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PREFACE

This is an interim report which covers the work performed, to date,
by the Energy Information Validation Project at the Lawrence Berkeley
Laboratory on the Middle Distillate Price Monitoring System (MDS).

The report states the project's findings and conclusions and, where
appropriate, sets forth recommendations to improve the accuracy and

usefulness of information processed by the system.

Briefly, the MDS collects data on prices and gross margins for No.
2 heating oil from a sample of refiners, resellers and retailers in the
petroleum industry. The data, collected and aggregated by the Energy
Information Agency (EIA), is used by the Energy Regulatory Agency's
(ERA) Office of Fuels Regulation (OFR) to evaluate the level of compe-

tition and the reasonableness of prices in the heating oil market. If,

on the basis of this information, OFR determines that the objectives of
the Emergency Petroleum Allocation Act (EPAA) are not being fulfilled,
it may recommend that DOE take remedial actions which may include the
reimposition of mandatory price and/or allocation controls for No. 2

heating oil.

One conclusion is that infofmation on average prices and gross mar-
gins does not provide a basis for determining whether a market is compe-
titive. Accurate descriptive information on prices and gross margins
could be useful fér a preliminary analysis--trends or anomalies in these
series could prompt further investigation. However, this information

could not provide any specific focus for such an inquiry. A second con-



iv

v

clusion is that there is serious doubt as to the accuracy of the infor-

mation collected by the system.
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EXECUTIVE SUMMARY

T. SYSTEM IDENTIFICATION®

A. CURRENT IDENTIFICATION INFORMATION

® Name of System Being Validated: Middle Distillate Price
Monitoring System

e Number of Form as Cleared: EIA-9
© EIA Standard Series Number: Not yet known

® Form Clearance Information: Submitted to the Office of
Management and Budget for clearance on September 13, 1977.
It is scheduled to expire on August 31, 1980.

o Statutory Authority Under Which Reporting Requirements Were
Established:

1. Federal Energy Administration Act of 1974 (P.L. 93-275,
Sect. 7 and 13, May 7, 1974, as amended by P.L. 94-332,

June 30, 1976; P.L. 94-385, August 14, 1976; P.L. 95-70,
July 21, 1977; and P.L. 95-91, August 4, 1977).

2. Energy Supply and Environmental Coordination Act of 1974
(P.L. 93--319, Sect. 11, June 22, 1974, as amended by P.L.
94~163, December 22, 1975; and P.L. 90-50, July 21, 1977).

3. Emergency Petroleum Allocation Act of 1973 (EPAA, P.L.
93-159, November 27, 1973, as amended by P.L. 93-511,

December 5, 1974; P.L. 94-99, September 29, 1975; P.L. 94-133,
November 14, 1975; P.L. 94--163, December 22, 1975; and P.L.
94-385, August 14, 1976.

0. Other Current Standard Reference Numbers or Names TIdentifying
the Form: None :
B. HISTORICAL IDENTIFICATION INFORMATION
e} Names and Numbers of Antecedents to the Present System:
Middle bistillate Monitoring System; FEA-P-112-M-1. This

system was used during the 1976-77 winter.

® Planned Successors to the Sysitem: Nomne

8Fach item in Section I of the Executive Summary is explained in the
corresponding section of the text. For example, "Uses of Output"

are summarized in Section 1.F. of the Executive Summary, while a full
discussion is contained in Section 1.F. in the main body of the report.
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C. IDENTIFICATION OF PURPOSE
o Purpose of the System: To provide the information necessary
for ERA's Office of Fuels Regulation to determine whether the
objectives of the EPAA, regarding market competition and
equitable prices, are presently being fulfilled in the market
for No. 2 heating oil.
D. IDENTIFICATION OF INFORMATION COLLECTED

® Reporting Requirements : Firms are required to complete all
parts of ETA-9. :

[ ] Numerical Information Requested:

1. Monthly sales volume for No. 2 heating oil

2. Average unit price for No. 2 heating oil
3. Monthly domestic purchase volume for No. 2 heating oil
4. Average unit costs for domestic purchases of No. 2

heating oil
5. Monthly imported purchase volume for No. 2 heating oil

6. Average unit costs for imported purchases of No. 2

heating oil

7. Beginning monthly inventory of No. 2 heating oil
8. Estimated storage capacity for No. 2 heating oil
° Degree of Resolution for Numerical Information Collected:

Items (1) and (2) are requested for each State in which
heating oil is sold. Items (3) through (8) are firm aggregates.

] Descriptive Information Requested:

1. Primary line of business (refiner, reseller, retailer,
or reseller/retailer)

2. Classification of reporting unit (consolidated or
unconsolidated)

3. Various address and firm identification information.
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E. IDENTIFICATION OF COLLECTION AND COLLATION PROCESS

1. Universe Identification and Sample Design

o Universe: All refiners, resellers, and retailers of
No. 2 heating oil within the political boundaries of the
United States.

® Frame: Those firms in the 1974 Market Share Historical
File" who were engaged in the No. 2 heating oil business
as determined by a census taken through the use of forms
P-305 and P-308. The frame was revised slightly in 1977
to include outlets divested by AMOCO. There are 9560
firms in the frame.

e Sample Selection: The frame was stratified into 216
cells by the 1974 size of the firm, location, and loca-
tion of customers. 1In each cell the firms were arrayed
by 1974 size, and a random start systematic sample was
drawn. There are 1463 firms in the sample. This panel
reports monthly for an entire year.

@  Means of Collecting Information: Mail Survey.
® Reporting Interval: One month.
e Frequency of Data Collection: Monthly.

2. System Implementation

® Collection Agency: Office of Energy Data/EIA is
responsible for collecting the information.

:] Processing Agency: Data Technology Industries (DTIL)
receives completed EIA-9 forms from firms. DTI checks,
processes, and enters the data on computer files, which
are given to EIA., EIA checks the information again and
publishes the results. The contract is with EIA/Energy Data.

] Information Volume: DTI collects and processes EIA-9
forms from approximately 1200 firms each month during
the heating season, a total of about 3000 records.

5] Processing Time: Forms are due 20 days after the re-
porting period has ended. Data are published 45 days
after the reporting period has ended.

® Custodians of Computer Files: Optimum Systems Incorpo-
rated (0ST) under contract to EIA /ADP Services.
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USES OF OUTPUT

1.

Prescribed Uses of Data

Regulatory Requirements: Volume 43, Federal Register,
pp. 2917-23, January 20, 1978, establishes requirements
regarding data use for the following groups:

1. ERA's Office of Fuels Regulation: OFR is required
to examine MDS data in order to determine if the EPAA
objectives of market competition and equitable prices
are being fulfilled in the market for No. 2 heating oil.

2. The ad-hoc Subcommittee of DOE's Fuel 0il Marketing
Committee: The Subcommittee is required to review MDS
data and to make recommendations regarding benchmark
prices and gross margins used by OFR in its analysis in
Item (1).

3. ERA's Office of Administrative Review is required to
hold an evidentiary hearing on the marketing and pricing
of No. 2 heating oil during the 1977-78 winter. After
considering OFR's conclusions and any comments. by consu-
mers and industry, OAR is required to forward its recom-
mendations on any needs for further regulatory action,
regarding No. 2 heating oil, to ERA's Administrator.

The MDS is not explicitly required by the Code of

Federal Regulations. These regulations merely exempt
No. 2 heating oil from price controls. These prescribed
uses were established by ERA, in order to fulfill their
obligations to see that the objectives of the EPAA
continue to be met. (See Appendix A for details)

Regulatory Decisions Supported by Information: If,
based on the conclusions reached by OFR, the ERA
Administrator deems it necessary, he may take the fol-
lowing steps:

1. Audits of individual firms

2. Public hearings regarding the price of No. 2 heating

oil
3. Voluntary price restraints
4. Re-imposition of mandatory price and/or allocation

controls
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2. Publication of Data

® Agency Which Publishes Data: Prices, Costs and Marketing
Section of EIA

o Reports Published:

1. Energy Data Report: Heating 0il Prices and Margins
(monthly) (EIA 0031)

2. Monthly Energy Review (EIA 0035)
3. | Monthly Petroleum Product Price Report (EIA 0032)
4. Quarterly Report to Congress (EIA 0008)
5. Monthly Report to the President
o Primary Format of Reports: Tables

@ Recipients of Reports: Not yet examined
II. CONCLUSIONS AND RECOMMENDATIONS

A. INFORMATION USEFULNESS

® Information on average prices and gross margins does not
provide a basis for determining whether a market is competi-
tive. Accurate descriptive information on prices and gross
margins could be useful for a preliminary analysis -- trends
or anomalies in these series could prompt further investi-
gation. However, this information could not provide any
specific focus for such an inquiry.

B. INFORMATION ACCURACY

With a well-constructed sample survey, a user should be able to
determine how much confidence to place in estimates: their uncertainty
should be quantified. The Middle Distillate Price Monitoring System
does not appear to satisfy this criterion. It is difficult or im-
possible to judge the accuracy of the estimates derived from this system.

@ The frame appears to be seriously incomplete. Preliminary
estimates of undercoverage indicate that the frame misses
roughly one-third of the firms in the target universe. The
impact of the non-sampling error this creates may be large,
but it is presently unknown.
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The definitions of No. 2 heating oil used by firms in differ-
ent segments of the market are not consistent. Again, this
creates a non-sampling error which may be large, but is pre-
sently unknown.

The sample design is not suited to the computation of standard
errors. Therefore, the impact of sampling error on the
estimates can be assessed only by making untestable assumptions.
With other equally practical designs, standard errors can be
computed directly from the sample.

The non-response rate, whether measured by number of firms or
volume of oil, is-about 10 percent -- despite the fact that
responses are mandatory.

In some respects, Form EIA~9 and its instructions are confus-
ing to respondents.

Answers are sometimes internally inconsistent, and edit routines
are not designed to detect these inconsistencies.

Recommendations follow for improving the quality of the information
collected by the system. They are discussed in more detail in the body
of the report (Section TIC).

] The frame should be revised periodically. Firms that have gone
out of business should be dropped, new firms that have come
into the market should be added. After revision of the frame,
a new sample should be drawn.

e Either the definition of No. 2 heating oil should be clari-
fied, or information should be collected on a better-defined
product class, such as: all middle distillate fuel, or all
No. 2 0il (heating and diesel).

° The sample should be redesigned to facilitate computation of
standard errors, and reduce the burden of reporting.

° More effort should be put into contacting the non-respondents.

. The questionnaire should be revised.

. More sophisticated computer edit routines should be imple-
mented to identify inconsistent reponses.

] A small random sample of forms should be taken each month

for close review.
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FUTURE WORK TO BE DONE TO COMPLETE THE SYSTEM STUDY

Middle Distillate System

Investigate the information required to judge market competitiveness
and price equitability. Review relevant paradigms and their associ-
ated problems.

Investigate the incentives for bias and the process of respondents
filling out the forms. Investigate effects of errors introduced in
this process.

Describe the heating oil market.

Investigate coverage and bias due to non-coverage.

Investigate bias due to non-response.

Estimate sampling error.







ES-10

EDITORS' NOTE

These reports were prepared under severe time constraints. As a
result, only the executive summaries have been fully reviewed. If any
differences appear between the executive summary, the main text and the
appendicies, the reader should be guided by the executive summary, and

secondarily refer to the appendicies about details of content.
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I. SYSTEM IDENTIFICATION

A. CURRENT IDENTIFICATION INFORMATION

The Middle Distillate Price Monitoring System (MDS) collects price
and volume information on No. 2 heating oil through the usebof three
questionnaires: EIA-9, FEA P-110-M-1 and FEA P-302-M-1. This valida-
tion report focuses solely upon EIA-9, a form developed for, and

used exclusively by the MDS.

EIA-9 (temporarily called P~112-M-2) was submitted to the Office
of Management and Budget (OMB) for clearance on September 13, 1977.l
It is scheduled to expire on August 31, 1980. In the supporting state-
ment to its clearance request for OMB, the Federal Energy Administration

(FEA) cited three statutes to justify the requested reporting require-

ments for firms in the market for No., 2 hearing oil. These statutes are:

> Federal FEnergy Administration Act of 1974 (P.L. 93-275, Sect.
7 and 13, May 7, 1974, as amended by P.L. 94-332, June 30, 1976;
P.L. 94-385, August 14, 1976; P.L. 95-70, July 21, 1977;
and P.L. 95-91, August 4, 1977). Section 5 of this Act
directs FEA's administrator to "be responsible for such
actions as are taken to assure that adequate provision
is made to meet the energy needs of the Nation." As
part of this task, the Administrator is directed to
collect information regarding energy shortages and energy
prices, respectively, for planning purposes and to

"promote free and open competition in all aspects of the



energy field, prevent unreasonable profits within various
segments of the energy industry, and promote free enter-

' According to FEA, the information collected by'

prise.’
the MDS was needed to insure fulfillment of this and

other requirements specified in the FEA Act.

Energy Supply and Environmental Coordination Act of 1974 (P.L.
93-319, Sect. 11, June 22, 1974, as amended by P.L. 94-163,
Décember 22, 1975; and P.L. 95-50, July 21, 1977). Section
11 of this Act requires the FEA Administrator to collect
energy information which he "determines to be necessary to

be necesséry to assist in the formulation of energy policy

or to carry out the purpoées of this Act or the Emergency

Petroleum Allocation Act of 1973."

Emergency Petroleum Allocation Act of 1973 (EPAA, P.L.

93-159, November 27, 1973, as amended by P.L. 93-511,
December 5, 1974; P.L. 94-99, September 29, 1975; P.L.
94-133, November 14, l975§ P.L. 94-163, December 22, 1975;
and P.L. 94-385, August 14, l976).» The EPAA granted
temporary authority to the President to control the
supplied and prices of petroleum products, "for the pur-
pose of minimizing the adverse impacts of such shortages
or dislocations on the American people and the domestic
economy." Petroleum regulations enacted in compliance

of the EPAA had to fulfill nine objectives. These

objectives included the ''preservation of an economically



sound and competitive petroleum»industry” and "equitable
prices'". Furthermore, for products which were later
exempted from these regulations, the EPAA specifies that
these products should be marketed in such a way that they
continue to meet the EPAA objectives; otherwise, controls
will be reinstituted. Consequently, FEA needed current
information on these exempted products (which include

No. 2 heating oil) in order to determine whether such

controls once again were necessary.

Two other forms are used by the MDS. FEA P-110-M-1, "Refiners'
Monthly Cost Allocation Report,' collects detailed information regardingthe
production costs for petroleum products that are still subject to man-
datory controls. This form is completed by all refiners in the United

States. FEA P-302-1i-1 "Petroleum Industry Monthly Report for Product

Prices", collects data on prices, costs, and volumes for all petroleum
products, including middle distillates. It is completed by all refiners
and by resellers and retailers with annual sales of $50 million or more
for controlled petroleum products. As stated earlier, this validation
project focuses exclusively on form EIA-9, as P-110 and P-302 are parts

of other DOE information systems.

B. HISTORICAL IDENTIFICATION INFORMATION
There was one antecedent to the present Middlé Distillate Price
Monitoring System. This first system, formulated through an agreement

between Frank Zarb, the Federal Energy Administrator, and Congress, was



used during the winter of 1976--77.2 Zarb assured Congress that, in the

event that middle distillates were exempted from mandatory allocation and
price controls, the FEA would set up a price monitoring system to track
the price level of uncontrolled products. This first monitoring system

was installed after middle distillates were decontrolled in July of 1976.3

_The primary data collection instrument used in the first system was
Form FEA P-112-M-1 (called P-112). Forms P-110 and P-302, described
above, were also used. EIA-9, the data collection instrument used by the
present MDS, is identical to P-112; however, minor changes were made in

. . . . . 4
the instruction sheets given to firms which complete the form.

C. IDENTIFICATION OF PURPOSE
The purpose of the Middle Distillate Price Monitoring System is

specified in Federal regulations (Volume 43, Federal Register, pp.

2917-23, January 20, 1978).5’6 According to these regulations, the
purpose of MDS is to determine whether any further regulatory action is
needed to fulfill the objectives of the EPAA. The system collects
information separately for different DOE regions and different sectors
of the market (i.e., refiners, resellers, and retailers) in order to
further isolate any possible deviations from the EPAA objectives of

market competition and equitable prices for No. 2 heating oil.

D. IDENTIFICATION OF INFORMATION COLLECTED

The information to be collected by the MDS is specified in the

regulations (Volume 43, Federal Register, pp. 2917-23). All firms in



the sample are required to complete form EIA-9, which includes both

numerical

monthly.

and descriptive information. This form must be completed

The monthly Sales Volume for No. 2 heating oil is asked for, on

EIA-9, for each State in which the firm sells No. 2 heating oil, broken

down by categories:

@

5]

@

2]

®

Residential Sales

Industrial Sales

Institutional Sales

Other Sales to Ultimate Consumers

Sales to Non-Ultimate Consumers

Finally, each of the above categories (except residential sales) is

further divided into the following for which unit price is asked:

® Rack Sales
) Delivered Sales
) Bulk Sales

The following information is provided for the firm as a whole

(and is not broken down by State):

e

e

Monthly Domestic Purchases Volume of No. 2 heating oil
Average Unit Costs for Domestic Purchases
Monthly Imported Purchases Volume of No. 2 heating oil
Average Unit Costs for Domestic Purchases
Beginning Inventory of No. 2 heating oil

Estimated Storage Capacity for No. 2 heating oil



In addition to this information, firms also must provide some
descriptive information regarding their primary line of business (refin-
er, reseller, retailer, or reseller/retailer), class of reporting unit
(consolidated or unconsolidated), and certain address and identification

information.

E.  IDENTIFICATION OF COLLECTION AND COLLATION PROCESS

1. Universe Identification and Sample Design
'Figufe 1 illustrates the pfocedures that were used in the de-
sign of the sample: The steps are outlined below:
e The universe for the "market shares" system includes all
refiners, resellers, and certain categories of retailers
of petroleum products, in the political boundaries.of the

United States.7 The universe is an idealized prototype,

@ A mailing list was developed of all firms in this univefse~
known to the Federal Energy Administration (FEA), starting
from the Dun and Bradstreet credit reference list, a list
developed by the Bureau of Mines, and various directories
and business iists.

e FEA forms P-305 and P-308 were used to take a census of
firms on the mailing list described above. The purpdse of
the census was to determine the product iines and sales vol-
umes of firms in the list. However, the non-response rate
was 20%. From the census results, the "1974 Market Share

Historical File" was developed. The initial frame for MDS
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consisted of all firms in the ''1974 Market Shares Historical
File", involved in the refining, reselling, or retailing of
No. 2 heating oil.

e The frame was revised in 1977 to include retail outlets di-
vested by AMOCO 0il Company. There are 9560 firms in the
frame.

& The frameé was stratified into 216 cells by the 1974 size of
firm, location, and customer location. In each cell, the
firms were arrayed by 1974 size, and a random start systema-
tic sample was drawn. There are 1463 firms in the sample.

This panel reports monthly on form EIA-9.

2. 8System Implementation

Figure 2 illustrates the flow of information collected from
EIA-9. The principal processing procedures—are referred to by number
in Figure 2, and in the correspoqding explanation, below, starting with
the completion of EIA-9 by firms (Step 1) and ending with the publication
of data by EIA (Step 15). In some instances, actual procedure deviates
from this idealized description.

1. A stratified sample of refiners, resellers, and retailers
is chosen, as explained in Section I.E.1l, above.

2. These firms complete form EIA-9. The forms are due on the
20th of the month following the end of the reporting period (e.g., the
January form is due on the 20th of February). 1211 fifms should com-
plete ETIA-9 each month (the other 252 are out of business, or no longer

selling No., 2 heating oil). This panel reports monthly for the entire
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year.
3. Forms are sent to Data Technology Industries (DTI), which
has contracted with EIA to process, edit, and enter the data onto compu~
ter files. The contract is with the Office of Energy Data.
4., DTI logs the forms as they are received.

5. DTI visually screens the responses for gross errors, and

caiiévgomééﬁiég“iﬁMS£ébWSa wien correcti;ﬁg appear to be needed. ﬁfhes;
corrections are placed on the actual forms.

6. DTI keypunches the EIA-9 data and verifies the keypunching.

7. These data are entered on computer files and are subjected
to an editing routine, in order to locate remaining inconsistencies.

8. Ten days after the report is due, DTI begins calling non-
respondents, in order to collect missing reports (e.g., non-respondents

for January are called on or after March 2).

9. Office of Energy Data statisticians screen the computerized
data and make additional checks with respondents.

10. EIA's Prices, Costs, and Marketing section makes additional
visual checks of the data, and if appropriate, places calls to respon-
dent firms.

11. This results in further corrections to the reports, but
not to the data files.

12. When 100 percent of all Stratum 1 firms,9 and 80 percent
of all other firms, have responded, the file is administratively frozen
for the first time.lo

13. The Prices, Costs, and Marketing section of EIA then pre-

pares a preliminary report containing average prices and gross margins,
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for the DOE regions and for the nation as a whole.
14. The file is re-opened and additional data from late
respondents are added. The file is then frozen for the second time.
15. EIA's Prices Costs, and Marketing section publishes
the Energy Data Report: Heating O0il Prices and Margins. The report

is published on the 15th day of the following month (e.g., January

" data are published on the 15th of March). The actual contents of

the report are explained in Section I.F.2., below.

F. USES OF OUTPUT

1. Prescribed Uses of Data

Federal regulations specify the use of data collected by the

Middle Distillate Price Monitoring System (Volume 43, Federal Register,

pp. 2917-23, January 20, 1978). TFigure 3 provides a flow-chart of the

data-use, specified—in these regulations.

The Office of Fuels Regulation (OFR) of the Economic Regulatory
Administration (ERA) reviews the monthly MDS data. The regulations re-
ferred to above specify that OFR will evaluate market competition and
price reasonableness by comparing MDS market aggregates to certain
benchmarks. Specifically, refiner prices to resellers are compared to
a national refiner index, which represents DOE's best guess of what
the level of refiner prices would have been if price controls had not
been removed. TFurthermore, both retailer and reseller gross margins
are compared to their respective gross margin benchmarks, for each of

. 11
DOE's ten regions, and for the nation as a whole. These benchmarks
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are analyzed in Appendix J.l2 According to the Federal Register,

"actual average gross margins in excess of the corresponding benchmarks
contained in the final report (of OFR) will create the presumption of

a need for further regulatory action."

OFR is assisted in its analysis by an ad-hoc subcommittee of

DOE's Fuel 0il Marketing Committee. The regulations state that the

Subcommittee's purpose was '"to advise and assist (ERA) in its evalua-
tion of the marketing of No. 2 heating oil during the (1977-78) heating
season.13 Specifically, the Subcommittee was assigned the task of
evaluation the benchmark levels calculated, and the benchmark method-
ology used, by OFR. It would then forward to OFR its recommendations
regarding the reasonableness of prices and gross margins for the DOE

regions and for the nation as a whole.

The regulations further specify that in August, 1978, ERA's
Office of Administrative Review (0OAR) would hold an evidentary
hearing '"to evaluate the performance of all levels of distribution of
the heating oil industry and the need for any further regulatory action.
In addition to considering OFR's conclusionsls, consumer groups and
industry representatives could present evidence at the hearing.l6 After
the hearing, OAR would transmit its findings to the ERA Administrator,
who would determine if further regulatory measures are necessary.
Possible remedial measures that may be taken by ERA's Administrator
include:

® Audits of firms
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) Public hearings regarding the price of No. 2 heating oil

® Voluntary price restraints by firms

° Re~imposition of méndatory price and/or allocation
controls

This interim report examines data use only by OFR and by the

Subcommittee, Since the Office_of Administrative Review—examines

evidence submitted,by industry and consumer representatives, in addi-
tion to MDS data, it would not be appropriate for LBL to comment on

this aspect of the decision~-making process.

2. Publication of Data

The Energy Information Agency publishes several reports that
include data collected by the Middle Distillate Price Monitoring

System. These are:

e Energy Data Report:17 Heating 0il Prices and Margins

(Published monthly) (EIA~0031)

° Monthly Energy Review (EIA 0035)

© Monthly Petroleum Product Price Report (EIA 0032)
e Quarterly Report to Congress'(EIA 0008)'

® Monthly Report to the President

MDS data are published in tabies in these reports. In the
Energy Data Report, the only one of these publications which focuses
exclusively on the MDS data, prices and gross margins are published
separately for:

® Refiners' sales to resellers and retailers
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® Resellers' and retailers' sales to other resellers and
retailers

® Resellers' and retailers' sales of residential heating
oil

These figures are published for each of the ten DOE regions and for

the nation as a whole. 1In addition to these, average residential

--prices are published for 23 States and themDistriet—oﬁ—Goiumbia.18

Regarding the distribution of MDS information, each of the
above reports, except the Energy Data Report, includes information on
several petroleum products, in addition to No. 2 heating oil. Conse-
quently, a survey of readers of the reports would be necessary to
determine which use the information on heating oil. LBL has not yet
checked the distribution list for the Energy Data Report, but will do

so0 prior to the final report.
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IT. SYSTEM VALIDATION

A, CRITERIA FOR VALIDATION

Two criteria have been applied in the determination of whether this

information system is valid: usefulness and accuracy of the information

which it provides.

The application of the criterion of usefulness is reflected in
the following question: 1Is the information useful? That is, do the
measures sufficiently reduce the ambiguity in the phenomenon to the

point that the user can accomplish his purposes?

2. Accuracy

Accurate information is that which, as closely as possible,

reflects the underlying reality it purports to represent. The applica-

tion of this criterion is reflected in the following questions:

e Is the sample frame complete?

] Are there clear definitions for the parameters being
estimated?

® Is the sample well designed? Can standard errors be
computed?

© Is the response rate adequate?

e Is the questionnaire clear? Are the answers

consistent and correct?
® Are the edit procedures likely to detect serious errors?

(] Is the data processing done correctly?
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] Are the estimates consistent with the results obtained

from other sources?
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B. INFORMATION USEFULNESS

1. Methodological Framework

In Section I, we saw that the Middle Distillate Price Monitoring
System was created in response to DOE's obligation under the EPAA to
ensure the preservation of a competitive heating oil market and the

maintenance of an equitable price for that product. In the implementation

" of this program, OFR and an ad hoc subcommitfee of the Fuel 0il Marketing
Committee were given the task of evaluating competition and the economic
viability of various segments of the heating oil market. In carrying out
this evaluation, OFR and the subcommittee were expected to use the

following information provided by EIA:

o Average prices of No. 2 heating oil for the refinery,

wholesale and retail segments of the market.

® Average_gross_margins for the_wholesale and retail segments

of the market.
In addition, OFR was to calculate, using data provided by ETA:
® An index of what refiners' prices to wholesalers would have
been, if price controls had remained in effect; and
® A benchmark which indicated what average wholesaler and
retailer gross margins would havé been if price controls
had remained in effect.

These formulas are analyzed in Appendix J.

The purpose of this section is to discuss, using the criterion

of usefulness, the validity of the system. The question to be answered
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is: was the information collected by EIA sufficiently unambiguous to
enable OFR and the subcommittee to carry out the policies of EPAA by
evaluating the competitiveness of the heating oil market and the

reasonableness of the price of No. 2 heating o0il?

Implicit, if not explicit, in the requirement that data on

price and gross margins be collected is the assumption that such

information will enable OFR‘and the subcommittee to determine the level
of competition and the reasonableness of prices. Further, it is
assumed that, given such information, steps can be taken to ensure the
continuation of reasonable prices and competition or to restore them
should prices become unreasonable or the level of competition subside.
To assess the usefulness of this information, we will examine the

correspondence between a theoretical analysis of prices and gross:

margins and the empirical evidence reflecting the experience of those

who tried to use this information.

a. Prices

Average price data alone do not provide sufficient infor-
mation from which to judge the reasonableness of product prices or the
level of market competition. The price of any goods is composed of
three components: product costs, noﬁ—product costs, and profits.
Fluctuations in price can be accounted for by fluctuation in any of these
components in a Qombination of them. In the event of a price increase,
the analysis of price data alone does not reveal which of these

components contributed to such an increase. Further, the existence of



~23-

stable prices is not necessarily an indication that prices are
reasonable or that a market is competitive. Such prices could indicate
either unjustifiably high initial price levels, or declining factor

costs which are not being passed through.

b. Gross Margins

Gross margins, like prices, do not provide unambiguous

measures of price reasonableness and competition. Gross margins consist of non-
product costs and net profits, and can fluctuate because of changes in either

of these factors. Or, like prices, they may remain stable because of

offsetting changes in these factors. Without additional information,

it is impossible to separate increases in profits from actual increases

in non-product costs and, therefore, difficult to explain price or

competition levels in detail.

Since profit data are not available to DOE for firms in
the heating oil market, average profits can be calculated only if non-
product cost data are available. In such a case, profits represent the
difference between gross margins and non-product costs. Non-product

costs generally fall into one of the seven following categories:

1. Labor costs

2. Transportation costs

3. Storage costs

4, Utility, rent and insurance costs
5. Interest expenses

6. Depreciation

7. Taxes
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DOE does not have specific information on any of these non-

. 1 .
product costs for wholesalers and retailers. 9 Instead, OFR has relied
upon information from the producer Price Index and the Consumer Price

. . 20 s e
Index as a proxy for estimating non-product costs. These indices are
analyzed in Appendix J. However, the items in these indices cover a much

broader range of items than those included in the seven categories

By relying—on—aggregate—price—indices—to—estimate

non-product costs, OFR has only rough estimates of chénges in these
costs and can therefore make only a réugh estimate of profit trends in
the industry. With the present information available to it, OFR does
not have sufficient basis for determining levels of competition and the
reasonableness of price levels in the No. 2 heating oil market, because
it cannot directly determine the cause of price increases for any

particular company.

This conclusion, however, should not be taken as a justification
or argument that more specific and direct data should be collected on
prices and gross margins in order to carry out the policies in EPAA.
Additional information on profits would not reduce ambiguity to the
point that would justify further specific action.b

c. Profité

Even if profits could be accurately collected by the EIA or
calculated using non-product cost data, monthly profit figures would
still not provide sufficient unambiguous evidence to determine the
reasonableness of prices or the level of competition. This is because

monthly profit levels may fluctuate as a result of a variety of contra-
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dictory circumstances. For example, increased profits from one month
to another may indicate
() that firms are charging unreasonably high prices in an
uncompetitive market.
e that profits, once abnormally 1pw, are reaching normal

B

levels for a competitive industry of similar risk, or

' that unanticipated increases in démand or decreases in
supply have lead to a higher short-term equilibrium price
in an otherwise competitive market.
Similarly, decreased month-to-month profits could also indicate several
different market situations, ranging from excessive short—-term competition
to collusive setting of low prices by certain firms, in order to
squeeze out smaller firms from the market and thus strengthen their

oligopolistic position.

Furthermore, profit figures may be ambiguous because of the
many ways profits are defined and recorded. There are three generally
accepted wéys of defining profits: net return on assets, net return on
equity, and net return on sales. Firms which may'appear to have
excessively high profits under one definition may not have high profits
using another definition. Furthermore, there is often a fine line
drawn between managérial salaries and profits, especially among small
owner-managed firms, which makes the meaning of profit data unclear.
This problem may be especially acute in the retail market for No. 2
heating o0il, which has many such small, owner-operated companies. In

addition, different firms use differing accounting methods to serve
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alternative purposes; thus, the actual meaning of firm profits will be
ambiguous, unless the method of calculation is known and is consistent

among firms.

There is a final and more basic reason why firm profits do not
provide sufficient information regarding market competition and price

reasonableness in a market, Profit levels are positively correlated

with the efficiency of a firm; firm profits tend to be higher when the
firm uses its factor inputs most efficiently. Firms with profit levels
which appear to be at competitive levels may indeed be subject to
market competition. It is also possible, however, that such firms

have monopolistic advantages, but use their inputs inefficiently and
thus also have high costs as well as prices. While such a situation

is clearly not in accordance with the objective of the EPAA, profit

data—alone would not detectits—existences

d. Aggregated Gross Margins and Benchmarks

The foregoing analysié has focused upon the ambiguity which
may arise in the interpretation of gross margin data from individual
firms. In addition to this, ambiguity may arise during the aggregation
of firms' gross margins and the comparison between these aggregates to
so~called "benchmark' gross margins. First, aggregate gross margin ‘ s
figures do not necessarily represent the behavior of actual firms in the
market. These aggregates (which are analyzed in Appendix J) are
volume-weighted composites of bulk sales, rack sales, and delivered

sales among firms of various sizes. Firms of different size have
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differing characteristics which result in divergent per unit costs.
Comparison of such an aggregate gross margin against a benchmark may leéd
to a situation whereby larger firms with lower per unit costs will be
below the benchmark level while smaller firms, with fewer economies of
scale at their disposal, tend to have gross margins in excess of the

benchmark. In such a case, the benchmark methodology will tend to

isolate~smallfirms as responsible for-unreasonable—heating—oil—prices
when, in fact, the profits of these firms may not be unreasonable, given

their size.

There is a second and related reason why comparing aggregate
gross margins with benchmarks may lead to ambiguous results. Gross
margins, it will be recalled, are the sum of non-product costs and profits.
Firms which provide more services than others will have, consequently,

higher gross margins. For example, firms which tend to deliver heating

0il longer distances, e.g., to rural areas, will tend to have prices
which reflect higher gross margins than firms which deliver oil short
distances, but the profits of the former group will not necessarily be
higher. Without specific profit data or non-product cost figures, it is
impossible to determine whether firms with gross margins in excess of
benchmark levels are charging unreasonable prices, or are providing more
services. Similarly, month-to-month changes in aggregate prices or gross
margins may result not from an changes in actual market prices, but
because the volume of services sales has increased at the expense of

unserviced sales.
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Actual Data Use

The reasonableness of the foregoing analysis is confirmed by

the experience of those who were assigned the task of evaluating the

market for No. 2 heating oill. It will be recalled from Section I.F.. the

regulations proVided:

o The Office of Fuels Regulation of ERA will prepare a report
evaluating the market for No. 2 heating oil for the 1977-78
héating season.

° The ad hoc subcommittee of DOE's Fuel 0il Marketing

“Committee will evaluate the market for heating oil and
analyze the benchmarks which OFR developed to evaluate

price and gross margin levels,

OFR's report was limited to a description of the heating oil

markets rather tham an evaluatiom. In its report OFR pointed—out—a

number of limitations in the data and the benchmark methodologies which

prevented a more extensive analysis. The limitations found by OFR

correspond substantially to the theoretical limitations discussed above.

Examples of such explanations found in the report are quoted below:

The index and benchmarks serve as useful analytical tools
by identifying general price and margin trends. However,
the nature of the heating oil market makes it difficult

to develop any statistical tool which accurately reflects
short-run market behavior. Therefore, the index and bench-
marks were useful for an overall trend analysis and were
intended to serve only as general guides in evaluating
price and margin behavior over the heating season.
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e benchmarks were not designed to evaluate specific,
individual wholesale or retail market changes. . Rather,
they permit a broader evaluation of aggregate changes.
The benchmarks do not permit disaggregation of the
average price or gross margin changes that occur to
evaluate individual firm prices and margin behavior.

® The data collected did not provide operating costs for
resellers and retailers which are needed to evaluate
increases in gross margins. No current data were available
to permit estimating net margin.* As a result, in order

to calculate the wholesale and retail gross margins, the25

methodelogy—used-current-month!ls—purechaseproduct—costs

e The need for more precise data was even more apparent at
the wholesale level. Because wholesale heating oil
marketing operations vary considerably in size, from very
large volume deepwater terminal operators to retailers who
periodically wholesale much smaller volumes of product,
gross margins and operating costs can very considerably.
Therefore, when gross margins for large and small whole-
salers are combined, an average results which may repre-
sentative of neither.20

* .
In order to evaluate non-product cost

increases of a particular firm, a
complete audit of that firm would be

required. The resulting burden of
auditing all firms would be heavy.
OFR is of the opinion that the burden
should be only imposed after large
changes in gross margins have been
detected and statistically evaluated.

Furthermore, an examination of the transcripts of the monthly
subcommittee meetings indicates that this group did not use MDS informa-
tion to assist it in its efforts to determine the level of competition
. . . 28 , . .
in the heating oil market. When this group did reach conclusions
regarding the marketing of No. 2 heating oil, it used data it had

. 29 . .
collected on its own, rather than MDS data. Interviews with

Subcommittee members reveal that they felt they could not use MDS data
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for the reason stated above: lack of acual firm cost data made it
difficult to evaluate the reasonableness of prices. In addition, MDS
data did not provide the types of market information needed to

evaluate the level of competition.30

3. Conclusions

Information on average prices and gross margins does not
provide a basis for determining whether a market is competitive. Accurate
descriptive information on prices and gross margins could be useful for a
preliminary analysis —-—- trends or anomalies in these series could prompt
further investigation. However, this information could not provide any

specific focus for such an inquiry.

v
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C. INFORMATION QUALITY

1. Methodological Framework

In this section, the quality of the information collected by
the Middle Distillate System (MDS) will be evaluated. Problems will be
identified and solutions will be recommended. The following questions

will be addressed:

o Is the sample frame complete?

® Are there clear definitions for the parameters being estimated?

] Is the sample well designed? Can standard errors be computed?

-] What is the response rate?

o Is the questionnaire clear? Are the answers consistent?
Correct?

° Are the edit procedures likely to detect serious errors?

e Is the data processing done correctly?

e Are the estimates consistent with results obtained from other
sources?

These questions are suggested by the standard statistical literature
31 .
concerning sample surveys. The methods used to address these questions,

however, are suggested by the detailed structure of MDS, and are to that

extent system-dependent.

2. Sample Frame and Parameters

a. Parameters
MDS estimates average prices and costs for No. 2 heating

oil, by type of seller, type of customer, type of sales, and geographical
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region. For example, MDS can be used to estimate the average price of
all No. 2 heating oil sold to residential customers in New York state in
Decembér, 1977. For another example, MDS can be used to estimate the
average price of all "rack sales" (where the customer picks up the oil)
of No. 2 heating oil by refiners to resellers in New England in December,

1977. These averages are weighed by volume of o0il., They apply to an

average gallom, not an average transaction or an average customer. The
estimation procedure used extrapolates from the sample to all sales

(of a -specified type) of all No. 2 heating oil in the United States.

b. Frame
The target universe consists of all firms selling No. 2
heating oil in the United States. The frame, or list of known firms in

the target universe, was developed as described earlier from the 1974

Market Shares Historical File. It was revised in a minor way in 1977

Is the frame complete? That is, all or almost all of the
firms in the target universe listed in the frame? This question will
be addressed by considering the flow of oil through the market, as
estimated by MDS32 A simple conservation-of-oil model is used. If the

frame were complete, and responses to the questionnaire used by MDS

(form EIA-9) were correct, then:

° Estimated net refiner sales would be approximately equal to
estimated total sales by all firms to ultimate consumers.

Likewise:
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@ Estimated total sales to resellers would be approximately
equal to estimated total purchases by resellers.
In fact, estimated net refiner sales exceeded estimated sales to ultimate
consumers by about 50 percent. Likewise, estimated total sales to

resellers exceeded their estimated total purchases by about 50 percent.33

¢.__Discussion of Results

These are the key quaﬁtitative findings of the study, thus
far. Two hypotheses are proposed to explain these findings:
e The definitions of No. 2 heating oil used by firms in
different segments of the market are substantially
inconsistent: the refiners use a broader definition

than the resellers.

e The sample frame covers most of the refiners and larger

wholesalers, but misses a substantial percentage--as
much as 50 percent--of the smaller wholesalers and
retailers. Thus, oil disappears from the reporting
system as it moves through the market from the refiners
to the ultimate consumers.
Both hypotheses are considered very likely, and will be

investigated further.

d. The Definition Problem

In the field, No. 2 heating oil is often indistinguishable

from No. 2 diesel. As a result, some refiners report total sales of

all No. 2 o0il (diesel and heating combined) on form EIA—9.34 This
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inflates the estimated volume of refiner sales of No. 2 heating oil. 1In
the reseller and retail segments of the market, some dealers sell
exactly the same physical product as either diesel oil or heating oil,
depending on what the customer asks for.35 The distinction between
heating oil and diesel oil may often be made only by end use. This

distinction is easier to make in the retail segment of the market, where

. . . 30
the seller at least comes into contact with the ultimate consumers.

e. Recommendations on the Definition Problem

One pbssibility is to change the instructions for EIA-9 and
clarify the definition of No. 2 heating oil. Another possibility is to
collect data only on broader product classifications, which are better
defined. One example is "No. 2 o0il (heating and diesel)'; another

example is "middle distillate (No. 1, 2, and 4 0il)." Sellers could still

be—asked—to—estimate typeof end use by customers: Essentially, this is
what MDS does now. More specific recommendations will be made in the

final report.

f. The Sample Frame Problem

There is substantial turnover in the heating oil market:
some firms go out of business each year and are replaced by new firms.
One study suggests an annual turnover rate approaching 10 percent, by
number of firms or sales volume_.37 Under these circumstances, a frame
drawn from the 197 Market Shares Historical File is judged likely to
miss about one~third of the firms now in the market. Additional, direct

evidence of undercoverage in the sample frame was obtained as follows.
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National Business Lists provides a list of fuel oil dealers in New

England.38 There are 3,265 dealers on the list~-over 50 percent more

than the 2,150 firms reported on the MDS sample frame for this region.

