011 and 4.1 liters of a light 011. The light oil is 
of similar quality to most of the oil in the SPR. 

These tests did not conclusively demonstrate that a 
crude oil with ANS properties will mix with other crude oils 
in the SPR. Based on their contact with managers of refineries 
in the Gulf of Mexico area and the National Petroleum Council 
Committee on Refining Capability, DOE program officials told 
us that they belleve refiners will accept either blended or 
unblended oil. However, we believe DOE should know, in 
advance, the properties of the oil to be withdrawn in order 
to inform refiners accurately and promptly of the oil available 
if a supply interruption occurs. Therefore, we believe DOE 
should perform more tests which better simulate underground 
storage of ANS together with lighter oil. Until conclusive 
results can be obtained on the blending, there 1s a question 
of whether ANS oil should be blended with lighter oil in SPR 
caverns or stored separately. We will be following up on 
this issue in future reports. 

While we believe that DOE should encourage the avail- 
ability of a wide range of sources, including ANS 011, DOE 
still needs to address the impact on U.S. refineries if ANS 
0x1 1s withdrawn during a supply lnterruptlon. DOE performed 
a study in 1976 supporting the previous qualify specifications, 
which included an analysis of refiners' processing capablll- 
ties. DOE officials told us that they are currently reviewing 
a proposed contract for a study which will analyze refiners' 
capability to use ANS and other heavy 011. 

Mandatory program 

As we reported earlier, DOE developed regulations which 
would require refiners to provide oil for the SPR if the 
competitive exchange had not reached its goal of 100,000 
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barrels per day. DOE's Economic Regulatory Admlnlstratlon (ERA) 
issued proposed regulations on August 8, 1978, and received 
comments from industry offlclals on August 29, 1980, and 
September 11, 1980. Our earlier report stated that DOE 
planned to flnallze these regulations during November 1980. 

However, according to ERA offlclals, on December 11, 
1980, ERA sent Its proposed regulations to the Federal 
Energy Regulatory Commlsslon for review and comment. The 
Commission 1s required by the DOE Organlzatlon Act to review 
all proposed regulations. The Commlsslon completed its 
review and returned the regulations without comments to ERA 
that day. ERA now plans to flnallze the regulations by 
December 19, 1980. 

ERA officials told us the agency would use the mandatory 
approach, If necessary, to obtain addltlonal oil for the SPR. 
However, their preferred approach for obtalnlng 011 1s through 
a voluntary sale or exchange. 

STATUS OF SPR DELIVERIES 
AND FACILITIES 

As of December 1, 1980, the SPR had an inventory of about 
102 million barrels of oil, or about 11 mllllon barrels more 
than on September 21, 1980, when DOE received its first 
dellvery resulting from the competltlve exchange. Thusp DOE 
has received an average of about 155,000 barrels per day of 
oil delivered to the SPR as a result of the competltlve 
exchange. 

Status of facllltles 

Each of the three terminals used by DOE to receive 011 
for the SPR received 011 during this reporting period. These 
facllltles are 

--the Seaway, Inc., terminal, which is connected via 
pipeline to DOE's Bryan Mound, Texas, SPR storage 
facility; 

--the Sun Oil Company (Sunoco) terminal, which 1s 
connected via plpellne to DOE's West Hackberry and 
Sulphur Mines SPR storage facllltles: and 

--the DOE-owned St. James terminal, which is connected 
to the Weeks Island and Bayou Choctaw facllltles. 
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From October 15, 1980, to December 1, 1980, DOE recerved 
a total of about 7.7 mllllon barrels of low-sulfur oal through 
the Seaway and Sunoco terminals. This 011 has been transferred 
to storage caverns at Bryan Mound, Texas, and West Hackberry, 
Lou1slana. DOE has received about 330,000 barrels of hlgh- 
sulfur ANS 011 through the St. James terminal, which was 
transferred to the Weeks Island faclllty. 

DOE has not used two of its storage facilities--Bayou 
Choctaw and Sulphur Mines --to store oil delivered during this 
reporting period. Although the Bayou Choctaw facility is 
ready to receive 011, DOE did not use the facility because 
only ANS oil destined for Weeks Island was received through 
the terminal. 

