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ing representation of emergency oil stocks

which raise serious questions about the

System’s workability.
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IEA Emergency Sharing System, the United
States will be obliged to divert oil imports
to other IEA countries. In situations similar
to the Arab Oil Embargo of 1973, when the
United States was the boycotted country,
it would benefit from the System.
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International oil disruptions in 1979 and
1980 raise serious questions about the viabil-
ity of the IEA in responding to escalating oil

prices and other forms of market disruption.
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adequacy of existing U.S. legislation to au-

thorize U.S. participation in certain IEA ad LECTE
hoc emergency activities.
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REPORT BY THE UNRESOLVED ISSUES REMAIN CON-
COMPTROLLER GENERAL CERNING U.S. PARTICIPATION IN
OF THE UNITED STATES THE INTERNATIONAL ENERGY AGENCY

The International Energy Agency (1EA), estab-
lished in 1974 and composed of 21 oil consuming
countries, is a multilateral organization de-
signed to facilitate responses to short-term
energy disruptions and long-term supply prob- .
lems. IEA's Emergency Sharing System is the
mechanism available to respond primarily to
short-term supply interruptions. As IEA's
principal proponent, the United States contrib-
uted 25 percent ($2.45 million) of the agency's
budget for fiscal year 198l.

The IEA serves as an energy policy coordinating
forum for consuming nations. It has improved
member countries' understanding of the o0il mar-
ket and provided them with a better sense of
what needs to be done on an international and
national level during a period of continuous
supply uncertainty.

The IEA's success in a rapidly changing market
environment depends greatly on the willingness
of participating countries to support its basic
objectives of (1) sharing supplies in an emer-
gency, (2) developing a comprehensive oil mar-
ket information system, (3) establishing a long-
term cooperation program emphasizing import con-
trols and accelerated development and use of
alternative fuels, and (4) improving consumer-
producer relations.

v

This review was raéuested by Senators Max Baucus
and Howard M. Metzenbaum of the Judiciary Com-
mittee.

IEA ORGANIZATION AND MANAGEMENT

The IEA is an autonomous organization of the
Organization for Economic Cooperation and
Development (OECD). Although the IEA's annual
budget ($9.8 million in fiscal year 1981) is
part of the OECD budget, the IEA Governing
Board, composed of delegates from each partici-
pating country, controls IEA's budget and over-
all operations. (See organization chart on

p. 17.)

i 1D-81-38
SEPTEMBER 8, 1981




J e Y )

An international Secretariat of 126 staff pre-
pares many of the IEA's market analyses and policy
option studies. A voluntary group of 47 oil com-
panies (21 from the United States) provides data
on the oil market and implements emergency al-
location decisions. A smaller advisory group

; drawn from the industry group, the Industry

‘4 Advisory Board, advises and consults with the

Secretariat and representatives of the Govern-
ing Board.

: Although industry influence is significant in
the IEA, the Governing Board is the final

l decisionmaker. It meets frequently and makes
decisions on a consensus basis.

. At Governing Board meetings, only government )
’i representatives of participating countries and '
the Secretariat attend. No transcripts of Gov-
erning Board meetings are made. Written con-

. clusions, which are not made available to the

[ public by the IEA, are sent to participating i
governments. (See pp. 21 and 22.)

Meetings between the IEA and industry are not i
open to the public. Members of Congress and
their designees are permitted to attend, how-
ever, and monitors from the Departments of Jus-
tice, Energy, and State and the Federal Trade
Commission attend for antitrust purposes. Jus- rP
tice and the Federal Trade Commission make

semiannual summary reports of industry IEA
activities to the Congress. (See pp. 22, 23,
and 86 through 89.)

SUPPLY DISRUPTIONS

l IEA's complex Emergency Sharing System suffers
from data errors, lack of a comprehensive price
N dispute settlement mechanism for member coun-
tries, and a misleading representation of emer-
= gency reserves, which raise serious questions
N about the System's workability. A March 1981 k
! appraisal of the most recent test of the System
! by the Department of Energy's Economic Regqula-
tory Administration underscored these deficien-
cies. (See ch. 3.) !