An incomplete frame can be a serious problem, because firms

not in the frame may well differ from firms in the frame. Thus, it is

4-1a

1mposs1blé“t0"extrapolate“with“any“confidence—from—the—Samylc to—the
universe, and it is difficult indeed to estimate the probable size of

the error.

Information on the price of home heating oil may also be

obtained by surveying households.39

g. Recommendations on the Sample Frame Problem

The sample frame should be revised periodically,

dropping the firms that have gone out of business, and adding new entrants
to the market. This is a lot of work. Firms that have gone out of
business can be detected by surveying the whole frame periodically.

(Such a survey might also ask for sales, number of establishments, and

payroll figures, for reasons that will be explained below.)

New entrants to the market can be detected using lists such

as those provided by trade associations for National Business Lists.

New entrants can also be detected by the following procedure: Take a
sample of firms known to be in the market. Ask them to list their

suppliers, and also to list those customers who are resellers. New
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entrants will show up on both lists. Yellow pages in the phone book are

a rich source of information, although they may be difficult to process.

In addition, to test for completeness, the frame can also
be compared with data from other sources, One source 1s the 1977 Census

of Business (soon to be published); another is the Census ""County Business

Patterns'; yet another is the IRS "Statistics of Income" (the latter two

are available annually). The Census reports on establishments (not
firms), employment, and payroll. The MDS frame iists firms (not esta-
blishments), and is therefore not directly comparable to the Census.
ETA might consider collecting data on the number of establishments,
number of employees, and total payroll, from firms in the MDS frame, to
facilitate comparisons with the Census. Another alternative might be
to contract with the Bureau of the Census or IRS for periodic tests on

the frame.

It might be advantageous for EIA to maintain one master
list of companies in the oil business, showing products sold, and
volumes. Maintenance involves the kinds of activities described above.
Frames for surveys like MDS could be derived from the master list. This
could eliminate some of the duplication of effort involved in maintain-

ing a number of different frames.

Another poséibility is that EIA should consider the use

4
of area sampling for surveys like MDS.}0 This would eliminate the

need for maintaining a list of small firms in the market.



-37-

3. Sample Design

a. Introduction
MDS collects reports only from a sample of the firms in
the frame. The procedure used to select the sample from the frameis

called the sample design. The MDS sample design was described above.

Estimates based on a sample differ from the results that would be

obtained from a census of all firms in the frame. This difference is

called sampling error. Sampling error is impossible to compute from the

sample, but its likely size is indicated by a number called the

standard error. With some designs, the standard error can be estimated

from the sample itself. With other designs, the standard error can be

computed from the sample only by making untestable assumptions.

b. MDS Sample Design

Firms—in—the—frame-were—divided-into cells, defined by

sales volume (in 1974) and location; sepafate cells were created for
firms thought to be selling in more than one state or region.41 Within
each cell, firms were arrayed by size (1974 sales volume); then a
random-start systematic sample was drawn. Sample firms are weighted up
by the reciprocal of the selection probability, and ratio estimates

42 . .
are used. No adjustment is made for non-response.

With a random-start systematic sample, standard errors
can be computed from the sample only by making untestable assumptions.
This makes it difficult to judge the efficiency of the design.44

Worse, it is difficult to assess the impact of sampling error on the

estimates.
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¢. Recommendations on the Sample Design

The sample should be redesigned so that standard errors
can be computed in a routine way. For instance, it would be possible
to draw two independent random-start samples in each cell. Or, a simple
random sample could be taken in each cell. One object is to be able to

judge the impact of sampling error on the estimates. Another obiject is to

reduce the size of the sample without loss of precision, by improving
the design: this will reduce the burden of reporting. Detailed

recommendations will be made in the final report.

It was recommended that the frame be revised periodically.
When the frame is revised, a new sample should be drawn, so that the
sample continues to reflect the target universe. Stratification should

be based on current sales data obtained from the recommended periodic

£ o

survey—of—all—firms—in—the frame-

Periodically changing the sample would have two additional
benefits: spreading the burden of reporting more equitably, and
reducing panel bias (firms that report over an extended period of time

come to behave differently from firms that do not report).

4.  Non-Response

a. The Problem

Each month, about 7 percent of the largest firms in the

sample fail to return their questionnaires. The non-response rate for
the smaller firms is about 15 percent. (By volume of oil, the overall

non-response rate is about 10 percent: see Tables 1 and 2.) About five
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percent of the firms in the sample failed to report even once during

the 1977-78 heating season--even though responses are mandatory.

Non-response can be an important problem, because non-

46

respondents often differ from respondents. The non-response rate in

MDS is high enough to cause concern.

b Recommendations

More effort should be put into contacting non-respondents,

especially persistent ones.,

TABLE 1

NON-RESPONSE RATES BY STRATUM

NON-RESPONSE

STRATUM TOTAL # FIRMS RATE

1 164 7

2 103 13

3 432 11

4 240 16

5 85 14

6 187 20
TOTAL 1211 13
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TABLE 2

EFFECT OF ADJUSTMENT FOR NON-RESPONSE ON ESTIMATED VOLUME OF OIL

BEFORE ADJUSTING AFTER ADJUSTING
TYPE OF SALE ~ FOR NON-RESPONSE FOR NON-RESPONSE PERCENT INCREASE

Ultimate 9 10 11

Non-Ultimate 14 16 11

Total volumes are in billions of gallons.

5. Accuracy of Responses and Editing

Do the companies report accurately on form EIA-97 Do the edit
procedures identify incorrect or inconsistent responses? (Edit procedures
are used to review forms for missing data, and unlikely or inconsistent

responses; in some cases, the responses are revised; in other cases, the

form is flagged for further review. Edit procedures can be either

manual or computerized.)

In the present study, no attempt has been made to verify
EIA-9 reports by auditing procedﬁres. Instead, consistency tests have
been applied to the data. Three have been completed, and are described
in this section. Other similar tests are in progress. These tests are
applied to the data in the "clean' MDS data files-—that is, after
editing is éompleted. Thus, both the quality of the initial reports and

the quality of the edit procedures are assessed.
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a. A Stock-Flow Test

The EIA-9 form asks firms Fo report their inventories.
The responses of non-refiners on this item can be tested for consistency,
starting from the theoretical relation:

Change in inventory = purchases - sales

Let
Discrepancy = reported change in inventory

=" (reported purchases - reported sales)
For the largest firms, the average absolute discrepancy is about 15
percent of sales. For the remaining firms, the average absolute dis-
crepancy is only about 5 percent of sales. The conclusion: inventory

figures for the largest firms may not be too meaningful.

b. A Digit-Preference Test

Schedule A-1 on form ETA~-9 (see Appendix D) asks firms

to_report the volumes of sales to ultimate consumers subdivided into

10 categories (e.g., "'residential," "industrial rack sales"). Sales in
each of these categories are reported as percentage of the total sales
to ultimate consumers on the schedule. TFor about two-thirds of the
forms, all sales were reported in exactly one subcategory: one percent-
age was 100 percent, the other nine were O percent. These results are

unlikely, and should be investigated further.

Now consider the firms which are reporting percentages
strictly between 0 percent and 100 percent. (See Figure 4). If such
firms are reporting accurately, the non-zero percentages should be

fairly smoothly distributed over the range from 1 percent to 99 percent.
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FIGURE 4

BREAKDOWN OF REPORTED PERCENTAGES
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Fig. 4.Number of times each percent (1 - 99) was entered in ultimate sales
categories by Stratum 1 scaled as a percentage of total number of
entries. 100 percent, not shown here, would have a horizontal axis
coordinate of 54.2,
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If firms are estimating these percentages crudely, percentages like 10
percent or 25 percent or 50 percent should be very popular. This

phenomenon is called digit-preference. In fact, 1l percent was very

popular: firms may use 1 percent to mean "just a little." For the
largest firms, digit preference is quite marked, as the accompanying

. 7 . . .
histogram shOWS.4 The conclusion is that the percentages are being

estimated—quite-crudely by-the—largest—firms~

c. A Test of Consistency Over Time

A firm's sales should not vary wildly from month to
month. This suggests taking the ratio of maximum to minimum monthly

sales, as reported on EIA-9 over some test period. Large ratios (like

1,000) indicate a gross blunder: ''somebody got the decimal point
wrong.'" About 5 percent of the largest firms made gross errors (see
Table 3).48

In this case, the problem can be identified. The form
asks that sales volumes be reported not in gallons, but in "thousands

' Thus, sales of 1,357,123 gallons are to be reported on

of gallons.'
EIA-9 as "1,357." Tirms seem to find this confusing, and sometimes
report to the gallon. DTA personnel must then cross out the last

three digits, as part of the manual editing. Sometimes, they miss.

At other times, the form is filled out correctly, in thousands of

gallons, and DTA persomnel still cross out the last three digits.
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TABLE 3

PERCENTAGE OF GROSS ERRORS

STRATUM OVER 750

PERCENTAGE WITH RATIO
FOR PURCHASES OR SALES

5%

d.

10%

17

0%

1z

1%

Recommendations

The EIA-9 form should be revised for clarity: in
particular, volumes should be reported in gallons, not
"thousands of gallons."

More sophisticated computer edit routines should be
implemented to identify inconsistent responses.

Edit routines are designed to examine unusual cases;
they do not produce much information about the bulk
of the reports. On-going assessment of the quality
of the information collected by MDS would be
facilitated if a small random sample of forms were
taken each month for close review--for instance, in

telephone interviews of the respondents.
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6. Data Processing

This section describes work in progress, on errors introduced
during the data processing phase. To test this, a sample of completed
ETA-9 forms was drawn, and independently key—punched.50 Results are
being compared with the data in the MDS computerized data file. Dis-

crepancies will be resolved by going back to the original forms. This

test—is—not—yet—complete;-but-the-results_so far ipndicate that the
transfer of data from the forms to the computer at DTI is of reasonable

quality.

7. Consistency With Results Obtained From Other Sources

This section also describes work in progress. Volume esti-
mates derived from the Middle Distillate System will be compared with
volume estimates from the following EIA systems: P306-314-320 and

FEO 1000. This will provide additional information about the sample

frame and inconsistenpies in the definition of No. 2 heating oil.
Price estimates from MDS will be compared to those reported by the
Bureau of Labor Statistics and by Platt's. An attempt will be made to
compare the MDS frame to data derived from the Bureau of the Census
County Business Patterns. An attempt will also be made to compare the

MDS frame to data derived from the IRS "Statistics of Income.”



Y
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ITI. CONCLUSIONS AND RECOMMENDATIONS

A, INFORMATION MEANINGFULNESS

Information on average prices and gross margins does not provide a
basis for determining whether a market is competitive. Accurate descrip-

tive information on prices and gross margins could be useful for a pre-

lLiminaxry analysis-~==—trends-or—anomalies—in these series could prompt
further investigation. However, this information could not provide any

specific focus for such an inquiry.

B. INFORMATION ACCURACY

With a well-constructed sample survey, a user should be able to
determine how much confidence to place in estimates: their uncertainty

should be quantified. The Middle Distillate Price Monitoring System

does not appear to satisfy this criterion. It is difficult or impossible

to judge the accuracy of the estimates derived from this system.

® The frame appears to be seriously incomplete. Preliminary
estimates of undercoverage indicate that the frame misses
roughly one third of the firms in the target universe.
The impact of the non-sampling error this creates may be

large, but it is presently unknown.

] The definitions of No. 2 heating oil, used by firms in
different segments of the market are not consistent.
Again, this creates a non-sampling error which may be large,

but is presently unknown.
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® The sample design is not suited to the computation of
standard errors. Therefore, the impact of sampling error
on the estimates can be assessed only by making untestable
assumptions. With other equally practical designs,

standard errors can be computed directly from the sample.

® The non-response rate, whether measured by number of

firms or volume of o0il, is about 10 percent —- despite

the fact that responses are mandatory.

-] In some respects, Form EIA-9 and its instructions are

confusing to respondents.

i

e Answers are sometimes internally inconsistent, and edit

routines are not designed to detect these inconsistencies.

Recommendations follow for improving the quality of the information

collected by the system.

® The frame should be revised periodically. Firms that have
gone out of business should be dropped; new firms that
have come into the market should be added. After revision

of the frame, a new sample should be drawn. (See Sect. II.C.2.h.)

& Either the definition of No. 2 heating oil should be clar-
ified, or information should be collected on a better-
defined product class, such as: all middle distillate

fuel, or all No. 2 oil (heating and diesel). (See Sect, II C.2.E)

® The sample should be redesigned to facilitate computation

of standard errors, and reduce the burden of reporting.

(See Sect. IT C.3.b.)
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More effort should be put into contacting the non-respondents.

"(See Sect. II.C.4.)

More sophisticated computer edit routines should be implemented

to identify inconsistent responses. '(See Sect. II.C.5.)
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IV. NOTES AND REFERENCES

1. A copy of ETA-9 appears in Appendix D. The OMB clearance request
is in Appendix K. :

2. Appendix E contains a letter written by Frank Zarb to Congressman
John Dingell, dated June 25, 1976, which describes the proposed
monitoring system.

3. A complete history of the present system and its precursor appears
in Appendix A.

4, Ibid. The instruction sheet was changed to include more specific
clarifications on the confidentiality of data collected.

5. Appendix C contains these regulations.

6. Appendix B contains a list and description of all relevant Federal
Register notices regarding both the 1976-77 monitoring system and
the current system.

7. A map of the DOE regions appears in Appendix G.

8. Various flagging techniques are used to locate outliers.

9. The strata are defined in Appendix H.

10. This is an idealization., The actual non~response rate is 6.8
percent for stratum 1 firms and over 10 percent for the remaining
strata.

11. Appendix G contains a map of the DOE regions.

12. Appendix J contains a description and analysis of all formulas used
by OFR in its analysis of the MDS information.

13. 43 FR 2917-23, January 20, 1978.

14. Ibid.

15. Appendix I contains a copy of OFR's final report for the 1977-78
hearing season.

16. See 43 FR 24588, June 6, 1978, which explains the rules of the
evendentiary hearing.

17. Appendix F contains a sample copy of the Energy Data Report,

18. Appendix L contains a list of these 24 States.



19.

20.

21.
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Form P-110 collects information on direct non-product costs for
controlled products, only, albeit for all refined products, not
for No. 2 heating oil in particular. However, this form is
completed only by refiners. No comparable information exists for
wholesalers and retailers.

In March, 1978, the name of the Wholesale Price Index was changed
to the Producer Price Index, by the Bureau of Labor Statistics.

See Scherer, F. M. Industrial Market Structure and Economic

Performance, Rand McNally, 1970, for detailed description of the

problems associated with the use of profits as a tool in economic

22,

analysis.

This problem is inherent in the use of weighted averages. For
example, assume that a firm's price of delivered heating oil is
50¢/gallon and that of oil at the rack is 45¢/gallon. Further
assume that 50 percent of the product is delivered and 50 percent
is sold at the rack, in month "a." During this month, the
weighted average price will be 47.5¢/gallon. Now, assume in month
"b" that prices haven't changed, but that 60 percent of the oil is
delivered by a company while only 40 percent is sold at the rack.
Even though market prices have not changed, the weighted average

prices will be 48¢/gallon, an increase of 0.5¢.

See footnote 15, above

X7

26.
27.
28.

29,

30.

ITbid+5 Ch—IV:
Ibid.
Ibid.
Ibid.

The transcripts contain well over a thousand pages; consequently,
they were not included as an exhibit in this report. Information
concerning the procurement of the transcripts can be obtained
from DOE.

DOE, Fuel 0il Marketing Advisory Committee. ''White Paper on the
Competitive Viability of the Independent Fuel 0il Marketer,"
December 5, 1977. A copy of this paper appears in Appendix M.

Some of the types of market information included in the White
Paper were: (a) relative market shares of independent fuel o0il
dealers; (b) the change in this ratio over time; (c) various
profit margins for independent fuel oil dealers; (d) the change
in profits over time; (e) a breakdown of non-product costs; (f)
an analysis of customer payments schemes and their effects upon
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32.
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marketer liquidity; and (g) an analysis of firm turnover in the
market for No. 2 heating oil. Other information of a descriptive
nature is also presented.

Two standard texts:
Cochran, Sampling Techniques, Wiley, New York

Hansen, Hurwitz, Madow, Sample Survey Methods and Theory,
Wiley, New York

The sample design is unbiased, and the estimation procedure
essentially unbiased, as discussed below. That is why bias in

33.

__is reweighted to_adjust for non-response.

34.

35.

36.

the estimates should be attributed either to the frame or to
response bias (e.g., as would be caused by inconsistent defini-
tions).

In the first test (refiner sales = sales to ultimate consumers),
any column of oil is counted only once on each side of the
equation. 1In the second (sales to resellers = purchases by
resellers), double-counting affects both sides of the equation
equally. These comments assume that the forms are filled out
correctly, so that customers are correctly classified as either
ultimate consumers or resellers.

Totals are over a four-month period, Dec./77-Mar./78. If changes
in inventory are taken into account, the discrepancy becomes
larger. The percentage discrepancy 1is not affected if the sample
The estimates were

prepared by LBIL staff from the MDS computerized data files, and

checked in part by using MDS report writing programs. The '
estimated totals (adjusted for non-response) are shown below, in
billions of gallons.

Test 1: refiner sales = purchases by ultimate consumers

net refiner sales 14
sales to ultimate consumers 9
change in inventory of resellers (decrease) 1

Test 2: sales to resellers = purchases by resellers

sales to resellers 15
purchases by resellers 10

Handwritten notes to this effect were observed on completed
EIA~9 forms by LBL staff reviewing a sample of such forms.

This was reported to LBL staff interviewing resellers.

Comparison of EIA-9 with FE0-1000 and P306-314-320 also sheds some
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light on the definition problem, FE0-1000 data indicate that

No. 2 o0il (heating and diesel) accounts for roughly 90% of middle
distillate; roughly 2/3 of No. 2 o0il is sold as heating oil, and
1/3 as diesel oil. On this basis, No. 2 heating oil should
account for 60% of middle distillate production. For the four-
month period Dec./77-Mar./78, the following estimates are obtained,
in billionsof gallons.

EIA-9 net refiner sales of No. 2 heating oil 14
EIA-9 total sales of No. 2 heating o0il to ultimate consumers 9
P320 total refiner production of middle distillate 18
P306-314 total sales of middle distillate to ultimate

consumers. 16

(These estimates were kindly produced by EIA staff, on request
from LBL staff.)

The gap between the P320 production figure of 18 and the P306-314
ultimate sales figure of 16 is probably due to incompleteness of
the P306-314 sample frame —- the 1974 Market Shares Historical
File from which the MDS sample frame was drawn. This confirms the
incompleteness of the MDS sample frame. However, the gap here

is substantially less than the gap observed in MDS, pointing up
the importance of the definition problem. Even stronger evidence
exists for the dimportance of the definition problem: the FE0-1000
ratios applied to P320 volumes suggest that the production of

No. 2 heating oil should be 60% of 18 which equals 11, whereas on

EIA=9 the refiners report selling 1l4.

37.

38.

39.

Data Technology Industries (DTI) validation study of the Market
Shares Monitoring System, Sec. 5.1.6.3. DTI compared the 1974
and 1976 Dun & Bradstreet files for SIC codes 5982, 5983, 5984,
Assuming that the total number of firms was stable over the four
years 1974-78, but that in each year 10% of the firms yent out of
business and were replaced by new firms, then 1 - (.9) = 1/3 of
the firms now in the market would not be listed in the 1974
Market Shares Historical File, because they did not exist in 1974.
If the number of firms were growing, the situation would be worse.
In fact, DTI found some growth between 1974 and 1976.

This list is based on the Dun & Bradstreet file, covering SIC 5171,
5172, and 5983. National Business Lists claims to have eliminated
duplicates. LBL staff will check the list, on a sample basis, to
make sure that the firms on it do in fact sell heating oil. They
will also make some effort to check for duplicates.

Surveys on energy use in households are now being designed within
DOE.
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41.
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With area sampling, geographical units (like SMSAs or rural

counties) are selected at random; units with larger populations
are given higher probabilities to be selected. Telephone books
can then be used to construct frames within the selected areas.

This procedure can be used to sample smaller firms; if desired,
larger firms can be sampled from a list.

Surveys on energy use now being designed within DOE use variants
of area sampling.

The cells can be described in more detail as follows. There are
1-QF7.2.)

six—gize—strata—(annual—sales—volume;—1-974)—

Stratum 1 10,000,000 gallons or more

2 5,000,000 to 9,999,999 gallons
3 1,000,000 to 4,999,999 gallons
4 200,000 to 999,999 gallons

5 199,999 gallons or less

6

firms added to frame in 1977.

Some firms in the frame are classified as "multi-region,' that is,
selling in several DOE regions. Stratum 1 multi-region firms
constitute one cell; stratum 2 multi~region firms, a second cell,
and so on.

Some firms in DOE region 1 (New England) are classified as "multi-
state," that is, selling to several different states within DOE

42.

region 1. Stratum 1 multi-state firms in region 1 constitute a
cell, and similarly for the other strata and regions.

For the remaining (single-state) firms, the cells form a grid,
with rows for each state, and columns for each stratum. Some of
the cells, of course, are empty.

Some firms in a cell corresponding to one state do in fact sell
in several states, The volumes reported in the A-1 form for each
state sold to are weighted up by the reciprocal of the selection
probability, as is proper, and no bias is caused.

Let ¢ denote a typical cell. Each firm f in the sample from this
cell is assigned the same weight w.. (This is the reciprocal of
selection probability.) Suppose firm f in the sample reports
sales volume v_ at price p,., for some category of transactions
(like residential sales in New York). The estimate for total
volume sold in this category is

S=Y_w. *v

f 'f i
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The estimate for total revenue is

R = Zf We * Ve Peo

In these sums, the index f runs over all firms in the sample. The
estimate for average price (of all oil sold in the given class of
transactions) is then R/S.

The weights could be adjusted for non-~response, or to reflect the
relative sizes of the firms. This should improve the accuracy of
the estimates.

43.

In principle, ratio estimates are biased. In practice, this bias
is often negligible (Cochran, Chapter 6). It is not considered a
problem in MDS.

To take an extreme hypothetical example, suppose prices in a
universe list alternate in the following manner

.40 .60 .40 .60 ...

and a 1 in 2 random-start systematic sample is drawn. The standard
error is 0.10, but the data will be

.40 .40 L4000 Ll
or
.60 .60 60 ..., :

4b.

The variability in the estimate cannot be estimated from variability
in the data. There is no variability in the data. Less extreme
examples are sometimes observed in practice.

The size of a firm in 1974 is probably not well related to its sales
volume or prices, in 1978, so random-start systematic sampling in
MDS may be equivalent to simple random sampling. On this assump-
tion, it will be possible to compute the standard errors by the
usual linearization procedure (Cochran, Chapter 6). This will be
done for the final report.

A partial test of the hypothesis that the MDS sample is like a
simple random sample can be made, by looking at the relation
between price and 1974 size for firms in the sample. If a pattern
is found, the hypothesis can be rejected. As the example above
indicates, however, even if no pattern is found, the hypothesis
cannot be considered as proven.

For instance, redesign may make it possible simultaneously to re-
duce the size of the sample and to improve the precision of the
estimates. This is what "efficiency'" means. If the MDS sampling
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procedure is equivalent to simple random sampling, it will be
possible to compute the optimum sampling fraction in each cell.
This will be done in the final report. WNo justification has been
found for the sampling fractions used in MDS.

These figures were computed by LBL staff from the MDS computerized
data files, and cover the period Dec. /1977 to Mar./1978. The
"largest firms" are those in Stratum 1,

Weights should be adjusted for non-response. This will help reduce
non-response bias, but does not make the problem go away. Even
within a cell, non-respondents are apt to differ from respondents,

47,

48.

49.

50.

There is no substitute for a high response rate. In an attempt to
see how much bias is caused by non-response, it is proposed to
compare late-filers with early-filers, and perhaps to interview
some non-respondents.

These figures were computed by LBL staff from the MDS computerized
data files, and cover the period Dec./77 to Mar./78. '"largest
firms' are those in Stratum 1,

See footnote 47. Max/min ratios were also computed for purchases,
inventory, and capacity. Ratios to be examined include: purchases/
sales, sales/inventory, inventory/capacity.

It is also proposed to examine the ratio of state to total sales,
and ultimate/non-ultimate sales, for digit preference and stability
over time

While examining the ratios, LBL staff noticed that for some firms,
"reported capacity + reported inventory' is constant over time.
This suggest that such firms misinterpret '"capacity" as reserve
capacity = capacity - inventory.

Both errors were observed by LBL staff checking completed—--and
edited-- EIA-9 forms corresponding to records flagged during the
consistency tests described above.

The sample comprised all Stratum 1 companies, and a simple random
sample of 100 of the remaining firms. EIA-9 forms for the sample
companies were taken for the period Dec./77-Mar./78. The sample
was selected by LBL staff, and the forms were copied by DTI

staff. Keypunching was done at LBL, and the results compared with
the MDS computerized data files, copied onto tape for LBL by EIA
staff,






'"Middle distillate'" means any derivatives of petroleum, including
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V. GLOSSARY

kerosene, home heating oil, range oil, stove oil, and diesel fuel, which

have a fifty percent boiling point inthe ASTM D86 standard distillation

test falling between 371° and 700°F.

Products specifically excluded

from this definition are kerosene-base and naphtha-base jet fuel, heavy

fuel oils as defined in VV-F-815C or ASTM D-396, grades #4, 5, and 6,

intermediate fuel oils (which are blerids containing #6 o0il), and all

. . . . .4 A
speciality items such as solvents, lubricants, waxes and process oil.

NO. 2 HEATING OTLb.
Water | Car- Discillatlon Saybolt Kinematic D Speci- Cop-
and bon Temperatures, Viscoaity, a Viscosity, cSt fic per
¢rade of | Flash | Pour | Sedi- | Resi-~ | Ash 0°C (*F) Gravi- Strip Sul-
Fuel 0il [ Point |Point| ment due jweight - ty Corro- fur,
°c *c vol X | on 10 9 10% 90X Point | Unlversal Furol at At 38°C At 50°C | 60/60°F sion %
°F) t(°9) 1 Point at 38° C 50° ¢ (100°F) (100°F) {deg
Bot~ (100°F) (122°F) AP1)
toms,
- . Ty . o |

Min Max Hax Hax Max Max Min | Max | Min Max |Min [Mex | Min | Max | Min | Max Max Max Hax
Ko, 2 heating 3
oil. 38 or| ~6° | 0,05 0.35 | ... cee |282°0 338 | (32,8)| (379 (.. [.ov | 2.0%0 306 | oo | ... [0B762 | No. 3| 0.5
A distillate le- (20) (540) | (640) (30 win or
oil for gene~! gal legal
ral purpose {100)
heating for
use in bura~
ers not re-
quiring No.
1 fuel ofil

Further definitions will appear in the final report.

8pederal Energy Guidelines, Section 211.51, Paragraph 13,639.100.

American Society for Testing and Materials.

Part 23, D396.

1977 Annual Book of ASTM,
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APPENDIX A
BACKGROUND AND LEGISLATIVE HISTORY
Middle distillates, which include No. 2 heating oil, have been sub-

ject to price controls and price monitoring almost continuously from

1971 to the present. On July 1, 1976, mandatory price allocation con—;

trols were_removed_to a,qrandby_basisql In-place—of-mandatory—controlss

the Federal Energy Administration instituted the first price monitoring
system for middle distillates, to ensure that such prices remained
reasonable.2 The preéent monitoring system, used during the 1977-78
heating season, was developed as a result of experience gained from the

. ; . 3
first monitoring system.”’

In order to place the present monitoring system within its histor-

ical context and to establish its specific purpose, this Appendix will

provide a chronology and description of the Congressional legislation
and Executive orders and regulations which have affected the market for
middle distillates since price controls were introduced in 1971. It is

. not the intent of this report to comment on these policies. However,

by closely examining the current system in the context of its established
purposes, the remainder of the report can determine how successfully

the system has fulfilled these intents and purposes.

A. Price Controls Prior to the Emergency Petroleum Allocation Act of 1973

1. Phase I Price Freeze
In passing the Economic Stabilization Act of 1970, the Congress

granted to the President the authority to institute general price and



wage controls.5 On August 15, 1971, one year later, the President pro-
claimed a ninety-day freeze on almost all consumer prices and wages, in
order to "stabilize the economy, reduce inflation, minimize unemployment"
and "to improve our competitive position in world trade and to protect
the purchasing power of the dollar."6 He established a Cost of Living

Council with the dual purpose of administering the controls and devising

=

post-freeze programs to stabilize prices.’

The August price freeze resulted in the fixing of No. 2 heating oil
prices at seasonally low summer levels. During a normal year, according
to the Bureau of Labor Statistics estimates, winter prices tend to exceed
sumner prices for No. 2 heating oil by an average of 3.6 percent, exclu-
sive of secular inflationary movement.8 However, as Figure A-1 shows, these

prices did not rise during the 1971-72 winter, but remained at their

and retailers were required to absorb increased costs usually associated
with the winter months and that their profits were reduced for that

period.

2. Phase II Price Controlg

Phase II of the President's Economic Stabilization Program began in
November of 1971, immediately after the ninety-day price freeze had
ended, and lasted approximately fourteen months. During this period,
firms were allowed to charge prices in excess of pre-freeze levels
only to reflect allowable cost increases in effect on or after November

14, 1971, reduced to reflect productivity gains.lO However, these price



increases were allowable only if they did not result in higher profit
margins for the firms.11 Furthermore, firms with annual sales in excess
of $100 million were required to prenotify a newly established Price
Commission for approval.12 Though Phase II regulations allowed for some

seasonal price adjustment, such rules did not pertain to most marketers

of home heating oil.13 Consequently, during all of Phase II, these prices

continued to be controlled at levels corresponding to the low base
level of August 1971. During this fourteen-month period, No. 2 heating
0il prices rose by only 0.6 percent, from 19.67 to 19.79 cents per

gallon.14

3. Phase III Voluntary Price Standards
On January 11, 1973, approximately one and one-half years after the

initial price freeze, President Nixon enacted the third part of his

-_economic—program, which removed-mandatory-controls frommest—market

prices.15 The purpose of removing mandatory price controls was to allow
for continued economic growth, which, the administration believed, was
being inhibited. Under Phase III, heating oil prices could be increased
without regard to préfit margins, prior notification, or approval of

the government. However, if price increases were judged to be

unjustifiable, general or sectoral, price controls could be reinstated.

Heating oil prices increased markedly when mandatory controls were
removed in January 1973. No. 2 heating oil prices, which had risen by
only 0.6 percent during the previous sixteen months, rose by 6.9 percent

in the 60 days following Phase II decontrol.16 As a consequence of



increased prices among most refined petroleum products, the Cost of

Living Council enacted Special Rule No. 1, which imposed price restric-

tions upon petroleum firms with annual sales of $250 million or more.l7

The Council ruled that the price increases that occurred during January
and February of 1973 were justifiable and need not be rolled back.18

However, subsequent prices could be increased by more than 1.5 percent

over Phase II levels oﬁi&riquhé increase did not lead to higher profit
margins.19 Nevertheless, average heating oil prices increased by 4.4
percent between March and June, 1973, in part because Special Rule No. 1

applied only to the 23 largest petroleum firms.20

4. Phase IV Price Controls
A second general price freeze, lasting for a period of sixty days,

was proclaimed by President Nixon in June of 1973, five months after
21

s f———hff~ﬁwmandatorymcontrolsterewreplaced~by'PhasewIIIﬁvoluntaryfcontrulc.
Figure A-1 shows that No. 2 heating oil prices rose by 10.5 percent during
these five months.22 Phase IV, which followed the price freeze, restored
general price controls which were similar to those which existed during
Phase II. Prices could rise to reflect a dollar-for-dollar cost pass-
through of increased production costs, but no additional increases in

net profit margins were allowed.

In addition to these general economic controls, Phase IV established
particular regulations with regard to the pricing of petroleum products.
Prices in excess of a ceiling price, not rationalized by cost pass-
through, had to be rolled back. During the three month period follow-

ing Phase IV's enactment, prices of No. 2 heating oil rose by 1.35 percent.



This modest increase ended abruptly during the Arab 0il Embargo, which

began in October 1973. Even with price increases limited to costs which

could be passed-through, No. 2 heating oil prices rose by almost 60
percent, from 23.7 to 37.6 cents per gallon, during the following

23

twelve months.

B. The Emergency Petroleum Allocation Act and the Decontrol of Middle

Distillates

In November 1973, one month after the oil embargo began, Congress
passed the Emergency Petroleum Allocation Act of 1973 (EPAA).24 The -
purpose of the act was to miniﬁize the adverse impacts of the shortages
of crude oil, residual fuel oil and petroleum products and resultant
dislocations in their national distribution system.25 The act directed
the President to accomplish this goal by promulgating regulations for

the mandatory allocation and pricing of these products.26 These regu-

1]

lations must, "to the maximum extent practicable,' provide for the ful-

fillment of nine specific objectives.27 Two of these objectives are of
particular importance to the price (as opposed to the supply) of middle
distillates:

1) preservation of an economically sound and competitive petro-
leum industry; including the priority needs to restore and foster
competition in the producing, refining, distribution, marketing

and petrochemical sectors of such industry, and to preserve the
competitive viability of independent refiners, small refiners, non-—
branded independent marketers, and branded independent marketers...

2) equitable distribution of c¢rude oil, residual fuel oil, and
refined petroleum products at equitable prices among all regions
and areas of the United States and sectors of the petroleum indus-
try, including independent refiners, small non-branded independent
marketers, branded independent marketers, and among all users.

28



The EPAA did not contain provisions for the permanent removal of
price and allocation controls for any of the controlled products.30 A
petroleum product could be exempted from the regulations if the latter
were no longer needed to fulfill the objectives of the EPAA, but this
exemption could last no more than ninety days.31 In December 1975, Con-

gress approved the Energy Policy and Conservation Act (EPCA),32 which

among other things amended the EPAA by allowing the permanent—exemption
of individual petroleum products from mandatory price and allocation
controls.33 This legislation provides that a product may be exempted
from price controls if the exemption is consistent with the objectives
of the EPAA and it is found that "competition and market forces are
adequate to protect consumers and that exempting such oil or refined
product category will not result in inequitable prices for any class

of users of such oil or product."34

The EPCA also provided conditions whereby products which have been
exempted from mandatory controls can be recontrolled. Tor any such

oil or product,

the President shall have authority at any time thereafter
(exemption) to prescribe a regulation or issue an order respect-
ing either the allocation of amounts, or the specification of
price or the manner for determining the price, of any such oil

or refined product category upon a determination by him that such
regulation or order is necessary to attain, and is consistent with
the objectives specified in section 4(b) (1) [of the EPAA]. 30

Pursuant to the provisions of the EPCA, the Federal Energy Adminis-

tration (FEA) conducted a study in 1976 to determine whether middle



distillates and other refined petroleum products should be exempted
from mandatory price and allocation controls. FEA's conclusions were
published in its report, '"Findings and Views Concerning the Exemption
of Middle Distillates from Mandatory Petroleum Allocation and Price
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Regulations. It concluded that middle distillates were no longer

in short supply and that the market forces were strong enough to pro-

tect consumers. On behalf of the President, FEA submitted an amendment
to exempt middle distillates from the controls on June 15, 1976.37
Neither House of Congress disapproved the amendment; consequently, con-
trols were removed fifteen days later, on July 1, 1976. 1In its "Findings
and Views'" report, the FEA supported, by several arguments, its conten-
tion that supplies, prices, and competition in the middle distillate

market would not be adversely affected by removal of mandatory controls.

~————The—report——concluded—that:

(1) there was not shortage of middle distillates;

(2) ample excess refining capacity has existed in recent years;

(3) independent refiners and retailers had increased their market
shares to those of the major oil companies over preceding years;

(4) profit levels were near historical levels and were normal com-
pared to other industries of similar risk;

(5) during the control period, firms did not usually charge the
maximum allowable price; market forces, not controlled prices,
were effectively regulating price levels;

(6) a moderate increase in middle distillate prices would not

create serious economic disturbances.



The middle distillate price monitoring system (MDS) is not
explicitly required in the Code of Federal Regulations. The regulations
were simply amended by adding the following sentence:

Section 210.35 of Part 210 is amended by addition of a paragraph

(b) to read as follows: (b) No. 2 heating oil and No. 2-D diesel

fuel are exeq?t from the provisions of Part 211 and Part 212 of
this chapter. 8

Howeverjy—prior—to—the--July- l1-exemption-dates;—TFEAls—administrator;—Frank
Zarb, made an agreement with some members of Congress that the FEA would
monitor middle distillate prices when controls were removed. The
purpose of price monitoring would be to assure that no subsequent "un-
warranted" price increases occurred.4® While the MDS was designed only
to monitor prices, FEA also enacted "set-aside" procedures to ensure

that independent suppliers of middle distillates would receive needed

supplies. This report, however, deals only with the price monitoring

~ system.

C. The 1976-77 Monitoring System

The first system monitored refinery, Wholesalé and retail price
levels for No. 2 heating oil and No. 2-D diesel fuel, and began during
the 1976-77 heating season.41 Furthermore, actual average retail prices
were compared to a calculated price level which would most likely have
existed if controls were still in effect. If actual average retail
prices exceeded this index price level by more than two cents per gallon,
a "trigger" was set off, whereby the FEA would call for public hearings
to investigate possible remedial action. This trigger mechanism oper-
ated for the nation as a whole, and in addition, for each of the four

FEA regions.
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The index or trigger price for retail sales of No. 2 heating oil
was calculated by taking the average volume-weighted price which pre-
vailed just prior to decontrol, and adjusting this for changes in pro-
duct costs, changes in the cost and volume of heating oil imports, and
the seasonal variation in prices. The FEA added to this a two-cent per

gallon flexibility factor, "to allow for statistical error, inherent

deficiencies with the operation of the price index, and short-term
. 42 . . .
market aberrations." Region-specific data were used for calculation

of the regional indices.

The index price consisted of three parts: a domestic price com-
ponent, an import component, and the two-cent per gallon flexibility
factor. The domestic component was calculated by adjusting the pre-
exemption (June 1976) price of No. 2 heating oil for average ipcreased

e production costs. Included in this adjustment factor were_increased

crude o0il costs accumulated up to the month prior to calculation of

the index, and increased non-product costs for refiners, wholesalers,
and retailers up to two months prior to calculation of the index.4
Since no information was collected regarding specific non-product costs
of retailers and most wholesalers, increased wages for truckers and
warehousemen were used as a proxy for all increased non-product costs
incurred by these distributors. Domestic costs were adjusted by a
seasonal variation factor. The import component accounted for incfeased
No. 2 heating oil import costs up to two months prior to célculation of
the index, along with volumetric changes in the proportion of heating

0il imported during different times of the year.
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If the national average price or any of the regional average prices
exceeded its respective index value by more than two cents per gallon,
FEA would hold public hearings within ten days to identify the reasons
the index price was exceeded, and it would take appropriate action with~-
in another ten days if such was needed to restore prices to or below

the index level. Such remedial action could include complete or partial

—reinstitution of price c¢ontrols and/orallocation controls.

Data for the monitoring of prices were collected through three

4
questionnaires: FEA forms P-112, P-110 and P—-302.4

It should be noted that these same instruments were used for the
1977-78 monitoring system (though P-112 is now called EIA-9). P-112
was developed specifically for the monitoring of middle distillate

prices. It provided monthly data concerning the price, cost and volume

7 6%7N6;7é Eééfiﬁégbiiwsold by a saméigﬂof firms in each sector of the

market. The form was completed by a stratified sample of approximately
600 refiners, wholesalers, and retailers ffom a universe believed to
consist of approximately 7400 firms.és P-110 is completed by refiners
only, and contains information regarding production costs for petroleum
products that are still subject to mandatory allocation and price con-
trols. P-302 is completed by all refiners and by resellers and retail~
ers with petroleum product sales in excess of $50 million annually. It
collects price, product cost, and volume data for all petroleum products
sold, including middle distillates. The FEA published average price
data compiled from these forms on a monthly basis during the 1976-77

heating season.
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Data for calculating the index were collected two ways: by a
wéekly telephone survey during the heating oil seasdn, and by written
questionnaire (Form P-112) on a monthly basis. Preliminary estimates
of the index price were made from the weekly telephone survey data and
aggregated into monthly data on the basis of a moving average. These

estimates were updated when the more complete monthly questionnaire

data were recelved.

During the 1976-77 heating season, the trigger mechanism was
activated when retail prices in the Northcentral region exceeded the
trigger price level by 0.4 cents per gallon in January and by 0.2 cents
per gallon in March.47 The FEA held regional public hearings for the
Northcentral region in April and conducted a national hearing in August,.
but no remedial actién was taken. In other cases, preliminary data

from the weekly telephone survey indicated that the trigger was exceeded

in other regions, but final monthly data ultimately showed that this

had not been the case. '

D. The 1977-78 Monitoring System

After holding public hearings and evaluating the performance of the
MDS during the prior heating season, the Department of Energy, which
succeeded the FEA in October 1977, eﬁacted several changes for the
1977-78 heating season. Three significant changes were made with regard

to data collection: 48

(1) The weekly telephone survey was eliminated; consequently, all

MDS data would be collected by written questionnaires completed monthly
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during the heating season. The same questionnaires (P-112, P-302 and
P-110) were to be used, though P-112 was renamed EIA-9 after the instruc-
tion sheet was revised.49 The weekly telephone survey was eliminated,
according to DOE, because it was '"too confusing and also introduced

50
additional statistical reporting errors."