DOE has not started to use its Sulphur Mines facility to 
store oil because, as discussed in our November 3, 1980, 
report, DOE plans to complete dellverles of low-sulfur oil to 
West Hackberry before starting dellverles of high-sulfur 011 
to Sulphur Mines. After completing deliveries to West 
Hackberry DOE plans to clear the plpellne, which connects 
both storage sites to the Sunoco terminal, of low-sulfur oil. 

Also, since our November 1980 report, DOE's Sandra 
Laboratories, which is responsible for developing test plans 
and evaluating test results for 011 storage, announced plans 
to retest all caverns at Sulphur Mines. DOE officials were 
not able to estimate when testing and evaluation of test 
results would be completed. 

However, whether Sulphur Mines is available to store 011 
is not critical to DOE's 011 delivery schedule. Bayou Choctaw 
and Weeks Island are also designated to receive high-sulfur 
011; this 011 could be stored there if Sulphur Mines is not 
available. 

Status of deliveries 

011 deliveries to the SPR were suspended twice between 
October 17, 1980, and December 1, 1980, because of adverse 
weather condltlons in the Gulf of Mexico. Oil deliveries 
were suspended for about 7 days during the middle of November 
1980 when commercial terminals serving the Gulf area, including 
the Seaway, Inc., and Sunoco terminals used by DOE for the 
SPR, were closed because of hurricane and gale force winds 
in the Gulf. DOE was within one vessel of making up for 
delays caused by these weather condltlons when, on 
November 26, 1980, deliveries were again temporarily suspended 
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because of weather condltlons. Dellverles have resumed as of 
December 1, 1980. 

To compensate for lnltlal delays caused by weather, DOE 
received about 1.7 mllllon barrels of 011 through the Seaway, 
Inc., and Sunoco terminals between November 21, and November 
1980. This is about 565,000 barrels per day, almost 70 
percent above the 325,000-barrels-per-day llmlt on 011 
deliveries to these terminals set by current DOE contracts 
with terminal operators. According to DFSC officials, this 
high dellvery rate was an exceptional situation and was 
possible because of 

23, 

--temporary agreements with terminal operators to unload 
ships simultaneously at more than one dock. 

--the ablllty to increase the in]ectlon rate from an 
average of about 143,000 barrels per day at Bryan 
Mound and West Hackberry. 

--the storage volume available ln the terminals' storage 
tanks allowed DOE to temporarily store oil until lt 
could be shipped to SPR facllltles. 

PROCEEDS FROM THE SALE OF 
ENTITLEMENTS 

As discussed on page 5 of this report, DOE receives 
entitlements to lower the purchase price of 011 delivered 
to the SPR. Based on September 1980 and October 1980 
dellverles to the SPR, DOE earned about 5.4 million entitle- 
ments, valued at a total of about $143 million. Proceeds 
from the sale of these entitlements reduce DOE's purchase 
price for 011 delivered during these 2 months to about $8.50, 
or about $1.25 above the average lower tier price for these 
2 months. 

As required by the Energy Security Act, DOE has amended 
regulations and adopted procedures to sell entitlements earned 
for SPR oil. Our September 23, 1980, report stated that, on 
August 29, 1980, DOE issued its amended entitlement regula- 
tions, which allowed DOE to earn and sell entitlements. 
DFSC, on behalf of DOE, sells the Government's entitlements 
to refiners required to buy them to process more than the 
national average volume of controlled oil. DFSC transfers 
proceeds from these sales to DOE, which transfers the funds 
to a Treasury account for future SPR purchases. 

11 
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DFSC has completed one monthly cycle for selling 
entitlements, and 1s In the midst of a second. The entitle- 
ments earned by the Government for dellverles to the SPR 
during September 1980 and October 1980 were issued on 
October 5, 1980, and November 25, 1980, respectively. The 
number of entitlements earned, based on monthly dellverles 
to the SPR, were 1.6 mllllon and 3.8 mllllon. Based on the 
volumes sold and selling prices of world 011 and prlce- 
controlled domestic oil, which is gradually being decontrolled, 
the value of an entitlement earned during these months 
was about $26. Thus, the value of entitlements D 
earned by the SPR for September 1980 and October 1980 1s 
about $43 mllllon and $100 mllllon, respectively. 

