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. 
EXECUTIVE SUMMARY 

The Economic Regulator 'y A d m i n i s t r a t i o n  (ERA) o f  t he  Department o f  ~ n e r ~ ~ ' ( D 0 E )  
. i s  r e q u i r e d  t o  prepare a  r e g u l a t o r y  a n a l y s i s  o f  those proposed r e g u l a t i o n s  
which e i t h e r  may have a  major  impact on t he  genera l  eco.nomy, i n d i v i d u a l  i n -  
d u s t r i e s ,  o r  geographic r eg ions  and l e v e l s  o f  government, o r  may be s i g n i f i -  
can t  i n  t h a t  they a f f e c t  impor tan t  DOE p o l i c y  concerns and a r e  t h e  o b j e c t  o f  
p u b l i c  i n t e r e ~ t . ~  The r e g u l a t o r y  a n a l y s i s  p rov ides  a  w r i t t e n  and compre- 
hens ive  rev iew  of the l e v e l  and inc idence  o f .  impact assoc ia ted  w i  t h  t h e  p ro -  
posed r e g u l a t o r y  ac t ions .  The a n a l y s i s  a l s o  p rov ides  a  rev iew  of t h e  problems 
and p o l i c y  o b j e c t i v e s  prompt ing the  r e g u l a t o r y  p roposa ls  and an e v a l u a t i o n  o f  
t h e  major a l t e r n a t i v e s  t o  so l ve  t h e  problems, i n c l u d i n g  non- regu la to ry  a l t e r -  
na t i ves .b  The purpose o f  t h e  ana l ys i s  i s  t o  ensure t h a t  t he  r e g u l a t o r y  
agency s y s t e m a t i c a l l y  and comprehensively cons iders  a l l  a v a i l a b l e  a l t e r n a -  
t i v e s ,  so t h a t  t h e  p u b l i c  w e l f a r e  can be enhanced i n  t h e  most e f f i c i e n t  and 
c o s t  e f f e c t i v e  way. 

I A. O b j e c t i v e s  of t h e  Motor ~ a ~ n l i ' n e  A l l o c a t i o n  Program 

This  a n a l y s i s  examines the  problems and proposed s o l u t i o n s  con ta ined  i n  the  
Economic Regu la to ry  A d m i n i s t r a t i o n ' s  N o t i c e  o f  Proposed Rulemaking and P u b l i c  
Hearings on t h e  Motor Gasol ine A l l o c a t i o n  Program. 

The ERA'S mandate f o r  t h i s  program i s  s e t  o u t  i n  t h e  Emergency Pe t ro leum A l l o -  
c a t i o n  Ac t  o f  1973. Under t h i s  Act ,  t h e  P res iden t  i s  empowered t o  enforce,  a t  
h i s  d i s c r e t i o n ,  p r i c e  and a l l o c a t i o n  c o n t r o l s  on pe t ro leum and pe t ro leum pro -  
ducts,  i n c l u d i n g  gaso l ine ,  through September 30, 1981. The A c t  s e t s  the  
f o l l o w i n g  a1 l o c a t i o n  goals: 

I a p r o t e c t  pub1 i c  hea l t h ;  

I 0 main ta i n  p u b l i c  se rv i ces  and a g r i c u l t u r a l  operat ions;  

1 o f o s t e r  compe t i t i on  i n  the  pe t ro leum i n d u s t r y ;  . 

0 d i s t r i b u t e  pe t ro leum among i n d u s t r y  sec to r s  and U.S. r e g i o n s  
equi  tab1 y; and 

0 minimize economic d i s r u p t i o n  and unnecessary i n t e r f e r e n c e  w i t h  
market mechanisms. 

f 

Through t h e  r e v i s i o n s  proposed i n  t h i s  ru lemaking,  ERA i s  seek ing t o  f u r t h e r  
a l l  o f  these goals .  But  i n  p a r t i c u l a r ,  the  r e v i s i o n s  focus  upon promot ing , 

compet i t i on ,  ensur ing  e q u i t a b l e  d i s t r i b u t i o n  o f  a v a i l a b l e  suppl ies,  and m i n i -  
' m i z i n g  economic d i s r u p t i o n .  

a See Execu t i ve  Order 12044, * Improv ing  Government Regulat ions"  (43 FR 
12661, March 23, 1978) and t h e  Department o f  Ene rgy ' s  Implement ing DOE 
Order 2030.1, "Procedures f o r  t h e  Development and Ana l ys i s  o f  Regulat ions,  
Standards and Guide1 ines' '  (44FR 1032, January 3, 1979). 

Federa l  Energy Guide l i l ies ,  Volume I I 1 , p .  39554. 



B. Limitations of the Gas01 ine A 1  location Proaram 

The Gasoline Allocation Program i s  designed to  dis t r ibute  a f ixed supply of 
gasol ine t o  a variety of purchasers, including gasol ine wholesalers who dis- 
t r ibu te  i t  through a r e t a i l  out le t  to  end users. The a1 location program does 
not apply to  the en t i r e  production, refining, and marketing process. Rather, 
i t  i s  responsible for gasoline dis t r ibut ion af te r  gasoline leaves the refinery 
gate. Unlike a gasoline rationing plan or an unregulated market which al lo-  
cates product, the allocation program.focuses on wholesalers and bulk con- 
sumers. This. dis t inct ion i s  s ignif icant  because the program i s  limited in i t s  
a b i l i t y  to  respond to end use demand changes, e i ther  short or long term. 

Any inabi l i ty  to  respond would'stem from inherent l imitations in the program. 
These l imitations,  which are described in detail  below, are not crit icisms of 
the program. Rather, they are components of almost any regulatory structure 
and must be understood when examining how the program does not and cannot re- 
spond to  changes in gasoline supplied and demanded in the same manner as a 
f r ee  market would. 

To expect the gasoline allocation program to mimic perfectly a f r ee  market sy- 
stem i s  unreasonable. No changes to the program can accomplish that f ea t .  F 

The program dis tr lbutes  fixed supplies of motor g a s o l i n ~  t n  wholesalers, based 
on their  purchases during an his tor ical  period. The emphasis of the program 
i s  on the allocation of limited supplies, not upon increasing supplies or re- 
ducing demand. Like many regulations, the program i s  h is tor ica l ly  based, 
linking current gasoline supplies with base period demand. And, the product 
supply guarantees are to  wholesalers and to  industrial  and commercial users. 
The guarantee does not necessarily extend to motorists. 

C .  Definition of the Problem Areas and P ~ O D O S ~ ~  Solutions 

The Economic Regulatory Administration has identified two serious problem 
areas related t o  the distribution of gasoline. The f i r s t  problem area re la tes  
t o  the ongoing nature of the gasoline allocation program, which does not a1 low 
the market to  respond we1 1 to demand patterns that are changing over time. 
The second problem area i s  c r i s i s  related and concerns the inabi l i ty  of the 
program to adapt to  demand patterns that s h i f t  temporarily during a gasoline 
shortage such as the one experienced in the sumner of 1979. 

Market Structure and Long-term Demand Changes 

A serious shortcoming of a base period oriented .a1 location program' i s .  tha t  i t  
r i sks  dis tor t ing the normal evolution of supplier-purchaser relationships or 
market structure. For example, by determining supplier-purchaser relation- 
ships, the allocation program ensures that short supplies will  generally be 
distributed pro r a t a  among a suppl ier ' s  h i s tor ic  or assigned customers, whole- 
sa le rs ,  and X a m s .  However,,this a l so  means that firms wishing t o  enter 
new markets or to experiment with new marketing concepts and to  respond to 
s h i f t s  in demand cannot readily obtain additional supplies through open bid- 
ding. Thus, eff ic i ,ent  firms may be limited in their  ab i l i t y  to  expand opera- 
t ions; while ineff ic ient  firms are protected. As a resu l t ,  the evolution of 
the gasoline market in response to competition i s  hindered. 



The r e g u l a t o r y  a n a l y s i s  descr ibes  t h r e e  major approaches t o  a1 l e v  i a t i n g -  t h e  
adverse e f f e c t s  o f  the  i n f l e x i b l e  market  s t r u c t u r e  imposed b y  t h e  motor  gaso- 
l i n e  a l l o c a t i o n  program. They are: make no program changes; r e v i s e  t h e  pro-  
gram; e l  i m i n a t e  t h e  program. 

1. Make no changes 

Maintenance o f  t h e  e s t a b l i s h e d  program w i t h  i t s  f l aws  would be t h e  l e a s t  d i s -  
r u p t i v e  i n  t he  marketp lace and, i n  l i g h t  o f  t h e  program's  e x p i r a t i o n  da te  o f  
September 30, 1981, may be t h e  most d e s i r a b l e  course. 

2. Replace t h e  c u r r e n t  unusual growth 'adjustment w i t h  a r e v i s e d  unusual 
growth ad justment  p r o v i s i o n  

The c u r r e n t  r u l e  p rov i des  f o r  a one- t ime upward ad justment  f o r  f i r m s  whose 
average month ly  purchases d u r i n g  t h e  October 1978 through February  1979 p e r i o d  
were a t  l e a s t  t e n  pe rcen t  h igher  than i t s  purchases i n  a base p e r i o d  month. 
The cui'r.errl:"adjustment may be  an inadequate i n d i c a t o r  o f  r e a l  growth because 
i t  tends t o  r e f l e c t  seasonal v a r i a t i o n s  i n  demand r a t h e r  than sus ta i ned  
growth! The proposed ad justment  would c o r r e c t  t h i s  e f f e c t  b y  comparing t h e  
average month ly  purchases o f  t h e  October 1978 through ~ e b r u a r ~  1979 p e r i o d  t o  
t h e  average month ly  purchases d u r i n g  t he  same p e r i o d  t h e  year  be fo re .  The new 
p r o v i s i o n  would a l s o  l i m i t  any such ad justment  t o  t h e  amount i n  excess of a 
t e n  percen t  inc rease .  

I The d r a f t  r e g u l a t o r y  a n a l y s i s  conc ludes . t ha t :  

The proposed ad justment  would m i t i g a t e  the  seasonal  e f f e c t  o f  the  
e x i s t i n g  ad justment  and would measure r e a l  growth more accu ra te l y .  

The new proposed t e n  percen t  d e d u c t i b l e  f e a t u r e  c o u l d  d r a m a t i c a l l y  
reduce t h e  nunber o f  f i r m s  q u a l i f y i n g  f o r  t h e  ad justment .  

The l a r g e  number o f  base p e r i o d  r e l a t i o n s h i p s  t h a t  t h e  change c o u l d  
a f f e c t  c o u l d  r e s u l t  i n  s u b s t a n t i a l l y  inc reased  a d m i n i s t r a . t i v e  cos ts .  

I 3. Adopt New Gu ide l i nes  f o r  New and E x i s t i n g  S t a t i o n  Assignments 

The c u r r e n t  presumpt ion i n . f a v o r  o f  new s t a t i o n  assignments would be e l i m i -  
nated, and assignments would n o t  be  made un less  a l l  s u p p l i e r s  were w i l l i n g .  
The proposed change would a l s o  p r o v i d e  ope ra to r s  o f  e x i s t i n g  r e t a i l  sa l es  ou t -  
l e t s  w i t h  s u b s t a n t i a l l y  inc reased  o p p o r t u n i t y  t o  q u a l i f y  f o r  upward a l l o c a t i o n  
adjustments.  Two a l t e r n a t i v e  p roposa ls  a re  suggested. I n  t h e  f i r s t  proposal ,  
assignments would  be made o n l y  i f  , t he  , s u p p l i e r  had an a l l o c a t i o n  f r a c t i o n  o f  
g rea te r  than one o r  some o the r  f r a c t i o n  s p e c i f i e d  b y  ERA. The r a t i o n a l e  i s  
t h a t  new assignments a re  n o t  a p p r o p r i a t e  where s u p p l i e s  a re  inadequate t o  meet 
e x i s t i n g  s t a t i o n  demand. The second p roposa l  r e q u i r e s  o n l y  a w i l l i n g  
s u p p l i e r .  An a p p l i c a t i o n  o the rw i se  q u a l i f y i n g  cou ld  a l s o  be denied upon a 
demonst ra t ion t h a t  t h e  assignment would s e r i o u s l y  j eopa rd i ze  t h e  c o m p e t i t i v e  
v i a b i l i t y  o f  o t h e r  o u t l e t s  w i t h i n  t h e  a f f e c t e d  market. I n  t h e  f i r s t  proposal ,  
assignments cou ld  be made, i r r e s p e c t i v e  o f  t h e  fo rego ing ,  i f  necessary t o  meet 
new demand w i t h i n  a market.  The second proposal  a l s o  1 i m i t s  t h e  inc reased  
volumes t h a t  an e x i s t i n g  s t a t i o n  cou ld  r e c e i v e  t o  60,000 g a l l o n s  per  month o r  
t o  volumes o f  a comparable s t a t i o n ,  whichever volume i s  g r e a t e r .  

I iii 



The d r a f t  r e g u l a t o r y  a n a l y s i s  concludes t h a t :  

The a l l o c a t i o n  f r a c t i o n  i s  p robab l y  an inadequate i n d i c a t o r  o f  l o c a l  
supp ly  c o n d i t i o n s  and, thus, f o r  assess ing the  appropr ia teness  o f  new 
o u t l e t  assignments. 

Requ i r i ng  a l l  s u p p l i e r s  t o  be w i l l i n g  c o u l d  p o t e n t i a l l y  g r a n t  r e -  
f i n e r s  f i n a l  say over a l l  new assignment dec is ions .  Cu r ren t l y ,  a  
jobber can dec la re  h i m s e l f  a  " w i l l i n g  s u p p l i e r "  w i t h o u t  t h e  consent  
o f  h i s  s u p p l i e r s .  However, no  conc lus i ve  evidence i s  a v a i l a b l e  t o  
support  t h e  conc lus ion  t h a t  r e f i n e r s  would e x e r t  undue i n f l u e n c e  over 
new s t a t i o n  a p p l i c a t i o n s .  

, R e s t r i c t i n g  t h e  procedures f o r  g r a n t i n g  new assignments would p r o v i d e  
some p r o t e c t i o n  t o  e x i s t i n g  s t a t i o n s  and cou ld  impede development o f  
new, move e f f i c l e n l  u u l l e l b .  

The f i r s t  proposal  would a l l e v i a t e  i n e q u i t i e s  be ing  f e l t  by  indepen- 
dent  lessee  dea le r s  under the  c u r r e n t  p r o v i s i o n s  by  g r a n t i n g  equal  
access t o  upward a d j u s t m ~ n t s  t o  r e f l e c t  new demand, and t h i s  cou ld  
c o n t r i b u t e  t o  economic ~ f f i c i e n c y .  

The second proposal  a l lows  l i m i t e d  o p p o r t u n i t y  f o r  c u r r e n t  s t a t i o n s  
t o  conve r t  t o  h i g h e r  volume o u t l e t s .  Even under t he  proposed r e -  
s t r i c t i o n s  t h a t  appl icant*s  would be r e q u i r e d  t o  ,ob ta in  w i l l  i*ng 
s u p p l i e r s  w i t h  a  minimum a l l o c a t i o n  f r a c t i o n ,  p o t e n t i a l  adminis t r a -  
t i v e  backlogs a t  r e g i o n a l  o f f i c e s  cou ld  be inc reased  s i g n i f i c a n t l y .  
The a n a l y s i s  es t imates  t h a t  a  25  pe rcen t  inc rease  i n  r e g i o n a l  s t a f f  
might  be r e q u i r e d  t o  respond t o  e x i s t i n g  s t a t i o n  a p p l i c a t i o n s .  

4. E l i m i n a t e  I n t e r i m  Assignment P r o v i s i o n s  

The proposal  would d e l e t e  t he  c u r r e n t  p r o v i s i o n s  w h i c h . ( i )  a l l o w  r e s e l l e r s  t o  
supp ly  new r e t a i l  o u t l e t s  on an i n t e r i m  b a s i s  upon the. f i l i n g  o t  dr.1 dpp l i ca -  

I 
t i o n  and ( i i )  r e q u i r e  t h e i r  s i ~ p p l i ~ r r  t-n f t ~ r n i s h  t he  a d d i t i o n a l  volumes 'pend- 
i n g  ERA a c t i o n .  

I 
I 

Our regu l a t o r y  a n a l y s i s  concludes t h a t :  

The proposed change would tend t o  cu rb  apparent r e s e l l e r  abuses w i t h -  
o u t  i n h i b i t i n g  l e g i t i m a t e  new s t a t i o n  app l i ca t i ons .  

5. Increase S u ~ ~ l i e r  F l e x i b i l i t y  t o  S h i f t  A l l o c a t i o n  E n t i t l e m e n t s  

The proposal  would g r a n t  r e s e l l e r s  and r e f i n e r s  increased f l e x i b i l i t y  t o  
r e a s s i g n  base p e r i o d  volumes of c losed  o u t l e t s  so l o n g  as t h e  p r o p o r t i o n a l  
share o f  p roduc t  among company-operated and independent c lasses  of purchaser 
i s  mainta ined.  An a l t e r n a t i v e  proposed would r e q u i r e  volumes t o  be k e p t  
w i t h i n  t h e  same market o r  d e f i n e d  geographic area. 

The d r a f t  r e g u l a t o r y  a n a l y s i s  concludes t ha t :  

The r u l e  would inc rease  s u p p l i e r s '  a b i l i t y  t o  respond t o  demand 
changes s i n c e  the  base p e r i o d  and c o u l d  c o n t r i b u t e  t o  more e f f i c i e n t  
d i s t r i b u t i o n  systems. 



I t s  impact on o v e r a l l  supply p'atterns may be minimal. Without a  
downward c e r t i f i c a t i o n  requirement, jobbers genera l l y  enjoy t h i s  
f l e x i b i l i t y  p resent ly .  

The "market area" a l t e r n a t i v e  would be d i f f i c u l t  t o  de f i ne  and apply. 

Suppl iers may be i n  a  p o s i t i o n  t o  use the f l e x i b i l i t y  t o  e x e r t  com- 
p e t i  t i v e  pressures. 

6 .  A1 low Resel l e r s  Separate ~l l o c a t i o n  Fract. ions fo r  Separate Brands 

The proposed change would permi t  r e s e l  l e r s  d i s c r e t i o n  t o  main ta in  u n i f o r m  
a l l o c a t i o n  f r a c t i o n s  o r  t o  have separate a l l o c a t i o n  f r a c t i o n s  f o r  d i f f e r e n t  
brands o f  product. Current ly ,  jobbers supp l ied  by  more than, one brand must. 
app ly  a  un i fo rm a l l o c a t i o n  f r a c t i o n  t o  a l l  purchasers i r r e s p e c t i v e  o f  brand. 

The d r a f t  r e g u l a t o r y  ana lys is  concludes tha t :  

Under th'e proposal, gasol i n e  jobbers would be a1 lowed . to  p lace  t h e i r  
cust0mer.s on separate a l l o c a t i o n  f r a c t i o n s  whenever the jobber 's  
sup,pl i e r s  implement separate f r a c t i o n s .  The r e g u l a t i o n s  .do n o t  s e t  
upper o r  lower boundaries on the a l l o c a t i o n  f r a c t i o n  t o  be app l ied  by  
. jobbers t o  branded ' r e t a i  1  o u t l e t s .  Accordingly,  a1 though t h e  regu1.a- 
t i o n s  do, p rov ide  the f l e x i b i . l i t y  requ i red  f o r  jobbers t o  deal w i t h  
separate r e f i n e r  a l l oca t i on '  f r a c t i o n s ,  the  regu la t i ons  a l so  leave 
s u f f i c i e n t  room f o r  d i s c r i m i n a t o r y  . d i s t r i b u t i o n  p o l i c i e s  b y  jobbers. 

. . 
7. El im ina te  the  Program. . ' 

An a l t e r n a t i v e  t o  con t i nu ing  c u r r e n t  a l l o c a t i o n  rul ,es or- . ' rev is ing them would 
be t o  e ' l iminate government r e g u l a t i o n  o f  the a l l o c a t i o n ' o f  gasol ine.' The 
d r a f t  regu la to ry  analys i s  concludes: 

E l i m i n a t i o n  o f  t h e .  a1 l o c a t i o n  program would prov ide  a  more responsive 
and e f f i c i e n t  rea.1 locat ion of gaso l ine  du r ing  a  shortage character-  
i'zed by reg iona l  s h i f t s  i n  demand. 

A more e f f i c i e n t  a l l o c a t i o n  o f  gaso l ine  dur ing  non-shortage periods, 
w i t h  o r  w i thou t  p r i c e  cont ro ls ,  would r e s u l t .  

Some re ta . i  1  o u t l e t s  might  e x i t  the market. 

The market f o r  gasol ine would remain compet i t i ve  w i t h  low l e v e l s  o f  
s e l l e r  concent ra t ion  and, low b a r r i e r s  t o  e n t r y .  

Temporary Regional Gas01 i n e  Shortages 

Two major p rov i s ions  o f  t he  DOE a l l o c a t i o n  r e g u l a t i o n s  prov ide  f l e x i b i l i t y  f o r  
r e a l l o c a t i o n  o f  gasol ine when s h i f t s  i n  demand caused excess supply. . The 
f i r s t  i s  t h e  s t a t e  set-as ide program. The program was designed t o  a l l ow  
s t a t e s  t o  meet any hardships o r  spec ia l  needs t h a t  might  a r i s e  du r ing  a  shor t -  
age. 



A second provision grants the DOE authority t o  "redirect" gasol ine in response 
t o  imbalances. The redirection autliori t y  provided by Section 21 1 .14  of 'the 
allocation regulations was designed to give the DOE additional f l e x i b i l i t y  
when, for  example, demand patterns change as they did in 1979. 

The two mechanisms of the allocation program designed to  a l lev ia te  excess 
supply and demand were not responsive to sh i f t s  in demand which occurred in 
the summer of 1979. As a resu l t ,  the excess supply of gasol ine in rural  areas 
was not reallocated to urban areas. This, in turn, led to excess demand in 
some urban areas, most dramatically evidenced by long l ines  of motorists a t  
gasoline s tat ions,  which persisted even though gasoline was available. 
Available reallocation mechanisms were not used effect ively to  reallocate 
surplus supply. The E R A  has considered f ive  proposals to improve the respon- 
siveness of the allocation program during any future disruption in the supply 
of gasoline. Several of these proposals are not included in the Notice of 
Proposed Rulemak ing, but have been analyzed. 

Continue Re1 iance on, the State Set-aside Provision 

The s t a t e  se%-aside program faced a major challenge in the spring a n d  summer 
of 1979 when i t  was called upon to help bring r e l i e f  to localized supply 
disruptions as evidenced by long gasoline l ines.  The cr is is 'brought  for th 
problems of the set-aside program as i t  then existed. 

The'regulatory analysis concludes that:  

The E R A  i s  currently making changes to  the s t a t e  set-aside progr.am 
that should improve i t s  efficiency. 

The s t d a t e  set-aside program cannot solve either multi-state 
511ppl  , y - d ~ m a n d  prnhlqmq, a n d  5hn11lri , n n t  he re1 ieri y p n n  t n  cnrrect 
long-term supply imbalances. 

2. Grant Pr ior i ty  Allocation Level fo r  Low Volume Stations 

This proposal, which has not been included in the NOPR, would provide that  the 
f i r ' s t  20,000 gallons-per-month of the base period use of  a l l  r e t a i l  sales  out- 
l e t s  would not be subject to  a supplier 's  allocation fraction. An a l ternat ive 
approach would l imit  th i s  new pr ior i ty  allocation level t o  out lets  located in 
cer tain urban SMSAts or other defined urban areas. '  No further action.on t h i s  
proposal i s  anticipated. 

The draft  regulatory analysis concludes that :  

Even i f  allocations flow to  s tat ions as intended, the proposed levels 
would probably not- provide an adequate incentive to increase hours of 
operation. 

Adjustments would be made a t  the expense of non-priority users which, 
during a shortage, could tend to  aggravate l ines  a t  r e t a i l  ou t le t s .  

Gasoline .would tend to flow from larger, more ef f ic ien t  s ize  out lets  
t o  smaller, l e s s  e f f i c i en t  out le t s .  



I f  r u r a l  areas a re  served b y  a  l a r g e  p r o p o r t i o n  of  sma l l  gaso l i ne  
s t a t i o n s ,  gaso l i ne  cou ld  be r e a l l o c a t e d  f r om urban areas t o  r u r a l  
areas. 

I1 3 .  Prov ide  Temporary A l l o c a t i o n  Adjustments f o r . A r e a s  Expe r i enc ing  Shortages 

Provide.ERA w i t h  a u t h o r i t y  t o  r e d i r e c t  g a s o l i n e  t o  areas i n  which t he  m a j o r i t y  
o f  t h e  r e t a i l  o u t l e t s  a re  expe r i enc ing  s i g n i f i c a n t  gaso l i ne  l i n e s .  One 
proposal  would a u t h o r i z e  t he  ERA t o  i nc rease  by  1,000 g a l l o n s  p e r  month t h e  
base p e r i o d  use o f  a l l  o u t l e t s  l o c a t e d  i n  c e r t a i n  SMSAs o r  o the r  d e f i n e d  
geographic areas. ' An a1 t e r n a t i v e  proposal  would a1 low an inc rease .  o f  two 
pe rcen t  o f . a n . o u t l e t ' s  base p e r i o d  volume up t o  a  c e i l i n g  o f  5,000 ga l l ons .  

h e ,  d r a f t  r e g u l a t o r y  a n a l y s i s  concludes t h a t :  

Because a number of f a c t o r s  can combine t o  c o n t r i b u t e  t o  l o c a l i z e d  
shortages t h a t  r e s u l t  i n  gaso l i ne  l i n e s ,  t h e r c  p robab ly  i s  no s i n g l e  
s e t  of common c h a r a c t e r i s t i c s  t h a t  a r e  p resen t  i n  each case. Supply 
a v a i l a b i l i t y ,  i n v e n t o r y  management p r a c t i c e s ,  and demand psychology 
can a l l  r e s u l t  i n  1 ines. Furthermore, i t  i,s f a i r  t o  assume t h a t  
f u t u r e  shortages w i l l  a f f e c t  areas w i t h  d i f f e r e n t  numbers o f  o u t l e t s  
and d i f f e r e n t  s i z e  d i s t r i b u t i o n  of o u t l e t s .  The shortages them-., 
selves, moreover, w i l l  p robab ly  v a r y  i n '  magnitude and d u r a t i o n .  
Thus, any f i x e d  r e a l  l o c a t i o n  method based on p re -de f  i ned  geographic 
des ignat ions,  o u t l e t  s i z e  and l o c a t i o n  i s  i napp rop r i a te .  

I 4 .  Red i rec t  Gaso l ine  t o  Areas Expe r i enc ing  S i g n i f i c a n t  Gaso l ine  ~ i n e s .  

To c o d a t  t he  problem o f  s h i f t s  i n  demand d u r i n g  a s t ~ o r t a g e  o f  g a s o l i n e  t h a t  
leave some areas w i t h  temporary surp luses and o the rs  w i t h  exacerbated sho r t -  
ages, t h e  ERA cou ld  be au tho r i zed  t o  r e a l  l o c a t e  gas01 i n e  t o  areas i n  which a  
m a j o r i t y  o f  r e t a i l  o u t l e t s  f ace  customer queues. T h i s  a u t h o r i t y  c o u l d  be used 
a f t e r  t he  s t a t e s  and l o c a l i t i e s  exhausted t he  means o f  t h e i r  d i s p o s a l  t o  s o l v e  

I t h e  problem.. The d r a f t  r e g u l a t o r y  a n a l y s i s  f i n d s  that.: 

The i n f o r m a t i o n  necessary f o r  implementat ion o f  such a  program d u r i n g  
' a  shor tage takes severa l  months, even under op t ima l  c o n d i t i o n s  and 
e f f i c i e n c y .  Th i s  i s  t o o  l ong  t o  be o f  much ass is tance  i n  a  shor tage  
such as t h e  1979 shortage'. 

The r e q u i r e d  s ta te .  and l o c a l  act ions,  v e r i f i c a t i o n  and a l l o c a t i o n  
mechanism would be t o o  awkward and slow t o  p r o v i d e  t he  prompt 
r e a l l o c a t i o n  of gaso l i ne  requ i red .  

I n  shortages more p r o t r a c t e d  than t he  one t h a t  occur red  i n  1979, 
t he re  i s  no quarantee t h a t  excess supply  w i l l  appear i n  r u r a l  areas 
f o r  r e a l l o c a t i o n  t o  urban areas. 

5. . A l l ow  ~ ~ v e r n o r s  t o  Red i rec t  s t a t e  Suppl ies . . 

I 
1 

The proposal  would enab le . t he  governor t o  r e q u i r e  s u p p l i e r s  t o  r e d i r e c t  
pe t ro leum produc t  f r om surp lus  t o  shor tage areas w i t h i n  t h e  s t a t e .  C u r r e n t  
r e g u l a t i o n s ,  which a l l o w  r e f i n e r s  and impo r te r s  t o  r e d i r e c t  a t  t h e i r  d i s c r e -  
t i o n ,  have been i n e f f e c t i v e  i n  d i m i n i s h i n g  o r  e q u a l i z i n g  i n t r a s t a t e  shortages. 

v i i  



The r e g u l a t o r y  ana l ys i s  concludes tha t :  

The proposal needs c l a r i f i c a t i o n .  Moreover, t h e  o b j e c t i v e s  can be 
. more read i l y ,  a t t a i n e d  by  amending the  se t -as ide  a u t h o r i t y  r a t h e r  than 

s changing . . Sec t ion  21 1.14(b). 



I. BACKGROUND OF THE GASOLINE ALLOCATION PROGRAM 

A. L e a i s l a t i v e  Mandate 

The f e d e r a l  government's d i r e c t  i n v o l v e m e n t ' i n  t h e  gaso l i ne  market began i n  
1971 w i t h  Phase I o f  a three-phased wage and p r i c e  c o n t r o l  program. For  t h e  
n e x t  two years, gaso l ine  p r i c e s  'were con t ro l l ed ,  b u t  t h e  d i s t r i b u t i o n  of gaso'- 
l i n e  was not .  Cont ro l  o f  gaso l i ne  d i s t r i b u t i o n  began i n  May, 1973, when the  
Congress amended t h e  Economic S t a b i l i z a t i o n  A c t  i n  r e a c t i o n  t o  spo t  shortages 
i n  1972. The amendments empowered t h e  Pres ident  t o  a l l o c a t e  the  s u p p . 1 ~  of 
both crude o i l  and r e f i n e d  products. O f  p a r t i c u l a r  concern a t  t h e  t ime  was 
t h e  apparent imbalance i n  t h e  geographical a v a i l a b i l i t y  o f  petroleum products 
and an eros ion i n  t h e  p o s i t i o n  o f  independent r e f i n e r s  and marketers who were .  
having t rouble.  l o c a t i n g  supp l i e rs .  Pres ident  Nixon responded t o  t h e  Congres- 
s i o n a l  i n i t i a t i v e  by c r e a t i n g  a vo lun ta ry  a l l o c a t i o n  program on May 10, 1973. 

Responding t o  the  Arab s t a t e s 8  o i l  embargo i n  October, 1973, Congress passed 
t h e  Emergency Petroleum A1 l o c a t i o n  Ac t  of 1973 (EPAA) . The A c t  mandated p r i c e  
c o n t r o l s  and a1 l o c a t i o n  o f  r e f i n e d  petroleum products, i n c l u d i n g  gas01 ine, and 
s e t  t h e  fo l l ow ing  a l l o c a t i o n  goals: 

p r o t e c t ,  pub1 i c hea l th ;  

main ta in  p u b l i c  serv ices  and a g r i c u l t u r a l  operat ions;  

f o s t e r  compet i t ion  i n  t h e  petroleum indust ry ;  

d i s t r i b u t e  petro leum among i n d u s t r y  sec tors  and U.S. reg ions  
equi tab1 y; and 

minimize economic d i s r u p t i o n  and unnecessary i n t e r f e r e n c e  w i t h  
market mechanisms. 

Although t h e  Arab O i  1 ~ m b a r g o  p r e c i p i t a t e d  Congressional act ion,  Congress 
recognized t h a t  t he  f o r e i g n  supply reduc t ion  alone had n o t  c reated the  energy 
c r i s i s .  I n  Sect ion 2 of t h e  EPAA Congress noted t h a t  "inadequate domestic 
product ion,  environmental c o n s t r a i n t s  and the  u n a v a i l a b i l i t y  o f  importsu i n  
combinat ion c reated t h e  shortage s i t u a t i o n .  The problem then was o f  a genera7 
shortage i n  domestic and f o r e i g n  crude o i l  and r e f i n e d  products. I n  t h i s  
context ,  Congress designed t h e  a l l o c a t i o n  program which was intended t o  be 
temporary and t o  a1 l e v i a t e  immediate shortages. 

As t h e  House Report .  on EPAA s ta tes :  

[Th is  Ac t ]  i s  n o t  designed t o  increase supp l ies  . . . The shortage 
problem i s  the r e s u l t  o f  p o l i c i e s  which have been i n  e f f e c t  over a 
n u h e r  o f  years, and i t  awai ts  a more f a r  reach ing and long range 
s o l u t i o n .  Instead t h i s  b i l l  focuses on the  s h o r t  term o b j e c t i v e s  o f  



seeing t o  i t  t h a t  during times of shortage our p r io r i ty  needs are met 
and tha t  whatever limited supplies we have are equitably dis t r ibuted 
throughout the nation t o  meet regional .needs and preserve competition 
i n  the marketplace.1 

For t h i s  purpose Congress directed the President t o  "promulgate a regulation 
f o r  the mandatory allocation of crude oi 1 ,  residual fuel oi 1 ,  and each refined 
petroleum product . .. and a t  pr ices ,  specified in . . . such regul ation."2 

By August 30, 1975, the scheduled expiration date f o r  EPAA, a t tent ion had 
sh i f ted  from dealing w i t h  an acute shortage t o  dealing w i t h  the consequences 
of the high price of imported o i l .  Testimony offered during the consideration 
of the Energy Policy and Conservation Act of 1975 ( E P C A )  linked a large por- 
t ion  of the 1974-1975 recession t o  the embargo and increased o i l  prices. I t  
was suggested tha t  " ins tan t  decontrol" of prices would be harmful t o  economic 
recovery. Thus, a1 tholrgh Congress recognized t h a t  petroleum supplies had 
returned t o  near pre-embargo conditions i t  was decided Lt~at: "To the e x t e n t  
tha t  mandatory controls are no longer needed or desirable a gradual return t o  
an unregulated market i s  preferable to  sudden decontrol ."j  AS a conse- 
quence, a1 location author i t ies  along with pr ice controls were continued with a 
provision allowing the President to  exempt categories of product subject t o  
dicapproval b y  e i t h e r  House. ' 

The EPCA s e t  June 1, 1979, as the expiration date for  mandatory price and 
a1 location controls. . Controls continue on gas01 ine,  however, under a prov i -  
sion which allows the President t o  continue.the program a t  h i s  discret ion.  
All authority under the EPAA expires September 30, 1981.4 

Prior t o  June 1 ,  1979,' i f  the President had chosen t o  convert the mandatory 
gasoline allocation program to  a standby basis--i.e.,  exempted gasoline from 
ac t ive  controls--he would have been required to  demonstrate t o  Congress: 

9 t ha t  gasoline was no longer in short supply; l 
a that  the exemptior~ v~ould not reduce thc <upply gf any ,other  oi 1 or 

refined prnduct; and 

a . that the exemption would be consistent w i t h  the attai,nment of the 
objectives s e t  for th  in the EPAA.  (See Exhibit . l )  . 

Congress would then have. had 15 days from th,e submisslorl of the decontrol 'pro- 
posal to  re jec t  i t .  

House ~ e ~ o r t  93-521, p .  6. 

E P A A  Sec. 4 ( a ) .  

Conference Report 94-163, p .  203. 

E P A A  Sec. 18. 



EXHIBIT 1 

OBJECTIVES OF THE EMERGENCY 
PETROLEUM ALLOCATION ACT 

Section 4 ( b )  (1) of the Emergency Petroleum Allocation Act of 1973 requires 
that  the regulatory program shal l  t o  the maximum extent practicable provide 
for:  

( A  protection of pub1 i c  health ( including the production of pharmaceu- 
t i c a l s  1 , safety and welfare (including maintenance of resident ial  heating, 
such as individual homes, apartments and s  imi 1 ar occupied dwell ing uni t s )  , and 
the national defense; 

( 0 )  maintenance of a l l  public services ( including.faci1, i t ies  and services 
provided by municipally, cooperatively, or investor owned u t i l i t i e s  or  by any 
Sta te  or local  government or authority,  and including transportation f a c i l i -  
t i e s  and services which serve . the  public a t  la rge) ;  

( C )  maintenance of agricul tural  operations, .including farming, ranching, 
dairy, and fishing a c t i v i t i e s ,  and services d i rec t ly  related thereto; 

(0) preservation of an economically sound and competitive petroleum in- 
dustry; including the p r io r i ty  needs to  res tore  and fos ter  competition in the 
producing, refining, dis t r ibut ion,  marketing, and petro-chemical sectors  of 
such industry, and to  preserve the competitive v i a b i l i t y  of independent ref in- 
e rs ,  small ref iners ,  nonbranded independent marketers, and branded independent 
marketers; 

( E )  the allocation of sui table  types, grades, .and qual i ty  of crude o i l  t o  
re f iner ies  i n  the United States  t o  permit such r e f ine r i e s  to  operate a t  f u l l  
capaci ty; 

( F )  equitable dis t r ibut ion of crude o i l ,  residual fuel o i l ,  and refined 
petroleum products a t  equitable prices among a l l  regions and areas ,of  the 
United States and sectors of the petroleum industry, including independent 
r e f ine r s , ,  small re f iners ,  nonbranded independent marketers, branded indepen- 
dent marketers, and among a l l  users; 

( G )  dl location of residual fuel o i l .  and refined petroleum products in 
such amounts and in such manner as may be necessary fo r  the maintenance o f ,  
exploration for ,  and production or extraction of , 

( i )  fue ls ,  and 
( i  i )  minerals , essent ia l  to  the requirements of the United States ,  
and for  required transportation related thereto; 

( H )  economic efficiency; and . - 

( I )  minimization of economic d is tor t ion ,  i n f l e x i b i l i t y ,  an,d unnecessary 
interference with market mechani.sms: . . 

" , . . . . 
. .. 



B .  History of Implementation 

Introduction I 
The gasoline a l loca t ion  program has undergone numerous revis ions  s ince  i t s  
i n i t i a l  promulgation i n  January 1974. As i l l u s t r a t e d  in Exhibit  2 ,  the most 
important of these  amendments occurred in t he  f i r s t  year of t h e  program and in 
the  months following the  reduction in  Iranian crude o i l  production. 

These revis ions  have not a l t e red  the  basic s t ruc tu r e  of t h e  a l loca t ion  pro- 
gram. The program continues t o  seek t o  meet the  Congressional object ives  s e t  
f o r t h  in the  EPAA by apportioning shor t  supplies according t o  h i s t o r i c a l  
purchasing pat terns ,  down through the gasoline supply system. Generally, t h i s  
preservation of pre-shortage purchasing pat terns  provides assured suppl ies  a t  
h i s t o r i c  l eve l s  t o  a l l  marketers, and assures tha t  fue l  i s  ava i lab le  a t  the 
places where consumers t r a d i t i o n a l l y  seek i t .  

As shown i n  Exhibi t  3, the a l locat ion ru l e s  a r e  intended t o  govern a l  'I gas& 
l i n e  t ransact ions  t o  t h e  r e t a i l  level and t o  ce r t a in  bulk purchasers. The 
a1 locat ion program recognizes a number of p r i o r i t y  uses, cons i s ten t  wi t h  i t s  
s t a t u t o r y  objectives..  

Two elements--an h i s t o r i ca l  base period and a broadly defined p r i o r i t y  c l a s s i -  
fication--combine t o  form a f a i r l y  r i g i d  system fo r  apportioning suppl ies  
during supply s h o r t f a l l s .  To provide some f l e x i b i l i t y  in a l loca t ions ,  1 irnited 
suppl ies  a re  deemed ava i lab le  t o  s t a t e  governments monthly f o r  .d i s t r ibu t ion  t o  
bulk gasoline consumers or r e t a i l  s t a t ions .  More cen t ra l i zed  mechanisms fo r  
seeking r e l i e f  from a l loca t ion  ru l e s ,  or f o r  obtaining addi t ional  suppl ies ,  
a r e  a l so  avai lable  through DOE regional  o f f ices ,  and through D O E ' S  Office of 
Hearings and Appeal s. 

As the  A1 location Program has evolved over the  past  s i x  years, four major pro- 
gram areas  of importance have drawn cons lderabl e a t t en  t ion .  These include: 

P r i o r i t y  Allocation Levels I 
Each purchaser i s  c l a s s i f i e d ,  according t o  p r i o r i t y  ru les .  These 
ru les ,  and changes t o  them, influence the d i s t r i bu t i on  of gasoline 
t o ' d i f f e r e n t  economic sectors .  

0 Base Period 

The a l locat ion of current  supplies i s  based upon purchase pa t te rns  
t ha t  exis ted during an h i s t o r i c  base period, which has undergone 
several  revis ions .  