(2) The sample size for EIA-9 was increased from 600 to 1400 firms,

in order to improve the accuracy of the data and to allow DOE to calcul-
ate aggregate price averages for ten, rather than four, regions. Further-
more, price data would be published for several individual states which

used significant quantities of heating oil.

(3) Monitoring of No. 2-D diesel fuel was eliminated since most
interested parties were more concerned with heating oil prices. As a

result, the system became No. 2 Heating Oil Price Monitoring System.

Several changes were also made with regard to data analysis:

(1) The trigger mechanism was eliminated.

(2) 1In addition to average prices, average gross margins, which

represent the per unit difference between a firm's sales and purchase

price of petroleum, were to be calculated for wholesalers and retailers.

(3) Average refiner prices would be compared with a refiner price
index, and average retail and wholesale gross margins would be compared
to applicable gross margin benchmarks, all on a monthly basis during the

heating season.
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(4) An ad hoc subcommittee of DOE's Fuel 0il Marketing Committee
was formed to advise the Economic Regulatory Administration as to what
action it should take regarding middle distillate pricing and allocation

policy.

The January 20, 1978, Federal Register specifies that the

overall task to be carried out in the implementation of the EPAA by

this system is to evaluate '"the nature and intensity of competition in
the heating o0il market and the economic viability of wvarious sectors of

nol Further, it specifies four steps in the data collec-

the market.
tion and analysis process, as well as who will take them. These steps
are:

(1) EIA will collect questionnaire data for No. 2 heating oil

from a sample of firms and shall publish aggregate price and gross mar-

gin—figures for refiners;—wholesalers, and retailers for the tem DOE
regions and the nation as a whole.

(2) These data will be analyzed each month by an ad hoc subcom-
mittee of DOE's Fuel 0il Marketing Committee, which is composed of in-
dustry, consumer, and State energy office representatives. The Sub-

committee was to make recommendations to OFR.

(3) OFR will analyze the data and the Subcommittee's recommenda-
tions. At the end of the heating season, it was to publish a final re-
port which included its own analysis and recommendations. In a extreme
situation, such as another oil embargo, OFR could recommend the reimpo-

sition of price controls. Under less extreme conditions, OFR could,
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if it found prices unreasonable, recommend:
(a) audits of individual firm records;
(b) public hearings regarding the price of No. 2 heating oil;

(¢) voluntary price restraints.

(4) DOE's Office of Administrative Review (OAR) was to hold an evi-

dentiary hearing in August for the purpose of evaluating the performance

of all levels of distribution of the heating oil industry and the need
for any further regulatory action. The hearing was to consider all
information gathered by EIA, along with any other relevant data used by
OFR or participants in the hearing. After considering the testimony,
OAR would "transmit its findings to the [Economic Regulatory Adminis-
tration] for a determination by the Administrator as to what further

52
regulatory action, if any, is needed."

' This hearing was held August 21-29, 1978. At the time of this in-

terim report, the Hearing Officer was still considering the submissions.
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APPENDIX A REFERENCES

See 41 F.R. 24516 (June 16, 1976).
41 F.R. 41155 (September 21, 1976).

Appendix B (Federal Regulations) contains a list of all Federal
Register notices which are related to the Middle Distillate Price
Monitoring System used during both the 1976-77 heating season and
the 1977-78 heating season.

‘éeémdéig;k;'iéii;ZB, Jandary 20;m1978, for a description of the

current Middle Distillate System; see 41 F.R. 41155-62, Septem—
ber 21, 1976, for a description of the first Middle Distillate
System.

Pub. L. No. 91-380, 84 Stat. 799 (August 18, 1970).

Executive Order No. 11615. 3 C.F.R. 1971-1975 Comp., 602 (August
15, 1971).

Executive Order No. 11615, 3 C.F.R. 1971-1975 Comp., 602, 603 (Aug-
ust 15, 1971).

41 F.R. 41160 (September 21, 1976).

Bureau of Labor Statistics, U.S. Department of Labor. These fig-
ures, compiled for the Consumer Price Index, are published monthly
in the BLS publication entitled '"Retail Prices and Indexes of Fuels
and Electricity." BLS data are used because they represent the
only continuous No. 2 heating oil price information from 1970 to
present.

Executive Order No. 11627, 3 C.F.R. 1971-1975 Comp., 621 (Octo-
ber 15, 1971).

36 F.R. 21792-3 (November 13, 1971).
36 F.R. 21788 (November 13, 1971) (codified at 6 C.F.R. Sect.101.11.).

36 F.R. 21794, Prices in excess of August 15 levels could be
charged if actual prices were higher "during the first 30 days of
the period following the seasonal price adjustment in the preceding
year.'" This generally was not the case for No. 2 heating oil. BLS
figures show that average residential prices on August 15 were
higher than during the previous winter.

Bureau of Labor Statistics, "Retail Prices and Indexes of Fuels and
Electricity."
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15. Executive Order No. 11695, 3 C,F.R. 1971-1975 Comp., 741 (Janu-
ary 11, 1973).

16. Bureau of Labor Statistics, "Retail Prices and Indexes of Fuels and
Electricity."

17. 38 F.R. 6283,4 (March 8, 1973).

18. 38 F.R. 6283, 6284 (March 8, 1973).

19. 38 F.R. 6283, 6284 (March 8, 1973).

20.Bureau of Labor Statistics, 'Retail Prices and Indexes of Fuels and
Electricity."

21. Executive Order No. 11723, 3 C.F.R. 1971-1975 Comp., 769-770 (June
13, 1973). -

22. Bureau of Labor Statistics, "Retail Prices and Indexes of Fuels
and Electricity.”

23. 1Ibid.

24. Pub. L. No. 93-159, 87 Stat. 627 (November 27, 1973), codified, as
amended, at 15 U.S.C.A. Sect. 751 et seq. (1978) (hereinafter Pub.
L. No. 93-159).

25, Pub. 1. No. 93-159,Sect. 2(b), codified_at 15 U.S.C.A. Sect._751(b)
(1978).

26. Pub. L. No. 93-159,Sect. 4(a), codified, as amended, at 15 U.S.C.A.
Sect. 753(a) (1978).

27. Pub. L. No. 93-159, Sect. 4(b)(l), codified, as amended, at 15
U.S.C.A. Sect. 753(b) (L) (1978).

28. Pub. L. No. 93-159, Sect. 4(b)(1)(D), codified, as amended, at 15
U.S.C.A. Sect. 753(b)(1)(D) (1978).

29. Pub. L. No. 93-159, Sect. 4(b)(1)(F), codified, as amended, at 15
U.S.C.A. Sect. 753(b) (1) (F) (1978).

30. But see Consumers Union v. Sawhill, 525 F2d 1068, (1975) when the
Temporary Emergency Court of Appeals, en banc, concluded that it
was within the FEA's discretion to exempt new oil from price ceil-
ings in order to facilitate an overall scheme of crude oil price
regulation that met the conflicting Congressional purpose to the
maximum extent practicable.

31. Pub. L. No. 93-159, Sect. 4(g) (repealed 1975).
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Pub. L. No. 94-163, 89 Stat. 871 (December 22, 1975) (relevant
portions codified at 15 U.S.C.A. Sect. 751 et seq.) (hereinafter
Pub. L. No. 94-163).

Pub. L. No. 94-163 Sect. 455 (amending the EPAA by adding Sect. 12),
codified at 15 U.S.C.A. Sect. 760

Pub. L. No. 94~163 Sect. 455 (amending the EPAA by adding Sect. 12),
codified at 15 U.S.C.A. Sect. 760

Ibid.

‘Federal Energy Administration. '"Findings and Views Concerning the

Exemption of Middle Distillhtes from Mandatory Petroleum Allocations
and Price Regulations," June 15, 1976.

41 F.R. 24516 (June 16, 1976).
Ibid.. 24518.

Letter from Frank G. Zarb,'Federal Energy Administrator, to Congress-
man John D. Dingell, dated June 25, 1976.

41 F.R. 30282 (July 22, 1976).

See 41 F.R. 41155 (September 21, 1976), for a description of the
first Middle Distillate Price Monitoring System.

41 F.R. 41155 (September 21, 1976).
Originally there was also established a two-month lag in the com-
putation of crude oil cost increases to refiners. 41 F.R. 41155

(September 21, 1976). This lag was lessened to one month on Feb-

ruary 16, 1977, so that refiners would not have to absorb OPEC price
increases for an additional month. 42 F.R. 9415.

Letter from Nathan H. Finch, Clearance Officer of Federal Energy
Administration, to Elmer B. Staats, Comptroller General of the
United States, dated July 22, 1976.

Ibid., p. 4

Data were published in FEA's '"Monthly Energy Review,' "Monthly
Petroleum Statistics," "Quarterly Report to Congress,' and "Monthly
Report to the President."

FEA analyzed these situations in 42 F.R. 36184-219, July 13, 1977.
Letter from Nathan H. Finch, Clearance Officer of Federal Energy

Adnministration, to Elmer Staats, Comptroller General of the United
States, dated September 13, 1977.
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Ibid. The instruction sheet was changed to include more specific
clarifications on the confidentiality of data collected. However,
P-112 and EIA-9 collected the same data types. See source for
Reference 48,

Ibid., p. 5.

See 43 F.R. 2917-23 (January 20, 1978), for a detailed description
of the Middle Distillate Price Monitoring System used during the
1977-78 heating season. The Office of Fuels Regulation delegated
this task to an independent contractor, but the results were not
ready by the August 1978 evidentiary hearing on whether mandatory

52.

price controls for middle distillates should be reinstated.

43 F.R. 2921 (January 20, 1978).
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41

41

41

41

41

Entry
FR 17512 (-15)

FR 22591
FR 24516 (-21)

FR 30282 (-306)

FR 34008

FR 36352 (& 55)

FR 41155 (-62)

Date

4/26/76

6/4/76

6/16/76

7/22/76

8/12/76

8/27/76

9/21/76

APPENDIX B

FEDERAL REGULATIONS

FEA preliminary study concludes that middle
distillates should be exempted from Mandatory
Petroleum Allocation and Price Regulations.
FEA will submit necessary amendments to Code
of Federal Regulationsl and announces that it
will hold public heariﬁgs on its preliminary
findings.

Environmental assessment of proposed exemption
of middle distillates from mandatory regulations.

FEA adopts proposed amendment exempting middle
distillates from mandatory controls.

FEA proposes post-—-exemption monitoring system for
middle distillate prices. It announces that

upcoming public hearings on this subject will be
held.

Technical clarification of exemption amendments.
FEA establishes the Fuel 0il Marketing Advisory
Committee, and explains| the committee's duties,

function, and provisions.

FEA adopts proposed price monitoring system, with
changes.




41

42
42
42

42

42

42

42
42

42

FR

FR

FR

FR

FR

FR

FR

FR

FR

FR

Entry

42977

4545 (-26)

9415 (18)

12082

16807 (-11)

27936 (-41)

36184 (-219)

39134
54334

54444 (=50)

Date

9/29/77

1/25/77

2/16/77

3/2/77

3/30/77

6/1/77

7/13/77

8/2/77
10/5/77

10/6/77

Topic

FEA announces meeting éf Fuel 0il Marketing Advisory

Committee (FOMAC).

i
1

FEA announces that upcoming public hearings will be
held in Boston and Minneapolis regarding middle
distillate supply adequacy and prices.

FEA revises "trigger" formula so that crude oil
costs will be calculated with a one-month, rather
than two-month, time lag.

FEA announces upcoming

FOMAC meeting.

FEA announces that North Central region prices have
exceeded the index price, for No. 2 heating oil,

during January and March, 1977.

public hearings on the
Chicago.

It announces that
-subject will be held in

FEA announces that reg%onal public hearings will
be held regarding the performance of the middle

distillate price monit

1976~77 heating season!

oring system during the

FEA analysis of the performance of the monitoring

system from June, 1976
an analysis of why the

FEA announces upcoming
FEA announces upcoming
FEA proposes plans for
during 1977-78 heating

public hearings on the
Boston, NYC, and Chica

to April, 1977, including
"trigger'" went off.

FOMAC meeting.

FOMAC meeting.

revised monitoring system
season, and announces

subject will be held in
20 .
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42

43

43

43

Entry
FR 55132 (~33)

FR 59488 (-90)

FR 2917 (-23)

FR 16380

FR 17393 (-97)

FR 20276 (-77)

FR 21347

FR 24588

Date
10/13/77

11/18/77

1/20/78

4/18/78

4/24/78

5/11/78

5/17/78

6/6/78

Topic
DOE announces upcoming
DOE announces the reins
set-aside procedures fo

effective through March

DOE announces adoption

FOMAC meeting.
titution of special
r middle distillates,
s, 1978,

of a revised middle

distillate price monitoring system for the

1977-78 heating season.
DOE announces upcoming
DOE's Office of Hearing

announces preliminary p
August, 1978, evidentia

FOMAC meeting.

s and Appeals (OHA)
rocedures for the
ry hearing.

OHA extends deadline for comments and petitions

regarding the August ev
DOE announces upcoming

OHA announces final pro
regarding the August ev

identiary hearing.
FOMAC meeting.

cedures to be followed
identiary hearing.
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EFFECTIVE DATE: January 20, 1978.

ADDRESS: Committee for Purchase
from the Blind and Other Severely
Handicapped, 2009 14th Street North,
Suite 610, Arlington, Va. 22201.

FOR FURTHER INFORMATION
CONTACT:

C. W. Fletcher, T03-557-1145. -

SUPPLEMENTARY INFORMATION:
On October 28, 1977 and November 11,
- 19717, the Committee for Purchase
from the Blind and Other Severely
Handicapped published notices (42 FR
568772) and (42 FR 58774) of proposed
additions to Procurement List 1978,
November 14, 1977 (42 FR 59015).
After consideration of the relevant
matter presented, the Committee has
determined that the commodities
listed below are suitable for procure-
ment by the Federal Government
under 41 U.5.C. 46-48(c), 85 Stat. 77.

c-2
 NOTICES

Dated: January 16, 1878.

Frawncis C. Capicaw, Jr.,
Colonel, MC,
Director, Biomedical Laboratery.

{FR Doc. 78-1649 Filed 1-19-78; 8:45 am)

[3728-01]
DEPARTMENT OF ENER@V

VOLUNTARY AGREEMENT AND AN ©F
ACTION TO IMPLEMENT THE INTERNATION.-
a ENERGY FROGRAM :

{Aoctings

In accordance with section
252(e)1AX1D) of the. Energy - Policy
and Conservation Act (Pub. L. 94-163),
notice is hereby provided of the fol-
lowing meetings:

A meeting of Subcommittee A of the
Industry Advisory Board (I1AB) to the
International Energy Agency (IEA)
will be held on January 23, 1978, at

Accordingly, the following commod-
ities are hereby added to Procurement
List 1978:

Crass 7530
Notebook, Btenographer's (IB), 7530-80-
223-7939, quantity increased from

2,100,000 snnually to 100- percent of the
Government's annual requirements. -

CLass 1670
Message Dropper (SH), 1870-00-797-4495.

E. R. ALLey, Jr.,
Acting Executive Director.

{FR Doc. 78-1619 Filed 1-19-78; 8:45 am]

(3710-08]
DEPARTMENT OF DEFENSE
- —— Dopartmoent-of-the-Avmy.

the offices of Bxxon Corp.;
Avenue of the Americas, New York,
N.Y. beginning at 9:30 a.m. The
agenda is as follows:

1. Opening remarks.

2. Finalize proposed test guide for Alloca-
tion Systems Test-2 (AST-2) including:

(a) Review comments on . preliminary
guide moade by Reporting Companies and
National Emergency Sharing Organizations
(NESOs),

(b) Review ltems covered in Exxon,telex
dated December 22, 1977, to IEA Secretar-
iat.

(c) Handling of base pericd finsl consump-
tion.

3. Review Gulf propoaal for data to be
used by the Industry Supply Advisory
Group (ISAG) in AST-2.

4. Review ISAC work procedures n evalu-
ating Phase 2 offers in AST-2. ! .

6. Review ISAG dats formadts.
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4. Review Secretariat proposal for revised
hawdiing of base period final consumption.
6. Future work program,

A meeting of the Industry Advisory
Board (IAB) to the International
Energy Agency (IEA) will be held on
January 28, 1978, at the offices of
Mobil Oi1 Corp., 160 Bast 42nd Street,
Kew York, ¥.Y., beginning at 9:30 a.m.
The agenda is as follows:

1. Opening remarks by Chairman includ-
ing:

(a) Communications to and from IEA.

(b) Report on meeting of the Standing
CGroup on Ewmergency Questions (8EQ) of

-~ December 13, 1977,

2. Matters arising from record note of IAB
meeting on December 1, 1977.

. 8. Position of Reporting Companies nnder'

(8) EEC competition regulations.

{b) U.S. Voluntary Agreement.

4. Report by IEA Secretariat on status of
National Emergency 8having Organizations

S).
6. Report on and discussion’ of work of

fo51—Subcommittee-A, including:

() Spring 19?8 Allocations Systems Test,
including:

i. Approvel of final test guide and nsﬂaciat
ed procedures. =

il. Review of clearances required for data
seen by ISAG members.

iii. Review of status of other governmen-
tal or }egrl clearances required for AST-2,

iv. Future work program.

(b) Review of IEA BSecretariat’s revised
proposal for hendling base period final con-
sumption data.

8. Report on and discussion of work of
Subcommittee C, including:

(a) Extraordinary and additional costs.

(b) Bettlement of disputes.

{c) Pricing in an emergency.

(d) Membership of subcommittee.

7. Report on Industry Supply Advisory
Group (ISBAG).

8. Dates and venues of future meetings of
IAB and subcommitiees.

As provided in gection

CHEMICAL SYSTEMS LABORATORY HUMAN
USE COMMITTEE

Moating

Notice is hereby given of a meeting
of the Chemical Systems Laboratory
Human Use Commitiee from 10 a.m.
to 4 p.m. on February 8, 1978, and if
necessary because of weather or need
for continuation of discussion on Feb-
ruery 9, 1978. These meetings will be
_held in room 14 of the Biomedical Lab-
oratory, building 3100, in - the

Edgewood area of Aberdeen Proving .

Ground, »4d.

The Committee will review and dis-
cuss a protocol for testing the demili-
tarization protective ensemble in a
chemical environment. Meetings will
be open to the public, but will be um.it,-
ed to space available.

Col. Francis C. Cadigan, Jr., Direc-
tor, Biomedical Laboratory, Aberdeen
Proving Ground, Md. 21010, 301-671-
8018, will furnish summaries of the
meetings and rosters of commiitee
members upon request.

v
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8. Review reference materials requlx'ed by
ISAG in AST-2. )

7. Future work program.

(a) Plans for NESO and Reporting Com-
pany briefing meetings—gchedule, agenda
participation and responsibility.

{b) Schedule fozx other metmga mmred
prior to AST-2.

(¢) Tentative echedule af meet&ngs ve-
quired following AST-2,

A meeting of-Bubcommittee A of the
Industry Advisory Board to the Inter-

national Energy Agency (IEA) will be .

held on Jenuary 24 and 325, 1978, at
the offices of RExxon Corp., 132561
Avenue of the Americas, New York,
N.Y,, be at 9 a.m. on Jazm&ry
24. The e,genda. is as fonows:

1. Opéning remarks.

ABT-2.

8. Review items relnted to AST-3. :

-(a) Proposed data to be used by ISAQG.

(b) Status of government legal cleamnces
required.

{¢) ISAG work prooedures for evaluation
of Phase 2 offers. .

(d) ISAG data forinats.

(e) Reference material required by ZBAG

(f) Plans for Reportmg Company/NESO
briefing meet.ings -

2. Approve proposed final test guide for

262(eX 1} AXI) of the Energy Folicy o

and Conservation Act, these meetings
will not be open to the public. As pro-
vided by section 208.32 of DOE regula-
tions, IEP requirements and unontici-
pated procedural delays in processing
this notice require the usual ceven day

L notice peried to be shortened.

Issued in Washington, D.C., Jinuasry
18, 1978.

. WILLIAM S. HWFMI&G&R. »
~ Director of Administration,
Deparitment of Energy.

- {¥R Doc. 78-1022 Filed 1-19-78; 8:45 o)

[3128-97] . _
" Beonomls ﬁe@u!m@ry Adaalnlstvation

SVSYEM 7O MONITOR ND. 2 (RDME)
REATVING O PRICES

Notleo of Adeplion

AGENCY: Economic Regulatory Ad-
ministration, Department of Energy.

ACTION: Notice of udommn of wmoni-
toring system.

- Aﬂ&
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-BSUMBMARY: The Iconomic Regula-
© tory Administration (“ERA”) of the
Department of Boergy (“DOE”)
hereby announces the adoption of a
psystem to be uged by ERA to monitor
No. 2 heating oil (also referred to as
home heating oil) prices during the
current heating season (November
- 1977 through Riarch 4078). The
Bnergy Information Administration
- (“BIA”) of DOE wil conduct a survey
: of sellers of No. 2 heating ofl to obtain
information on actual prices and gross
wargins for ¢he refining, wholesaling
-and retsiling sectors and will publish
-guch information monthly. During the
gurrent heating season ERA  will
. meview this price information and any
other available information on the
S soarketing of No. 2 heating oil to de-
' termine whether any further regula-
- tory actions are appropriate. DOE will

-jask 8 subcommittee of its Fuel Oil -

) ~PMarketing Advisory Committee, com-

industry, consumers and State Energy
- Dffices, to ndvise and assist ERA In its
evaluation of the marketing of No. 2
heating oil during the gurrent heating
season.
To assist in the evaluation of price
' increases to nonultimate consumers at
. the refining level, an index estimating
what price levels would have been al-
. lowed under continued price controls
will be computed aund published
monthly. To assist in the evaluation of
" price increases gt the wholesaling and
‘getailing levels, BERA will develop
benchmark margins for No. 2 heating
ofl at the wholesaling and retailing
levels which will reflect the marketing
costs end allow sufficient margins to
- further the objectives of the Emergen-
¢y Petroleum Allocation Act of 1973
(Pub. L. 93-159, “EPAA”). DOE will

——hrold-a-public-evidentiary hearing- in....-.

August 1978 to consider the need for
further regulatory action with regard
“to No. 2 heating oil in light of all avail-
able information. In order to ensure
~thsat consumer interests are adequate-
1y represented at the hearing, repre-

s ‘gentatives of consumer inierests are

fnvited to submit applications to the
DOE Office of Administrative Review
of the ERA for financial assistance to
facilitate their participation.

ADDRESSES: Send complaints to:
Middle Distillate Complaint Section,
Office of Fuels Regulation, Economic
Regulatory Administration, Depart-

.- ment of Energy, Room 6222, 2000 M

 Btreet NW., Washington, D.C. 20461,
Telephone: Washington, D.C. metro-
politan ares, Alaska, and Bawaii: 202-
254-8583, all other areas 800-424-8002.

" Bend petitions for intervenor funding
‘b0 Office ‘of Administrative Review,

. .Economic Regulatory Administration,
"Department-of Inergy, 2000 M Street
- W, Washington, D C 20461 202~
354-5134

" POR FURTHER tNFORMATION

CON’X‘AC’I"
s

prised—of--represeniatives -from ERA, -

1977,

c-3
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BEd Vilade {(RMedia Relations), De-
partment of Energy, 12th & Penn-
sylvania Avenue NW. Room 3104,
Washington, D.C. 20461, 202-566-
£833.

Gerald P. Emmer (Office of Petro-
leum Allccation), ¥conomic Regula-
tory Administration, 2000 M Street
NW., Room 2304, Washington, D.C

’ 20461 202-254-7200.

Ben McRae (Office of General
Counsel),” Department of Energy,
12th & Pennsylvania Avenue NW.,
Room §134, Washington, D, C 20461,

- 202-566-8565.

 Paul Burke (Office of Fuels Regula-
tion), Economic Regulatory Adminis-
tration, 2000 M Street NW., Wash-
ington, D.C. 20461, 202-254-5338.

. William C. Gillespie (Prices, Costs,
and Marketing Branch), Energy In-
formation Administration, 12th and

cents per gallon. FEA published both
the actual prices and the index prices.

In July and August 1977, FEA held
regional and- national hearings at
which consideration was given to what
action, if any, should be undertaken

_ with respect to middle distillate prices.

In light of the statements presented at
these hearings and written comments
recelved with regard to this matter,
FRA determined not to reimpose price
controls on middle distillates, but to
continue the monitoring of middle dis-
tillate prices so that the Agency would
possess the information with which to
determine what further action, if any,
would be appropriste with regard to
middle distillates.

On September 30, 1977 (42 FR 54444,

. October 8, 1977), FEA issued a pro-

posed system to monitor middle distil-
late prices. Under this system, FEA
would have continued to survey the
prices of No. 2 heating oil and No. 2-D

"Pennsylvania Avenue NW., Washing-
ton, D.C. 20461, 202-566-9307.

SU@I.EMENTARY INFORMATION:
{. BACKGROUND
. DIsCUSSION OF Commm;
II1. MONITORING SYSTEM ADOPTED
" A. COLLECTIOR OF DATA
B. PUBLICATION OF DATA
C. EVALUATION OF REFINING, WHOLESALING AND
RETAILING SECTORS

1. Refining sector. :

2. Wolesaling and retailing sectors.
3. Complaints from the public.

4, Evidentiary hearing.

5. Intervenor funding.

D. REMEDIAL ACTIONS

1. Audits.

2. Hearings. T e
3. Further measures.

4. Reimposition of oont:rols

1. BACKGROUND

Following the July 1, 1976 exemp-
tion of middle distillates, including No.
2 heating oil and No. 2-D diesel fuel,
from price and allocation controls (41

" FR 24518, Junde 16, 1876), the Federal

Energy Administration (“¥EA”) insti-
tuted a system which monitored the
actual average prices of No. 2 heating
oil to ultimate consumers and No. 2-D
diesel fuel to ultimate consumers for
on-highway use on & national and re-
gional level 141 FR 41165, September
21, 1976; 42 FR 9415, February I8,
Pursuant to- a commitment
given to Congress for the 1976-77
heating season, FEA compsared these
prices against indices which FEA had

developed as estimates of what the na-_

tional and regional prices of No. 2
heating oil to ultimate consumers and

. No. 2-D diesel fuel to ultimate con-

sumers for on-highway uise would have .
been if regulatory controls were still in
effect, plus a flexibility factor of two

diesel fuel However, since prior hear-

© ings and written comments had indi-

cated that the greatest concern of con-
sumers related to residential prices of

"Wo. 2 heating oil, FEA proposed calcu-

lation and publication of national and
regional indices only for residential
sales of No. 2-heating oil. These indi-
ces would have been calculated in the
same manner as the indices for No. 2
heating oil during the 1976-77 heating
season except that only residential
prices would have been estimated as
though controls had been continued
and the calculation mechanism would
have been refined to reflect criticisms
that had been made of specific compo-
nents thereof.

On October 17 and 20, 1977, regional
hearings on this proposed system were

"held in Boston, Chicago and New
' -t York, On October 18_and_20, 1977, 8 .

nationhal hearing was held in Washing-

“ton, D.C. Written comments were re- -

quested by October 21, 1877, Following
an analysis of the statements made at
the hearings and of the written com-
ments, representatives of DOE (which,
effective October 1, 1977, had assumed
the functions of FEA) met with repre-
sentatives of the industry, of consum-
er groups and of the general public in
an effort to identify their concerns
more precisely. On December 5, 1977,
the DOE Fuel Oil Marketing Advisory

- Commlittee submitted its extensive
. White Paper on the competitive viabil-
ity of independent fuel oil marketers,

11, DISCUSSION oF COMMENTS

~-In their comments, retailers con-
tended that the market for retail sales

-of Mo. 2 heating oil s highly competi-
- tive. Retailers generally opposed any

index that reflected DOE’s calculation
of hypothetically controlled prices at
the retail level on the grounds that
such a system would threaten the eco-
nomic viability of many retailers by fo-
cusing too much public attention on
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retall sales and by forcing the freezing
of retall margins at an unrealistically
low figure. They stated that the moni-
toring of actual prices at each market
level would give DOE adequate infor-
mation. In addition, retallers com-
mented unfavorable on the reporting
burden which the proposed monitor-
ing system would place on them,

Refiners opposed the proposed mon-
{toring system as unnecessary in light
of the performance of the industry
during the 1976-77 heating season.
Moreover, several difficulties with the
celculation of the index oontained
within the proposed system were &s-
serted. Several refiners also indicated
that they would prefer a system which
would furnish the public with the
average prices charged at different
market levels.

Consumer groups generally support-

_ed the proposed menitoring system as

an improvement over the system em-

. cost pass

No. 2 heating ofl g0 that &t mlgmﬁe-
termine what ection, if any, f8 appro-
priate, ®IA will oolleet information
with regard to the prices of o, £ heat-
ing ol through the utilizetion of the
following forms: (1) Form P-302-M-1
which purveys ali zefiners and all re-
pellers end retaflers who derive $50
. mailion or more in hanual vevenues
from the sale of petroleum products to
determine the smounts eold and the
welghted average selling prices for var-
‘fous petroleum products, including No.
2 heating oll, sold &t the wholesaling
smd retailing levels by the yveporting
firms; (2) Form P-110-34-1 which sur-
veys all refiners to determine the

soonthly allocation to covered prod-

rets of increased costs over the base
-period for ealculating the appropriste
through under the regule-
ﬁons, and (3) Form P-112-M-1 which
surveys a scientifically selected sample
of firmas which sell No. 2 heating ofl to

£919

gverage- éﬁat--af crude ofl and pur-

.chased product for each refiner; Ap-

pendix I conteins & more dotatled ex-
planstion of the ca.!wlﬁtlon of @!’\18
gross margin),

¥or sales of No. 2 heating oil to non-
itimate consumers (Le., resellers, re-
taflers, and reseller/retaﬂers) by non-
refiners, DOE will publish for the
netion and each DOE region (1) actusal
sverage prices, (2) the range of prices,
and (3) the average gross margin (i.e,,
the weighted average of the difference

‘between selling prices for sales to non-

nltimate consumers and the weighted
average cost of purchased product for
#ach nonrefiner; Appendix IT contains
"a more detailed explanation of the cal-
gulation of this gross margin).

Yor residential 3ales of No. 2 heating

ofi, DOE will publish for the nation,

each DOE region and those states
with significant sales of residential No.
2 heating oil (a list of which appears

ployed during the last heating season,

-especially with regard to its emphasis

on residential sales and the use of
smaller geographic regions. They indi-
cated preference, however, for =a
system which would produce Informa-
tion of & more current and localiged
nature with regard to actual prices
and stated that the proposed system
would not provide sufficient data for
distribution levels other than the
retall level. They also contended thsat
an analysis based on the margins of
firms at each distribution level sould
provide a more valid indication of pos-
sible abuses than a comparison of
actual prices against the propdsed
index at the retail level.

III. BAONITORING SYSTEM ADOPTED

+

Based on all the information awall-

able, DOE has-determined-that-a-pro-—sales-prices-and-average-gross-

gram of continued and expanded mon-
itoring of No. 2 heating oil is needed.
Accordingly, DOE will implement &

determine the cost of purchased prod-
aet, the selling price and the amounts
of No. 2 heating ofl sold to varibus cat-
egories of buyers by *t.,he reporting
firms. Form P-302-M-1 is being re-
vised to require disclesure of the per-
centage of the volume of total refinery
output accounted for by Wo. 2 heating
oil, and more eomplete information on
reﬂners non-produet costs,

B. r(muca'rxoxa or pATA .
DOE believes that both industry and

in Appendix V) (1) the actual average
prices, (2) the range of prices, and (3)

the average gross margin for nonre- -

finer firms selling to residential users
(Le., the weighted average of the dif-
ference between the resldential selling
price and the weighted average cost of
purchased product for each nonre-
finer; Appendix III contailns a more
detalled explanation of the calculation

\ort.hisgrossmargln)

- DOE recognizes the value of infor-
mation of a more current and localized

.consumers will find the information ., Deture regarding actual average prices

‘péported to DOE valusble in evaluat- .

ing the performance of market forces
in establishing the prices ¢harged for
residential sales .of No. 2 heating oil.
Therefore, 'after EIA hhs . compiled
these data, it will publish a summary
of its findings with regard to average

margins:

at the refining, wholesaling, ‘und gre-

tailing levels. This il
enable consumers to m the

program designed to monitor each degree to which any increases in price
level of the No. 2 heating ofl distribu- reflect changes in product costs or in-
tion system—refining,
and retailing. Monitoring will be‘effec-  ysis based bn gross margins, it should
tuated through a number ©f ap- be recognized that average gross mar-

proaches. Whenever any element of gins do not reflect average net profits -

this process of gathering and evaluat- of said firms, since a firm’s average
ing information on the marketing of gross margin generally includes var-
No. 2 heating oil produces a finding fous cost elements, such as transporta-
that regulatory action is necessary to tion, storage, wages, insurance, inter-
achieve the objectives of the EPAA, est expenses, services, etc.) Publication
DOE will wundertake appropriate of the summary will necessarily eccur
action. This program for monitoring- two months after the month to which
and evaluating the performance of re- the findings pertain, to.allow for the

. finers, wholesalers and retailers with reporiing, verification: andeompﬂation

regard to the marketing of No. 2 heat- of the data.
ing ofl has been established only for ~Wor gales of Ko. 2 hmﬁng ofl to non-
the 1977-1978 heating season. Any ultimate consumers by refiners, DOE

pbrogram for future heating seasons will publish for the nation and each .

will be considered in light of the find- “ DOE region (1) the actual average
ings on this heating season. - - - price, (2) the range of prices, and (3)
P the average gross mergin (e, the
- weighted average of the difference be-
tween selling prices for sales to non-ul-
timate oonsumers -and the welghted

A. COLLECTION OF DATA

To insure that ERA has sufficient
information on the prices charged for
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wholesaling, coreases in gross margins. (In any ansal--

“for residential sales of No. 2 heating

ofl than that which DOE will collect.
To that end, DOE has established 2

pilot program assisting the New Eng-~

land States in pursuing alternative
methods of monitoring residential
heating oil prices on either & weekly or

heating season, These efforts are de-
signed to identify and test methods to
be utilized by State Energy Offices in
developing price monitoring systems
0 meet their own state needs. Btates
participating include Vermont, Con-
necticut, Massachusetis, Rhode Island,
New Hampshire, and Maine.

"™ . EVALUATION OF REFINING,

WHOLESALING AND RETAIX.ING SECTORS

i. Raﬂnifw aector. DOE will evaluate
the available information on prices
charged by refiners for sales of No. 2
heating oll to non-ultimate consumers
2o that possible unjustified price in-

creases can be identified and approprl-

ate action taken. To aid in this evalug-
tion of prices at the refining level for
gsales t0 non-ultimate consumers, DOR

will establish an index for the nation -

and each DOE region which will esti-

mete what price levels would hsave

been allowed under the provisions of
10 CFR 212.83 if price controls had
been continued. The indices will be
based on June 1977 instead of May
1973) prices edjusted to reflect

- biweekly basis during the cwrent

o
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changes in crude oil, non-product and
purchased product costs, computed in
the same manner as in 10 CFR 212.83,
plus cost increases not recouped be-
tween June 1977 and the month to
which the indices refer. (Appendix IV
.contains a8 more detailed explanation
of these indices.) DOE will compare
against these indices the correspond-
ing actual average prices for sales of
No. 2 heating oil to non-ultimate con-
sumers by refiners. In order to assist
the industry and the public in evaluat-
ing the published information on re-
finer prices, DOE will publish on a na-
tional and regional basis the index

prices for refiner sales of No. 2 heating

oil.

The Office of Fuels Regulation of
ERA will analyze refiner prices and
gross margins throughout the current
heating season, and will present this
analysis to a subcommittee of the Fuel

——0Oil—Marketing- Committee (*‘Subcom- -

mittee’”), comprised of representatives
of industry, consumer groups, state
energy offices, and DOE, established
to advise the Office of Fuels Regula-
tion on the evaluation of the market-
ing of No. 2 heating oil during the cur-
rent heatu\g season. The Subcommit-
tee will assist the Office of Fuecls Reg-
ulation in the analysis of refiner prices
and gross margins throughout the cur-
rent heating season. DUOE will make
available data from its present refin-
ery audit program, and ERA Office of
Enforcement or the Office of Special

Counsel for Compliance may initiate

refinery audits either on their own ini-
tiative, or in response to requests by
the Subcommittee, State Energy Of-
fices or complaints to DOE.

2. Wholesaling and retailing sectors.
Section 4(b)(1) of the EPAA sets forth

regard to the allocation and pricing of
petrolieum products. In order to estab-
lish more clearly whether these objec-
tives are being achieved with regard to
No. 2 heating oil, the Office of Fuels
Regulation will study the marketing
of No. 2 heating oil by wholesalers and
retailers during the current and prior
heating seasons so that trends within

the heating oil industry can be identi-

fied and their impact on the goals of
the EPAA can be analyzed. Inasmuch
as the policy stated in section 4(b)}1)
of the EPAA contemplates more than
equitable price levels, such .study will
include not only the causes of any
price increases for No. 2 heating oil,
but also the nature and intensity of
competition in the heating oil market
and the economic viability of various
sectors of that market. Copies of the
DOE Puel Oil Marketing Advisory
Committee White Paper analyzing the
competitive viability of independent
marketers will be available to the
public through the Office of Fuels
Regulation.

Although this study by the Office of
Fuels Regulation will yield a compre-

the--objectives -to - be -achieved-with -
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hensive analysis of the factors which
influence the marketing of No. 2 heat-
ing oil by wholesalers and retallers,
DOE believes that the wholesale and
retail marketing of No. 2 heating oil
should be evaluated on & coxtinuous
basis throughout the current hesting
season go that appropriste regulstory

- actions can be considered on a $imely

basis. The effectiveness of any action
by DOX during the heating segason will
be dependent on the length of time
necessary for an identification and
evaluation of indicators of whether
the objectives of the EPAA ave being
achieved. If the marketing of No. 2
heating oil is subject to an event, such
as an embargo on foreign crude oil, re-
gulting in a large increase in prices
charged for No. 2 heating oil, which is
not justified by corresponding in-
creases in product and non-product
costs, DOE will immediately under-
teke the necessary -regulatory—re-
sponse, including reimposition of con-
trols. With regard to events for which
the causes and cffects are not so clear,
DOE will not undertake regulatory
action without the verification end
evaluation of dﬂt& concerning those
events.

The information collected and yeri-
fied by EIA with regard %0 prices
charged for No. 2 heating oil may indi-
cate possible frustration of the objec-
tives of the EPAA. The timely utiliza-
tion of this information, however, re-
quires fair benchmarks against which

the information can be compared. ’
"Therefore, the Office of Puels Regula-

tion will develop benchmark margins
at the wholesaling and retailing levels
for the nation and DOE regions for
each month of the current heating

_season. Development, of these bench-

given o the views of each Subcommit-
{¢e member and qualified nonmember
with regard to the cost elements to be
congidered in determining appropriate
benchmrks and the relationship be.
tween such benchmarks and actual

_surveyed grogs mergins. The Subcom-

mittee will then forward to the Office
of Fuels Regulation its recommenda-
tions with respect to the reasonable-
ness of gross margins for any particu-
lar distribution level or region of the
nation. Moreover, the Subcommittee
may suggest to the Oifice of Fuels
Regulation the need for audits, confer-
ences, or hearings to clarify discrepan-
cles between actual average prices and
benchmarks or to determine the
actual wholesaler or retailer costs with
regard to & specific item in the bench-
mark calculation.

After the conclusion of the Subcom-
mittee meeting, the Office of Fuels
Regulstion-will-hiold-a—public-hearing
to allow public comment on the rea-
sopableness of No. 2 heating o0il prices
and the degree of competition and the
vigbility of the retailing and wholesal-
ing sectors, using the most recently
published survey data by EIA on
prices of No. 2 heating oil as the basis
for such hearings. It is anticipated
that the Subcommittee or members
thereof may participate in these hear-
ings. -

Based on the results of the Subcom-
mittee meeting, public hearings, analy-
ses undertaken as a result of Subcom-
mittee recommendations, and other
action undertaken by DOE, the Office
of Puels Regulation will make and
publish reports for each month of the
heating season. These reports will
detail the current status of the devel-

opment of procedures to construct

mark margins will seek to accommo-
date the recoupment of all increased
product and non-product costs and
allow wargins appropriate to the ob-
jeciives of the EPAA, including pre-
serving the competitive viability of in-
dependent marketers. -

To insure & bealanced’ astm,lysis oi‘
each month’s information, the Office
of Fuels Regulation will present to the
Subcommitiee, by the fifteénth day of
the month in which EIA . publishes
survey data on the price of No. 2 heat-
ing oil during a particular month of
the current heating season, the follow-

ing information: (1) the initial analysis

of published dats; (2) identification of
distribufion levels a&nd/or regions
where the date indicate potential un-
reasonable margin increases; (8) pre-
liminary benchmark marging uatilized
in its analysis; and (4) the faciors in-
cluded in determining such bench-
mark margins. The Subcommitiee will
convene to consider this presentation
from the Office of Fuels Regulation.
ERA will choose a disinterested media-
tor who shall guide the discussion g0
that proper considemtion ﬁhau e

Benchmarks for analyzing the reason-
ableness of We. 2 heating oil prices at

.the retailing and wholesaling levels

and set forth actual average prices and
actual ayerage gross margins as well as
benchmark margins for the latest
month with regerd to which EIA has
published infermation on prices of No.

