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COMPTROLLER GENERAL OF THE UNITED STATES
, WASHINGTON. D.C. 20343

)
B8-198445
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Hs '
The fHoncrakble Earley O. Staggers 6?
Cnalrrran, Cormitt2e on Interstate Q 092367
ard Foreign Cormerce QQ
Hdouse of Representatives \%}

d

Dear Mr. Chairman:

Subject: [”Proposec 0il Backout Leclslatlo;]
(EMD-80-2-6) "‘"‘

Your letters of April 2 and June 2, 193C, respectively,
requested our comments on H.R. 6330, S9€éth Congress, and
H.R. 7341, 96th Congress, bills to expedite the conversicn
of oil and gas burning powerplants to ccal or other alter-
native fuels. The principal secticns of these tills are
similar, and each is entitled the “"Powerplant Fuel Ccnservaticn
Act of 1980." Our corm=nts relzte to both bills, and rely
principally upcn our previous consideration of oil import
reduction ogrions and reviews of efrforts to convert to coal.
cur previous consideration of these topics noted significant
potentidl for oil savings which could be achieved by utilities
within 10 vears.

The sroposed Powerplant Fuel Conservacdion Act would
(1) shren,then Federal coal conversion authority, (2) provide
substantial Federal grant funds for conversion, and (3) recduce
oil imports. As we have noted in many previous rerorts, the
Yation is both politically and econcmically wvulnerable to ¢
imperted oii disruptions ané we believa it stculd move to
cdevelcp energy alternatives which would reduce our derendence
on foreign oil sources. A balanced vrocram consisting of
ccnservation, renewable energy socurces, conventional oil
and gas, coal, and synthetic fuels should Lte implemented.

The conversion of 0il consuming ¥cilers to coal has
tean recogniced 1s 2 method of raducing oil imporets since
trhe early 127Cs. Howsaver, utilities nave not teen reducing
their cil uses as much as might te erzect=2d when cconsidering
the %fechnical and 2ccncmic censiderazicns cof converasion.

In addition, the regulatoryv gpregraims desicned to acniave
Lopr2ssive raduczions in Cil use ars accorrnliszhing shelr
mML3sion At a very slow pace.
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Since 1974, an aim of Federal policy has becen to
expand coal use to replace oil imports and declining
production of domestic oil and gas. However, the key
statutes which implement this policy, the Energy Supply
and Environmental Coordination Act of 1974 (P.L. 93-319)
and the Powerplant and Industrial Fuel Use Act of 1978
(P.L. 95-620), have resulted in few conversions of coal
capable powerplants. As of March 1980, final prohibition
orders issued under the 1974 law were in effect for only
23 coal capable units of 12 companies; a number of these
companies had independently planned to burn coal. The
Department of Energy believes that conversion actions
under the Fuel Use Act will also be lengthy, primarily
due to the required regulatory process.

INCENTIVFES FOR CONVERTING COAL
CAPABLE BOILERS FROM OIL TO COAL

The principal benefit of providing grant funds to
utilities under Title I of the proposed Act would be
to accelerate conversion to coal and thereby generate
earlier cutbacks of o0il imports than was expected under
the current regulatory program. However, the initial
goal of saving 400,000 barrels of oil per day may not
be reached by 1985 due to the regulatory approvals
required for converting coal capable boilers back to
coal. Yet, without this type of program the pace of
conversions would be even slower, and some of the
conversions would probably not be completed. The time
required for obtaining state approval for rate changes
to cover the costs of conversion, for reaching agree-
ment upon the method to attain acceptable air emissions
levels, and for design and installation of air pollution
control equipment could easily delay some conversions
past the target date.

We are also concerned with the entitlement features ;
of subsection 103(g), of Title I. All applicants appear
to be entitled to grants if the requirements of the pro-
posed act are satisfied and if the cost estimates and other
information in each utility application are verifiable.
This provision provides no discretion to the Secretary to
distinguish among the applicants on the basis of the con-
tribution to the savings of oil and gas that a particular
conversion would make. It is difficult, particularly in
a time of inflation, to estimate the total liability of
the Covernment under such an entitlements program.



In addition, tie neceosity ~7 raviding grant funds
to utilitice which have alr -« 1vioed to coal or to
those which are in the rroc 5 2. convorting to coal is
questionable. In these situvations, the utilitiesz with
sufficicat financial recooureces nave already decided that
the conversions arc econcnically advantageous. Providing
grants in such cascs appcars to be unnecessary. lMoreover,
providing grants for all applicants who satisfy the minimum
recquircnents of the act who have not yet converted may
not be desirable. This requires a large block of Federal
funds to be available within a short span of yecars. If
all of the necessary funds are not appropriated, providing
sone grant assistance for everwv acceptal'le project could
dilute the overall effectivenccss of the ‘@rogyran, becausc
fewer dollars would be available for assisting companies
with the most effective convercions.