' Under most supply disruntion scenarios involv-
ing the IEA Emergency Sharing System, the
United States will be ¢bliged to divert oil
imports to other IEA countries. In situations h
similar to the Arab 0il Embargo of 1973-74,

i1 !
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when the United States was the boycotted coun- .
try, the United States would benefit under the
System.

Sharing supplies during an emergency is the’
heart of the IEA system and is considered to

be in the broad economic, foreign policy, and
national security interests of the United States.
Without IEA, the United States would be forced
to compete with many of its allies for scarce
oil supplies, with potentially harmful effects
to relations with them. GAO's assessment of IEA
member countries' efforts to cope with future
oil supply disruptions indicates that 1EA member
countries have established an institutional frame-
work and developed broad policy objectives but
have yet to greatly reduce their vulnerability.
(See pp. 44 and 45.)

OIL MARKET INFORMATION

With the cooperation and assistance of the oil
companies, IEA countries have developed infor-
mation systems on crude oil costs, crude oil
import prices, and the financial operations of
international oil companies. A framework for
consultation with 0il companies was created which
allows representatives of the Governing Board and
the Secretariat to discuss energy policy with in-
dividual o0il companies that would not be covered
in a regular reporting system. However, the IEA
information system falls far short of being a
comprehensive global system capable of describing
the market's total operation and structure.

(See ch. 4.)

LONG-TERM COOPERATION

IEA countries have agreed to general long-term
principles focusing on intensified conservation,
reduced import dependence, and expanded research
and development, but individual country performance

has not always reflected these commitments because t
of differing national energy policies, programs,

and procedures as well as levels of implementation.
These problems are further exacerbated by national
political differences and general economic policy
conflicts which, coupled with environmental concerns
in some countries, have produced significant obsta-
cles to long-term cooperation. Nevertheless, the IEA
seems to have heightened member countries' awareness
of the effects of o0il dependence and encouraged them
to establish target goals and coordination. (See

ch. 5.)

iii




U.S. POLICY TOWARD AND MANAGEMENT

OF U.S. PARTICIPATION IN THE IEA

Management of U.S. participation in the IEA, an
informal process involving the Executive Office
of the President and the Departments of State
and Energy, has generally been effective. How-
ever, some international energy policy deci-
sions have been inconsistent with U.S. posi-
tions in the IEA. This was apparent in the

U.S. 1979 decision to temporarily subsidize
distillate o0il imports for home heating pur-
poses, which contradicted its position as a
member of the IEA to reduce oil imports. It
was also apparent at the 1979 Tokyo Summit

when U.S. participants prepared for the con-
ference without integrating actions already
taken or under consideration in the I1EA.

The current administration is reviewing U.S.
policy toward the IEA. Although the review has
not been completed, the Secretary of Energy,

as the chief U.S. delegate to the June 1981

IEA ministerial meeting, reaffirmed that the
IEA will remain the focus of U.S. international
energy policy. He emphasized that it is the
central mechanism for protecting industrialized
countries from unexpected and unwarranted oil
supply disruptions and, in the long-run, for
reducing dependence on insecure foreign sources
of oil. While reiterating its support for the
IEA, he underscored the new administration's
commitment to market forces and stock draws as
the primary response to international supply
crises and emphasized that the formal IEA
Emergency Sharing System should be used only

as a last resort. He also stressed that in
subcrisis situations, the United States sup-
ports ad hoc measures that would be defined in
the event the market mechanism and stock draw-
down did not work. (See ch. 6.)

ANTITRUST ISSUES

U.S. participation in the IEA reflects a dichot-

omy between the operational role of the
Departments of State and Energy and the regula-
tory role of the Department of Justice and the
Federal Trade Commission. Under the Energy
Policy and Conservation Act of 1975, as amended,
Justice and the Federal Trade Commission are
primarily 1esponsible for monitoring the par-
ticipation of U.S. oil companies in the IEA for
antitrust purposes. In recent years, antitrust

iv
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considerations have increasingly intruded
upon energy and foreign policy objectives

in U.S. representation in the IEA. Foreign
governments and oil companies in particular
have reacted negatively to the extension of
U.S. antitrust law into a multilateral organ-
ization.