2 heating oil. A final report will be

made on or before June 30, 1978, de-
telling procedures for the calculations
of benchmarks for No. 2 heating oil at
the wholesaling and retailing levels
and containing benchmarks for each
month of the current heating season
Based upon this procedure. -

© Moreover, BOE <will request the
Office of Enforcermnent to conduct
audits of individual wholesalers and

retallers in response to requests by the-

Subcommittee, State Rnergy Offices,
or & significant number of complaints
ggeinst & perticular firm. DOE may
also select firms for audit on a basis

"independent of their inclusion or ex-

clusion for the list of firms which
must file Form P-112-M-1.

iIf an audit discloses that a firm has
a8 gross mergin substantially in excess

E"EDERAL REGYSTER, VOL 43, RO. Mmb“fll'?AY, JANVARY 20, 1978

-

¢ el



EE

1A

%

%‘%’«n}e charging excegsive prioces. More-

its bistoricsl gross wiargin and the
soss mergin eurrently ‘employed in
faiculafing the benchmerk for that

?ﬁmucmﬁr distribution level or region,

On will prombtly schedule & confer-

_J Sance with that firm “¢o determine

hether the firm is charging excessive
arices. DOE will attempt to negotiate
o remedial course of action with re-
g;w:t to any éntity which i found to

over, 88 & result of such sudits, DOE
y undertake audits and hold hear-
gs coneerning the distribution level

iiind/or region or particular ares which

wontains the firm(g) potentially charg-

r;.umg excessive  prices to udetermine

2 a'b‘éihetimer controls should be reimposed
} i -apon the particular distribution level

i
14
[4
[

:e?{ «and/or region.

3. Complaints from the public. To

/;‘Einsure the achievement of all of the
"u@bjectlves of EPAA, DOE hereby es-
i .<tablishes_&_mechanism_to_receive and

cevaluate complaints from individuals,
orgamz&tions or State Energy Offices
soncerning the marketing of ‘No. 2

hieating oil. Complaints with respect to

prices chayged by refiners, wholesalers

. ¢ and retailers should be addressed to:

© Middle Distillate Complaint 8ection,
- Office of Fuels Regulation, Economic
“Regulatory Administration, Depart-

5, saent of Energy, Room 6222, 2000 M

x ‘Btreet NW., Washington, D.C. 20461;
1 relephone: Washington, D.C. metro-
" .politen aren, Alaska and Hawall, 202-

- 254-8683; all other a.reas. 800-424-
+-.3002,

4, Evtdentiary Hearing In July 1078,

.- the Office of Fuels Regulation “will

publish its preliminery findings re-
gording the reasonableness of No. 2
heating oil prices during the 1877-78
heating season. In August 1878, the

C-6
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excess of the corresponding bench-
marks -contairied in the final report
will create the presumption of a need
for further regulatory saction. After
consideration of the testlmony, writ-
ten comments and other available in-
formation, the Office of Administra-
tive Review will transmit its findings
to0 the.ERA for a determination by the
Administrator as to what further regu-
latory action, if any, is needed.

b. Intervenor funding. In order to
ensure that consumer interests gare
gdequately represented ‘at the eviden-
tiary hearing, any non-profit organiza-
tion whose principal function involves
the furtherance of consumer interests
may submit an application for finan-
cial assistance to the Office of Admin-
istrative Review. An application to re-
ceive financial assistance to enable the
organization to participate in the
hearing should be filed in the form of
a Petition for Bpecial Redress. Bach

2921

1. dudits, DOE. may, ‘at any time,
gonduct audits of firms to obtain more
detailed information than the moni-
torihg system provides. Firms will be
gelected for auditing on a basis inde-

.pendent of their inclusion or exclusion

from the list of firms which must file
Form ¥XIA-9. The information ob-
tained from these audits will be uti-
‘Hized to develop a more comprehensive
background on the various factors
which influence the price levels for
No. 2 heating ofl. .

-In order to have the capability to
pursue audits on & timely basis, DOE
will complete standby audit plans and
designate standby audit groups which
will allow such & “quick- neaction" ca-
pa.bmty :

2.” Hearings. ERA will hold public
hearings throughout the current heat-

_ing season to examine the factors

shich influence price levels for home
heating oil. Such hearings may focus

petition of this type should contain 4
detailed description of the purposes
and functions of the organization

" which requests financial assistance
and should indicate whether the orga-

nization operates on a non-profit basis.
‘The Petition should also contain a de-
scription of the type of information
witich the petitioner plans to present
at the hearing and the reasons why
the petitioner’s involvement in the
hearing will substantially contribute

‘to a full and fair determination of the

complex and important issues to be
considered in that proceeding. A
budget which itemizes the expenses

" that the petitioner -projects it will

incur in order to present its position to
the DOE should also be included. i-
nally, the Petition should be accompa-

nied by documentation which estab- .

lishes that unless the requested finan-

“Pifice of Administrative Review will
hold an evidentiary hearing to evalu-
ate the performance of all levels of

. distribution of the heating oil industry

and the need for any further regula-
“tory action. The. preliminary findings
of the study of the marketing 6f No. 2
heating ofl during ‘the current and
prior heating seasons by the Office of

N ' Fugle Regulation, the June repori of

“ the. Office of Fuels Regulation on

‘v

. benchroarks for the 1877-78 heating .
Eeeson, and any other information ob-
* ¢ained during the -2977-78 -heating

. geason will be considered at this hear-

- -4ng. The heoring will be conducted in a

P

manneyr gesigned to test the validity of
* 81 data wnd ‘conclusions imtroduced
. therein, including cross examinatio

- and rebuttal. Petitions which reques

gpecific administrative action by DOE
with regard to the manher in which
the evidentiary hearing will' be con-
ducted, or eny -other matter which
bears on the hearing, should be filed
with the Office of Administrative
Review. With regard to the evaluation

cial assistance is provided the organi-

gzation involved will be unable ¢o bear
the costs of participating in the pro-
ceedings. The Petition must be filed
with the Office of Administrative

‘Review on or before February 21,'1878." -

‘The  Tollowing Decision and " Orders
may be consulted for guidance as to
the principles which have been ap-
plied in the past to applications for fi-
nancial sssistance of this type. Con-
sumers Union of United Siates, Inc., 5
FEA 187,014 (February 18, 1977), Sup-
plemental - Order, § FEA “§87,014

on the entire indusiry or on a particu-
lar market level and/or region. If ap-
propriate, public hearings and audits
‘will be coordinated to insure the inclu-.
sion of audit findings in~the hearing
yecords. Moreover, no later than
August 1978, ERA will hold an eviden-
tiary hearing to evaluate the perfor-
mance of the industry during the
1977-18 heating season in light of the
objectives of section 4(b)1) of the
EPAA and the -effectiveness of the
monitoring system.

- 8. Further Measures. DOE recognizes
that there are other intermediate ac-
.4ions which may be imore effective

. than audits or hearings. If there are
- significant price increases at any

market and/or regional level, ERA
may suggest price restraint on a volun-

-tary basis for the appropriate sectors

of the—industry—concerned.—¥f—it—ap-
pears that the degree of voluntary
pricé restraint s insufficient to

-achieve the goals of the EPAA, DOE
- will consider reimposition of controls.

A. Reimposition of Controls. Unless
there is & strong showing that immedi-
ate reimposition of partial or complete
controls is required to achieve the ob-

Jectives of the EPAA during the cur- -
-rent heating season, taking into ac- -

count the possible dislocations that
might result, ERA would not consider
reimposition of controls until possibly .

(March 19, .1977); Consumer Feder-— the following heating season. Further-

‘ation of America, 6 FEA § 87,034
(April 15, 1977), 6 FEA { 87,040 (May
297}1977). 5 FEA 1! 87 051 (June 19,

. RMEDIAL AL“I'IONS

~If the analysis qf the information
supplied by any element of the moni-
toring system indicates that .some
price increases for No. 2 heating oil
might be unjustified, ERA will under-

‘take appropriate actions with regard

-more, ERA may reimpose controls on
the entire industry or only.on a par:
. “ticular market level and/or region.

~ . 1In this regard, to the extent that

market forces may in some instances
be inadequate to restrain prices, ERA
believes <that dndividual firms should
~not be encouraged to .charge prices
that reflect excessive.margins in the
‘belief that excessive revenues obtsined
during & period of decontrol would be
permitted to be retained following the

of the meed for further regulatory ¢0-No. 2 heating il which may in- “reimposition of controls. Accordingly,
action. actuel average gross margins in  clude: i - T : should - reimposition of ' controls
. “_ .7 . . reDERAL REGISTER, VOL. 43, NO. 14—FRIDAY, JANUARY 20, 1978 ' R
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become necessary, ERA may require
such firms to demonstrate that prices
charged during the pericd of decontrol
did not reflect excessive margins. To
the extent that firms are found to
have charged prices that reflect exces-
sive margins, ERA may (following the
reimposition of controls) require such
firms to make adjustments to prices to
reflect revenues received during the
period of decontrol, which are found
to have resulted from prices unreason-
ably in excess of those sufficient to
insure the survival of the firm as an
economically viable and competitive
entity, and reflective of a competitive
market place.

Issued in Washington, D.C., January
13, 19%78.
JOHN F. O’'LEARY.
Deputy Secretary,
Department of Energy.

_AprPENDIX I.—GROSS MARGIN FOR REFINERS®

SALES TO NONULTIMATE Comsmms

t m t t t t t
¥ =X N (P -qg C =-1{1-g 1¢C }
n i=1 i ni pi_ pi pi ci

Where:

HMy'=Refiners’ average gross margin for
sales 0of No. 2 heating oll to nonultimate
consumers.

Pai'=Average selling price for the % refiner
in month ¢ for all sales of No. 2 heating
oil to nonultimate consumers reported
on Form EIA-9.

Cu'=Average per unit cost of crude oil pur-
chased by the i® refiner in month ¢ re-
ported on Form P-110.

& '=Ratio of purchases of No. 2 heating oil

to total sales of No. 2 heating ofl by the .
i* refiner in month ¢, If purchases are

greater than sales, then g.'=1.

Cyi'= Average per unit cost of No. 2 heating
oil purchased by the {* refiner in month
t reported on Form EIA-9. ~

Ni'=Volume of sales of No. 2 heating oil to
nonultimate consumers in month ¢ by
the i refiner as reporbed on Fbm ElA-
9.

m=Number of refiners with saJes to nonul-
timate consumers as reported pn Form
El1A-9.

This formula refers to the nstional average
gross margin for sales of refiners to nonulti-
mate consumers. Regional margins would be
calculated by using average prices derived
for the given region.

ArPENDIX II—GROS8 MARGIN FOR WHOLESAL-
ERS’ BALES TO NONULTIMATE COMSUMERS

t n ¢ t 13
M =3 W (P =C )
w  i=] i wi - pi

n t

W

i=1 i
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whare: ] |

I%,'=Wholesalers’ (.e., nonrefiners) average
gross margin for sales of No, 2 heating
off to ronultimate consumers in month
¢,

Put=Average selling price for all sales of
. No. 2 heating oil by the {® nonrefiner to
nonuliimate consumers in month ¢ as re-
ported on Form EIA-9.
C'= Average per unit cost of No. 2 heating

off purchased by the ¢ nonrefiner fn

tnonth ¢ &8 reported on Form EIA-9.

Wi'=Volume of gales of No. 2 heating oll to
nonultimate copsuwmers in month ¢ by
the 4 nonrefiner as reported on Form
TIA-9.

n=Number of nonrefiners with pales of Wo.
2 hesating ofl to nonultimate consumers
reporting Form BILA-9.

This formula refers to the national average
gross margin for sales by nonrefiners to
nonultimate consumers. Regional margins
would be calculated by using data only for
the given region.

ArrENDIE XI1.—~NORBEFINERS-GROSSBLARGIN-

FOR RESIDEWTIAL SALES OF No. 2 HEATING
O

t n_ t &t
M = 3 R (P =20¢€ )
v i=1 i ri pi
n t
I
i=1 i
Where:

Af ‘= Average gross margin for residential
sales of No. 2 heating oil in month ¢ by
nonrefiners.

Pn'=Average selling price in month ¢ for all
residential sales of No. 2 heating oil re-
ported by the {® nonrefiner on Form
EIA-9. . -

Coi'= Average per ‘unit mst of No 2 heating
oil purchased in month ¢ reported by
the 1 nonrefiner on Form EI1A-8.

'=Volume of sales of No. 2 heating oil to
residential users in month ¥ reported by
the i nonrefiner of Forma ¥IA-D. .

n=Nunber of nonrefiner firins with sales of
No. 2 keating oll to residentisl users re-
porting on Form EIA-9.

This formula refers to the national average
gross margin for sales to residential consun-
ers by nonrefiners. Regional merging wyould
be calculated by wvsing date only for &m

given region. s

APPENDIX ¥V.~GUIDELINE POR IREFINERS®
Price ror BaLes or No. 2 HEeaTING Orx. FO

NONULTIZIAYE CONSURERS
~

Increazed  Accumalated
+ Cost (c/gal)+ Dsrecouped .
Incresezd
Coote

June Mholacale
Guildalira Price » Prica

t o e <
PePr +4 L}

a. t
8

Where:

Prr=Actual  weighted e.weﬁge wholesale -

price of refiners in June 1877, for No.:2
heating oll, derived from form EIA-O.

Only those refiners reporting the form
BIA-9 will be included (nearly all refin-
ers that sell No. 2 heating oll report
form EIA-9). The wholessle price is the
weighted average price for nonultimate
' consumer gales, which includes rack, de-
Jtvered, and bulk aales.

P=Cuideline wholesale price of refiners in
month ¢ for sales of No. 2 heating oil to
nonultimate consumers.

S*=Volume of sales 0of No. 2 heating oll sold
by refiners fn month ¢ to nonultimate
COnSUMETS.

dt=Increased costs over June 1977 in month
¢ allocated by refiners to sales of No. 2
heating oil to monultimate consumers,
eomputed as follows:

\

Percantage  fonanges Changss
cof tholesale | im crode o
Bales ateei- | costn

Increasad = Changes
€az2e in pom- §+ (n purchased
product Product coste

Where:

8%=Volume of sales of No. 2 heating oil by
rvefiners to monultimate consumers in
month ¢, reported-on form EI1A-9.

V'=Total volume of sales of refined prod-
ucts in month ¢, reported on form P-302.

@"=Volume of crude ofl purchased in
month {1, reported on form P-110.

©°=Volume of crude oil purchased by refin-
ers in June 1977, reported on form P-
110.

C*1=Total cost of crude oil purchased by
refiners in month £—1, reported on form
P-110.

C»=Total cost of crude oil purchased by re-
finers in June 1977, reported on form P-
110.

¥¥!=Volume of sales of all refined products
in month ¢—1, reported on form P-302.

¥e*'=Volume of sales of controlled products

—lnmonthi 1, reported-onform-P-302—————-

V*=Volume of sales of all refined products
in June reported on form P-302.

Veo==Volume of sales for controlled products
in June 1977 reported on form P-302.

N.*!'=Increased nonproduct costs for con-
trolled products in month {1, reported

* on form P-110.

K.°=Increased nonproduct costs for con-
¢rolled products fn June 1977, reported
on form P-110,

¢ !=Volume of No. 2 heating oil purchased
by refiners in month £—1, reported on
form ELA-9.

a*=Volume of No. 2 heating ofl purchased
-by refiners in June 1977 reported on
form EIA-9,

. c“:Totn.l eost of Wo. 2 heating ofl pur-

chased by refiners in month ¢—1J, report-
ed on form E1A-9.

¢>="Total cost of No. 2 heating oil purchased

. by refiners in June 1877, reported on
" form EIA-9. )
#'=Accumulated unrecouped costs applica-
ble to time period &
ALbteumulated unrecouped increased
ecosts=Sum of increases in costs attribut-
able to No. 2 heating cil—prior to current
month. Sum of increases of revenue ob-
tained from sales of No. 2 heating oil prior
to current month.
€ - g=1 S
B . e . fa -8

i 4 °
F A - P}
-fo a a
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Cooperative Gypsy .2oth Suppression
Program, 1978, January 8: This draft EIS
presents the selection criteris for regulatory

progrars and discusses each viable alterna-
tive which may be considered for state-fed-
gral’ cooperntive projects in suppressing
@ypsy moth infestetions in the Northeas-
tern United States. Several alternative plans
eye suggested, utilizing the serial applica-
tion of carbaryl, trichlorfon, diflubensuron,

" mnd aceghsate. Adverse fmpacts include the

possible adverse -effect of diflubenzuron
upon aguatic organisms and carbaryl upon
honeybees. (MR Order No. 80019.) - -

Tahoe WF Timber Management Flan, sever-
gl California counties, January 11: Proposed
s a revision of the existing Timber Mansage-

‘ment Plan which establishes a tirober. har-

vesting level and schedule for the Tahoe Na-
Honal Forest, Calif., for the next decade be-
ginning FY 1878, Six alternatives are out-

“lined with & yleld of between 2,600 million

IFR Doc. 78-14563 Filed 1-18-78; 12:46 pm)

board feet to 1,000 million board feet per

. t-Tafexs to the month for which the sel]ing
;. price I8 belng computed.
Yil—I—Refers t0 the  month 'ene month
Jofore the month ‘for which the gelling
plice Is being computed. - . ¢

; %ubﬂedms used m the fermulm mtex- to the
f follgwing: . e
' i--efers 6o mtual pﬂe&s B
7 .o~Refers to controlled pmducw.
e-ftefers to residentisl prices and sales vol-
.. - wnes.
%+ These formulps ealculate t,he guldeline
?’ prlce for the national average.
¥ The formules used to calculate the guide-
7 line prices for the DOE regions are the
I same except the June 1977 national price to
nonultimate consumers (F;°) would be re-
.placed by average prices {0 nonultimate con-
. sumers for the regions.
% These formulas are not entirely conslstent.
. with the calculations under 10 CFR 212.83

.1, in thet_allccations are based on sales of No. . i
; statement sumimsary. Under the-Guide=— 11 Proposed is the conditional approval;

% ..2 heating oil rather than production of No.
7" 3 beating oll, reliners’ nonpreduct cost in-
~.” grepses for No. 2 heating ofl are estimated
a -based on refiners’ nonproduct cost increases

The reviged form Paoa-gg-l wln provide
N . information s to the production of No. 2
heatlmz oll and refiners’ total nonproduct

coats. When this informsation bscomes avail-

able, the formules will be ndjusted to make

allocations on the besis of production and
. revized nonproduct cost estimates. The esti-
‘.';:' ganted prices for prior months will be ‘recal-
«, - culated to yeflect allocation on the basis of
@ pmductlon and. revlsed
. maies,

v &am with mmuumy v&lld m!mual heouns ofl’
o lurveypﬂ )

v Giate - ..State ~ DOE
Alpska . AK 10
CONNECTCUL sevsceserorsssrssssarronsasons - > - 1 ET L 1
DRlOWAPC curesrnressssensssssssionness sses . DE 3
District of ColumbIa ...uueeenneos - PO 3
Idaho s Y ID - 10
. Tilinots : T 6
Indinna ; 8

T S .

3 nonmo&uct estl- .

B -~ ..

[ésw-m]
§NVI&QNMEN?A!, ?RGW@W@N
AGENCY . .
; “* {FRL846-2] .
< RECEIPT OF ENVIRONMERNTAL SAPACT
STATEMENTS -

Pursuant to the Presideni’s Reorga-
nization Plan No. 1, the Environmen-
tal Protection Agency is the official re-
-cipient for environmental impact
statements (EIS) and is required to
publish the availability of each EIS re-
ceived weekly. The following is a list
of environmental impact statements
received by the Environmental Protec-
tion Agency from January 9 through
January 13, 1878. The date bf receipt
for each statement is noted in the

lines of the Council on Environmental
Quality the minimum pericd for
public review and comment on draft
environmental statements is forty-five
_(45) days from this FpzRAL REGISTER
notice of availabflity (March 8, 1978).
‘The thirty (30) day period for each
final statement begins on the day the. -
statement is made available to the En-
vironmental Protection Agency &nd to.*
commenting parties. : N
‘CTopies of individual statements are
available for review from the originat-
ing agency. Back cdples are also avall-
able at 10 cents per page'from the En-
. vironmential Law Institute, 1346 Con-
\necticut Avenue. Washington, D C.

(20036, - Fee
- Dated: J’zmuaryl? 1978, e
) © PRIER L. COOK,
o . . Acting Director,
- ,-OmcequederalActivitigs.

DBPARTMENT OF AGRICOLTURE

Contact: Mr. Brrett Deck, Coordinator,
Environmental Quality Activities,. U.S. De-
partment of Agriculture, Room so‘m, Wash-
{ngton, D.C, 20250, 202-447-88217. :

el oLt pEDERAL REGISTER, VOL. 43,-MO. I4—IRIDAY, SAKUARY 59, 9978

Qecade—Adverse-impacts_include_a_possible__
effect upon water and gofl quality, Including

'~ gome erosion; changes in fish and wildlife

habitat; and chenges in the vegetative struc-

“fure, microclimate and plant relationships.

LR Order No. 80032.)

- Balt Lake Planning Unit, gevéral Utah
aounttes Januery 13: Proposed is o land
manegement plan for the Salt Loke Plan-
ning Unit, dn area encompassing 138,000

-aeres of National Forest and other lands in
‘the State of Utah. Four alternative plans

outline resource manngement in areas such
a8  ailr, water, recreation, wildlife, range
forage, timber, insect and disease control,
gnd mineral development. ‘The proposed
plen calls for 95 percent of the Unit to
remain relatively undisturbed except for
trall coristruction, ski ares expansion, and
people-use assoclated with recreation activi-

" es. (ELR Order No. 80035.,)‘{9

Final - .
Beaver Creek Wilderness, Mineral Pro-
gbecting, McCreary County, Ky., January

‘with prescribed modifications, of a prospect-
ing plan submitted by the Greenwood Land

‘and. Mining Co. of Parkers Lake, Ky. The

“‘Tompany claims 0 own mineral rights be-
peath and around the Beaver Creek Wilder-

- ;meas, and proposes {0 use motorized equip-
“zaent to prospect for coal at 22 sites. It also

intends to deep and surface mine in the Wil-
derness, based on information gathered by
prospecting. Approximately 11 acres of land
surface will be cleared, excavated, regraded
and revegetated at 17 prospecting sites
within the Wilderness. Comments made by:

-UBDA, COE, DOI, EPA, and State and local

agencles, (ELR Order No, 80025 )

Supplesnent - ‘
“Naches-Tieton-White River (8-1), several
Washington ocounties, January 18: This

‘.. statement supplements a draft EIS original-
.y filed with CEQ in August 1977. The
" Forest 8ervice hes subsequently re-inventor-

ted roadless and undeveloped areas within
the plenning unit and has. added 84,970
acres for a total of 875,750 acres under con-
gideration for. wﬂdemess study. (ELR Order

-¥o. 80038.)

DEPARTHMENT OF DEFENSR, ARyTY CORPS

" Contact; Dr. C. Grant Ash, Office of Envi-
ronmental Policy Department, Attn: DAEN-

__S'WR—P. Office of the Chief of Engineers,
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17, Enter the number of pages submitted with this filing for Schedule A-T.. . cnmennirisercsiicnnnnrenessensissssessnssessse
] 18. Enter the following information on No. 2 heating oil for the operations of the VOLUME UNIT COST
entire firm during this reporting period : (000 of gal) {$/gal)
(a) {b)
{s) Beyinning inventory . : $. '
{b) Purchases — 1. Domestic 4. $._ 5
. [
2. imported Ql‘.....____.-_— s, S S
. : UNIT PRICE
{&/gat)
{c) Sales (Total of Schedule A-1, ltem 2) . 39 nog
18 Estimate the totsl storaqe capacity avananie for No. 2 heating oil on the tust day i 110111071108014101
of the reporting period (in thousands of Gallons)....ciiveiirnissaicrensorenee /ﬂ//"j//‘//f,'////’

D-2

U, DEFARTIVIEND U CIvENnUY

EIA © Energy Infermation Administration ' Form Approved
/77 Code 2895 0.M.B. No. 38-R0200
Supersedss FEAPT12-M.1 S Washington, D.C, 20461

[ " This report Iy mandatory under Public Law 93-275, ]

No. 2 HEATING OIL SUPPLY/PRICE MONITORING REPORT
Schedule A-O oo . '

PART 1 - IDENTIFICATION DATA -

§. Reporting Period: . Report Coveraga Indicator: 3. Name ond EIN of Parent Firm:

2
() L__'] Parent or perent and o Neme

consolidated entities .

L o1 [ ] vncomotiameasny | en [TTTI I

4, EIN: EIA Control Number: Revised Report:

O e o i o A P Y W

-

9, Street/Box/RFD
0. City: ) ) . : 11. State: 12. Zip code:
T ] CIT 1T 1T 177

13. Contact Person: . 14, Title: 15. Telephone Number:

(L1 O O

(s) D Retailer . (C)E:] Reseller/Retailer
(b} [:] Reseller : ' (d)[j Refiner

16. Type of Entity: (Check one box)

PARY {i « CCF\TIF!C{\TION

i cectity that the information provided herein and appended hereto is true and accurste (o the Lest of my knowledye.

Name Title

Signature Date

TITLE 18, USC 1001. Makes it a crime for any person knowingly and willingly to make 10 any Agency or Department of the
United States any false, fictitious or fraudulent statements as to any matter within its jurisdiction,

- "




Eir 8
127717
Supersedes { EA-P172-M-1
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Schedule A-1 - State Volume/Prica Statistical Report

Form Approved
0.M.B. No. 38-R0200

[A sepereate Schedule A-1 must be subrnmed {or each state in which the firm sells No. 2 heating old

§. ¥ this ks en smended report, fill in the date of the 3. Page of
revision below. If this is not an emended report,
fesve blank, 4, EIA Contro! Number:
| I R
MO DA YR 6. Reporting Period: Q;L:D
2. Fimm Neme:
ftem 1. Enter the abbreviation of the state for which this schedule is being filed (See Appendix A -
List of State Codes).....
State
e f——ltem 2. Enter-the-total volume of sales of No. 2 heating oil s61d’in this state during the reporting period
{thousands of gallons)...uecvcrerueenn. .
ftem 3. State Selling Prices - Enter the following informastion for No. 2 heating oil sales in this state during the reporting period.
Type of Customer Volume of Estimated Unit Price
sales percentage {Doliars
{Thousands of sales per gallon)
of pgslions) (%)
(e) (b} {c) (d)
- ote comsumer T | g
A. Seles to ultimate consumers R Y A,
1111010011111 )
. Resldentlolhuiicenireirteerncaraecesasnaens i s.
3 inaueuiel AN e
I o 8) Rock $8108mmvimicsisisssiesiiinicosisssiniiens | T HA—————— .
o) Delivered wm' 1IN0 s
................................... . .
€}  BUIK 88168..cuiircrrcesnensisecssensscessassosensns H111111111011111011 s,
I
.3.  Institutional/Utitity Y. I 1011010000110
8)  Rack 881085, ccciiiinirniicrisocsesrocsrsnarsarseosns 11T $.
B)  Dollverod s8188.ccieuiiiieicrinserersserosreeanen i $.
I
€] Bulk 88168 .ccuiiecincinicriiicrinicirsssncsnnisnenes Y [ .
114101100
4, thar 11111
:), e T LI Y 1iiniliiniiliiieg/
.......................................... o, $.
Bl Deliverod 18108 . ciuviveeieersercrsesersrnerenes //////////////////// $. e,
€)  BUTK 88105 . iiiiierieriitieniercenensoncscensonsnans . ——— S
5. s her then ultimate comsamar N W LTI | iy
les fo other then uftimete consumers ——— | JU I
W Rock sate I
80188 . cisseccacsarsrssinccrssnseveserravsanane //////////////////// $.
b) Dollvered 8alos.iuniniinceriiineiiicnesnnsnes I $.
. 1110111010001
0} Bulk 88100iciiiiicsiaaniiinsiereciaseniassrresresees 111111110100001111 7 $.
I

GPO 028.220
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" L, wECAIIVERN T OF ENEHGY

EIA9

Energy Information Administration

Form Approved
0.M.B. No. 38-R0200

11/77 Code 2895

Supersedas FEA-P112—M-1

Washington, D.C. 20461

No. 2 HEATING OIL SUPPLY/PRICE MONITORING REPORT

}. PURPOSE

Form EIA 9 is designed to provide the data necessary for the
U.S. Dopartment of Energy’s Energy Information Administration
(EIA) to execute its role in monitoring certain volumetric, cost, and
pricoe movements within the U.S, petroleum industry and perform-
ing analyses and projections related to energy supplies, demands,
and prices.

tional, or other eleemosynary institutions, and the Federal govern-
ment including corporations, departments, Federal agencies, and
other instrumentalities, and State and local governments. The DOE
may, in regulations and forms issued in this part, treat as a firm:
(1} a parent and the consolidated and unconsolidated entities {if
any} which it directly or indirectly controls, {2} a parent and its
consolidated entities, {3) an unconsolidated entity, or (4) any
part_of a firm,

i, WHO SHOULD SUBMIT

Form EIA 9 has been sent to a scientifically selected sample of
firms which sell No. 2 heating oil. Each sample firm which has been
solocted and notified by the Energy Information Administration
must completoe and submit this form each month,

. TO WHOM

Firms must send Form EIA 9, and any schedules and attach- v

ments that mey be required to:

U.S. Dapartmont of Enorgy

Encrgy Information Administration
Cods 2895

Washington, D.C, 20461

Roquosts for furthor information and/or additional forms may

“Industrial”’ means those persons who purchase No. 2 heating
oil for use in the operation of their businesses, including space
heating of business premises. Sales to factories, service industries,
apartment buildings and office buildings are considered to be of the
typical variety which are to be included within this category. Trans-
actions with this type customer usually involve bulk shipments,
lower unit prices and relatively large dollar amounts, when com-
pared to those applicable to residential sales.

“Institutional/Utility” means public utilities and State and
Federal organizations who purchase No. 2 heating oil for their own
use. As a general rule, transactions with this type of customer in-
voive bulk shipments, lower unit price and rolatively large dollar
arnounts, whon comparad to thosy applicabiy to rosidontial salus,
Sales to public utilitios, Stute supportod unlvarsitios, State govern.
ments, the Fedaeral government and other State or Fedarally sup-
ported organizations should be considered to be within the over-

all institutional/utility category.

" bo directed to the address above or by telephone to (202) 264-3047,
IV, WHEN TO FILE

Tho form EIA 9 must be submitted to the EIA no later than
twanty {20) days oftar tho close of each calendar month.

V. SANCTIONS

Tha timoly submission of Form EIA 9 by a firm required to re-
port is 8 mandatory roquiroment under EIA regulations, Late filing,
{uilure to filo, failure to keop rucords, or failure otherwise to comply
with those instructions, may rosult In criminal fines, civil penalties
aned othar sonctions as provided by law (10 CFR 212,126 (c) and
212.130),

Vi, DEFINITIONS

“Bulk Sules” moons sales by o supplior 10 customors of largo
quantition of produet, such as; hargo, curgo ship, pipoline and in-
tnk transfors.  In bulk salos the supplier provides the transpor-
tntion 1o the customer location,

e T e by @ s b u e when
W winplieg povidoe (ha Haspariation 1o tha prodiict 1o the
G doeation, Delivered salus do not include hulk salas.

0wy,

11’ maann my ussoeintion, uampany, curporation, ostate,
indiviving, foimtvanturg, patinuiship, or aolg proprintorship or
Wity uthin wnity, howaver utyiizad  inghiding ahartiable, dduges

“No. 2 Heating Oil” means heating oil grade No. 2 as defined
in American Society for Testing and Materials (ASTM} D396-71.

“Other”” means those sales which are transacted with respect
to types of customer not considered to be included within the
categories listed herein as (A) residential, (B) institutional/utility,
or {c) industrial, and (D) sales to other than ultimate consumers,

“Parent and- Consolidated Entities” means a parent and those
firms, if any, directly or indirectly controiled by the parent which
are consolidated with the parent for the purposes of financial
statements prepared in accordance with generally accepted account-
ing principlos, An individual shall be deemed to control a firm
which is directly or indirectly controlled by him or his father,
mother, spouse, children or grandchildron.

“Rack Sale” moons the sale by a tupplier 1o customers who
purchaso products FOB at the supplier's terminal {or rack) and
provida their own transportation for the praduct,

“Refiner” means a firm or that part of such a firm which re-
P evvined P e e blende and sitwtantially changes cov-
wted products, oF jefinges buid hydrocarbons from oil })lwd gas
fiold gases, or recovers liquefied gases incident to petroleum refining
am.:i sells those \products to resellers, rotailers, reseller-retailers or
ultimate consumers. “’Refiner’’ includes any owner of covered
products which contracts to have those covered products refined
and then solls the rofined covored products to resellers, retailers
rassliorsrataliors or ultimate consuMmars, ,



b-5

“Reporting Period” means the calendar month to which the cost
and price information reported relates. It is the month preceding
the month in which the form is required to be filed. The reporting
period begins with the first day of the month and continues through
the last day of the month,

“Reseller” means a firm (other than a refiner or retailer) or that
part of such a firm which carries on the trade or business of pur-
chasing covered products, and reselling them without substantially
changing their fo‘rm to purchasers other than ultimate consumers.

“Reseller-Retailer” means a firm (other than s refiner) or that
part of such a firm which carries on the functions of both a reseller
and retailer,

“Residential”” means those persons who purchase No, 2 heating
oil-for-the specificpurpose of heating their homes. These purchises
are usually of small volume and carry a relatively high unit price

when compared to prices associated with sales to high volume type
customers,

“Retajler” means a firm {other than a refiner or reseller) or that
part of such a firm which carries on the trade or business of pur-
chasing covered products and reseliing them to ultimate consumors
without substantially changing their form,

“Ultimate Consumer’” means an individual or firm which
purchases product for its own consumption and not for resale.

“Unconsolidated Entity’” means a firm directly or indircctly
controlled by a parent but not consolidated with the parent for
purposes of financial statements preparod in accordanco with
generally accepted accounting principles. An unconsolidated
entity includes any firm consolidated with the unconsolidated
entity for purposes of financial statements prepared in accordance

——with generally accepted "accounting principles, "An individual shali
be deemmed to control a firm which is directly or indirectly con-
trolled by him or his father, mother, spouse, children or grand-
children.

“Unit”” means one U.S. gallon,

“Unit Cost” means the total cost of product purchased during
the reporting period divided by the total number of units purchased.

“Unit Price’””, with respect to a type of customer, measns the
total revenues derived from the sale of product during the report-
ing period to the type of customer divided by the totai number of
units sold to that type of customer,

Nota: In the event firms do not maintain informa-
tion in sufficiont detail to provide actual unit
prices as defined abovo, estimates of unit pricos
may bo provided. The basis for the ostimatos
must be consistont with the standard account-

.. ing records maintained by tho firm. Tho esti-
mating procedure and data supporting the
estimates should result in a reasonable accu-
rate estimate which will be subject to roview
should the company be selected for audit.

Vil. GENERAL INSTRUCTIONS

Adl firms who must submit the form must complete parts | and
It of the cover page and a schedule A-1 must be comploted for each

state in which the firm has salos of No. 2 heating oil.

This form and instructions requiro orﬂy basic informano. Tho
ElA, may, howover, request additional data in particus - aasos,

For purposes of this form, all pricos must be shown ir ity
of U.S, doliars per U.S. gallon and oxprossod to the neo 0 e
dredth of a cont. Accordingly, 26-% cents must be showt -~ 2675
(it should not bo 26,76 ¢ents) Sales volumos should bo e in
thousands of gallons, Round numboers to the noarest I “reand,

o.¢. entor 6,500 gallons as 7, entor 6,400 galions ns 6.

If moro space is necded for any Item than s available, - Av'\plnln

additional schedules and number tho pages at tho top of 11 - ~choed-
ule according to the number of pages that will be submit 1. Fo
example, if two pages of a scheduie are submittod, tho ©+ ' page

should be numbared “Pagu 1 of 2,” and tho socond pago < ubih bo
numbgered “Page 2 of 2,"'

Vill, SPECIFIC INSTRUCTIONS
Form EiA 0 must bo complated as follows:
Part | - Idontification Data

This part must be complatud vuch thne tho Fors TIA D
is praparad,

ltem 1 Roporting Puriod
Entor the month and yoor of thae roporting poriod,
ftam 2  Roeport Covurage indicator:

Ploce a chock mark in the box that describus the fypo of

“firf submitting this report, Rofor to the Dei nitions
goction to ascortain thoe typo of firm,

Itom 3 Name and EIN of Parent Firm:

i 1tom 2 {b) is chockod, entar the namo of the pi- ot firm
and the Employors ldontification Numbor (EIN: of the
paront firm,

ftom4 EIN

Enter tho roporting firm's Internal Hovenuo Sorvien (IRS)
Employer ldontification Nuwvbor (CIN), 3 the | 4 s not
known, tho roporting firm -may contact its noomest HHG

office for its CIN numbaor,

ftom 6  EIA Control Numbor

Entor the control numbur which has baan assignedi o the
raporting firm by tho EYA, T thae reporting thim oot nom
prosently havo a control numbaer, the CIA will nssign ona,

Itom 6  Rovikod Roport

I this subunission ie 10 ravise information provieeedy pro
vidod, choek box (a) andt Til iy the dade s ravinion g bining
made fn (1), 1 this v not o rovised report leave florn
ontiroly blank,

Itom 7  Firm Name



Enter the lagal name of the reporting firm,
item 8 Changoe of Addrass Indicator

Check this box if the neme or address of the reporting
firm has changed since tho last submission,

Items 9 - 12 Address

Enter the complete address of the reporting firm, includ-
ing ZIiP code, Enter the state abbreviation and ZIP code
in thu appropriate bhoxes, entering one digit or letter per
box. Use the official United States Postal Service abbre-
viations (Appendix A - List of State Codes) when entering
tho stale shbreviation,
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is submitted.

Type or print in block letters the name and title of the
individual who has signed the certification and the date of
signing in the spaces provided on the form, The individ-
ual who signs and certifies this Form EIA 9 must be the
Chief Executive Officer of the parent ‘corporation or
another executive officer authorized to sign for him for

this purpose. In the latter case, the reporting firm must -

file with EIA a letter of authorization signed by the Chief
Executive Officer which identifies other officials author-
ized to certify forms for the firm. A sample format for
this letter is available from ElA,

PROVISIONS FOR CONFIDENTIALITY.OF INFORMATIUN

Homs 13 - 16 Contact Person

Enter the name, title, and telephone number, including
area ’coda, of an individual within the reporting firm who
may be contacted for additional information regarding
this submission,

Itom 16 Type of Entity

Chrck the box which indicates the type of entity to
which this form applios, Fefer to the Definitions section
to ascortain the type of entity.

ttom 17 Schedulos Filed and Number of Pages

Enter the appropriate number of pages filed for Schedule
A-1.

Company data will be treated as confidential and proprietary to
the extent that it is entitled to such treatment under Section 14 of
the Federal Energy Administration Act of 1974 (Public Law 93-
385) and the Department of Energy Organization Act (Public
Law 85-91). Publishing of this information will be limited to
aggregations and will be disptayed within Region and by national
averagoe,

INSTRUCTIONS FOR SCHEDULE A-1 STATE VOLUME/PRICE
STATISTICAL REPORT

A separate scheduie A-1 must be submitted for each individual
state in which the firm sold No. 2 heating oil during the reporting
period.

Complete the following flrm identification information at the

top of each schedule.

T lwem 18

For the operations of the entire firm, enter the following
for No. 2 heating oil volumes and prices:

o) Beginning inventory - Entor the total arount of
No. 2 hoating oil in inventory and its unit cost on the first
day of tho reporting period, In this instance, unit cost of
inventory moay be calculated 'according to the standard
aceounting method historically used by the firm, Refin-
ers grae not required to fill in column (b), Unit Cost of
Beginning Inventory.

b) Purchases - Divided between (1) domestic, and
(2} wnported sources, enter in column (a) the total
amount of No. 2 hesting oil purchased during the report-
ing period, and in column (b} its unit cost,

c) Sales - Enter the total amount of sales of No, 2
heating oil sold during the reporting périod and ns unit
price,

ftem 19

Entar tho total gstimatod ytorage capacity available for
No. 2 haating oif on the first day of the reporting period,

Part il - Cortification

This part must be complated sach time the Form EIA 9

1. Roevisad Dato

tf this is a revised report, fill in the date of the revision.
Whenever a schedule is revised, resubmit only the sched-
ule which is being revised (in its antirety) along with the
Identification Data {Part |) and the Certification (Part
1), If this is not an amended report, lvave blank.

2, Firm Name

Enter the name of the reporting firm.

3. Page

Enter the page number of this schedule and the total
number of schedule A-1 submissions being filed with this
submission,

4. EIlA Control Number

Enter the control number which has been assigned to the
reporting firm by the EIA,

5. Reporting Period
Enter the month and year of the raporting period.

Entor the following information for the solo of No. 2 heating oil
during this roporiing poriod by the firm for this stato.

Item 1, State



Enter the abbreviation of the state for which this schedule
is being filed (See Appendix A - List of State Codes).

Item 2. Volume of Sales

Enter the total volume of sales of No. 2 heating oil sold
in this state during the reporting period, Carefully
prepared estimates of sales, in thousands of gallons, will
be acceptable.

Item 3 State Selling Price

Enter the following information for No. 2 heating oil sales
in this state during the reporting period.

" item A Sales to Uitimate Consumars
Enter all sales of No. 2 heating oil to ultimate con-
sumers in this state during the reporting period.