E X H I B I T  2 

H I  STORY OF THE GASOLINE ALLOCATION PROGRAM 

1971 T h i r d  Quar te r  r ECONOMIC STABILIZATION PROGRAM. Phase I: Wage and P r i c e  Freeze 

Four th Quar te r  o ECONOMIC STABILIZATION PROGRAM. Phase 11: .3X increase a l lowed 

1973 F i r s t  Quar te r  r ECONOMIC STABILIZATION PROGRAM, Phase 111: vo lun ta ry  l i m i t s  t o  Phase 11 l e v e l s  

Second Quar te r  r ECONOMIC STARTI. IZATION ACT ( 1970) amnrflne~~Ls: P r e s i d e n t i a l  a u t h o r i t y  t o  a1 l o c a t e  
crude and products  Voluntary Petroleum A l l o c a t i o n  Program (base p e r i o d  f o r  Phase I V )  
60-Day P r i c e  Freeze 

T h i r d  Quar te r  r CCONOMIC STABILIZATION PROGRAM, Phase I V :  Inc luded t w o - t i e r  system f o r  crude ( o l d  and 
new o i l )  Amendment t o  an appropr ia t i ons  b i l l :  d o l l a r - f o r - d o l l a r  increases f o r  cos ts  
( c o s t  passthrough) 

Four th  Quar te r  ARAB OIL EMBARGO 

r EKRGENCY PETROLEUM ALLOCATION ACT (EPAA): O f f i c e  o f  Petroleum A l l o c a t i o n  
establ lshed,  Department o f  I n t e r i o r ;  FEO establ ished;  L i m i t e d  a l l o c a t i o n  r e g u l a t i o n s  
became e f f e c t i v e ;  Mandatory A l l o c a t i o n  Program became e f f e c t i v e  

1975 Fi rs :  Quar te r  r A l l o c a t i o n  r e g u l a t i o n s  a ~ o l i c a b l e  t o  motor gaso l ine  became e f f e c t i v e  
e Suppl iers  pe rm i t ted  t o  a d j u s t  gaso l ine  base per iods w i t h o u t  p r i o r  gQvernment approval 

Second Quar te r  r C l a r i f i c a t i o n  o f  a l l o c a t i o n  program, procedures es tab l i shed  fo r  sa le  of suro lus product 

T h i r d  Quar te r  . r Rules es tab l i shed  f o r  unleaded gaso l ine  
r State r o l e  i n  review o f  New Assignments rees tab l i shed  
r Rule 74-13 es tab l i shed  r i g h t  o f  independent marketers tb r e t a i n  a l l o c a t i o n  e n t i t l e m e n t  
. o f  c losed r e t a i l  o u t l e t s  

r D e l e t i o n  o f  changed circumstances p r o v i s i o n  [211.13(c)] 

Four th Quar te r  r Adjustments t o  gaso l ine  base per iod  r e s t r i c t e d  f o r  e x i s t i n g  o u t l e t s  
r F l e x i b i l i t y  t o  ass ign product  between s t a t i o n s  increased from 20% t o  30% 

1975 F i r s t  Quar te r  

Second Quar te r  r Guidel ines issued f o r  New Assignments, s t rong  presumption i n  favo r  

i h i r d  Quar te r  

Fourzh Quar te r  r Wholesale purchaser- resel  l e r s  a l lowed t o  u w a r d  c e r t i f y  e n t i  t lenients based on 
increased customer needs 



H I S T O R Y  OF THE G A S O L I N E  A L L O C A T I O N  PROGRAM 

1976 F i r s t  Quar te r  

Second quar te r  Residual  f u e l  o i l  e x e m ~ t e d  f rom r e g u l a t i o n s  

T h i r d  Quar te r  o Miscel laneous "o the r  productsY exempted from r e g u l a t i o n s  
M idd le  d i s t i l l a t e  exempted from r e g u l a t i o n s  

Four th  Quar te r  0 Naohtha base j e t  f u e l  e x m ~ p t r d  fl.cr~n I -cgulat ians 
r Gasol ine exemption proposed 

1977 F i r s t  Quar te r  o Gasoline exemption proposal .wl thdrawn 

Second quar te r  ' b D e f i n i t i o n  o f  new s t a t i o n s  r e v i s e d  

T h i r d  Qui r t t?? o Gasu l f i l t  exemption p r o p o s ~ d  

Four th  Quar te r  

1978 Second Quar te r  FiRC approves gas01 i n e  exemption 

IRANIAN CRUDE OIL PRODUCTION FALLS 

1979 F i r s t  Quar te r  Gasol ine base p e r i o d  updated from 1972 calendar.year t o  7/77-6/78 
0 A v i a t f o n  gaso l ine  and kerosene base j e t  f u e l  exempted from r e g u l a t i o n s  

Second Quarter o President  announces phased decon t ro l  o f  crude o i l .  nrandatory c o n t r o l s  exofre,  prograrn 
cont inues a t  P r e s i d e n t ' s  d i s c r e t i o n  

0 Gas01 i n e ,  base per iod  updated t o  11/77-10/78. Unusual Growth Adjustment created f o r  
c o n s u m ~ t i o n  from 10/78 t o  2/79. A c t i v a t i o n  O r d e r ' i l  c o d i f i e d  
Specla, Ru le  Yo. 8 pe rmi ts  State Set-Aside Programs t o  a s s f s t  re ta! l  o u t l e t s ,  volumes 
F P ~ - a s i d e  increased from 3% t o  5% 

T h i r d  Quarter Defense n0n-essential.  needs placed on a l l o c a t i o n  f r a c t i o n  , 

i F i r s t  o r - i o r i t y  a l l o c a t i o n  changed from 100% c u r r e n t  requi rements. to  100% dase p e r i o d  
rn 50,000, a l l o n  per month c e i l i n g  proposed.for new s t a t i o n  en t i t l ements  

MHo1csa~e~purchare~~e5e1,lers reqYlred i u  submit w o r n  i t a tcmqnts  t o  ,obta in 81p.t-d 
c e r r i f  i c a t i o n s  . ~ 

. 0 .Downward ~ e r t i f i c a t ' i o n  proposed' then de fe r red  
e G ~ v e r n o r s '  emergency a u t h o r i t y  s p e c i f i e d  

. . 
Four fhdufupr fer  0 5 0 , 0 0 0 g a l l o n p e r m o n t h c e i l i n g o v e r t u r n e d i n c o u r t s  

b S t a t e  set -&$tUe increase f r .u l~~  3% t o  5% maat f i n a l  

1980 F i r s t  Quarter-.  o . Passenger t r a n s p o r t a t i o n  f i r s t  p r i o r i t y  a l ' locat ion broadened, t o  i nc lude  . . 
, vanpool ing 
0 P o l i c y  guidance tecommends t i g h t e n i n g  New ~ s s i ~ n m e n t s  du r ing  shortage s i t u a t i o n s  

Second Quar te r  

T h i r d  Quar te r  

Four th  Quar te r  

1991 F i r s t  Quar te r  

Second Quar te r  

T h i r d  Quar te r  P res iden t ' s  O i  sc re t ionary  A u t h o r i t y  under EPAA exoi res on Seotember 30. 1981 

Four th  Quar te r  
. . 



EXHIBIT 3 
. . 

OVERVIEW OF GASOLINE SUPPLY SYSTEM AND 
APPLICABILITY OF GASOLINE ALLOCATION REGULATIONS 
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a Su~~lier/Purchaser Relationships 

The ability of suppliers to effect discretionary distribution of 
their.gasoline has been limited by the allocation program. The 
program requires suppliers to provide product to their base period 
purchasers; however, the purchasers are not obligated to purchase 
product from their base period suppliers. 

a Product Redirection Mechanisms 

The discretionary provision of the program provides some flexibil- 
ity to DOE, states, and some suppliers to allocate product 
irrespective of historic supplier/purchaser relationships. 

Each of these four areas, and the changes that have occurred in each, are 
discussed below: 

Priority Systems 

A principal purpose of the allocation program is to assure an adequate supply 
of gasoline for certain defined uses which have been deemed essential for 
safety arid well being. These ~ s e s  are outlined broadly by the legislative 
mandate and given specific meaning by the priority rules in the allocat.ian 
regulations. Priority rules developed for motor gasoline in 1974 continued to 
be in effect until July 31, 1979. The original priority system and the 
changes made in mid-summer are outlined in Exhibit 4. 

Under the original rules, first priority customers were entitled to receive 
100 percent of their current requirements. Current requirements were supposed 
to be the actual needs of the purchaser, as certified to its supplier. Deliv- 
eries to first priority purchasers were not to be limited by historical use, 
or by the availability of supplies; hence, allocation entitlements of such 
purchasers wcre "not subject to [application of the supplier's] allocation 
f r ac t  iun,"6 

Second priority customers were to receive their current requirements, but 
reduced by application of their suppliers' allocation fractiors. Current 
r:equiremcnts for second priority customers were also suppqsed to mean actual 
needs; Ru't these re uirements enter I n t o  the ealculation nf a supplier's 
"Supply Obl igation."2 l ~ v e ~ l c ~  LO p~cnnd prinri ty customers were also 
supposed to be limited by the resulting allocation fraction. 

5 The a1 location fraction expresses each supp'l ier's relative availabi 1 ity of 
gasoline after certain priority and state set-aside obligations are met. 

A supplier's supply obligation each month, which is subject to an alloca- 
tion fraction, is the sum of all adjusted base period entitlements, exclu- 
sive of Priority I uses and state set-aside amounts. Base period 
customers include those assigned by the DOE. See 10 C.F.R., Section 
21 l.lO(b) (2). 



EXHIBIT 4 

PRIORITY SYSTEMS FOR ALLOCATING : 
GASOLINE SUPPLIES 

B E G I N N I N G  OF PROGRAM - JULY 31, 1979 AUGUST 1, 1979 - .PRESENT 

F i r s t  P r i o r i t y  
En t i t l emen t :  100 percent  o f  cu r ren t  

F i r s t  P r i o r i t y  
En t i t l emen t :  100 percent  'of  . 

requirements base pe r i od  use 

Department o f  Defense 
A g r i c u l t u r a l  p roduc t ion  

Department o f  ~ e f e n s e *  
A g r i c u l t u r a l  p roduc t ion  
Emergency serv ices 
Energy p roduc t ion  
S a n i t a t i o n  serv ices  
Telecommunications serv ices  

( o n l y  dur ing  d i s r u p t i o n )  
Passenger t r a n s p o r t a t i o n  serv ices  
Cargo, f r e i g h t ,  and ma i l  h a u l i n g  

by t r uck  
A v i a t i o n  ground support  veh i c l es  

and equipment 

Second P r i o r i t y  Second P r i o r i t y  
Ent i t lement : '  Current  requirements sub- En t i t l ement :  100 percent  o f  base 

j e c t  t o  an a l l o c a t i o n  f r a c t i o n  pe r i od  use sub jec t  t o  an 
a l l o c a t i o n  f r a c t i o n  

Emergency serv ices  I n d u s t r i a l  use 
Energy p roduc t i on .  Commerci a1 use 
San i t a t i on  serv ices  Government 
Te l  ecommunication serv ices  ( o n l y  du r i ng  Soc.ia1 se rv i ce  agency use 

d i s r u p t i o n )  
Passenger t r a n s p o r t a t i o n  serv ices Wholesale purchasers-resel  l e r s * *  
Cargo, f r e i g h t ,  and m a i l  hau l i ng  by  

t r uck  
A v i a t i o n  ground support veh ic les  and 

equipment 

En t i t l ement :  100 percent  o f  base pe r i od  use 
sub jec t  t o  an a l l o c a t i o n  f r a c t i o n  

I n d u s t r i a l  use 
Commercial use 
Governmental use 
Socia l  se rv i ce  agency use 

Wholesale purchasers-resel  1  ers** 

* The a l l o c a t i o n  l e v e l  f o r  t h i s  use may be r a i s e d  dur ing  any p e r i o d  t o  100 
percent  o f  c u r r e n t  requirements i f  the  Secretary  of  Defense c e r t i f i e s  t h a t  
such l e v e l  i s  necessary as a  r e s u l t  of unusual circumstances. 

** These volumes a re  determined by a  method s e t  f o r t h  i n  Sect ion 211.10. 



The majority of end-users f a l l s  into the segment of customers en t i t l ed  to  
receive the i r  'h i s tor ica l  requirements as reduced by appl ication of the 
suppl i e r ' s  a1 location fraction. 

Gasoline r e t a i l e r s ,  although not spec i f ica l ly  included in the pr ior i ty  groups, 
received a  quantity of gasoline equal to  their  h is tor ica l  purchases during a "  
specified base period multiplied by the i r  suppl ier ' s  allocation fraction. 

T h i s  system continued i n  e f f ec t  through most of the 1979 shortage. I t  was ' 

changed on A u g u s t  1, 1979, t o  combine the f i r s t  and second p r io r i ty  levels and 
t o  remove "current requirements" from calculations of allocation r igh t s :  All 
users previously accorded f i r s t  or second pr ior i ty  treatment now receive 100 : 

percent of their  base period volumes. Remaining users are en t i t l ed  t o  an. 
allocation level of.100 percent of base period use subject t o  application of. 
the suppl i e r ' s  a1 location fract ion.  

The August change i n  p r io r i ty  rules  increased supplies available ro most 
end-users by reducing the volumes committed t o  rRe Department uT DttTense and 
agricul tural  production. A1 lowing purchasers to  receive a1 1 of the i r  current 
needs, as was the case pr ior  to  the Augus t  changes, provided no incentives for 
conservation. I he expressfon of a1 locdtiun r ights ,  i n  terms of "current 
requirements," provlded incen t i v e b  for overstatement o f  needs and rendered 
d i f f i c u l t  the ver if icat ion of supply obligations. 

The p r io r i ty  system seeks t o  conform t o  a  leg is la t ive  mandate which quite '  
c lear ly  gives some gasoline users preference over others. The d i f f i cu l ty  i s  
i n  t ranslat ing t h i s  mandated preference into an enforceable 'system. The 
pre-August rules provided for  no checking of current requirements claims other 
than what the suppl i e r s  themselves could apply. Suppliers were 1  ikely to  . 
d i f f e r  in both the zeal and object ivi ty  they could bring t o  validating claims 
from the i r  purchasers. 

The present System favors p r  i u r i  t y  users by a1 locating them volumes a t  l eas t  
equivalent to  the i r  base period use, when most other customers can receive I 
signif icant ly less.  This system i s  defined in terms of a  recorded use, and i s  
thus more eas i ly  and uniformly enforceable. B u t  i t  cannot recognize the 1 
variety of needs, stemming from seasonal, cyclical or long term trends in 
growth, that are l ike ly  to  a r i se  for  par t icular  users. This issue will  be 1 
rliw~rssed .further in the l a t e r  section on problem definit ion. I 

. . 

2.  Base Period 

The allocation program provides that  gasoline be distributed with reference' t o  
purchases made during an h i s to r i c  base period. Most gasoline i s  dis t r ibuted 
to  P r io r i ty  I1  purchasers. Each purchaser i s  en t i t led  to  receive a t  least  a  

. s 

proportion of h i s  base period supplies from h i s  supplier. The fract ion used ' 
t o  determine the allocated portion i s  the suppl ier ' s  allocat.ion fraction.. The 
al locat ion fract ion i s  intended to  express a  suppl ier ' s  ava t lab i l i ty  of gaso- 
l ine  a f te r  f i r s t  p r ior i ty  and s t a t e  set-aside commitments have been f i l l e d  and 
i s  intended to measure the proportion of a  generalized shortage that  each pur- 
chaser i s  required to  bear. This f ract ion must, w i t h  certain limited excep- 
t ions;  be the same nationwide f o r  each supplier. 



  he c a l c u l a t i o n  o f  t h e  a l l o c a t i o n  f r a c t i o n  i s  summarized i n  E x h i b i t  5. F i r s t ,  
each suppl  i e r  es t ima tes  t h e  supp ly  i t  a n t i c i p a t e s  de l  i v e r i n g  n a t i o n w i d e  f o r  
t h e  f o l l o w i n g  month. Then, t h e  s u p p l i e r  t r a n s l a t e s  t h a t  q u a n t i t y  i n t o  t h e  
t o t a l  supp l y  i t  a n t i c i p a t e s  d e l  i v e r i n g  i n t o  each s t a t e  i n  t h e  f o l l o w i n g  
month. Next, i t  ass igns f i v e  pe rcen t  of t h e  a n t i c i p a t e d  supp l y  t o  t h e  S t a t e  
Set -As ide Program. P r i o r  t o  A p r i l ,  '1979, t he  amount a v a i l a b l e  f o r  assignment 
under t h e  se t -as i de  was t h r e e  percen t  of a l l  p r ime s u p p l i e r ' s  es t ima ted  
month ly  d e l  i ve r . i es  f o r  consumption w i t h i n  t he  s t a t e .  The suppl  i e r  then  
deducts t h e  g a s o l i n e  i t  must p r o v i d e  f i r s t  p r i o r i t y  customers. T h i s  po r t . i on  
o f  a n t i c i p a t e d .  suppl  i e s  i s  des igna ted  llAmounts No t  Sub jec t  t o  A1 l o c a t i o n  
F rac t i on . "  

The remainder i s  des igna ted  " A l l o c a b l e  Supply," t h a t  i s ,  t h e  amount o f  
gaso l i ne  a v a i l a b l e  f o r  lower  p r i o r i t y  uses. The A l l o c a b l e  Supply  i s  d i v i d e d  
by t h e  "Supply  O b l i g a t i o n "  t o  these  uses, g e n e r a l l y  determined b y  t h e i r  base 
p e r i o d  volumes. 

The r e s u l t  o f  t h i s  d i v i s i o n  i s  t h e  A l l o c a t i o n  F r a c t i o n .  An A l l o c a t i o n  Frac-  
t i o n  of, f o r  i ns tance ,  .75 means t h a t  a  company expects  t o  be  a b l e  t o  s a t i s f y  
75 pe rcen t  o f  t h e  ad jus ted  base p e r i o d  requi rements  o f  a p p r o p r i a t e  customers. 

Motor g a s o l i n e  i s  a l l o c a t e d  on a  month ly  bas i s ,  so h i s t o r i c a l  purchases a re  
a l s o  expressed i n  terms o f  a  month ly  base pe r i od .  P r i o r  t o  t h e  1979 shor tage,  
t h e  base p e r i o d  f o r  each c u r r e n t  month was t h e  cor responding month d u r i n g  
1972. Three changes t o  t h e  base p e r i o d  r u l e s  were made i n  t h e  s p r i n g  and 
summer o f  1979. These a re  d iscussed below. 

I a. March Changes t o  Base P e r i o d  Rules 

I n  November 1978, a  number of major  r e f i n e r s  reques ted  t h a t  e i t h e r  t h e  base 
p e r i o d  be  updated, o r  t h a t  t hey  be  r e l i e v e d  o f  t h e  o b l i g a t i o n  t o  use i t  i n  
a l l o c a t i n g  supp l ies .  Supp l ies  o f  g a s o l i n e  were growing i n c r e a s i n g l y  t i g h t ,  
and t h e  p o s s i b i l i t y  of a  shor tage  was becoming more r e a l . 7  A l l o c a t i o n s  t i e d  

i 
t o  a  base p e r i o d  i n  1972 would n o t  r e f l e c t  c u r r e n t  market  c o n d i t i o n s  o r  
d i s t r i b u t i o n  p a t t e r n s .  I n  a d d i t i o n ,  who lesa le rs  con t inued  t o  r e c e i v e  s u p p l i e s  
f o r  r e t a i l e r s  t h a t  were no l onge r  i n  t h e  market, skewing t h e  accuracy o f  t h e  

I base p e r i o d  o b l i g a t i o n s .  

I n  o r d e r  t o  r e f l e c t  more r e a l i s t i c a l l y  c u r r e n t  market c o n d i t i o n s ,  t h e  base 
p e r i o d  was changed t o  t h e  cor responding .month o f  the  twelve-month p e r i o d  f r o m  
J u l y  1, 1977 th rough  June 30, 1978. The Economic Regu la to ry  A d m i n i s t r a t i o n  
(ERA) e f f e c t e d  t h i s  change on March 1, 1979.8 

See Month ly  ~ n e r ~ ~  Review, DOE, October 1978 and J u l y  1979 f o r  gas01 i n e  
s tock  p o s i t i o n  i n  w i n t e r  1978-79. 

ERA A c t i v a t i o n  Order No. 1, Department o f  Energy, March 1, 1979, I V  ( a . ) .  



DETERMININE THE ALLOCATION FRACTICN 
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I n  j u s t i f y i n g  t h e  new base p e r i o d  r u l e ,  ERA exp la ined  t h a t  t h e J u l y  1, 1977 
through June 30, 1978 p e r i o d  had been se lec ted  because i t  was " t h e  most recen t  
twelve-month p e r i o d  i n  which suppl i e s  'have .been adequate and d i s t r i b u t i o n  
r e l a t i v e l y  n.ormal."g 

There was a genera l  except ion  t o  t h e  new base p e r i o d  r u l e . .  I f  a f i r m ,  d u r i n g .  
any month of t he  1977-78 base per iod,  purchased a t  l e a s t  t e n  pe rcen t  l e s s  
motor gaso l i ne  than i n  t h e  corresponding month o f  t h e  p e r i o d  J u l y  1, 1976 
through June 30, 1977, because of a f a c i l i t y  shut-down o r  o t h e r  temporary e x i -  
gent  c ircumstance, i t  c o u l d  use t h e  volume o f  t h e  corresponding month of t h e  
prev ious  year  as i t s  base per iod .  

b. May Changes t o  Base P e r i o d  Rules 

On May 1, 1979, ERA issued i n t e r i m  r u l e s  p r o v i d i n g  t h a t  t h e  base p e r i o d  be 
changed t o  t he  corresponding month f rom November 1, 1977 through October 31, 
1978.10 

The i n t e r i m  r u l e s  a l s o  p rov ided f o r  an "Unusual Growth Adjustment" t o  base 
p e r i o d  volumes, r e f l e c t i n g  purchases d u r i n g  October 1978 t o  .February 1979. 
If, d u r i n g  t h a t  f ive-month per iod,  a f i r m  purchased an average of a t  l e a s t  t e n  
percent  more gaso l i ne  than du r i ng  i t s  c u r r e n t  base p e r i o d  month, i t  c o u l d  use 
t h e  h igher  amount as i t s  base p e r i o d  volume. 

ERA a l s o  a l lowed s u b s t i t u t i o n  o f  the  October 1978 through ~ e b r u a r y  1979 month- 
l y  average as t h e  A p r i l  1979 base p e r i o d  volume, if t h a t  average was a t  l e a s t  
35 percent  g rea te r  than purchases i n  A p r i l  1978. 

The i n t e r i m  r u l e s  announced i n  May were i n  e f f e c t  d u r i n g  most of t h e  1979 
shortages and became f i n a l  on September 1, 1979. The May r u l e s  were in tended 
t o  r e f l e c t  t h e  most up-to-date market cond i t i ons .  However, by  i n c l u d i n g  t h e  
l a t t e r  h a l f  o f  1978, the  base p e r i o d  now inc luded  months when, accord ing  t o  
some c r i t i c s ,  demand was r e l a t i v e l y  high, and t h e r e  were abnormal supp ly  
pat terns.11 ERA, i n  announcing t h e  new base per iod ,  exp la ined  t h a t  "by 
exc lud ing  the  months of November and December 1978, we b e l i e v e  t h a t  mo t o f  
t h e  ser ious  1978 d i s t o r t i o n s  w i l l  n o t  be i nc luded  i n  t h e  base per iod .  1 1  72 

Standby Petro leum Product  A l l o c a t i o n  Regulat ions - No t i ce  of A c t i v a t i o n  
Drder  t o  Update the  Motor Gasol ine A l l o c a t i o n  Base Per iod,  Department o f  
Energy, February 22, 1979, p. 11'. 

I n t e r i m  F i n a l  Rule and N o t i c e  of Proposed Rulemakinq, Department o f  
rne rgy ,  May 1, 19/9, pp. 1, 2 and 3.. 

l1 Standby Petro leum Product  A l l o c a t i o n  Regu la t ions  - No t i ce  of A c t i v a t i o n  
Order t o  Update Motor Gasol ine Base Period, Department o f  Energy, February 
2, 19/9, p. 5 .  

l2 I n t e r i m  F i n a l  Rule and No t i ce  of proposed Rulemaking, Department o f  
t n e r g y ,  May 1, 1979, p. 24.  



c. The Unusual Growth Adjustment 

The Unusual Growth Adjustment was in tended t o  a s s i s t  i n  remedying one drawback 
i n  an h i s t o r i c a l l y  based a l l o c a t i o n  program: i t s  f a i l u r e  t o  r e f l e c t  v a r i a -  
t i o n s  i n  growth s ince  t h e  base per iod .  But between t h e  1977-1978 base p e r i o d  
and 1979's shortage, o n l y  w i n t e r  months in tervened.  Growth adjustments 
d e r i v e d  from t h e  October t o  February span r i s k e d  r e f l e c t i n g  seasonal d r i v i n g  
changes as w e l l  as d i f f e r e n t  t rends  i n  s t a t i o n s '  sales. To t h e  e x t e n t  
seasonal changes were de termin ing  ad jus ted  base periods, t h e  p r o v i s i o n  would 
be worsening, r a t h e r  than remedying, a1 l o c a t i o n  imbalances i n  summer months. 

To es t ima te  t h e  o v e r a l l  impact o f  t h e  unusual growth adjustment, ERA s t a f f  
asked e i g h t  major o i l  companies t o  c a l c u l a t e  the  e f f e c t  o f  t he  adjustment on 
base p e r i o d  volumes b y  s t a t e .  The c a l c u l a t i o n s  o f  t h e  e i g h t  f i rms ,  which 
rep resen t  from '50 t o  60 percent  o f  most s t a t e s 1  gaso l ine  sales, were then used 
t o  descr ibe  t h e  o v e r a l l  e f f e c t  o f  t h e  adjustment on s t a t i o n s  i n  each s t a t e .  

E x h i b i t  6 summarizes the  r e s u l t  o f  these est imates.  And, w h i l e  i t  does n o t  
support a l l e g a t i o n s  o f  s imple r e g i o n a l  f a v o r i t i s m ,  i t  appears t o  i n d i c a t e -  
seasonal f a c t o r s  may have p layed a  s t rong.  p a r t  i n  the  adjustments e f fec t .  
However, because t h e  survey sample may not. he t o t a l  1  y r e p r e s e n t a t i v e  and, 
i nc ludes  s l l g h t l y  more than h a l f  o f  most z t a t e s '  gaso l ine  sales, no def i n l t i v e  
conc lus ion  i s  poss ib le .  

The e x h i b i t  d e p i c t s  t h e  change i n  es t imated base p e r i o d  volumes, due t o  t h e  
adjustment, f o r  t he  e n t i r e  year and f o r  t h e  May-July per iod .  One q u a l i f i -  
c a t i o n  should be r e c a l l e d  i n  i n s p e c t i n g  t h e  e x h i b i t .  It aggregates t o  s t a t e  
l e v e l s  what a re  r e a l l y  a  h o s t  o f  changes a f f e c t i n g  i n d i v i d u a l  s t a t i o n s  and 
l o c a l  markets. Each s t a t e  i s  c l a s s i f i e d  according t o ,  t h e  percent  change i n  
t h e  t o t a l  base p e r i o d  volumes o f  i t s  r e t a i l  o u t l e t s  and o the r  purchasers. 

The i n d i c a t i o n  t h a t  seasonal f a c t o r s  i n f l uenced  t h e  adjustment i s  t h a t  s t a t e s  
which rece i ved  more than an s i g h t  percent  increase i n  summer volumes inc luded 
F luv ida ,  Arizona, Colorado and s t a t e s  i n  o r  enroute t o  New England's  sk5 
areas. The f i r s t  t h r e e  s t a t e s  would, a long w i t h  much o f  tRe Southwest, bc 
cons idered r a p i d l y  growing s ta les ,  b u t  t h c  f o u r  New England s t a t e s  a r e  growing 
a t  l e s s  than average n a t i o n a l  r a t e s .  The adjustment 's  f avo rab le  impact on the  
four  New England s t a t e s  may be t raced  t o  seasonal, r a t h e r  than trend, d r i v i n g  
changes. 

Maintenance of supp l ie r /purchaser  r e l a t i o n s h i p s  and t h e  r e s u l t i n g  r e s t r i c t i o n s  
on c o n t r a c t u a l  o b l i g a t i o n s  are  a  c e n t r a l  p a r t  o f  the  a l l o c a t i o n  program. I n  
i t s  e a r l i e s t  form, t h e  a l l o c a t i o n  program e s s e n t i a l l y  " f roze "  r e l a t i o n s h i p s .  
I n i t i a l  l y ,  every suppl i e r  o f  gas01 i n e  was ob l  i g a t e d  t o  cont inue o f f e r i n g  prod- 
u c t  t o  t h e  same purchasers who were supp l i ed  i n  1972. I f  t h e  s u p p l i e r  d i d  n o t  
have s u f f i c i e n t  q u a n t i t i e s  t o  p rov ide  every  purchaser w i t h  the  q u a n t i t i e s  i t  
was e n t i t l e d  t o  purchase, then r u l e s  rega rd ing  t h e  a l l o c a t i o n  of supp l i es  
would apply. Often c a l l e d  t h e  'Isuppl ie r /purchaser  freeze,"' t h i s  r u l e  was 
i n s t i t u t e d  bo th  t o  p reserve  t h e  e x i s t i n g  s t r u c t u r e  o f  d i s t r i b u t i o n  and t o  sim- 
p l i f y  t he  task o f  p r o v i d i n g  products t o  va r ious  p r i o r i t i e s  of  uses. 



ESTIMATE0 PERCENT INCREASE 1i i  BASE PERIOD VOLUMES Dhy@;* 

UNUSUAL GROWTH ADJUSTMENTS: FULL YEAR - :IU;IPY~C ..I. 

1 5  4.9 
\ 

UNUSUAL GROWTH A D J U ~ T M E N T :  MAY-JULY 

Source: Estimates by ERA s t a f f  from submissions by e i g h t  major gasoline suppl iers.  

m See: Eva1 uat ion o f  the ~ a s o l  i ne  A1 l oca t i on  Program (D ra f t  Report), 
prepared f o r  the O t f l ce  o t  Po l i cy  and Evaluation, Department of 
Energy, by R. Shr iver  Associates, December 1979, p. 37. 
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The suppl ier  i s  requ i red  t o  o f fe r  each h i s t o r i c a l  purchaser t h e  a l l oca t i on  t o  
which he i s  en t i t l ed .  The purchaser, on the other hand, i s  n o t  requi red t o  
buy f rom h i s  assigned suppl ier .  A t  any time, the purchaser may look elsewhere 
f o r  h i s  requirements, w i thou t  penal ty  and wi thout  jeopardiz ing h i s  ent i t lement  
w i t h  t he  assigned supplier. I n  March, 1980, C i t i e s  Service had ava i lab le  f o r  
i t s  customers on l y  75 percent o f  t h e i r  gasol ine a l l oca t i on  supplies; t h a t  is ,  
C i t i e s  Service maintained a -75 a l l oca t i on  f ract ion.  Yet seven percent of 
C i t i e s  Service suppl ies were n o t  purchased by i t s  customers.13 

I n  the past, en t ran ts  t o  the gasol ine market have bene f i t t ed  from government 
guide1 ines conta in ing a s t rong presumption i n  favor o f  assigning a suppl i e r  t o  
purchasers enter ing the market w i t h  new r e t a i l  sales ou t le ts .  Accommodating 
t h e  supply needs o f  new entrants i s  s t i l l  viewed as a means t o  promote compe- 
t i t i o n .  However, a great deal o f  pub l i c  comment has al leged tha t  ex iq t i ng  

I 

r e l d i l  ou t l e t s  u n f a i r l y  su f f e r  due t o  t h e  a1 loca t ion  program's presumption i n  
f avo r  o f  new entrants. The reason i s  t h a t  e x i s t i n g  r e t a i l  o u t l e t s  cannot 
e a s i l y  ge t  an upward adjustment t o  t h e i r  base per iod ent i t lements i n  response 
t o  new product demand i n  an area. However, a new ent rant  can ge t  an al loca- 
t i o n  t o  operate a new s t a t i o n  i n  response t o  the  growing demand. I n  respanse, 
recent  cl~ar~yes i n  the Guldance t o r  New Assignments have stressed the impor- 
tance o f  c e r t a i n  coun te rva i l i ng  factors,  p a r t i c u l a r l y  t h e  adequacy of supplies, 
i n  determining the  mer i t s  of an assignment request. 

A c l  osely-related issue, t he  subject of another rulemaking, concerns t he  r i g h t  
o f  jobbers t o  r e t a i n  a l l o c a t i o n  ent i t lements  f o r  r e t a i l  o u t l e t s  which have 
c losed o r  f o r  end-use needs which have diminished. Comnonly c a l l e d  t h e  "down- 
ward cer t i f ica t ion id  ru le ,  t he  problem centers on a l lega t ions  t h a t  some market- 
e rs  obta in  supplies greater than t h e i r  needs w i th  t he  i n t e n t i o n  o f  disposing 
of the surplus i l l e g a l l y  on the spot market. This i s  sa id  t o  be possible 
because wh i l e  t h e  regula t ions provide a means f o r  marketers t o  increase t h e i r  
a l l oca t i ons  o f  gasol ine f o r  new and increased customer requirements, there i s  
no corresponding downward adjustment when r e t a i l  ou t l e t s  c lose and customer 
requirements decrease. This creates a s i t u a t i o n  i n  which a suppl i e r l s  obl iga- 
t i o n s  can be increased, but  no t  decreased. I f  supplies remain constant, then 
as a supp l i e r ' s  ob l iga t ions  increase, i t s  a l l oca t i on  f r a c t i o n  w i l l  decrease. 
An a l t e r n a t i v e  approach now being considered t o  t i e  more c l ose l y  a l l oca t i on  
al lotments w i t h  actua l  requirements would requ i re  t ha t  marketers seeking 
increased base periods, so c a l  l e d  I1upward c e r t i f  icatinnc,I0 t o  swear t o  having 
made carresponding downward adjustments necessary t o  r e f l e c t  decreased supply 
ob l igat ions.  

Jobbers i n  general oppose the  adoption o f  a I'downward c e r t i f  icational provis ion,  
c la im ing  i t  would d imin ish t h e i r  a b i l i t y  t o  serve the changing needs o f  t h e i r  
serv ice areas. When s ta t i ons  close, i t  i s  argued, the volumes former ly  a l l o -  
cated t o  the closed s ta t i ons  should presumptively belong t o  and be used t o  
serve t he  people o f  t h e  same market area. I f  re turned t o  t h e i r  suppliers, 
marketers p o i n t  out, the a l l oca t i on  volume would be pu t  back i n t o  the 
suppl i e r l s  na t iona l  pool  and f o r  a l l  p r a c t i c a l  purposes be l o s t  t o  t h e  

l3 'Wi1 1 t h e  Gasoline G l u t  Drown the Import Fee? ,I1 Business Week 
(McGraw-Hill, May 5, 1980), p. 38. 



ex is t ing  neighborhood ou t l e t s .  Refiners argue t ha t  t he  r e su l t an t  higher 
a l loca t ion  f r ac t i on  from multiple downward c e r t i f i c a t i o n  coupled w i t h  the  
a b i l i t y  t o  open new s t a t i ons  assures continued product t o  a l l  areas where 
demand has not decreased. 

As wi l l  be de ta i l ed  i n  a  following sect ion,  t he  current  rulemaking proposes t o  
go further i n  l imi t ing  en t ry  of new r e t a i l  o u t l e t s  dur ing~shor tage  periods as 
well as  i n  increasing t he  f l e x i b i l i t y  f o r  t h e  d i s t r i bu t i on  of suppl ies  made 
ava i lab le  by the  c losure  of r e t a i l  ou t l e t s .  These e f f o r t s  a r e  pa r t  of a two- 
fo ld  thrust aimed both a t  protect ing ex i s t i ng  r e t a i l e r s  during times of shor t -  
age and a t  d i rec t ing  suppl ies  t o  areas which i n  the past  have proved vulner- 
able  t o  gasoline l ines .  

4. D'iscretionarv Product Redistr ibution Provisions 

Several programs have been es tabl ished w i t h i n  the Gasoline Allocation Program 
t o  provide f l e x i b i l i t y  in  r ed i s t r i bu t i ng  product. Each of these  i s  described 
be1 ow. 

a. S t a t e  Set-Aside Program 

No a l loca t ion  program can an t ic ipa te  t he  hardships or  specia l  needs t h a t  might 
a r i s e  i n  every circumstance. In order to .p rov ide  f o r  f l e x i b i l i t y  and t o  mini- 
mize hardships, each s t a t e  i s  allowed t o  control  the  d i s t r i bu t i on  of a specif-  
i c  volume of gasoline t o  be held by the suppl ier .  This volume i s  a f ixed 
percentage of t he  t o t a l  fue l  t o  be delivered monthly in to  the  s t a t e  and i s  
ca l l ed  the s t a t e  se t -as ide .  

Until April of 1979, the  s t a t e  se t -as ide  f o r  motor gasoline was th ree  percent 
of the  suppl ies  t o  be del ivered f o r  consumption within the s t a t e .  S ta tes  were 
authorized t o  d i s t r i b u t e  the  se t -as ide  t o  wholesale purchaser-consumers and 
end-users w i t h i n  t h e  s ta te .14 The s t a t e  could a l so  d i r ec t  t h a t  wholesale 
purchaser-resellers be supplied from the s t a t e  se t -as ide  b u t  only s o  t h a t  they 

l 4  A wholesale purchaser-consumer i s  any f i rm t h a t  i s  an ult imate consumer 
and which, as  pa r t  of i t s  normal business p rac t ices ,  purchases or obtains 
an a l located product from a suppl ier  and receives delivery, of t h a t  product 
i n t o  a s torage tank subs t an t i a l l y  under the control  of t ha t  f irm a t  a 
f ixed  locat ion '  and which e i t he r  ( a )  purchased or obtained more than 20,000 
gal lons  of t h a t , a l l o c a t e d  product f o r  i t s  own use in agr icu l tu ra l  produc- 
t i on  i n  any completed calendar year subsequent t o  1971; ( b )  purchased or  
obtained more than 50,000 gallons of tha t  a l located product in any com- 
ple ted calendar year subsequent t o  1971 f o r  use in one or  more multifamily 
residences;  or ( c )  purchased or  obtained more than 84,000 gallons of tha t  
a l located product in any completed calendar year subsequent to  1971. 



c o u l d  supp ly  wholesale purchaser-consumers and end-users expe r i enc ing  a  
ha rdsh ip  o r  an emergency.15 These r u l e s  i n i t i a l l y  exc luded g a s o l i n e  
s t a t i o n s  f rom ob ta in . i ng  a  p a r t  o f  the  se t -as ide  f o r  r e s a l e  t o  p r i v a t e  
au tomob i le  customers. 

On A p r i l  19, 1979, t h e . r u l e s  were changed t o  a l l o w  s t a t e s  t o  d i r e c t  g a s o l i n e  
t o  r e t a i l  o u t l e t s ,  and t o  inc rease  t he  amount o f  t he  s t a t e  motor  gaso l i ne  
se t -as ide  t o  f i v e  pe rcen t  du r i ng  t h e  months o f  A p r i l  through September 1979. 
T h i s  inc rease  i n  t h e  se t -as ide  t o  f i v e  pe rcen t  was e v e n t u a l . 1 ~  made a  permanent 
p a r t  o f  t h e  a1 1  oca t  i o n  program. Wholesale purchaser-consumers and end-users, 
however, were s t i l l  t o  r e c e i v e  p r i o r i t y  over  gaso l i ne  r e t a i l e r s ,  who now can 
r e c e i v e  assignments f r o m  t h e  s t a t e  se t -as ide .  

I n  a d d i t i o n  t o  t he  S t a t e  Se t -as ide  Program, a  number o f  o t h e r  a1 l o c a t i o n  r u l e s  
c u r r e n t l y  a1 low t h e  r e d i r e c t i o n  o f  gasol  i n e  t o  meet spec ia l  needs o r  demand 
pressures.  These r u l e s  f o r  p roduc t  r e d i r e c t i o n  a re  p o t e n t i a l l y  impo r tan t  
because t hey  p r o v i d e  a  measure o f  a d d i t i o n a l  f l e x i b i l i t y  t o  DOE and t o  gaso- 
1  i n e  s u p p l i e r s .  

b. R e d i r e c t i o n  by  t h e  Department o f  Energy 

A r e g i o n a l  o f f i c e  o r  t h e  n a t i o n a l  o f f i c e  o f  DOE'S Economic Regu la to r y  Adminis- 
t r a t i o n  (ERA) can t r a n s f e r  s p e c i f i c  amounts o f  gaso l i ne  from one a rea  t o  . 
another  o r  can o rde r  t h a t  d i f f e r e n t  a l l o c a t i o n  f r a c t i o n s  be .used i n  d i f f e r e n t  
areas t o  meet imbalances. Such supp l y  imbalances cou ld  r e s u l t  f r om weather 
v a r i a t i o n ,  seasonal demand, o r  o t h e r  spec ia l  c i rcumstances. 

I n  March o f  1979, ERA o rdered  20 gaso l i ne  s u p p l i e r s  t o  r e d i r e c t  approx imate ly  
one-ha l f  mi 11 i0.n b a r r e l s  o f  gasol i n e  t o  f o u r  a g r i c u l t u r a l  co:operatives i n  t he  
Mid-west. The co-ops had sought f u e l  because t h e i r  r e f i n e r i e s  had been c u t  
o f f  f r om t h e i r  normal s u p p l i e s  o f .  f o r e i g n  crude o i l .  