As of December 1, 1980, DFSC had received the full $43 
million In entitlements earned on the basis of September 1980 
dellverles and was beglnnlng to sell October 1980 entltle- 
ments. Proceeds from the sale of September 1980's entltle- 
ments ~111 be transferred to DOE during December 1980. 

ADMINISTRATION ACTIVITIES TO 
EXCEED MINIMUM FILL RATE 

As discussed in previous reports, the Congress has 
appropriated funds to exceed title VIII's mlnlmum lOO,OOO- 
barrels-per-day SPR supply requirement. However, the 
administration continues to concentrate Its SPR fill 
activities on meeting the minimum supply requirement. No 
declslon has been made to acquire oil above the mlnlmum 
amount or to define the method or tlmlng of future acqulsl- 
tions. 

Our November 3, 1980, report discussed the obligated 
and unobligated funds available to DOE to purchase addltlonal 
oil for the SPR. Based on an Office of Management and Budget 
(0MB) estimate, the fiscal year 1981 competltlve exchange of 
36.6 mllllon barrels of NPR oil will use about $1.4 bllllon 
of the $1.8 billion obligated for SPR purchases. We also 
reported that, in addltlon to these funds, about $300 million 
of unobligated funds were available to purchase additional 
011. If not obligated for SPR 011 purchases by December 31, 1980, 
these unobligated funds wrll revert to the Treasury. 

On December 10, 1980, DOE obligated these funds by 
issuing an amendment to a March 1980 order for oil acquisition. 
According to an interagency agreement between DOE and DFSC, 
011 acquisition orders are used to provide DFSC with the 
authority and funds to procure 011 for the SPR. Since the 
beginning of the SPR program, five oil acqulsltlon orders 
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have been rssued. Each order adlusts the cumulative total 
of 011 DFSC 1s authorized to buy under the previous order 
and the funds available for such purchases. The most recent 
order prior to the competltlve exchange, dated May 1979, 
authorizes DFSC to buy 117 mllllon barrels of oil for the SPR 
and provides about. $1.8 bllllon to DFSC for these purchases. 
A March 1980 amendment to this order authorized DFSC to use 
these funds to acquire 011 through the competltlve exchange. 

DOE's December 10, 1980, amendment to the current order 
transfers about $300 million in addltlonal funds to DFSC. 
The amendment, however, does not give DFSC authority to 
purchase more 011 for the SPR. 

On November 6, 1980, the Chairman of the Senate Committee 
on Energy and Natural Resources asked us to respond to 
several questions concerning DOE's use of oil acquisition 
orders to obligate SPR funds. The Chairman's questions 
generally focused on DOE's use of these orders to prevent 
unobligated funds from reverting to the Treasury, and on 
whether reporting requirements of the Congressional Budget 
and Impoundment Control Act apply to the SPR program. Our 
responses to these questions will be reported in a separate 
letter. 

The $400 mllllon of obligated fiscal year 1980 funds 
which OMB estimates will not be used for the fiscal year 
1981 competltlve exchange, plus the $300 mllllon In recently 
obligated funds and $143 mllllon DOE has earned through the 
sale of entitlements, bring the total funds DOE has available 
for future SPR purchase to $843 million. Assuming a $35-per- 
barrel price for crude oil, DOE could use these funds to 
buy about 24 million barrels of crude 011. 

DOE and DFSC have drafted a solicltatlon to buy 0x1 on 
the short-term spot market. According to DFSC officials, a 
short-term, spot market solicitation 1s used to contract for 
oil purchases totaling 10 mllllon barrels or less. DFSC 
would use a long-term, direct purchase sollcltatlon to 
purchase more than 10 mllllon barrels of oil. 