Column a - Type of Customer

Divide all sales among the following major
categories:

(1) Residential

{2) Industrial

(3) Institutional/Utility
{4) Other

Except for residential sales, these categories
must be divided between {a) rack sales, (b} doliv-
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ered sales, and {c¢) bulk sales.
Column b - Volume of Sales

Enter the volume of No0.2 heating oi “»ld to
ultimate consumers in item {A) and ier ali
other sales of hoating oil in item (' helow,

Column ¢ - Estimatod Parcontage of Sii--

Entor tho ostimatod porcentago of No. . haeating
oil sold to cach typo of customor in ¢ mn {(n)
during the reporting poriod, Carefully :ropared
ostimatos of tha percont of sales 1o o+ typa ol
customor will bo accapinblo,  The -t of ull

Atrigs within itom A must equal 100 ysncent,
Column d - Unit Prico

Entor the unit prico {suo dofinitions -« ~tion) of
No. 2 heating oil sold to each type ol -vstomer
in column (a) in this state during the ' porling
pariod.

jtem B Sales to Othor Than Ultimate Cor i

Entor ail solos to customars that will 1+ 1 Nao, 2
heating oil in this state, Tho entries in ¢ s (),
and {d) ore the samo s in itom (A) above T totnl
of all column {c} entrios within ftom (B 5ot ngual
100 porcont.
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APPENDIX A

List of Standard Stafe Abbreviations

Al Alabama MT Montana
AK Alaska NE Nebraska

" AZ Arizona NV Nevada
AR Arkansas NH New Hampshire
CA California NJ New Jersey
co Colorado NM New Mexico
CT Connecticut NY New York
DE Delaware NC North Carolina
9]0 District of Columbia ND North Dakota
E L Florida OH Ohio
GA Georgia OK Oklahoma
GU Guamn OR Oregon
HI Hawaii ‘ PA Pennsylvania
1D Idaho PR Puerto Rico
il Hlinois Rl Rhaode island
IN Indiana SC South Carolina
A lowa SO South Dakota
KS Kansas ' TN Tennessoa
KY Kentucky TX Texas
LA L.ouisiona uT Utah
ME Maino : VT Vermont
M Maryland _ VA Virginia
MA Massachusotts Vi Virgin Islands
M Michigan WA Washington
MN Minnesota , : wv West Virginia
MSs Mississippi . Wi Wisconsin
MO Missouri wy Wyoming

GPO 924.2230
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APPENDIX E

LETTER FROM FRANK ZARB TO CONGRESS
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FEDERAL ENERGY ADMINISTRATION

WASHINGTON, D.C. 20461

JUN 25 1376

OFFICL Ol THE ADMINISTRATON

Honoral;le John D. Dingell
House of Representatives
Washington, D.C. 20515

Dear MHr. Dingell: .

The Federal Energy Administration (FLA) has recently been
—its_contingency

asked foradditional—informatieon—recarding

plan for middle distillate prices in the event Lnexgy Actions
3 and 4 are not disapproved by the Con¢gress. The Xey elcnents
.0of the contingency plan are: :

a quick response monitoring system that will compare
actual prices on a weekly basis with estinates of
vhat they would have bheen if regulatory controls
were still in effect;

- a series of automatic steps thnat will immediatelry
unfold if prices in the decontrolled nmarket erceced
by 2 cents the estimate of what they would have baen
with continued controls; and

= an-energency allocation  systen to insure that no
' marketer loses his supplies without adeguatce time
to arrange a new supplier.

Tach of these aspects of:the overall plan is explained in
greater detail in the following.

The price monitoring system will include not only the compre-
hensive statistical reporting systens that FEA has in place,
but also a telephone survey of scientifically selccted samples
of jobbers and dealers and of those refincrs accounting for

a majority of middle distillate production. With tlcse '
mechanisms FEA will track price trends at the refinery, whole-
sale, and retail levels on a monthly basis during April through
September and on a weekly basis during Octobexr through March.
From this up-to-date data on price and sales volunes, FiA will
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monitor price trends, both regional and national, and will
make a weekly computation during the heating season of the
weighted average price of middle distillates.

This estimate will be compared to a projection of what price
trends would have been under continued regulation. This
projection will be generated by taking into account three
principal factors:

(1} The current level and projected increase in the
cost of crude oil under the provisions of the Enexrgy Policy
and Conservation Act and incorporating projections of the
increased dependence on imports and imported crude prices.

=== (2} An index that best reflects_the_increased cost of

doing business for refiners and marketers. The specific
index to be used will be selected after an evaluation of
comnments as to the appropriateness of alternative indices
to be considered at the public hearings.

(3) A seasonal pattern of price variations derived
from an analysis of the years 1968 to 1972 inclusive. This
will provide a long enough period of reasonable market
conditions to establish an avppropriate pattern of seasonal
variations to be expected without controls.

We will have these two systems in place and operational by
the end of July this year as a result of an expedited rule-~
making. We will, of course, begin immediately to collect

--data-from available sources and do our preliminary computations

during the public hearings and rulemaking process so that
we would have at least preliminary bench-mark values even
before the end of July.

Any time the estimate of actual prices exceeds the projections
of regulated prices by more than 2 cents perxr gallon, we will
hold public hearings within 10 days to determine the causes

of such an increase and to solicit comments on various actions
necessary to restore average prices to levels at or below
those reflected in the index within no more than one month.

Among the options available to FEA for accomplishing this
result are: reimposition of complete allocation and price
controls over the entire industry, imposition of partial sets
of allocation or price controls over the entire industry,
imposition of full or partial controls over certain segments

of the industry, and modification of FEA's entitlements program
to reduce the cost of imported middle distillates. In any



event, FEA will take within ten days of completion of the
hearings such action as may be required to restore prices
within a month to levels at Or below those reflected in the
index.

We cannot, of course, specify in advance exactly what action
we will take since we have no way of knowing what type of
contingency may develop that will require corrective action.
As you know, we see no problems in the market with supply

or prices at the current time, but if some unforeseen problem
does develop we can and will fashion an appropriate remedy
immediately. Since no single action can appropriately
respond to all contingencies, it is far better to base the
action on the facts and circumstances at the time so as to

be sure that it will remedy the problem with the least inter-

ference with other objectives. It would be both unnecessary
and unwise, for example, to reimpose controls over the entire
industry if we found that the price increase problem was
limited to the refining sector. Even then, depending on

why refinery prices were rising, it might be more effective
to grant entitlements to distillate imports than to reimpose
price controls on refiners and run the risk of reducing
production.

1o assure that nou warketel is placed in a positicn of not
having a reasonable time to arrange for supplies, FEA will
promulgate a proposed rulemaking immediately after the exemption
is effective to establish a "set-aside" reserve of supply
that would be used throughout the coming heating season for
assignment to those few marketers who are temporarily unable

to find a supplier after demonstrated good faith efforts

to do so. Such marketers would be assigned as much as their
currently authorized base period volumes from the FEA set-
aside for up to 90 days if required to permit them to make
their own supply arrangements or for longer if required to
preclude hardship to consumers. This provision, expected

to be used only infrequently, provides a "safety net" to
preclude the process of decontrol itself from imposing unduly
sudden transitions on any individual marketer. By giving
him a reasonable time to locate a willing supplier, it assures
him a fair chance to make his own way in a free market.

FEA will continue to monitor and report to Congress on market
share trends in the industry. In the event of sharp swings
in market shares or widespread problems of supply cutoffs
that appear to be contrary to the Emergency Petroleum Allo-
cation Act (EPAA) objective of preserving the competitive
viability of the independent sector of the industry, FEA
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will immediately convene public hearings to determine the
necessity for reimposing controls or if required will take
whatever emergency action is deemed appropriate before con-
vening hearings.

In any case, you may be assured that FEA is fully cognizant
of its responsibilities under the Emexrgency Petroleum Allo-~
cation Act and that it will take whatever action is required
to see that the objectives set out in that Act are in fact
realized to the maximum practicable extent.

I hope you find this information helpful. If I can be of
further assistance, please let me know.

e Sincerely,

M/&)
F/;;? G. /Zarb
Aﬁmjeigjrator
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DOE/EIA-0031/2(78)

. United States
Department of Energy

Encrgy Information
Administration

Washington, D.C. 20461

nlorma Heatng Ol Pnces and Margns.

Telephone: (202) 566 9307 {Advance Release)

<-~{Table &) Increased—by-0+5-cent—per-gallon—nationwide.

February 1978

Preliminary statistics for February from the Energy Information Administration’s
(EIA) revised survey of No. 2 heating o1l sellers indicate that average residential
heating oll prices nationwide (Table 1) rose from 48.5 cents per gallon in January
1978 to 48.7 cents per galloan in February 1978. In New England (Region 1), the New
York-New Jersey area (Region 2), the Mid-Atlantic area (Region 3), and the Great
Lakes area (Region 5), which are the regions with the most residential heating oil
pales, prices Increased respectively from 49.4 to 49.5; 49.2 to 49.4; 48.1 to 4B.4
cents per gallon in the first three regions; and remained stable in Region 5 at

—46.4 cents—per—gallons

Prices of No. 2 heating oil sales by refiners to resellers and retailers (Table 2)
fell nationwide by 0.4 cent per gallon from 36.8 cents per gallon in January to
36.4 cents per gallon in February. 1In Region 1, refiners decreased these prices by
0.4 cent per gallon. Refiners’ average gross margin for sales to resellers and
getailers, which is the average selling price minus the average costs of crude oil
and purchased No. 2 heating oil, fell nationwide by 0.8 cent per gallon from 7.3
cents per gallon in January to 6.5 cents per gallon in February. In Region 1,
refiners’ average gross margin decreased by 0.9 cent per gallon.

Prices of sales by resellers to retailers and other resellers (Table 3) fell nation-
wide by 0.3 cent per gallon from 37.8 cents per gallon in January to 37.5 cents per
gallon in February. In Region 1, pricer decreased by 0.1 cent per gallon. Resellers
average gross margins increased from 1.5 to 1.6 cents per gallon from January to
February.

4

Average gross margins for sales by resellers and retailers to residential users
Residential prices for

selected states are shown in Table 5.

Table 1. Average Residential Heating 0il Prices

Average Residential Price

DOE Region January 1978 February 1978
1 49.4 49.5
2 49,2 49.4
3 R48.1) 48.4
4 R4T7.5 47.7
S R46. 4 46,4
6 N/A N/A
? 45.5 4.8
8 R&45.2 45.5
9 R&44.7 45.5
10 47.4 47.3

National

Average R48.5 48.7

NOTE: Data for regions marked N/A (Not Available) in all tables are not published
in order to prevent disclosure of individual company proprietary information. Large
differences between published regional averages and the national average may occur
because prices and margins of firms in these regions are included in the national
average.

Prepared May 1, 1978, in the Office of Energy Data and Interpretation.
-
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Table 2. Reftners’ Heating ULl Sales to Rescllers and Retallers:
Average Prices and Grusia larginsg

Ref{ners”

Average Price Average Cross Margin
POE Region Jan., 1978 Feb., 1978 Jan. 1978 Feb., 1978
1 - 37.3 J6.9 1.1 6.8
2 3.3 36.9 8.0 7.2 -
3 37.6 37.3 R3.4 7.6
[} RI6.8 36.6 R7.0 7.1
b) 36.9 36.7 R6.8 6.6
6 33.7 32.6 R3.8 2.8
? 36.5 36.2 R6.8 5.6
8 37.1 37.3 R7.5 7.1
9 35.1 35.5 N/A N/A
10 R36.2 36.0 - R7.2 6.6
National
Averape R36.8 36.4 R7.3 6.5

R » Revised.

Table ). Resellers’ and Retailers’ Heating Ofl Sales to Other Resellers and
‘Retaflers: Average Prices and Cross Margins

Resellers’ and Retailers’

Average Price Average Gross Margin
DOE Region Jan. 1978 Feb. 1978 Jan. 1978 Feb. 1978

1. 37.9 3108 OUTTTTTRYLS 1.6

2 38.1 37.6 1.8 1.9

3 38.7 38.2 R1.4 l.4

4 R37.9 38.9 Rl.1 1.6

5 R37.5 36.2 1.5 1.2

6 N/A N/A N/A N/A

7 N/A N/A N/A N/A

8 N/A N/A N/A N/A

9 N/A N/A N/A N/A

10 N/A N/A N/A N/A
National -

Average R1}?.8 37.5 R1.5 1.6

R = Revised. |

Table 4. Average Gross Margins for Regellers’ and ‘Retailers’ Sales of
Residential Heating O0il

Nonrefiners’ Average Gross Margin

DOE Repion January 1978 February 1978
1 R11.1 11.4
2 11.3 11.7
3 R10.2 T 1077
4 RS.9 10.4
5 R8.3 9.0
6 N/A N/A
7 R7.7 8.2
8 R6.6 6.6
9 N/A N/A
10 R1l,1 11.4

National

Average - 10.5 11.0

R = Revised.

Table 5. Average Kesideantial Healluxluil Peices for Selected States

Average Average
Restidential Frice _.Residential Price
State Jan., 73 Feb., 78 State Yan, 78 Feb, 78

Alaska R32.9 51.7 New Hampshire R49.3 49.4
Conanccticut 49.9 50.1 New Jersey R48.6 48.8
Delavare 48.6 48.6 New York R49.5 49.6
Washington D.C. 49.0 49.7 Ohio 46.7 46.6
Idaho Lb4,0 44.5 Oregon 46.0 46,1
11l1inois R45.9 45.9 Pennsylvantia 48.1 48,95
Indiana R46.9 46.9 Rhode Island R49.8 49.5
Maine R49.0 48.9 Vermont RS0.8 50.8
Maryland R4B.O 48.0 Virginia R4B.O 48,5
Hassachusctts R4Y9.,0 49,1 Washington R47.6 41.7
Michigan 47.3 41.3 West Virginta 47.0 46,6
Mianesota R45,.2 45. . Wisconsin 45.6 5.1

R = Revised.

. CRN 7£0505-00187
° EDR-AIS/M(7602)
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APPENDIX H

SAMPLE DESIGN AND ESTIMATION PROCEDURES

1. Sample Design for the EIA-9 System

From the universe or sample frame, a stratified sample was drawn, and
it is this sample which reports on the EIA-9 form, The stratification
‘scheme splits the frame into categories, each category or cell being

determined by two variables. The first variable is the size of the firm,

determined by volume of sales in 1974; this variable splits the firms into
five size strata. A sixth stratum was added in 1977, but is size-independent
as it consists only of outlets divested by AMOCO at that time. The strata
are set forth in Table H-1.

The second variable is location of firm by state. For any one
location, a firm may fall into one of two categories: (1) local sales
within its state; (2) multi-state sales within a region. A special case

is firms selling nationally across regions (see Table H-2)

2. Calculation

Within each cell the firms were ranked by volume of ultimate sales
and then from a random start every nth one was picked, 1/n being the
sampling ratio for a given cell. The sampling ratio does vary between
cells. The integer n will be referred to as the "sample weight," or

"weight'" for short.
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TABLE H-1

SIZE-STRATA VARIABLE DRAWN FROM THE SAMPLE FRAME

Stratum

Company Annual Ultimate Sales

10,000,000 gallons and over
5,000,000 -~ 9,999,999 gallons
1,000,000 - 4,999,999 gallons

200,000 - 999,999 gallons

200,000 gallons and under

New establishments
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TABLE H-2

LOCATION VARTABLE DRAWN FROM THE SAMPLE FRAME

Code
01
11
02
12

03

Region

Boston - Single-state
Boston - Multi-state
New York - Single
New York - Multi

Philadelphia - Single

13

04

14

05

15

06

16

07

Philadelphia - Multi
Atlanta - Single

Atlanta Multi

Chicago - Single

Chicago - Multi
Dallas - Single
Dallas - Multi

Kansas City - Single

17

08

18

09

19

10

11

99

Kansas City - Multi
Denver - Single
Denver ~ Multi

San Francisco - Single
San Francisco - Multi
Seattle - Single
Seattle — Multi

Multi-region
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ANALYSIS OF HOME HEATING OIlL, PRICES
FOR THE 1977-1978 HEATING SEASON

EXECUTIVE SUMMARY

JUNE 30, 1978

This report presents the factual findings of DOE's Office
1/
of Fuels Regulation (OFR) regarding No. 2 heating oil

price data for the 1977-1978 heating season. OFR's analysis

~ was based on data gathered by the Energy Information

Administration (EIA) in connection with the current program

to monitor the prices of home heating oil.

Following the exemption of middle distillates from price
and allocation controls on July 1, 1976, the Department
of Energy (DOE), then the Federal Energy Administration,

monitored home heating o0il prices, first with a retail

price trigger (in the 1976-1977 heating season), then

with a refinef index énd ;hbléééié/gétail benchmarks (in
the 1977~-1978 season). For the 1977-1978 season, a sub-
committee of the Fuel 0il Marketing Advisory Committee,
composed of representatives of consumer groups and the
home heating oil industry, was created to advise DOE's
OFR on the index and benchmarks, as well as on the market

behavior of No. 2 heating oil.

1/ OFR is an office within the Economic Regulatory
Administration (ERA) of DOE.
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OFR analyzed average prices and gross margins and compared
them to the appropriate index and benchmarks designed for
that purpose. 1In addition, OFR also assessed the refiner

index and benchmark methodologies.

Prices

The price findings address all levels of the heating oil
' 2/

distribution chain.” Specifically, from the month of June
1977 through March 1978, OFR found that:

e The average price paid by residential
customers increased 5.2 percent;

@ The average increase in the prices
wholesalers charged other wholesalers
and retailers was 1.6 percent;

® The average increase in prices that whole-
salers paid refiners was 1.4 percent; and

e The refiner index was marginally exceeded

twice during the heating season and, on
average, refiner prices to wholesalers
were below the guideline.

Margins

Average gross margins (selling price minus purchase price)
were analyzed for retailers, wholesalers, and refiners.

In addition, the avérage retail and wholesale margins were
compared to guideline benchmarks. For the period from

June 1, 1977 through March 31, 1978, OFR found that:

2/ The main report discusses OFR's findings in detail,
and contains appropriate exhibits showing the data
used.
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Retail Gross Margins

~with the exception of Region-l0+—in—which

On a national basis, average retail gross

margins increased 1.3 cents per gallon, or
13.3 percent.

On a regional basis, retail gross margin
increases approximated the national average,
with the exception of Region 3, where the
increase was 1.8 cents per gallon.

At the retail level, average gross margins
generally conformed to retail benchmarks,

the benchmark was exceeded during the entire

heating season.

Wholesale Gross Margins

On a national basis, average wholesale

gross margins remained relatively constant,
actually decreasing by 0.2 cents per gallon.

On a regional basis, average wholesale gross
margins exhibited significant “variations
compared with benchmark calculations.

At the wholesale level, average gross margins
did not correspond to benchmarks as consistently

as they did at the retail level. Average gross
margins in Region 1 exceeded the benchmark in three
of the five heating season months, and gross margins
in Region 3 exceeded the benchmark in every month.
The national average exceeded the benchmark twice,
in January and February.

Refiners Gross Margins

On a national basis, refiners average gross
margins remained stable, showing a slight
decline from June 1977 through March 1978.

For the majorlty of regions, refiners average
gross margins fluctuated between an increase
and a decrease of 0.6 cents per gallon from
the base margin.
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The usefulness of the index and the benchmarks is
limited by methodological and data problems -- some

of which are inherent in the calculation of averages.

The index is limited by:

® Several methodological constraints (e.g.,
base month distortion, purchased product

cost alloecations, inventory cost accumula-
tion timing), which combine to limit its
single-month comparison value; and

® The lack of refinery yield data and non-
product cost data, which limit the use of
the index for single-month comparisons.

The benchmarks are limited by:

e An inability to disaggregate gross margin
data into individual nonproduct costs in
order to explore specific margin fluctua-
tions;

° The use of a data reporting system not
primarily designed to monitor average
gross margins; '

@ The use of historic seasonality factors
which cannot be used definitively to
compare average gross margins against
the benchmark methodology; and

@ The significant variations in the generally
" small wholesale margins, which limit the
application of the wholesale benchmark
for single-month comparisons.

A discussion of each of these points is presented in the

following chapters.
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CHAPTER I

INTRODUCTION
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CHAPTER I

INTRODUCTION

More than 16 million homes in the United States use middle
distillate as a primary energy source for heating.l/ These
homes are served by 7,000 to 8,000 independent marketers,
both wholesalers and retailers, who receive their product

__from refiners. Refiners also sell a small portion of their

home heating o0il directly to residential consumers. Home
heating 0il is normally resold several times between pro-

duction at a refinery and delivery to a consumer.

The middle distillate segment of the petroleum industry
consists of refiners, wholesalers and retailers. The product
does not always flow directly from the refinery to wholesaler,

to retailer, to residential consumer. Refiners typically

sell a large part of their heating oil production to whole-

salers in bulk quantities. They also sell lesser amounts

" to retailers and consumers. Most wholesalers sell directly
to retailers, although a lesser portion of the product is
sold directly to residential consumers. Retailers sell to

consumers.

1/ Middle distillates include heating oil (No. 1 and No. 2)
kerosene, range oil, stove o0il and diesel fuel (No. 1
and No. 2). This report is concerned primarily with
that portion of middle distillates that is eventually
sold as No. 2 heating oil to homeowners.
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Refiners often sell to one another, as do wholesalers and
retailers. (A schematic representation of the structure of
the home heating oil industry appears in Exhibit I-1.)

As a result of these complex relationships, the reported
prices approximate the average of transactions of all types
at the stated market level rather than the prices charged

by any particular firm for a specific type and volume of

sale.

Following the July 1, 1976 exemption of middle distillates,

including No. 2 heating o0il and No. 2-D diesel fuel, from

2/

price and allocation controls , the Federal Energy Adminis-
tration (FEA) instituted a system for monitoring, nationally
and regionally, the actual average prices of No. 2 heating

3/

0il to ultimate consumers. For the 1976-1977 heating season,

FEA compared actual national and fééEBnal retail prices of
No. 2 heating oil to estimates of what these prices would
have been had regulatory controls remained in effect. These

estimates included a flexibility factor of 2 cents per gallon.

g/ 4) FR 41155, September 21, 1976; 42 FR 9415,
February 16, 1977.

3/ 41 FR 24518, June 16, 1978.
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Exhibit 1.1
Structure of the Heating Oi! Industry
Forzign Domestic Foreign
Crude Crude Product
Y 4
Refiner Deep-Water
Terminal
Wholesaler »—7‘
Retailer
Residential
Usar

SOURCE: Economic Regulatory Administration, Oftice of Fuels Regulation.




In July and Auqgust 1977, FEA held regional and national
hearings to specifically consider what action, if any,
should be taken with respect to the middle distillate market.
In light of the statements presented at these hearings and
written comments received, FEA decided not to reimpose price
controls on middle distillates but to continue to monitor

middle distillate prices.

On September 30, 1977,  FEA issued a proposed system to

monitor middle distillate prices. Under this system, FEA
proposed to survey the prices of No. 2 heating o0il and
to develop and publish national and regional indices for

residential sales of No. 2 heating oil.

Following an analysis of the comments on this proposed

system, which disclosed the need to provide a more com-

prehensive and equitable method of tracking heating oil
prices from refiners to residential consumers, FEA revised
the original proposal to include development of:

® A refiners' index price for sales to wholesalers
and retailers;

o A benchmark gross margin for wholesalers'
reflecting marketing costs and reasonable
rates of return on investment; and

5/ 42 FR 54444, October 6, 1977.
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® A benchmark gross margin for retailers' sales
to residential consumers.

5/
Subsequently, the Department of Energy (DOE)  designed

a program for monitoring the price and gross margin of

No. 2 heating oil at each point in the distribution system --

refining, wholesaling and retailing -~ for the 1977-1978
6/

heating season.  Under this program, DOE's Energy

Information Administration (EIA) expanded the number of
firms in its survey of sellers of No. 2 heating oil to
obtain statistical estimates of residential prices for
selected states and DOE regional classifications (see
Exhibit I-2). In November 1977, the EIA began publishing
monthly information on average prices and gross margins
for the refining, wholesaling, and retailing segments

of the industry which were computed from sellers' prices

and costs of heating o0il purchases provided by the firms

in the survey.

To help it evaluate the performance of the market and the
adequacy of the benchmarks and index as an explanation
of market behavior, ERA appointed a Middle Distillate

Monitoring Subcommittee of the Fuel 0il Marketing Advisory

5/ DOE assumed the functions of FEA effective October 1,
1977.

6/ 43 FR 2917, January 20, 1978.
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Committee in January 1978. The Subcommittee, which was
composed of representatives of industry, consumer organi-
zations, and state energy offices, provided DOE with advice
on a number of key issues that affect the middle distillate
mafket. Bowever, the Subcommittee was unable to advise

DOE sufficiently on market performance and on the refinement

of the index and benchmark methodology. Specifically, because

early Subcogggfﬁee sessions focused on possible liability,
under antitrust law, of some members of the Subcommittee,
attention was diverted from the task of advising ERA on the
enhancement of the methodologies. Moreover, the Subcommittee
was unable to arrive at a consensus on the reasonableness

of prices charged and the causes of price increases.

DOE's Office of Fuels Regulation (OFR) performed analyses

of the heating oil price data gathered by EIA. OFR's findings

on the behavior of prices and margins for home heating oil

during the 1977-1978 heating season reflect the market trends
7/

that have historically characterized the industry.

7/ No widespread shortages were experienced during the
1977-1978 heating season. Therefore, OFR concluded
supplies of home heating oil were adequate to meet
demand. However, for those interested in the statis-
tical information on supply, summary information is
provided in Appendix A.
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The data provided to OFR by EIA consisted of the following:
For sales of No. 2 hcating oil by refiners to intermediate
customers (i.e., wholesalers, retailers, and wholesalers/
retailers), EIA provided national and regional data on the
average price, the range of prices, and the average gross
margin (i.e., the difference between the weighted average of
selling prices to intermediate customers and the weighted
average cost of purchased product and crude oil for each
refiner). For sales of No. 2 heating oil by nonrefiners

to intermediate customers, EIA provided national and regional
data on average prices, the range of prices, and the average
gross margin. For residential sales of No. 2 heating oil,
EIA published national, regional and statewlevelg/ prices

and national and regional average gross margins for non-

refiner firms selling to residential users.

Using these data in conjunction with the refiner index and
benchmark methodologies to analyze heating oil market
behavior, the OFR found that nationally, from June 1977
through March 1978:
] Price increases ranged from 5.2 percent at the
retail level to 1.4 percent at the refinery

level, with no significant excesses noted in
the refiner index;

8/ For those states with significant sales of No. 2
heating oil.
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® Large market fluctuations precluded consistently

meaningful comparisons between benchmarks and
average gross margins on a monthly basis; and

® Although the index and benchmarks were, in fact,

calculated and compared with average prices and
gross margins, both tools were constrained

by methodological and data limitations, some

of which are inherent in the calculation of
averages.

Each of these overall findings is expanded upon in the

9/

remainder of this report. Specifically, Chapter 2

discusses No. 2 heating oil prices at the various points

in the distribution c¢chain. These prices are compared with

The Federal Register notice which adopted the 1977-
1978 home heating oil monitoring system provided that
"A final report will be made on or before June 30,
1978, detailing procedures for the calculations of
benchmarks for No. 2 heating oil at the wholesaling
and retailing levels and containing benchmarks for
each month of the current heating season based upon
this procedure." 1t also provided for a study of
the marketing of No. 2 heating oil by wholesalers
and retailers during the current and prior heating
seasons so that trends within the heating oil
industry can be identified and their impact on the

-goals of the Emergency Petroleum Allocation Act of

1973 (EPAA) can be analyzed. This report is sepa-
rate and distinct from that study which will be
developed by an independent contractor and will
include not only the causes of any price increases
for No. 2 heating oil but also the nature and in-
tensity of competition in the heating o0il market
and the economic viability of various sectors of
that market.
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the refiner index price derived from the methodology ERA
used to estimate what refiner prices to wholesalers would
have been if controls had been in effect for middle dis-
tillates during the 1977-1978 heating season. Chapter 3
presents the average gross margins with the benchmarks
developed by OFR to serve as reference points. Chapter 4

summarizes the methodology used in this evaluation, and

assesses the sufficiency of the data and analytical tools.
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CHAPTER II

1977-1978 HEATING OIL PRICES




CHAPTER ITI

1977~1978 HEATING OIL PRICES

In examining the price behavior of No. 2 heating o0il for
the 1977-1978 heating season, OFR found that:

° The average price paid by residential customers
increased 5.2 percent between June 1977 and March
1978;

] The average increase in the prices wholesalers
charged other wholesalers and retailers was 1.6
percent; '

] The average increase in prices that wholesalers
paid refiners was 1.4 percent; and

® The refiner index was slightly exceeded twice
during the heating season and, on average,
refiner prices to wholesalers were well below
the guideline established by the index.

Residential Customer Prices

Data from the EIA survey of sellers of No. 2 heating oil

indicate that nationwide suppiieré increased residential
heating o0il prices on the average 2.4 cents per gallon

(5.2 percent). The average national residential price
increased from 46.2 cents per gallon in June 1977 to 48.6
cents per gallon in March 1978 (see Exhibit II-1). The
average price increases for Region 1 (New England), Region 2
(New York-New Jersey),réhd Region 3 (Mid-Atlantic), which
account for roughly B80 percent of U.S. residential heating

1/

oil sales, were 2.4 cents, 2.4 cents, and 2.6 cents per

1/ Regions 4, 6, 7, 8, 9 and 10 account for approximately
10 percent, by volume, of the residential home heating
0il sales.
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Exhibit 11.1

Prices to Residential Customers®
(cents per gallon)

DOE 1877 1978 Change: June to March
Region Jun Nov Dec Jan Feb Mar Actual  Percent

i 47.0 48.5 489 49.4 495 49 4 24 5.1

2 46.9 48.1 48.6 49.2° 493 49.3 24 5.1

3 45.8 470 47.5 48.1 48.4 48.4 2.6 5.7

4 449 461 466 475 476 47.7 2.8 6.2

5 449 457 46.1 46.4 46.4 46.5 1.6 3.6

6 n/a n/a n/a n/a nfa _ nla nfa - nla

7 43.0 44.2 44.5 44.5 45.2 44.4 14 3.3

8 445 454 457 45.2 45.5 45.0 0.5 1.1

9 42.3 44.9 445 447 45.6 47.0 4.7 1.1

10 46.4 474 47.3 474 475 47.7 1.3 28
us. 462 476 47.9  4B5 486 486 24 5.2
average : v

SOURCE: Energy Information Administration.

*March data are preliminary.
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gallon, respectively. These were among the highest price
increases observed. The price increase in Region 5 (Upper
Mid-West), which accounts for about 10 percent of residential
heating o0il sales, was 1.6 cents per gallon (about 3.6

percent), and was among the lowest of the price increases.

Wholesale Prices to Wholesalers and Retailers

Prices on sales of heating 0il by wholesalers and retailers
to other wholesalers and retailers increased nationwide by
0.6 cents per gallon from June 1977 to March 1978 (see
Exhibit I1I-2). This represents a price increase of about
1.6 percent. The highest price increase noted in this
category was 1.0 cents per gallon (2.7 percent) in Region 1.
In Region 4 the price decreased by 0.9 cent per gallon, or

2.3 percent.

Refiner Prices to Wholesalers

Refiner prices for sales of heating oil to wholesalers
increased nationwide by 0.5 cent per gallon from June
1977 to March 1978 (see Exhibit II-3). This is less than

a 1.4 percent increase nationwide.

Refiner sales to wholesalers include rack sales to distributors
buying at terminals and refineries, deliveries by refineries
to wholesalers with some storage capabilities, and bulk

sales by pipeline and vessel. The average price increases
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Wholesalers’ Prices to Resellers and Retailers®

(cents per galion)

DOE . 1977 1878 Change: June to March
Region Jun Nov Dec Jan Feb Mar Actual Percent
1 366 375 379 379 377 376 1.0 2.7

2 370 375 377 38.1 37.4 37.4 0.4 1.1

3 375 384 38.4 387 382 384 0.9 24

4 39.0 390 380 379 387 381 (0.9) (2.3)

5 36.3 369 37.5 3725 363 363 00 00

6 n/a n/a n/a n/a n/a n/a n/a n/a

7 n/a n/a n/a n/a n/a n/a n/a n/a

8 n/a n/a n/a n/a n/a n/a n/a n/a

9 n/a nfa  n/a n/a n/a n/a n/a n/a

10 n/a n/a n/a n/a n/a n/a n/a n/a
u.s. :
average 36.4 37.0 37.5 378 375 37.0 0.6 1.6

SOURCE: Energy Information Administration.

*March data are preliminary.
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Exhibit 1.3
Refiners’ Prices to Wholesalers®
{cents per gallon)

DOE 1877 ' 1978 Change: June to March
Region Jun Nov Dec Jen Fab Mar Actus! Percent

1 358  36.7 371 37.3 36.9 36.9 1.1 -3.1

2 35.7 366 369 37.3 369 36.7 1.0 28

3 366  37.1 37.4 376 374 37.2 0.6 1.6

4 359 368 36.3 368 369 36.0 0.1 0.3

B 36.1 369 368 36.9 36.7 36.5 0.4 1.1

8 334 338 338 337 326 328 (0.6) (1.8

7 35.7 363 365 365 36.1 35.8 0.1 0.3

8 35.3 36.5  36.7 37.1 37.1 36.6 1.3 3.7

9 350 357 358 341 350 350 0.0 0.0
10 355 36.2 363 36.2 36.0 3549 0.4 1.1
u.s. 35.6 3563 36.6 36.8 384 36.1 0.5 1.4
average

SOURCE: Energy Information Administration,

*March data are preliminary.
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in Regions 1, 2, and 3 were 1.1, 1.0, and 0.6 cent per
gallon, respectively. The average refiner price increases
in other regions were small, ranging from 0.1 cent to 0.4
cent per gallon except for Region 8 (Rocky Mountain), where
prices rose 1.3 cents per gallon. 1In Region 6 (Southwest),

prices declined by 0.6 cent per gallon.

To estimate the average price refiners would have charged
wholesalersrif price controls héd been in effect for the
period June 1977 to June 1978, a refiner index was
developed. The index calculated the increased costs

of crude oil, purchased product and nonproduct costs,

as well as unrecouped costs from previous months. These
average cost increases were added to the weighted average
June 1977 price fof sales of No. 2 heating oil ffom

_refiners to other suppliers.

The actual average refiner price to wholesaler§ was
cbmpared with the refiner index for the period July 1977
through March 1978. Over that period, actual prices
exceeded the index twice: by 0.1 cent per gallon in

December 1977 and by 0.2 cent per gallon in February 1978.
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In all other months, the actual price was equal to or below

the refiner index price (see Exhibit II-4).

When the allowable cost increases were compared with cost
increases recovered for the period July 1977 tﬁrough March
1978, refiners had an estimated $1.68 million of costs left
that could have been passed through. Exhibit II-5 presents

this calculation.
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Exhibit 11.4
National Average Refiner Price to Wholesalers
Compared to Refiner Index

(cents per gallon)

35.0

Price
(cents per ga_llon)

340¢

3306

32.0l

//

ot ——0— O —@ - -0———Q
Jul Aug Sep Oct Nov Dec Jan "Feb Mar

1977 1978

== o wam o Actual price
——————— |ndex price

Under-recoveries

(I Over-rocoveries

SOURCE - Economic Regulatory Administration, Otffice of Fuels Regulation

* March data are pretiminary.
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Cxhibit 1.5

Calculation-of Net Under-Recovery by Refiners
For The Period July 1977 Through March 1978
Using the May Base Scenario®

Sales of heating oil to non-ultimate 2,628.46 million gallons

consumers:

Increased costs available for pass-through
in March 1978 {cents per gallon):

Crude oit .486
Nonproduct .390
Purchased product -.042
Available bank** -.270
Total .564

2,628.46 million gallons times .54 cents per galion =

14.82 million doltars in available costs

Increased cost recovery during March 1978

{cents per gallon): , S

Actual price, March 1978 36.1
Actual price, June 1977 35.6
Difference 0.5

2,628 46 million gallons times .5 cents per gallon =

13.14 million dollars in cost recovery

14 .82 million dollars in costs available for pass-through less
13.14 million dollars in costs actually recovered, =

1.68 million doltars in under-recovery

SOURCE Economic Regulatory Administration, Office ot Fuels Regulation
* See Chapter [V for explanation.

** Cumulative over-recovered costs through end of February.



I-32

CHAPTER III

1977-1978 HEATING OIL GROSS MARGINS




I-33

CHAPTER III

1977~1978 HEATING OIL GROSS MARGINS

Understanding the reasons for variations in residential
heating o0il prices requires isolating prices at all

points in the distribution chain. For purposes of OFR's
evalvation, these points are the retail level, defined

-as all sales to residential accounts; the wholesale level,
defined as all sales to intermediate customers by wholesalers
and retailers; and the refiner level, defined aé all sales

to intermediate customers by refiners.

Price variationsg at all levels of the distribution chain
are normally the result of changes in purchased product

costs or in gross margins. As previously stated, gross

margin is the selling price minus the cost of purchased
product (or the average cost of crude and purchased product,

for refiners), and includes both nonproduct costs and profit.

To evaluate levels of average gross margins, benchmarks
were established for comparison purposes. Benchmarks
are a useful analytical tool. because they indicate general

margin trends and identify abnormal regional changes.
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Benchmarks are more useful when they are compared with
average gross margins on an annual or seasonal basis
as opposed to a month to month comparison. (The con-
straints involved in using benchmarks as an analytical

device are discussed in more detail in Chapter IV.)

A review of average gross margin data and a comparison of
the benchmarks with these margins allowed OFR to determine
certain aspects of market behavior. Specifically, for the
period of June 1977 through March 1978, OFR found:

@ Retail gross margins

- On a national basis, the average increase
in retail gross margins was 1.3 cents per
gallon, or 13.3 percent.

- On a regional basis, average retail gross
margin increases were not substantially higher
than the national average, with the exception
of Region 3 where the increase was 1.8 cents
per gallon.

- The average gross margins were generally close
to or below the benchmarks, with the exception
of Region 10.

@ Wholesale gross margins

- On a national basis, average wholesale gross
margins remained relatively constant, actually
decreasing by 0.2 cent per gallon, or 14.3
percent.

-~ On a regional basis, average wholesale gross
margins varied considerably from benchmark
calculations.
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- The average wholesale gross margins did not
correspond to benchmarks as consistently as
they did at the retail level. Gross margins
in Region I excceded the benchmark in 3 of
the 5 heating-scason months, while gross
margins in Region 3 exceeded the benchmark
in every month. The national average exceeded
the benchmark twice, in January and February.

e Refiner gross margins

- On a national basis, average refiner gross
margins remained relatively stable.

~ Most regions experienced marginal changes in
refiner gross margins ranging from an increase
of 0.6 cent per gallon to a decrease of 0.6
cent per gallon.

Retail Gross Margins

Nationally, average retail gross margins increased by
1.3 cents per gallon from June 1977 to March 1978. On
a regional basis, increases in average gross margins

ranged from 0.5 cent per gallon in Region 7 to 1.8 cents

per gallon in Region 3 (see Exhibit III-1). 1In general,
at the retail level, average gross margins increased

gradually through the heating season.

The national average gross margin stayed below the benchmark
for the June 1977 to March 1978 period (see Exhibit I111-2).
The actual average margin increased 1.3 cents‘per gallon,
whereas the benchmark increased 1.6 cents a gallon. For

the period November through March, both the average gross

margin and the benchmark increased 0.9 cent per gallon.



Exhiblt 1.9

Comparison of Actual Retail Gross Margins to Ben
{cents per gallon)

chmarks*®

1977 1978

June _ Margin Change:
DOE Base Period November December .ia_nuary February March June to March
Region Gross Masrgin Margin  B.M. Margin | B.M. Margin  B.M. Margin  B.M. Margin B.M. Actual Percent
1 10.1 10.8 — 110 108 -| 113 111 — 120 115 - 117 114 — 117 1.3 129
2 104 109 - 113 112 - 116 113 - 123 116 — 120 119 - 120 1.5 14.4
3 9.1 98 - 99 100 -| 10.2 10.2 — 108 10.7 — 105 109 — 105 1.8 18.8
4 8.6 92 - 9.8 94 - 99 99 - 100 103 - 106 10.2 — 104 1.6 186
5 8.1 7.7 - 8.9 82 - 94 83 - 93 89 - 90 88 - 8.5 0.7 8.6
7 7.0 72 - 77 7.1 — 8.1 7.7 - 8.1 85 - 7.8 75 - 80 0.5 7.7
10 10.5 11.1 — 107 11.1 —| 1038 1.1 - 108 113 -~ 109 11.7 = 109 1.2 11.4
uv.s. 9.8 10.2 — 105 104 —-| 108 105 — 113 1.0 - 111 1.7 — 1114 1.3 133
sverage .

SOURCE . Economic Requlatory Administration, Otfice of Fuels R
Energy Information Administration {Margins)

egulation [Benchmarks);

NOTE: Dats for regions 6, 8, and 9 were insufficient for statistically valid samples

in sll months,

*March dats are prefiminary.

p-I11

9¢-1
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Exhibit 1.2
Comparison of Retail (Residential} Margins to Benchmarks®
U.S Average

12 ¢

11 €
Margin/
Benchmark
(cents per galion)
109
T .
Jun Nov Dec Jan Feb Mar
1977 1978 ’
Margin

= - o= Benchmark

SOURCE . Economic Regulatory Administration, Office of Fuels Regulation

° March data ere preliminary.
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Regionally, average gross margins generally remained below
benchmarks except in a few regions. The benchmark was
exceeded in Region 3 by only 0.2 cent per gallon in February
and 0.4 cent per gallon in March. Average retail gross
margins exceeded the benchmark during the entire heating
season in Region 10. (This region accounts for léss thén

3 percent of heating o0il residential sales by volume.)