T h i s  o rde r  was cha l lenged i n  t he  D i s t r i c t  Cour t  i n  New York b y  one o f  t h e  1 

s u p p l i e r s .  Two issues  were r a i s e d :  t h e  adequacy o f  t he  no t i ce ,  and whether 
such an o rde r  c o u l d  be i s sued  when t h e r e  was s t i l l  p roduc t  a v a i l a b l e  i n  t h e  
market  place, a l though a t  h i g h e r  p r i c e s .  An i n j u n c t i o n  was i ssued  w i t h  t he  

I 
r e s u l t  t h a t  o n l y  about 60 percen t  o f  t h e  gaso l i ne  was a c t u a l l y  de l i ve red .16  
There has been no f u r t h e r  a t tempt  b y  ERA t o  r e d i r e c t  p roduc t  u s i n g  t h i s  r u l e .  , 

A  wholesale p u r c h i s e r - r e s e l  l e r  i s  any f i r m  which purchases, r e c e i v e s  
through t r a n s f e r ,  o r  o therw ise  o b t a i n s  (as  by  consignment) an a1 l o c a t e d  
p roduc t  and r e s e l l s  o r  o therw ise  t r a n s f e r s  i t  t o  o t h e r  purchasers w i t h o u t  
s u b s t a n t i a l l y  changing i t s  form. Th is  d e f i n i t i o n  inc ludes ,  most promi-  
nen t l y ,  j obbers  and r e t a i l  gaso l i ne  s t a t i o n s .  

l6 Conversat ion w i t h  M r .  A lan  Lockard, ERA s t a f f .  



c. Red i rec t i on  by  ~ a s o l  i n e  Suppl i e r s  

Ref iners and imp0rter.s . o f  gar01 i n e  may reduce t h e  a1 l ocab le  supply o f  gas01 i n e  
f o r  any r e g i o n  or.  area b y  up t o  f i v e  percent  and r e d i r e c t  t h i s  supp ly  t o  o the r  
areas which a re  exper- iencing r e l a t i v e l y  more severe shortages. They can a1 so 
r e d i r e c t  w i t h i n  a  s t a t e  if the governor o f  t h a t  s t a t e  declares t h a t  a  shor tage 
s i t u a t i o n  e x i s t s .  Th i s  , r e d i r e c t i o n  i s  a l lowed w i t h o u t  p r i o r  DOE approval b u t .  
must be r e p o r t e d  t o  the  app rop r ia te  r e g i q n a l  and n a t i o n a l  DOE o f f i c e s  and the  
s t a t e , o f f i c e  o f  any s t a t e  a f f e c t e d  b y  e i t h e r  t h e  r e d u c t i o n  o r  t h e  increase.  
Any r e d i r e c t i o n  o f  more than f i v e  percent  o f  supp l i es  r e q u i r e s  p r i o r  approval 
b y  DOE. 

d. Red i rec t i on  Among R e t a i l  Ou t l e t s  

The a l l o c a t i o n  r u l e s  a l l ow  a d d i t i o n a l  l a t i t u d e  f o r  opera tors  of two o r  more 
r e t a i l  sa les  o u t l e t s .  They p rov ide  t h a t  these opera tors  can, a t  t h e i r  own 
d i s c r e t i o n ,  reass ign  up t o  30 percent  o f  one r e t a i l  o u t l e t ' s  a l l o c a t i o n  t o  
another, prov ided t h a t  i t  does n o t  inc rease the  favored o u t l e t ' s  a l l o c a t i o n  by 
more than 30 percent .  Th i s  r u l e  app l i es  o n l y  among o u t l e t s  a c t u a l l y  operated 
b y  a  s i n g l e  f i r m  o r  i n d i v i d u a l ,  t h a t  i s ,  where the  r e d i r e c t i o n  w i l l  n o t  s h i f t  
income among d i f f e r e n t  p a r t i e s .  

I n d u s t r y  spokesmen i n d i c a t e  t h a t  t h i s  r u l e  was c h i e f l y  use fu l  t o  l a r g e  jobbers 
who operate a  number o f  r e t a i l  sa les  o u t l e t s  and t o  major companies which own 
and operate some of t h e i r  branded s t a t i o n s . l 7  There are  very  few independ- 
e n t  s t a t i o n  owners who operate more than one o u t l e t .  There d i d  n o t  appear t o  
be any ser ious  o b j e c t i o n  t o  t h i s  r u l e ,  and i t  was c i t e d  as be ing  h e l p f u l  i n  
1  i m i  t ed  circumstances. 

DOE Re1 i e f  Mechanisms 

R e l i e f  f r o m ' p r o v i s i o n s  o f  t h e  a l l o c a t i o n  program, o r  i n c l u s i o n  under i t s  
p r o t e c t i o n ,  may be obta ined through DOE r e g i o n a l  o f f i c e s  and through the  
O f f i c e  o f  Hearings and Appeals. 

f. A p p l i c a t i o n s  t o  DOE Regional Off ices 

Regional o f f i c e s ,  rep resen t i ng  t h e  var ious  f u n c t i o n s  w i t h i n  DOE, are  l oca ted  
i n  a t  l e a s t  one major c i t y  w i t h i n  each o f  t he  t e n  DOE Regions. They prov ide  
guidance t o  s t a t e  governments, petro leum s u p p l i e r s  and users o f  petro leum 
products and o the rs  who may e i t h e r  be i n t e r e s t e d  i n  o r  under the  c o n t r o l  o f  
t h e  DOE regu la t i ons .  I n  add i t i on ,  DOE r e g i o n a l  o f f i c e s  r e c e i v e  and process 
a p p l i c a t i o n s  o f  va r i ous  types r e l a t i n g  t o  the  a l l o c a t i o n  progam. Regional 
o f f i c e s  handle a p p l i c a t i o n s  f o r  ' a l l o c a t i o n  assignments. An assignment i s  an 
a c t i o n  des ignat ing  t h a t  an au thor ized purchaser be supp l i ed  a  spec i f i ed  
e n t i t l e m e n t  l e v e l  by  a  s p e c i f i e d  supp l i e r .  Regional o f f i c e s  a l s o  handle 
mat te rs  p e r t a i n i n g  t o  suppl ie r /purchaser  r e l a t i  onshi ps. Both types  o f  appl i- 
c a t i o n s  are  decided i n  accordance w i t h  t h e  a1 l o c a t i o n  ' r e g u l a t i o n s  p resc r ip -  
t i o n s .  

l7 Tel  ephone conversa t ions  w i  t h  rep resen ta t i ves  o f  t h e  Pennsylvania and 
Delaware Serv ice S t a t i o n  Dealers Assoc ia t ion ;  Nor thern  Ohio Petroleum 
R e t a i l e r s  Associat ion;  Southern C a l i f o r n i a  Serv ice S t a t i o n  Assoc ia t ion ;  
and Ge t t y  O i l  Company, Washington, D.C. 



g. A l l o c a t i o n s  Assignments 

The r e g u l a t i o n s  p r o v i d e  c r i t e r i a  f o r  Regional  O f f i c e s  t o  determine t h e  base 
p e r i o d  volumes f o r  purcha5ers reques t i ng  assignments o f  base p e r i o d  uses. 
Those t h a t  purchased g a s o l i n e  d u r i n g  a t  l e a s t  t h r e e  months of t h e  October 1978 
through February 1979 p e r i o d  are assigned a  base p e r i o d  volume accord ing  t o  
t h e i r  purchases d u r i n g  t h a t  per iod .  Those t h a t  made no purchases i n  t h a t  
p e r i o d  a re  g i ven  assignments based on comparisons w i t h  t h e  base p e r i o d  q u a n t i -  
t i e s  of o the rs  i n  t h a t  area. 

There i s  a l s o  p r o v i s i o n  i n  t h e  a l l o c a t i o n  r e g u l a t i o n s  f o r  a  growth ad justment  
f o r  assignments made a f t e r  November 1, 1977. I f  a  f i r m  i s  e l i g i b l e  f o r  a  
growth adjustment,  t h e  ass igned s u p p l i e r  must supp ly  t h e  ass igned o r  base 
p e r i o d  volume, whichever i s  h igher ,  f o r  t h e  base p e r i o d  months d u r i n g  which 
t h e r e  were no purchases. The f i r m ' s  ac tua l  s u p p l i e r s  must supp ly  t h e  ad jus ted  
base f o r  t he  base p e r i o d  months i n  which t he re  were purchases. I f  a  firm i s  
n o t  e l i g i b l e  f o r  an automat ic  adjustment, then ac tua l  purchases and s u p p l i e r s  
d u r i n g  t he  base p e r i o d  month determine t h e  volume and s u p p l i e r .  

I h. Sllppl i e r / P ~ ~ r c h a s e r  Des igna t ions  

I f  a  f i r m  te rmina ted  one supp ly  o b l i g a t i o n  and e s t a b l i s h e d  another d u r i n g  o r  
a f t e r  t h e  base per iod ,  then the  newly-assigned s u p p l i e r  i s  t he  base p e r i o d  
supp l i e r .  I f  a c t u a l  base-per iod purchases f r om t h e  s u p p l i e r  whose o b l i g a t i o n s  
were te rmina ted  were g r e a t e r  than t he  volumes reassigned, t h e  o r i g i n a l  base 
p e r i o d  s u p p l i e r  i s  t h e  base p e r i o d  s u p p l i e r  f o r  t h e  d i f f e r e n c e .  Any o t h e r  
s u p p l i e r s  a re  a l s o  base p e r i o d  s u p p l i e r s .  

A branded r e s e l l e r  who has a  base p e r i o d  s u p p l i e r  d i f f e r e n t  f r om i t s  s u p p l i e r  
on Feb rua ry  28, 1979 had a  1  im i  t e d  t ime  p e r i o d  t o  des igna te  as i t s  base p e r i o d  
s u p p l i e r  i t s  s u p p l i e r  on February 28, 1979, and t e rm ina te  i t s  r e l a t i o n s h i p s  
w i t h  a l l  o t he r  s u p p l i e r s .  The r e l i n q u i s h i n g  base p e r i o d  s u p p l i e r s  a re  
r e q u i r e d  t o  a d j u s t  downward t h e i r  base pergod use accord ing ly .  

If a  r e t a i l  sa l es  o u t l e t  has exper ienced a  temporary e x i g e n t  c i rcumstance f o r  
a  month d u r i n g  t h e  base p e r i o d  caus ing  a t  l e a s t  a  t e n  pe rcen t  r e d u c t i o n  i n  
normal purchases, t he  base p e r i o d  month may be r e v i s e d  t o  equal  t h e  volumes 
purchased i n  t h e  November 1976 t l ~ r o u y h  October 1977 pe r i od .  No assignment b y  
F R A  i s  r e q u i r e d  b u t  i f  t he  s u p p l i e r  i s  a  major r e f i n e r  s u b j e c t  t o  t he  j u r i s -  
d i c t i o n  of DOE'S O f f i c e  o f  Spec ia l  Counsel, t h e  DOE a u d i t  team assigned t o  
t h a t  r e f i n e r  i s  n o t i f i e d .  Volumes purchased and s o l d  d u r i n g  t h e  base p e r i o d  
year  under an o rde r  f r o m  t h e  s t a t e  se t -as ide  program do n o t  c r e a t e  mandatory 

1 s u p p l i e r /  purchaser r e l a t i o n s h i p s .  Purchasers t h a t  r ece i ved  such volumes may 
app l y  t o  t h e  s u p p l i e r  f o r  e q u i v a l e n t  volumes of product .  



C. Summary 

The Gasoline Allocation Program has been the major tool for allocating 
supplies. This section has described the legislative mandate for the program 
and the history of its implementation, including a discussion of program 
provisions which allow flexibility in the discretion of product distribution. 
The n.ext section of this regulatory analysis discusses inherent limitations of, 
the Gasoline A1 location Program. 



I  I .  THE GASOLINE ALLOCATION PROGRAM TODAY . 

The original  purpose of. the Gasoline Allocation Program was t o  spread the 
e f f ec t s  of the shortage'of a  c r i t i c a l  product equitably across a l l  segments of 
the country. This attempt to  d is t r ibute  the shortage equitably also desig- 
nated cer tain p r io r i ty  needs, itemized in Exhibit 4 ,  t ha t  should take prece- 
dence over a1 1  other uses of gasol ine. The ,Program i s  a  structured mechanism. 
f o r  d is t r ibut ing  a  fixed supply of gasoline t o  a  var iety of users. Before 
examining the specif ic  problems that  may require federal actiori, i t  i s  impor- 
t a n t  t o  understand the basic allocation process and limitations of the 
Gas01 ine A1 location Program. 

A. The Basic Allocation Process 

Under the  Allocation Program, the amount of gasoline available to  a  purchaser 
i s  determined by four major c r i t e r i a :  

the amount of gasoline his  supplier has available for  d is t r ibut ion;  

the purchaser's p r io r i ty  c lass i f ica t ion;  

e the quantity of gasal ine he purchased during the base period ( a s  
adjusted);  and 

e the to ta l  base period obligations of h is  supplier. 

The c lass i f ica t ion  system i s  divided into two types of users, P r io r i t i e s  I  and 
11, as described in Section I .  Customers c l a s s i f i ed  as P r io r i ty  I  receive 100 
percent of the supplies purchased during the base period, regardless of  the 
amount of gasol ine tha t  their  suppl i e r s  have released into the marketplace. 

A1 though gasol ine r e t a i l e r s  are not specif ical ly  mentioned in any of the 
p r io r i ty  c lass i f ica t ions ,  the computation of the i r  allocation i s  effect ively 
the same as i f  they were part  of Pr ior i ty  1.1. 

P r io r i ty  I1 customers are  allocated supplies only a f te r  supplies have been 
made available for  customers i n  Pr ior i ty  I ,  and the s t a t e  set-aside program. 
T h e  amount of 'gasol ine s e t  aside for  s t a t e  programs i s  equal to  f ive  percent 

I 
of the monthly supplies estimated t o  be delivered in to  a.  s t a t e .  Pr ior i ty  I1 
customers receive the i r  .supplies from the allocable supply ' that  remains a f t e r  
the s t a t e  se  t-aside program requirements and Pr ior i ty  I  base period obl iga- ' .  

t ions have been met. s .  . 

stock drawdowns + 
gasoline imports period obligations 



The a l l o c a b l e  supply o f  a pr ime supp l i e r  i s  a l i m i t e d  poo l  of gaso l ine  t h a t  
must be shared by t h e  P r i o r i t y  I 1  users. Th is  concept of a c losed system i s  
s i g n i f i c a n t  because i f  t h e  gaso l ine  a l l o c a t i o n  r u l e s . a r e  a l t e r e d  t o  a l l ow  one 
s e t  o f  customers a d d i t i o n a l  gasol i n e  suppl ies ,  then another s e t  of customers 
w i l l  r ece i ve  l e s s  suppl ies.  The a1 l o c a t i o n  r e g u l a t i o n s : d i s t r i b u t e  a f i x e d  
supply;  they  do n o t  increase suppl ies,  n o r  do they reduce demand. 

Each purchaser i n  P r i o r i t y  I 1  rece ives  a p r o p o r t i o n  o f  h i s  base p e r i o d  volume. 
Wi th a few except ions, t h e  p r o p o r t i o n  does n o t  v a r y  among customers o f  the  
same supp l ie r .  However, t h e  p r o p o r t i o n  does vary  among'customers of d i f f e r e n t  
s u p p l i e r s  because the  a l l o c a t i o n  f r a c t i o n  i s  s u p p l i e r - s p e c i f i c .  I n i t i a l  base 
pe r i od  volumes can be ad jus ted  through except ion r e l i e f ,  t h e  unusual growth 
p rov i s i on ,  o r  new assignments. The base pe r i od  adjustments are approved by 
the  O f f i c e  o f  Hearings and Appeals, t h e  Economic Regulatory Admin i s t ra t i on  o r  
DOE reg iona l  o f f i ces .  A pr ime s u p p l i e r ' s  t o t a l  supply  o b l i g a t i o n  i s  equal t o  
h i s  P r i o r i t y  I 1  base p e r i o d  requirements p l u s  DOE assignments of new custom- 
ers,  ad jus ted  growth prov is ions ,  and hardship approvals. The q u a n t i t y  o f  
gasol i n e  t h a t  a customer i s  e n t i t l e d  t o  each month i s  equal t o  t h e  s u p p l i e r ' s  
al . locable supply  d i v i d e d  by h i s  s u p p l i e r ' s  t o t a l  supply  o b l i g a t i o n s  mu1 t i p l  i e d  
by the  customer's ad jus ted  base per iod .  

Each customer's 
En t i t l emen t  

Suppl i e r '  s 
A1 l ocab le  

Cus tomer ' s 
Adjusted 
Base Per iod  
Vo 1 ume 

v 

A1 l o c a t i o n  F rac t i on  

If a s u p p l i e r ' s  a l l o c a b l e  supply  I s  constant,  and h5s o b l i g a t i o n s  increase, 
through new assignments o r  upward c e r t i f i c a t i o n s ,  h i s  a l l o c a t i o n  f r a c t i o n  w i l l  
dec l i ne  and, there fo re ,  each o f . :h is  customer's a l l o c a t i o n s  w i l l  dec l ine .  

For  example, assume t h a t  Ref iner  A produced 400,000 b a r r e l s  o f  gasol i n e  a 
month du r i ng  t h e  base per iod,  and n e i t h e r  added t o  nor drew f rom stocks, d i d  
n o t  impor t  gasol ine, and supp l i ed  50,000 b a r r e l s  t o  customers i n  P r i o r i t y  I. 
For  a g iven month i n  1980, Ref iner  A produces 400,000 ba r re l s ,  t h e  same quan- 
t i t y  as du r i ng  the base per iod.  He n e i t h e r  adds t o  nor  draws f rom stocks and 
imports  no gasoline., A f t e r  he supp l ies  h i s  P r i o r i t y  I customers w i t h  50,000 
b a r r e l s  and the s t a t e  se t -as ide  program w i t h  20,000 b a r r e l s  (5 percent  o f  
400,000), h i s  a l l o c a b l e  supply  i s  330,000 ba r re l s .  (400,000 - 20,000 - 50,000. 
= 330,000) He a l so  s o l d  330,000 b a r r e l s  a month du r i ng  the  base p e r i o d  t o  , 

customers c l a s s i f i e d  as P r i o r i t y  11. Therefore, h i s  o r i g i n a l  base p e r i o d  
, ,supply o b l i g a t i o n  was 330,000 b a r r e l s .  Since. the  base per iod,  however, he has 
, rece ived  assignments f rom t h e  Department o f  Energy t o  supply  an a d d i t i o n a l  

50,000 b a r r e l s  per month t o  customers who have rece ived upward c e r t i f i c a t i o n s ,  
unusual growth adjus tments, and new s t a t i o n  approvals.  Therefore, t h e  

' ad jus ted  base p e r i o d  supply  . o b l i g a t i o n  i s  380,000 b a r r e l s  per  month (330,000 + 
50,000 = 380,000). (Base p e r i o d  supply  o b l i g a t i o n  i s  exc lus i ve  o f  P r i o r i t y  I 
customers and set-as ide.)  



The a d d i t i o n a l  50,000 b a r r e l s  i n  supply o b l i g a t i o n  comes f rom the o ther  p a r t i -  
c ipants  i n  the  s u p p l i e r ' s  o b l i g a t i o n  pool.  The supply of gaso l ine  does n o t  
increase, on ly  t he  o b l i g a t i o n s  o f  the supp l i e r .  R e f S n e r  A cont inues t o  pro- 
duce o n l y  400,000 b a r r e l s  per  month, n e i t h e r  adding t o  nor t a k i n g  f rom stocks. 
H is  a l l o c a t i o n  f r a c t i o n  would, then, be 87 percent :  

That i s ,  each P r i o r i t y  I 1  customer i s  o f f e r e d  87 percent  of h i s  adjusted base 
p e r i o d  requirements. Because the en t i t l emen t  supply pool  has n o t  increased, 
each customer rece ives  less. Some o f  t h e  a d d i t i o n a l  supply o b l i g a t i o n s  come 
f rom c u r r e n t  customers who have rece ived an upward adjustment t o  t h e i r  base. 
per iod .  Th is  i s  accomplished through t h e  unusual growth p r o v i s i o n  and spec ia l  
hardship appeals. For t h i s  example, i n  order  t o  "break even" and rece i ve  the 
same q u a n t i t y  o f  qaso l ine  rece ived du r inq  the  base period, a customer-would 
r e q u i r e  a 15 percent  adjustment t o  h i s  base per iod .  [ ( I  t .87) = 1.151 

If a r e t a i l  sales o u t l e t  does n o t  q u a l i f y  f o r  o r  does n o t  apply f o r  base 
p e r i o d  adjustments, then i t  loses supp l ies  t o  o ther  customers o f  h i s  s u p p l i e r .  
That  i s ,  as other  customers (purchasers) increase t h e i r  base pe r iod  e n t i t l e -  
ments, t h e i r  increases come f rom those purchasers who have n o t  rece ived 
adjustments. Th i s  occurs because the  supply pool i s  f i xed .  

I n  summary then, the  amount o f  gasol ine a v a i l a b l e  t o  a customer o r  purchaser, 
depends upon: i t s  c l a s s i f i c a t i o n  as a P r i o r i t y  I o r  I 1  purchaser; t h e  quan- 
t i t y  o f  i t s  s u p p l i e r ' s  a l l o c a b l e  supply; i t s  adjusted base pe r iod  requirements; 
and ad jus ted  base per iod,requi rements o f  i t s  s u p p l i e r ' s  o ther  customers. 

I B.  L i m i t a t i o n s  o f  t he  Gas01 i n e  A l l o c a t i o n  Program I 
The Gasol ine A l l o c a t i o n  Program i s  designed t o  d i s t r i b u t e  a f i x e d  supply o f  
gaso l ine  t o  a v a r i e t y  o f  purchasers, i n c l u d i n g  gasol ine wholesalers who 
d i s t r i b u t e  i t  through a r e t a i l  o u t l e t  t o  end users. The a l l o c a t i o n  program 
does n o t  apply t o  the e n t i r e  product ion,  r e f i n i n g ,  and market ing process. 
Rather, i t  i s  respons ib le  f o r  gaso l ine  d i s t r i b u t i o n  a f t e r  gaso l ine  leaves t h e  
r e f i n e r y  qate. (See E x h i b i t  3) .  The proqram stops when the gaso l ine  i s  
rece i ved  by  r e t a i l  sales o u t l e t s  o r  bulk  consumers. I t  does n o t  cover t rans -  
ac t i ons  a t  gasol ine s t a t i o n s .  U n l i k e  a gaso l ine  r a t i o n i n g  p lan  o r  an unregu- 
l a t e d  market which a l l o c a t e s  product,  the  a l l o c a t i o n  program focuses on whole- 
sa le rs  and bulk  consumers. This d i s t i n c t i o n  i s  s i g n i f i c a n t  because the  pro-  
gram i s  l i m i t e d  i n  i t s  a b i l i t y  t o  respond t o  end use demand changes, e i t h e r  
s h o r t  or  long term. 

Any i n a b i l i t y  t o  respond would stem f rom inherent  l i m i t a t i o n s  i n  t h e  program. 
These l i m i t a t i o n s ,  which are  described i n  d e t a i l  below, are n o t  c r i t i c i s m s  o f  
t he  program. Rather, t h e y  are  components o f  almost any r e g u l a t o r y  s t r u c t u r e  
and must be understood when examining how the  program can and should be 
a l t e r e d .  The gaso l ine  a l l o c a t i o n  program does n o t  and cannot respond t o  
changes i n  gasol ine supp l ied  and demanded i n  the  same manner as a f r e e  market 
would. 



F r e e l y  a d j u s t i n g  p r i c e s  r e c o n c i l e  demand and supply i n  most markets, most o f  
t he  t ime. A t  a l l  stages of t h e  p r o d u c t i o n - d i s t r i b u t i o n  system, r i s i n g  p r i c e '  
can s i g n a l  t h e  d e s i r e  o f  consumers f o r  increased suppl ies,  o r  the  need f o r  
consumers t o  a l i g n  t h e i r  demand w i t h  r e s t r i c t e d  o r  suddenly more expensive 
suppl i es .  Unregulated p r i c e s  can per fo rm t h i s  f u n c t i o n  we1 1  because suppl i e r s  
and demanders respond i n  complementary ways t o  s imple changes i n  market 
p r i c e .  When cos ts  r i s e  o r  supp l i es  have become more scarce than fo rmer ly ,  f o r  
example, s u p p l i e r s  w i l l  seek h igher  p r i c e s  and i n  response, purchasers w i l l  
reduce the  q u a n t i t i e s  they use u n t i l  a  new e q u i l i b r i u m  i s  reached a t  a  h ighe r  
p r i c e  and a  lower q u a n t i t y .  And when t h i s  e q u i l i b r i u m  p r i c e  f a i l s  t o  co inc ide  
w i t h  long-run e q u i l  i b r i u m  cos t ,  f u r t h e r  c o r r e c t i v e  a c t i o n s  are  mot ivated.  
P r i c e  above long-run c o s t  leads t o  expansion o f  supply, and p r i c e  below 
long-run c o s t  causes con t rac t i on .  The f ree  market, however, does n o t  
n e c e s s a r i l y  respond w e l l  t o  n a t i o n a l  p r i o r i t i e s  o r  p u b l i c  needs such as 
e q u i t a b l e  end user a l l o c a t i o n s ,  which can be accommodated i n  an a l l o c a t i o n  
program. 

Market p r i c e s  are  very  e f f e c t i v e  i n  coo rd ina t i ng  t h e  use o f  resources, b u t  
p r i c e  changes are  n o t  p e r f e c t l y  cos t l ess .  There may be delays before a d j u s t -  
ments i n  p roduc t i on  can a l t e r  suppl ies,  o r  changes i n  consumption p a t t e r n s '  
w i l l  change q u a n t i t i e s  demanded. And p r i c e s  under new c o n d i t i o n s  can be 
burdensome f o r  some p a r t i e s ,  p a r t i c u l a r l y  those who must s a c r i f i c e  d e a r l y  t o  
pay them. Indeed, a  market system br ' ings e f f i c i e n t  choices t o  an economy 
p a r t l y  by i t s  ru th lessness  i n  f o r c i n g  responses t o  changing cond i t i ons .  

Therefore, t o  expect t he  gaso l i ne  a l l o c a t i o n  program t o  mimic p e r f e c t l y  a  f ree  
market system i s  unreasonable. No changes t o  t h e  program can accompl i s h  t h a t  
f e a t .  Three p r i n c i p a l  reasons are  descr ibed below. 

Supply O r i e n t a t i o n  

The emphasis o f  t he  program i s  upon t h e  a l l o c a t i o n  o f  l i m i t e d  
supp l ies ,  n o t  upon i nc reas ing  supp l i es  o r  reduc ing  demand. 

Base P e r i o d  O r i e n t a t i o n  I 
L i k e  many regu la t i ons ,  t h e  program i s  h i s t o r i c a l l y  based, l i n k i n g  
c u r r e n t  p roduct  supp l i es  w i t h  base p e r i o d  demand. 

Wholesale O r i e n t a t i o n  

The product  supp ly  guarantees are  t o  wholesalers and t o  i n d u s t r i a l  
and commercial users. The guarantee does n o t  n e c e s s a r i l y  extend 
t o  mo to r i s t s .  

I 1. Supply O r i e n t a t i o n  1 

The gaso l i ne  a l l o c a t i o n  program a l l o c a t e s  product.  The program does n o t  , . 

i nc rease suppl i e s  o f  gas01 ine, b u t  s imp ly  d i c t a t e s  how q v a i l a b l e  suppl i e s  w i  11 
be d i s t r i b u t e d .  The program begins a t  t h e  p o i n t  where gaso l i ne  en te rs  t h e  
d i s t r i b u t i o n  system. I t  does n o t  determine the  q u a n t i t y  t h a t  w i l l  e n t e r  the  . 

system. That de terminat ion  i s  made by  a  s u p p l i e r  as he assesses t h e  q u a n t i t y  
o f  gaso l i ne  he should produce and s e l l .  A s u p p l i e r ' s  dec i s ion  w i l l  be based 
on a  v a r i e t y  o f  f ac to rs ,  i n c l u d i n g  h i s  crude o i l  a v a i l a b i l i t y  and a l t e r n a t i v e  



products he can produce. The program, basically, cannot solve a gas01 ine 
supply shortfal l  because i t  can neither increase supplies nor reduce demand. 
Unlike the f ree  market, the program cannot match quantity of gasoline supplied 
with quantity of gasoline demanded. . lhe program, rather,  focuses on spreading 
the shortage equitably among bulk purchasers and wholesalers. I n  addition, as 
high1 ighted in the previous section on the a1 location process, the system i s  a 
closed loop. Purchasers who gain product do so a t  the expense of the i r  
competitors. The supply pie does not increase; i t  merely gets sl iced d i f fe r -  ' 

ently. 

2 .  Base Period Orientation 

Like many regulations, the gasoline allocation program i s  base period or ien- .  
ted. That is, the program freezes purchaser/supplier relationships and supply 
obligations that existed during a given his tor ical  period. The current base 
period i s  November 1977 through October 1978. There are several problems 
inherent in any regulatory program that  has a base period orientation. 

F i r s t ,  suppliers and purchasers are locked into relationships that occurred 
several years before and  may no longer be the best relationship for  e i ther  
party. Secondly, the h is tor ic  base period r e f l ec t s  demand patterns t h a t  may 
no longer exis t .  Demand patterns change over time, and a base period system 
may have d i f f icu l ty  adjusting t o  the altered patterns. Therefore, the alloca- 
t ion program matches h i s to r i c  suppliers with current demand. Although aspects 
of the program could perhaps be modified to  improve the base periodlcurrent 
supply match, the  match will  never be perfect. 

3 .  Wholesale Orientation 

The dictator  of gasoline demand i s  the end-user, whether tha t  i s  a wholesale 
user or a motorist. The gasoline allocation program does not a l locate  t o  
motorists. Rather, i t  ensures a share of available product to wholesalers and 
r e t a i l  ou t le t s  that  service motorists. 

The reason fo r  the dis t inct ion goes back to  one of the original purposes of 
the EPAA which was, in part ,  " t o  preserve the competitive v iab i l i ty  of inde- 
pendent refiners,  small ref iners ,  nonbranded independent marketers, and brand- 
ed marketers."l8 One of the concerns of Con ress was that  during a gasoline 9 supply shortage, the inteqrated ref iners  wou d p r ~ v i d e  product t o  their  own 
r e t a i l  gasoline s ta t ions  to  the detriment of independents. The gasoline allo- 
cation program ensures the independents the same access t o  product as refiner- 
owned s tat ions receive. Ensuring that  wholesalers have access to product does 
not necessarily t ranslate  into assurances that motorists have access t o  
product. This i s  t rue  because supplies are limited and they are distributed 
t o  wholesalers and r e t a i l e r s  based on his tor ical  patterns and pr ior i ty  
entitlements. 

l8 The Emergency Petroleum A 1  location Act of 1973, Section 4(b) ( 1 )  ( D )  . 



C. Summary 

Given t h e  1  i m i t a t i o n  c i t e d  above, t h e  Economic Regulatory Admin i s t ra t i on  
never the less  has a  r e s p o n s i b i l  i t y  t o  recogn ize  r e g u l a t o r y  problems and exp lo re  
a1 t e r n a t i v e  s o l u t i o n s  t o  those problems. For  purposes o f  t h i s  r e g u l a t o r y  
ana lys is ,  two general  problem areas have been i d e n t i f i e d  t h a t  may r e q u i r e  
fede ra l  ac t ion .  The f i r s t  problem area r e l a t e s  t o  t h e  ongoing na tu re  o f  t h e  
gas01 i n e  a l l o c a t i o n  program and cons iders  how the  Department o f  Energy can be 
more responsive t o  demand p a t t e r n s  t h a t  a r e  changing over t ime. The second 
problem area i s  c r i s i s  r e l a t e d  and quest ions  how the  Department o f  Energy can 
adapt t o  demand p a t t e r n s  t h a t  s h i f t  t e m p o r a r i l y  d u r i n g  a  gaso l i ne  shor tage 
such as the  one experienced i n  the  summer o f  1979. Sect ion-  I I I inc ludes  a  
d e f i n i t i o n  o f  each problem and an ana lys i s  o f  each a l t e r n a t i v e  s o l u t i o n .  



I  11. DEFINITION OF PROBLEM AREAS AND PROPOSED SOLUTIONS 

A. Market Structure and Long Term Demand Changes 

Introduction and Definition of the Problem 

A ser ious shortcoming bf a  base period oriented allocation program i s  that  i t  
r i s k s  d is tor t ing  the normal evolution of supplier-purchaser relationships or 
market s t ructure.  For example, by determining suppl ier-purchaser re la t ion-  
ships the  allocation program ensures tha t  short supplies will  generally be 
d is t r ibuted  pro r a t a  among a suppl i e r ' s  h i s to r i c  or assigned cus tomers, who1 e- 
sa le rs ,  and ma-s. However, t h i s  also means tha t  firms wishing t o  enter  
new markets or t o  experiment with new marketing concepts and t o  respond t o  
s h i f t s  in demand cannot readi ly obtain additional supplies through open bid- 
d i n g .  Thus, e f f i c i e n t  firms may be limited i n  the i r  a b i l i t y  t o  expand opera- 
t ions  while inef f ic ien t  firms are protected. As a r e su l t ,  the evolution o'f 
the gasoline market in response t o  competition i s  hindered. 

The Department recognizes tha t  one of several approaches could be 'taken in 
response t o  th i s  problem, and similar problems, created by the allocation 
program. F i r s t ,  the program could be allowed.to continue as now consti- 
tuted. Arguably, since the program i s  scheduled to  expire September 30, 1981, 
fur ther  revisions could r isk creating more problems than they would solve. 
Any changes to  the program will  necessarily require firms to  make changes in 
the i r  manner of doing business. The cost and uncertainty involved in adjust- 
ing t o  a  new scheme of regulations may outweigh the benefits which new ru les  
could offer .  

Second, amendments could be adopted t o  enable the program t o  obtain r e su l t s  
more closely resembl ing those obtained. in .a competi t ive  market. Accordingly, 
i n  t h i s  proposal, the Department i s  seeking to  reduce the anti-competitive 
e f f e c t s  of the al locat ion program. Since many of these e f f ec t s  stem from the 
disparate treatment accorded by current rules  t o  d i f fe rent  types of gas01 ine 
marketers, the proposed revisions are-meant to  r e su l t  i n  a  more equitable 
appl ication of '  the  program's basie.provisions. 

Specif ical ly ,  the Department i s  seeking pub1 i c  comment o n  several proposals 
aimed a t  a l leviat ing inequities that  may be affecting the three major market- 
i n g  qrn~~pc , ' :  

Retailers operating exis t ing r e t a i l  sales  out le t s ;  

e Refiners who d i r ec t ly  supply r e t a i l  sales  out le t s ;  and 

Jobbers who d is t r ibute  to  r e t a i l  sales  out le t s .  

A t h i rd '  approach t o  a l l ev ia t ing  a1 location related problems would be t o  el  imi- 
nate the  program e i ther  alone or along w i t h  price controls. Certain aspects 
of the argument fo r  decontrol were summarized by the Department's Office of 
Competition which concluded. : 



F i x i n g  the  p r i c e  and a l l o c a t i o n  r e g u l a t i o n s  can do l i t t l e  more than 
make c e r t a i n  i n d i v i d u a l  f i r m s  whole, a t  t h e  expense o f  o ther  f i rms ,  
o f  compe t i t i on  and o f  the  e v o l u t i o n  o f  hea l  t h y  market '  t rends.  The 
d i s t o r t i o n s  ev iden t  i n  t h e  market a t  t h i s  p o i n t  a re  so pervas ive  t h a t  
r e g u l a t o r y  amendments cannot c o r r e c t  them, b u t  o n l y  add.new, o r  a t  
t h e  very  best,  d i f f e r e n t  d i s t o r t  ions  w i t h o u t  e l . im ina t i ng  t h e  i nhe ren t  
problems. . .. . 
Imposing r e g u l a t i o n s  i n  t h e  market in t roduces r i g i d i t i e s  which cause 
innumerable t h i n g s  t o  go wrorig w i t h  the  proceks." We then t r y  t o  
c o r r e c t  these unan t i c i pa ted  de fec ts  b y  i n t r o d u c i n g  new regu la t i ons .  
But t he re  i s  no hope o f  f u l l  c o r r e c t i o n  because r e g u l a t i o n s  t r y  t o  
f reeze  cond i t i ons  t h a t  a re  i n h e r e n t l y  dynamic.' F u l l  c p r r e c t i o n  of 
t he  de fec ts  can o n l y  be achieved b y  removing the r e g u l a t i o n s  which 
have caused them.19 

T h i s  sec t i on  examines t h e  t h r e e  major approaches t o  a l l e v i a t i n g  t h e  adverse 
e f f e c t s  o f  the  i n f l e x i b l e  market s t r u c t u r e  imposed b y  the a l l o c a t i o n  program. 
These approaches are: 

0 Make No Proaram Chanqes 

Maintenance o f  t h e  es tab l i shed  program w i t h  i t s  f l aws  woula be 
l e a s t  d i s r u p t i v e  i n  t he  marketplace and i n  l i g h t  o f  the  program's 
e x p i r a t i o n  date o f  September 30, 1981 may be t h e  most d e s i r a b l e  
course . 

0 Revise The Program 
l 

Proposal and adopt ion o f  r e v i s i o n s  may add f l e x i b i l i t y  and a l l e -  
v i a t e - i n e q u i  t i e s  o f  t h e  program. 

E l  im ina te  The Program 

Complete decon t ro l  would pe rm i t  f r e e  opera t ion  of market f o rces  t o  
improve product  d i s t r i b u t i o n  and r e s t r a i n  p r i c e .  

1. Make No Program Changes 

Summary and Purpose 

The Emergency Petroleum A l l o c a t i o n  Ac t  o f  1973 which i s  t h e  s t a t u t o r y  author-  
i t y  f o r  t he  mandatory p r i c e  and a l l o c a t i o n  r e g u l a t i o n s  i s  scheduled t o  e x p i r e  
September 30, 1981. Wi thout  mod i f i ca t i on ,  t h e  program can be expected t o  
con t i nue  t o  e x h i b i t  t he  adverse e f f e c t s  which a r e  the  b a s i s  f o r  the  c u r r e n t  
proposals. O f  p a r t i c u l a r  concern a re  t h e  apparent i n e q u i t i e s  assoc ia ted  w i t h  

. . . .  . 
. . 

l9 See "Motor Gasol ine Deregulat ion"  M a t e r i a l s  Submitted f o r  t h e  Record by 
W i l l  iam Lane, D i r e c t o r ,  O f f i c e  o f  Competit ion, DOE, t o  Subcommi t t e e  on 
Energy Regu la t ion  o f  t h e  Committee on Energy and Na tu ra l  Resources. U.S. 
Senate 96-23, March 26, 1979, p. 59. 



the assignment and ce r t i f i ca t ion  of new allocation entitlements and the 
d i f f i c u l t i e s  involved in the  adjustment or redirection of exis t ing allocation 
entit lements.  In the past,  these e f f ec t s  have included: 

The assignment of new supply obligations to .suppl iers  having 
fixed volumes of gasoline operates t o  reduce the volumes 
available t o  i t s  other base period customers. 

New assignments for  h i g h  volume s t a t ions  i n  an area experi- 
encing constant demand can often have adverse competitive 
e f f e c t s  on exis t ing out le t s  within the market. 

The procedures fo r  making new assignments do not necessarily 
require a finding tha t  the market area needs additional prod- 
uct. 

I t  i s  current ly easier  to  obtain an assignment f o r  a new 
s ta t ion  than t o  adjust  upward allocations fo r  exis t ing s t a -  
t ions.  This may contribute t o  econ.omic inefficiency. 

h e  i n f l e x i b i l i t y  of the current ru les  generally prohibit  
s h i f t s . o f  allocation entitlements within markets to  refl 'ect  

, ' localized s h i f t s  in demand and to  provide fo.r more e f f i c i en t  
product d is t r ibut ion .  

b. Analysis of the No change Provision . . 

Administrative and compliance costs a r e  an important.and necessary considera- 
t ion in the analysis of the economic impact.of a proposed-rulemaking. Several . 
of the modifications proposed .will entai l  an increase in such costs  a t t r ibu t -  
able to  understanding, applying, and: resolving.disputes associated w.i t h  the 
changes. Compliance costs a re .  a burden to  both businesses tha t  are subject to  
the ru les  and the government. Since there are  an estimated 250,000 gasoline 
r e t a i l  ou t le t s  in the U.S., the administrative cost t o r  each individuai firm 
or dealer need not be large to  r e su l t  i n  a s ignif icant  overall compliance bur- 
den .20 

20 There are  approximately 153,000 service s ta t ions  as ident i f ied by the  
Bureau of Census. In addition, another 87,000 r e t a i l e r s  are estimated to  
s e l l  gasoline b u t  not in suf f ic ien t  volumes to  meet the census defini t ion 
of 50 Dercent or more of 'sales.  See The, ~ t a t e ' o f  Comoeti t ion in Gasoline 

- ,~ 
~ a r k e t i n ~ ,  Part 1 ,  Office of ~ o m ~ e t i t i o n , ~ ~ ~ ,  May 1980, Appendix 0 ,  p .  i. 

. . 



Conversely, any reduction in the administrative burden of the allocation pro- 
gram could be expected to  r e su l t  in substantial  savings.. Thus, the Depart- 
ment's proposal t o  increase the f l e x i b i l i t y  of re f iners  and r e se l l e r s  to  reas- 
sign base period volumes of company-operated and closed independent r e t a i l  
out le ts  appears to  be a d i s t i n c t  improvement over current rules.  Exclusive of 
the benefits realized by consumers due t o  a suppl ie r ' s  enhanced a b i l i t y  t o  
organize dis t r ibut ion in a more e f f i c i en t  manner, the proposal would reduce 
administrative costs  fo r  both business and government by .reducing the number 
of instances where government approval need be sought for. ordinary business 
decisions. 