These questions of fund allocation could, to sonme
degree, be accommodated by permitting thoe Secrotare of
Energy to nake delibcrate choices among thoge npowsrnlants
which reauire Feder:l ascistarce {7v cor2roior. 0 in
flexibilitv could beo achieved Ly providiszy th Zoooinvy
of FEnergy with discretionary authority to approve rann
applications based upon the utility conversion information
required under subsection 103(e). then approving grant
applications, the Secretarv should show preference for
those plants which are unlicly to be converted voluntarily
without Federal assistar-c, ond which would attain the
greatest oil savings. ..lso, we believe that subsection
303(c)(2) should provide that any authority under the act
to m-l'» grants, as well as enter into contracis, obligating

the 'nited Statas to nake outlays may be excicisced only to
such extent as nay be provided in appropriation acts.
prov'iinm “want o for General

reductior L L sl Gag Use

tle believe the Federal grant progran which would be
established under Title II should have a sharper focus.
As described under Section 203, the grants could conceivably
be used for a wide range of activities such as adding new
generating capacity, retiring oil hoilers early, inrroving
transmission efficiency, conservation proqrar:, or any
other activity wvhich could be construed as reducing oil
or gas use. WVith such general provisions, it 1s not
pe- .ible to make a reasonable estimate of the notential
fucl savings, or to dectermine if the fuel savings will he
primarily o0il or natural gas.
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At the end of this decade, the Fuel Use Act's
prohibition on utility natural gas use after 1990 could
cause a rapid switch from gas to oil in existing power-
plante. t'hile such a switch would bring utilities into
compliance with the prohihition on the use of natural gas,
it could also necgate oil savings resulting frci previous
conversions fron oil to coal. Thus, the 1990 cas use pro-
hibition carries the potential for causing an increase in
U.5. recidual oil requirements. Ve are including this
topic in our current review of Federal efforts to convert
oil and gas-fired boilers to cocal or other alternative
fuels. -

The results of our review should provide a further
basis for evaluating preposals such as !I.R. 6930 and
HeRe 7341 as well as an assessnent of the effecctivencss
of the Powverplant and Industrial Fuel Use Act of 1972,
f’e also nlan to address the environmental considerations
of displacing oil and gas as a boiler fuecl. The stuvly
should be completed early next vear. In addition, 2 are
revicuing several specific aspects of coal conversion at
the reaqucst of the Chairman, Senate Connittee on Energy
and latural Resources, including the derivation of the
various lists of coal capable powerplants which could be
converted to coal and the financial assistance reqguired
by utilities for converting coal capable rowerrlants.
This work is due to be completed in several weeks and a
copy vill bhe forwarded to your Comnittee.

Pececords Maintenance

le belinve that records naintenance provisions of
subsecction 304(e) of the bills are not sufficiently ~!
to anscure an cffantive andit and rnrograr evaluation.
suprort the followinyg substitute language:

"(e) Records.=-=-(l) Cach recipient of
Federal assistance under this Act, pursuant
to qrants, subgrants, contracts, subcontracts,
loans or other arrangements, entered into
other than by formal advertising, and which
arc otherwise authorized by this Act, shall
keep such records as the Secretary shall
prescribe, includirng records which Inlly
disclose the aacunt and disposition Ly such
recipient of the proceeds of such assistance,
the total cost of the project or undertaiing
in connection with which such assistance is



be:  Mr.
Mr.

Mr.
Mr .

Mr.

given or used, the amount of that portion
of the cost of the project or undertaking
.supplied by other sources, and such other
‘records as will facilitate an effective
audit.

"(2) The Seccretary and the Comptroller
General of the United States, or any of their
duly authorized representatives, shall, until
the expiration of three years after ccrpletion
of the project or indertaking referred to in
subsection (1) of this section, have access
for the nurpose of audit and examination to any
books, docunents, papers, and records of such
recipients which in the opinion of the Secretary
or the Comptroller General may be related or
pertinent to the grants, contracts, subcontracts,
subgrants, loans or other arrangemecnts referred
to in subsection (1)."

Sincerely yours,

m NSty

sed Eiaor

Conptroller General
of the United States

Peach, M

Mol (IR

Bolan! i

El-! 1 L)

(O i .
a -.%2 and CC-80~331)
el Oy

Heller, OCG

Garvey, OCR

Adams /ap--7/1/80