According to DOE offlclals, once a decision 1s made by 
the administration to purchase addItiona oil on the spot 
market, DOE and DFSC would need about 1 week to flnallze and 
issue the draft sollcltatlon. Allowing about 2 weeks to 
receive offers and about 1 week to evaluate these offers, 
DOE belleves contracts can be awarded within about 1 month 
of a declslon to buy more 011. 
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However, according to DFSC and DOE officials, at will 
take longer to award contracts to purchase 011 using long-term, 
direct purchase sollcltatlon. In the past, it has taken DFSC 
87 days to prepare long-term, direct purchase sollcltatlons, 
evaluate offers, and award contracts for dellverles. 

According to the Assistant Secretary for Resource 
Applications, although the Secretary, DOE, has recommended 
that the Department purchase 011 for the SPR in excess of 
100,000 barrels per day, the President has not, to date, 
given the Department the authority to exceed title VIII's 
minimum requirement. Although she further stated that she 
does not have direct knowledge of the reasons for the 
President's decision not to exceed the minimum requirement, 
she believes lnternatlonal conslderatlons, lncludlng the 
desire not to introduce any more confusion into the inter- 
national 011 marketplace, were key factors In the 
President's declslon. 

DOE's fiscal year 1981 approprlatlon legislation 
reinforces congressional intent that the admlnlstratlon 
exceed the minimum lOO,OOO-barrels-per-day supply requirement 
set forth in the Energy Security Act. It provides that 
DOE should seek to fill the SPR at an average rate of about 
300,000 barrels per day. This provision, together with title 
VIII, underscores congressional support for filling the 
SPR at a rate above 100,000 barrels per day. 

If no additional oil is purchased during fiscal year 
1981, the SPR will contain only about 128 mllllon barrels of 
crude 011 by September 30, 1981. This 1s only about 21 days 
of supply If a cutoff of crude 011 occurred equivalent to 
average 1980 crude 011 import rates. 

Given the high priority of the SPR, we belleve the 
admlnlstratlon should comply with the congressional intent 
and aggressively pursue acqulrlng addltlonal 011 for the SPR. 
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WMNlNQIo)(. D C to$lO 

ally 23, 1980 

Honorable Elmer B. Staats 
Comptroller General of the United States 
GESERAL ACCOUNTING OFFICE 
441 G Street, N.W. 
Washmgton, D. C. 20548 

Dear Mr. Staats: 

On June 30, 1980 the President signed the Energy Security 
Act (Publ~ Law 96-294) Title VIII of thas Act 1s intended 
to provide for a resumption of purchases by the United States 
government of crude 0~1 for the Strategac Petroleum Reserve 
authorized in 1975 by the Energy Policy and Conservation Act. 
Purchases of 011 for this purpose have been suspended for well 
over a year, despite the fact that the present level of the 
SPR as clearly inadequate insurance against any contemplated 
lnterruptlon In petroleum imports 

The Congress attaches a hxgh praorlty to the timely 
lnplementation of the provisions of title VIII. Both the 
language of the Act and the accompanying Joznt statement of 
managers are very emphatic on this natter. Accordingly, we 
are asking that you assist Congress in monitoring implementa- 
tion of tk.is tztle by the Executive Branch. 

In particular we request that the General Accounturg 
Office report by letter on a monthly basm to the Senate 
Corr?rttee on Energy and Natural Resources and the House Committee 
on Interstate and Foreign Commerce describing the activitres 
taken by the Executive Branch under the provisions of title VIII 
of the Energy Security Act. This report should include GAO's 
evaluation of these act3vlties in relation to the clear intent 
of Congress, expressed in the Act, to resume as soon as possible 
the fzlllng of the SPR. These monthly reports should contznue 
through October, 1981. We are further requesting that GAO 
provide Congress by January 1, 1982 with a comprehensive report 
on actlvztles of the Executive Branch under title VIII for the 
period July, 1980 through October, 1981. 
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Please let us know xf the Senate Comuuttee on Energy and 
Natural Resources or the House Committee on Interstate and 
Foreagn Commerce can be of assistance m carrying out this 
request. 

/MEMBER OF CONGRESS U. S; SENATOi$ 

MEMBER ;)F CONGRESS 

Bill Bradley 
U. S. SENATOR 

\ 

Mark 0. Hatfaeld 
U. q. SENATOR 
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