Conceivably, procedures could be streamlined to  expedite the review, ver if ica-  
t ion,  and decision making process. Already, the l3epartmen.t i s  moving t o  sim- 
p l i f y  the allocation assignment pet i t ion (Form ERA-99) and to  implement a data 
re t r ieva l  system with which t o  evaluate a l l  applications. These actions,  when 
completed, will reduce the time requaired t o  process an application. However, 
i n  the interim most applications must be processed manually,. often with the 
necessity of contacting the applicant t o  confirm or obtain additional informa- 
tion.21 

Without of fse t t ing  benefits t o  the public, a proposal requiring an ex- 
penditure of pub1 i c  resources would 'ordinarily be rejected. However, as 
discussed i n  Section 3 , the proposed revisions offer  the operators of some 
exis t ing r e t a i l  ou t l e t s  tangible benefits over the s t a t u s  quo. Whether these 

7 benefits suf f ic ien t ly  outweigh the concomitant administrative costs i s  a value 
judgment which wil l  be decided upon completion of public hearings and a review 
of the submitted evidence. 

Revise the Program 

I Introduction 

The revisions primarily focus on problems which current rules cause fo r  three 
groups: r e t a i l e r s  operating exis t ing r e t a i  1 sa les  out le t s ;  re f iners  d i r ec t ly  
supplying r e t a i l  sa les  out le t s ;  and jobbers who are supplied by more than one 
ref iner .  In addition, the Department i s  examining a1 ternat ives  t o  the current 
unusual growth provision tha t  affects  a l l  market segments. The following . 

sections wil l  analyze the Department's proposed solutions i n  each of these 
problem areas. 

As of May 20, 1980 DOE Region X's data re t r ieva l  system was nearing 
completion. 



2 .  Revise Cu r ren t  unusual Growth Ad.iustment 

a. Summary o f  F i nd ings  

The proposed r e g u l a t i o n  may operate t o  m i t i g a t e  t h e  e f f e c t  o f  
seasonal consumption v a r i a t i o n s  c u r r e n t l y  r e f l e c t e d  i n  t he  e x i s t -  
i ng Unusual Growth Adjustment. 

Under t h e  r e v i s e d  Unusual Growth Adjustment s t r u c t u r e ,  t h e  t e n  
pe rcen t  d e d u c t i b l e  c o u l d  d r a m a t i c a l l y  reduce t h e  number o f  f i r m s  
f o r  which t h e  Adjustment w i l l  be app l i cab le ,  and cou ld  lessen  t h e  
impact of t h e  Adjustment f o r  most i n d i v i d u a l  f i rms .  

r The accuracy of t h c  Octobcr through Fcbruary p c r i o d  as a  mcasure 
of r e a l  growth has n o t  been c o n c l u s i v e l y  determined. However, 
some d a t a  suggest t h a t  changing t h e  pe r i ods  o f  comparison would be 
des i r ab le .  

8 Depending upon t h e  number of supp l ie r -purchaser  r e l a t i o n s h i p s  
af fected,  s u b s t a n t i a l  increases i n  a d m i n i s t r a t i v e  cos t s  cou ld  
r e s u l t .  

b. A s s u m ~ t i o n s  and L i m i t a t i o n s  

Data a n a l y s i s  has been l i m i t e d  t o  pub l i shed  i n f o r m a t i o n  and b r i e f  i n t e r v i e w s  
w i t h  Department. o f  Energy o f f i c i a l s  and execu t i ves  o f  a f f e c t e d  i n d u s t r i e s .  
Data c o l l e c t i o n  and a n a l y s i s  t h a t  cou ld  l ead  t o  d e f i n i t i v e  conc lus ions  on t h e  
impact  o f  t he  ad justment  would r e q u i r e  an ex tens i ve  i n v e s t i g a t i o n  t h a t  i s  f a r  
beyond t h e  scope o f  t h i s  r e g u l a t o r y  ana l ys i s .  No f e d e r a l  government agency, 
i n c l u d i n g  t h e  Department o f  Energy, c o l l e c t s  da ta  on t h e  Unusual Growth 
Adjus'tment per se; government forms i n c l u d e  t h e  i n f o r m a t i o n  under ene ra l  base 
p e r i o d  o r  base p e r i o d  adjustment i n fo rma t i on .  A  one-t ime survey  o  7 e i g h t  
r e f i n e r s  was completed i n  t h e  f a l l  o f  1979. Ac tua l  supp ly  and unusual growth 
ad justment  da ta  were ob ta i ned  from one s u p p l i e r ,  These data, m o d i f i e d  t o  
p r o t e c t  c o n f i d e n t i a l i t y ,  a r e  used t o  examine t h e  impact of unusual growth on 
r e t a i l e r s .  The e x t e n t  t o  which these da ta  a re  r e p r e s e n t a t i v e  i s  unknown. 

T h i s  s tudy  r e l i e s  h e a v i l y  on motor qaso l i ne  demand da ta  from t h e  Federa l  H igh-  
way A d m i n i s t r a t i o n  (FHA). For  purposes o f  assessing t h e  impact o f  t h e  c u r r e n t  
unusual growth p r o v i s i o n ,  these  da ta  a r e  of l i m i t e d  va lue  i n  t h a t :  

( 1) "Demandw rep resen ts  de l  i v e r i e s  made above and beyond base 
p e r i o d  requirements,  e i t h e r  due t o  a d d i t i o n a l  a v a i l a b l e  supp l y  
o r  de l  i v e r i e s  made under spec ia l  o rde r  o f  t he  O f f i c e  of  Hear- 
i ngs and appeal  s. 

( 2 )  R e t a i l e r  base per iods  a r e  n o t  r e f l e c t e d  i n  t h e  "demand" f i g -  
ures, which rep resen t  gross g a l l o n s  o f  gaso l i ne  r e p o r t e d  b y  
wholesale d i - s t r i b u t o r s .  

( 3 )  Suppl ies n o t  s u b j e c t  t o  an a l l o c a t i o n  f r a c t i o n  a re  i n c l u d e d  i n  
"demand," as de f i ned  by  the  FHA. 

( 4 )  The Federa l  Highway A d m i n i s t r a t i o n  survey i s  based on s t a t e  t a x  
records,  which may r e f l e c t  t i m i n g  d i f f e r e n c e s ,  record -keep i  ng 
requirements,  and o the r  fac to rs .  



The major focus of the analysis is the impact of the proposal on geographic 
regions. Certain other issues, including the impact on ref iners ,  wholesalers, 
r e t a i l e r s ,  and ultimate consumers, have not been adequately addressed, a l -  
though two case examples of r e t a i l e r  impact are  given. 

Summary and Purpose of the Proposed Revision 

In anticipation of crude o i l  supply shor t f a l l s  during ear'iy 1979 and resul t ing 
petroleum product shortages due to  lack of available crude, the Economic Regu- 
1 atory Administration (ERA) within the Department of Energy ( D O E )  issued 
Activation Order No. 1 , ~ 2  which updated the base period23 fo r  motor 
gasoline al locat ions from the corresponding calendar month i n  1972, which had 
been the previous base period, t o  the corresponding calendar month between 
July 1, 1977 through June 30, 1978. The purpose of the base period update was 
t o  adjust the gasoline allocation program to  r e f l e c t  more recent market 
conditions. In' the guide1 ines for  implementation of the Activation order ,z4  
E R A  specif i cal l  y requested comments as to:  

whether a mechanism should be provided t o  enable purchasers w i t h  
unusually low purchases in one or more months of the base period, as 
i n  a case, for  example, where the volume of such purchases was a t  
l e a s t  2.5 percent less  than the average monthly purchases f o r  the r e s t  
of the base period, t o  receive an upward adjustment to  i t s  base 
period volume fo r  such months to  r e f l e c t  i t s  actual average monthly 
purchases. 

Written comments were so l ic i ted  by the notice, and a hearing,was held on March 
21, 1979. The following general comments were received on the proposed growth 
adjust~~leri t: 

e There was widespread agreement tha t  some' provision was needed to 
account, fo r  s igni f icant  changes i n  volumes of gas01 ine purchased 
by firms during or after. : the base period. 

The Office of Hearings and Appeals could not address the numerous 
volume change requirements on a case by case basis., 

The adjustment would. have t o  be standardized enough not t o  cause 
inequities; b u t  f l ex ib le  enough t o  deal with demand changes 
resul t ing from change in firm ownership, new businesses, or a new 
highway opened in the v ic in i ty  of a r e t a i l  out le t ,  where large 
capital  investments were made, or other circumstances existed. 

22  Federal Register, Volume 44, page 11202 (February 28, 1979). 

23 For the purposes of motor gasoline allocation regulations, the "base 
periodu i s  the h is tor ica l  point in time upon which current 
a1 locations are based. 

24  Federal Register, Volume 44, page 16480 (March 19, 1979). 



Accord ingly ,  on A p r i l  17, 1979, E R A  issued a No t i ce  of I n t e n t  t o  Issue a F i n a l  
Rule t o  implement an "unusual growth adjustment" t o  deal w i t h  supply  requ i re -  
ment increases a f t e r  t h e  l a s t  day o f  t h e  base period.25 

I n  t he  meantime, the  O f f i c e  o f  Hearings and Appeals (OHA) had r e c e i v e d . l i t e r -  
a l l y  thousands o f  a p p l i c a t i o n s  f o r  exempt ions, f rom t h e  updated base p e r i o d  
es tab l i shed  under A c t i v a t i o n  Order No. 1. According t o  OHA, t h e  m a j o r i t y  of 
these except ions requests i nvo l ved  t h e  con ten t i on  t h a t  t h e  new base p e r i o d  d i d  
n o t  r e f l e c t  the f i rm ls  c u r r e n t  operat ions.  OHA determined t h a t  there  were 
t h r e e  genera l  f a c t  p a t t e r n s  under which f i r m s  su f fe red  a ser ious  burden i n  
conduct ing r e t a i l  gaso l ine  operat ions:  

( 1 )  where t h e  f i r m  purchased and so ld  s u b s t a n t i a l l y  g rea ter  volumes 
o f  gaso l ine  a f t c r  t he  babe per iod ,  and where that> increa:e 
represented a " s i g n i f i c a n t  a l t e r a t i o n  i n  t h e  ongoing business 
o f  t he  f i r m 1 ' ;  

(2) where a s u b s t a n t i a l  c a p i t a l  investment had been made dur i.ng- t h e  
base per iod ,  w i t h  t he  expec ta t i on  o f  increased gaso l ine  sa les  
a f t e r  t h e  base per iod;  

( 3 )  where unusual o r  anomalous events oc.curred du r i ng  t h e  base 
per iod,  which s e r i o u s l y  d i s t o r t e d  the  intended use o f  the  base 
p e r i o d  f o r  measurement purposes as a r e l a t i v e l y  normal p e r i o d  
o f  business a c t i v i t y .  

No t i ng  t h a t  t h e  lack  of an unusual growth adjustment had been adversely  
a f f ec t i ng  thousands of smal l  gaso l ine  o u t l e t s ,  p a r t i c u l a r l y  those t h a t  had 
been i n  a developmental stage dur ing  t h e  base period, t he  OHA issued an 
order26 which, i n  e f f e c t ,  immediately a c t i v a t e d  t h e  Unusual Growth ' 

Adjustment o u t l i n e d  i n  t h e  ERA'S A p r i l  17 No t i ce  of  I n t e n t .  

I n  J u l y  1979 ERA issued t h e  f i n a l  r u l e  w i t h  respec t  t o  t h ~  I lnusual Growth 
~ \ d j l l s t m e n t . ~ f  Since A c t i v a t i o n  Order No. 1 was issued, t he  gasol ' ine base 
pe r i od  had been update.d t o  the  p e r i o d  November 1977 through October 1970. 
Accord ingly ,  t he  Unusual Growth Adjustment was based on t h e  p e r i o d  October ' , 

1978 through February 1979. The c u r r e n t  Unusual Growth Adjustment operates a s  
f o l l ows :  , . 

Federa l  Regis ter ,  Volume 44, page 23537 ( A p r i l  20, 1980). 

26 C l  ass E x c e ~ t i o n  Proseedinq Ad.justinq A p r i l  1979 Base P e r i o d  Volumes of 

27 Federa l  Register,  Volume 44, page 42549 ( J u l y  19, 1979). 



A r e t a i l  sa les o u t l e t ,  wholesale purchaser-consumer, o r  b u l k  pur-  
chaser o f  motor gaso l ine  q u a l i f i e s  f o r  a growth adjustment i f  i t  
purchased gaso l i ne  du r i ng  a t  l e a s t  t h ree  months o f  t h e  October 
1978-February 1979 period, and i f  the  average monthly volume o f  
t h a t  p e r i o d  exceeded 110 percent  t h e  volume of ac tua l  gaso l ine  
purchases f rom a l l  s u p p l i e r s  du r i ng  any month o f  the  base per iod .  
The h igher  average October 1978-February 1979 amount can be sub- 
s t i  t u t e d  f o r  the  lower amount o f  a base p e r i o d  month. 

0 If t h e  amount o f  t h e  adjustment i s  a t t r i b u t a b l e  t o  a p a r t i c u l a r  
suppl i e r  o r  suppl i e r s ,  those s u p p l i e r s  are respons ib le  f o r  t he  
increased a l l o c a t i o n .  If t h e  amount i s  n o t  a t t r i b u t a b l e  t o  a par- 
t i c u l a r  supp l i e r ,  a l l  s u p p l i e r s  are respons ib le  f o r  the  inc rease 
based on t h e  p ropo r t i on  of gaso l ine  t h a t  t h e  supp l i e r  s o l d  t o  t h e  
f i r m  i n  t he  base p e r i o d  month. 

The a p p l i c a n t  c e r t i f i e s  t o  h i s  s u p p l i e r  t h a t  t h e  unusual growth 
adjustment must be appl ied.  Jobbers and o the r  r e s e l l e r s  may then 
c e r t i f y  t h e  adjustment upward t o  t h e i r  base p e r i o d  supp l ie rs .  

The Unusual Growth Adjustment was in tended t o  a s s i s t  i n  remedying a s i g n i f i -  
can t  l i m i t a t i o n  of a h i s t o r i c a l l y  based a l l oca ton  program: i t s  f a i l u r e  t o  
r e f l e c t  s i g n i f i c a n t  upward v a r i a t i o n s  i n  growth s ince  the  base per iod .  But  
between t h e  1977-1978 base pe r i od  and 1979's shortage, o n l y  w i n t e r  months 
intervened. Growth adjustments de r i ved  f rom a comparison o f  each month's 
sales t o  t h e  October t o  February p e r i o d  r i s k e d  r e f l e c t i n g  seasonal d r i v i n g  
changes as w e l l  as d i f f e r e n t  t rends  i n  s t a t i o n s '  sales. To the  e x t e n t  sea- 
sonal changes were determin ing ad jus ted  base per iods and n o t  r e a l  growth, t h e  
p r o v i s i o n  would be worsening, rather' ltldrl remedying, a1 l o c a t i o n  imbalances i n  
sumner months. O u t l e t s  ope ra t i ng  i n  areas t h a t  tend t o  experience peak demand 
du r i ng  the October t o  February p e r i o d  se lec ted  would tend t o  q u a l i f y  f o r  t he  
adjustment i r r e s p e c t i v e  o f  whether t hey  experienced rea l ,  growth. 

I n  order  t o  modify t h e  Unusual Growth ~ d j u s t m e n t  so t h a t  i t  w i l l  measure r e a l  
growth more accurate ly ,  DOE i s  examining a r e g u l a t o r y  change t o  t h e  Unusual 
Growth Adjustment. A summary o f  the  impact o f  t he  change on t h e  present  
Unusual Growth Adjustment i s  presented i n  E x h i b i t  7. B r i e f l y ,  t h e  proposed 
r e g u l a t i o n  compares the  average monthly gas01 i n e  purchased f o r  October 
1978-February 1979 t o  t h e  average month ly  purchase f o r  October 1977-February 
1978.. I f  the  increase i s  g rea ter  than 10 percent,  t he  f i r m  may a d j u s t  i t s  
base p e r i o d  volume f o r  each month of t h e  base p e r i o d  by  one percent  f o r  every 
one percentage p o i n t  more than t e n  percent  t h a t  gaso l ine  purchases have 
increased--subject  t o  a maximum 100 percent  increase over t h e  base p e r i o d  
volume. The proposed adjustment d i f f e r s  from t h e  c u r r e n t  adjustment i n  t h a t  
i t  compares t h e  two w in te r  per iods, and i f  s u f f i c i e n t  increases are  revea led  
between them, e n t i t l e s  the  purchaser t o  increase each base p e r i o d  month by an 
equ i va len t  percentage. 



EXHIBIT 7 

PROPOSED CHANGES TO THE UNUSUAL GROWTH. ADJUSTIVENT I 
Cur ren t  Regu la t ion  

(May 1980) Proposed Regu la t ion  

E f f e c t i v e  Date May 1979 January 1981 I 
"Growth Adjustment" October 1978 through 

Pe r i od  February 1979 
October 1978 through 
February 1979, as com- 
pared t o  October 1977 
through February 1978 

A p p l i c a t i o n  o f  Adjustment I f  t he  average monthly 
Pe r i od  demand du r i ng  t he  ad- 

jus tment  p e r i o d  exceeds 
110 percent  o f  t he  base 
p e r i o d  a1 l o c a t i o n  f o r  
any month, t h e  average 
monthly demand f o r  t h e  
adjustment p e r i o d  may 
be s u b s t i t u t e d  f o r  t h e  
base p e r i o d  a l l o c a t i o n  
I n  t h a t  month. 

Where P o  equals t h e  
average month ly  demand 
f o r  10177-2/78, and P1 
i s  t he  average monthly 
demand f o r  10/78-2/79, 
and where P1 , 0.1 

Po 
equals t he  Unusual  Growth 
Fac to r  (F) ,  F . i s  m u l t i -  
p l i e d  by  t h e  base p e r i o d  
a l l o c a t i o n  volume i n  a l l  
months t o  a r r i v e  a t  a 
new base p e r i o d  n o t  t o  
exceed 200 percent  of 
t he  prev ious base per i'od 
a1 l o c a t i o n .  

Impact t o  Prev ious  (There IS a prev ious  Upwar-d ad justn~en t s  Lo 
Unusual Growth unusual growth ad jus t -  base p e r i o d  volumes made 
Adjustment P r o v i s i o n  ment which, ve r y  b r i e f l y ,  under t h e  p rev ious  unu- 

a l lowed adjustments t o  sua l  growth p r o v i s i o n  a re  
t h e  1972 base p e r i o d  f o r  ad jus ted  downward t o  t h e  
unusual 1973 qrowth. o r i g i n a l  base p e r i o d  
Tha t  p r o v i s i o n  i s  n o t  volume. 

' examined here. ) 

Impact o f  Off ice o f  . None. 
Hear ings and Appeals 
Dec is ions  

Firms whi ch have rece i ved  
upward adjustments t o  
t h e i r  base p e r i o d  v o l -  
umes f rom OHA a f t e r  May 
1, 1979 a re  n o t  e n t i t l e d  
t o  t h e  unusual growth 
adjustment. 

N o t i f i c a t i o n  Require- Suppl i e r s  were r e q u i r e d  Supp l ie rs  a re  r e q u i r e d  t o  
ment by  Supp l i e r s . .  t o  n o t i f y  purchasers o f  n o t i f y  purchasers o f  any 

t h e i r  e l i g i b i l i t y  f o r  downward adjustments. 
upward adjustments by  
September 15, 1979. 



1 .  d.  Analysis of the Proposed Revision 

The proposed unusual growth adjustment should mitigate the undesired seasonal 
e f f e c t s  of the current program. However, the regulatory change does not 
address several additional problems: 

Communication of the adjustment mechanism t o  dealers. .DOE o f f i -  
c i a l s  have expressed concern that  suppliers,  who have a vested 
in t e res t  i n  keeping base period allocations a t  a low level i n  
order t o  maximize the i r  "discretionaryu level of sa les ,  may not 
inform dealers of the ava i l ab i l i t y  of the Unusual Growth 
Adjustment, and that  dealers are not well versed enough i n  DOE 
regulations to  understand the regulatory mechanism involved. I f ,  
the dealers do not apply fo r  the adjustment, then the ru l e  cannot 
s h i f t  product to  areas with increased demand. 

I r regular i t ies  within the base period i t s e l f  and/or the adjustment 
periods. Onc largc indcpcndcnt supplicr suffcrcd a refinery f i r e  
toward the end of the November 1977-October 1978 base oeriod. .The 
ref iner  cut  back on gasoline del iver ies ,  with assurances t o  i t s  
customers that  delivery volumes would be increased t o  greater than 
normal when the damaged refinery came back on stream. The ref in-  
ery began producing 'gas01 ine, and the re f iner  maximized del iveries 
during the October 1978-February 1979 period, thus qualifying a 
large number of i t s  customers for  the Unusual Growth Adjustment, 
despite the f a c t  t ha t  the large deliveries were a temporary aber- 
ration and not an indication of long-term growth.28 No blanket 
adjustment ru le  wil l  be f r ee  of anomalies, however, and individual ' 

aberrations may best be handled by the Office of Hearings and 
~ p p e a l  s .  

a Growth adjustment required due to increased capi tal  investments. 
The Adjustment does not take into account new capi tal  investment 
which has not t ranslated into sales.  However, t h i s  may best be 
handled by OHA and/or the upward ce r t i f i ca t ion  process. 

The chart  in Exhibit 8 i s  based on gasoline consumption data from the Federal 
Highway Administration. As mentioned e a r l i e r ,  F H A  s t a t i s t i c s  may be of lim- 
i ted value' in assessing the Unusual Growth Adjustment; however, t h i s  informa- 
t ion i s  available by s t a t e  on a month-by-month basis,  and even with more anal- 
ysis  time and resources, i t  i s  l ike ly  tha t  FHA data may be the best available 
for  th i s  analysis. lhe f i r s t  column in Exhibit 9 calculates the average 
monthly consumption, by s t a t e ,  fo r  the period October 1978 through February 
1979--that period which i s  used in both the current and proposed growth 
adjustment regulation. I n  the second column, the monthly average consumption 
i s  presented f o r  October, 1977 through February 1978--the comparison period 
f o r  the revised adjustment regulation. The  third column presents the percent- 
age increase or  decrease between the two periods. 

28 The , facts  in t h i s  i l l u s t r a t ion  are  based on a conversation with 
executives of the independent re f iner .  



EXHIBIT t: 

ESTIf-1ATE OF UIIUSUAL GRO1JTtI ADJUSTiblENT CHAiIGE 

(A1 1 f i g u r e s  i n  thousands o f  g a l l o n s  un less  o t h e r w i s e  i n d i c a t e d )  
Calendar Nunber of Yonchs for k?~ich 

Averape Monthly Averape Monthly Percentage .Year , Original Al'ustrr,ent Uoulc  AX!^ 
Gasoline Deliveries Gasoline Deliveries Increase Increase (Decrease) ~ht:oreri.cs11~.sIi:6i)fr 
bct: 78 - Feb. 79 Oct. 77 -. Feb. 78 (Decrease) 1977-197P 1978-19i5 1 2 - 3 - i 

Alabama 
Alaska 
Arizona 
Arkansas 
California 
Colorado 
Gonnecticut 
Belawale 
District of Columbia 
Florida 
Georgia 
Hawaii 
Idaho 
Illinois 
Indiana 
Iowa 
Kansas 
Kentucky 
Louisana 
Maine 
Uaryland 
Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 
Uontana 
Nebraska 
Sevada 
Nev Hampshire 
Nev Jersey 
liev Hexico 
Sev York 
North Carolina 
North Dakota 
chi6 
Ohlahoaa 
Oregon 
Ponnsylvani a 
Rhode Island 
SoutR C B f b l l f i A  
South Dakota 
Tennessee 
Texas 
Utah 
Vermont 
Virginia 
Washingcon 
Uest Virginia 
Wisconsin 
Wyoeing 

States' Total 9,540,740 9,008,771 5.9% 3.6% (3.0%) x 

Source: Monthly Motor Gasoline Reported by State 
Federal Highudy Administration, U.S. Department of Transportation 

Note that the information presented above is a cumulative tabulation of gross gallons of gasoline 
reported by wholesale distributors in each state and is not the precise statistic to be exairined 
in a base period analysis. Noce also that the estimate of the number of months for vhich the 
current (ndy 1989) Unusual Growth Adjustment vould apply is a highly theoretical estimate based 
on the data presented above. See text for further details. 

. , 

Data available for only the first eleven months of ,1979. pe;centage is based on'the first eleven months of 1978.. as well. 

** Data available for only the first ten months of 1979. ~ e r c e n t a ~ e  is based on the first ten months of 1978, as well. 



The modified growth adjustment regu la t ions  requ i re  t h a t  the October 1978- 
February 1979 average monthly gasol ine  volume be a t  l e a s t  ten percent g rea te r  
than the comparable f i g u r e  f o r  October 1977-February 1978. The f i r s t  th ree  
columns of Exhibi t  8 ind ica te  t h a t  only three  s t a t e s - - I l l i n o i s ,  Nevada, and 
Wyoming--exceed t h i s  ten  percent benchmark, on an aggregate bas is .  Although 
this does not  r u l e  out  t he  p o s s i b i l i t y  t ha t . i nd iv idua1  f.irms w i t h i n  t h e  o ther  
s t a t e s  w i  11 'not  qua1 i f y  f o r  the  Unusual Growth Adjustment, i t  does ind ica te  
t h a t  t h e  use of t he  r'evised adjustment wi l l  not be as  wi'despread. On a 
nationwide bas is ;  average monthly gasol ine  volumes i n  October 1978-February 
1979 increased only 5.9 percent over the  comparable 1977-1978 level  .*9 . . . . 

The four th  and f i f t h  columns of Exhibi t  8 present  the  calendar year increases  
i n  gasoline consumption ,between 1977-1978 and 1978-1979. Whether October 
1978-February 1979 i s .  a reasonable period f o r  assess ing long-term gas01 i ne  
demand growth has not  been addressed here. However, calendar year growth can 
be compared q u a l i t a t i v e l y  t o  the percentage growth presented i n  column th ree ,  
w i t h  t h e  understanding. t h a t :  

( 1 )  Calendar year 1978 . i s  l a rge ly  represented i n  t h e  base period 
year. 

(2 )  Calendar year 1979 was a period .of severe gasol ine  shortage.  

The remaining columns of the  exh ib i t  apply a hypothetical  growth adjustment 
under current  regula t ions ,  by taking 90 percent of t he  October 1978-February 
1979 average monthly volumes f o r  each s t a t e  and comparing t ha t  f i g u r e  t o  the 
average monthly consumption i n  the  s t a t e  during t he  November 1977-October 1978 
base period. The number of months t ha t  the cur ren t  growth adjustment would be 
applied i n  t h a t  s t a t e ,  i f  i t  were applied based on t he  presented data  on an 
aggregated s ta te -by-s ta te  bas i s ,  is indicated i n  the l a s t  columns of Exhibi t  8. 

Unl ike t h e  proposed Unusual Growth Adjustment, which would hypothetical  l y  be 
applied i n  only three  s t a t e s ,  the current  adjustment would be applied i n  
almost every s t a t e  f o r  a t  l e a s t  one of the  twelve base-period months. For . 
most s t a t e s ,  these months a r e  general ly  t he  January and February 1978 base 
period months. Only four  states--Georgia, Hawaii, New York and South Caro- 
lina--would no t  apply the  theore t i ca l  adjustment, while two states--Montana 
and Nevada--would increase  t h e i r  hypothetical aggregate base period i n  four  of 
the  twelve months. 

29 The 5.9 percent increase  i s  based on Federal Highway Administration 
data'. DOE fig'ures ind ica te  t h a t  the average monthly amount of motor gaso- 
l i n e  supplied during October 1978 through February 1979 was only 3.7 per- 
cent  a r ea t e r  than the  amount supplied i n  the  comparable 1977-1978 period. 
~ o n t h  iy Energy Review, Energy ~nformat ion ~ d m i n i s t r a t i o n ,  March 1979 and 
April 1980: . . . , 



I t  i s  impo r tan t  t o  r ecogn i ze  t h a t  r e t a i l  'sales o u t l e t s ,  b u l k  wholesale pur -  
chaser-consumers, and b u l k  purchasers,  n o t  s t a t e s ,  r e c e i v e  t h e  Unusual Growth 
Adjustment.  The a c t u a l  impact on a p u r c h a s Z T T t h e  proposed r e v i s i o n  w i l l  
vary ,  depending upon i t s  s u p p l i e r ,  t he  amount o f  gaso l i ne  the  s u p p l i e r  r e -  
leases  t o  t h e  market,  and t h e  a b i l i t y  of i t s -  s u p p l i e r ' s  o t h e r  customers t o  
r e c e i v e  t h e  Adjustment . 
Each s u p p l i e r  has a un ique  A l l o c a t i o n  F r a c t i o n .  If two purchasers have iden-  
t i c a l  base p e r i o d  volumes and i d e n t i c a l  s a l e s  growth d u r i n g  t h e  f ive-month 
growth per iod ,  t h e y  may n o t  r e c e i v e  t h e  same amount o f  gaso l i ne  if t h e y  a r e  
s u p p l i e d  b y  s u p p l i e r s  w i t h  d i f f e r e n t  a l l o c a t i o n  f r a c t i o n s .  

The impact  on purchasers i s  a l s o  d i f f i c u l t  t o  assess because i t  i s  p a r t i a l l y  
dependent upon t h e  a b i l i t y  o f  the s u p p l i e r ' s  o t h e r  customers t o  q u a l i f y  f o r  
t h e  Unusual Growth Adjustment.  I n  t h e  examples which fo l low,  t h e  s u p p l i e r ' s  
unusual growth adjustment,  based on t h e  c u r r e n t  p r o v i s i o n ,  r ep resen ts  13 pe r -  
c e n t  o f  base p e r i o d  o b l i g a t i o n s .  I f  t h e  s u p p l i e r ' s  unusual growth adjustments 
a r e  c u t  i n  h a l f  ( b y  volume) under t h e  proposed r e v i s i o n ,  and h i s  supp l i es  
remain constant ,  h i s  a l l o c a t i o n  f r a c t i o n  increases f r om .84 t o  .89. There- 
t o re ,  even i f  a purchaser  d i d  n o t  q u a l i f y  under t he  c u r r e n t  p r o v i s i o n  and does 
n o t  q u a l i f y  under t h e  proposed p r o v i s i o n ,  h i s  a c t u a l  a l l o c a t i o n  supp ly  w i l l  
i n c rease  under t h e  proposed change. Th i s  i s  because t he  a l l o c a t i o n  system i s  
a c l o s e d  system. As one p a r t y  ga ins  product,  another loses  i n  o rde r  t o  main- 
t a i n  t he  e q u i l i b r i u m  o f  a f i x e d  supply .  

The proposed r e v i s i o n  i s  percentage-based. That  i s ,  each q u a l i f y i n g  purchaser 
r e c e i v e s  a percentage i nc rease  i n  i t s  a l l o c a t i o n .  Assume t h a t  two purchasers 
q u a l i f y  f o r  a f i v e  pe rcen t  inc rease  i n  t h e i r  base p e r i o d  a l l o c a t i o n .  Pur-  
chaser One had a base p e r i o d  a l l o c a t i o n  of  50,000 g a l l o n s  a month, whereas 
Purchaser Two had a base p e r i o d  a l l o c a t i o n  o f  150,000 g a l l o n s  a month. The 
t o t a l  ad justment  t o  the  s u p p l i e r ' s  o b l i g a t i o n  i s  10,000 g a l l o n s  p e r  month, 
2,500 t o  Purchaser One and 7,500 t o  Purchaser Two. I f  these two purchasers 
were s e r v i c e d  by two d i f f e r e n t  s u p p l i e r s ,  then  the  impact o f  t he  adjustment on 
t h e  a l l o c a t i o n  f r a c t i o n  o f  Purchaser Two's s u p p l i e r  would be t h r e e  t imes t h e  
'impact of  t h e  ad justment  on t he  a l l o c a t i o n  f r a c t i o n  o f  the  s u p p l i e r  f o r  Pur- 
chaser One. 

The impact on t h e  a l l o c a t i o n  f r a c t i o n  t r a n s l a t e s  d i r e c t l y  i n t ~  t h e  i m ~ a c t  on 
purchasers,  g i ven  a f i x e d  supply .  

Data a r e , n o t  a v a i l a b l e  t o  assess e f f e c t i v e l y  how t h e  c u r r e n t  p r o v i s i o n  a f f e c t s  
e i t h e r  a1 l o c a t i o n  f r a c t i o n s  o r  a c t u a l  supp ly  en t i t l emen ts .  However, us i ng  
average sa les  volume da ta  and t h e  a l l o c a t i o n  da ta  o f  one supp l i e r ,  t h e  impact 
o f  t h e  c u r r e n t  and proposed p r o v i s i o n s  can be est imated.  

The examples t h a t  f o l l o w  desc r i be  two h y p o t h e t i c a l  r e t a i l  sa les  o u t l e t s .  Sta- 
t i o n  A has exper ienced non-seasonal demand increases s t e a d i l y  s i n c e  October, 
1977, t h e  f i r s t  month i n  t h e  base period.30 

30 Demand i n  these examples i s  measured by  sa les  volumes, which can be 
i n f l uenced  by t he  s u p p l i e s  a v a i l a b l e .  That i s ,  a s t a t i o n  may s e l l  a l l  i t s  
gaso l ine ,  l e a v i n g  u n f u l f i l l e d  demand, which cannot be lest imated.  



The r e l e v a n t  sa les  months f o r  t he  a n a l y s i s  are:  

0 Base Per iod :  November 1977-October 1978 

Unusual growth pe r i od :  October 1978-February 1979 

0 Base months f o r  new unusual growth p r o v i s i o n :  
October 1977-February 1978 

S t a t i o n  A  exper ienced s t a b l e  sa les  u n t i l  t h e  surmer o f  1978, when a  new h i g h -  
way was completed near  t he  s t a t i o n .  I t s  sa les  increased b y  t e n  pe rcen t  imme- 
d i a t e l y ,  remained s t a b l e  f o r ' f o u r  months, inc reased  again, and t hen  l e v e l e d  
o f f  a t  t he  new, h i ghe r  volumes. (See E x h i b i t  9 )  

Under t h e  c u r r e n t  p r o v i s i o n ,  S t a t i o n  A q u a l i f i e s  f o r  t h e  unusual growth p r o v i -  
s i o n  and i s  e l i g i b l e  f o r  t he  h i ghe r  volumes t h a t  he s o l d  d u r i n g  t h e  unusual 
growth per iod .  However, i t s  s u p p l i e r ' s  a1 l o c a t i o n  f r a c t i o n  has been 84 pe r -  
cent,  due t o  increases, such as S t a t i o n  A, i n  unusual growth assignments, DOE 
assignments, and upward c e r t i f i c a t i o n s .  Therefore,  S t a t i o n  A ' s  a c t u a l  a l l o -  
ca ted  supp ly  i n  1980, assuming no change i n  t h e  f r a c t i o n ,  w i l l  be .4 pe rcen t  
more than  t h e  base p e r i o d  volumes u n t i l  June, when i t  w i l l  d rop below base 
p e r i o d  volumes. 

Under t h e  proposed r e v i s i o n ,  S t a t i o n  A w i l l  have lower e n t i t l e m e n t s  f o r  Janu- 
a r y  through May, November, and December than i t  has c u r r e n t l y .  The reason i s  
t h a t  t h e  inc reased  bus iness t h a t  S t a t i o n  A exper ienced d i d  n o t  beg in  u n t i l  
June o f  t he  base year, which ended i n  October. The base p e r i o d  f o r  November 
and December e n t i t l e m e n t s  i s  November-December, '1977, p r i o r  t o  t h e  t i m e  t h a t  
S t a t i o n  A exper ienced sa les  growth. Du r i ng  June-October, S t a t i o n  A w i l l  be 
e n t i t l e d  t o  f rom .5 t o  6  u n i t s  of gaso l i ne  more than under t h e  c u r r e n t  p r o v i -  
s ion .  The s i g n i f i c a n t  change t h a t  may occur under t h e  proposed r e v i s i o n  i s  an 
i nc rease  i n  a l l o c a t i o n  f r a c t i o n  values, due t o  a  decrease i n  unusual growth 
o b l i g a t i o n s .  I n  t h i s  example, the  s u p p l i e r ' s  a l l o c a t i o n  f r a c t i o n  r i s e s  t o  
.86, two percentage p o i n t s  h i ghe r  than  i t  i s  under t h e  c u r r e n t  p r o v i s i o n .  ( I n  
a c t u a l i t y ,  t he  f r a c t i o n  would v a r y  by  month. An average annual f r a c t i o n  i s  
used here  f o r  i l l u s t r a t i v e  purposes.) I f , t h e  f r a c t i o n  r i s e s ,  then  decreases 
i n  e n t i t l e m e n t s  w i l l  l e a d  t o  l e s s  dramat ic  decreases i n  a c t u a l  s u p p l i e s  r e -  
ce ived .  I n  January through May i n  E x h i b i t  9, S t a t i o n  A ' s  e n t i t l e m e n t s  de- 
c l i n e  by  f i v e  u n i t s ,  b u t  i t s  a c t u a l  s u p p l i e s  d e c l i n e  by o n l y  3.1. Increases 
i n  e n t i t l e m e n t s  w i l l  be magn i f i ed  a lso.  Dur ing  June through September, t h e  
ad jus ted  base p e r i o d  e n t i t l e m e n t  inc reases  b y  .5 u n i t s ,  b u t  t he  a c t u a l  a l l o -  
c a t e d  supp ly  increases b y  1.6 u n i t s ,  because o f  t h e  h i ghe r  a l l o c a t i o n  f r a c t i o n  
t h a t  r e s u l t s  f r om lower unusual growth assignments. 

T h i s  example p o i n t s  o u t  how t h e  proposed r e v i s i o n  t o  the-unusua l  growth 
adjustment may a l t e r  t he  d i s t r i b u t i o n  o f  g a s o l i n e  t o  a  s t e a d i l y  growing r e t a i l  
sa les  o u t l e t .  Severa l  f a c t o r s  w i l l  determine whether t h e  r e v i s e d  p r o v i s i o n  i s  
a  f a i r e r  r e p r e s e n t a t i o n  o f  demand growth. F i r s t ,  when d i d  t h e  growth occur 
and a t  what r a t e ?  The f o rmu la  f o r  a d j u s t i n g  t h e  base p e r i o d  i s  s e n s i t i v e  t o  
changes f r om one w i n t e r  season t o  t he  n e x t  and does n o t  s u b s t i t u t e  f o r  a  
r o l l i n g  base per iod .  The t e n  pe rcen t  d e d u c t i b l e  may make most p a r t i c i p a n t s  
i n e l i g i b l e ,  i f  r e t a i l  sa l es  a re  comparable t o  the  s t a t e  growth r a t e s  descr ibed  
e a r l i e r .  Second, how w i l l  t h e  proposed r e v i s i o n  a f f e c t  t h e  s u p p l i e r ' s  a1 loca-  
t i o n  f r a c t i o n ,  i f  supp l i es  a re  cons tan t?  Purchasers t h a t  l ose  base p e r i o d  
en t i t l emen ts '  due t o  t h e  change may n o t  l o s e  as much i n  ac tua l  a l l o c a t e d  



IWACT OF CURHEAT 4NO PR(IPOSE0 UNUSUAL GROWTH 
PROVISIONS Oh ST4TION A WlTtl NON-SASONAL 

CEMANO INCREASES 

-Jan. Feb. March April May June 9 W'Sept. Oct. NoJ. & - - -  

1977 50 .5 I 50 
ACTUAL MONTHLY SALES VOLUNS 1970 50 50 50 50 50 5 5 55 55 55 60 6,) 60 

1979 60 60 

CURRENT PROV l SION 
Adjusted Base Per iod Ent i t lementsa 
A c t ~ r a l  A1 located ~ ~ r p p l ~ b  

PROPOSE 0 R E V 1  SION 
Adjusted Base Per iod  Ent i t lementsc 55 55 55 55 55 60.5 60.5 60.5 60.5 66 55 55 
Actual  A1 located S I I ~ ~ ~ ~ ~  47.3 57.3 17.3 47.3 47.3 52.0 152.0 52.0 52.0 56.8 47.3 4 7 . 3  

CHANGE FROM CURRENT TO PRWOYD REV1 SION 
Adjusted Base Per iod Ent i t lements (5 )  ( 5 ) '  15) (51 (5 )  .5 .5 .5 .5 6 ( 5 )  ( 5 )  
Actua 1 A1 located Supply (3.1) (3.11 (3. I )  (3.1) (3.1) 1.6 1.6 1.6 1.6 6.4 (3.1) (3.1) 

I 

Assumpt ions: 
Suppl ier  has constant supply o f  1,000 u n i t s  per month. 

Base per iod  ob l i ga t i on  = 1,000 
10% unusudl grokth assignment = 130 
OOE ass i 9r1111en t s = 20 
Upward c e r t i f i c a t i o n s  = 40 - 

(a) 60 + 60 ' 60 + 60 60; 60 - 50 = 1.2, whlch i s  greater than 
5 1.1. Therefore. s t a t i o n  

1.190 
( c )  

Rat io  o f  10 percent unusual growth adjustment t o  base pe r i od  
ob l i ga t i ons  i s  based on data submitteU by one supp l ie r .  The . 
r a t i o  var ies  by supp l ie r  and i s  used here f o r  i l l u s t r a t i o n  
only.  Adjustl~~ent.s and, therefore,  t o t a l  ob l i ga t i ons  var ied  by ( d l  
months. Adjustments ranged from 12.6 percent t c ~  26.7 percent o f  
hase pe r i od  vo luws.  O f  the t n t a l  adjustmrnts each IIIOII~~. the  . I 

10 percent growth r u l e  accounted f o r  from 58 t o  76 percent. . :  
Tl~c?se examples assulne t.hat a l l  hase pe r i od  adjust~nents are a 
constant 19 percent o f  base per iod  0111 iga t ions  [lY/l.O(Ml l and 
that  t l ~ l ?  ~rnus~rd l  qrnw1.h assiqnlnents acco~rnl. Fi~r d C~~nsLant  68 . 
p~!rl:ent o f  d l  l I~asf :  per iod adjusl~nents ( 130/1YO). 