Although'the benchmarks were exceeded in Regions 3 and 7

for two months and one month, respectively, the average
margins for those regions were far below benchmarks in the
preceding or following months.  Moreover, where the bench-
marks were exceeded, limitations of the benchmark methodology,
rather than excessive increases in margins appear to be

the cause.

. w W

heating season months, OFR gad a special problem with the
treatment of the seasonal factor in the benchmark calculation.
A definite seasonal factor for the average gross margin in
Region 10 could not be estimated due to the absence of a
seasonal pattern over the estimating period, which was January
1974 to March 1977. The OFR, therefore, did not include,a

seasonal factor in the benchmark for Region 10.
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Wholesale Gross Margins
Wholesalers historically have operated on a gross margin
of about 1.0 cents to 1.5 cents per gallon. Nationally,
average wholesale gross margins remained about the same

from June 1977 (1.4 cents per gallon) to March 1978

(1.2 cents per gallon). On a regional basis, changes

in average gross margins ranged from a decrease of 0.7

cent per gallon in Region 5 to an increase of 0.3 cent

per gallon in Region 3 (see Exhibit III-3).

The national average benchmarks were exceeded in January
and February, 1978, but only by 0.1 cent per gallon in both
cases. However, average gross margins were above benchmarks
on a monthly basis in a number of regions. 1In Region 1,

the benchmark was exceeded from December through February.

Once again, the actual margins were only 0.1 cent per gallon
over the benchmark in December and January. In February,
the benchmark was exceeded by 0.3 cent per gallon.

However, the gross margin in Region 1 dropped 0.5 cent per
gallon in March, to a level of 0.2 cent per gallon below

the benchmark. In Region 3, the benchmark was exceeded

by 0.2 to 0.3 cent per gallon in every month. This may

be explained by a lower than normal margin in the base

period. Specifically, for the June base period, the



Exhibit 111.3

Comparison of Actual Wholesaler Gross Mar'gir s to Benchmarks*
{cents per gallon)

1977 ' 1978

June ‘ ' Margin Change:
DOE Base Period November December January February March June to March
Region Gross Margin Margin @ B.M. Margin B.M. Margin B.M, Margin  B.M, Margin B.M. Actual  Percent
1 14 14 — 14 15 — 14 15 — 14 18 - 15 13 — 15 (01 (7.}
2 1.7 20 - 1.7 1.4 — 17 18 - 18 1.7 - 18 15 - 1.8 {0.2) (11.8)
3 1.2 15 - 1.2 14 — 12 14 — 12 1.4 — 1.2 15 - 13 0.3 25.0
4 25 26 — 26 20 - 26 11— 26 15 - 26 19 —- 26 {0.6} (24.0}
5 2C v 1.7 - 20 1.4 - 21 15 - 29 1.2 - 21 13 - 21 (0.7} {35.0)
u.s. 1.4 13 - 14 1.2 - 1.4 15 —- 1.4 16 - 15 1.2 - 15 - {0.2) (14.3)
~ sverage : .

SOURCE: Economic Regulatory Administration, Office it Fuels Regulation {Benchmarks);
Energy Information Administration (Margins). ’

NOTE- Data for regions 6, 7. 8. 9, and 10 were insufficient for statistically valid samples
in all months, ‘ )

*March data are preliminary.

8-II1I
ov7-1
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Region 3 gross margin was 0.2 cent per gallon below the
the national average and lower than any other region.
In a number of instances where the monthly gross margin
exceeded the benchmark in a specific month, the gross
margin was below the benchmark in either the preceding

or succeeding months (see Exhibit III-4).

Refiner Gross Margins

Nationwide, refiner average gross margins remained rela-
tively stable, showing a slight decline (with the exception
of January 1978) from June 1977 to March

1978 (see Exhibit III-5). Regionally, except for Region 6,
Region 8, and Region 10, changes in gross margins were less

than a cent, ranging from an increase of 0.6 cent per gallon

in Region 9,rto a decrease of 0.6 cént per gallon in
Region 4 and in Region 7. 1In Region 8, the sharp increase
in the average Mérch 1978 gross margin of 2.6 cents per
gallon over the June 1977 base was due to a substantial
decline in the cost of crude to one refiner who received

a one-time reimbursement of entitlement costs. The sub-
stantial increase of 2.1 cents per gallon in Region 10

was due to the fact that one refiner's crude 0il purchase
costs were unusually low in a single month. The decline

in the average gross margin in Region 6, from June 1977
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Exhibit 114 o
Comparison of Wholesale Margins to Benchmarks®
U.S. Average
2

Margin/
Benchmark 1
(cents per gallon)

—
0! - -~ -® -0— - —®
Jun Nov Dec Jan Feb Mar -
1977 : 1978
Margin
- = o - = == Benchmark

SOURCE : Economic Regulatory Administration, Office of Fuels Regulation

® March data are preliminary.
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Refiners’ Gross Margins for Wholesale Sales®

{cents per galion)

DOE 1877 1978 Change: June to March
Region Jun Nov Dec den Fab Mar Actual Percent
1 7.0 6.9 7.0 7.7 6.8 7.2 0.2 2.9
2 6.6 6.9 6.7 8.0 7.2 7.0 0.4 6.1
3 7.1 7.6 7.3 8.4 7.6 7.5 0.4 5.6
4 6.9 59 6.6 7.0 7.2 6.3 (0.6) {8.7)
6 6.7 7.0 7.0 6.8 6.6 6.4 (0.3) (4.5)
6 4.4 3.2 3.6 3.8 2.8 29 (1.5) (34.1)
7 5.7 6.1 6.0 6.8 5.7 5.1 (0.6) (10.5)
8 8.0 8.6 7.0 7.5 7.7 10.6 2.6 3256
9 7.0 7.2 n/a n/a 6.9 7.6 0.6 8.6
10 6.5 7.1 7.0 7.2 6.7 8.6 2.1 323
u.s. 6.5 6.6 6.5 7.3 6.6 6.4 (0.1) (1.5)

SOURCE: Energy Information Administration.

*March data are preliminary.
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to March 1978, was due to a drop in refiners' prices
in the Gulf Coast area and a general increase in crude

costs.

The refiner gross margin calculation was included in the
monitoring system to identify whether residential price
increases were attributable to gross margin expansion at
the point of production or at subsequent points in the
distribution chain. The refiner dross margin calculation
served to identify a source of price increases. However,

it was inadequate for evaluating refiner price increases,
since gross margin increases could not be specifically
allocated cost and profit compohents. Additionally, because
of seasonal factors affecting the prices of products,

margins on_heating o0il tend to increase during the fall

and winter months,

The regional disparity in refiner gross margin data may not
necessarily reflect actual refiner gross margins in those
regions because the calculations are based on national
crude and nonproduct costs. DOE does not require refiners
to report their costs of crude purchases by the regions in
which their refineries are located, because mhch of the
crude_oil is processed in regions located apart from the

major heating oil consumption areas. Therefore, in a
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region where the average heating oil selling prices
have increased at a rate greater than the national
allocation of crude cost increases to No. 2 heating
oil, an unusually high regional margin may appear.
Because the regional margin is not calculated by
using regional costs, the national gross margin is
probably a more appropriate measure of refiners gross

margins,
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.
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CHAPTER IV
THE WHOLESALE AND RETAIL BENCHMARK

AND THE REFINER INDEX SYSTEMS

In Chapters II and II1I, OFR presented its factual findings
with respect to average prices and gross margins, as well
as its calculations of the wholesale and retail benchmark
margins and the refiner index prices. It is therefore
important to define and explain the use and the limitations

of the refiner index and the benchmark methodology.

The index and benchmarks serve as useful analytical tools
by identifying general price and margin trends. However,
the nature of the heating oil market makes it difficult to

develop any statistical tool which accurately reflects

short-run market behavior. Therefore, the index and bench-
marks were useful for an overall trend analysis and were
intended to serve only as general guides in evaluating price

and margin behavior over the heating season.

Although the index and benchmarks were calculated and

compared with average prices and gross margins (see
Chapters II and III), both measurement tools were con-
strained by methodology and data limitations--some of

which are inherent in the calculation of averages.
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Specifically, the limitations are:
@ For wholesale and retail benchmarks:

- The methodologies for developing benchmarks
for wholesalers and retailers do not allow
disaggregation of benchmark margins into
specific cost components.

- The data reporting system was primarily
-designed to measure average prices, and
did not collect nonproduct cost information
because of intense industry opposition
to such collection.

- Indicators of general inflation do
not necessarily accurately measure
increases in operating costs of
wholesalers and retailers.

~ The historic variation in seasonality
factors reduces the predictability
of retail margins and limits the value
of the retail benchmarks for single-month
comparisons. '

® For the refiner index:

- Several methodological constraints
(e.g., base month distortion, pur-
chased product cost allocations,
inventory cost accumulation timing)
combine to limit its month-to-month
reference value.

- The lack of refinery yield data and
the lack of complete nonproduct cost
data limit the use of the index to
conduct monthly comparisons.

Wholesale and Retail Benchmark

OFR originally proposed two apprdaches in developing average

gross margin benchmarks, both of which were based on June 1977
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average gross margins, adjusted for seasonal variations

and inflation. 1In the first approach, the individual
nonproduct cost elements were disaggregated and individ-
vally adjusted according to available cost indices or.

other appropriate factors. This approach would have per-
mitted disaggregation and individual adjustment according

to available cost indices and other appropriate cost-related
factors. It would also have yielded a detailed analysis

of price increases and would have reflected increases in

different types of nonproduct costs.

However, DOE was not able to obtain sufficient data

to isolate and develop appropriate weightings for the
individual nonproduct cost elements. The lack of necessary

data and the resulting inability to determine the effect

of nonproduct cost elements their effect on the proposed
benchmark methodology were discussed with the Fuel 0il
" Marketing Advisory Subcommittee, which was not able

to provide OFR with agreed upon recommendations.

OFR thus adopted a second approach in which the overall
gross margin was adjusted by a general cost index and a
seasonal factor at the retail level (see Appendix C).

Under this approach, two key factors were used to calculate

the retail and wholesale benchmarks for each month.
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The first factor used was the inflation index. For retail
gross margins the June 1977 base period margin was inflated
by the Consumer Price Index (CPI) for all items excluding
food. Since heating oil retailers are generally small,
labor intensive businesses, changes in the CPI are generally
representative of cost variances at the retail level.

On the other hand, the Wholesale Price Index (WPIX for
Industrial Commodities was used to inflate wholesale |
margins, The WPI measures average changes in non-food
commodities produced in the primary U.S. market and,

thus, relates to the conditions under which wholesalers
incur costs. Although general rates of inflation do

not correspond directly to the‘heating oil industry,

they were considered to be the most appropriate rates

of measure.

The second factor was a seasonal adjustment. Retail gross
margins as well as prices of heating oil have historically
exhibited seasonal fluctuations. During high-demand winter
months, gross margins have increased to recover storage and
capital costs incurred during the off-season. To calculate
these seasonal fluctuatiohs, OFR used available census‘
regional and national data and the Census Seasonal Adjustment

Program. Since census regions do not correspond to DOE
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regions, seasonal adjustments for the various DOE regions

were approximated.

There are two primary limitations in using the sceasonality
factor. First, seasonal patterns are highly dependent on
the market situvation, which is influenced by both weather
conditions and industry practices. Seasonal patterns for
a given year may not be consistent with average trends of

previous years.

Second, the seasonality factor tends to dominate the move-
ment of the benchmark. On a monthly basis, the effect
of seasonality is much greater than the effect of inflation

on heating oil gross margin trends.

Wholesale and Retail Benchmark Data Ligigééggns

The benchmarks were not designed to evaluate specific,
individual wholesale or retail margin changes. Rather,
they permit a broader evaluation of aggregate changes.

The benchmarks do not permit disaggregation of the average
price or gross margin changes that oécur to evaluate

individual firm prices and margin behavior.

The data collected did not provide operating costs for
resellers and retailers which are needed to evaluate

increases in gross margins. No current data were
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available to permit estimating net margin. As a
result, in ordér to éélculate the wholesale and retail
gross.margins, the methodology used current month's

purchased product costs.

Because the édopted methodolégy for calculating the

average gross margin feflected-only current purchased
product éosts, gross margins hay be somewhat understated
during periods of increasing product costs, and somewhat
overstéted-during periods of decreasing product costs

(see Exhibit IV~-l). The differences in ihventory-aécounting
approaches, as well as the mix in inventory use versus
purchased product in a particular month, can limit-the

value of a single month's comparison of actual gross

margin against_benchmark.

The need for more precise data was even more apparent at
the wholesale level. Because wholesale heating oil

marketing operations vary considerably in size, from

1/ 1In order to evaluate nonproduct cost increa.es of a
particular firm a complete audit of that firm would
be required. The resulting burden of auditing all
firms would be heavy. OFR is of the opinion that
this burden should only be imposed after large changes
in the gross margins have been detected and statistically
evaluated. ‘
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Sample Wholesale Operation
Heating Oil Gross Margins

(cents per gallon)

Purchased Inventory Cost®
Product Cost (total weighted
{current month) average)
November 1977
Selling price 35.59 35.59
Minus cost {35.03) (34.33)
Gross margin 0.66 1.26
December 1977
Selling price 36.01 36.01
Minus cost (36.67) (35.69)
Gross margin {0.86) 0.32
January 1978
Selling price 36.03 36.03
Minus cost 36.48 36.49
Gross margin (0.45) (0.48)
February 1978
Selling price 36.08 356.09
Minus cost {35.80) {36.15)
Gross margin 0.29 {0.05)
March 1978°°
Selling price 35.97 35.97
Minus cost {36.08] (35.88)
Gross margin {0.17) 0.09

SOURCE: Economic Regulatory Administration,
Office of Fuais Regulation.

®Beginning inventory plus purchassd product

for the month.

®*°Preliminary data.
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very large volume deepwater terminal operators to
retailers who periodically wholesale much smaller
volumes of product, gross mergins and operating
costs can vary considerably. Therefore, when gress
margins for large and small wholesalers are combined,
an average results which may be representative of
neither. For instance average monthly gross margin

fluctuations may be distorted by deepwater terminal
operators' monthly fluctuations in sales volumes.

The Refiner_ Index

The purpose of the refiner index was to provide an
estimate of the ceiling prices charged to wholesalers/

resellers by refiners that would have been allowed

.

‘had price controls been in effect. This waS‘attbmpITEhea
by calculating average increases in crude o0il costs,
purchased product costs, and nonproduct costs and adding
them to the weighted average June 1977 price of No. 2
heating oil to wholesalers. The sum of these components

was the index price for a given month.

Refiner Index Methodology Limitations
The refiner index methodology was constrained by three
primary factors. First, the use of June as the base month

for both price and cost increases, as originally proposed
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by OFR (43 FR 2917, January 20, 1978) was inappropriate
to meet the intent of the refiner index calculation.

In short, using the same base month for prices and

costs required that refiners absorb a month's increased
costs in June 1977. However, refiners had already
absorbed one months costs beginning in 1973 when controls
were implemented. OFR found it inappropriate to require
refiners to absorb a month's increased costs twice.

Therefore, a new index methodology was developed, using

a cost base month of May 1977. A detailed explanation
of the problem with using June 1977 as the base for
increased costs and prices is providedlin Appendix B
along with the results of two index calculations using

May and June base months (Appendix B).

Second, the entire amount of purchased product costs was
allocated to non-ultimate consumer sales, even though
some purchased product is sold directly to end-users.
This deficiency caused the index to be slightly lower
throughout the heating season, because the entire amount
of purchased product cost decreases was allocated to non-

ultimate consumer sales.
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Third, inventory cost accumulation began too late in the
summer. The heating o0il sales season usually ends in

March of each year, and in April distillate production
normally exceeds demand until November. (See DOE Monthly
Energy Review, May 1978, p. 20.) At the same time as
refiners build inventories of products, the costs associated
with that inventory build-up are being accumulated. However,
since the index only began accumulating cost increases

in July 1977, refiners lost the opportunity to accumulate
three months' "banked" costs (increased costs minus cost
recoveries from price increases) for recovery in the next

heating season.

Refiner Index Data Limitations

volumes by the refiners of No. 2 heating o0il, increased
crude oil and nonproduct costs were allocated using volume
sold instead of volumes produced, as required by the revised
pricing regulations. Since distillate sales are lower

than production in summer, these costs are under-allocated
during the summer. As a result of distillate sales exceed
production in the winter, these costs are overapplied

in the winter. (See DOE Monthly Energy Review, May 1978,

p. 20.) This distorts the guideline price from month to



I-57

Iv-11

month, but over the entire heating scason, the impact

is reduced by averaging (sce Exhibit IV-2). Another
problem with the use of sales volumes is that they include
séles of gas plant production by integrated firms that
have crude oil refineries and gas plants. This results

in a lower ratio of heating o0il sales to total sales,

thus under-allocating both crude o0il and nonproduct costs.

A second limitation is the lack of data on refiners'
operating costs specifically for sales of heating oil.

The EIA collects operating costs for controlled products
directly from refiners, but not for decontrolled products.
Therefore, the EIA estimates operating costs for heating
0oil on the basis of the data collected. OFR acknowledged
this limitation when the index formula was published.

However, the EIA estimates were considered to be close

approximations of the actual nonproduct costs for heating
oil incurred by refiners, and it was a method with a
regulatory basis that was generally consistent with the

current pricing regulations.
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Exhibit 1Iv.2

Example of Effect of Different Cost Allocations®

Increased crude oil and nonproduct costs are allocated to different types of regulated
products in the following way:

Production basis:

i | .
Production volume of the regulated product X cost increases

Production volume of all products
or

Sales basis:

1 R
Sales volume of the regulated product X Ccost increases

Sales volume of all products

Allocators (in barrels):
June July Aug Sept Oct Nov Dec Jen

Production basis .25 .25 25 .25 25 26 26 25
Sales basis 0625 .0625 .0625 .1176 .2105 3478 .40 4642
" Cost increases $T00° $102° 3104 $106 $108—$110 $112— %114
Solution: 7 :
Allocation times cost increases =
Production basis 25 2550 26 2650 27  27.50 28 2850
Sales basis 6.25 638 6.50 1247 22.73 38.26 44.80 52.92-
Total for period:
Production basis $214.00
Sales basis $190.30

SOURCE ' Economic Regulatory Administration, Otfice of Fuels Reguistion.

° Figures are hypothetical, for iliustrative purposes only.
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APPENDIX A

MIDDLE DISTILLATE SUPPLY AND DEMAND

During the 1977-1978 heating season, supplies of No. 2
heating oil were adequate to meet demand, and no wide-
spread shortages were experienced.l/ Middle distillate
demand is met by refinery production, imports, and stock

drawdowns. For the period of November 1, 1977, to March 31,

1978, there was an average of 49 days of supplies in inventory.

November 1977 inventories of middle distillates represent

the highest accumulation of stocks over the past five years.
Stocks of middle distillates are accumulated during the non-
heating season when refineries normally reduce their heating

oil yields. However, they maintain a high level of crude

0il runs to meet high motor gasoline demand and conseguently

produce middle distillate in excess of immediate demand.

1/ Based on DOE data through December 1977 and the latest
available data for January through March 1978.

2/ The average days of supply is calculated by dividing

- the average daily demand into average month-end stocks.
This calculation does not include the variables in
production and imports that can contribute to meeting
demand. Any incremental contribution that these sources
of supply make to meeting demand would obviously extend
the number of days of supply in inventory.
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Stocks generally peak in October and November and decline

as they are drawn down during the heating season. During

the past heating season stocks remained higher each month
than they had for the corresponding period of the previous
year, averaging over 25 percent higher than 1976-1977 heating

season.

Average daily production of middle distillates during the
winter héating season by domestic refiners traditionally
begins to decline as demand begins to decline in February
and March. Refinery production for éhis past.heating season
remained higher than the historical norm for the months

of October, November, and December as refiners continued

to build up inventories and then remained relatively stable

for the last three months of the heating season, reflecting
both a higher level‘of demand and higher volume of supplies

in inventory. Average daily production for this year's heating
season was 3,131 MB/D which was slightly lower than last

heating season's daily production average.

Domestic refinery capacity utilization during the period of
maximum middle distillate demand remained generally lower
than 1t has for the past two years averaging an 86 percent
utilization of available refinery capacity. Generally, a

capacity utilization factor of 90 percent is considered the
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maximum sustained production capacity of the domestic refining
industry, although individual refineries can operate at

higher production rates for short periods of time.

Imports of middle distillates generally averaged.s percent
of total domestic demand during the heating season. For
the past heating season imports were 87 percent below the
previous year and this reflects the generally high leQel of
stocks and production that was maintained through the 1977-

1978'heating season.

Demand for middle distillates averaged 4,217 MB/D during ;he
1977-1978 heating season which was slightly less than the
4,325 MB/D average demand experienced in the 1976-1977 heating

season. The demand for middle distillates typically acceler-

ates during the first three months of the heating season,
generally peaking in January and then declining. As a result
~of the national coal strike, demand for middle distillates,
one of the replacement fuels for coal, remained higher than
normal during the latter part of this past heating season.
The past two winters have been generally colder than normal.
Middle distillate demand increased nearly 10 percent in

1976 over 1975 and by about 7 percent in 1977 over 1976.
However, demand for the past heating season was about 2.5
percent less than for the prior heating season in spite

of the increased demand caused by the coal strike.
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RATIONALE FOR ALTERNATIVE_REFINER_INDEX

The decision to develop a second refiner index, with May 1977
as the base month for calculating cost and price increases,
was a result of OFR's review of the first refiner index cal-
culation that used June 1977 as the base month. Specifically,
OFR found that the purpoée of the refiner index -~ to determine
what the refiners' price of heating oil would have been if
controls had remained in effect -- was being frustrated by
the use of June 1977 because refiners, in effect, had to
absorb one month's worth of cost increases. Under the index,
refiners were not allowed to pass through increased June
costs in the month of July, the month in which a small price

increase had occurred.

Refiners had already absorbed at least one monﬁh's cost in-
creases at the beginning of controls. Under the pricing
regulations, May 1973 was the base month for both cost and
price increase calculations. When the original Cost of
Living Council's Phase IV regulations began in August 1973,
any costs not reflected in May 15, 1973 prices could not

be recovered after August 1973 when price increases could
be justified only by cost increases incurred during the

preceding month.
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Therefore, the use of the original index would require
refiners to absorb an additional month's cost increases
beyond what they had absorbed at the beginning of price

controls. This was not the intention of the refiner index.

It was thus decided to use two parallel indexes.—- a May
base scenario and ; June base scenario -- to indicate_the
contrast bethen the results of the index‘as>published
(June base scenario), and what was considered an index
more closely correlated to the pricing regulations (May

base scenario). The following hypothetical example illus-

trates the two indices.

May base for cost, June base for price
’ (In cents per gallon)

T _May ——June —July  August
Actual Price 15 15 - 16 16
Index Price 17 17
Actual Cost 10 12 12 13

June base for cost, June base for price
(In_cents per gallon)

May June Ju?! August
Actual Price 15 15 16 16
Index Price 15 15

Actual Cost 10 12 12 13
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With May as a cost base and June as a price base,
July index prices were allowed to reflect June's increased
costs. With June as a cost base as well as a price base,

July index prices had to remain the same.
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Exhibit B.1
Refiners’ Indexes and Actual U.S. Average
Prices to Non-ultimate Consumers

{cents per gallon)

Indexes Difference*
May June Actual  From May
Month Scenario Scenario Price Scenario
1977
June - - 356 -
July 36.1 35.6 35.8 0.3
August 36.1 35.3 35.6 0.5
September 36.3 35.1 35.56 0.8
October .36.5 35.1 36.0 0.5
November -36.5 348 36.3 0.2
December 36.5 35.0 36.6 (0.1)
1978
January — 36.8 34.7 368 00
February 36.2 33.7 36.4 (0.2)
March 36.2 33.1 361 0.1

SOURCE: Energy Information Administration.

*Negative number indicates index was exceeded.
March data are preliminary.
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RETAIL AND WHOLESALE BENCHMARK METHODOLOGY

Brt = Mr (pIL)(SFrt)
where
Byt is the benchmark margin* for month t in

Region r

M- is the gross margin for June 1977 in
Region r

PI; is the price index ratio: month t vs
June 1877:

For Retail: CPI (Less Food)
For Wholesale: WPI (Industrial Commodities)

SF+ 1is the seasonal factor for month t in
Region r;

For Retail: See Exhibit C-1—— —— -
For wholesale: SF = 1.0
r is the DOE Region
t is the month under consideration ‘

* As defined by 43 FR 2917, January 20, 1978.
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Exhibit C.1
Retail Seasonality Factors*
1977 ‘ 1978

DOE Region November December January February Mafch
1 1.07 1.09 1.15 1.12 1.1
2 1.07 1.09 1.15 112 1.1
3 1.07 1.09 1.15 112 1.1
4 1.12 1.12 113 119 1.16
5 1.07 1.13 1.12 ) 1.08 1.12
7 1.07 1.13 1.12 1.08 ’ 1.12
10 1.00 1.00 1.00 1.00 1.00
u.s. 1.05. 1.07 1.12 1.10 1.1

SOURCE : Economic Regulatory Administration, Otfice of Fuels Regulstion
* Based on gross margin data for Janusry 1974 to March 1877.

« U. S. COVERNMENT PRINTING OFFICE : 1978 261-325/598



APPENDIX J

ANALYSIS OF FORMULAS USED BY THE MDS

This Appendix has not been completed, and will appear in-the final report.
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OMB CLEARANCE REQUEST FOR THE MDS
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Supporting Statement for the form
FEA-P112-M-2: No. 2 Heating 0il
Supply/Price Monitoring Report

(1) Justification

(i) In order to formulate and implement national energy
policy and to ensure that unreasonable profits are not
accrued by petroleum firms, it is essential that
Congress, the FEA, and other federal agencies have access
to detailed, accurate, comprehensive, and up-to-date
information on No. 2 heating o0il prices and costs in the
United States. The FEA No. 2 Heating 0Oil Supply/Price
Monitoring Report is the vehicle designed by FEA to
collect this information on heating oil. The specific
legislative requirements are as follows:

1. The Federal Energy Administration Act of 1974, (the
FEA Act) Public Law 93-275, May 7, 1974, as amended
by P.L. 94-332, June 30, 1976, and P.L. 94-385,
August 14, 1976, Section 5, Functions and Purposes
of the Federal Energy Administration states that:

(a) "...the Administrator shall be responsible
for such- actions as are taken to assure that
adequate provision is made to meet the energy
needs of the nation. To that end, he shall
make such plans and direct and conduct such
programs related to the production, conservation,

use, control, distribution, rationing, and
allocation of all forms of energy as are appropriate
in connection with only those authorities or
functions--" as authorized by the FEA Act, the
President or the Congress.

(b) To the extent authorized by the FEA Act, the
Administrator shall--

(1) Sec. 5(b) (4) "develop plans and programs for
dealing with energy production shortages;"



(2) Sec. 5(b)(5) "promote stability in energy
prices to the consumer, promote free and
open competition in all aspects of the
energy field, prevent unreasonable profits
within the various segments of the energy
industry, and promote free enterprise;"

(3) Sec. 5(b)(9) "collect, evaluate, assemble,
and analyze energy information on reserves,
production, demand, and related economic
data;"

To facilitate such data collection;

(a) Sec. 13(a) of the FEA Act directs the Administrator
to: "...collect, assemble, evaluate and analyze
energy information by categorical groupings, estab-
lished by the Administrator, of sufficient compre-
hensiveness and particularity to permit fully
informed monitoring and policy guidance with respect
to the exercise of his functions under this Act.

(b) Sec. 13(c) of the FEA Act empowers the Administrator
to require energy suppliers to supply "reports or
answers in writing to such specific questions,
surveys, or questionnaires as may be necessary."

Sec. 52(a) of the Federal Energy Administration Act —

(P.L. 93-275 as amended by P.L. 94-385) reguires that

the Director of the Office of Energy Information and

Analysis "establish a National Energy Information

System ... which shall contain ...such information

as is required to provide a description of and

facilitate analysis of energy supply and cénsumption

within and affecting the United States on the basis

of such geographic areas and economic sectors as may

be appropriate to meet adequately the energy

information needs of..." the FEA, the Congress, and

other federal agencies. The statute in Sec. 52 (b)

provides that such data collection should include

at a minimum the information that is "necessary to

carry out the Administration's statistical and

forecasting. activities..."
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Sec. 11 (a) of the Energy Supply and Environmental
Coordination Act of 1974 (ESECA, P.L. 93-319 as

amended by P.L. 94-163) requires that the Federal
Energy Administration "shall request, acquire and
collect such energy information as he determines

to be necessary to assist in the formulation of

energy policy..." in order to ensure that the FEA,

the Congress, the states and the public have access

to reliable energy information. The term "energy
information" is defined in Sec. 1l (e) (1) of ESECA

to include "matters relating to energy and fuels,

such as... costs, prices,...and other matters

directly related thereto." The authority contained

in Sec. 11l (g) (1) of ESECA is "in addition to, independent
of, not limited by, and not in limitation of, any other
authority of the Federal Energy Administrator."

On July 1, 1976, middle distillates were exempted
from the Mandatory Petroleum Price and Allocation
Regulations (decontrol). However, Section 12 (f)

of the Emergency Petroleum and Allocation Act of
1973 (EPAA, P.L. 93-159, as amended by P.L. 94-99
and P.L. 94-163), provides that following the
exemption of any product from regulation, FEA shall
have the authority at any time to reimpose price
and al ocation controls if necessary to attain the
chjectives of the EPAA. For this reason, FEA

adopted amendments which stay the effectiveness of
the allocation and price regulations as they would
otherwise apply to middle distillates without
deleting those regulations from the Code of Federal
Regulations. They are in effect converted to
standby status, so that they may be guickly put
into effect in the event of shortages or other
occurrences, such as excessive price increases,
which might require reimposition of controls.

The No. 2 Heating 0il Supply/Price Monitoring

Report is designed to provide the data necessary

for the FEA to execute its role in monitoring
certain volumetric, cost, margin, and price
movements for No. 2 heating oil within the petroleum
industry and perform analyses and projections
related to supplies, demands, margins, and prices.



The FEA-P112-M-2 is designed to supersede form
FEA-P112-M-1, No. 2 Heating 0il Supply/Price
Monitoring Report because greater statistical
accuracy for measuring profit margins 1is
required than is currently available to the FEA
to "prevent unreasonable profits within the
various segments of the energy industry" (FEA
Act, Section 5(b) (5).

The FEA is in the process of revising the middle
distillate post-exemption monitoring system on

the basis of experience gained during the 1976-77
heating season, and on comments received from

the petroleum industry, state governments, the
GAO and consumer groups. Among the criticisms
made of the No. 2 heating o0il trigger mechanism
were two that have necessitated the P112 revision:

Criticism: Use of the four Census regions
forced geographic aggregations
that were to broad.

FEA Proposal: A residential heating coil
trigger will be calculated at
the FEA regional level for all
regions. FEA regicns were
chosen for three reasons:
(1) they are the most disaggregated

of standard governmental regional
classifications; (2) they provide
reasonable approximations to heating
0oil marketing areas; and (3) they
faciliate the administration of the
survey by the FEA regional offices.
The sampling universe will be expanded
to provide statistically valid state
average prices, for those states with
significant sales of residential
heating oil. This will necessitate
augmentation of the sample for those
states and calculation of base
residential prices. State averages
will be used to respond to consumer
inquiries about heating oil prices
but will not be used to compare
against index values.



Criticism: The system of weekly updates to the
trigger and survey prices based on
monthly sales volumes was too
confusing and also introduced
additional statistical reporting
errors.

FEA Proposal: The system of weekly index prices
calculations will be eliminated.
Monthly calculations will be continued.
Index values and survey prices will
be published two months after the
month to which they pertain. This
approach should work to reduce the
statistical reporting error.

(ii) The data collected on thé No. 2 Heating 0il Supply/Price
Monitoring Report will be used by FEA for several purposes:

1. to execute its role in monitoring certain volumetric,
cost, margin and price movements for heating oil '
within the petroleum industry and perform analyses
and projections related to heating oil supplies,
demands, margins, and prices;

2. to determine policy formulation;

3. to report to the Congress, the President, the public

as required by the Act; and
4. to support FEA's forecasting activities.

(iii) Data on No. 2 heating is currently collected by
the FEA on form FEA-P112-M-1, No. 2 Heating Oil Supply/
Price Monitoring report. The FEA-P112-M-2 is intended
to supersede the FEA~-P112-M-1 form, Schedules A0 to Al.
Schedule A2, Telephonic Survey, has been eliminated. A
separate revision clearance request will be submitted
for the standby Schedules B and C to the FEA-P112-M-1
(R0O411). '



The Bureau of Labor Statistics collects No. 2 heating oil
data for the Consumer and Wholesale Price Indexes. However,
the BLS data does not provide individual company detailed
data and the BLS data is not as comprehensive as is
required by the FEA to monitor decontrol.

The FEA-P302-M-1, "Petroleum Industry Monthly Report for
Product Prices" collects aggregate national data on volumes
and prices of all covered products from refiners and gas
plant operators and from resellers and retailers with

annual sales of $50 million or more of all covered products.
If any firm is required to file both the FRA-P302-M-1

form and the No. 2 Heating 0Oil Supply/Pric¢ Monitoring
Report, they are to provide Nc. 2 heating oil data to the
FEA only on the more comprehensive heating oil form.

(2) Description of Survey Plan

(i) The FEA-P112-M-2 universe will consist of an updated
listing of No. 2 heating o0il refiners and marketers who
respcecnded to the historical market share surveys (forms
FEA-P305-5-0: Refiner/Importer Histcorical Report of
Petroleum Product Distribution and FEA~P308-5-0: Historical
Survey of Fropane Distillate Fuel 0il and Residual Fuel

0il to Ultimate Consumers). This is basically the same
universe used for the form FEA-P112-M-1: - -

(ii) A stratified sample of companies will be drawn from
the universe described above. The strata will be the same
as that used for the form FEA-P112-M-1; however, the number
of companies selected from strata 2 and 3 has changed.

Stratum 1 will consist of all companies reporting national
total annual sales of 10,000,000 gallons or more of No. 2
heating oil. There are approximately 200 of these companies
and they will all be included in the sample. These firms
account for approximately 80 percent of total sales of No. 2
heating oil.

The remaining companies in the universe will be sequenced by
state.



Stratum 2 will consist of those companies having sales
of 2,000,000 to 10,000,000 gallons of No. 2 heating oil.
There are approximately 1,200 companies in this stratum
and they will be sampled by state.

Stratum 3 will consist of those companies having annual
sales of under 2,000,000 gallons of No. 2 heating oil
of which there are approximately 6,000 firms.

The total sample from Strata 1 through 3 will conéist
of approximately 2,000 firms.

A detailed cover letter and the FEA-P112-M-2 form and
instructions will be mailed to every selected firm upon
approval by GAO. The form will be required to be filed
no later than 20 days after the close of the calendar
month in which the form is approved and each calendar
month the =2fter.

(iii) N

(3) Tabulation and Publication Plans

The data collected, reviewed and tabulated by the FEA will
be used to provide prices and distribution costs for FEA's
Short Term Petroleum Product Price Forecasting Model.

The data will also be disseminated in several FEA
publications ("Monthly Energy Review", "Monthly Petroleum
Product Price Report", "Quarterly Report to Congress",
"Monthly Report to the President"), FEA press releases,
and upon request made to FEA. The data will be displayed
within Region and by national average. It will aggregate
average purchase price and average selling price and
margins for residential, institutional and utility, and
industrial classes of customers. Public disclosure of
information in Section 14 of the Act requires the Admin-
istrator to make public, on a continuing basis, any
statistical and economic analysis data, and information
necessary to keep the public fully and currently informed.



(4) Time Schedule for Data Collection and Publication

The firms and instructions will be mailed to the selected
respondents as soon as the form is approved by GAO and is
printed. The selected respondents must submit the form by

the twentieth day of the month following the report month.

(See Section 2, Description of Survey Plan.) The elapsed

time between the completion of data collection by and the
issuance of the first published results should be approximately
two months.

(5) Consultations Outside the Agency

As the form itself has not been revised with the exception
of a deletion of the telephonic survey the 'Consultations
Outside the Agency' submitted with the request for
clearance of the FEA-P112-M-1 are applicable to the
FEA-P112-M-2.

(6) Estimation of Compliance Burden

The compliance burden for the form FEA-P112-M-2 is calculated
based on the previous form FEA-P112-M-1 which was 4.9 manhours
for Schedules A0 and Al and 1 hour for the telephonic survey
Schedule A2. Therefore the total estimated annual respondent
burden for the FEA-P112-M-2 is 5 hours X 2,000 respondents

X 12 months = 120,000 manhours.

As for the form FEA-P112-M-1 the compliance burden is not
expected to vary because of differences in respondent size.
Any differences appear to be a function of bookkeeping
procedures and the understanding of the regulations.

(7) Estimate of Cost to the Federal Government

The estimated annual cost to the Federal Government for the
FEA-P337-M-0 is as follows:

(a) Printing of forms $ 4,800.00
(b) Mailing of forms 3,200.00

Sub-total (one time cost) S

8,000.
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(d) - Data collection, prevali $101,376.00
- dation, editing ‘
(e) Keypunching 76,898.00
{f) ’System Operating Cost : 264,000.00
Sub-total (operation costs) . ) $442,274.0C
Total Annual Cost of Operation o - - 8450,274.0¢C
(8) . Provisions for Confidentiality'of Information

As stated in Section 11(d) of the Energy Supply and Environ-
mental Coordination Act of 1974 (P.L. 93-319) data will be
treated as confidential "upon a showing satisfactory to the
Federal Energy Administration by any pérson that energy
information obtained under this section from such person
would, if made public, divulge methods or processes entitled
to protection as trade secrets or other proprietary infor-
mation of such person, such information, or portion thereof
shall be confidential in accordance with the provisions of
section 1905 of Title 18, United States Code".

The follow1ng statement will be printed in the FEA P112 -M-2
instructions:

"You may consider some of the 1nformatlon requested

on this form to be confidential commercial information
which FEA should withhold from public disclosure, because
its release will cause substantial competitive injury.

If you believe that ‘any information is covered by the
exemption to the Freedom of Information Act (5 U.S.C.
552) disclosure reqguirements for trade secrets and
confidential commercial information contained in

5 U.S.C. 552 (b)(4), and if you do not wish FEA to
disclose such information to the public, you should
immediately inform FEA by letter prior to making the
submission of this form. The letter must 1) cite briefly
and specifically, by item number, which information you

"believe is confidential commercial information 2)

state that release of the information would be likely

to cause substantial competitive injury resulting
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from release of each item and explain the basis of this
statement and 3) explain whether each item of infor-
mation which you believe is confidential is customarily
treated as confidential by your company and in your
industry. FEA needs a detailed explanation of the
competitive injury resulting from public disclosure -
rather than a general assertion of injury - before it
can evaluate or accept claims of confidentiality. FEA
retains the right to make its own determination with
regard to any claim of confidentiality.

If we do not receive a reguest, with substantive
justification, that the information submitted not be
released to the public, the FEA may assume that you
do not object to disclosure to the public of any
information submitted by your company on the form."
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APPENDIX L

LIST OF STATES FOR WHICH AVERAGE PRICES ARE REPORTED ON THE ENERGY DATA REPORT




Alaska
Connecticut

Delaware

Washington, D.C.

Idaho
Illinois
Indiana
Maine
Maryland
Massachusetts

Michigan

APPENDIX L,

LIST OF STATES FOR WHICH AVERAGE PRICES ARE REPORTED ON THE ENERGY DATA REPORT

New Hampshire
new Jersey
New York

Ohio

Oregon
Pennsylvania
thde Island
Vermont
Virginia
Washingtdn

West Virginia

Minnesota

Wisconsin
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Executive Summary

At the request of the Senate Subcommittee on
Intergovernmental Relations of the Senate Committee on Governmental
Affairs, the Department of Energy ("DOE") appointed an ad hoc
Subcommittee composed of members of the Fuel Oil Marketing Advisory
Committee to identify the relevant issues affecting the independent
marketer of middle distillates and to explain how those issues affect
the competitive viability of that segment of the industry. The
Subcommittee was charged with developing a White Paper on its
findings and views for presentation to the full Committee at its
reqularly scheduled meeting on December 5, 1977. The Subcommittee
has, pursuant to its mandate from DOE, included within the Paper
recommendations for legislative and regulatory action.

The Subcommittee was assisted in its preparation of the
White Paper by representatives of DOE and complied Eglly with the

L4
requirements of the Federal Advisory Committee Act.ﬂl The members
of the Fuel 0il Marketing Advisory Committee unanimously accepted

the findings, conclusions and recommendations at the December meeting.