Nevertheless, assuming that the United States

. and other participating countries desire some
w form of international emergency allocation, the
existing antitrust system, accompanied by
strict monitoring of oil company activities,
appears far preferable to unilateral oil com-
pany allocation decisions.

U.S. legislation and the Voluntary Agreement
governing U.S. oil company involvement in the
IEA provide the United States with the unusual i
opportunity of observing the oil industry in :
action during an emergency. This is in marked

contrast to the situation in 1973, when industry

% managed the shortage and reallocated supplies

without direct Government involvement. (See

ch. 7.)

EFFECTS OF THE CHANGING ROLE OF
THE IEA ON THE UNITED STATES

IEA participating governments and companies
expressed concern about the failure of mem-
ber countries to restrain rising oil prices
and the failure of the current formula for
computing oil allocation rights and obliga-
tions to adequately consider the differing
economic needs and capabilities of member

| countries. The 1979 Iranian crisis, which

' sparked a 160-percent increase in world

) petroleum prices in the absence of a serious

‘ supply shortage of 7 percent or more, revealed
the vulnerability of the IEA. Efforts by par-

‘ ticipating countries to reduce anticipated con-

sumption by 5 percent failed to prevent the

| crisis.

| In the wake of the Iranian crisis, IEA govern-

‘ ments have attempted to become more involved in
implementing and monitoring joint energy policy.

| Following the onset of the Irag-Iran war in

September 1980, IEA adopted two new activities

o that particularly affect price.

‘ | The first is a system for consultations between
{ governments and industry on oil stock policies.

Tear Sheet
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! IEA member countries decided that oil stocks
should be used flexibly to meet short-term mar-
ket disruptions, thereby discouraging purchases
J on thg spot market and reducing upward pressures
on price.

1 The second essentially is an informal sharing
system to correct petroleum supply imbalances.
It was designed primarily to moderate potential
market pressures on prices during the latter
part of 1980 and the first quarter of 1981 due
to potentially serious supply imbalances
resulting from the Irag-Iran conflict.

Whether the informal sharing system is covered
by U.S. legislation implementing the Inter-
national Energy Program which established the
IEA has been questioned.

Legislation implementing U.S. obligations under
the Program was based on the assumption that
the international oil allocation would not
arise until the threshold of a 7-percent short-
age in 0il consumption was reached.

PR D Ao, i e ol 2T, GO
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The informal sharing system substantially

k changes this obligation; imbalances are not 5
L limited to 7-percent or greater o0il supply :
‘f shortfalls before certain actions are taken, }

and international o0il allocation has become an "

instrument for restraining rapid spot market .
i oil price increases by correcting supply i

imbalances. The informal sharing system also
b has the potential for supplanting the use of

the selective trigger under the International
{ Energy Program.

—™

Particular concerns about the informal sharing ;
system that Congress should be aware of include i
its impact on U.S. antitrust issues and other )
complementary energy legislation. (See ch. 8.)

AGENCY COMMENTS AND GAO'S EVALUATION

Several agencies commented that GAO's report
presented a useful and comprehensive overview
of IEA's structure, operation, and problems.
However, the Departments of State, Energy, and
Justice, and the Federal Trade Commission
disagreed with several of GAO's conclusions.

L.

T

vi




ih

i

--Energy and Justice argue that the 1980 test
of IEA's Emergency Sharing System clearly
demonstrates the workability of the System.

~--State claims that the United States would
have no allocation obligation to give up oil
supplies in certain non-embargo situations.

--Justice and the Federal Trade Commission dis-
agree with some aspects of GAO's evaluation
of the U.S. antitrust clearance procedure.

.

--Justice disagrees with GAO's negative charac-
terization of foreign reaction to U.S. anti-
trust monitoring in the IEA.