A i s  q-anted ne; base 
pe r i od  ent i t lement .  

60 + 60 + 60 + 60 60 - .I = 1:1, which i s  the ~ r P ~ w t h ' F a c t o r  t o  de 
50 + 50 + 50 + 50 + 50 -appl ied t o  each month's base per iod  . 

ent i t lement.  

~ s s u i e  supp l i e r ' s  !unusual g row th  db l  iga t ions  decl ines t o  10 percent, 
based on Sta t ion  P a s  experience. 

m 
X 

New o b l i g a t i o n  = 1.000 + 100 + 20 + 40 = 1.160; ' I 
Y 



supp l i es ,  due t o  increased a l l o c a t i o n  f r a c t i o n s .  I n  t h i s  example, i f  t he  
a l l o c a t i o n  f r a c t i o n  r i s e s  t o  .92, t hen  S t a t i o n  A w i l l  n o t  have l o s t  any 
a l l o c a b l e  supp l i es .  Th is  would r e q u i r e  t h a t  unusual growth ad justments  
dropped t o  2.6 pe rcen t  o f  base p e r i o d  o b l i g a t i o n s .  

S t a t i o n  B serves as a  second example o f  how t h e  proposed unusual growth p r o v i -  
s i o n  may a f f e c t  purchasers.  I n  t h i s  example, S t a t i o n  B  exper iences seasonal 
demand increases.  (See E x h i b i t  10)  Under t h e  c u r r e n t  p r o v i s i o n ,  S t a t i o n  B 
was a b l e  t o  r e p l a c e  t h e  o l d  base p e r i o d  volumes f o r  March through August w i t h  
t h e  average f o r  October, 1978 through February, 1979. However, t h e  o r i g i n a l  
base p e r i o d  remained unchanged f o r  January and February, and September through 
December. Th i s  occurs because, a1 though S t a t i o n  B exper ienced seasonal demand 
increases, t h e y  were n o t  i n  excess o f  t e n  pe rcen t  d u r i n g  t h e  w i n t e r  months. 

Under t h e  proposed r e v i s i o n , .  S t a t i o n  B  would l o s e  t h e  e n t i t l e m e n t s  i t  had 
gained d u r i n g  t h e  sumner months, because i t . c o u l d  n o t  meet t h e  t e n  pe rcen t  
d e d u c t i b l e  r u l e .  Any inc rease  i n  t he  s u p p l i e r ' s  a l l o c a t i o n  f r a c t i o n ,  due t o  
t h e  i n a b i l i t y  o f  o t h e r  customers of t h e  . s u p p l i e r  t o  meet t h e  new gu ide l i nes ,  
would p rov ide  increased a l l o c a t e d  s u p p l i e s  d u r i n g  peak demand pe r i ods .  

Two aspects of  t h e  proposed r e v i s i o n  may c o n t r i b u t e  t o  inc reased  a l l o c a t i o n  
f ract i .ons.  F i r s t ,  base p e r i o d  e n t i t l e m e n t s  would be inc reased  on a  percentage 
bas is ,  whereas, under t h e  c u r r e n t  p r o v i s i o n ,  t h e  average unusual growth p e r i o d  
volumes r e p l a c e  the  base per iod .  Secon.d, t he  p roposa l  c a l l s  f o r  a  t e n  percen t  
deduc t ib le .  Tha t  i s ,  t h e  percentage inc rease  t o  t h e  base p e r i o d  i s  t h e  excess 
over t e n  percent .  Few reg ions  of  t he  coun t r y  exper ienced demand inc reases  i n  
excess o f  t e n  pe rcen t  f r om l a t e  1977 t o  l a t e  1978. 

h e  i n fo rma t i on  analyzed f o r  t h i s  p roposa l  i n d i c a t e s  t h a t  t he  r e v i s e d  a d j u s t -  
ment w i l l  be l e s s  . ac t i ve  t h a n , t h e  c u r r e n t  adjustment.  Fewer f i r m s  w i l l  q u a l i -  
f y  f o r  t h e  adjustment,  and t he  w ide  "swings", i n  s t a t e - b y - s t a t e  adjustments 
w i l l  ' be  m i t i g a t e d .  . Because fewer f i r m s  w i l l  q u a l i f y ,  t h e  a l l o c a t i o n  f r a c t i o n s  
o f  supp1ier.s should increase,  g i ven  cons tan t  supp l y  r e d u c t i o n s  f a c i n g  i n d i v i d -  
u a l  f i r m s  t h a t  no longer  q u a l i f y .  I n  some cases, those f i r m s  may a c t u a l l y  
r e c e i v e  increased suppl i e s .  



IWACT OF CUPRENT AND PROPOSED UNUSUAL GROWTH 
YROb I SIONS ON STATION B WITH SASONAL 

CEMND INCREASES ' 

Jan. Feb March A p r i l  May June July Aug. .Sept. E,  Nov. !& - 

1977 5 5 55 5 5 
ACTUAL MONTHLY SALES VOCUMES 1978 55 55 50 50 50 50 50 50 55 60 60 60 

1979 60 60 

CURRENT PROVISION 
Adjusted Base Period E n t i t l e n ~ n t s a  55 55 60 60 60 60 60 60 55 55 5 5 55 

'Ac tua l  Al located Supplyb 46.2 46.2 50.4 50.4 50.4 50.6 50.4 50.4 46.2 46.2 46.2 46.2 

PRWOYD REV1 SlON 
Adjusted Base Period E n t i  tlementsc 
Actual A1 located supplyd 

CHANGE FROM CURRENT TO PRWOPO REV1 SION 
Adjusted Base Per iod Enti t lements 0 0 (10 (10) (10) (10) 4 10) (10) 0 0 0 0 
Actual A1 located Supply 1.1 1.1 (7.4) (7.4) (7.4) (7.1) (7.4) (7.4) 1.1 1.1 1.1 1.1 

... 
I Assumptions: 

Suppl ier has constant supply o f  1,000 u n i t s  per montl. 

Base per iod obl i g a t i o n  = 1,000 
10% unusual growth assignment = 130 l e W a  = .84; (.84)(55) = 46.2; (.84)(60) = 50.4 
DOE assi gn~nen t s  = 20 
Upward c e r t i f  i ca t ions  = 40 - ( c )  60 ' 60 + 60 + - .1 = -99, therefore, o r i g i n a l  base per iod 

1.190 
55 + 5s + 55  + 55 i 55 ent i t lements continue. 

Rat io  o f  10 percent unusual growth adjustment t o  base ps r iod  
obl igat ions i s  based on data submitted by one suppl ier.  The 
r a t i o  var ies by suppl ier  and . i s  used here for  i l l u s t r a t i o n  
only. Adjustments and. therefore, t o t a l  ob1:gations varied t y  
months. Adjustments ranged from 32.6 percent to  26.7 percent o f  
base per iod volumes. Of the t o t a l  adjust imnls each month, t t ,e ' 
10 percent growth r u l e  accounted f o r  from 58 l o  26 percent. 
These examples assume tha t  a l l  ha je per iod  adjustments are a 
constant 19 percent o f  hase period 0bligatior.s. (?9/1,000) an? 
that  the unusual yowth  assignments accourlt. 1.w a constant 6E 
percent o f  a I 1  base period adjustments ( 130/'90). 

( d )  Assume supplierl,s unusual' growth obl igat ions dec l ine t o  10 percent. 

A l loca t ion  Fract ion = l,Mo = .86; 
TJm 



3 .  Modify P r o v i s i o n  f o r  Assignments t o  New O u t l e t s  and Adjustments f o r  
E x i s t i n g  0u. t le ts  

a. Summary and Purpose o f  Proposed Regulat ions 

Under the  c u r r e n t  regu la t i ons ,  t he re  i s  a  s t r o n g  presumption b y  E R A  i n  favor 
o f  g r a n t i n g  gaso l i ne  a l l o c a t i o n s  t o  new r e t a i l  o u t l e t s .  An a p p l i c a n t  must 
o b t a i n  a  " w i l l i n g  supp l ie ru- -and c u r r e n t  r e g u l a t i o n s  make no d i s t i n c t i o n  
between a  w i l l i n g  s u p p l i e r  w i t h  i t s  own source o f  supply and one who i s  a  
mi d - l eve l  marketer dependent f o r  supp ly  on another source. Th i s  means, f o r  
example, t h a t  a  jobber who i s  app ly ing  f o r  an assignment f o r  a  new s t a t i o n  o r  
proposes t o  supp ly  a  dea ler  seeking an assignment f o r  a  new s t a t i o n  can be 
deemed t o  be a  " w i l l i n g  s u p p l i e r "  no tw i ths tand ing  t h a t  i t s  t o t a l  a l l o c a t i o n  
e n t i t l e m e n t s  would be i n s u f f i c i e n t  t o  supp ly  the  proposed new s t a t i o n s .  The 
r u l e s  p e r m i t  t h e  jobber t o  a d j u s t  upward h i s  e n t i t l e m e n t  t o  h i s  s u p p l i e r  w i t h -  
o u t  the  u l t i m a t e  sup 'p l i e r ' s  agreement. 

Given a  f i x e d  supply o f  gasol ine,  as s u p p l i e r s  a re  g iven new assignments, t h e  
volume o f  gaso l i ne  a v a i l a b l e  t o  o t h e r  h i s t o r i c a l  purchasers i s  reduced. Th i s  
i s  p a r t i a l l y  due t o  t h e  f a c t  t h a t ,  w h i l e  jobbers can increase t h e i r  a l l o c a t e d  
supp l i es  by  opening new r e t a i l  o u t l e t s ,  they do n o t  have t o  decrease a l l o c a -  
t i o n s  (downward c e r t i f y )  i f  they  c lose  r e t a i l  o u t l e t s .  The downward c e r t i f  i- 
c a t i o n  issue w i l l  be examined here  o n l y  b r i e f l y  because i t  i s  t he  s u b j e c t  o f  
another r e g u l a t o r y  ana lys i s  t h a t  i s  c u r r e n t l y  be ing  undertaken. 

ERA has proposed f o u r  r e g u l a t o r y  changes which would d i m i n i s h  t h e  presumption 
i n  f a v o r  o f  new o u t l e t  a l l o c a t i o n s  d u r i n g  per iods  o f  l i m i t e d  supply. 

1, Only i f  a l l  o f  the  a p p l i c a n t ' s  s u p p l i e r s - - i n c l u d i n g  the  u l t i m a t e  
supp l i e r  o f  t h e  product  ( re f i ne r - supp l  i e r ) - -have  mainta ined f o r  
th ree  months immediate ly  p r i o r  t o  f il i n g  the a p p l i c a t i o n  a1 loca-  
t i o n  f r a c t i o n s  of g rea te r  than 1.0, o r  some o ther  a l l o c a t i o n  f r a c -  
t i o n  s p e c i f i e d  b y  ERA, would E R A  g ran t  an a p p l i c a t i o n  f o r  a  new 
r e t a i l  o u t l e t  a l l o c a t i o n .  However, t h e r e  i s  one except ion  t o  t h i s  
r u l e :  no tw i ths tand ing  low a l l o c a t i o n  f r a c t i o n s ,  ERA w i l l  make new 
assignments t o  s a t i s f y  " r e a l  growth" t h a t  e x i s t i n g  s t a t i o n s  cannot 
s a t i s f y .  

2 .  The r e f i n e r  supp l i e r ,  as w e l l  as t h e  in te rmed ia te  supp l ie r ,  would 
have t o  be shown t o  be a  " w i l l i n g "  s u p p l i e r  f o r  the new a l l o c a -  
t ions .  

3. Even where a l l o c a t i o n  f r a c t i o n s  a r e  greater  than 1.0, a p p l i c a t i o n s  
cou ld  be  denied where i t  can be demonstrated t h a t  t he  compe t i t i ve  
v i a b i l i t y  o f  an e x i s t i n g  independent marketer would be jeopardized.  

4. Adjustments f o r  e x i s t i n g  o u t l e t s  would be made on the  b a s i s  of the 
same standards as would be a p p l i c a b l e  t o  new o u t l e t  assignments. 

These proposed changes are  in tended t o  min imize the  adverse compe t i t i ve  impact 
t h a t  t h e  present  new assignment procedures can have upon e x i s t i n g  o u t l e t s  i n  
the  same market area. 



A l t e r n a t i v e l y ,  DOE i s  r e q u e s t i n g  comments on a  p roposa l  which would o m i t  any 
requ i rement  f o r  a  t h r e s h o l d  a l l o c a t i o n ,  and o m i t  t h e  a u t h o r i t y  o f  ERA t o  make 
new assignments t o  u n w i l l i n g  supp l - ie rs  t o  s a t i s f y  " r e a l  growth" t h a t  e x t s t i n g  
s t a t i o n s  cannot s a t i s f y .  Major  aspects  o f  t h i s  a l t e r n a t i v e  i n c l u d e :  

The r e f i n e r  s u p p l i e r ,  as w e l l  as t h e  i n t e r m e d i a t e  s u p p l i e r ,  
would have t o  be shown t o  be a  " w i l l i n g "  s u p p l i e r  f o r  t h e  new 
a l l o c a t i o n s .  No excep t i ons  would be made. 

0 A p p l i c a t i o n s  c o u l d  be denied where i t  can be demonstrated t h a t  
t h e  c o m p e t i t i v e  v i a b i l i t y  o f  an e x i s t i n g  marketer .  would be 
jeopard ized .  

Adjustments f o r  e x i s t i n g  o u t l e t s  would be made on t h e  b a s i s  o f  
t h e  same s tandards  as would be  a p p l i c a b l e  t o  new o u t l e t s  
assignments.  o ow ever, e x i s t i n q  o u t l e t s  C O U ! ~  r e c e i v e  a d j u s t -  
ments f r o m  w i l l i n g  s u p p l i e r s  t o  r a i s e  t h e i r  base p e r i o d  uses t o  
t h e  average o f  o t h e r  o u t l e t s  of s i m i l a r  t ype  and n a t u r e  i n  t h e  
area o r  60,000 g a l l o n s  p e r  month, whichever i s  g r e a t e r .  

No a n a l y s i s  of t h i s  a l t e r n a t i v e  p roposa l  has been completed. A n a l y s i s  shou ld  
be conducted on two i ssues .  The upward ad justment  p r o v i s i o n s  f o r  ex i ' s t i ng  
s t a t i o n s ,  e f f e c t i v e l y  do n o t  enab le  s t a t i o n s  t o  conver t  e a s i . 1 ~  t o  high-volume 
s e l f - s e r v e  o u t l e t s .  Therefore,  c u r r e n t  s t a t i o n s  do n o t  r e c e i v e  t h e  same 
o p p o r t u n i t y  as new e n t r a n t s .  Secondly, t h e  a d m i n i s t r a t i v e  burden w i l l  be  
d i f f e r e n t  from e i t h e r  t h e  s t a t u s  quo o r  t h e  f i r s t  p roposa l .  I n  a d d i t i o n ,  t h e  
no excep t i on  p r o v i s i o n  combined w i t h  t h e  l i m i t a t i o n  on upward ad justment  may 
have an impact  on t h e  a b i l i t y  .of e i t h e r  c u r r e n t  marke te rs  o r  p o t e n t i a l  
e n t r a n t s  t o  respond t o  new demand. The p roposa l  assumes t h a t  s u p p l i e r s  w i l l  
be w i l l i n g  t o  supp l y  new o u t l e t s  i n  a  growing market,  and t h a t  marke te rs  wi1. l  
d e s i r e  t o  open new o u t l e t s .  

I b. A n a l y s i s  o f  t h e  Rev i s i on  I 
( 1 )  A l l o c a t i o n  t o  New O u t l e t s  i 
The ma jo r  p r o v i s i o n  under c o n s i d e r a t i o n  b y  t h e  ERA s p e c i f i e s  more r e s t r i c t i v e  
s tandards t h a t  must be s a t i s f i e d  b y  a p p l i c a n t s  f o r  new s t a t i o n  assignments. 
The f i r s t  requ i rement  would e s t a b l i s h  a  minimum a l l o c a t i o n  f r a c t i o ~  fsr  
s u p p l i e r s  be fo re  any a p p l i c a t i o n  would be cons idered.  The proposed s u p p l i e r s  
of t h e  new o u t l e t  would be r e q u i r e d ,  f o r  example, t o  c e r t i f y  t h a t  f o r  t h e  
p rev i ous  t h r e e  months t hey  ma in ta ined  an a l l o c a t i o n  f r a c t i o n  g r e a t e r  than  a  
c e r t a i n  t h resho ld .  Whether t h e  a c t u a l  t h r e s h o l d  l e v e l  o f . t h e  a l l o c a t i o n  f r a c -  
t i o n  would be one o r  g r e a t e r  than one i s  n o t  c e r t a i n .  The l e v e l  would  be 
determined on t h e  b a s i s  o f  what f r a c t i o n  i n d i c a t e s  t h a t  s u p p l i e s  a r e  adequate 
t o  suppo r t  new o u t l e t s .  

A s i g n i f i c a n t  problem w i t h  t h i s  approach i s  t h a t  t h e  a l loc ,a t i ' on  f r a c t i o n ,  . 
r e g a r d l e s s  o f  i t s  l e v e l ,  i s  o f t e n  an inadequate . i nd i ca to r  o f  t h e  adequacy o f  
p roduc t  s.uppl ies w i t h i n  a  g i v e n  market.  A  s u p p l i e r ' s  a l l o c a t i o n  f r a c t i o n ,  
which i s  t he  r a t i o  of a l l o c a b l e  supp l y  t o  t h e  base p e r i o d  o b l i g a t i o n s ,  can be  
low even when supp l i es  a r e  ample. T h i s  can occur  i n  a t  l e a s t  two ways. 
F i r s t ,  due t o  a  r e d u c t i o n  i n  demand f o r  gaso l ine ,  t h e  a c t u a l  q u a n t i t y  demanded 
by r e t a i l e r s  f r om  s u p p l i e r s  can be l e s s ' t h a n  t h e  base p e r i o d  o b l i g a t i o n s . .  
Second,, w h i l e  s u p p l i e r s  a re  o b l i g a t e d  t o  s e l l ,  purchasers  a re  n o t  o b l i g a t e d  t o  
buy. A s u p p l i e r ' s  base p e r i o d  customers can,shop around i n  spo t  markets  f o r  



cheaper suppl ies, l eav ing  .a h igher -pr iced supp l i e r  w i t h  a  product  surplus. A 
r e f i n e r  who responds b y  producing less, can meet a l l  customers' needs a t  t h e  
r e f i n e r ' s  p r i c e .  Thus, t o  gauge accura te ly  t h e  a v a i l a b i l i t y  o f  supply, a  more 
accurate measure than t h a t  prov ided by  the a l l o c a t i o n  f r a c t i o n  should be found. 

An a d d i t i o n a l  d i f f i c u l t y  i n  r e l y i n g  on a  s u p p l i e r ' s  a l l o c a t i o n  f r a c t i o n  as a  
measure o f  supply i s  the  f a c t  t h a t  i t  can be manipulated by  r e f i n e r s .  

A1 l o c a t i o n  F r a c t i o n  = 
. . A l l ocab le  Supply 

Base Per iod Ob l i ga t i ons  

Because the  numerator i s  a l l o c a b l e  supply, i t  i s  possib le,  given a  l e v e l  o f  
base pe r iod  ob l i ga t i ons ,  f o r  a  r e f i n e r  t o  reduce h i s  a l lowable supply t o  the 
p o i n t  where t h e  a l l o c a t i o n  f r a c t i o n  i s  j u s t  below any th resho ld  l eve l .  
Whether a l l  o r  some r e f i n e r s  would manipulate the a l l o c a t i o n  f r a c t i o n  i n  t h i s  
way i s  unknown. But t o  use the  f r a c t i o n  t o  determine whether p o t e n t i a l ,  new 
s t a t i o n s ,  which cou ld  r i v a l  r e f i n e r  owned s ta t i ons ,  w i l l  r ece i ve  supply, s e t s  
i n  motion fo rces  which cou ld  have t h i s  e f fec t .  I t  i s  f a i r  t o  assume, however, 
t h a t  any d i s c r e t i o n  a v a i l a b l e  t o  achieve a  compet i t i ve  advantage w i l l  be so 
used. 

I t can a l s o  be shown t h a t  an a l l o c a t i o n  f r a c t i o n  greater  than one does n o t  
necessa r i l y  i n d i c a t e  t h a t  supp l ies  are adequate t o  support new s t a t i o n  assign- 
ments. An a l l o c a t i o n  f r a c t i o n  greater  than one means t h a t  a l l o c a b l e  supply i s  
greater  than the  base pe r iod  use. But the h i s t o r i c a l  base pe r iod  use by  which 
t h e  f r a c t i o n  i s  c a l c u l a t e d  i s  n o t  equ iva len t  t o  t h e  cu r ren t  demand f o r  gaso- 
l i n e .  I t  i s  poss ib le  t h a t  cu r ren t  demand, i n  a  region,  o r  throughout the  
country, can exceed t h e  base pe r iod  volume. I n  such a  s i t u a t i o n ,  an a l l oca -  
t i o n  f r a c t i o n  greater  than onc would mask thc  f a c t  t h a t  ac tua l  q u a n t i t y  demand 
exceeds the  a l l o c a b l e  supply and, as a  r e s u l t ,  there  i s  a  shortage o f  gasol ine.  

I n  a d d i t i o n  t o  the  th resho ld  l e v e l  of the a l l o c a t i o n  f r a c t i o n ,  t he  proposal 
would r e q u i r e  approval o f  t he  new s t a t i o n f  s  would-be re f i ne r - supp l  i e r  (pr ime 

I 
s u p p l i e r )  before the s t a t i o n  would be granted supply. A t  present,  o n l y  the 
who lesa ler -supp l ie r ' s  w i l l i n g n e s s  t o  s e l l  i s  requ i red .  This.new requirement 
r a i s e s  an a d d i t i o n a l  o p p o r t u n i t y . f o r  the r e f i n e r  t o  i n f l uence  the  outcome t o  
t h e  p o t e n t i a l  de t r iment  o f  competi t ion. Th is  cou ld  occur, f o r  example, if t h e  
r e f i n e r  owns o r  operates r e t a i l  s t a t i o n s  andr, thus, has an i n t e r e s t  i n  l i m i t -  
i n g  the  nurrber o f  h i s  r i v a l s .  I f  he does, he,can be u n w i l l i n g  t o  supply 
others, then.expand h imse l f  o r  do both. It i s  u n l i k e l y ,  however, t h a t  t h i s  
p r o v i s i o n  can be used t o  harm competi t ion. I n  .order  t o  harm competi t ion, i t  
would need t o  be shown t h a t  w i t h i n  the re levan t  geographic market, r e f i n e r s  
can r a i s e  t h e i r  r e t a i l  p r i c e  w h i l e  bar . r ing en t ry .  No evidence e x i s t s  t o  show 
t h a t  r e f i n e r s  can e x e r t  such economic power.32 

. . 

32 This  i s  t he  conclus ion reached by Drs. J.B. Delany and R.N. F e n i l i  o f  
the'DOE i n  t h e i r  r e p o r t  The State o f  Competi t ion i n  Gasoline Marketing: 
The Ef%fec ts  o f  Ref iner  Operations a t  R e t a i l ,  May, 1980. 



(2 )  P rov i s ion  t o  P r o t e c t  Competi tors 

An a d d i t i o n a l  proposal would prevent  f i r m s  from ob ta in ing  gaso l ine  a l l o c a t i o n s  
f o r  new s t a t i o n s  i f  e x i s t i n g  s t a t i o n s  cou ld  demonstrate t h a t  the opening o f  a  
new s t a t i o n  would harm e x i s t i n g  competi tors. Such a  r u l e  would fu r the r  t h e  
o b j e c t i v e  o f  t h e  EPAA t o  assure the  compet i t i ve  v i a b i l i t y  o f  each segment of 
t h e  petroleum market ing i n d u s t r y  b u t  f r u s t r a t e  i t s  o b j e c t i v e  t o  p r o t e c t  and 
promote compet i t ion.  I f  the  goal o f  t he  ERA i s  t o  promote the  greates t  pro- 
duc t ion  o f  gaso l ine  cons i s ten t  w i t h  e f f i c i e n t  dep le t i on  o f  crude o i l ,  a t  t he  
lowest poss ib le  p r i ce ,  i t  i s ' h i g h l y  probable t h a t  such a  r u l e  would undermine 
t h e  goal. Th is  i s  because the  r u l e  would a l l ow  e x i s t i n g  r e t a i l e r s  t o  b lock 
e n t r y  of more e f f i c i e n t  s t a t i o n s .  One would want t o  b lock e n t r y  of new s t a -  
t i o n s ,  o n l y  if i t  seemed l i k e l y  t h a t  once i n  t he  market t h e  en t ran ts  cou ld  
d r i v e  e x i s t i n g  r i v a l s  out ,  r a i s e  p r i c e  and n o t  induce new ent ry .  Given the 
l a rge  n u d e r  o f  r e t a i l e r s  and the  low b a r r i e r s  t o  e n t r y  i n  t h i s  segment o f  t h e  
petroleum indus t ry ,  t h i s  i s  a  h i g h l y  u n l i k e l y  outcome. I t  seems more l i k e l y  
t h a t  by impeding new entry ,  through t h i s  proposed ERA r u l e ,  e x i s t i n g  f i r m s  
would be able t o  b lock the development o f  more e f f i c i e n t  s t a t i o n s  and, hence, 
t h e  prospect o f  lower p r ices .  

On t h e  other  hand, i t  cou ld  be d i f f i c u l t  f o r  a compet i tor  t o  show s p e c i f i c a l l y  
t h a t  a  new or  increased a l l o c a t i o n  would s i g n i f i c a n t l y  impa i r  i t s  v i a b i l i t y .  
Thus, i t  i s  n o t  c lea r  t h a t  t h i s  proposed r u l e  would, i n  f a c t ,  block new e n t r y  
i n t o  a  market. Furthermore, i n  10 CFR Sect ion 211.12(e)4, there  a l ready 
e x i s t s  a  p r o v i s i o n  under which a d d i t i o n a l  volumes are n o t  supposed t o  be 
assigned on any bas i s  t h a t  would g i v e  a  new wholesale purchaser an u n f a i r  
advantage over e x i s t i n g  wholesale purchasers. The importance o f  t h i s  
p r o v i s i o n  was h i g h l i g h t e d  r e c e n t l y  i n  a  dec is ion  o f  D O E ' S  O f f i c e  o f  Hearings 
and Appeals, O e t t i n g e r ' s  Sunoco Service Sta t ion ,  Case No. BEA-0183, decided on 
A p r i l  4, 1980. The a p p l i c a t i o n  was re tu rned  t o  the  appropr ia te  reg iona l  
o f f i c e  f o r  f u r the r  cons idera t ion  of poss ib le  damage t o  t h e  v i a b i l i t y  o f  
compet i tors.  

I ( 3 )  Equal Treatment f o r  E x i s t i n g  S ta t i ons  and Ent ran ts  

The proposed m o d i f i c a t i o n s  t o  perrni t more 1 ibera ' l  adjustments f o r  e x i s t i n g  
s t a t i o n s  are in tended t o  e l im ina te  the  p r e f e r e n t i a l  t reatment c u r r e n t l y  g iven 
t o  new ent ran ts .  If a c u r r e n t  market p a r t i c i p a n t  o r  p o t e n t i a l  e n t r a n t  can 
meet the  t e s t s  posed i n  t h i s  rev i s ion ,  each has an equal oppor tun i t y  f o r  
inc reas ing  i t s  base pe r iod  en t i t lement .  This d i f f e r s  from the c u r r e n t  
p rov i s ion ,  i n  which.new en t ran ts  can rece i ve  base pe r iod  en t i t l emen ts  as 
"gas-and-gou-type operat ions,  b u t  a  cu r ren t  market p a r t i c i p a n t  cannot apply 
f o r  increased en t i t l emen ts  by  changing i t s  market ing p rac t i ces  t o  become a  
h i g h  volume, se l f -serve  r e t a i l  o u t l e t .  New demand i n  an area i s ,  therefore, 
met by  new entran.ts, r a t h e r  than an expansion i n  t h e  operat ions o f  c u r r e n t  
market p a r t i c i p a n t s .  

T h e o r e t i c a l l y ,  t he  proposed r e v i s i o n  and i t s  a1 t e r n a t i v e  encourage new market 
p r a c t i c e s  by o f f e r i n g  equal access t o  l i m i t e d  supp l ies  f o r  a1 1  p o t e n t i a l  and 
c u r r e n t  p a r t i c i p a n t s .  An unregulated market would show no preference t o  
c u r r e n t  versus p o t e n t i a l  entrants,  and the proposals attempt t o  mimic t h a t  
non -p re fe ren t i a l  t reatment.  I n  an unregulated market, however, p o t e n t i a l  
purchasers would deal d i r e c t l y  w i t h  s u p p l i e r s  f o r  gaso l ine  suppl ies.  Under 
the  A l l o c a t i o n  Program, p o t e n t i a l  purchasers must apply f o r  gasol ine a l l oca -  
t i o n s  through the  ERA. This may pose an extensive admin i s t ra t i ve  burden on 
t h e  ERA reg iona l  o f f i c e s ,  who would be respons ib le  f o r  processing the  appl ica-  

. t i o n s  f o r  upward adjustments. 
-48- 



Assuming a  g i ven  l e v e l  o f  a l l o c a b l e  supply,  an approval  o f  an a l l o c a t i o n  t o  a  
new s t a t i o n  o r  an inc reased  a l l o c a t i o n  t o  an e x i s t i n g  s t a t i o n  d i r e c t l y  reduces 
t he  supp ly  t o  e x i s t i n g  s t a t i o n s  which do n o t  apply  f o r  a d d i t i o n a l  a l l o c a -  
t i o n s .  As i l l u s t r a t e d  i n  E x h i b i t  11, t h e  supp ly  p i e  does n o t  increase;  i t  i s  
mere ly  carved d i f f e r e n t l y .  Consequently, a  s i d e  e f f e c t  of  e i t h e r  r u l e  would 
be t o  encourage r e t a i l e r s  t o  t ake  whatever a c t i o n s  a re  necessary t o  j u s t i f y  an 
increased a l l o c a t i o n .  Th is  would be a  reasonable response because i f  a  purch-  
aser takes no ac t ion ,  h i s  ac tua l  supply  w i l l  d e c l i n e  i f  any o t h e r  s t a t i o n  
supp l i ed  by h i s  suppl i e r s  reques ts  and ge ts  a d d i t i o n a l  a l l o c a t i o n s .  T h i s  
response, w h i l e  l o g i c a l ,  c o u l d  overwhelm ERA r e g i o n a l  o f f i c e s .  

A t  t h e  end o f  A p r i l ,  t h e  Depar tment .o f  Energy employed 134 persons i n  a l l  o f  
i t s  r e g i o n a l  o f f i ces .  The o f f i c e s  ranged i n  s i z e  f r om s i x  t o  21 employees. . 

i (See E x h i b i t  12) The t o t a l  back log of a p p l i c a t i o n s  has r i s e n  f r o m  9,007 a t  
t h e  end o f  February t o  9,'582 by  the  end o f  A p r i l .  Al though, as E x h i b i t  13 
i l l u s t r a t e s ,  t h e  a p p l i c a t i o n s  have been processed a t  an i n c r e a s i n g  r a t e  i n  t h e  
pas t  t h ree  months, t he  back log  con t inues  t o  grow. Based on t h i s  three-month 
sample, t h e  average p rocess ing  t ime  per  a p p l i c a t i o n  i s  6.6 hours. 

Given t h e  p rocess ing  t ime, and the  t o t a l  number o f  c u r r e n t  market p a r t i c i -  
pants, t h e  proposed r e v i s i o n  and i t s  a l t e r n a t i v e  c o u l d  pose an ex tens i ve  
a d m i n i s t r a t i v e  burden on t he  DOE r e g i o n a l  s t a f f s .  O r d i n a r i l y ,  n o  r e g u l a t i ' o n  
should be implemented o r  changed on t h e  b a s i s  o f  a d m i n i s t r a t i v e  burden. Yet, 
t he  p o t e n t i a l  a d m i n i s t r a t i v e  cos t s  should be understood b e f o r e  a c t i o n  i s  
taken. If o n l y  one pe rcen t  o f  t h e  c u r r e n t  r e t a i l  sa les  o u t l e t s  submi t ted  
a p p l i c a t i o n s  f o r  a d d i t i o n a l  en t i t l emen ts ,  an a d d i t i o n a l  16,500 man hours  of 
work would be r e q u i r e d  t o  process them. (See E x h i b i t  14) Assuming t h a t  no 
appl i c a t i o n  should t ake  more than t h ree  months t o  process, .an a d d i t i o n a l  34 
employees, o r  a  2 5  pe rcen t  increase i n  s t a f f ,  would be r e q u i r e d  t o  process t h e  
a p p l i c a t i o n s .  

If a p p l i c a t i o n s  f o r  adjustments a re  rece i ved  f o r  o n l y  a  sma l l  f r a c t i o n  o f  t h e  
e x i s t i n g  r e t a i l  o u t l e t s ,  a  s u b s t a n t i a l  a d m i n i s t r a t i v e  burden w i l l  be p laced  
upon t h e  ERA. However, t h e  adopt ion of f i x e d  a l l o c a t i o n  f r a c t i o n  requ i rements  

i f o r  appl i c a t i o n s  f o r  new assignments would au tomat ica l  1  y  reduce t h i s  work l o a d  
u n i t  w i t h o u t  t h e  need f o r  ex tens i ve  a d m i n i s t r a t i v e  review. 



. .. 
I . 

DISTRIBUTION OF LIMITED GASOLINE SUPPLIES EXHIBIT 11 

Al loca t i on  Ent i t lement  
Suppl i e r ' s  Supply Ob l i  a t i o n  
Suppl i e r ' s  Net A11ocab?e Supply 
A l l oca t i on  Frac t ton  . , 
Volume Rece tved 

case I: Reta i l e r s  A and B have equal 
a l locat ions,  x, and share equal ly i n  
ava i lab le  supply, 2X. 

Case 11: Re ta i l e r  B obtains 50 per- 
cent increase t n  a l l oca t i on  e n t i t l e -  
ment. Re ta i l e r  A does not apply f o r  . .. .. , 

revised a l locat ion .  Since supply i s  ' ' 

assumed f i red,  suppl ier  can meet 
on l y  8/10 of each r e t a i l e r ' s  needs. 
Re ta i l e r  A  receives .ax, Re ta i l e r  B 
receives 1.2~. 

A l l oca t i on  Ent i t lement  
Suppl i e r ' s  Supply Ob l i  a t i on  
k p p l  i e r ' s  Net A1 locabfe Supply 
A l l oca t i on  Frac t ion  
Volume Received 

A l l oca t i on  Ent i t lement  
Suppl l e t ' s  Suppl Obl i a t i on  
Qpp l i e r l s  Net ~ i l o c * f e  h p p l y  
A l l oca t i on  Frac t ion  
Vo 1  ume Rece ived 

Re ta i l e r  A  Re ta i l e r  B 

Reta i l e r  A  Re ta i l e r  B 

Reta i l e r  A Re ta i l e r  B 

x + .Sx x  + .Sx 
3x 3x 
2x 2x 
2 /3  
X 

2 /3  
X 

Case 111: Re ta i l e r  A  also obtains 
50 percent increase i n  a l l oca t i on  
ent i t lement.  Since supply i s  f ixed, 
suppl t e r  meets on l y  2/3 of'each 
r e t a i l e r ' s  needs. However, Re ta i l e r  
A  and B once more share ava i lab le  
supply equal ly.  
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To t  a 1 

DEPARTMNT OF ENERGY 
ECONOMIC REGULATORY ADMINISTRATION 
REGIONAL OFF1 CE PERSONNEL WORKLOAD 

: Personnel 
( ~ e m p o r a r ~  and ~ d r m a n e n t )  

Case Backlog 
as of  

A p r i l  30, 1980 



ESTIMATED TIME TO COWLETE 
ALLOCATION ASSIGNMENT APPLICATIONS~ 

EXHIBIT 13 

February  March Apr i 1 

T o t a l  Cases Received 3,789 3,294 4,238 
T o t a l  Cases Closed 2,830 3,024 3,956 
T o t a l  Cases i n  Progress  9,007 9,277 9,582 

(Back log)  

T o t a l  Man-Hnurs Per Mon.th AverageHourS 
n r e e - m o n t h  Average o t  Cases comple ted  Per  Case 

6.6 hours  pe r  case 

Based on DOE r e p o r t s  f r o m  r e g i o n a l  o f f  i c e s  a t  t h e  end of February,  March, 
and Apr , i  1, 1980. 



EXHIBIT 14 

DEPARTMENT OF ENERGY'S INCREASED WORKLOAD RELATED TO 
IWLEMENTING NE.W CRITERIA FOR ADJUSTMENTS TO EXISTING 

ALLOCATION ENT ITLEENTS 

A d d i t i o n a l  Personnel 
Requirements t o  

F r a c t i o n  of  T o t a l  A p p l i c a t i o n s  A d d i t i o n a l  Complete Appl i c a t i o n s  
O u t l e t s  App ly i  nq  Received 1 Man hours o f  work 2 i n  Three Months 3 

T o t a l  A p p l i c a t i o n s  Received = f r a c t i o n  o f  s t a t i o n s  app ly ing  x 250,000, t h e  
t o t a l  ,est imated number o f  gaso l ine  r e t a i l  o u t l e t s .  Es t imate  i s  based on 
The Sta te  o f  Compet i t ion i n  Gasol ine Market ing. P a r t  I, O f f i c e  o f  
t o m p e t i t i o n ,  The Department o f  Energy, May 1980, Appendix 0 ,  p. 1. 

2 See E x h i b i t  13 f o r  c a l c u l a t i o n  o f  average hdurs per  case. 

Assumes a 160-hour man-month. 



4 .  E l  im ina te  P rov i s ions  P e r m i t t i n g  I n t e r i m  Suppl i es  and Adjustments 

a. Summary and Purpose o f  t h e  Proposed Rev is ion  

The Department i s  p ropos ing  t o  e l i m i n a t e  r e g u l a t i o n s  which p e r m i t  a wholesale 
purchaser - rese l l  er,  i .e., a m i  d - l eve l  marketer, t o  extend suppl i e s  of gas01 i n e  
t o  new out lets, ,  pending t h e i r  c e r t i f i c a t i o n  by t h e  ~ e p a r t m e n t  . 33  

The proposal  would be implemented i n  one o f  th ree  ways: I 
a App l i cab le  t o  a l l  i n t e r i m  supply arrangements i n  ex i s tence  a t  t h e  

t ime  o f  t h e  f i n a l  r u l e ;  

a Appl i c a b l e  o n l y  . to  i n t e r i m  supply arrangements i n i t i a t e d  a f t e r  t h e  
da te  of t he  f i n a l  r u l e ;  o r  

a App l i cab le  o ~ , l l y  Lo I n r e r i m  supp ly  arrangements t h a t  begin a f t e r  
t h e  date o f  the  proposal .  

Under t h e  proposed Gu ide l i ne  rev i s ions ,  t h e  Department expects many app l ica-  
t i o n s  f o r  new assignments w i l l  be denied. However, u n d e r c u r r e n t  i n t e r i m  
supp ly  and c e r t i f i c a t i o n  p rov i s ions ,  many of t h e  app l j can ts  cou ld  o b t a i n  
temporary a l l o c a t i o n  assignments pending the  Department's f i n a l  ac t i on .  By 
e l i m i n a t i n g  t h e  i n t e r i m  supply and c e r t i f i c a t i o n  p rov i s ion ,  t h e  E R A  in tends  t o  
p revent  these temporary a l l o c a t i o n s  which i t  intended i n i t i a l l y  o n l y  as a 
temporary measure. 

b. Ana lys i s  o f  the  Rev is ion  

When ERA updated t h e  base p e r i o d  fo r  t h e  f i r s t  t ime on March 1, 1979, t h e  
r e g i o n a l  o f f i c e s  were overwhelmed w i t h  a p p l i c a t i o n s  f o r  new assignments and 
upward c e r t i f i c a t i o n s .  I n  o rder  t o  a l l o w  purchasers t o  beg in  business o r  
expand opera t ions  w i t h o u t  months of i ldminislr.dl; ive delay, ERA issued a r u l e  
g r a n t i n g  i n t e r i m  suppl i e s  and adjustments t o  appl i c a n b ,  whlle t h e i r  appl i ca-  
t i o n s  were being processed. 

T h i s  r u l e  was in tended t o  supplement r a t h e r  than supplant  t h e  p r o \ l l s i o n s  o f  
Pa r t ' 205 ,  Subpart C governing tempnrary assignments. The i n te ra im  assignment 
procedures pe rm i t  r e s e l l e r s  automat ic  upward adjustments upon f i l i n g  of t h e  
a p p l i c a t i o n  and are  c o n s i s t e n t  w i t h  the  e x i s t i n g  presumption i n  f avo r  o f  
g r a n t i n g  assignments fo r  new s ta t i ons .  