Part I: Conclusions

Competitive Viability of Independent
Fuel Oil Marketers

1. Profitability of wholesale and retail marketers has

declined substantially since 1974; every analysis indicates that

t/ Federal Advisory Committee Act, P.L. 92-463 uas amended by P.L.
94-409, S5 U.S.C. App. I.
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it will continué to do so. This decline in profits has been a
result of increases in costs that far exceed increases in margins
qﬁ both levgls of distribution. . B .
. 2. There is strong competition in the héme heating oil
market on both the independent wholesale and retail levels. While
coﬁpepition maintains a downward pressure on home heating oil prices
and thereby benefits the consumér, it does limit severely the costs
which a marketer may recover. »
3. RetAiL marketers are experiencing severe cash flow
problems becagsé of the evef—intreasing time period between the
issuance of homevheAting oil billé ‘and receipt of payment from
homeowners. These delays adversely affect the dealers' ability
td meet their financial commitments.to their refiner-suppliers for
product.
4. As a result of increased costs, suppliers are
modifyingshistorical terms of sale, shortening payment periods and
‘eliminating discourits. During the period of controls and the

period of continuing threats of reimposition of controls, few are

yillingrto take on new.distributor customers. The net efféct is a
testriciion of the finéncialvflexibility of oil dealers.

5. The financing of inventory and equipment has become
significantly more difficult, due to inflated product prices and
an absence of -an adequate retﬁrn on equity.

6. Since competition and government interQention do not

permit wholesale and retail marketers to recover substantial non-



product costs, on a short-term basis, marketers are reluctant to
carry large inventories and incur storage costs. Despite the
nation's need for fuel oil reserves, current conditions make
accumulation of such reserves far more difficult.

7. The government regulated pricing of natural gas and
electricity at unrealistically low levels of price compared to
alternate fﬁels has continued to provide these heating fuels a
competitive advantage over fuel oil.

8. All regions of the country are experiencing
increased rates of attrition among heating oil marketers.
Economic pressures render small retailers the most vulnerable to
bankruptcy, merger, or voluntary dissolution because they do not
generate enough dollars of margin to cover expenses and make a
reasonable return, even if their unit costs, investments and
profits are at an efficient level. However, companies of éll

sizes are becoming less viable.

Part II: Conclusions

Impact of Federal Requlations e e —
on Independent Marketers

This Part concludes that:

1. Congress has mandated that DOE promulgate energy
programs which protect the independent marketer, foster competition,
and ensure an efficient distillate distribution system. To date
Agency action has not accomplished the objectives of that mandate
and the viability of independent marketer and his capability to

distribute vital distillate supplies to all sectors of the United
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States economy has been adversely affected by governmental
regulations and control,

2. Enforcement practices of DOE have been unreasonable
and injuriously inconsistent because the regulations themselves
have been complex, vague and extremely difficult for a small
businessman to understand.

3. The blanket preference given to Qmall refiners in
the entitlements program results in an anticompetitive advantage
for those marketers supplied by subsidized refiners who are able
to undercut sale prices of independent marketers supplied by non-
subsidized refiners.

4. Continued Fedgral controis on some refined products,
while others are unrequlated, distorts the marketplace by
prohibiting the historical seasonal cost allocation amoné products
made by refiners.

.5. Implementation of a monitoring/indexing system
would seriously weaken the independent wholesale and retail

marketer by forcing the marketer to absorb non-product costs

actually incurred. Thg thre&t of implementation ‘alone weakens the
independent marketer's financial viability because banks are
restricting credit terms and refraining from making additional>
loans because of the possibility that marketers may be tied to a
per gallon mafk—up in an inflationary economy.

6. Reporting and recordkeeping requirements imposed by
DOE on the small marketer contribute to the increased costs of

operating a fuel oil marketing business.
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Fuel 0il Marketing Advisory Committee

Recommendations

To insure that independent wholesalers and retail
marketers of middle distillates remain a viable and competitive
force in the petroleum ihdustry and are able to efficiently
distribute distillate to consumers as mandated in the Emergency
Petroleumn Allocation Act, the Pederal Government should:

1. Abandon proposals for any additional monitoring

and indexing of middle distillate prices at all

levels of distribution for this Winter. Prior to

its Spring hearings on middle distillate prices, DOE
should prepare a study or arrange for a study to be
prepared by an acceptable, independent party which
presents an in-depth analysis of profitability, return
on sales and assets of independent wholesale and
retail marketers of middle distillates and compare
those results with wheclesalers and retailers in

other industries. The study should be conducted on

a confidential basis and results should be-used by
the Agency as determinative of future need for
monitoring and indexing,

2. Establish a program of loan qguarantees and
financial support for retail marketers who
are experiencing cash flow difficulties

because of aging accounts receivable.
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Provide tax credits for marketers who build ’ _ : @
additional storage facilities and for home-
owners who install storage tanks with a
capacity of 550 gallons or more.

Eliminate the small refiner bias and eliminate
additional entitlement subsidies granted small
refiners.

Develop a closer c¢oordination with the
Envirdnmentalnprotection Agency on the 1ssue
of Strategic Petrolgum Reserves for refined
products{_ Conduct a study to weigh the
benefits of expanded marketer and consumer
storage in-light of the existing and proposed
environmental regulations wﬁich are impeding
the expansion of secondary and tertiary
storage facilities.

Prior to submission to the Office of

Management and Budget for clearance, DOE

should publish all forms in their entirety
{including instructions) in the Fedefa;
Register and allow adequate opportunity

for public comment. Upon review of the
comments submitted, the Department should

more diligently make specific findings that the

form is not unduly burdensome to small businessmen
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and that the information solicited is

unavailable from another source in the

government. Any form which is to be

distributed to ten or more respondents

for purposes of general information gathering

or used in the course of individual investi-

gations should be approved according to

this procedure,

Decontrol motor gasoline and aviation fuelé so that
price distoréions which inordinately raise the price
of distillate fuels do not occur in the market.
Support the deregulation of natural gas and electric
utility rate reform so that home heating oil is not
placed at a competitive disadvantage with vegard to
these alternate fuels.

Implement a more even-handed approach to audits of
independent marketers, particularly on sales made

during the early period of the requlatory program.

Refrain from initiating additional audits of that
period, close pending audits of that period and
resolve issues involving retroactive application
of requlations in favor of the marketer.
Resolution of those cases should be expedited.
Apply rules, rulings and Interpretations

of regulations prospectively only. The
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xii

Congressional intent to prohibit fetro—

‘active enforcement of the requlations

shéuld be immediately implemented with

regard to all pending and future audits.

Compl iance personnel nationwide should
'immediately be advised as to this policy.
Permit auditors to compromise amounts of
overcharges determined, as is déne by

other enforcement agencies. Such authority

is recommended by the Task Force on Compliance
and Enforcement (July 15, 1977) and would
~permit DOE to assess the imgact that restitution
to the market would héve on the marketers' via-
bility, pursuant to the agency's Congressional
mandate.

Pe:mi£ the creditiﬁg of overchargés against
‘undercharges in subsequent or previous pricing -

periods so that marketers are not.compelled to

13.

make restitution twice.
Immediately establish a three year statute of
limitations, similar to that established by the
Internal Revenue Service regulations, on priciné and "
allocation regulatory violations from their

inception in 1973.
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Preface

At the request of the Senate Subcommittee on Inter-
governmental Relations of the Senate Committee on Governmental
Affairs, the Department of Energy ("DOE") appointed an ad hoc
Subcommittee composed of members of the Fuel 0il Marketing Ad&isory
Committee to identify the relevant issues affecting the independent
marketer of middle distillates and to explaln how those issues
affect the competitive viability of that segment of the industry.
‘The Subcommittee was charged with developing a White Paper on its
findings and views for presentation to the full Committee at its
regularly scheduled meeting on December 5, 1977. The Subcommittee
has, pursuant to its mandate from DOE, included within the Paper
recommendations for legislative and regulatory action.

The Subcommittee was assisted in its preparation of the
White Paper by representatives of DOE and complie? fully with the
provisions of the Federal Advisory Committee Act. The members
of the Fuel Oil Marketing Advisory Committee unanimously accepted

the findings, conclusions, and recommendations at the December

meating.

*/ Federal Advisory Committee Act, P.L. 92-463 as amended by
- P.L. 94-409, 5 U.S5.C. App. I.
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Part I ¢

Competitive Viability of Independent Fuel Oil Marketers

I. Introduction

The purpose of this White Paper is to describe the cur-
rent financial and regulatory situation facing the vast majority
of independent fuel oil marketers throughout the country, and the
future viability of these marketers. Part I discusses current
profitability and competition, reduction of the number of indepen-
dents in the home heating oil market, credit terms givgn marketers
by their refiner and other suppliers, accounts receivable and dif-~
ficulties of financing inventories. Part Il addresses the impact
of government requlation on the marketers' operations.

In brief, both parts demonstrate that the profitability
of fuel oil marketers has declined since 1974 as a result of recent
and unusual market forces and government controls, and that unless
this trend is halted, a large number of independents will be unable
to remain in business, with a resulting reduction in the number of

competitors., In the long run, the homeowner will benefit from a

healthy and competitive fuel oil industry and this requires
adequate profit incentives to encourage needed investment and
continued efficiency in the industry.

II. Description of Marketers

As of Januvary 1, 1977, 12,167,067 homes in the United

States use middle distillate as their primary energy source for
*

heating. These customers are served by approximately

*/ "Exclusive Special Report: State Breakdown 1976-Distillate
0il Burner Installations, and Oil-Fired Boilers, Furnaces
and Separate Burners," Fuel 0il and 0il Heat, (November, 1977). -




*/

7,200 to 8,000 independent marketers. These marketers operate at
both the wholesale and retail levels of distribution. At retall,
the marketer's primary business is the delivery of home heating oil
in trucks to individual residences. At wholesale, the primary
business i3 the selling of oil "at the rack" to retail marketers.
Within this paper both are referred to as "marketers". If
information deals solely with those who sell at*sither wholesale or
retail, the level of distribution is specified._—/

A, Retail Marketers

For purposes of this Paper the Fuel 0Oil Marketing Advisory
Committee has adopted the following classification for retail
marketers according to the number of residential accounts serviced
and the number of gallons sold annually.
Small company: Less than 1,000 accounts
and sales under 1.5 million
gallons.
Medium company: 1,000-3,000 accounts and

sales of 1.5-4.5 million
gallons.

Large company: More than 3,000 accounts.. . ... .. __
and‘>sales of more than 4.5
million gallons.

A typical retail marketer has the following

characteristics:

*/ ©National 0il Jobbers Council.

**/ In the petroleum industry marketers are referred to as
jobbers, dealers, resellers or distributors.
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Table 1
New Mid- North South  Pacific ”
England Atlantic Central East Northwest
Trucks owned
& operated 2k-3 2k~3 2k 24-3 4
Gallons {(millions)
sold 2-24 1-1% 1% 1 1k
Employees 4-6 4-6 5-6 6 5

B. Wholesale Marketers

The wholesale sector of the industry varies considerably;
as a result there is no "average" wholesale marketer. Wholesale
marketers operate a variety of distribution systems, including
deepwater terminals, pipeline terminals, barges and terminals on
inland waterways, trucks, small inland storage facilities served by
pipeline and truck. Sales of middle distillétes by such companies
range from several million gallons annually to more than 500 million.

Most wholesale marketers of middle distillates also engage in

retail sales.

11X Explanation_of Supportive Data

Extensive data on the independent segment of the middle
distillate market and on the trends in profitability are not generally

available due to the fact that a majority of fuel 0il businesses are

*/ Information derived from directors of the following retail

- fuel oil marketers' trade associations: New England Fuel 0il
Institute, Fuel 0Oil Merchants of New Jersey, Northwest Petroleum
Association, North Carolina 0Oil Jobbers Association, 0il Heat
Institute of Oregon and National Oil Jobbers Council.
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small, privately held firms. - However, several reports have been
written on these topics, and it is the opinion of the Fuel 0il
Marketing Advisory Committee that these reports are gencrally
accurate and correctly represent the trends in the industry.
Therefore, the Committee has incorporated them within its
discussion and relies upon them to support its conclusions and
recommendations.

IV. Wholesale and Retail Fuel 0il Market Highly Competitive

During the past 5 years independent marketers have
incréased their penetration of the home heating oil market.
The "FEA Findings and Views concerning the Exemption of Middle
Distillates From the Mandatory Petroleum Allocation and Price
Regulations" (June 15, 1976) stated that independent branded and
non-branded marketefs in the aggregate increased their market share
of middle distillate sales from S4 percent in 1972 to approximately
58 percent in 1975.

It is reasonable to assume that this trend continued

during the past year as a result of the decision by a number of

refiners, particularly two major ones, to divest tﬁé;sgz;ésrof
direct home heating oil operations. The decline in these direct
refiner marketers since 1972 is in large part attributable to basic
competitive trends and the fundamental orientation of the home
heating oil industry toward local service and responsiveness to

local supply/demand conditions.
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The following chart indicates the trend toward
increased independent market shares in all regions through 1975.
Table 2
Regional Market Shares of Refiner

and Independent Marketers of
Distillate Fuel 0il

tt/
Independent
Marketer
Census Region Year Refiner Sales Sales Total
Northeast 1972 27.7 72.3 100.0
1973 27.6 72.4 100.0
1974 28.3 71.7 100.0
1975 25.2 74.8 100.90
North Central 1972 53.7 46.3 100.0
1973 5.7 48.3 100.0
1974 52.5 47.5 100.0
1975 45,1 54.9 100.0
South 1972 51.8 48.2 100.0
1973 49.0 51.0 100.0
1974 50.9 49.1 100.0
1975 43.9 56.1 100.0
West : 1972 61.9 38.1 100.0
1973 59.4 40.6 100.0
1974 61.6 38.4 100.0
1975 58.3 41.7 100.0

Markham of the Harvard Graduate School of Business Administration
on the market share of independents in the New England area, it

was found that 14% of the market was sold by integrated refiner-

*/ “FEA Findings and Views concerning the Exemption of Middle
Distillates from the Mandatory Petroleum Allocation and Price
Regulations®” (June 15, 1976).

**/ Chart reflects only retail sales.
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marketers, 86% by independent retailers, the largest of which

*/
controlled no more than 1.5% of the total market. Professor
Markham used this data to analyze competition within the New England

home heating market., He found ". . . the New England retail fuel

market is effectively controlled by competition. . .". He noted
that not only does the structure of the market ;ead to competition,
but it is competitive as to price as well; the most frequent reason
customers gave for switching suppliers in fecent years was p;ice:

An analysis of customers lost by one of the
largest non~refiner retailers in New England for
the period 1973~1977 shows that by far the most
frequent reason given for switching to another
retailer was price. Out of a basic customer list
of about 40,000 the company loses from 900 to over
1,600 each year for reasons of price. When it is
considered that the typical residential customer
usually prefers to maintain a continuing relation-
ship with its fuel oil supplier, an annual shift
of up to 4% of a customer base to other retailers
for reasons of price is indicative of substantial
price competition at the retail level.**/ .

The study examined data collected in light of accepted
criteria employed by antitrust agencies, pertinent Congressional

committees and market analysts generally for examining compe-

tition. It concluded that the structure and conduct-of—-theNew—————

England retail heating oil industry demonstrates the presence of

*/ Statement of Jesse W. Markham, Charles E. Wilson Professor of
Business Administration, Harvard Graduate School of Business
Administration, on "Post-Exemption Monitoring of Middle Distillate
Prices,” Washington, D. C., {(October 26, 1977).

**/ Ibid., pages 3 and 5.
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strong competitive forces. In such a competitive market 5

dealer cannot always recover all the cost increases he has inéurréd.
Examination of the wholesale market for home heating ' ) - .

also reveals the presence of strong market forces. Indépendent

wholesale marke;ers sell approximately 25% of tﬁe home heating

oil distributed .on the Eeét Coast and 40% of the home heating

oil sold in New England. These independents provide a viable

alternative supply for the indeépendent retailer and their presence

exerts strong competitive pressure on the price of home heating

oii at the "rack"” or wholesale level.

It should be noted that competition is not the only

factor prohibiting the independent marketer from recovering all of

- the costs he incurs. This Paper identifies five factors which are

preventing such cost recovery.

EiEEE' the marketer's selling price is affected by the
direqt residential sales of certain suppliers who‘may be- subsidizing
such sales by other aépects of their business,

Second, governmental controls or the open threat of

reimposition of such contrbls has restricted the ﬁarketerfs reéovéry
of costs. The impact of Federal rggulations will be discussed in
Part II.

Third, as is discussed in the next section, many homeowners

Are unable to pay their heating bills currently and aging accounts

*/ Data supplied by the Independent Fuel Terminal Operators
Association. .
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rgceivable deprive the marketer of the cash flow necessary to
operate his business efficiently. Since homeowners are unable to
pay bills currently it may be assumed they would have even qreater
difficulty meeting their obligations if retail prices were i1ncreased
to reflect more accurately the costs incurred by markcters.

Fourth, as prices have risen consumers have lowered
their thermostats and conserved energy. This reduction in sales
volumes restricts a marketer's passthrough of costs significantly.
While in many industries a markzter would increase his margin to .
reflect such a loss, the fuel oil marketer customarily maintains his
lower margin in hopes of recovering the lost volume by attracting
new customers, However, it is beéoming increasingly obvious that
the small independent marketer will have to increase his margin
in order to remain viable or merge with another company to gain
increased volume in order to recover his expenses.

Fifth, government regulations cstablish artificially low
price ceilings for natural gas and permit the subsidization of

residential electrical rates. As a result, fuel oil marketers are

forced to restrict their wargins further in ordef f; ;gmpotg with
these alternate fuel sources.

All of these factors ate contributing to the rapid decline
of the independent marketer and are discussed in more detail below.

V. Marketers' Profitability has Declined

Professor Philip L. Cooley of the University of South

Carolina, in his "Profit Analysis of Fuel Oil Marketers," exam-
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ined financial data of independent fuel o0il marketers collected for
the years 1974, 1975 and 1976, and found that the profitability of N
an independent home heating oil business had declined significantly.—/
Specifically, he noted that the average fuel o0il marketer had
approximately $2 million in sales revenues annually, and that {rom
1974 to 1976 the portion of each dollar spent by a marketer to obtain
heating oil had increased from approximately 81 cents to 83 cents.
He explained that this incfease in cost of goods res;lted in a.
lessening of gross margin dollars available to the marketer to cover
operational expenses; thus despite the efforts of the average
marketer to reduce those expensés, net income has continued to
decline. Further, marketers haYe been unable to pass through the
higher costs of goods sold to their customers because of intense
competition in the market and other factors.

He also reviewed the question of profitability in terms

of return on equity and conciuaed that there has been a substan-

tial decline:

*/ Cooley, Philip L., Professor of Finance, Profit Analysis of
Fuel Oil Marketers, (Columbia, South Carolina, October 1977).

Note: The Committee recognizes that Professor Cooley's study
relied heavily on information from the East Coast and may
not be totally accurate for the nation as a whole.
However, the Committee believes that while some
figures might change if a larger sample group were used,
the trends in profitability would remain the same.
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Table 1~

1974 1975 1976
13.3% 11.3% ~10.0%

It is well recognized that the larger the return on
equity the more likely a company will be able to attract
additional external capital, to retain earnings and pay dividends.
Without adequate return on equity, the funds will not be available
for refurbishing plant and equipment and supporting neceséary
increases in working capital.

Professor Cooley has also examined trends in profitability
by other methods--profit margins and return on asscts. All
showed a deteriorating profit picture. The chart below vividly
demonstrates this trend.
* * /
7able 4

Trends in Financial Characteristics
of Petroleum Markcters

Heating 0il Markecters

Method of Evaluation 1974 [ I S
1. Profit Margin 1.6% 1.3 1.2
2. Return on Assets 5.8% 4.9 5.0
3. Return on Equity 13.3% 11.3 10.0
4. Total Asset Turnover 3.6x 3.7 4.0
5. Inventory Turnover 14.7x 15.8 19.4

*/ Cooley, Philip L., Financial Characteristics of Petroleum
Marketers (Columbia, South Carolina: PMEF 1977, 1976 and 1975,
at Page 14.

V4 Cooley, Philip L., Financial Characteristics of Petroleum
Marketers, supra, at page 14.
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He further compared his findings to profitability trends
in other industries and found fuel oil marketers far less profitable
than their counterparts. He concluded:

If such [profitability] trends continue,
the price of freedom in running a small
business will become too high; fuel oil
marketers will then sell out or liquidate
and engage in other wage-earning activity.

A similar analysis'of independent retail markefing
operations throughout the United States was conducted by Fuel 0il

*
and 0il Heat magazine. It found that while dealers sold approxi-
mately 10% more fuel oil during the last heating season than the
year before, profit margins did not keep pace with costs and
profits declined:

Margins increased 8%--~but the total cost of

business went up even more (l3%). The net

result was that profits were down by 8%.**/

Following are some of the tables and data supporting that

ﬁii/ R

analysis:

*/ Mantho, Margaret, "Profits Sag During 76-77 Season"”, Fuel 0il
and O0il Heat, (September 1977).

*+/ 1d., page 35.

*+*/ Of -the companies surveyed, 77% operated bulk plants while the
remaining 23% did not.
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Table 5

profit Analysis
{(in cents)

Other )
New Metro Mid~ So. Mid- All
Eng. N.Y. Atl. Atl. west West Sec.

Bulkplant Cost 70 L .91 1.04 .71 1.03 .91
Delivery Cost 2.58  3.21 2,69 3.76 2.83 3.07 2.93
Selling Cost 1.18  1.29 .87 A .90 .73 .93
General Overhead 3.90  2.96 3.02 1.63 2.26 2.89' 2.87
Total Cost 8.43 8.63 7.49 7.14 © 6.70 7.72 7.64

Margin 9.99 10.65 9.31 8.37 8.08 9.18 - 9.31
Profit 1.56 2.02 1.82 1.23 1.38 1.46 1.67

Profit Analysis
(continued in cents)

- - -By Cities- - - ~ By Company Sizes -
Large Medium Small Large Medium Small
Bulkplant Cost .82 .72 1.11 .85 1.05 .76
Delivery Cost 3.25 2.59 2.68 . 3.02 2.63  2.41
Selling Cost .99 .87 .90 1.10 .84  1.01
General Overhead 3.23  3.06 2.18 3.51 2.45 2.35
Total Cost 8.29 '7.24 6.87 © 8.48 6.97 6.53
Margin 9.71  9.05 8.57 9.93 8.72 8.81

Profit 1.42 1.81 1.70 1.45 1.75 2.28

Historical Comparisons

1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977

Bulkplant Cost .34 .37 .41 .42 .55 .52 .58 .69 .68 .75 .91
Delivery Cost  1.56 1.50 1.68 1.66 1.88 1.84 2.35 2.63 2.61 2.54 2.93
Selling Cost .76 .65 .59 .74 .58 .61 .76 .88 .72 ,96 .93
General Overhead 1.30 1.61 1.50 1.76 1.76 1.80 1.92 2.06 2.0l 2.53 2.87
Total Cost  3.96 4.13 4.18 4.58 4.77 4.77 5.61 6.36 5.82 6.78 7.64

Margin 5.44 5.64 5.90 6.16 .6.50 6.93 7.49 8.34 8.24 8.59 9.31

Profit 1.48 1.51 1.72 1.58 1.73 2.16 1.88 1.98 2.42 1.81 1.67
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Companies without Bulkplants

: Other All
New Metro Mid- Mid- West Sec.
Eng N.Y. Atl West 1976 1975
Delivery Cost 3.31 3.7% 3.59 2.76 3.34 3.02

Selling Cost .88 1.72 .83 .70 1.01  1.24
General Overhead 4.08 3.23 2.82 2.32 3.08 3.31
Total Cost 8.27 8.70 7.24 5.78 7.43 1.57
Margin 10.60 11.09 8.83 7.26 9.34 9.72

Profit 2.33  2.39 1.59 1.48 1.91 2.15

Profit Analysis
(continued in cents)

Companies without Bulkplants (continued)

- =~ -By Cities~ -~ - - By Company Sizes -

‘Large Medium Small Large. Medium Small

Delivery Cost  3.33 3.05  3.68 3.25 3.7y 3.01 -
Selling Cost  1.31 .73 .68 1.06 . 1.03 299
General Overhead ~ 3.15 3.37 1.62 3.57 . 2.96 2.36
Total Cost  7.79 7.15 5.98 7.88 7.70  6.36
Margin 10.61  9.53 7.59 9.31 9,61 8.91
Profit - 2.82 2.38 1.61 1.43 1.91  2.55

IN THIS ANALYSIS

A large city is over 250,000 population
Medium city: 25,000 to 258,000
Small city: under 25,000

A large company has more than 3,000 customers
Medium company: 1,000 to 3,000 customers
Small company: under 1,000 customers
However, it should be noted that while marketers sold
approximately 10% more fuel 0il during the 1976-1977 heatihg

season than the year before, there has been a reduction in total

gallons sold from 1972-73 to 1976-77. Fuel 0Oil and Oil Heat

estimates that, due primarily to conservation, the average
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homeowner reduced his consumption from 1,463 gallons in 1972-73
to 1,371 gallons in 1976~77-~a drop of more than 6%, despite the
record cold of last Winter. The article states:

Our average American homeowner paid $638.88 for
oil last season. He naturally squawked because he had
been a lot more comfortable back in 1973 when he paid
$316 for his heating.

Much of his spleen was vented on the fuel oil

dealer who presented the bill. But the rest of the
numbers tell how unjustified this anger was. 1In
1973, the dealer made $109.58 on the average account,
He made more last season, $126.64; but what happened?
His cost per customer rose from $82.07 to $104.74 and
the net dropped from $27.51 to $22.90.

Fuel 0il and 0il Heat also examined dealer unit gross pro-
*/
fit margins = as a percentage of the price of o0il, and concluded that

these have been drastically reduced since 1973. Pre-embargo margins
were approximately 35% of the retail price of fuel oil and by 1977,
they have dropped to 20%.

Price Waterhouse & Co. recently complffed a survey of
retail margins ghroughout the New England area.__/ Tﬁe results of

that survey follow:

*/ Defined as the difference between the cost of product‘and the
selling price.

**/ Study commissioned by the New England Fuel Institute
(August 3, 1977).
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Table 6

Gross Margins as a Percentage
of Retail Selling Price

October 1, 1974 - )
March 31, 1975 24.2%

October 1, 1975 -

March 31, 1976 22.8% f

October 1, 1976 -
March 31, 1977 21.6%

The wholesale cost of fuel oil has more than doubled since
1973 and costs have risen approximately 27%. Gross margins have -
increased by only about 24%; therefore the retail profit margin per
customer before taxes has steadily 9eclined during this period, as
demonstrated in the following tabe:—/

Table 7

Retained Earnings Before Taxes

Per Customer 1973 1976 1977
Average Consumption 1463 gallons 1249 gallons 1371 gallons

Price x21.6 cents x40.7 cents x46.6 cents

Annual Billing $316.00 $508.34 $638.88
Margin 7.49 cents 8.59 cents 9.31 cents

Margin Income $109.58 $107.29 $127.64

Cost $ 82.07 . $ 84.69 $104.74

profit before Taxes $ 27.51 $ 22,61 §22.90

Even more significantly, as the above tables demonstrate,
Q*/

the dealers' net profit margins  have been drastically reduced since

1973. Prior to 1973 net hargins were approximately 8.7% of the

*/ Mantho, Margaret, "Profits Sag During 76-77 Season”,
supra.

*+/ Defined as the selling price minus cost of product and all non-
7  product costs (i.e. costs of operation), before payment of taxes.
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retail price of fuel oil and by 1977, they dropped to 3.6%. Thus
on a 50 cent product the retail dealer currently makes a net profit
(after taxes) of between 1/2 and 1 cen£-~surely one of the lowest
returns of all American business.

- In response to Federal Energy Administration's ("FEA“i
Federal Register Notice regardinb "Post-Exemption Monitoring of
Middle Distillate Prices”, 42 F.R. 27936 (July 26, 1977), the
Independent Fuel Terminal Operators Association conducted a
confidential survey of its members' margins for wholesale sales of
home heating oil. The survey Csvered the last four years and
produced the following results:

Gross margins (difference between cargo and rack price)

° Remained virtually the same, as an absolute
number, over the entire four years.

° Were identical, as an absolute number, during
the last year of controls (ending June 30, 1976)
and the first year of decontrol (ending
June- 30, 1977).

°® Declined in each year, as a percentage of the
selling {or rack) price. Over the four-year period
the net margin, as a percentage of the selling price,
decreased by 18.4%. TR S

Net Marging (after deduction of all operating expenses)

° Fluctuated unevenly within a narrow range, as an
absolute number, over the entire four years.

° Declined by 14.3% from the year ending June 30, 1973
to the year ending June 30, 1977.

*/ Statement of the Independent Fuel 01l Terminal Operators

- Association before the Federal Energy Administration hearings
on "Post-Exemption Monitoring of Middle Distillate Prices,"
(August 3, 1977).
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° Declined by 33% from the last year of controls
{ending June 30, 1976) to the first year of
decontrol (ending June 30, 1977).

° Increased only once, from the year ending
June 30, 1975 to the year énding June 30, 1976,
During both years, FEA controls were in effecrt.

On the East Coast most wholesale marketers of middle
distillates are also marketers of residual fuel oil; historiéally
income from these latter sales has made a significant contribution
to the marketer's financial position. However, in recent:-years,
non-utility consumption of residual fuel oil has declined sha:ély

*/ ' .
on the East Coast.  Income from residual fuel oil sales has
declined significantly, and its contribution to the financial

viability of wholesale marketers has been substantially diminished.

Professor Cboley, Fuel 0il and Oil Heat magazine,

.P:iqe Waterhouse & Company and the Independent Fuel Terminal
Operators Association studies demonstrate independently that
profi&ability'is sharply and stgadily declining for the

independent marketer on both the wholesale and retail level.

This is. especially the case with unit profitability, since selling

prices have not kept pace with product and nonproduct cost increases.

VIi. Agqing Accounts Receijivable Restrict Marketers' Cash Flow

In addition to incurring substantial increased product
and non-product costs, the independent retail marketer has

been experiencing substantial difficulty in obEaining payment

*/ United States Bureau of Mines, Department of the Interior.
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of bills from his customers. As the cost of living goes up,

the average homeowner is finding it increasingly burdensome to

pay for home heating oil. Assuming that an average oil~heated

household burns between 1350 and 1640 gallons of oil annually,

at S0 cents per gallon, that is a cost of $675 to $820 per

year.

Fuel 0il costs have more than doubled since OPEC began

increasing crude oil prices in 1973 but the income available to the

*

homeowner has not correspondingly increased.” Therefore, the

homeowner takes far more time in paying his bill. Prior to 1973 he

may bhave paid.within 30 days; he now pays in 30-60 or 60-90 days.

Professor Cooley estimates that the average collection

L7

period has increased 13.2 percent nationwide from 1974 through 1976.7

Yankee Oilman, a heating oil publication, also issues reports on the

average collections periods of retail marketers. Recently it has

shown a more dramatic picture in New England: 35% of all bills are

paid between 30 and 90 days and more that 25% are paid in more

tii/

than 90 days.

While payment may be extremely difficult for the

homeowner, its consequences for the retail marketer are devas~

tating. To the extent that bills are outstanding for more than

r/

o/

ii./

An examination of retail fuel oil prices in New York, New
Jersey and Pennsylvania from May 15, 1973 until MNovember 1977
shows that the average selling price was 21.77 cents per
gallon in 1973 and had risen to 49.99 by 1977.

Cooley, Philip L., Financial Characteristics of Petroleum
Marketers, supra. i

Yankee Oilman is a monthly publication of the New England

Fuel Institute.
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30 days, a marketer is forced to borrow money to meet his own

financial commitments to his wholesale suppliers. If he cannot

pay within 30 days, that supplier may refuse to provide further

product unless it is purchased on a C.0.D. basis. And if the

dealer cannot come up with the cash, he may lose his supply

volumes entirely.

Below is a report on the aging of accounts receivable

for the six New England States as of October 1, 1977 and aggregate

.'data for the entire East Coast::/
v Table 8
Days
0-30 31-60 61-90 91+
Coqnecticut 46.9% 14.2% 7.1% . 31.8%
Maine ) 46.2 16.1 10.3 27.47
_ Massachusettes ' - 53.9 10.5 4.4 31.2
New Hampshire g 42.0 8.1 2.0 47,9
Rhode Island _ 281 19,0 12.5 40.4
Vermont ‘ ' 43.3 18.9 3.5 34.3
——New-England-Average- 48.9 144 S5.0— 31T
East Coast Average 63.0 . 8.0 - 4.0 25.0

It is extremely difficult for retail marketers to

remain viable when a substantial percentage of accounts

receivable are older than 30 days——far.more difficult than for -

*/

Figures compiled by Yankee Oilman from its own survey of
marketers, a survey by Petrodata Services and The First New
Haven National Bank. Yankee Oilman surveys approximately
133,000 accounts monthly, Petrodata surveys 700,000 accounts

v”and The First New Haven National Bank surveys 115,000 accounts.
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competing utilities. TIf a utility account ages beyond a certain
point, the utility, after providing adequate notice, terminates
service. The homeowner has no alternative supplier of enérgy;

to avoid such a cut-off, he must pay his bill. However, the
retail heating oil dealer is not a monopoly. If he threatens to
terminate service for non-payment, the homeowner can turn to
other retail fuel oil marketers. In the metropolitan Boston area
alone there are some 518 dealérs in the yellow pages who can
supply the same product. Many of these dealers do not have

sophisticated credit interpreting information and are unable to

determine if a homeowner is indebted to another dealer. Frequently,

a homeowner is able to obtain the necessary supply of fuel oil
to his home while creating a long line of uncollectable debts.
Unéaid bills are also a greater problem for home heaéing
0il marketers than competing utilities because the price of home
heating oil has increased more sharply than that of natural gas,
which is held at artificially low levels by Federal and state
regulations., This is5 also true with regard to electrical utilities
in certain :égions of the country.
In brief, a substantial number of homeowners are simply
unable to éay for a commodity the price of which has suddenly doubleg
in price. Even in an inflationary economy, such an increase is
jolting. While almost all other commodities have increased
approximately 35% over the past 4 years, oil has risen 112%. The fue]
oil marketer, more than any other merchant, has felt the consequence;

of this increase.
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Recently, marketers began expanding two systems to
alleviate the accounts receivable problem--a "late charge" for
accounts not paid within 30 days and a "l2~month budget payment"
program. The late charge is a substantial change in credit terms and
homeowners have not reacted favorably to its institution. While such
a charge may alleviate some of the cash flow problems, a more
positive step is the aggressive action by many rétai&ers to establish
budget payment programs. Through these programs, homeowners pay
their heating bills over a twelve month period. It forces the
homeowner to allocate Summer dollars to Winter problems but
eliminates the staggering heating bills during the winter. By easing
the method of payment to the homeowner, the retailer is able to
colleét more of the revenues due. It should be recognized, however,
that widespread adoption of these programs will not resolve all of
the retailers' problems.

VII. Increased Labor Costs

Fuel o0il delivery is a labor intensive business; drivers

are obviously essential to the operations of the retail marketer.

A significant cost increase experienced by marketers has been in
wages paid to these drivers. 1In the last ten years the hourly wage
has more than doubled. As the table below indicates, during the
1976~-77 heating season, the driver's wage was 0.78 cents per gallon

*/

of fuel o0il delivered.

*/ Mantho, Margaret, "Profits Sag During 76-77 Season”, supra.
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Other Mid-Atl.
South Atl

Midwest

West
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*These are production figures achieved during peak

winter months. The wage per gallon is based only
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Table 9

DRIVER COST PER GALLON

Gallons
De-
livered
Per
Hour*

815
829
752
642
681
724

750
685

on the hourly wage.

Driver

Drivers’ Wage
Hourly Per
Wage Gallon
$5.47 0.67
7.49 0.90
5.46 0.73
4.28 0.67
5.58 0.81
7.09 0.98
$5.87 0.78
2.86 0.42

cents

cents ’

Another measure of the adverse impact on fuel oil dealers

is found in the relationship of hourly wages to dealer's margins.

As shown in the following table, the hourly wage has been'qfowing

at a faster rate than the margins and is thus steadily eating

into those margins and contributing to the reduction in net

profits,
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Table 10~

MARGINS RELATED TO DRIVER WAGE
(in cents) )

Average
Average Hourly
Margin Rate Index
New England . 9.99 $5.47 . 1.83
Metro N.Y,. 10.65 . "7.49 1.42
Other Mid-Atl. 9.31 | 5.46 1.71
South Atl. 8.37 . 4.28 1.96
© Midwest 8.08 5.58 1.45
West i 9.18 7.09 1.30
"CITY SIZES : ,
Large 9.71 $6.30 1.54 .
Medium 9.05 . 5.21 1.74
Small - 8.57 ©5.01 1.1
ALL SECTIONS :
1977 9.31 $5.87 1.59

1967 5.44 - 2.86 1.90
~.This escalation of labor costs is expected to continue in
the years ahead, and will substantially reduce the marketer's

pzofit-margins and thereby weaken his financial viability.

VIII. Change in Refiner-Supplier Practices

Hithinwthe*pastﬂfevaearST*refinerSWhave*been*expefiencing
inflationary cost pfgssures. For example, since the early i970's,
"the cost of raw materials has almbst'tripled and interest rates bave

increased. Tnes; factors have caused the working capital
rgquirements for maintaininglinventcries and receivables. to escalate;
in response to these iné;eaées, refiners have modified their

historical supply and pricing'practices.

*/ 1d. page 8.
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While marketers recognize that many of the programs and
practices relating to heating oil saies must change as economic
changes occur in.the market, they have experienced particular
difficulties with several changes institﬁted since July 1976, when
home heating oil was exempted from price and allocation controls,

The effect of most of these post—decontrol'modifiCations has been
to increase product prices and to exacerbate many of the difficul-
ties of the marketer that are set forth in this Paper.

Typical of the moves made by major refiner suppliers
was the elimination of the 1% discount traditionally associated with
deferred payment terms of the "Summer Fill" program. Historically
refiner/ suppliers of independent petroleum marketers operated
programs known as "Summer Fill". Under the terms, the marketer could
purchase fuel o0il during the May 1 - September 30 period but Qas not
required to pay for the product until October -1, at which time he
received a 1% discount off the price at which the o0il was sold during

L4
the summer if he paid by October 10.“/ However, if the marketer
chose to pay for deliveries on a current basis during the Summer,
he also received a 1% discount off the purchase price. The Summer
fil}l program permitted the marketer to avoid payment during the non-

heating season portion of the year, and it encouraged the

construction of additional storage and the build-up of stocks .to meet

*/ »The Summer Fill Program also contained a "price protection”
element which provided for -a retroactive adjustment on any oil
purchased from the beginning of the program, the price of
which was subsequently lowered.
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Winter demands. In addition, the program in many instances
benefitted the consumer because the lower costs associated with
deferred billing and discounts were passed on the homeowner.

During 1977 the majority of the major refiners
eliminated the 1% discount historically associated with deferred
billing. Removal of this discount obviously results in an increase
in the cost of fuel oil to the marketer. The marketer is less likely
to be able to pass on those costs associated with changes in discount
and credit terms.

. In some instances, retailer and Qholesaler,profit

margins are being squeezed by other modifications to historical
payment terms. Several refiners have reduced payment periods
during the Winter months from the usual 30 days to 15 or 10 days.
Moreover, a 1% discount was historically allowed for prompt payment
throughout  the year; in several cases this‘has been reduced to 1/2%
and one refiner has eliminated it éompletely.

The effect of tighter payment terms. on the independent

wholesaler and retailer is obvious. He will be required to provide

additional personal collateral or seek additional debt finanéing.
Both of these options are becoming less viable as profits‘decline
and inventory financing requirements continue to escalate.

Moreover, during the control period and‘certainly
during this period of continuing threat of reimposition of such
controls, few major refiner/suppliers were able or have been willina
to enter supply agreements with new distribﬁtors or to provide |

additional volumes under existing contracts. Most small marketers
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have continued to do business with their historical refiner/suppliers
and find it difficult to negotiate with a new iefiner if_terms
offered by the present one a?e unsatisfactory.

In addition to changing traditional payment terms and
eliminating or reducing discounts, many major refiner/suppliers have
also initiated a policy under which marketers stand to lose the
percentage of product from their Winter allocations that is
uﬁderlifted from the "Summer minimum"™. Although supply contracts
have customarily contained such options, the major companies have
generally not enforced them. However, marketers are now being
compelled to lift more volume in the Summer and bear additional costs
to avoid the risk of reduced and inadequate supply during the Winter
heating season. The Committee recognizes nevertheless that all
marketers cannot draw their 12 months' supply during the cold months
alone; the industry does not have sufficient storage or
transportation capacity.

A related change in tefiner/supplier practices presently
being implemented by one major refiner is the "Winter volume

ti/

option" program.  Under this program, a retailer, at an
P g

additional cost, may restore his Winter volume to its original

level if he underlifted during the Summer. While the "Winter

*/ Testimony of the National 0il Jobbers Council before the
Subcommittee on Energy and Environment, Safety and Research
of the House of Representatives Small Business Committee,

(September 28, 1977).

+*/ 1Ibid.
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voluﬁe option"™ program is not a prevalent practice, marketers are
concerned that since it has been initiated by a leader in the
industry, other trefiners may institute similar programs.