--State and Energy disagree with GAO's descrip-
tion of IEA's 1980 decisions concerning shar-
ing of supplies and stock management in the
wake of the Irag-Iran war.

Despite these disagreements, GAO remains con-
vinced that (1) the 1980 test of the Emer-

gency Sharing System challenges the System's
viability in an actual emergency, (2) in the
majority of supply disruptions, the United

States would have to divert oil supplies to

other IEA countries, (3) decisions stemming

from the interagency antitrust clearance

process should be explained, (4) foreign re-
action to U.S. antitrust monitoring of U.S.
industry involvement in IEA activities re-

mains negative, and (5) IEA Governing Board
decisions in late 1980 responding to the Irag-
Iran war represented for this event the establish-
ment of an informal sharing system and a flexible
stock management policy.

Specific agency comments and GAO's evaluation
appear in chapters 3, 7, and 8 of the report.
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CHAPTER 1

INTRODUCTION

The International Energy Agency (IEA) consists of 21 major
oil-consuming countries 1/ who are members of the Organization
for Economic Cooperation and Development (OECD). IEA was estab-
lished in November 1974, in the wake of the Arab 0il Embargo, in
an attempt to establish energy cooperation as a deterrent to fu-
ture politically inspired oil supply disruptions. The United
States, as the world's largest consumer of petroleum and a pri-
mary target of the 1973 embargo, was the moving force in estab-
lishing the IEA. The United States currently funds 25 percent of
the IEA's overall budget, which in fiscal year 1981 came to a
$2.45 million contribution.

GENESIS OF IEA

The February 1974 Washington Energy Conference of major oil-
consuming nations focused on the common vulnerability of import-
dependent countries to the increasingly powerful Organization of
Petroleum Exporting Countries (OPEC) cartel. The Embargo of 1973-
74 demonstrated the need for the major industrialized countries to
coordinate the development of a short-term emergency sharing sys-
tem and longer term energy cooperation focused upon reducing
excessive import dependence. Consuming countries had scrambled
frantically in an attempt to gain assured access to oil supplies,
often through negotiating bilateral contracts with individual OPEC
governments, which resulted in a tripling of o0il prices, economic
disruption in terms of spiraling prices, decreased economic
growth, and increased unemployment. The resultant chaos, dis-
unity, and uncertainty also challenged, and to some extent
strained, the overall political, security, and economic ties that
bound many of the industrialized countries. As a result of the
Conference, an Energy Coordinating Group composed of 12 coun-
tries 2/ of the OECD worked for 9 months developing the Inter-
national Energy Program (IEP) which established the International
Energy Agency. Former OECD energy groups had developed emergency
sharing of oil supplies for European nations, but the 1973-74
crisis demonstrated OECD's inability to be responsive to the
demands of the situation. Clearly a new, more comprehensive sys-
tem capable of effective action was in order.

1/Australia, Austria, Belgium, Canada, Denmark, Greece, Ireland,

~ Italy, Japan, Luxembourg, Netherlands, New Zealand, Norway,
Portugal, Spain, Sweden, Switzerland, Turkey, United Kingdom,
United States, and West Germany.

g/Belgium, Canada, Denmark, Italy, Ireland, Japan, Luxembourg,
Netherlands, Norway, United Kingdom, United States, and West
Germany.
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The 16 countries 1/ that originally signed the IEP Agreement
on November 18, 1974, represented diverse 1nterests, energy re-
source positions, national energy policies, economic policies,
and political orientations. Although the l'nited States was par-
ticularly interested in protection against 1973-74 type political
embargoes, most European countries also wanted better information
on the structure and operation of the international oil market.
European nations and Japan, with greater degrees of import depend-
ence, were intent on insuring access to supplies. Greater govern-
ment involvement in the o0il market in several Furopean nations
and Japan contrasted sharply with the privately oriented markets
of the United States and West Germany, and this posed some Aiff)-
culty in reaching agreement on a workable structure for the IFA.
Ultimately, an agreement was reached to use the multinational oil
companies' existing distribution systems and to insure that the
1EA would not become a supranational organization with brnad requ-
latory powers.