The proposed r u l e  change would e l  im ina te  the  i n t e r  im assignment p r o v i s i o n  and 
r e l i e v e  s u p p l i e r s  o f  an i n t e r i m  a l l o c a t i o n  o b l i g a t i o n  i n  such cases. This  
change i s  based i n  p a r t  on an assumption t h a t  t h e  proposed amendments t o  t h e  
g u i d e l i n e s  f o r  assignments t o  new o u t l e t s  and adjustments t o  e x i s t i n g  o u t l e t s  
(Sec t i on  3 o f  t h i s  ana lys i s )  w i l l  r e s u l t  i n  l i m i t i n g  a l l o c a t i o n  o b l i g a t i o n s  t o  
bona f i d e  new s t a t i o n  opera t ions  and may thereby serve  t o  reduce the  number of 
new s t a t i o n  app l i ca t i ons .  Although t h e  wording o f  t h e  r e v i s e d  gu ide l i nes  

3 3  NOPR, Sect ion 111. C .  



would seem t o  i n d i c a t e  t h a t  a  drop i n  such approved a p p l i c a t i o n s  wou1.d occur, 
no s i g n i f i c a n t  ana lys i s  has been undertaken t o  e s t a b l i s h  t h a t  fewer approvals 
would r e s u l t .  I f  t h e  volume o f  gaso l i ne  assigned b y  f i n a l  ERA order  under t h e  
proposed r u l e  remains a t  the same l e v e l  as the volume assigned under the  
c u r r e n t  r u l e ,  a  case cou ld  be made f o r  t h e  cont inued approval o f  i n t e r i m  
supp ly  ass i gnmen t s. 

.Such a  f i nd ing ,  however, would not,  i n  and o f  i t s e l f ,  j u s t i f y  t h e  cont inued 
a v a i l a b i l i t y  of  i n t e r i m  supp ly  assignments. According t o  DOE o f f i c i a l s ,  DOE 

' 

r e g i o n a l  o f f i ces  r e p o r t e d  a  combined backlog o f  approximate ly  9,582 cases a t  
t h e  end o f  A p r i l ,  1980. The c u r r e n t  i n t e r i m  supp ly  .assignments - g e n e r a l l y  
a p p l i e d  i n  f a v o r  o f  t h e  a p p l i c a n t  - c o n t r i b u t e  t o  t h e  backlog i n  two ways. 
F i r s t ,  the i n t e r i m  r u l e  may encourage app l i ca t i ons ,  s ince  a p p l i c a t i o n s  normal- 
l y  a re  subjected t o  minimal i n i t i a l  rev iew and g e n e r a l l y  r e s u l t  i n  i n t e r i m  
supp ly  assignments pending approval o r  den ia l  o f  the  app l i ca t i ons .  Second, 
t h e  c u r r e n t  i n t e r i m  r u l e  may c o n t r i b u t e  t o  de lay  w i t h i n  t h e  a p p l i c a t i o n  
process. Under c u r r e n t  DOE r u l e s ,  when a  purchaser, o r  s u p p l i e r  on beha l f  o f  
a  purchaser, appl i e s  f o r  an assignment, t he  wholesale purchaser-resel  l e r  "may, 
on an i n t e r i m  basis ,  i nc lude  such volumes i n  i t s  base-period use as a  tempo- 
r a r y  adjustment and may upward c e r t i f y  such volumes t o  i t s  s u p p l i e r  . . 1134 

o r  t h e  supp l i e r  and t h e  purchaser may s e t t l e  on an "agreed-upon volume."j5 
' 

I n  any event, t he  a p p l i c a n t  g e n e r a l l y  rece i ves  an i n t e r i m  assignment f o r  a l l  
o r  most o f  t h e  app l i ed - fo r  product  upon f i l i n g  t h e  a p p l i c a t i o n .  The f i n a l  
a c t i o n  on the a p p l i c a t i o n  u s u a l l y  serves e i t h e r  t o  make permanent t he  e x i s t i n g  
assignment, reduce t h e  assignment, o r . e l i m i n a t e  t h e  e x i s t i n g  assignment 
completely.  Accordingly ,  t he re  may be an i n c e n t i v e  f o r  t he  a p p l i c a n t  t o  
cont inue t h e  i n t e r i m  assignment as l ong  as poss ib le ,  and t o  postpone t h e  da te  

' 

o f  t he  f i n a l  decis ion;  e s p e c i a l l y  I f  the  assignment has beer1 rnade d u r i n g  a 
shortage. Although ERA g e n e r a l l y  r e q u i r e s  t h a t  i n t e r i m  assignments i n  excess 
o f  amounts u l t i m a t e l y  awarded be sub t rac ted  from f u t u r e  a1 l oca t i ons ,  t i m i n g  i s  
c r i t i c a l .  C lea r l y ,  access t o  p roduct  du r ing  a  shor tage i s  a  much more valua- 
b l e  " r i g h t H  than access when supp l i es  are  r e l a t i v e l y  ample and su rp lus  product  
can be purchased on t h e  spot  market. No a v a i l a b l e  ana lys i s  has been under- 
taken t o  examine the  connect ion between the  backlog o f  r e g i o n a l  o f f i c e  appl i- 
c a t i o n s  and t h e  i n t e r i m  r u l e  mechanism; however, i t  i s  apparent by  t h e  terms 
o f  t he  procedure tha t ,  t o  some degree, such backlogs may be encouraged. I f  
t h e  c u r r e n t  backlog i n  r e g i o n a l  o f f i c e  a p p l i c a t i o n s  i s  due t o  a  l a r g e  e x t e n t  
t o  meri  t l e s s  a1 l o c a t i o n  app l i ca t i ons ,  an increase i n  the  p r o p o r t i o n  o f  approv- 
ed a p p l i c d t i o n s  cou ld  serve as a  s ign  o f  t h e  success o f  t h e  r u l e  change - 
provided t h a t  the change i n  the  r u l e  i s  f o l l owed  b y  a  drop i n  the  number o f  

. 

m e r i t l e s s  a p p l i c a t i o n s  f o r  new assignments and adjustments. 

34  Sect ion 21 1.105(a)(3)(1)  

35  Sect ion 21 1.105(a) ( 1 )  



DOE c i t e s  i n d i c a t i o n s  t h a t  the  i n t e r i m  supply p r o v i s i o n  may have been abused 
and may have r e s u l t e d  i n  l a r g e  volumes of gaso l ine  be ing  d i r e c t e d  t o  regions 
i n  which there  was no need f o r  a d d i t i o n a l  product  as t h e  pr imary reason f o r  
the  r u l e  change.36 The i n t e r i m  r u l e  on i t s  face  encourages "abuse," where 
l1abuse" i s  def ined as the assignment o f  supply t o  a  f i r m  which cannot j u s t i f y  
a  f i n a l  a l l o c a t i o n  order  f rom DOE. Furthermore, no oppor tun i t y  e x i s t s  f o r  t h e  
s u p p l i e r  t o  p a r t i c i p a t e  i n  the amount of the  i n t e r i m  assignment. The i n t e r -  
e s t s  o f  j u s t i c e  t o  both t h e  supp l i e r  and t h e  app l i can t  may bes t  be served by  a  
p r e l i m i n a r y  screening mechanism, a l l ow ing  a  f i r m  which makes a  pr ima f a c i e  -- 
case f o r  a d d i t i o n a l  supply t o  rece i ve  an i n t e r i m  a l l o c a t i o n .  However, g iven 
the  present  backlog o f  reg iona l  DOE of f ices,  the  proposed r u l e  may serve as an 
e f fec t i ve  mechanism f o r  reduc ing  the  case load of those o f f i ces  and prevent ing  
abuse o f  the c u r r e n t  i n t e r i m  supply r u l e .  

Whether o r  n o t  t he  i n t e r e s t s  of f a i r  and equ i tab le  supply d i s t r i b u t i o n  a re  met 
by t h i s  r u l e  change has n o t  been determined. However, i n  general,  a govern- 
mental agency should n o t  propose r u l e  changes s imply because e x i s t i n g  r u l e s  
e n t a i l  an a d m i n i s t r a t i v e  burden. Rather than proposing a  r u l e  change, the 
agency should determine whether ( a )  t h e  purpose f o r  which t h e  r e g u l a t i o n  was 
o r i g i n a l l y  implemented was i n v a l i d ,  and' the agency made a  mistake i n  imp1 e- 
menting t h e  regu la t i on ,  (b) t he  purpose has been i n v a l i d a t e d  by cond i t i ons  
changing over time, o r  ( c )  the a d m i n i s t r a t i v e  burden has been proven t o  be 
g rea te r  than t h e  b e n e f i t  t o  t he  aggrieved p a r t i e s .  

Rescinding the i n t e r i m  supply p r o v i s i o n  should n o t  discourage l e g i t i m a t e  
requests fo r  new assignments. 10 CFR 21 1.12(e) ( 2 ) ( i i i )  and t h e  "Guidel ines 
f o r  Eva lua t ion  o f  the  App l i ca t i ons  f o r  Assignments of  Suppl ier  and Base Per iod 
Use t o  New Gasol ine R e t a i l  Sales Out le tsM have c o n s i s t e n t l y  warned against  
making s u b s t a n t i a l  investments i n  new r e t a i l  o u t l e t s  u n t i l  formal  assignments 
o f  base pe r iod  volumes have been made. 

- 

36  NOPR, Sect ion 111. C .  



5. Amend Rules to  Allow Increased Refiner and Wholesale Marketer F lex ib i l i t y  

a. Summarv and Pur~ose  of the Pro~osed Revisions 

In t h i s  proposal, the Department intends to  provide more f l e x i b i l i t y  t o  
re f iners  and wholesale marketers t o  shif t  the i r  current ent i  tlements t o  gaso- 
l i n e  from some r e t a i l  ou t le t s  t o  others.37 Suppliers would be permitted t o  
supply their  exis t ing base period volumes among the i r  company-operated s ta -  
t ions i n  any way they choose so long as they do not increase the to t a l  volume 
supplied in the i r  company-owned out le t s .  Independents would re ta in  the i r  
r ight  to  receive product and could be assigned volumes from closed, previously 
independently operated, r e t a i l  out le ts .  This proposal would not take prece- 
dence over allocations transferred to  successors on the same s i t e .  

Current rules  a1 low firms to  reassign no more than 30 percent of any o u t l e t ' s  
assigned allocation among company-owned and operated s tat ions.  By relaxing 
r e s t r i c t ions  on suppl iers '  d is t r ibut ion patterns,  the' E R A  i s  seeking to  
increase the a b i l i t y  of marketers to  respond t o  changing business conditions. 
However, the ERA i s  a lso concerned that  t h i s  change may allow companies t o  
withdraw from a market, t o  the detrimen.t of consumers. T h u s ,  as an alterna- 
t i v e  the ERA i s  considering an amendment requiring companies t o  obtain E R A  
approval where the reassignment of an 'a1 location would s h i f t  product out of 
the immediate area of the closed out le t .  If implemented, the E R A  i s  seeking 
comments as t o  which defini t ion of geographic area would be most appropriate: 

a Standard Metropolitan S t a t i s t i c a l  Area (SMSA)., the same s t a t e ,  
county, or contiguous counties; 

a Economic Regulatory Administration ( E R A )  Regions; or 

a Petroleum Administration fo r  Defense Dis t r ic t  ( P A D ) .  

b. Analvsis of the Revision 

The purpose of the proposal is  to  allow ref iners  and wholesale gasoline 
marketers greater freedom t o  al locate  gasol ine suppl ies  and thereby t o  permit 
supply more eas i ly  to  follow demand. The f i r s t  change allows suppliers to. 
a1 locate gasol ine product to  company-owned and operated ou t l e t s  i n  any propor- 
t ion, regardless of the base-period volumes of the individual out le t s ,  so long 
as they "do not increase the to ta l  base period uses of the i r  company-owned and 
operated out lets  ."38 

Refiners and wholesalers would have a strong economic motive to  reassign prod- 
uct from company-owned and operated s t a t ions  in a low demand area, t o  those in 
an area where demand i s  high. If r e f ine r s  made allocation decisions on t h i s  
basis,  the theoretical competitive impact of the f i r s t  part  of thi.s r u l e  would 
be to  remove some of the competitive pressure from the independent ou t l e t  in 
low demand areas, a t  the expense of increased competitive pressure i n  the high 
demand areas. The ru le  would enable re f iners  and wholesalers to  respond to  
demand changes which have occurred since the base period. 

37 NOPR, Section 111. D .  

38 NOPR,  Section 111. D . .  
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However, i n  r e a l i t y ,  if s t r i c t  geographic l i m i t a t i o n s  are  p laced on r e f i n e r s '  
f l e x i b i l i t y ,  the  impact of t h i s  a b i l i t y  on o v e r a l l  supp ly  p a t t e r n s  may be . .  - . 
minimal.  According t o  The S ta te  of compe t i t i on  i n  Gasol ine ~ a r k e t i n ~ ;  P a r t  1, 
o n l y  a  smal l  percentage o f  r e t a i l  o u t l e t s  a re  owned and operated by major 
r e f i n e r s .  (See E x h i b i t  15) 

Approximate ly  t en  percent  o f  t h e '  122,823 s t a t i o n s  inc luded i n  Groups I - V I  I are  
company-owned and operated. The company s tores ,  as they a re  designated i n  
E x h i b i t  15, s e l l  l a r g e r  average volumes than the  lessee and open dealers,  
therefore,  more than t e n  percent  o f  gaso l i ne  volumes are  represented by  
company s,tores. Nevertheless, i f  t h e  r e f i n e r ' s  f l e x i b i l i t y  i s  l i m i t e d  b y  a  
smal l  geographic market area d e f i n i t i o n ,  such as SMSA, t h e  f l e x i b i l i t y  r u l e  
may n o t  a l l o w  product  t o  f l o w  t o  h ighe r  demand areas, as intended. 

The second p rov i s ion ,  which would a l l o w  g rea te r  supp ly  f l e x i b i l i t y ,  pe rm i t s  
r e f i n e r s  t o  r e a l  l o c a t e  gasol i n e  t o  independent o u t l e t s  w i t h i n  a  market area 
whenever an independent o u t l e t  w i t h i n  t h a t  area goes o u t  o f  business. Under 
c u r r e n t  regu la t i ons ,  when an o u t l e t  i n  a  p a r t i c u l a r  area goes o u t  o f  business, 
t h e  a d d i t i o n a l  volume o f  gasol i n e  must g e n e r a l l y  be  r e d i s t r i b u t e d ,  nat ionwide,  
among t h e  o ther  o u t l e t s  supp l i ed  by  t h a t  o u t l e t ' s  r e f i n e r .  The e f f e c t  o f  t h e  
c l o s i n g  i s  t o  reduce t h e  a v a i l a b i l i t y  o f  gaso l ine  w i t h i n  t h e  "market area." 
Under t h e  proposed r u l e ,  t h e  gaso l i ne  may be reassigned e x c l u s i v e l y  t o  o u t l e t s  
w i t h i n  t h a t  area, so t h a t  they may s e r v i c e  the  needs o f  t h e  customers who were 
p r e v i o u s l y  se rv i ced  b y  t h e  c losed o u t l e t .  Th is  p r o v i s i o n  p laces r e f i n e r s  i n  
t he  same p o s i t i o n  as r e s e l l e r s ,  who can c u r r e n t l y  keep supp l i es  a l l o c a t e d  f o r  
c l o s e d  o u t l e t s .  I t  may con f l  i c t  w i t h  t h e  downward c e r t i f i c a t i o n  p r o v i s i o n  
t h a t  i s  c u r r e n t l y  be ing  evaluated by  ERA. . 

Fo r  t h i s  p rov i s ion ,  DOE has n o t  y e t  de f i ned  "market area." Several areas have 
been suggested by  DOE: 

a Standard M e t r o p o l i t a n  S t a t i s t i c a l  Areas (SMSAs) a re  areas estab- 
Tished by the Bureau o t  t he  Census. These areas have been deter- 
mined t o  be major popu la t i on  centers  w i t h i n  t h e  Un i ted  States. 
Not a l l  p a r t s  o f  t he  Un i ted  States are  covered by  SMSAs;' these 
"market areas" wou I d  be de f i ned  by  count ies  o r  contiguous count ies.  
Non-SMSA areas a re  l a r g e l y  r u r a l  and sparse ly  populated. Much 
would depend on t h e  s i z e  o f  t h e  count ies  and sparseness o f  t h e  
popu la t i on  i n  d e f i n i n g  these market areas; 

a Petroleum Admin i s t ra t i on  f o r  Defense D i s t r i c t s  (PADDs) were. devel -  
oped d u r i n g  World War 11. They d i v i d e  the  Un i ted  Sta tes  i n t o  f i v e  
l a r g e  areas: rough ly  defined, those areas are  t h e  E a s t  Coast, t h e  
Midwest, t h e  Gulf Coast, the  Rocky Mountains, and the  West Coast. 

a Economic Regulatory Admin i s t ra t i on  (ERA) regions,  a1 so sometimes 
r e f e r r e d  t o  as Department o f  EnergyA(DOE 1 regions,  d i v i d e  the  ' 
coun t r y  i n t o  t e n  regions.  The .areas rough ly  correspond to: t h e  
general  reg ions  es tab l i shed  b y  the  federal  government. ~ i k e  
PADDs, t h e  ERA reg ions  have been es tab l i shed  p r i m a r i l y  f o r  admin- 
i s  t r a t i v e  purpose. 



E x h i b i t  I5 

- 
Company Stores ' 'I.essee Dealers Open Dealers 

Ref l ner Group 1972 1978 . ' ' 1972 1970 1972 ; . 1978 ' 

. . 
Group 1 . . 

Number 2,307 . 1,251 8 40',462 : 26.195 28.816 '18.290 
. 49.2 47.5 Avg. Monthly Volume 94.6 . .. 31.3. 8.2 16.3 ' . . 

. . 
Group 11. - . . 

Nuder  90 7 1.917 35.623 ' 18.176. 36.061 25.654 . - 
Avg. Monthly Vo111me 55.3. 01.4 . 2 5 . 4  40.6 9.6 . . 15.0 

Grotrp I I I 
Number 
Avg. Monthly Volume 

. GroupIY 
Number 
Avg. Monthly Volume 

Group V 
Nunher 
Avg. Monthly Volume 

G r o ~ ~ p  V I  
Nurrber 
Avg. Monthly Volume 

Group V I I  
llunher 
Avq. Monthly :Volume 

Tota l  Nurrher (Groups I-V11) 

Nole: Gasoline lmnth ly  volullw i n  thousands of  gallons. These data ' include a l l  out le ts  the r e f i n e r  
suppl ies d i rec t l y ,  both primary a11d secondary' locations. Nole. UI i s  page does not  include 
r e t a i l  out ' lels which earn less t11aa'SOX o f  revenues froln gasoline. This includes 07.000 
r e t a i l  ou l l e ts .  

Source: Data taken from Form EIA-151, a nationwide survey of  ref iner 's :of motor gasol:ine, published ii 
The State o f  Con~pet i t i c ~ n  i n  Gasal ir~e Mackeliny, Part 1.. O f f i ce ,o f  Co~npel i t io i~ ,  DOE, May 1900, 
Tahle ZA-6. p.  SU. 

Note: Group I: F xxon. Ao~oco. She1 1 Texaco Grosp V1:  err-MCG~;. Charter, Clark. 
Group I I: G t ~ l f ,  Mobil. Arco, Chevron Coastal Skates . 

Crn~rp 1 1  1 : 51111, S o l ~ i o l V .  I l l l ion P h i l l i p s  G~OIIJ V I  I : American Fetrof  ina. Tenneco; 
Gr~mp I V: Mara tlton,. 'Conuco. Ash.land. t i  tgo Crwn. Tota l  Petroleum, 

G r u ~ ~ p  V:  Gclty, Tosco. Cl~a~nplin, k ~ r r i d a - l l e s s  



, .  . . . 

De.fining a  market area i s  ext remely d i f f i c u l t .  A market area can be as smal l  
as an in terchange on an expressway, o r  as l a r g e  as a  m u l t i - s t a t e  region.  A l l  
proposed d e f i n i t i o n s  r e l y  upon geographic boundaries, although market areas 
are n o t  f . ixed i n  the same fashion.  I f  the  market d e f i n i t i o n  i s  t o o  s t r i c t ,  
then th'e proposal may n o t  a l . 1 0 ~  r e f i n e r s  and marketers t o  t rans fe r  product  
from low demand t o  h igh  demand areas.' However, a  broad d e f i n i t i o n  may n o t  
meet , the  i n t e n t  of t he  program, which i s  t o  spread the  e f fec ts  o f  a  shortage 
e q u i t a b l y  across economic and geographic sec tors  of the country .  

The proposed regu la t i ons ,  i f  abused, a1 low subs tan t i a l  room f o r  suppl i e r s  t o  
reward and punish independent o u t , l e t s - - p a r t i c u l a r l y  punish. 'Under the f i r s t  
proposed,'change, iiJhere supp l i e rs  may r e a l l o c a t e  gaso l ine  supp l ies  among t h e i r  
owned o u t l e t s ,  s u p p l i e r s  can increase the compet i t i ve  pressure on an, unpopular 
dealer,  o r  take t t ie  p'ressure o f f  a  favored one: Under t h e  second proposed 
change, r e f i n e r s  have the o p t i o n  t o  a l l o c a t e  product  f rom a  c losed independent 
o u t l e t  t o  o ther  independent o u t l e t s  i n  t h e  same market a rea- - i f  t h e  r e f i n e r  
cho.oses'to exerc ise  t h a t  op t ion .  

The ERA cannot ant . ic ipate the: e x t e n t  tn which t h e  f l ' e r i h i l  i t y  r u l e  may be 
abused. The c h i e f  bene f ' i t  t o  be gained from the p r o v i s i o n  i s  t h a t  r e f i n e r s  
can cl 'ose i n e f f i c i e n t  s t a t i o n s  i n  low demand areas and r e a l l o c a t e  t o  e f f i c i e n t  
s t a t i o n s  i.n h igh  demand areas, w i t h o u t  r i s k  o f  e i t h e r  the r e f i n e r ' s  s t a t i o n s  
los ing. .product  . The degree t o  which th i ' s  occurs depends on sever a1 f a c t o r s ,  
Snciuding the number o f  company-owned o u t l e t s  w i t h i n  any g iven market area and 
the  s t r i c t n e s s  o f  the  d e f i n i t i o n  of a  market area. 



6. Amend Regulat ions t o  A l low Separate A l l o c a t i o n  F rac t i ons  
f o r  Separate Brands 

a. Summary and Purpose of t he  Proposed Revisions 

The Department i s  proposing t o  g i v e  r e s e l l e r s  the d i s c r e t i o n  t o  main ta in  
un i fo rm a1 l o c a t i o n  f r a c t i o n s  o r  t o  have separate f r a c t i o n s  f o r  d i f f e r e n t  : 
brands o f  product.39 

. , 

Cur ren t ly ,  supp l i e rs  are requi red,  i n  general, t o  main ta in  un i fo rm a1,location 
f r a c t i o n s .  , The ~epar tmen t '  observed, however, t h a t  r e s e l l e r s  r e c e i v i n g  two o r  
more brands of gaso l ine  f rom d i f f e r e n t  supp l i e rs  may n o t  be ab le  t o  commingle ' ,  

the branded product  due t o  e i t h e r  t h e i r  supply con t rac ts  o r  s t a t e  branding 
laws. The proposed r e v i s i o n s  are  in tended t o  ease t h e  d i f f i c u l t i e s  fpced.by  *'' 

r e s e l l e r s  i n  such circumstances. 
. . 

Whi le t h e  proposal would increase a  r e s e l  l e r  I s  f l e x i b i l  i t y ,  t he  Department i s : .  
concerned t h a t  r e s e l l e r s  n o t ,  use t h e i r  d i s c r e t i o n  so as e i t h e r  t o  f a v o r  or? t o  ' .  

d i sc r im ina te  against  unbranded o u t l e t s ,  marketers, and consumers. According- 
l y ,  t he  Department i s  a l so  proposing t h a t  r e s e l l e r s  t h a t  ma in ta in  separate 
a1 l o c a t i o n  f r a c t i o n s  a lso  e s t a b l i s h  t h e i r  unbranded a1 l o c a t i o n  f r a c t i o n s  a t  no ' 
l ess  than the .lowest a l l o c a t i o n  f r a c t i o n  supp l ied  t o  any branded purchaser. 

b. Ana lys is  of t he  Revis ion 

The proposed DOE r e v i s i o n  deals w i t h  t h e  problem o f  t h e  jobber t h a t  rece ives  
product  from two o r  more r e f i n e r s ,  supp l ies  two o r  more d i f f e r e n t  branded out-  
lets; and i s  under a  con t rac tua l  o b l i g a t i o n  o r  s t a t e  branding law which . 
r equ i res  t h a t  branded gasol i n e  o u t l e t s  be supp l ied  w i t h  o n l y  t h a t  p a r t i c u l a r  . . 
brand o f  gasol ine. The r e v i s i o n  a l s o  addressed the  p r o b l e m t h a t  a  jobber . 
faces when i t  i s  placed on d i f f e r e n t  a l l o c a t i o n  f r a c t i o n s  by d i f f e r e n t  
r e f i n e r s ,  and faces a  DOE r e g u l a t i o n  r e q u i r i n g  a l l  t h e  o u t l e t s  supp l ied  by t h e  
jobber t o  be placed on a  un i fo rm a l l o c a t i o n  f r a c t i o n .  The p r a c t i c a l  e f f e c t  of 
t h e  r e g u l a t i o n  i s  t o  r e q u i r e  t h a t  a l l  o f  t h e  j obbe r ' s  o u t l e t s  be placed a t  t h e  
lowest a l l  c a t i o n  f r a c t i o n  t h a t  the jobber rece ives  from any o f  h i s  
r e f i n e r s .  48 

What, then, happens t o  t h e  r e s t  .of the  gasol i n e  which the  jobber receives? 
There are several  cu r ren t  opt ions:  

Return the  gaso l ine  t o  the  r e f i n e r .  Th is  op t i on  has the  e f f e c t  o f  
reducing the gaso l ine  supply i n  the  jobber 's  market area, s ince  
r e f i n e r s  are c u r r e n t l y  requ i red  t o  r e t u r n  t h i s  gasol ine t o  t h e  
"na t i ona l  poo l  ." However, i n  t imes o f  sho r t  gaso l i ne  supp l ies  i t  
i s  u n r e a l i s t i c  t o  assume t h a t  a l l  jobbers would w i l l i n g l y  r e t u r n  
product  f o r  which they have a  ready market. 

39 NOPR, Sect ion 11. E. 

40 The "Not ice o f  P u b l i c  Rulemaking" i nd i ca tes  t h a t  jobbers have a  second 
o p t i o n - - t o  o f f e r  "one brand o f  product  t o  r e t a i l  o u t l e t s  main ta in ing  a  
d i f f e r e n t  brand." I f  purch'asers can purchase a  second brand o f  prbduct '  ' " 

under s t a t e  branding laws ,or con t rac tua l  , re la t ' ionships,  . the cur ren t '  . . .  DOE . _ .  '. :.' : 
r e g u l a t i o n  . . ceases t o  be  a problem. ... . , . .  . 
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, D i s t r i b u t e  as ltsurplusll product.  DOE r e g u l a t i o n s d e f i n e  l'surplusll 
.product  as t h a t  .product  which remains- a v a i l a b l e  f o r  ' d i s t r i b u t i o n  
a f t e r  the  s u p p l i e r ' s  a l l o c a t i o n  f r a c t i o n  reaches 1.0, o r '  t ha t ,  

. p r o d u t t  which base pe r iod  ~ u r c h a s e r s '  have decl i ned  t o  purchase. 
Jobbers may d i s t r i b u t e  the  product.  

Ignore t h e  DOE regu la t i ons .  The jobber may p lace t h e  branded 
o u t l e t s  on a l l o c a t i o n  f r a c t i o n s  equal t o  those invoked by the 
respec t i ve  re f i ne rs .  Th is  v i o l a t e s  t h e  DOE requirement f o r  
uni form a l l o c a t i o n  f rac t i ons .  

I n  shor t ,  the jobber i s  faced w i t h  an u n a t t r a c t i v e  s e t  of op t ions  f o r  dea l i ng  
w i t h  suppl i es  which remain a f te r  gaso l ine  i s  de l  i ve red  a t  the  minimum a l loca-  
t i o n  f r a c t i o n .  . 

Under t h e  rev i sed  ru les ,  t h e  jobber may p lace branded o u t l e t s  on separate 
a1 l o c a t i o n  f r a c t i o n s  whenever the j obbe r ' s  s u p p l i e r s  invoke separate 
f r a c t i o n s ,  prov ided t h a t  unbranded o u t l e t s  rece i ve  no l e s s  than, t he  minimum 
a l l o c a t i o n  f r a c t i o n  supp l ied  t o  branded o u t l e t s .  Jobbers are  pe rm i t t ed  t o  
malneajn a l l o c a t i o n  f r a c t i o n s  d i f f e r e n t  f rom the  a l l o c a t i o n  f r a c t i o n s  of t h e  
respec t i ve  r e f  lners .  For  example, assume the f o l  lowing: 

Brand "A" Brand u ~ t l  Unbranded Unal loca ted  I 
R e t a i l  O u t l e t  R e t a i l  O u t l e t  R e t a i l  O u t l e t  Supply I 

Base Per iod  Vol ume 1,000 gal .  2,000 gal .  1,000 gal .  N A 

Re f i ne r  A1 l o c a t i o n  
Fr  ac t  i on 

Jobber A1 l o c a t i o n  F rac t i on  
Current  Regulat ions . $0 '90 . .90 - 100 gal .  

PropOSed Regulat ion ' .YU .95 .90 -0 - 

The jobber i n  t h e  above hypo the t i ca l  example sup 1  i es  th ree  o u t l e t s - -  two 
branded under d i f f e r e n t  brands, one unbranded. f h e  hypo the t i ca l  jobber  i s  
supp l i ed  by th ree  re f iners - -Ref iner  "A" ,  Ref iner "B" ,  and Refiner " C " .  The 
product  from Refiner "C" i s  used e x c l u s i v e l y  t o  supply the non-branded o u t l e t .  
I n  a  month when the  o u t l e t ' s  base per iods and r e f i n e r ' s  a l l o c a t i o n  f r a c t i o n s  
are  as o u t l i n e d  i n  t he  c h a r t  above, the jobber cou ld  a l l o c a t e  the  f u l l  900 
g a l l o n s  rece ived f rom r e f i n e r  "A"  t o  o u t l e t  "A", a1 l oca te  1,800 o f  t h e  2,000 
ga l l ons  rece ived f rom r e f i n e r  "B1' t o  o u t l e t  "B", and a l l o c a t e  the  800 ga l lons  
rece i ved  f rom r e f i n e r  "C1' p l u s  100 o f  t he  200 remain ing ga l l ons  f rom r e f i n e r  
l1BI1 t o  the unbranded o u t l e t s .  I n  t h i s  manner, the a l l o c a t i o n  f r a c t i o n s  f o r  
a l l  o u t l e t s  would be uniform, although t h e  jobber would be l e f t  w i t h  100 
g a l l o n s  o f  unal l oca ted  supply. 

The a l l o c a t i o n  f r a c t i o n s  invoked by t h e  r e f i n e r  are "separate," b u t  n o t  equal 
t o  the a l l o c a t i o n  f r a c t i o n s  imposed by the respec t i ve  r e f i n e r s .  A11 usurp lusu 
product  has been a l loca ted .  



Under the  proposed regulat ions ,  because fhe jobber a l locat ion f r a c t i o n s  need 
not be t h e  equivalent of those of t h e  respect ive  r e f i ne r s ,  t he  following 
s i t u a t i o n  could resul t: 

. . 
. . . . 

Brand "Au Brand "B" Unbranded Unal located 
Retail  Outlet  Retail  o u t l e t  Retail  Out le t  Supply 

Base Period Vol'ume 1,000 gal .  1,000 gal .  1,000 gal .  - 
Refiner A1 loca t i  on 

Fraction .70 
. .> 

,Jobber A1 location'  
' Fraction 

.60 1  .O .60 A1 t e rna t i ve  1 - 
Altern'ative 2 . . .  . , . .6 5 .9 .65 - 

In ~ l t e r n a t i v e  1, t h e  jobber has t rans fe r red  product t o  t h e  unbranded o u t l e t  
a t  the  expense of brand "A", despi te  t h e . f a c t  t ha t  brand "8" has a  higher 
a l locat ion f rac t ion .  Moreover, t he  jobber has adjusted the  r e f i ne r  a l loca t ion  
f rac t ion  downward, and applied t ha t  f r ac t i on  f o r  the purpose of determining 
t h e  minimum al locat ion f rac t ion  f o r  the  unbranded ou t l e t .  In Al ternat ive  2 ,  
t he  f r ac t i ons  of Brand " A "  and Brand "B" r e t a i l  o u t l e t s  have been reduced by 
.05 and .lo, respect ively ,  i n  order t o  increase the  product avai lable  t o  
unbranded r e t a i l  ou t l e t s .  Both act ions  a re  allowed under the  proposed rev i -  
sion.  

The f  lexibi  l i t y  t ha t  a  jobber gal115 under t h i s  proposed r u l e  w ' i l l  tlot t rans-  
l a t e  in to  more product f o r  a l l  r e t a i l  ou t l e t s .  Given a  f ixed supply, the 
jobber wi l l  move product as  i t  sees f i t .  This may not be t o  t h e  benef i t  of 
a l l  of h i s  customers. 

i 7. Eliminate t he  Program 

a. Summary of the  Revision 

An a l t e rna t i ve  t o  revis ing the  a l locat ion ru les  would be t o  remove them. 
Under the 'current regula tory program, the pr ice  of gasoline i s  control led and 
i t s  a l locat ion downstream from r e f ine r i e s  t o  r e t a i l  sa les  o u t l e t s  determined 
by the  E R A  regula t ions .  Thus, the quan t i ty  of gasoline supplied i s  d i s t r i -  
buted by government regulations.  This proposal would el iminate t he  regulat ion 
of d i s t r i bu t i on  and allow the  market t o  d i s t r i b u t e  the  quan t i ty  of gasoline 
supplied. Pr ice  controls  a re  assumed t o  remain i n  e f f ec t .  



b. Purpose o f  t h e  Revis ion 

Dur ing t h e  shortage o f  1979, t h e  c u r r e n t  r e g u l a t o r y  d i s t r i b u t i o n  ;f gaso l ine  
was unable t o  r e d i s  t r i b u t e  gas01 i n e  suppl i e s  q u i c k l y  enough from areas where 
excess supply was b u i l d i n g  t o  areas where excess demand, evidenced by l i n e s ,  
was growing. Dur ing  and a f t e r  the shortage, d i f f i c u l t i e s  arose over the 
p rov i s ions  o f  p r o v i d i n g  gaso l ine  t o  new s ta t i ons ,  and t h e  r e s u l t i n g  reduced 
supp l i es  t o  o ther  s t a t i o n s .  These d i f f i c u l t i e s  were accompanied by c o n f l i c t -  
i n g  c la ims about whether t h e  a l l o c a t i o n  regu la t i ons  increased o r  decreased 
compet i t ion.  Th is  proposed r e v i s i o n  i s  designed t o  improve e f f i c i e n c y  i n  the  
d i s t r i b u t i o n  o f  gaso l ine  du r ing  shortage and non-shortage per iods and t o  do so 
i n  a  manner which main ta ins  compet i t ion.  

Ana lys is  o f  the  Revis ion 

Dur ing the  1979 shortage, t he  s h i f t  i n  demand f o r  gaso l ine  f rom r u r a l  t o  urban 
areas was unant ic ipated,  and the a1 l o c a t i o n  program was unable t o  r e a l  l oca te  
gaso l i ne  supp l ies  q u i c k l y  enough t o  o f f se t  t h e  s h i f t  i n  demand. I n  o ther  
p a r t s  o f  t h i s  analys is ,  5 t  i s  demonstrated t h a t  the a l l o c a t i o n  program i s  
l i m i t e d  i n  i t s  a b i l i t y  t o  be more e f f i c i e n t  i n  t he  fu tu re ,  even i f  t h e  program 
i s  s u b s t a n t i a l l y  amended. This  i s  because in fo rmat ion  on the  change o f  demand. 
t r a v e l s  t o o  s low ly  through t h e  r e g u l a t o r y  system and cannot be expected t o  
improve s u b s t a n t i a l l y .  Without such information, t he  p rov i s ions  which a l l ow  
t h e  ERA f l e x i b i l i t y  i n  r e a l l o c a t i n g  suppl ies cannot work we l l .  The a d d i t i o n a l  
p r o v i s i o n s  which a l l ow  f o r  s tatewide f l e x i b i l i t y  are s i g n i f i c a n t l y  l i m i t e d  
because supply and demand s h i f t s  can be reg iona l ,  m u l t i - s t a t e  phenomena. The 
bes t  mechanism f o r  prompt f low o f  in format ion on demand i s  the market mechan- 
i sm through which r e f i n e r s ,  wholesalers, and r e t a i l e r s  in form each o ther  
d i r e c t l y  o f  t h e i r  needs. During any f u t u r e  shortage, the i n t e r a c t i o n  o f  these 
segments o f  the petroleum i n d u s t r y  would prov ide  the  qu ickes t  and most 
e f f i c i e n t  r e a l l o c a t i o n  o f  gaso l ine  if a  s h i f t  i n  demand occurred. 

Dur ing  per iods when no embargo of f o r e i g n  suppl ies ex i s t s ,  t he  market may be 
the  bes t  d i s t r i b u t i o n  mechanism even i f  p r i c e  c o n t r o l s  remain i n  e f f e c t .  Only 
i f  i t  cou ld  be demonstrated t h a t  b a r r i e r s  t o  e n t r y  e x i s t  i n  t he  market ing 
segment o f  the indus t ry ,  p a r t i c u l a r l y  i n  r e t a i l i n g ,  would government regu l  a- 
t i o n  be more d e s i r a b l e  than market d i s t r i b u t i o n .  Th is  has n o t  been demon- 
s t ra ted ,  and t o  the  cont rary ,  most data i n d i c a t e  t h a t  b a r r i e r s  t o  e n t r y  a re  
n e g l i g i b l e  i n  gaso l ine  marketing. 

I n  t he  absence of a l l o c a t i o n  o f  gasol ine, some r e t a i l e r s  may e x i t  t h e  market. 
Under p r i c e  cont ro ls ,  the q u a n t i t y  o f  gaso l ine  supp l ied  i s  l e s s  than the quan- 
t i t y  t h a t  would be supp l ied  i n  t he  absence o f  cont ro ls .  The a l l o c a t i o n  o f  t h e  
l e s s e r  amount o f  gaso l ine  supp l ied  w i l l  leave some s t a t i o n s  w i t h  lower 
supp l ies  and, perhaps, no supply. The reduc t i on  i n  t he  number o f  r i v a l s ,  
however, does n o t  mean a  reduc t i on  i n  compet i t ion.  The l a r g e  number of 
r e t a i l e r s  i n  the  r e l e v a n t  markets and the  a b i l i t y  o f  new r e t a i l  sales o u t l e t s  
t o  en te r  t h e  gaso l ine  r e t a i l  market, w i l l  prevent  the  d e t e r i o r a t i o n  o f  compe- 
t i t i o n .  I n  add i t ion ,  a  reduc t i on  i n  t he  number o f  market p a r t i c i p a n t s  does 
n o t  mean a  reduc t i on  i n  the q u a n t i t y  o f  gaso l ine  a v a i l a b l e  t o  consumers. The 
d i s t r i b u t i o n  o f  t h e  product,  n o t  the  q u a n t i t y  o f  t he  product, changes. The 
c o n t r o l  of d i s t r i b u t i o n  would r e v e r t  t o  the  i ndus t r y ,  w i t h  r e d i r e c t i o n  author- 
i t y  and s t a t e  set-as ide programs a v a i l a b l e  f o r  emergency s i t u a t i o n s .  