Another change in refiner/supplier practices which has
recently occurred in the North Central region of the country
involves rack pricing. A few major refiners recently lowered
their rack prices for home heating oil by setting the price F.0.B.
the pipeline terminal instead of F.0.B. the marketer's bulk plént.
While on its face this modification should not affect the viability
of individual fuel oil marketers, in practice the decrease in ter-
minal prices was less than the common carrier freight charge between
the terminal and bulk plant and resulted in an increase product cost
of approximately 1/2 cent per gallon. Since not all suppliers in
the North Central region followed this change in pricing practices,
those retailers supplied by the refiners employing the new rack
prices are at a distinct disadvantage because they are unable to

raise their market prices to reflect the added costs incurred; they

weaken their financilal viability.

IX. Financing of Inventory

Prior to the Arab 0il Embargo, fuel oil marketers, like
mogt businesses, established a price based on the cost of product
plus a consistent percentage "mark~up" or margin. .As a result of
Federal price controls, marketers have been limited to a gross

margin calculated on a cents~per-gallon basis. As previously dis-
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cussed, this margin has been increasing on an absolute (but not
percentage) basis, but not to an extent adequate to cover the total
increases in operating costs., In addition, significant increases
in the cost of product have imposed additional cost burdens on a
marketer which are usually not.apparent on the face of a balance
sheet.
) For example, as the price of fuel oil continues to
rise, marketers must invest more funds to maintain inventory levels.
Many are currently experiencing credit problems because the market ’
value or net worth of a typical independent firm's assets has not
appreciated at a rate comparable to that of product prices. Refine;/
suppliers have been reluctant to increase credit linea_tohaccount
for inflated product prices because of their concerns with
receivables and loss of capital, and it is becoming more difficult
for a small or medium~sized independent to obtain the necessary
financing for ‘inventory volumes.

Historically, refiner/suppliers would extend credit
based on the net worth of the business as reflected in ginanciﬁl
statements alone. Today many are also requiring itféﬁ6€d51€”1éf€é?§””m B
of credit from banks or.demanding written assignments of assets or
accounts receivable. Marketers are having to collateralize nearly
all the fixed assets of the business to acquire inventory. Thus the
credit available for customary financing of necessary items such as
trucks or other equipment is reduced. Some smaller marketers must
pledge their personal assets, such as their homesg, to remain in

business.
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In addition, banks are unwilling to lend marketers
money to finance inventories or build storage. They are concerned
that if controls are reimposed the marketer would be unable to repay
the loan if he were to be frozen into a fixed margin pricing
structhre. The threat of the reimposition of controls has recently
made banks and other lending institutions exéremely reluctant to
grant new loans.
X. Storage

A significantly expandea storage capability is eséential

in the event of another embargo on ojl ‘imports. The DOE is, of

course, developing the Strategic Petroleum Reserve. However, the sig/

nificant contribution that secondary and tertiary product storage
could make has been essentially either overlooked or,'in some
respects, actually impeded.

The obstacles confronting small marketers interested in
developing.or expanding bulk storage facilities relate priﬁcipally

to an uncertainty as to future Federal regulatory policy and the

problems surrounding storage financing. Environmental zegulaiions
have incfeased the reluctance of insurance companies to write
pdlicies for storage operations, Inflation has increased
drﬁmatically the cost of building facilities over the past few years;
intecest Eates are escalating as well. It is no;errthyvthaE few
small busiﬁessmen are granted 1oan; at the prime rate; the cost of
money for them is thus even more onerous. Capital formation has been
severely restricted as a result of all the pressures on margins

discussed in this Paper,
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Lending institutions are understandably hesitant to
finance storage projects. They are becoming aware that the
financial position of marketers is less secure than ever before;
that sources of supply are not as dependable as in past years, and
that the costs of running a business of this type are increasing.
Banks are also reacting negatively to the threat which looms over
the marketplace in the form of reimposition of price and allocation
controls.

As inventory financing becomes more difficult, both
wholesale and retail marketers tend to ,avoid carrying 1argé
inventories. The United States, however, needs to build inven-
tories of heating oil in order to avoid shortages. Since refining
economics do not support construc£ion of facilities to meet full
“in~-geason” product demand, marketers must store substantial volumes
of distillate in the "off-season”. The cost of storage is about one
cent per gallon for every phree months of storage. If a marketer
cannot recover these costs, he will simply not store the product.

It should be noted that reduction of inventory is one of ‘the fey ways
in which he can reduce costs. However, while reduced stockpiling ~~~
eliminates some cost pressures, it aléo prevents the normal
accumulation of fuelloil and creates a substantial risk of supply
shortages and unnecessary disruptions. )

XI. 1Increased Vehicle Costs

Essential to an efficient home heating oil business is
its truck inventory. Product cannot be distributed unless a
marketer has the proper equipment. As prices increase marketers find
themselves unable to replace worn-out, inefficient vehicles; those

trucks must be used until they are completely inoperable. Use of
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old trucks makes it more difficult for the marketer to meet his
supply obligations, results in higher delivery costs and ultimately
weakens the distribution system.

The Truck Division of Avis Renf A Car sfstem, Inc. has

recently published a comparison of 1973 and estimated 1978 truck

prices.
Table .11
*/
Truck Price Increases
« Estimated Percent
Truck Type 1973 Price 1978 Price Increase
Light Van $ 4,460 $ 7,380 60%
Heavy Van 12,950 21,700 60
Single~Axle Diegel
Tractor 22,500 37,050 61
Tandem~Ax e
Conventional Tractor 27,700 46,775 59
Tandem—~Axle Sleeper '
Tractor 30,000 51,400 58

‘This escalatjon in cost of replacing “rolling inventory"
or trucks is expected to continue and will result in still further

reductions in the marketer profit margins.

XI1. Competition With Other Fuel Sources

The independent marketer is confronted by additional
Fressures resultiné from competition with other sources of fuel,
natural gas and electricity, for reasons unrelated to those cited
above. Present government requlations establish an artificial

price ceiling for natural gas; as a result in almost all markets

*/ Letter of Mr. George H. Youhas, Vice President and General
Manager, Truck Division of Avis Rent A Car System, Inc.
(November 1977)



M-47

~32-

natural gas is cheaper than fuel 0il. Despite the fact that natural
gas distributing companies have been experiencing increasing curtail-
ments in recent years, many are continuing to accept new residential
customers, including homes and apartments, that previously were .
heated with fuel oil and coal. The added supplies needed for the
new residential hook-ups are being obtained from curtailmgntg of
existing industrial, chemical, and agricultural.customers, including
those unable to use alternative fuels, in accordance with the cur-
tailment policy established in F,P.C. Order 467—B. .
Since the 1975~76.-winter, retail prices for No. 2 heating
0il have increased by about 5 to 8 cents per gallon and whélesalé
prices have increased similarly. A majgr contribu;ing factor in the
increase is fhe growing quahtity of foreign oil which must be
imported to fill the widening energy gaps caused by the gas shortage.
0il is the most easily imported fuel and can be burned in much of
the industrial gas burning equipment. As the production.of natural
gas continues to decline, more industrial/commercial users of the Ny

gas will be curtailed, and their demand for fuel oil will escalate.

As a result of prior inconsistent Federal energy policy,
residential fuel oil consumers must now pay more for heating oil
because their neighbors have been provided with gas at artificially

low prices., Ironically, as the gas shortage becomes more severe

*/ Statement of John H. Rébson, on "Why the Failure to

"  Ban New Residential Gas Hook-Ups Will Cause Future Economic
and Social Problems”, given on behalf of the National 0il
Jobbers Council before the Natural Gas Transmission and
Distributing Advisory Committee (July 8, 1977).
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and resultsg in added petroleum impo:ts and higher fuel oil prices,
fuel oil users will have a progressively greater incentive EO con-
vert to that fuel which is in shortest supply, natural gas.
Thus, deregulation of natural gas would put an end to the
undecrvaluation of natural gas--a practice which is simply
increas}ng the shortage.' '

The impact of agressive marketing by the natural gas
utilities on independent fuel 0il dealers has been particularly
severe in the mid-western states. For example, Peoples Gas and
its subsidiary, North Shore Gas, converted 62,432 refidential
fuel oil accounts to gas in 1974 and 35,541 in 1975.'“/ From 1974
to 1977, the number of fuel oil distributors serving the gréater
Chicago area has declined from about 186 to 140. The reduction is
due largely to mergers and buy-outs, but the effect of gas
competition is clearly evident in the conversion numbers.

In the area of retail electric rates, individual state

regulatory commissions have often approved utility rate struc-

tures which are promotional in pature; as consumption increases

*/ In addition, voluntary conservation of natural gas on the
part of the consumer has resulted in a reduction of load
capacities for some facilities. To prevent any loss of
revenue to the utility, public utility commigsions have in
some instances recently approved new residential hook-~ups,
thereby ensuring the utility that it will continue to
function at present levels,

**/ Statement of John H. Robson, supra.
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block, the portionvgonsumed in electric space heating, is priced
below the actual cost of genefating and distributing the electric
power. Fuel o;l de;lers in the middle Atlantic region have, for
example, experienced competition from utilities which have ‘
implemented special seasonal prices for customers with heat puhpé
or electr{; space heating. Under these rates, which are in effect
from October through March, electric heat customers are charged 1.96
cents per kilowatt hour,*while non-heat electric chstémers pay 5.4
cents per kilowatt hour. All~electric homes are commonly given
significant discounts in the prices paid per kilowatt hour of
electricity. Such preferential pricing has resulted in unhecessary
expansion of utility facilities, discrimination between and within
customer classes, and wasteful consumptioh'practices. MosE important,
however, is the competitive disadvantage it imposes on:indepéndent
heating oil marketers. -

In addition to a subsidized pricing structure, electric
utilitiés in some areas of the country have a competitive
advantage over home heating marketers because of installation
charges. Often an electric system can be installed fagmﬁé;éii
cheaply than a fuel oil system{ as a result, the homeowner
chooses the electric system despite its less efficient use of

enerqy and the higher energy bills that result.

*/ Philadelphia Electric Company, all-electric residential
rates. ‘ -
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Accordingly, it is difficult and in many cases
impossfbie for 0il heat to compete with natural gas or elec-
tricity. Unlike the large utilities, the oil heat dealers are
not guaranteed a Eair'raté of return since their priceg are
esg;blishedlby macketiforces rather than government regulation.
The seemingly pervasive short-~sightedness of these requlations
serves'to compound‘the financial pressureé being experienced

by marketers,

XIIX. Attrition

In the peéiod since 1972 .the number of independent
macrketers of hHeating oil has‘been declining; As profitabii;ty
declinegs, more and more independents will be forced to sell,
merge, or dissqlve their companies. Many are ;lready usder-
going bankruptcy probeedings. Generally the companies with annual
séles of under one million gallons are the most vulnerablé to the
economic pressures mentioned above.

Nationwide there‘ate far fewer independent heating oil

~‘marketers_than.there were in_1972. The regional attrition rates for
. . . S

the period 1972 to 1977 are approximately as follows:

*/ Information derived from directors of the following retail.
fuel oil marketers' trade associations: New England Fuel
Institute, Fuel 0il Merchants of New Jersey, Northwest
Petroleum Agssociation, North Carolina Oil Jobbers Association,
0il Heat Institute of Oregon and National 011 Jobbers Council.
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Table 12

Attrition 1972-1977

New England ' 25%
Mid-Atlantic 19%
’ North Central - ~ 18w
South East 15%
Pacific North West 14%

Wholesale marketers have also experienced a substzantial
atttitionv;ate. This is dra&atically illustrated by the fact
that only 6 independent deepwater terminal'operatdrs'aré currently
operating in New England; in 1959, there were 21. Three ;erminal
operators on the East Coast sold out to refiners in the past yeaf
alone. The inaependent wholesale marketing segment of the petroleum
industry has been substantially reduced. A
XIV. Conclusions

This Part concludes th;t:

1) Profitability of wholesale and retail marketers

has declined substantially since'1974; @VELY — - - o e

analysis indicates that it will continue to do
80. This decline in profits has been a result
of increases in éosts that far exceed increases
in margins Qt both levels of distribution.
2) There is strong cémpetition 1n.the home heating
‘01l market on both the independent wholesale and
fetail levels. While competition maintains a downward

pressure on home heating oil prices and thereby



3)

4)

6)
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benefits the consumer, it does limit severely
the costs which a marketer may recover.

Retail marketers are experiencing severe cash

.flow problems because of the ever-increasing

time period between the issuance of home heating

oil bills and receipt of payment from homeowners.
These delays adversély affect the dealers' ability

to meet their financial commitments to their
refiner~suppliers for product.

As a result of iﬁcreased EOsts, suppliers are
modifying historical terms of sale, shortening payment
periods and eliminating discounts. During the period

of controls and the period of continuing threats of

‘teimpesition of controls, few are willing to take on:

new distributor customers., The net effect is a

restriction of the financial flexibility of oil dealers.

The financing of inventory and equipment has

become significantly more difficult, due to

inflated product prices and absence df an

adequate creturn on equity.

Since competition and government intervention do
not permit wholesale and retail marketers to
fecover substantial non-product costs, on a short-
term basis, marketers are reluctant to carry large

inventories and incur storage costs. Despite the



1)

8)
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nation's need for fuel oil reserves, current
conditions make accumulation of such reserves far

more difficult.

‘The requlated pricing of natural gas and electricity

at unrealistically low levels of price compared to
alternate fuels has coﬁtinued to provide these
heating fuels a competitive advantage over fuel oil.
All regions of the country are experiencing increased
rates of attrition among heating oil marketers.
Economic pressures render small retailers the most
vulnerable to bankruptcy, merger, or.voluntary
dissolution because they do not generate enough
dollars of margin to cover expenses and make a
reasonable return even if their unit costs, investments
and profits are aﬁ an efficient level. However,

~ompanies of all sizes are becoming less viable.
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Part I1

Impact of Federal Regulations
on Independent Marketers

I. Introdhction

This section of the White Paper discusses the impact
of governmental regulations on independent fuel oil marketers.
Specifically, it will examine Congressional mandates and
quidance, auditing of marketers, DOE price and allocation
requlations, retroactive Rulings andlInterpretations, monitoring
and indexing of middle distillate pricing, and repofting
requirements.

I1. Distribution: Primary Objective of EPAA

When Congrsss enacted the Emergency Petroleum Allocation
Act in 1973 ("EPAA*)” .it was primarily concerned with preventing
shortages of crude oil and refined petroleum products which in turn
could create severe economic dislocations and hardships, including
loés of jobs, closing of factories and busihesses, reduction in

crop plantings and harvesting and the curtailment of vital public

services. Congress recognized that shortages and disglocation of
crude oil and products could jeopardize the normal flow of
commerce and result in a national energy crisis which could pose

*ﬁ/
a threat to the public health, safety and welfare.

*/ The Emergency Petroleum Allocation Act of 1973, 15 U,S.C. §§751
et seq.

**/ 1d. at Section 2.
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To prevent these shortages the President was authorized
to implement a mandatory allocation program and the progfam was to
be designed to protect the public welfare by preserving a strong
distribution system.

Cdngress recognized that such a system could only be
preserved if competition and a strong independent segment were
maintained. Congress stated’thap the President's authority was to
be exercised in a manner which is consistent with ten objectives.
Section 4(b)(1)(D) stated that the program was to provide for:

preservation of an economically
sound and competitive petroleum industry;’
including the priority needs to restore
and foster competition in the producing,
refining, distribution, marketing, and
petro-chemical sectors of such industry,
and to preserve the competitive viability
of jindependent refiners, small refiners,
non-branded independent marketers, and
branded independent marketers; (emphasis
added) .*/

From the beginning Congress has been concerned with the
survival of the independent marketer and has been concerned that
government regulations could unduly interfere with natural forces
of the marketplace and thereby hinder competition. Accordingly,

Congress mandated that any program promulgated shall also provide.

for:

*/ Section 4(b)(1)(D) of the Emergency Petroleum Allocation Act,
: supra.



M-56

-~41-

() economic efficiency; and

(I) minimization of economic
distortion, inflexibility, and
unnecessary interference with market
mechanisms.*/

Congressional concern for the independent marketer was reemphasized
with the establishment of the Federal Energy Administration in 1974.
*x/
The Federal Energy Administration Act stated:
To the extent authorized by
subsection (&) of this section, the
Administrator shall --
(6) assure that energy programs

are designed and implemented in a fair

and efficient manner so as to minimize

hardships and inequity while assuring

the priority needed of the Nation are

‘met;

In 1977 Congress declared that a primary purpose of the
Department of Energy Ocganization Act is to “foster insofar as
possible the continued good health of the Nation's small business

i**/

firms ... involved in energy ... merchandising. All of the

statutory mandates express Congressional support for a strong

—distribution_system.__Thus, any requlatory action which weakens the

marketer's ability to obtain a reasonable return on his investment
and thereby maintain a viable operation, is contrary to national

energy policy and is without statutory authority.

:/ Id. at Section 4(b)(1l)(H) and (X).
**/’ Federal Energy Administration Act, P.L. 93-275.

**%/ Section 102(17) of the Department of Energy Organization Act.
P.L. 95-91.
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In 1976 the Federal Energy Administration ("FEA") and
Congress agreed that the energy emergency had passed and that
further requlation of the gale of middle distillates was
unnecesgsary. Congress did not reject Energy Actions 2 and 3, and
on June 30, 1976 permitted the exemption of middle distillates
from both allocation and pricing controls, effective July 1, 1976.
Congress concurred in FEA's findings that middle distillates were
no longer in short supply, that their exemption from controls
would not have an adverse impact on the supply of any other
product, that competition and market forces are adequate to
protect consumers and that exemption would be consistent with the
objectives set forth in the EPAA.

In sum, Congress has repeatedly mandated that . the
Depactment of Energy ("DOL") reduce the requlatory burden on
independent fuel oil marketers and protect that segment of the market.
vUnfortunately, past and prasent actions of the Agency and its
predecessors appear to ignore these mandates. ' Regulatory

interference in the business operations of marketer has adversely

affected their viability, thereby weakening the distribution system,

and will continue to do so if current DOE policy remains unchanged.

*/ “"Findings and Views Concerning the Exemption of Middle
Distillates from the mMandatory Petroleum Allocation and Price
Requlations.” Federal Energy Administration (June 15, 1976)
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I1¥. _Auditing
At present a substantial number of independent fuel

0il marketers are or have been audited by FEA and DOE. W®hile it
is eassential that the Agency charged with the responsibility of
enforcing the EPAA, as amended, audit those.companies subject to
its fegulations, enforcement proceedings have gone far beyend a
reasonable application of the regulations to past actions.

When the price regulations were first promulgated in
August 1973, they were written in a manner which was extremely
confusing and unnecessarily complex, and the method mandated for
establishing maximum selling prices was unrelated to general
pricing methods employed in the industry. Moreover the
regulations were substantially revised six times before the close
of 1973, It was more than a year after initial promulgation before
the Agency began issuing rulings clarifying their meaning. As a
result of this inconsistent and complex regulatory program, the

average fuel oil marketer and to a lesser extent the large,

that governed their actions during the first year of the program.
The average marketer was essentially concerned with maintaining his
business and with obtaining product for his customers during a time
of severe supply crisis. He made an honest attempt to conduct his
business in compliance with FEA requirements as a reasonable man

might interpret those :equitements to be.

*/ Currently there are 85 independent marketers undergoing audits
in Region I. Compliance Divisiom, Economic Regulatory
Administration, Department of Energy.
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However, in its auditing of marketer's compliénce with
the regulations during the beqinﬁing of the program, Novemﬁer 1, 1973
until April 30, 1974, DOE has been ignoring the context in which the
regulations were promulgated and were followed., The Agency applies
the requlations very strictly, as if they were perfectly clear at
the time of promulgation and as if the marketer had full
understanding of their meaning. DOE has refused to modify its review
of compliance even when one good faith ecrror carried through the
audited period results in large violations, far in excess of the
earnings of the company in guestion; and when it is clear that strict
application of the rules would destroy the company being audited.

Audits have been conducted for time periods when, (1) the
regulations were confusing, (2) there was little or no guidence from
the Agency on the applicability of the regulations, and (3) there
were few lawyers or accountants with any knowledge of the regulations
available to marketers. Failure to recognize these factors has often
resulted in audits which conclude that a marketer engaged in overcharging
when in fact the marketer was unaware that any wrongful conduct was
being committed. The overcharges may. even have been fully repaid
if the marketer undercharged in subsequent pricing periods, but DOE.
in its reqgulations ignores chis fact and requires that the marketer
make a double restitution.

The primary reason for these distorted audit results is
that the DOE regulations are complex, unclear, and inconsistent with

normal industry pricing and supply practices. Compliance proceedings
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I1I. _Auditing

At present a substantial number of independent fuel
0il marketers are or have been audited by FEA and DOE. While it
is essential that the Agency charged with the responsibility of
enforcing the EPAA, as amended, audit those companies subject to
its fegulations, enforcement proceedings have gone far beyend a
reasonable application of the regulations to past actions.”

Wwhen the price requlations were first promulgated in
August 1973, they were written in a manner which was extremely
confusing and unnecessacily complex, and the method mandated for
establishing maximum selling prices was unrelated to general
pricing methods employed in the industry. Moreover the
regulations were substantially revised six times before the close
of 1973. It was more tnan a year after initial promulgation before
the Agency began issuing rulings clarifying their meaning. ASs a
result of this inconsistent and complex regulatory program, the

average fuel oil market2r and to a lesser extent the large,

that governed their actions during the first year of the program.
The average marketer was essentially concerned with maintaining his
business and with obtaining product for his customers during a time
of severe supply crisis. He made an honest attempt to conduct his
business in compliance with FEA requirements as a reasonable man

might interpret those r2aquirements to be.

*/ Currently there are 85 independent marketers undergoing audits
in Region I. Compliance Division, Economic Regulatory
Administration, Department of Energy.

integrated-companies—did-not-and-could-not fully understand-the law .. __
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IQ. Pricing and Allocation Controls

This section of the Paper discusses the period 1973 until
July 1, 1976 when middle distillate sales were subject to price
and allocation controls and discusses audits of events that occurred
in that period.

Audits often find common errors in the computations of
the maximum permissible selling prices of independent fuel oil
marketers. This indicates a common misunderstandiﬂg of the
regulationa that has created the following problems:

A. Inventory

Under the regulations a reseller/retailer determined his
max imum permissible selling price by adding increased product
coﬁts to his May 15, 1973 selling price plus an additional non-
profit cost allowance. Section 212,93 states:

{a) A seller may not charge a

price for an item subject to this subpart

which exceeds the weighted average price

at which the item was lawfully priced by

the seller in transactions with the
class of purchaser concerned on

May 15, 1973, plus an amount which R

reflects, on a dollar-for-dollar basis,
the increased product costs concerned.
Each seller shall maintain records
sufficient to justify prices charged
which reflect increased product costs,
including, if applicable, records which
demonstrate that the seller qualifies
to determine increased product costs
according to separate inventories.

"Increased Product Costs" are defined in section 212,92

as:
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. "Increased product costs"™ means the
difference between the weighted average
unit cost of that product in inventory

-and the weighted average unit cost of .
that product in inventory on May 15, 1973.
(Decreases in weighted average unit cost
of a product in inventory in successive

~accounting periods are reflected in
reductions in the amount of increased
costs incurred in those accounting
periods, in accordance with §212.93(c).)
If a particular product was not in
inventory on May 15, 1973, the date for
computing the ‘cost is the most recent
day preceding May 15, 1973, when the
seller had the product in inventory.

Firét, the basic cbncept of weight averaging cost increases

and decreasesﬂreéuired byrthe régul;tions was foreign to most
'independént-marketers. Prior to 1973 they had traditionally
passed-through increases or decreases in product costs immediateiy,
by adding their customary margin to their current cost of product.
Dufing the early months of the regglatory period many marketers -

did not realize they were required to modify their pricing pro-
cedures. 'DOE takes tha pcsition that overcharges occdrred wﬁen

marketers simply continued to follow their historic pricing

——-——-—practices-—even—when—such-a—practice—did-not-yield-additional- T e B
;1profit5. _
Second, from 1973 until May 1, 1975 the tegulations did
not permft separaté caléulations of maximum permissible sélling
prices fof.bulk sales or sales from separate terminals, despite the
_faeﬁ thaﬁ'such practice was common to marketing operations. It
should be'qqted that during the first year or two of the regulations

many marketers were under substantial pressure from their bulk
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customers to provide necessary product; in fact the Federal
Government urged marketers to provide proddct wherever posgsible, at
the lowest possible prices. Thus, many purchased bﬁlk volumes at
“spot" prices and sold this prcduct to their customers at only theirc
normal margin. This product was never brought into the marketer's
inventory and was thus never weight averaged with other purchased
products. Again audits have concluded that marketers violated the
regulations and overcharged customers, in cases where they simply
provided essential product and made no excess profits. In such cases,
strict enforcement of the weigrted-average concept of walculating
the value of product in inventory magnified and distorted violations
during this early requlatory period.

Third, marketer's have been penalized for recovering
inventory profits and costs of storage. When home heating oil is
placed in a marketer's inventcry it appreciates in value and that
value has historically been reflected in a marketer's selling price;
'in addition, as described above, the marketer incurs significant

storage costs. However, the regulations only permitted the marketer

to recover the actual cost of the product and prohibited reflection
of any profit received from inventory appreciation or pass-~through
of any storage costs. Since marketers had always financed their
inventories and recovered their storage costs in this manner, they
were unaware during the initial phase of the regulations that they
could not establish their prices according to this method.
Violations have been found and marketers have been deprived of a

viable method of financing inventories in storage.
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" Pourth, during the éarly régulatoty period,_many
marketers believed they were in compliance because they
ﬁaintained‘a consistent percentage.mark—up on their product, as
‘they had done historically, Again, the regulations departed from'.
aécepggd pricing practices in the industry and required a per
gallon mark-up. DOE determined that overchafges had occurred
despitevthe factifha; the marketer mérely maintained his
historical profit margin.

B. Class of Pufchaser

The regulations instruct marketers to group their

" customers into classes of purchaser and to eétablish max imum
permissible selling prices for each class separately. However,
‘the treatﬁent'of'discounté and methoas to be used forfformin?
these classes of purchaser was not explaigsd until June 1974
and then further clarified in March 1975._-/ Again strict
application of the concept emododied in the 1974 and 1975 rulingé

to.requlated periods prior te promulgation of these rulings has

resulted in substantial erro:s on the part of the marketer--again
without taking .into account ¢ood faith efforts at compliance.

c. Non-Product Costs

When originaily published, the pricing regulations

permitted marketers only to recover increased product costs but not

%/ FEA Ruling 197417 and 1974-18, 39 F.R. 22133 (June 14, 1974).

**/ FEA Rulin§“1975~2, 40 -FR. 10655 (March 7, 1975}).
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to recover increased non-product costs. Because non-product costs
were rising rapidly during the carly months of the embargo, DOE
granted a non-product cost allowance which represented an average
non-product increase experlienced by most marketers. Approximately
two years taer its implementation, DOE issued a clarifying )
regulation which stated that the non-product cost*allowance could
only be taken up to the amount actually incurred.ﬁ/ Marketers
audited for past pricing periods were therefore compelled to
produce records of costs incurred to justify the allowance taken.
Inabilitybto produce those records--even when, in actual fact, the
éosts may have been justified--~often results in findings of
violations of regqulations and unjustly punishes the marketer for
complying with regulations prior to their clarification.

While the non-product. cost allowance was vital to the
independent marketer, its implementation during the beginning of
the regulatory program, without a corresponding allowance to

refiners, negated the benefit derived substantially. Refiners

were not permitted to reflect their non-product costs on retail

sales, but they were permitted to increase wholesaié éricea.
While wholesale prices increased, retail marketers were forced to

restrict their margins in order to compete'with refiner direct

residential sale prices, which pursuant to the regulations could

not reflect non-product costs incurred by the refiner. -

An additional problern independent marketers experience

with regard to DOE audits is that there is endless exposure for

*/ FEA Ruling 1975-14, 40 F.R. 40833 (September 4, 1975).
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past activiﬁies, DOEvdoes not employ any type of statute of 1imitaf
vtions——a’time period afte; which the'Agency wiil no longer investi-
»gﬁtc sales ﬁo determine if violations have occurred. In this<régard
.DOE'S policy is inconsistent with other regulatory agencies suck

as the Internal Revenue ServicF or the Federal Trade Commxssxon_

which employ a three and five vyear statute of - limitations, respectlvely.
Continued exposure for annown-V}olatxons.weakens an independent
‘ngfketer'sbfinancial worth-and réstricts his ability to obtain
financing from banks and other lending institutions.

V. 'Retroactive Rulings and Incarpretations

In addition to the problems cutlined above, marketers'
dxfflcultxes have bgen compoundud by the practice of issuing
tretroactive Rulings and Interpratations. During the initial
months of the regulatory perlod marketers were forced to follow.
amblguous ‘and complex regulatlons in calculatlnq their maximum
permissible selling prices. Without guidance from the Agency the
marketer had no choice but .to make reasonable interpretations of

the regulations and proceed according to those interpretations.

'éa?rgkample, marketers-were reQULEEHufb use CLC Form 92 in
calculating the maximum selling price for their product. Despite
‘the fact that this was the only form available and the only
guidance‘available from the Federal Goyernment and despite the
fact thé;,marketers were réquiéed to use the Form, some auditors
have.maintained that a company was in violation even when it
properly filled out the Form and ca;culated maximum selling

process in full compliance with the Form; other auditors have
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maintained that the Form could not re followed in establishing
maximum selling prices for other products, despite the fact that
such products were under the same requlation as No. 2 distillate
and despite the fact that CLC 92 pruvided the only guidance at the
time. .

In 1975 and 1976 DOE begar issuing clarifying rulings
which expressed the Agency's view of how the regulations were to
apply to the marketer's.business. while this guidance proved
helpful on a prospective basis, the Agency was not satisfied with
such future applicability; rather, it took the position that the
regqulations would be considered always to have been applied in the
manner stated. And it proceeded tc determine violations for non-
compliance with these retroactive rulings.

A typical example of this retrgactive application of a
clarifying regulation is Ruling 197¢-16.” That ruling requires
that maximum permissible selling prices be established by adding
the following three items in the fcllowing order:

May 15, 1973 selling + increased + non-product

price preduct cost allowance
costs T T
DOE stated that non-product costs had to be the last element in
the equation and if non-product costs could not be recovered, due
to market conditions, in the month in which they were incurred,
they could not be "banked" -~ saved for recoupment at a later
date; thus marketers who did not recover such costs during that

month were forced to absorb them,

*/ 40 F.R. 40834 (September 4, 1975)
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Prior to this Ruling marketers were not aware that they
had to recover non-product costs last; they were not aware that
they could not “bank'_noh—ptoduct costs., This retroactive rule-
makiné n§t‘only violated ths requirements of the Federal Energy
Administration Act of 1974; it unfairlf prohibited the recovery
of costs actually incurred and created 'Qiolations' of the regu-
lations where‘none had existed., Obviously no marketer could
comply with such retréactive enforcement procedures; he was
helpless to correct his actions.

VI. Benefits to Small Refiners Undermine Independent Marketers'
" Competitive Viability ]

As a :esult of the 0l1d Oil Allocation Program (the entitle-
* :
ments pcogram)-/ fuel-oil marketers purchasing from small refiners:
are often able to underprice marketers purchasiﬁg'from 1argep_
refiners. The entitlements program is designed to equalize
generally Erude oil costs for all domestic refiners in order to
equaiize the cost of refined petroleum products for consumers

“throughout the Coﬁntry. Small refiners, however, receive two types

__of subsidy under the program. First, unde§lthe "small refiner bias”

- a refiner may receive a subsidy of as mdch as 4.8 cents per gallon.
The."bias" is on a sliding scale for fefiners with capacity no
greater than 175,009 barrels per day ib/d). The greatest bénefit
is5 teceived by those Fefiners with capacity below 10,000 b/d. Seconq,
an.exceptioﬁ program §pplied to small refiner entitlements buyers

forgives some or all of their purchase obligations. On an average,

*/ Section 7 of the Federal Ene:t3y Administration Act, supra.

**/ 10 C.F.R. §211.67.
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these two subsidies provide a small refiner with a 3.5 cents per
gallon advantage on crude costs; This advantage is translated into
an advantage in middle distillate sales prices; sales of marketers
supplied by subsidized refiners may thus limit the margins and
profitability of fuel oil marketers supplied by non-subsidized
refiners,

VII. Continued Controls on Motor Gaso!ine and Aviation Fuels
Distort Market :

Continuation of present allocation and price controls on
motor gasoline and aviation fuels, while middle distillates are
decéntrolled, produces distortions which tend to increase middle
distillates prices to higher levels than would exist if all refined

x
petroleum products were decontrolled._'

However, if controls remain un gasoline, these unnecessary
high costs of home heating oil could be alleviated by permitting a
greater percentage of the costs associated with the production of

gasoline to be reflected in the seasonul price of that product,

rather than requiring allocation of costs based upon the proportion

of the product produced. e

VIII. Monitoring and Indexing Adversely Affect Marketers'
Viability

On October 6, 1977 DOE published in the Federal Register

a Notice regarding "Monitoring of Middle Distillate Prices," 42

*/ Some refiners advocate exemption of gasoline on the ground that

- they seek an overall level of profitability on refining opera-
tions. Testimony at the recent gasoline decontrol hearings
indicate that controls were restricting gasoline prices to 1-~2
cents gallon below levels which would provide reasonable returns
on investments.
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F.R. 54444, which proposed to monitor retail prices of middle dis-
‘tillate priées on a monthly basis and to publish an .index against
whicﬁ actual retail prices would be measuted. DOE recently
announgéd that it haé abandoned the October 6Iproposal and is
pcesenﬁly cénsidering several.types‘of mdnitoring systems, some
of which are coupléd with an indexing me¢chanism. If DOE adopts. a
monitoring and indexing system 6n indepeﬁdent marketer's sales of
middle distillates, that action would exceed the scope of DOE's
authority and would seriously wéaken the.financial position of the
independént wholesalevand retail marketer of home heating oil.

Any monitoring/indexing systein which freezes margins
at some historical level and thereby prchibits mqueters from
teflecting non-product costs actually incurred in their selling
price, forces the marketer to absorb those costs a&d results in
de facto conﬁréls despite their label as an “indei". Controls on
middle'distillates cannot be reimpbsed unless the President makes

an appropriate determination that such regulation is necessary to

JattainT—anduiérconsistent”withmtheﬁobjectives”specifiedﬁinﬁségxign
. . * /

4(b)(1) of EPAA, as amgnded.- No -such determination has been made.’

However, assuming such a monitoring/ indexing system were permitted,

it is ihconsistent with the Congresgional mandate to protect the

competitive viability of the independent marketer since it would

restrict a marketer to a fixed margin in an inflationary economy.

'*/ Section 12(f) of Emergency Petroleum Allocation Act, supra.



M-71

-56~

Further, in light of the strong competiticn in the market, as
demonstrated apeve, it would seem clear that any additional
monitoring o} indexing of middle distillace prices is totally
unnecessary and simply adds to the marketur's burden.

In fact, as is stated in Part I, the mere threat of
reimposition of controls or implementation of an indexing system
which results in de facto controls has inhibited the marketer's
ability to obtain financing from banks and other lending institutions
for his inventory and equipment. Such tightening of credit terms
certainly leads to a weakened financial busition.

Further, a monitoring system coupled with an index is
not workable. It is not possible to measure accurately all of
the relevant factors necessary to establis; an acceptable index.
Moreover, an index does not protect the coasumer singe it only
informs the consumer several months after the fact that prices
were too high. If DOE attempts to impose an indexing system, it will
weaken the independent marketing segment «f the petroleum industry,
with no corresponding benefit to consumers.

IX. Reporting Requirements Increase Marke:ers' Burden

Under the newly passed Departmen: of Energy Organization
Act there is established an Energy Informauion Administration (EIA;
which is required to carry out a cenEral, comprehensive, and unified
energy data and information program.  The Administrator of the
EIA is required to develop a format for a ifinancial report to be filed

by energy distribution firms annually. Independent marketers who

*/ gection 205 of the Department of Energy Organization Act of 1977,
supra.
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would Bé required to file the report are concerned that theit'paperwork
burden will begin to.increase-qnce again Jespite the Congressional
mandate to thé Administraﬁor of EIA to "wtherwise give priprity,
ﬁo'minimizatfon of the_reporting of enérgy information by small
busineéses.'- _

In addition, the:Administrator is to consult with the
éhairman of the Securities and Exchange Commission with respect to
the developmént of accounting'practices to be followed by the per-~
sons engaged in the p;oductidh of crude c¢il and to ensure that |
the £ingncial'reportidiscussed above is consistent with such
accounting practices; This could indirectly result in compelling

"wholesale and retail marketers to convert to a uniform accounting
method in order £o comply Qith the reporting requirements. Marketers
~would be‘forced to spend subétantial»funds on converting ﬁheir
.accounting‘systems;_ﬁﬁe change_hould sureiy require the hiring of
additiqnal in;housévot Qﬁtsidé pérsonnel.

. V Céngress is presently consideringy a crude oil

equalizaton tax as the primary element of President Carter's

Na’t’l’onal Ene rgyfplfaf‘lj. '7"’If'75uch7a'7 t'aX*iS’*el'rdC ted*i t— i'S"*l i'ke.'l’)”* tha B T

a rebate or tax credit would also be includgd for home heating oil
consumers. As,praposed in the House version the rebate would
grant airefund to the retail mafketer who would then Be required -
to éqss the refund.on to his customers. The House rebate
chhaniém would not only increasé the marketer's paperwork. burden
but would force the marketer to Incur substantial administrative

costs to ensure accurate distribution of tte revenues refunded.

*/ Id. at section 205(h)(1)(B)(ii).

s
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The paperwork and reporting burdens on the independent marketer
should be decreased, not increased as would be the case if the
House version were enacted. The Senate version would alleviate
these problems by granting a direct tax credit, pursuant to
certain income restrictions, to the homeowner.

X. Simplification of Requlations

All of the difficulties mentioned above have been
recognized by the present Administration. On November 18, 1977
President Carter issued a proposed Executive Order in the Federal
Register to solicit public comment. The proposal stated:

President Carter is cummitted to assuring
that Pederal regulations are as uffective,
reasonable, and understandable as possible. As
one step in achleving this goal, the President
has decided to issue an Executive Order to reform
the process by which agencles develop their
regulations,

Too often, regulations are written in
technical or in legalistic terms which are not
understood by those who must comply with them.
They are sometimes issued withou: sufficient
understanding of their consequences by agency
officials and without adequate ruview and
comment from other Pederal agencies, State
and local governments, and the general public.. ... .. __._
The purpose of the Executive Order would be
to increase public and governmencal participa-
tion in the development of regulations, to
permit effective oversight of regyulations by
agency managers and to improve agency analysis
and awvareness of the consequences of their
regulations. g

*/ 41 F.R. 59740 (November 18, 1977).
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EXECUTIVE ORDER IMPROVING GOVERNMENY REGULATIONS
As President of the United States, I direct all
FPederal Departments and Agencies o adopt pro-
~cedures to improve existing and future regulations.
Section 1. Policy. Regulations should be as
‘simple and clear as possible. - Thay should achieve
legislative goals effectively and efficiently. They
should not impose unnecessary burdens on the economy,
or individuals, on public or privste organizations,
or on State and local governments.

To achieve these objectives, regulations should
be developed through a process which ensures that:

(&) the need for and purposes of the
. requlation are clearly established;

{b) heads of agencies and policy officials
exercise effective oversight;

. (c) opportunity exists for early partici-
pation and comment by other Federal
agencies, State and local governments,.
businesses, consumers, and other
members of the public;

(d) compliance c¢osts, paperiwork and other
: burdens on the public ate minimized.

While the Executive Order sets forth procedures to follow
in btomulgating new regulations, the principles stated are particu-
*"W4W*”larlymapplicablemto—themregulatopy~scheme~andgibswc§tzespondingWW7
enforcement proéqedings which affects independent fuel oil marketers.
XI. Conclusions
This Part concludes that:
1. Congress hég mandated that DOE promulgate

energy programs which protect the independent

marketer, foster competition, and ensure an efficient

distillate distribution system. To date Agency action
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has not accomplished the objeciives of that mandate
and the viability of independent marketer and his
capability to distribute vital distillate supplies

to all sectors of the United States economy has been
adversely affected by governmertal regulations and
control.

Enforcement practices of DOE hase been unreascn-

able and injuriously inconsistent because the
regqulations themselves have been complex, vague

and extremely difficult for a snall businessman

to understand.

The blanket preference given to small refiners

in the entitlements program results in an anti-
competitive advantage for those marketers supplied

by subsidized refiners who are able to undercut

sale prices of independent marke¢ters suppllied by
non-subsidized refiners.

Continued Federal controls on sime refined products
while others are unregulated di:storts the marketplace
by prohibiting the histerical, :edsonal cost alloca-
tion among products made by refiners.

Implementation of a monitoring/indexing system would
seriously weaken the independent wholesale and retail
marketer by forcing the markete. to absorb non-product
costs actually incurred. The th:eat of implementation

alone weakens the independent murketer's financial
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viability because banks are restrictihg credit terms and
refraining from making additional 1sans in light of the
possibility that marketers may be tied to a per gallon
mArk-up in an inflationary economy . '
Reporting and recordkeeping requirecments imposed
by DQE on theAsmall marketer contribute to the
1ncreased costs of operating a fue} oil marketing

business.
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APPENDIX N

EXAMINATION OF THE '"NATIONAL BUSINESS LIST" DIRECTORY

This examination has not been completed yet, and will appear in the final

report.
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APPENDIX O

OIL FLOW IN THE HEATING OIL INDUSTRY
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Structure of the Heating Oil Industry
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