Perhaps the most conspicuous example of the diverse inter-
ests among consumer nations has been France's decision not to par-
ticipate in the 1EA, because it contended that (1) the IFA woulAd
be a counterproductive, confrontational mechanism, (2) the IEA
would be dominated by the United States, (3) French energy inter-
ests would be better served by maintaining bilateral agreements
with OPEC governments, and (4) there was considerable domestic
political opposition to any multilateral energy effort that would
require some sacrifice of French national interests.

Despite the diverse interests, the IEP Agreement was signed
on the grounds that 1t unified member countries. The final ajree-
ment provided for voluntary participation to improve emergency
sharing of supplies, develop an oil market information system,
establish a long-term cooperative effort to reduce import depend-
ence and develop alternative energy sources; coordinate and har-
monize national energy policies; and establish consumer-producer
dialogs. U.S. participation in the IEP/IEA is authorized through
an executive agreement. However, other member countries perceive
this involvement as a treaty commitment.

The uniqueness of the IFA as an international organization is
reflected in its Emergency Sharing System, designed to respond to
an oil shortage of 7 percent or more of one or more IFEA countries
or the entire group. Particularly significant is the participat-
ing countries' agreement to share supplies based on a formula
derived from individual country consumption and import levels.

The success of this system depends to a large extent on the will-
ingness of individual 1EA nations to adhere to their respective

1/Austria, Belgium, Canada, Denmark, Ireland, Italy, Japan,
Luxembourg, Netherlands, Spain, Sweden, Switzerland, Turkey,
I'nited Kingdom, United States, and West Germany.

2




emeryency-sharing commitments in an actual emergency. The IEP
Agreement and the IEA do not provide for sanctions against member
countries which do not meet their obligations.

U.S. PARTICIPATION IN IEA

Management of U.S. participation in the IEA is shared in-
formally by the State and Energy Departments, together with the
National Security Council. The Department of Justice and the
Federal Trade Commission (FTC), along with the Departments of
Energy and State, monitor the antitrust aspects of U.S. partici-
pation. State has traditionally had the primary responsibility
for managing 1/.S. participation because of key foreign policy con-
si1derations affecting U.S. relationships with other IEA partici-
pating countries, and Energy has been responsible for technical
advice. Since 1978 the dichotomy between the operational role of
State and Fnergy and the requlatory role of Justice and the FTC
has been an increasing source of problems with U.S. participation
1in the [EA, because an essential element of U.S. membership in the
IEA Fmergency Sharing System is the voluntary participation of
"".S. oil companies.

Discussions held in London in October 1974 between the Fnergy
Coordinating Group and a group of 13 oil companies, including S
1!.S. multinational firms (Exxon, Mobil, Texaco, Socal, and Gulf),
focused on companies’' perceptions of and roles in the IEP, speci-
fically the formation of industry advisory groups to implement
information development on the oil market and emergency sharing.
It was clear that, given the nature of the international oil mar-
ket and the Jdominant role of companies in that market, company
participation in the IEA would be essential for IEA to become
operational and provide some form of deterrent to future OPEC
embarjoes. It was also clear that the IEA would be highly depend-
ent upon company participation, particularly in developing and
implementing the Information and Emergency Sharing Systems, which
are essential to the realization of the 1EA's objectives.

'hese filve !!.S. companies together with eight foreign com-
panies 1/ later formed the core of the Industry Advisory Board,
which advises lIEA on emergency-sharing issues. (See list on
p- 5} The composition of this industry group has been modified to
permit medium-sized !!.S. 1nternational companies and additional
fore1gn oil companies to participate. The Industry Supply Advi-
sory Group, an ad hoc group of the Industry Advisory Board, was

1/Rriti1sh Petroleum,Co. Ltd.; Fnte Nazionale ldrocarburi (ltaly):
" petrofina, S.A. (Belgium):; OeMV-Aktiengesellschaft (Austria);
Shell International Petroleum Co. Ltd. (a British/Dutch company,
not the American affiliate): Statoil (Norway): VEBA OFL, A.G.
(West Germany), and representatives of Petroleum Association
of Japan and Petroleum Producers Association of Japan.