B. A l t e r n a t i v e s  t o  A l l e v i a t e  Temporary Regional  Gaso l ine  Shortages 

I n t r o d u c t i o n  and D e f i n i t i o n  o f  Problem 

I n  A p r i l ,  1979, r e g i o n s  o f  t h e  U n i t e d  S ta tes  began expe r i enc ing  gaso l i ne  
l i n e s .  Between A p r i l  and J u l y  the l i n e s  inc reased  i n  number and a f f ec ted  
many, b u t  n o t  a l l ,  r eg ions  o f  t h e  na t i on .  I n  response t o  these  l i n e s  and t o  
t he  u n c e r t a i n t y  o f  supp ly  o f  gaso l ine ,  t h e  d r i v i n g  p a t t e r n s  o f  Americans 
changed. Whereas Americans t r a d i t i o n a l l y  t ake  extended road  t r i p s  i n t o  o r  
through r u r a l  areas, they  s i g n i f i c a n t l y  reduced these t r i p s  i n  1979. Th is  
represen ted  a  s h i f t  i n  t h e  demand f o r  gaso l i ne  r e s u l t i n  i n  excess supp l i es  i n  
many r u r a l  areas and excess demand i n  many urban areas. $1 

The d i s t r i b u t i o n  of t he  supp ly  o f  gaso l i ne  d u r i n g  t h i s  p e r i o d  was c o n t r o l l e d  
b y  t h e  Department of Energy. Two major  p r o v i s i o n s  of t h e  DOE a l l o c a t i o n  regu- 
l a t i o n s  p rov ided  f l e x i b i l i t y  f o r  r e a l l o c a t i o n  o f  gaso l i ne  when s h i f t s  i n  
demand caused excess supply.  T h e . f i r s t  i s  t h e  s t a t e  se t -as ide  program. U n t i l .  
A p r i l ,  1979, t h i s  p r o v i s i o n  a l lowed each s t a t e  c o n t r o l  of  t h ree  percen t  o f  t h e  
f u e l  es t imated  by  p r ime s u p p l i e r s  f o r  d e l i v e r y  i n t o  t h e  s ta te .  A f t e r  A p r i l ,  
1979, t he  percentage f o r  gaso l i ne  was permanent ly r a i s e d  t o  f i v e  percent .  The 
program was designed t o  a l l o w  s t a t e s  t o  meet any hardsh ips  o r  s p e c i a l  needs 
t h a t  m igh t  a r i s e  d u r i n g  a  shortage. The s t a t e s  were au tho r i zed  t o  d i s t r i b u t e  
t h e  s t a t e  se t -as ide  t o  wholesale purchasers-consumers and end-users w i t h i n  t h e  
s t a t e s .  Du r i ng  A p r i l ,  the  r e g u l a t i o n s  were changed t o  enable s t a t e  energy 
o f f i c e s  a l s o  t o  make assignments f o r  r e t a i l  sa les  o u t l e t s  expe r i enc ing  hard- 
sh ips  o r  emergency supp l y  cond i t i ons .  R. S h r i v e r  Assoc ia tes eva lua ted  t he  
s t a t e  se t -as ide  program.and summarized t h e i r  f i n d i n g s  as f o l l o w s :  

I n  o rder  t o  summarize t h e  problems, procedures, and d i s t r i b u t i o n  o f  
t h e  s t a t e  set -as ide,  n i n e  s t a t e  a l l o c a t i o n  o f f i c e s  were con tac ted  
du r i ng  t h i s  eva lua t i on .  The s t a t e s  were se lec ted  a f t e r  i n s p e c t i o n  o f  
DOE da ta  on .gaso l ine  l i n e s ,  t o  r ep resen t  areas moderate ly  and severe- 
l y  a f f e c t e d  by  d i s t r i b u t i o n  d i f f i c u l t i e s .  The s t a t e  o f f i c e s  c a l l e d  
were those o f :  New York,. New Jersey, Pennsylvania,  Rhode I s l and ,  
Massachusetts, V i r g i n i a ,  Texas, and Washington. A v i s i t  t o  t h e  
Maryland S ta te  A l l o c a t i o n  O f f i c e  p rov ided  somewhat more d e t a i l e d  data. 

None o f  t he  n i n e  s t a t e s  was prepared f o r  t he  number o f  a p p l i c a t i o n s  
i t  rece ived .  I n i t i a l l y ,  most s t a t e s  had o n l y  one o r  two persons 
assigned t o  t he  a l l o c a t i o n  a c t i v i t y  and s t a f f  was increased t o ,  a t  
most, about 25 i n d i v i d u a l s  per  o f f i c e .  Requests f o r  a l l o c a t i o n s  
under the .  s t a t e  se t - as i de  program increased d ramat ica l  1  y  d u r i n g  t h e  
s h o r t  age. 

41 The appearance o f  queuing does n o t  n e c e s s a r i l y  mean t h a t  excess 
demand e x i s t s .  L ines  a re  n o t  n e c e s s a r i l y  supply-caused. They can 
r e s u l t  f r om p r i c e  d i s p a r i t i e s ,  i n v e n t o r y  management p rac t i ces ,  and 
demand psychology. The a1 l o c a t i o n  program i s  suppl y -o r i en ted  and, as 
such, i s  l i m i t e d  t o  address ing supply-imposed problems. 



The increase g e n e r a l l y  para1 l e l e d  the  i n t e n s i t y  o f  the  shortage. 
Where data were ava i l ab le ,  i t  appears t h a t  t h e  .number of appl i c a t i o n s  
more than doubled .from A p r i l  through Ju ly .  A p r i l  a p p l i c a t i o n s  were 
a l ready  cons ide rab l y  above the  l e v e l s  most s t a t e  o f f i ces  cou ld  e f f i -  
c i e n t l y  handle.42 

A  second p r o v i s i o n  grants  the  DOE a u t h o r i t y  t o  " r e d i r e c t u  gasol i n e  i n  response 
t o  imbalances. The r e d i r e c t i o n  a u t h o r i t y  p rov ided by Sect ion  211.14 of the  
a l l o c a t i o n  r e g u l a t i o n s  was designed t o  g i v e  t h e  DOE a d d i t i o n a l  f l e x i b i l i t y  
when, f o r  example, demand p a t t e r n s  change as they d i d  i n  1979. For  a  number 
o f  reasons t h i s  a u t h o r i t y  was used o n l y  s p a r i n g l y  du r ing  t h e  1979 shortage. 

When the  ERA ordered '20  gaso l ine  s u p p l i e r s  t o  r e d i r e c t  approximate ly  
one-ha l f  mi 1  l i o n  b a r r e l s  of gasol i n e  t o  four  a g r i c u l t u r a l  co-opera- 
t i v e s  i n  the midwest, the  order  was chal lenged i n  the  D i s t r i c t  Court 
i n  New York by  one o f  t h e  supp l ie rs .  An i n j u n c t i o n  resu l ted ,  and ERA 
made no f u r t h e r  at tempts t o  r e d i r e c t  product  us ing  t h i s  r u l e .  

The two mechanisms o f  t h e  a l l o c a t i o n  program designed t o  a l l e v i a t e  excess 
supp ly  and demand were n o t  responsive t o  s h i f t s  i n  demand which occurred i n  
t h e  surnner o f  1979. As a  r e s u l t ,  t h e  excess supply o f  gaso l i ne  i n  r u r a l  areas 
was n o t  r e a l l o c a t e d  t o  urban areas. Th i s  i n  t u r n  l e d  t o  excess demand i n  some 
urban areas, most d r a m a t i c a l l y  evidenced by  l ong  l i n e s  of m o t o r i s t s  a t  gaso- 
1  i n e  s t a t i o n s ,  which p e r s i s t e d  even though gasol i n e  was ava i l ab le .  Though 
a v a i l a b l e ,  r e a l l o c a t i o n  mechanisms were n o t  used e f f e c t i v e l y  t o  r e a l l o c a t e  
i t .  The remainder of t h i s  s e c t i o n  discusses f i v e  a l t e r n a t i v e s  which the  ERA 
has considered t o  improve the  responsiveness o f  t h e  a l l o c a t i o n  program du r ing  
any f u t u r e  d i s r u p t i o n  i n  the  supp ly  o f  gasol ine.  

1. Cont inue Re l iance on t h e  Sta te  Set-Aside P r o v i s i o n  I 
The s t a t e  se t -as ide  program faced a  ma jo r  cha l lenge i n  the  s p r i n g  and s u m e r  
o f  1979 when i t  was c a l l e d  upon t o  h e l p  b r i n g  r e l i e f  t o  l o c a l i z e d  supply 
d i s r u p t i o n s  as evidenced b y  long gaso l i ne  l i n e s .  The c r i s i s  brought  fo r , th  
many of t h e  problems of t h e  set-as ide program as i t  then ex i s ted .  These prob- 
lems inc luded:  

States were n o t  prepared fo r  t h e  a d m i n i s t r a t i v e  burden of t h e  
program. I n  many s ta tes ,  the se t -as ide  o f f i c e s  had been d i s s o l v e d  
o r  reduced i n  s ta f f  s ince the  1974 gaso l i ne  c r i s i s .  The tremen- 
dous volume of a p p l i c a t i o n s  rece i ved  was more than many of  t h e  
s t a f f s  cou ld  handle. 

42 E v a l u a t i o n  o f  t h e   s so line A1 1,ocation Program ( D r a f t  Report) ,  pp. 43, 
46, 48, an ana lys i s  o f  each s t a t e ' s  a c t i o n  can be found on pp. 43-48. 



o Inadequate s t a f f  t o  rev iew sha rp l y  increased .appl i c a t i o n s  f o r  
r e l i e f  i n  a  t i m e l y  manner c o n t r i b u t e d  t o  processing problems a t  
the s t a t e  l e v e l .  

a The r u l e s  changed. P r i o r  t o  A p r i l  19, 1979, t h e  volume o f  gaso- 
l i n e  a v a i l a b l e  f o r  amounts under the se t -as ide  was th ree  percent  
o f  pr ime s u p p l i e r ' s  es t imated d e l i v e r i e s  i n  a  month. A f t e r  
A p r i l  19, the  se t -as ide  l e v e l  f o r  gaso l ine  was permanently s e t  
a t  f i v e  percent  o f  pr ime s u p p l i e r ' s  es t imated d e l i v e r i e s  f o r  
consumption w i t h i n  the s ta te .  An a d d i t i o n a l  r u l e  change 
pe rm i t t ed  gaso l i ne  s t a t i o n s  t o  app ly  f o r  s t a t e  se t -as ide  gaso- 
l i n e .  The increase i n  se t -as ide  amount caused a  corresponding 
decrease i n  a v a i l a b l e  a l l o c a b l e  supply. Th i s  combinat ion 
brought  an increase i n  e l i g i b l e  r e c i p i e n t s  and increased t h e  
f l o w  of app l i ca t i ons ,  compounding the  o ther  problems. When the  
se t -as ide  was increased t o  f i v e  percent,  an a d d i t i o n a l  two per-  
cen t  o f  gaso l i ne  was removed f rom normal d i s t r i b u t i o n  channels. 

The major problems a l l  centered around the  shortage o f  resources necessary t o  
e f f e c t i v e l y  manage such a  wide rang ing  program. There were o ther  problems 
w i t h  the  system as w e l l ,  b u t  many o f  these a l s o  a re  1  inked t o  the resource 
problem. The procedure f o r  awarding set-as ide,  f o r  example, r e l i e d  h e a v i l y  on 
app l i ca t i ons .  Leaving as ide a l l  o the r  cons idera t ions ,  the  a b i l i t y  t o  app ly  
q u i c k l y  and conv inc ing l y  i n f l uenced  t h e  d i s t r i b u t i o n  o f  gaso l i ne  and d i d  n o t  
n e c e s s a r i l y  d i r e c t  gaso l ine  where l i n e s  were the  longest .  Under an assumption 
o f  p e r f e c t  i n fo rma t ion  t o  a l l  p o t e n t i a l  app l icants ,  t h i s  would n o t  be a  prob- 
lem. However, a t  l e a s t  du r ing  the e a r l y  p a r t s  o f  the  gaso l i ne  l i n e  problem, 
p o t e n t i a l  app l i can ts  were n o t  e n t i r e l y  aware of how t o  use t h e  se t -as ide  
program. I n  a d d i t i o n  t o  us ing  the a p p l i c a t i o n  process, each s t a t e  hdd the 
o p p o r t u n i t y  t o  d i r e c t  supp l ies  t o  c e r t a i n  areas which s u f f e r e d  extreme hard- 
sh ips such as long gaso l ine  l i n e s .  I f  adequate t ime e x i s t e d  t o  eva lua te  the  
s i t u a t i o n  i n  c e r t a i n  areas o f  t h e  s ta te ,  these areas cou ld  be helped w i t h o u t  
regard  t o  whether formal  a p p l i c a t i o n s  were f i l e d .  But, a1 though the  program 
a l lows f o r  d i s t r i b u t i o n  of t h e  se t -as ide  through means o ther  than by app l ica-  
t ions ,  s u f f i c i e n t  resources must be a v a i l a b l e  t o  h e l p  t h i s  mechanism a l l e v i a t e  
t h e  problems. 

As t h e  s t a t e  energy o f f i c e s  ga in  experience i n  responding t o  acute supply 
problems the  e f f e c t i v e n e s s  o f  t h e i r  programs w i l l  increase. Each s t a t e  has 
t h e  o p p o r t u n i t y  t o  use t h e  gaso l i ne  t o  meet i t s  own s p e c i a l i z e d  needs. For 
example, h i g h l y  a g r i c u l t u r a l  s t a t e s  w i t h  few urban problems might  d i r e c t  
supp l ies  t o  farmers who are  exper ienc ing  problems w h i l e  o ther  s ta tes  might  
d i r e c t  a  h ighe r  percentage t o  urban areas which have long l i n e s .  Some s t a t e s  
used r e g i o n a l  r e p o r t s  t o  l oca te  areas most i n  need of ass is tance.  A few 
s t a t e s  added a  degree o f  automation t o  t h e i r  programs which reduced some o f  
t h e i r  a d m i n i s t r a t i v e  burden. Most s ta tes ,  a t  l eas t ,  increased t h e  e f f i c i e n c y  
of t h e i r  programs f rom the experience gained, i f  f rom no th ing  e lse.  

Fu r the r  r e l i a n c e  on t h e  s t a t e  set-as ide depends s i g n i f i c a n t l y  on how much t h e  
a d m i n i s t r a t i o n  o f  the  program improves i n  the  f u t u r e .  Among the  quest ions  
t h a t  a r i s e  i n  t h i s  respec t  are: Wil.1 f ede ra l ,  s ta te ,  and l o c a l  o f f i c i a l s  
change the r u l e s  du r ing  a  shortage? W i l l  s t a f f s  and resources be adequate i n  
number t o  process and a c t  on a p p l i c a t i o n s  f o r  r e l i e f ?  W i l l  these s ta f fs  be 
p r o p e r l y  prepared t o  handle t h e i r  d u t i e s ?  W i l l  each s t a t e  program have objec-  
t i v e s  appropr ia te  t o  combat t he  shortage, or  w i l l  t oo  much emphasis be p laced 
on h e l p i n g  s p e c i f i c  c lasses o f  users? 



The 1979 exper ience w i t h  t h e  s t a t e  se t -as ide  program p robab l y  increased bo th  
t h e  f e d e r a l  and s t a t e  a b i l i t y  t o  use t he  program i n  t h e  fu tu re .  A d d i t i o n a l l y ,  
t h e  Department o f  Energy i s  c u r r e n t l y  under tak ing  severa l  p r o j e c t s  t o  improve 
t h e  a d m i n i s t r a t i o n  o f  each s t a t e ' s  se t -as ide  program. P r o j e c t s  i n c l u d e  the  
p r e p a r a t i o n  o f  a guidebook t o  a i d  i n  t h e  ope ra t i on  of t h e  program and t h e  
development of  a computer ized management i n f o r m a t i o n  system ( M I S )  t o  f a c i  1 i- 
t a t e  t h e  s tanda rd i za t i on  of procedures f o r  p rocess ing  app l i ca t i ons .  The M I S  
shou ld  g i v e  each energy o f f i c e  more t i m e  t o  eva lua te  b o t h  t he  need o f  each 
a p p l i c a n t ,  and t h e  i m p l i c a t i o n s  of d i s t r i b u t i n g  t h e  se t -as ide  i n  va r i ous  ways 
th roughout  the  s t a t e .  Knowledge gained f r om l a s t  y e a r ' s  exper iences has 
p r o b a b l y  been extended by  t h e  program's con t inued  use. Not o n l y  does s t a f f  
e x i s t  t o  adm in i s te r  t h e  program b u t  cont ingency p lans  have a l s o  p robab l y  been 
improved. E f f o r t s  a r e  a l s o  be ing  made t o  improve i n f o r m a t i o n  about t h e  loca-  
t i o n  and d i s t r i b u t i o n  o f  gaso l ine .  On May 16, 1980, t h e  ERA announced i t s  
i n t e n t  t o  e s t a b l i s h  a month l y  r e p o r t i n g  reqi i lvemenr for s t a t e  erler-yy u f  f i c e s  
p a r t i c i p a t i n g  i n  t he  se t -as ide  program. The new proposed fur.111 w i l l  s u l  ic5 t 
month ly  da ta  on t o t a l  volumes ava i l ab le ,  assigned, and released by s t a t e  
o f f i c e s  under t h e  program. On the  o t h e r  hand, some a t t r i t i o n  i n  s t a f f  must 
have occur red  s i nce  t h e  peak o f  i n t e r e s t  i n  t h e  program l a s t  sumner, and t h e  
resources available to  each s t a t e  s u r e l y  vary i r r  s i z e  as we1 1 as preparedness. 
S t i l l  t h e  exper ience ga ined by  personnel remaining, guidance f r om DOE and 
imp1 ementat ion o f  automated systems t o  reduce t he  manpower problem o f f e r s  an 
o p t i m i s t i c  fu tu re .  

The se t -as ide  program prod ides  a f l e x i b l e  c a p a b i l i t y  t o  respond t o  l o c a l i z e d  
hardsh ips  and spec ia l  needs as i d e n t i f i e d  by  l o c a l  o f f i c i a l s .  The program 
must s t i l l ,  however, be looked a t  as one p iece  of a l a r g e r  e f f o r t  t o  a l l e v i a t e  
problems. It cannot, however, always be respons ive  t o  supp l y  problems which 
c r o s s  s t a t e  boundaries. Over t ime, as p o p u l a t i o n  and demand s h i f t  among 
s t a t e s ,  n e t  r e d u c t i o n s  i n  demand and hence excess supply,  may n a t u r a l l y  occur .  
Where these s h i f t s  become s i g n i f i c a n t  t h e  base p e r i o d  a l l o c a t i o n  system w i l l  
t end  t o  d i s t o r t  supp ly  and demand r e l a t i o n s h i p s .  Whi le  the  s t a t e  se t -as ide  
p r o v i s i o n s  a v a i l a b l e  t o  t h e  s t a t e  energy o f f i c e s  can p l a y  a c r u c i a l  r o l e  i n  
responding t o  l o c a l  i z e d  d i s r u p t i o n s ,  these a u t h o r i t i e s  p robab ly  should be 
supplemented b y  a n a t i o n a l  c a p a b i l i t y  t o  a c t  t o  a l l e v i a t e  sho r t - t e rm  emergency 
c o n d i t i o n s .  

A l l o w  a d d i t i o n a l  g a s o l i n e  f o r  low volume s t a t i o n s  

The Department o f  Energy cons idered two a l t e r n a t i v e s  t h a t  would a l l o w  low 
volume s t a t i o n s  access t o  a d d i t i o n a l  gaso l ine .  I n  add i t i on ,  t h e  Department 
cons idered  a v e r s i o n  of each proposal  t h a t  would apply  them o n l y  t o  des ignated 
urban areas. These a l t e r n a t i v e s  have been r e j e c t e d  by t h e  Department, b u t  a r e  
presented here  f o r  i n f o r m a t i o n  purposes. 

I n  a l t e r n a t i v e  one, a new p r i o r i t y  c l a s s i f i c a t i o n  i s  c rea ted  f o r  r e t a i l  sa les  
o u t l e t s  t o  ensure t h a t  t he  f i r s t  20,000 g a l l o n s  o f  a r e t a i l e r ' s  month ly  a l l o -  
c a t i o n  would n o t  be reduced by t h e  a l l o c a t i o n  f r a c t i o n .  

A 1  t e r n a t i v e  two would inc rease  t h e  a1 l o c a t i o n  f r a c t i o n  f o r  r e t a i  1 s a l e s  ou t -  
l e t s  w i t h  base p e r i o d  volumes o f  l e s s  than an average 35,000 g a l l o n s  per  month. 



a. Purpose o f  the  Rev is ions  

These r e v i s i o n s  were cons idered  as a  means t o  a l - l e v i a t e  queuing' a t  gaso l i ne  
s t a t i o n s  due t o  inadequate supp l i es  a t  some r e t a i l  s t a t i o n s .  There i s  some 
evidence t h a t  du r i ng  l a s t  sumner's exper ience s t a t i o n s  w i t h  low base p e r i o d  
volumes, o f t e n  branded. independent dealers ,  s i g n i f i c a n t l y  reduced ope ra t i ng  
hours because o f  i n s u f f i c i e n t  supp l i es  t o  accommodate apparent increases i n  
demand. The reduced hours of these s t a t i o n s  may have c o n t r i b u t e d  t o  l i n e  
problems by concen t ra t i ng  purchases d u r i n g  t h e  t ime  low-volume s t a t i o n s  were 
open and by  i nc reas ing  purchases a t  high-volume s t a t i o n s  open i n  t h e  evenings 
and on t h e  weekends. T h i s  proposal  i s  based upon t h e  p r o p o s i t i o n  t h a t  
i nc reas ing  t h e  p r o p o r t i o n  o f  gaso l i ne  a l l o c a t e d  t o  low-volume s t a t i o n s  w i l l  
reduce gaso l i ne  l i nes .  

b. Summary o f  t h e  Proposed Rev is ions  

The f i r s t  a l t e r n a t i v e  contemplates a  new p r i o r i t y  c l a s s i f i c a t i o n .  (See E x h i b i t  
16.) The f i r s t  c l a s s i f i c a t i o n  would remain unchanged. A new second p r i o r i t y  
c l a s s i f i c a t i o n  would be c rea ted  f o r  r e t a i l  sa les  o u t l e t s  f o r  a  s p e c i f i e d  
volume, and t he  c u r r e n t  second p r i o r i t y  users  would become a  t h i r d  p r i o r i t y  
c l a s s i f i c a t i o n .  Under t h e  new c l a s s i f i c a t i o n ,  t h e  f i r s t  20,000 g a l l o n s  of a  
r e t a i l e r ' s  month ly  a l l o c a t i o n  would n o t  be s u b j e c t  t o  r e d u c t i o n  b y  t he  
s u p p l i e r ' s  a l l o c a t i o n  f r a c t i o n .  

I f  a  s u p p l i e r ' s  stock o f  gas01 i n e  cannot meet t h i s  second p r i o r i t y  o b l i g a t i o n ,  
t he  a v a i l a b l e  supp l i es  would be d i s t r i b u t e d  t o  r e t a i l  o u t l e t s  based on t h e i r  
r e l a t i v e  base p e r i o d  e n t i t l e m e n t ;  a  r e t a i l  o u t l e t  e n t i t l e d  t o  20,000 ga l l ons ,  
f o r  example, wnuld r e c e i v e  t w i c e  t he  a l l o c a t i o n  o f  a  s t a t i o n  e n t i t l e d  t o  
10,000 ga l lons .  A f t e r  s a t i s f y i n g  t h e  f i r s t  two p r i o r i t y  c lasses, s u p p l i e r s  
would d i s t r i b u t e  remain ing gaso l i ne  t o  o t h e r  customers, i n c l u d i n g  the  remain- 
i n g  p o r t i o n  o f  r e t a i l  o u t l e t  a l l o c a t i o n s ,  based on an a l l o c a t i o n  f r a c t i o n .  

The f o l  l ow ing  example compares t h e  c u r r e n t  a1 l o c a t i o n  mechanism t o  t he  propos- 
ed r e v i s i o n .  Assume a   supplier''^ month ly  a l l o c a b l e  supp ly  a f t e r  meet ing i t s  
s t a t e  se t -as ide  o b l i g a t i o n  i s  48,000 ga l l ons ,  and t h a t  the  s u p p l i e r  must 
supp ly  four  f i rms: 

F i r m  One i s  engaged i n  a g r i c u l t u r a l  p roduc t i on  w i t h  a  base p e r i o d  use 
o f  6,000 ga l  lons;  

F i rms  Two and Three a re  r e t a i l  sa les  o u t l e t s  w i t h  base p e r i o d  uses o f  
14,000 g a l l o n s  and 28,000 g a l l o n s  respec t i ve1  y; and 

F i r m  Four i s  a  commercial f i r m  w i t h  a  base p e r i o d  use o f  8,000 
ga l l ons .  

Under t h e  c u r r e n t  r e g u l a t i o n s ,  t h e  s u p p l i e r  f i r s t  supp l i es  F i r m  One, i t s  f i r s t  
p r i o r i t y  purchaser, w i t h  i t s  e n t i r e  a l l o c a t i o n  requi rement  o f  6,000 g a l l o n s .  



The s u p p l i e r  then .computes i t s  a l l o c a t i o n  f r a c t i o n  b y  d i v i d i n g  i t s  remain ing 
a l l o c a b l e  supply by i t s  supply o b l i g a t i o n s .  That i s :  

A l l o c a t i o n  F r a c t i o n  = a l l o c a b l e  ~ ~ P Q ! Y  
supply obligations 

. . 
= 48,000 g a l l o n s  - 6,000 ga l l ons  

14,000 g a l l o n s  + 28,000 g a l l o n s  + 8,000 g a l l o n s  

. . = 0.84 

The s u p p l i e r  then determines the  amount i t s  second p r i o r i t y  customers w i l l  
r ece i ve ,  by m u l t i p l y i n g  i t s  a l l o c a t i o n  f r a c t i o n  b y  the  base p e r i o d  use o f  each 
o f  those f i rms.  

F i r m  Iwo's  a l  l oca t i on  requirements = 0.84 (14,000 ga l l ons )  = 11,760 q a l l o n s  

F i r m  Three's  a1 l o c a t i o n  requi rements = .0.84 (2.8,000 g a l l o n s )  = 23,520 g a l l o n s  I 
F i r m  F o u r ' s  a l l o c a t i o n  requirements = 0.84 (8,000 g a l l o n s )  = 6,720. g a l l o n s  

Under t h e  proposed change, the  s u p p l i e r  would f i r s t  supp ly  F i r m  One w i t h  6,000 
ga l lons .  Fo r t y - two  thousand ga l l ons  would remain f o r  second p r i o r i t y  users. 
Under the  new second p r i o r i t y ,  the s u p p l i e r  would be r e q u i r e d  t o  supp ly  F i r m  
Two w i t h  14,000 ga l l ons  and .Firm Three w i t h  the  f i r s t  20,000 g a l l o n s  of i t s  
base p e r i o d  use. 

A f t e r  s a t i s f y i n g  i t s  second p r i o r i t y ,  t he  s u p p l i e r ' s  remain ing  supply would be 
8,000 g a l l o n s  (42,000 g a l l o n s  l e s s  34,000 g a l l o n s ) .  The remain ing supp ly  
o b l i g a t i o n s  would be t o  F i rms Three and Four w i t h  8,000 g a l l o n s  each. The 
s u p p l i e r  would compute an a l l o c a t i o n  f r a c t i o n  as before:  

~ l l a c a t i o ~ ~ r a c t i o n  = a l l oc 'ab le  ~ ~ P P ! Y  . . 
supply o b l ~ g a t ~ o n s  

= 8,000 g a l l o n s  
8,000 g a l l o n s  + 8,000 r p l l o n s  

The s u p p l i e r  then a l l o c a t e s  t o  t h e  t h i r d  p r i o r i t y  users by m u l t i p l y i n g  the  
a l l o c a t i o n  f r a c t i o n  b y  the remain ing supp ly  o b l i g a t i o n  as f o l l o w s :  

F i r m  Three 's  a1 l o c a t i o n  requirement = ( .5) (8,000 ga l  lons)  = 4,000 ga l  lons  I 
~ i r m ~ o u r ' s .  a l l o c a t i o n  requi rement  = (.5) (8,000 g a l l o n s )  = 4,000 g a l l o n s  I 

4 

An a l t e r n a t i v e  r e v i s i o n  considered by ERA would increase the  a l l o c a t i o n  f r a c -  
t i o n  f o r  r e t a i l  sa les o u t l e t s  w i t h  base p e r i o d  volumes o f  l e s s  than an average 
35,000 ga l l ons  per  month. App ly ing  t h i s  a l t e r n a t i v e  t o  the  f i r m s  i n  t h e  
example above g i ves  the f o l l o w i n g  r e s u l t s  h e n  the a l l o c a t i o n  f r a c t i o n  f o r  the  
e l i g i b l e  s t a t i o n s  i s  determined as .9. 



EXHIBIT 16 

ALLOCATION LEVELS FOR MOTOR GASOLINE ' ' 

Cur ren t  P r i o r i t y  System 
(August 1, 1979 - Presen t )  Proposal  One 

I F i r s t  P r i o r i t y  

E n t i t l e m e n t :  100 percen t  o f  
base p e r i o d  use 

Department o f  ~ e f l n s e *  
A g r i c u l t u r a l  P roduc t i on  
Emergency s e r v i c e s  
Energy p roduc t i on  
S a n i t a t i o n  s e r v i c e s  
Telecommunications se rv i ces  
Passenger t r a n s p o r t a t i o n  se rv i ces  
Cargo, f r e i g h t  and m a i l  h a u l i n g  by 

t r u c k  
A v i a t i o n  ground suppor t  veh i c l es  

and equipment 

Second P r i o r i t y  

E n t i t l e m e n t :  100 percen t  o f  base 
p e r i o d  use sub jec t  t o  an 
a1 l o c a t i o n  f r a c t i o n  

I I n d u s t r i a l  use 
Commercial use 

I 
Governmental use 
Soc ia l  s e r v i c e  agency use 

F i r s t  P r i o r i t y  

E n t i t l e m e n t :  100 pe rcen t  o f  
base p e r i o d  use 

A g r i c u l t u r a l  p roduc t i on  
Department o f  ~ e f  ense* 
Emergency se rv i ces  
Energy p roduc t i on  
S a n i t a t i o n  se rv i ces  
Telecommunications s e r v i c e s  
Passenger t r a n s p o r t a t i o n  s e r v i c e s  
Cargo, f r e i g h t  and m a i l  h a u l i n g  b y  

t r u c k  
Av i a t i o n  ground support  veh i c l e s  

and equipment 

Second P r  i o r i  t v  

E n t i t l e m e n t :  100 percen t  o f  
base p e r i o d  use 

Sales a t  R e t a i l  Sales O u t l e t s  
. . up t o  t he  f i r s t  20,000 

ga 1  1  ons per  month ' 

I Wholesalers and r e t a i l  sa les  o u t l e t s  

E n t i t l e m e n t :  100 percen t  of base 
p e r i o d  use s u b j e c t  t o  an 
a l l o c a t i o n  f r a c t i o n  

I n d u s t r i a l  use 
Commercial use 
Governmental use 
Soc ia l  s e r v i c e  agency use 

. , 

Whole'salers and r e t a i  1  sa les  . . 

o u t l e t s  

* The a l l o c a t i o n  l e v e l  f o r  t h i s  use may be r a i s e d  d u r i n g  any p e r i o d  t o  100 
percen t  o f  c u r r e n t  requi rements i f  t he  Secre ta ry  o f  Defense c e r t i f i e s  t h a t  
such l e v e l  i s  necessary as a  r e s u l t  o f  unusual circumstances. 



F i r m  One c o n t i n u e s  t o  r e c e i v e  6,000 g a l l o n s  

F i r m  Two r e c e i v e s  .9 (14,000 g a l l o n s )  = 12,600 g a l l o n s  

F i r m  Three r e c e i v e s  .9 (28,000 g a l l o n s )  = 25,200 g a l l o n s  

F i r m  Four r e c e i v e s  t h e  remainder 4,200 g a l l o n s  = .525 (8,000 g a l l o n s )  

Tab le  1  d e p i c t s  t he  outcomes under t h e  c u r r e n t  r e g u l a t i o n s ,  and a l t e r n a t i v e s  
one and two. 

Tab le  1  

Example One: The D i f f e r e n t i a l  Impact on Ga l lons  o f  Gas01 i n e  o f  
C u r r e n t  Regu la t ions  and A1 t c r n a t i v c  Ways o f  

A l l o c a t i n g  Gasol ine t o  Low-volume R e t a i l  O u t l e t s  
( A l l  nurrbers i n  g a l l o n s  un less  noted)  

Gasol ine 
A l l o c a t i o n  A l t e r n a t i v e  One: 20.000 ga l lon  guarantee ~ ' l t e r n a t i v e  Two: Adjusted A l loca t ion  FracLiot1 

Under Ne t  N e t  
Current Gasol ine N e t  d i n  Percentage Gasoline Ne t  Gain Percentage 

Firms Reyulat ions A l l o c a t i o n  o r  loss  Gain o r  Loss A l l o c a t i o n  o r  Lcss Gail1 or  Loss 

F i r m  One 6.000 6,000 0 0 I 6.000 0 U' X 
F i r m  Two 11.760 14.000 t2.240 +19 12.600 4 4 0  i 7  
F i r m  Three 23,520 24,000 + 4 8 0  + 2 25,200 + 1.680 + 7 
F i r m  Four 6 720 - .  - -2,720 4.000 - -40  - 4,200 -2.520 -33 

T o t a l s  48.000 48,000 0 48,000 0 

An a l t e r n a t i v e  r e v i s i o n  of one and two would be t o  g r a n t  new second p r i o r i t y  
s t a t u s  o n l y  t o  s t a t i o n s  i n  d e f i n e d  urban areas, T h i s  r e v i s i o n  would app ly  t h e  
new second p r i o r i t y  on l y  t o  r e t a i l  o u t l e t s  w i  t h i n  Standard Metropol  i t a n  
S t a t i s t i c a l  Areas (SMSAs) w i t h  p o p u l a t i o n  g rea te r  than  one m i l l i o n  persons o r  
w i t h i n  urban coun t i es .  Other r e t a i l  o u t l e t s  o u t s i d e  these areas wou ld ' be  
t r e a t e d  as t hey  a re  under c u r r e n t  r e g u l a t i o n s .  

c, Analys' is o f  t h c  A1 t c r n a t i v e s  

The a l t e r n a t i v e s  a r e  des igned t o  reduce queuing by encouraging low volume 
s t a t i o n s  t o  i nc rease  o p e r a t i n g  hours.  The e f f ec t i veness  o f  t h i s  i n c e n t i v e  
depends upon t h e  r e l a t i o n s h i p  between inc rementa l  supp l i es  and t h e  r e l a t i v e  
c o s t s  and b e n e f i t s  of s t a y i n g  open l onge r .  There i s  doubt whether the  add i -  
t i o n a l  volumes of g a s o l i n e  a v a i l a b l e  t o  a  g i v e n  o u t l e t  would be an adequate 
economic i n c e n t i v e  t o  ach ieve  t h e  d e s i r e d  r e s u l t .  Whether a  r e l a t i v e l y  
low-volume s t a t i o n  w i l l  remain open longer  depends on t h e  s t a t i o n ' s  r e a c t i o n  
t o  i t s  inc reased  a l l o c a t i o n .  I n  t he  example above under a l t e r n a t i v e  one, t h e  
s m a l l e s t  s t a t i o n ,  F i r m  Two, would r e c e i v e  an a d d i t i o n a l  2,240 g a l l o n s  per  
month. Based on a  t e n  g a l l o n  pe r - ca r  f i l l - u p  i n  a  30-day month, t h i s  i nc rease  
r e p r e s e n t s  a  220 ca r  per-month i nc rease  i n  bus iness or,  e q u i v a l e n t l y ,  a seven 
ca r  per-day inc rease .  The r e l a t i v e l y  l a r g e r  s t a t i o n ,  F i r m  Three, would expe- 
r i e n c e  a  48  c a r  per-month increase,  a  one t o  two ca r  per-day inc rease .  Even 
based 'on  a  20-day month w i t h  s t a t i o n s  c l o s e d  weekends, the  s m a l l e r  s t a t i o n s  
would exper ience  an 11 car  per-day i nc rease  and t he  l a r g e r  s t a t i o n s  a  two car  
per-day inc rease .  



I f  i n s t e a d  of t h i s  method, o u t l e t s  w i t h  base p e r i o d  volumes below 35,000 
g a l l o n s  pe r  month rece i ved  a1 l o c a t i o n s  based on a  h i ghe r  a1 l o c a t i o n  f r a c t i o n ,  
t o t a l  g a l l o n s  t o  these users would inc rease  and t h e  d i s t r i b u t i o n s  among t h e  
s t a t i o n s  would change. These phenomena a r e  demonstrated i n  columns f i v e  and 
s i x  o f  Tab le  1. The most s i g n i f i c a n t  change i s  t h e  r e l a t i v e  g a i n  made b y  
l a r g e r  s t a t i o n s  t h a t  r e s u l t s  from m u l t i p l y i n g  t h e i r  l a r g e r  base p e r i o d  by  a  
f i x e d  f r a c t i o n .  Whereas under t h e  f i r s t  a l t e r n a t i v e ,  F i r m  Two r e c e i v e d  an 
a d d i t i o n a l  2,240 ga l l ons ,  i t  rece i ves  840 g a l l o n s  under a1 t e r n a t i v e  two. F i r m  
Three rece i ves  480 g a l l o n s  by  t h e  former r e v i s i o n ,  1,680 g a l l o n s  b y  t h e  l a t t e r  
r e v i s i o n .  

Whether these s t a t i o n s  s t a y  open longer  under a l t e r n a t i v e  two depends aga in  on 
each o p e r a t o r ' s  assessment of  t he  cos t s  and b e n e f i t s  assoc ia ted  w i t h  i t s  
inc reased  a l l o c a t i o n s .  I t  i s  imposs ib le  t o  determine t h e  p o i n t  a t  which each 
s t a t i o n  opera to r  w i l l  dec ide t h a t  t he  a d d i t i o n a l  customers t o  be served (and 
hence revenues gained) j u s t i f y  t h e  cos t s  o f  s t a y i n g  open a d d i t i o n a l  hours.  
Based on a t e n  g a l l o n  pe r - ca r  f i l l - u p  i n  a  30-day month, F i r m  Two would be 
a b l e  t o  s e r v i c e  an a d d i t i o n a l  84 c a r s  per  month, approx imate ly  t h r e e  ca rs  per  
day. F i r m  Three would be a b l e  t o  f ill up 168 more c a r s  p e r  month o r  about s i x  
c a r s  pe r  day. I n  a  20-day month, t h e y  would f i l l  up f o u r  and e i g h t  c a r s  per  
day, r e s p e c t i v e l y .  

Thus far ,  no da ta  a re  a v a i l a b l e  w i t h  which t o  p r e d i c t  s t a t i o n  opera to r  
response t o  increases i n  t h e i r  a l l o c a t i o n s  d u r i n g  a  shortage. One o f  two 
major methods would need t o  be employed t o  p rov ide  an es t imate  o f  a  d e a l e r ' s  
response. I n  the  f i r s t  method, a  sample o f  dea le r s  wou'ld need t o  be i n t e r -  
viewed and quer ied  about t h e i r  most l i k e l y  response t o  incrementa l  increases 
i n  t h e i r  a l l o c a t i o n  d u r i n g  a  shortage. A second method would be  t o  examine 
t h e  behavior  o f  s t a t i o n s  which rece i ved  a d d i t i o n a l  yasol i n e  dur i r l y  the 
1973-1974 and 1979 shortage. Such s t u d i e s  a re  i m p r a c t i c a l  i n  t he  s h o r t  te rm 
and a l t e r n a t i v e l y  one must ask ques t ions  such as: I s  a  dea le r ,  l i k e  F i r m  Two 
above, who rece i ves  an a d d i t i o n a l  2,240 g a l l o n s  under t he  proposed r e g u l a t i o n  
go ing  t o  s t a y  open longer?  W i l l  a  220 car  per  month increase,  o r  e q u i v a l e n t l y  
a  seven car  pe r  day increase, inc rease  h i s  hours? I f  so, by  how much? I n  
a d d i t i o n  t o  t h e  h y p o t h e t i c a l  na tu re  o f  t h i s  quest ion,  t h e  a r t i f i c i a l i t y  of t h e  
a v a i l a b l e  examples of  t h e  number and s i z e  d i s t r i b u t i o n s  of  t he  s t a t i o n s  makes 
any answer t o  such ques t ions  u n r e l i a b l e .  

The Tab le  1 summary o f  t he  e f f e c t s  o f  t he  two ' a l t e r n a t i v e s  demonstrates, more- 
over, t h a t  t h e  increased supp l i es  t o  r e t a i l  o u t l e t s  reduces supp l i es  f o r  lower 
p r i o r i t y  users  such as commercial, government, s o c i a l  s e r v i c e  agencies, and 
i n d u s t r i a l  users. I t  i s  es t imated  t h a t  one would reduce a l l o c a t i o n s  t o  
commercial users  b y  40 percent ;  p roposa l  two would reduce t h e i r  a l l o c a t i o n s  by 
38 percent .  Data a re  n o t  a v a i l a b l e  t o  demonstrate t h e  ac tua l  impact on o the r  
users  i f  e i t h e r  o f  t he  a l t e r n a t i v e s  i s  adopted. Fu r the r ,  as more r e a l i s t i c  
examples below w i l l  i n d i c a t e ,  t h e  r e d u c t i o n  i n  o the r  commercial use rs1  a l l o c a -  
t i o n s  may be sma l l e r  than t he  example i n d i c a t e s .  Nonetheless, some reduc- 
t i ons ,  perhaps l a r g e  ones, would occur.  These reduc t i ons  would l ead  t o  
changes i n  t he  behav io r  o f  these users t h a t  w i t h  c u r r e n t  i n f o r m a t i o n  cannot be . 
p r e d i c t e d  accura te ly .  Some may go o u t  o f  business or, i n  t h e  case o f  govern- 
ment and s o c i a l  s e r v i c e  agencies, may reduce serv ices .  A l l  would p robab ly  
a t tempt  t o  purchase gaso l i ne  i n  t h e  r e t a i l  market. The r e s u l t i n g  s h i f t  i n  
demand t o  r e t a i l  o u t l e t s  cou ld  make l i n e  problems s i g n i f i c a n t l y  more acute.  
Whether these o r  o the r  consequences would occur cannot be accu ra te l y  de te r -  . 

mined w i t h o u t  f u r t h e r  ex tens i ve  examinat ion. 



Consider a  second example w i t h  a  supplier whose i n i t i a l  allocable supply i s  
169,200 gallons per month. The supplier serves eight firms. S i x  are  r e t a i l  
ou t l e t s  with a  15,000 gallon-per-month base period use, a  to t a l  of 90,000 
gallons. Three are in rural  areas, three in urban areas. The seventh 
customer i s  an urban r e t a i l  ou t le t  with a  90,000 gallons-per-month base period 
use. The f ina l  customer i s  a  commercial user with an 8,000 gallon-per-month , 

base period use. Applying the same methodology used t o  create  Table 1,  one 
can calculate  the e f fec ts  presented in Table 2 .  

Table 2 

~ x a m ~ l e  Two: The ~ i f f e r e n t i a l  Impact on Gallons of Gasol ine of 
Current and Proposed Regulations Allocating Gasoline . 

t o  Low-Volume Stations 
(All numbers i n  gallons unless noted) 

Gasol l n e  
A l l o c a t i o n  A l t e t n a t l v e  One: M,MO g a l l o n  guarantee A l t e r n a t i v e  Two: Adjusted A l l o c a t i o n  F r a c t i o n  

waer t1.c t Net  
Current Gasoline Net gain Percentage Gasoline Net Gain Percentage 

Regulations A l l o c a t i o n  o r  loss Gdln o r  Loss A l l u c b t i o n  o r  Loss Gain o r  Loss 

Fi rms One-Six 13,500 15,000 +1.500 +11 14,250 + +750 +5.5 
F i r m  Seven 81.000 73.200 -7.800 - 10 76.860 -4,140 -5 
F i r m  E i g h t  7,200 6,000 -1,200 -17 - 6,832 - -368 -5 

T o t a l s  169.200 169.200 0 .. 169.192 0 

+The a l l o c a t i o n  f r a c t i o n  r i s e s  i n  t h i s  exanple from .9 t o  .95 f o r  s t a t i o n s  w i t h  base per iod  
a l l o c a t i o n s  equal t o  o r  below 35.000 gal loni-per-month. 

F o r  a l t e r n a t i v e  two. 
Firms One-Six receive (.95)(15.000) = 14,250 
A l l o c a b l e  Supply = 169.200 - (6)(14.250) = 83.700 
F i r m  Seven receives (.854)(90,000) - 76.860 
F i r m  E i g h t  receives (.854)(8.000) = 6.832 

Note; T o t a l s  may n o t  add e x a c t l y  due r o  rounding. 

Columns f ive  and eight  of Table 2,demonstrate the impact of the proposed regu- 
la t ions  on' the r e l a t ive  percentage share of gasoline to small and large r e t a i l  
ou t l e t s  and to commercial users. . As w i  t h  example one, commercial users '  a1 lo- 
cations f a l l ,  under proposal one by 17 percent, and under proposal two by f ive  
percent. The allocation to  the large s ta t ion  f a l l s  by ten percent with appl i- 
cation of proposal one and f ive  percent with proposal two. In addition to  the 
uncertainty caused by the reduced supply to  commercial users, t h i s  example 
r a i se s  the poss ib i l i ty  tha t  less e f f i c i en t ,  smaller s ta t ions  will  be favored 
over more e f f i c i e n t  larger s ta t ions .  Whether th i s  wil l  occur depends on what 
s i ze  s ta t ions are most e f f i c i en t  and the actual dis t r ibut ion of gasoline to  
these s ta t ions  under the proposals. A t  t h i s  time, data necessary t o  evaluate 
these e f fec ts  are  not available. (Efficiency i s  determined to be pump availa- 
b i l i t y  and dedication to  d is t r ibut ion . )  



Columns two, t h r e e  and s i x  o f  Tab le  2  can be used t o  c a l c u l a t e  t h e  d i s t r i b u -  
t i o n  o f  gaso l i ne  i n  example two t o  urban and r u r a l  areas. The d i s t r i b u t i o n  o f  
r e t a i l  sa les o u t l e t s  by s i z e  and b y  u r b a n l r u r a l  c h a r a c t e r i s t i c s  i s  n o t  known 
a t  t h i s  t ime.  These examples are based on s i z e  and d i s t r i b u t i o n  assumptions. 
These c a l c u l a t i o n s  a re  presented i n  Tab le  3. The t a b l e  shows t h a t  urban area 
a l l o c a t i o n s  f a l l  f rom 128,000 g a l l o n s  pe r  month under t he  c u r r e n t  r e g u l a t i o n s  
t o  124,200 g a l l o n s  w i t h  a l t e r n a t i v e  one and 126,442 w i t h  a l t e r n a t i v e  two. 
Dur ing  the  l i n e  f o rma t i ons  o f  1979, demand f o r  gaso l i ne  s h i f t e d  f r om s t a t i o n s  
l oca ted  i n  r u r a l  areas t o  s t a t i o n s  l oca ted  i n  urban areas. The s h i f t s  

I descr ibed  i n  Tab le  3 i n d i c a t e  t he  p o s s i b i l i t y  t h a t  a l t e r n a t i v e s  one and two 
would r e a l l o c a t e  supply  t o  areas w i t h  decreased demand. If t h i s  were t h e  
case, t h i s  would worsen the  queuing problem t h a t  the  a l t e r n a t i v e s  a re  designed 

I t o  a l l e v i a t e .  Whether t h i s  i n  f a c t  would occur depends on t h e  s i z e  and 

I d i s t r i b u t i o n  o f  smal l  and l a r g e  r e t a i l e r s  and t he  n a t u r e  o f  the s h i f t  i n  
demand. None o f  t h i s  i n f o r m a t i o n  i s  a v a i l a b l e  f o r  immediate eva lua t i on .  

TABLE 3 

Example Two: The ~ i f f e r e n t i a l  Impact on Urban and . . 

Rura l  Areas o f  Cu r ren t  Regu la t ions  and A l t e r n a t i v e s  
f o r  A l l o c a t i n g  Gasol ine t o  Low-Volume S ta t i ons  

( A l l  numbers i n  g a l l o n s  un less .no ted )  

G a s o l i n e  A l l o c a t i o n  
Under C u r r e n t  . G a s o l i n e  A l l o c a t i o n  .Gasol.ine A l l o c a t i o n  

Firms R e g u l a t i o n s  Under A l t e r n a t i v e  One Under A l t e r n a t i v e  Two 

Urban R u r a l  -- ' Urban Q u r a l  -- Urban R u r a l  -- 
F i r m s  une-S ix  4 0 , 5 0 0  4 0 . 5 0 0  4 5 , 0 0 0  4 5 , 0 0 0  4 2 . 7 5 0  42 ,750  
( T h r e e  Urban, 

Three  R u r a l )  
F i r m  Seven 81,1#)0. . . 73 ,200  76.860 . 
F l r m  E i g h t  7,200 . 6,000 6.832 

T o t a l s  128,700 40.500 124.200 45.000 126,442 42 .750  

I n  sum, t h i s  a n a l y s i s  suggests t h a t  t h e  a p p l i c a t i o n  o f  a l t e r n a t i v e s  one and 
two poses a  number o f  adverse consequences w i t h o u t  hav ing  a  b e n e f i c i a l  e f f e c t  
on r e t a i l  l i n e s .  They a re  t h a t :  

r Even i f  a l l o c a t i o n s  f l o w  to .  s t a t i o n s  as intended, t he  adjustment 
l e v e l s  proposed would p robab ly  n o t  p rov ide  adequate i n c e n t i v e  t o  
inc rease  hours o f  opera t ion ;  

r Adjustments would be made a t  t h e  expense o f  n ~ n - ~ r i . o r i t ~  users  
which, d u r i n g  a  shortage,. may ' tend t o  aggravate l i n e s  a t  r e t a i l  
o u t l e t s ;  

e Gasol ine may f l o w  f rom r e l a t i v e l y  e f f i c i e n t  s i z e  r e t a i l e r s  t o  
r e l a t i v e l y  i n e f f i c i e n t  s i z e  r e t a i l e r s ;  and 

r ~ i v e n  t h e  assumptions d i s i ussed  above, gaso.1 i n e  may be r e a l  l oca ted  
f rom urban areas t o  r u r a l  areas. 



Another a1 t e r n a t i v e  c o u l d  be a p p l i e d  o n l y  t o  c e r t a i n  de f i ned  geographic 
areas. Th i s  urban vers. ion i s  designed t o  remedy t he  p o t e n t i a l  problem of 
p r o v i d i n g  a d d i t i o n a l  gaso l i ne  t o  r u r a l  areas when a shor tage e x i s t s  i n  urban 
areas. Th i s  would be accomplished by app l y i ng  t h e  new second p r i o r i t y  o n l y  t o  
s t a t i o n s  w i t h i n  SMSAs o f  p o p u l a t i o n  o f  one m i l l i o n  o r  g rea te r  o r ,  a l t e r n a t i v e -  
ly,, . ~ i  t h i n  urban coun t ies .  T h i s  methodology assumes t h a t  f u t u r e  .shortages 
w i l l  occur  i n  urban areas because o f  f u t u r e  s h i f t s  i n  demand s i m i l a r  t o  those 
exper ienced i n  1979. T h i s  outcome, however, i's f a r  from c e r t a i n .  Assuming 
t h a t  a shor tage occurs d u r i n g  t h e  s p r i n g  o r  summer o f  1980, d r i v e r s ,  aware of 
t h e  g r e a t e r  supp ly  o f  f u e l  i n  r u r a l  areas d u r i n g  t h e  1979 shortage, c o u l d  
r a t i o n a l l y  t ake  r u r a l  motor t r i p s .  If t h i s  happened, the  s h i f t  i n  demand 
exper ienced i n  1979 would n o t  reappear i n  1980. 

Two s i g n i f i c a n t  aspects o f  t he  1979 exper ience i n d i c a t e ,  however, t h a t  p r o v i -  
s i ons  which d i r e c t  inc reased  volumes of gaso l i ne  t o  urban areas as a c l a s s  i s  
u n j u s t i f i e d .  Those c h a r a c t e r i s t i c s  are, f i r s t ,  t h a t  n o t  a1 1 urban areas 
exper ienced  shortages and, second, t h e  a b i l i t y  o f  t h e  government t o  p r e d i c t  
where t he  shortages were go ing t o  occur  i s  ex t reme ly  l i m i t e d .  I f  a d d i t i o n a l  
volumes of gaso l i ne  a re  t o  be p rov ided  any s t a t i o n s ,  t h e  volumes should be 
made a v a i l a b l e  o n l y  a f t e r  t h e  magnitude o f  the  shor tage and t he  geographic 
d i s t r i b u t i o n  of t h e  shor tage  can be determined, I n  advance of a shortage, 
n e i t h e r  i t s  magnitude no r  i t s  d i s t r i b u t i o n  can be est imated.  Because t he  
es t ima ted  supply  excesses i n  r u r a l  areas a re  unknown, a s t r u c t u r e d  system may 
overcompensate and s h i f t  excess p roduc t  i n t o  urban areas, l e a v i n g  r u r a l  areas 
w i t h  excess demand. The marg in  f o r  e r r o r  i s  s l im,  and t h e  consequences o f  an 
e r r o r  a r e  s i g n i f i c a n t .  

Once t h e  shortage can be est imated,  however, t h e  government can determine 
which governmental j u r i s d i c t i o n ,  i n c l u d i n g  b u t  n o t  l i m i t e d  t o  SMSAs and urban 
coun t ies ,  b e s t  f i t s  t h e  ac tua l  geographic d i s t r i b u t i o n  o f  t h e  shortage. Data 
p repared  by  t h e  Department o f  Energy demonstrate why any s i n g l e  f i x e d  
geographic e l i g i b i l i t y  r e g i o n  w i l l  f a i l  t o  f i t  many p o t e n t i a l  d i s t r i b u t i o n  
p a t t e r n s .  t he  Department compi led a l i s t  o f  SMSAs w i t h  p o p u l a t i o n  g r e a t e r  
than  one m i l l i o n  and urban coun t i es  w i t h  popu la t i on  over 450,000. The cumula- 
t i v e  percentage of U. S. gasol  i n e  sa les  represen ted  by  each o f  these 1 i s t s  was 
38 percent ,  i n d i c a t i n g  t h a t  each l i s t  cap tu red  t h e  same amount of urban gaso- 
l i n e  consumption. h e  f i r s t  l i s t  d i d  n o t  i n c l u d e  L o u i s v i l l e ,  Kentucky, o r  
Dayton, Ohio. The second l i s t  d i d  n o t  i n c l u d e  t h e  D i s t r i c t  of Columbia. 
Thus, t h e  use o f  e i t h e r  1 i s t  i n  1979 t o  a l l o c a t e  qasol  i n e  would have om i t t ed  
shor tage areas. 

3 .  Prov ide  Temporary A1, locat ion Adjustments f o r  Areas Expe r i enc ing  Shortages 

a. Summary and Purpose o f  t h e  Proposed Rev i s i on  

I n  connect ion w i t h  t h i s  proceeding t h e  ERA has cons idered  a number o f  a l t e r n a -  
t i v e s  which would p r o v i d e  temporary a d d i t i o n a l  gasol  i n e  a1 l o c a t i o n s  to .  urban 
areas where gaso l i ne  shortages cou ld  occur. Two methods were evaluated.  The 
f i r s t . w o u l d  supp ly  an a d d i t i o n a l  1,000 g a l l o n s  p e r  month t o  each r e t a i l  o u t l e t  
i n  a q u a l i f y i n g  area. 

The second method would supp ly  each o u t l e t  w i t h  an a d d i t i o n a l  supp ly  equal t o  
two.percent  o f  i t s  base p e r i o d  volume up t o  a c e i l i n g  o f  5,000 ga l l ons .  Once 
i n  e f f e c t  the a d d i t i o n a l  supp l i es  cou ld  be a v a i l a b l e  f o r  up t o  t h r e e  months o r  
longer  based on subsequent f i n d i n g s  o f  a con t inued  shortage. 



Four ways o f  de te rm in i ng  which urban areas a re  l i k e l y  t o  exper ience  l i n e s  a re  
be ing  cons idered.  The f o u r  a l t e r n a t i v e s  are:  

r SMSAS w i t h  a  p o p u l a t i o n  over  one m i l l i o n  persons; 

r SMSAs accoun t ing  f o r  t h e  l a r g e s t  d o l l a r  sa les  o f  g a s o l i n e  (cumula- 
t i v e  sa l es  accoun t ing  f o r  38 pe rcen t  o f  U.S. sa l es ) ;  

Count ies  w i t h  a  p o p u l a t i o n  o f  more than  450,000 persons; and 

r Count ies accoun t ing  f o r  t he  l a r g e s t  d o l l a r  s a l e s  o f  gas01 i n e  
( cumu la t i ve  sa les  accoun t ing  f o r  38 pe rcen t  o f  U.S. sa l es ) .  

b. A n a l v s i s  o f  t h e  P r o ~ o s e d  Rev i s i on  

Table  4 i n d i c a t e s  t h e  d i s t r i b u t i o n  o f  g a s o l i n e  r e q u i r e d  by  methods one and two 
among d i f f e r e n t  s i z e s  o f  r e t a i l  o u t l e t s .  As column t h r e e  demonstrates, method 
one would r e a l l o c a t e  supp l i es  i n  a  way which i s  r e g r e s s i v e  w i t h  r e s p e c t  t o  
s i ze .  A s t a t i o n  w i t h  a  base p e r i o d  volume o f  10,000 g a l l o n s  pe r  month w o u l d .  
r e c e i v e  a  t e n  pe rcen t  increase,  a  100,000 g a l l o n  per  month s t a t i o n  a  one per -  
cen t  increase,  and a  200,000 g a l l o n  per  month s t a t i o n  a  .5 pe rcen t  inc rease .  
Column f i v e  shows t h a t  method two would r e a l l o c a t e  supp l i es  i n  p r o p o r t i o n  t o  
s i ze ,  the  s m a l l e s t  and l a r g e s t  s t a t i o n s  would each r e c e i v e  two pe rcen t  o f  
t h e i r  base p e r i o d  volume. S t a t i o n s  w i t h  a  base p e r i o d  volume of 50,000 
g a l l o n s  pe r  month would f a r e  t he  same under b o t h  proposals .  Other s i z e  
s t a t i o n s ,  however, f a c e  s u b s t a n t i a l l y  d i f f e r e n t  impacts. S t a t i o n s  below 
50,000 g a l l o n s  would r e c e i v e  s u b s t a n t i a l l y  more under method one; a  10,000 
g a l l o n  s t a t i o n ,  f o r  example, would g e t  f i v e  t imes  t h e  amount o f  g a s o l i n e  w i t h  ' 

method one than method two. Wi th  method two, a 100,000 g a l l o n  s t a t i o n  would 
g e t  t w i c e  what i t  would r e c e i v e  under method one. 

Which method i s  p r e f e r a b l e  depends on answers t o  t he  f o l l o w i n g  ques t ions .  
What a re  t h e  nunber and s i z e  d i s t r i b u t i o n  o f  o u t l e t s  w i t h i n  t h e  t a r g e t  area? 
What s i z e  s t a t i o n  i s  t e c h n i c a l l y  most e f f i c i e n t ?  What i s  t he  l i k e l y  impact  on ,  
hours  o f  o p e r a t i o n  o f  a d d i t i o n a l  s u p p l i e s  c o n s i d e r i n g  bo th  t h e  s i z e  o f  t h e  
s t a t i o n  and s i z e  o f  r e a l l o c a t i o n ?  What would  be t h e  combined impact o f  these 
p roposa ls  w i t h  t h e  s t a t e  se t -as ide  program? 

The b e s t  way t o  b e g i n  t o  answer these ques t i ons  would be  t o  s i m u l a t e  t he  
impact o f  t h e  two methods on urban areas which i n  1979 exper ienced shor tages,  
t h a t  would t r i g g e r  such a  mechanism. Th is  would r e q u i r e  knowing t h e  number o f  
s t a t i o n s ,  t h e i r  base-per iod  volumes and t h e i r  a c t u a l  supply.  Wi th  t h ' i s  i n f o r -  
mat ion  t h e  impact o f  b o t h  methods c o u l d  e a s i l y  be est imated.  The p o t e n t i a l l y  
b e n e f i c i a l  r e s u l t s  o f  such a  s i m u l a t i o n  a re  i n d i c a t e d  b.y t h e  sum o f  t h e  a l l o - .  . 
c a t i o n  ad justments  o f  t h e  two metho'ds p resen ted  i n  columns two and f o u r  o f  . . 

Tab le  5. Assuming t h a t  an urban area f aced  t h e  number and s i z e  d i s t r i b u t i o n  
o f  s t a t i o n s  represen ted  i n  t h e  t a b l e ,  method one would r e a l l o c a t e  16,000 
g a l l o n s  per  month and method two would r e a l  l o c a t e  31,000 g a l  Ions.  A p r i o r i ' ,  
which system i s  s u p e r i o r  cannot be judged because such a  judgment depends on .. , 
t h e  amount o f  t h e  shor tage  faced  by  t h e  area. A s i m u l a t i o n  o r  a  number o f  ' 

. 
s i m u l a t i o n s  would i n d i c a t e  which method would work b e s t  or ,  a t  l e a s t ,  would 
have worked b e s t  i n  1979. Under e i t h e r  method, a  r e d u c t i o n  i n  t h e  amount of . 
p roduc t  a v a i l a b l e  f o r  o t h e r  n o n - p r i o r i t y  users,  i.e., commercial, i n d u s t r i a l ,  " 

etc. ,  would occur.  . . 
' 9 



Table 4 

Revised D i s t r . i b u t i o n  .of  Gas01 i n e  

S i ze  o f  S t a t i o n  
by M o n t h l y ,  
Base Per iod  

( g a l  lons)  

A1 1,ocation 
Ad,justment 
o f  1000. 

( g a l l o n s )  

1,000 
1,000 
1,000 
1,000 
1,000 . 

1  ,000 
1,OUO 
1  ,000 
1,000 
1,000 
1,000 
1  ,000 
1,000 
1  ,000 
1,000 
1  ,000 

- .  

T o t a l  Gal lons 
Real l oca ted  16,000 

Percentage of 
Base Volume 

( g a l l o n s )  

10 .o 
..5. 0  

. 3.0 
2.5 
2 .o 
1.7 
1.4 
1.3 
1.1 
1  .o 

.8 

.7 

.6 . 

.55 

.5 
,.4 

A l l o c a t i o n  
Adjustment 

2 00 
400 
6  00 
80 0  

1,000 
1,200 
1,4UU 
1,600 
1,800 
2,000 
2,400 
2,000 
3,200 
3,600 
4,000 
5,000 

Percentage of 
Base Volume 

( g a l  lons)  

2  % 
2  
2  
2  
2 
2 
2 
2  
2  
2  
2 
2 
2  
2  
2 
2 

I t  appears t h a t  a  number o f  f a c t o r s  can combine t o  c o n t r i b u t e  t o  locali7ed 
shortages t h a t  r e s u l t  i n  gaso l i ne  l i nes ,  and the re  probably  i s  no s i n g l e  s e t  
o f  common c h a r a c t e r i s t i c s  t h a t  a re  present  i n  each case. I t  would seem t h a t  
shortages t h a t  occur i n  t h e  f u t u r e  w i l l  a f f e c t  areas w i t h  d i f f e r e n t  numbers of 
o u t l e t s  and d i f f e r e n t  s i z e  d i s t r i b u t i o n s  o f  " o u t l e t s .  The shortages themselves, 
moreover, w i l l  p robab ly  vary  i n  maqnitude and durat ion.  I f  t h i s  i s  t h e  case, 
any f i x e d  r e a l  l o c a t i o n  method seems inapp rop r i a te  and would appear i n f e r i o r  i n  
p r i n c i p l e  t o  one which i s  based on and adapts t o  t he  va r i ab les  t h a t  determine 
t h e  magnitude o f  the shortage. 

Two examples i n d i c a t e  t he  absence o f  p r e d i c t a b i l i t y  i f  e i t h e r  method were 
chosen w i t h  c u r r e n t l y  a v a i l a b l e  data. Assume t h a t  a  r e t a i l  shortage was 
imminent i n  an urban area w i t h i n  a  s ta te ,  and t h a t  a  f e d e r a l  r e a l l o c a t i o n  
method was implemented. I n  t h i s  case t h e  ERA Admin i s t ra to r  would order  add i- 
t i o n a l  gaso l ine  supp l ies  i n t o  t h e  area. Observing t h i s  f ede ra l  ac t ion ,  s t a t e  
o f f i c i a l s  would a l l o c a t e  t he  s t a t e  se t -as ide  gasol ine.  It i s  h i g h l y  u n l i k e l y  
t h a t  t h e  s t a t e  o f f i c i a l s  would make the  same a l l o c a t i o n  dec is ion  g iven t h e  
f e d e r a l  , r e a l l o c a t i o n  than they o therw ise  would. Knowing t h a t  f e d e r a l  r e a l l o -  
ca t i ons  were going t o  a l l e v i a t e  some o r  a l l  o f  t h e  f u t u r e  urban shortage, t he  
tendency would be e i t h e r  . to  s t o c k p i l e  the  se t -as ide  o r  t o  a l l o c a t e  i t  t o  o ther  
p a r t s  of the  s t a t e .  



This could occur even i f  the federal  government ant ic ipated the l ikel ihood of 
t h i s  s t a t e  react ion,  and implemented the  federal '  mechanism only a f t e r  the  
s t a t e  se t -as ide  a1 location was committed. Knowing t h i s ,  s t a t e  o f f i c i a l s  could 
maximize t h e i r  t o t a l  s t a t e  a l locat ion by committing some or a l l  of t h e i r  s t a t e  
se t -as ide  a l loca t ions  t o  areas outs ide  those considered urban f o r  federal  
rea l  location.  Thus, in time of fu tu re ,  acute, temporary, urban shortages,  the  
federal  government melanism would s t i , l l .  have t o  be used because s t a t e s  . 

diver ted t he i r  a l locat ion.  elsewhere. 

Second, assume urban shortages of equal magnitude occurred i n  two areas of t h e  
country. In one area there  were a r e l a t i v e l y  large  number of smaller  s t a t i o n s  
and i n  t he  other there were fewer larger  s ta t ions .  I f  method one were th'e 
method implemented, area one would receive subs t an t i a l l y  larger  r ea l l oca t i ons  . 

than area two. The opposite would occur i f  method two were employed. Giv,en 
multiple shortages,  equ i tab le  treatment of a l l  areas would occur only i f  the 
number and s i z e  d i s t r i bu t i on  of s t a t i o n s  were the  same in a l l  areas.  I f  not ,  
s i g n i f i c a n t l y  d i f f e r en t ,  unpredictable rea l loca t ions  would follow. 

E R A  i s  considering the  following methodology f o r  se lec t ing  and using the  
appropriate def in i t ion  of 1 ine-prone urban areas: f i r s t ,  i den t i fy  the  local  
urban governmental j u r i sd i c t i ons  whose population or gasoline consumption 
exceeds specif ied thresholds.  Second, est imate which j u r i sd i c t i on  i n  general 
captures the  most appropriate urban areas. Third, when a shortage begins t o  
develop b u t  before 1 ines appear, supply these j u r i sd i c t i ons  w i t h  addit ional  
gas01 ine. 

Another suggested methodoiogy would not s e l ec t  any ju r i sd ic t ion  as the  def in i -  
t ion  of an e l i g i b l e  urban area i n  advance of evidence of an impending shor t -  
age. The shortage i t s e l f ,  as evidenced by sharply reduced supplies from 
r e f ine r s  t o  wholesale d i s t r i b u t o r s ,  would define the  appropriate geographic 
a rea  t o  be targeted f o r  real locat ion of gasoline. Once t he  wholesale short-  
ages a re  observed, an inspection of the  location and d i s t r i bu t i on  of t h e i r  
r e t a i l e r s  can be made. Then, given the actual geographic pat tern  of the  
shortage,  an overlay of governmental j u r i sd i c t i ons  can be made t o  determine 
t h e  best  cor re la t ion  between the  geographic shortage areas and governmental , 
j u r i sd i c t i ons .  

The E R A  determined which SMSAs f a l l  in to  a l t e rna t ives  one and two and which 
counties comprise a l t e rna t i ve s  three and four. They found t ha t  ~ u f f a l o ,  New 
York, and Hartford, Connecticut, qua1 i f y  under a l t e rna t i ve  one b u t  not a1 tern- 
a t i ve  two. They a l so  found t ha t  Louisvi l le ,  Kentucky, and Dayton, Ohio, 
qual i fy  under a l t e rna t i ve  two b u t  not one. Using a l t e rna t i ve  three ,  they 
found t ha t  Washington, D.C. ,  was excluded. Thus,  f o r  example, i f  a  shortage 
occurred in Dayton and a l t e rna t i ve  one were used t o  determine e l i g i b l e  areas ,  
Dayton would receive no rea l loca t ion .  No one system wi l l  work f o r  a l l  
line-prone areas a l l  the time. In addit ion,  supplies sh i f t ed  t o  an urban area 
must necessar i ly  reduce suppl ies  ava i lab le  i n  another area,  from which the 
product i s  moved. The a l locat ion program does not increase supplies;  i t  
r e d i r e c t s  a f ixed quan t i ty  of gasoline.  



Whichever methodology i s  se lected,  t he  proposa.1 imposes an a d m i n i s t r a t i v e  
burden on both t h e  ERA and t h e  i ndus t r y ,  s p e c i f i c a l l y  supp l i e rs .  Supp l ie r  
accounts are  n o t  c l a s s i f i e d  b y  e i t h e r  SMSA o r  county. Nor a r e  i n d u s t r y  a l l o -  
ca t i on -supp ly  systems designed t o  process d i f f e r e n t  a l l o c a t i o n  f r a c t i o n s  
accord ing  t o  base p e r i o d  volumes. I f  a  s u p p l i e r  and a  purchaser d isagree on 
t h e  c l a s s i f i c a t i o n  o f  t h e  purchaser, and e n t i t l e m e n t  volumes are  i n  d ispute ,  
ERA w i l l  have an a d d i t i o n a l  a d m i n i s t r a t i v e  burden t o  ad jud i ca te  d iscrepancies.  

4. Red i rec t i on  of Gaso l ine  t o  Areas Exper ienc ing  S i g n i f i c a n t  Gasol ine L ines  

a. P u r ~ o s e  o f  the  Rev is ion  

The l i n e s  which developed a t  gaso l i ne  s t a t i o n s  du r ing  1979 r e f l e c t e d  s h i f t s  i n  
demand f o r  gaso l ine .  T y p i c a l l y ,  i n  t h e  Un i ted  States, d r i v i n g  i n  r u r a l  areas 
increases i n  t h e  summer months. I n  t he  Spr ing o f  1979, however, t h e  uncer- 
t a i n t y  o f  gasol i n e  supp ly  discouraged such motor ing  and the  expected incrqease 
i n  r u r a l  d r i v i n g  d i d  n o t  develop. Thus, r e l a t i v e  t o  t r a d i t i o n a l  pa t te rns ,  t h e  
demand f o r  gasol i n e  i n  urban areas increased and, as a  r e s u l t ,  gasol i n e  1  ines  
appeared i n  some urban areas o f  t h e  country .  The gaso l i ne  l i n e s  pe rs i s ted ,  
however, because e x i s t l n g  r e a l l o c a t i o n  mechanisms cou ld  n o t  r e a l l o c a t e  r u r a l  
excess supp l ies  q u i c k l y  enough. Th i s  r -ev is ion i s  designed t o  p rov ide  addi- 
t i o n a l  gaso l i ne  more prompt ly  t o  areas o f  t he  n a t i o n  which develop gasol i n e  
l i n e s  due t o  s h i f t s  i n  demand du r ing  any f u t u r e  gaso l i ne  shortage. 

b. Summarv o f  t h e  P r o ~ o s e d  Rev is ion  

The ERA i s  cons ide r ing  a  proposal  t o  p rov ide  the  ERA Admin i s t ra to r  w i t h  t h e  
a q t h o r i t y  t o  r e a l l o c a t e  gaso l i ne  t o  areas i n  which, d u r i n g  a  shortage, a  
m a j o r i t y  o f  r e t a i l  o u t l e t s  face customer queues. The r e d i r e c t i o n  of gasol i n e  
would be considered o n l y  a f t e r  s t a t e  and l o c a l  governments demonstrated t h a t  
t h e y  used a l l  a v a i l a b l e  means t o  a l l e v i a t e  the  problem, b u t  f a i l e d .  The 
methods a v a i l a b l e  t o  the s  taties atid l o c a l i t i e s  i nc lude  minimum purchase 
requirements, a1 te'r'narlng-day pur-ct~dbes based on odd-evcn 1  iccnse p l a t e  
numbers, r e q u i r i n q  s t a t i o n s  t o  be open du r ing  spec i f i ed  hours and a1 l o c a t i o n  
o f  s t a t e  se t -as ide  volumes. The s ta tes  and l o c a l i t i e s  would a l s u  Ire r -equi red 
t o  v e r i f y  t h a t  the  l i n e s  r e s u l t e d  f rom supp ly  shortages r a t h e r  than promo-. 
t i o n a l  p r i c e  reduct ions ,  and t h a t  most r e t a i l  o u t l e t s  experienced s i g n i f i c a n t  
1 i n ~ s a  dur ing  most nf t h e i r  npen hours. 

c. Ana lys is  of t h e  Proposed Revis ion 

The s h i f t  i n  demand f o r  gaso l ine  f rom r u r a l  t o  urban areas i n  1979 was unant i -  
c ipa ted ,  and once observed, the  a l l o c a t i o n  program was unable t o  r e a l l o c a t e  
gaso l i ne  supp l ies  q u i c k l y  enough t o  o f f s e t  t h e  s h i f t  i n  demand. The d i f f i c u l -  
t y  i n  r e a l l o c a t i n g  supp ly  arose because data  r e f l e c t i n g  s h i f t s  i n  demand and 
supp ly  r e q u i r e d  lengthy  per iods  o f  t ime t o  c o l l e c t ,  and because t h e  a v a i l a b l e  
da ta  were u n r e l i a b l e .  By the  t w e n t i e t h  o f  each month, s u p p l i e r s  a r e  r e q u i r e d  
t o  r e p o r t  t h e i r  p r o j e c t e d  d e l i v e r i e s  f o r  t h e  nex t  month. These p r o j e c t i o n s  
are  o f t e n  r e v i s e d  a f t e r  they  are  i n i t i a l l y  repor ted .  Data on a c t u a l  d e l i v e r -  
i e s  are  n o t  a v a i l a b l e  u n t i l  t he  t w e n t i e t h  o f  t h e  month f o l l o w i n g  d e l i v e r i e s .  
Fo r  example, a n t i c i p a t e d  June d e l i v e r i e s  w i l l  be r e p o r t e d  on May 20. Ac tua l  
d e l i v e r i e s  f o r  June w i l l  be r e p o r t e d  on J u l y  20. Thus, if demand were t o  
s h i f t  i n  May, and even i f  subsequent excess supp ly  i n  r u r a l  areas was a n t i c i -  
pated, data upon which t o  base r e a l l o c a t i o n  would n o t  be a v a i l a b l e  u n t i l  l a t e  



' July. In 1979, the actual onset of 1 ines and the i r  disap.pearance occurred 
between April and ear ly August--too short a period to  determine the s i z e  and 
location of the excess supply and demand and to  real locate  the gasoline. 

The proposal to use gasoline l ines themselves as a measure indicating the 
location and magnitude of a possible shortage i s  designed to  provide more 
r e l i ab le  data more quickly. I t  seems unlikely, however, t ha t  the system would' 
provide the prompt adjustment necessary t o  cope w i t h  an experience of the 
magnitude of the one in 1979. The lines intensif ied during the f i r s t  months 
of the summer and peaked in . Ju ly .  Within t h i s  period, moreover, regional 
l ines  arose and abated; l ines  arose in California,  for  example, months before 
they occurred in the Dis t r i c t  of Columbia and surrounding Virginia and 
Maryland suburbs. And the l ines i n  California ended while the Dis t r ic t ,  
Virginia, and Maryland s t i l l  faced gasol ine 1 ines. 

Whether the proposal to  real locate  supplies to  areas experiencing lines i s  
l ike ly  to  work would depend, f i r s t ,  on how quickly s t a t e  and local o f f i c i a l s  
discerned the existence of l ines ,  dnd how qulckly they allocated the i r  s t a t e  
set-aside to  a l l ev ia t e  them. Under the a l te rna t ive ,  the following would then . 
have t o  take place quickly: the impact of the allocation of the s t a t e  
set-aside would have t o  be evaluated. Simultaneously, the o f f i c i a l s  would 
have to  decide whether to  impose minimum purchase plans, to  regulate hours of 
r e t a i l  operation and to  impose odd-even day plans. Following the imposition 
of these kinds of actions, i f  they wanted to request federal real locat ion,  
they would be required to  c e r t i f y  the severi ty  of the shortage. Once the 
shortages were verif ied,  the federal government would order reallocation. 

If t h i s  system had been in place in 1979, given the reaction of s t a t e  and 
local o f f i c i a l s ,  i t  seems highly improbable tha t  i t  would have worked. This 
i s  primarily because the duration of 1 ines was too short--at most f ive  
months--and s t a t e  and local reactions were too slow. This l a t t e r  comment i s  
not necessarily a cr i t ic ism of s t a t e  and local o f f i c i a l s ,  because they were 
confronted with often unforeseeable events and inadequate data which impeded 
swif t ,  def t  action. 

This a l ternat ive cannot be s igni f icant ly  supported by the proposition tha t  in 
the future s t a t e  and local o f f i c i a l s  wil l  be able t o  respond substant ial ly .  . . . .  
fas te r .  I t  i s  unlikely, for  example, tha t  future crude shortages, s h i f t s  i n  
demand and' supply of gasol ine, inventories of gasol ine and their  geographic . : . 
distr ibut ion would be the same as in 1979. If they were not the same, then 
any anticipated increase i n  the speed and accuracy of s t a t e  and local 
responses would probably be eroded s ignif icant ly.  Even i f ,  -- ex post, fu ture  
experiences are identical to  the 1979 experience, the ex ante perception wil l  
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probably not be the same. Thus, gains from improved responslveness will  be 
reduced. 



If  a future shortage were more protracted than the 1979 experience, the 
problems associated with prompt local,  s t a t e ,  ,and federal reallocation 
responses .would s t i l l  a r i se  in the short-run. I n  the long-run, additional 
impediments would ar i se .  The a l te rna t ive  assumes, for  example, that  during a 
shortage, s h i f t s  in demand will leave some rural areas of the country with 
excess supply that  can be reallocated t o  urban areas experiencing excess 
demand. This was t rue  in 1979. B u t  in a protracted s i tuat ion of a greater 
magnitude th i s  would not necessarily be the outcome. I n  such a s i tua t ion  the 
to'tal excess demand could eas i ly  exceed the excess supply. I t  i s  highly 
possible in a long shortage that  the sum of reallocation requests for  
additional. urban suppl ies  would exceed the supply temporarily ~lldde avail able 
from rural  areas. In th i s  s i tua t ion ,  l ines  would pers i s t  regardless of 
reallocation unt i l  the market cleared a t  a new, higher equilibrium price.  

5. Allow Governors I. _ ._ Redirection . p Authority 

a. Summary and Purpose of the Revision . - 
The Department of Energy i s  seeking comments regarding a change t o  Section 
21 1.14(b) of the  Mandatory Petroleum A 1  location Rules. The current regula- 
t ion,  as c l a r i f i ed  by Kulfng 1979-2, dllows ref iners  and importers t o  w a k ~  
i n t r a s t a t e  producr: redire~ticrtis  of no more than f ive  percent f r n m  nne area to  
another provided that  the governor designates the receiving regions as 
"shortage" areas. There i s  no l imit  t o  the amount of additional supplies a 
shortage area may receive; the supplying area, however, may not be reduced by 
more than f ive  percent. I t  should be remembered tha t  to ta l  supplies are  not 
increased under this change; ra ther ,  they are shif ted between areas. 

The s t a t e  cannot require redirection in excess of tha t  authorized by the s t a t e  
se  t-aside program. While the s t a t e ' s  order would insulate re f iners  and im- 
porters from any countervailing DOE regulation, the s t a t e s  cannot force com- 
pl iance. The regulatory change contemplated would modify Section 21 1 . 1 4 ( b )  by 
authorizing the governor l u  require compl isncc by ref iners  and importers i f  
necessary. 

In the past, re f iners  and importers have been reluctant t o  red i rec t  supplies 
in t r a s t a t e ,  arguing that  such redirect ions would impose undesirable responsi- 
b i l  i t i e s  'upon them and make them subject t o  intense pol i t ica l  pressures. 
Moreover. , i t  i s  d i f f i c u l t ,  they claim, t o  assess product supply ava i lab i l i ty  
from the perspective of a s ing le  company. As a r e su l l ,  refiilcr-s and irnportcrs 
have generally supplied a l l  their  customers within a s t a t e  with an identical 
allocation fract ion of the i r  base period volume. States having diverse intra-  
s t a t e  demand charac ter i s t ics  may experience gas 1.ines in one area and sur-' 
pluses in other 'areas. . The reluctance of ref  inevs, and im~or fe r s  to  use t h i s  
authori ty  renders the regulation ineffect ive in diminishing consumer hard- 
ships. The proposed change would seek to  remedy the s i tua t ion 'by ,  in e f f e c t ,  
forcing the suppl iers  .to implement m u 1  t i p l e  allocation fract ions within each 
s t a t e .  Those areas w i t h  shortages would receive higher a1 locations; those 
wi t h  r e l a t ive  surpluses would have the i r  a1 locations reduced. The proposed 
change assumes tha t  supply problems are within a s t a t e  and do not cross s t a t e  
l ines ,  although t h i s  assumption i s  not always accurate. 



The proposed change would enable governers t o ,  order . re f iners  and importers , to  
red i rec t  suppl ies  to  equal ize in t r a s t a t e  product shortages. Refiners an'd im- 
porters would no longer be the object, of pol i t ica l  pressure from r ival  areas 
of the s t a t e ,  although the s t a t e  would probably bear such pressure. 

b. Analysis of the Revision 

The wording of the request for  comment i s  ambiguous and incomplete. Addi- 
t ional information on the following questions should be provided before a de- 
t a i l ed  regulatory analysis can be completed: 

1.. Section 21 1.14( b )  speaks of re f iners  and importers redirecting 
suppl ies,  yet the proposed redirection authority t o  be granted to  the 
govepnors speaks of "suppl ier  s", a term which includes wholesalers 
and jobbers in addition to  re f iners  and importers. Extending the 
authority would give the s t a t e  s igni f icant ly  more power and f l e x i b i l -  
i t y  i n  responding to  c r i ses ,  b u t  t h i s  power may become unwieldy i f  
t oo  many suppliers ex i s t .  

2. Ruling 1979-2, which c l a r i f i e s  Section 211.14(b), applies to  
motor gasoline only. The redirection authority in th i s  proposal 
appl ies to  a1 1 products. 

3. The E R A  should provide some detai l  regarding implementation of 
the change. For example, would re f iners  and importers be stripped of 
the i r  discretionary authority to  redirect  or will  the s t a t e  s tep in 
and redirect  only a f t e r  re f iners  and importers refuse t o  do so? The 
redirection authority assumes an adversary ro le  for 'each party. 
Under current regulations, re f iners  and importers may not reduce an 
area 's  suppl ies by move than f i v e  percent unless DOE approves in 
advance. Does. the s t a t e ' s  involvement in redirection now mean that  
any reduction necessary to  a1 leviate  or equalize in t r a s t a t e  shortages 
wil l  be acceptable? How wil l  the s t a t e  insure equitable treatment 
for  a l l  suppliers? For example, a ref iner  or importer may supply 
firms in a surplus area, b u t  not have any customers in a shortage 
area. Wi 11 cross branding be permi t ted? 

Aside from these questions, one could ask, in general, whether the objective 
could be more easi ly  met by providing the governors more authority in the 
s t a t e  set-aside program. The objective of th i s  proposal and the set-aside 
program i s  identical:  t o  provide f l e x i b i l i t y  in responding to  s t a t e  shortages 
by redirecting supplies to  needy areas. The s t a t e ' s  f i r s t  method of address- 
ing supply shortages i s  the s t a t e  set-aside program. Shortages persis t ing 
following the drawdown of set-aside balances would warrant the governor's de- 
signation of shortage areas and the activation of the redirection e f f o r t .  I t  
appears logical that the set-aside o f f i ce ,  which monitors s t a t e  shortages on a 
day-to-day basis, and which has unfi l led applications in hand, would be. the 
best means for  allocating the fixed supplies within the s t a t e .  
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