3
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also established to advise the Allocation Coordinator in
emergency-sharing situations. The Industry Working Party, com-
pcsed nf U.S. and foreign oil companies, advises the IEA on mar-
ket information systems. The major U.S. oil companies have
continuous involvement on these advisory panels, and the smaller
U.S. companies participate in the Industry Advisory Board on a
rotating basis. Currently, 7 of the 18 firms on the Industry
Advigsory Board are American; 13 of the 20 firms on the Industry
Supply Advisory Group are American; and 5 of the 13 firms in the
Industry Working Party are American. Company participation also
includes the Reporting Company Group (21 U.S. and 26 foreign
companies--see list on p. 5) which, under emergency reporting pro-
cedures, informs the IEA about production, imports, exports, and
other market-related data. Some of these companies participate in
one or more of these entities.

For the companies, IEA provided an opportunity to avoid the
difficult allocation decisions they made in the 1973-74 embargo
period which resulted in considerable criticism by consuming coun-
tries. The principal allocation decisionmaker in IEA is the Execu-
tive Director; however, his decisions are subject to the final
authority of the Governing Board members. The IEA's system of
relying heavily on international oil company participation also
assured minimal disruption of the companies' established supply
and distribution lines, a critical factor in an embargo situation
when governments are considering a variety of ontions to insure
adequate energy supplies. The companies also perceived their
advisory status as a means of representing their interests against
IEA countries imposing possible additional informational and mar-
ket management requirements on them. And, in the final analysis,
many companies believe that participation in a nonregulatory IEA
is preferable to such more direct forms of government involvement
k as emergency mobilization and nationalization.

i From a U.S. Government perspective, participation in IEA by
' U.S. 0oil companies presents a sensitive antitrust problem. Grant-

ing an antitrust defense, thereby permitting U.S. companies to :
cooperate in the informational, consultative, and emergency sharing i
aspects of the IEA, is essential to those companies' participation |
in the IEA. Coupled with the defense has been the establishment

of appropriate antitrust safeguards by the U.S. Government, which
have emphasized antitrust monitoring by Justice and the FTC. U.S. 1
companies have insisted that, without appropriate antitrust |
defenses and monitoring, they would not participate in the 1EA for o
fear of subjecting themselves to possible antitrust charges by i
private sector interests, with resultant litigation. The U.S.

Government has generally agreed with the companies' position on
this matter. i

The extensive involvement of U.S. international companies in
the IFEA and the serious obligations of the U.S. Government under
the Emergency Sharing System could not be carried out effectively




OIL QOMPANIES THAT PARTICIPATE IN 1EA

Reporting Company Group (note a)

Amerada Hess Corporation (U.S.)
Ancnime Petroli ltaliana (Italy)
Ashland 0Oil, Inc. {U.S.)
Atlantic Richfield Campany (U.S.)
Axel Jchnaon & Co. A.B. (Sweden)
British National Oil Campany *
British Petroleum Co. Ltd.
{United Kingdam)
Caltex Petroleum Corporation (U.S.)
Chanplin Petroleun Company (U.S.)
CEPSA (Spain)
Cities Service Company (U.S.)
Continental Oil Company (U.S.)
Daikyo (Japan)
Ente Nazionale Idrocarburi (Italy)
Exxon Corporation (U.S.)
Getty Oil Carpany (U.S.)
Gulf Oil Corporation §U.s.)
i il S.A. (Spain
e o S, U
Mabanaft GMEH (West Gexmany)
Maruzen Oil OCo. Ltd. (Japan)
Mitsubishi (Japan)
Mobil 01l Corporation (U.S.)

Montedeson (Italy)

Murphy 0il Campany (U.S.)

Nippon Mining Ov., Ltd. (Japan)

OeMV Aktiengesellschaft (Austria)

Occidental Petroleum Corporation
(u.s.)

Petro-Canada Ltd. (Canada)

Petrofina S.A. (Belgium)

Petroliber {Spain)

Petroner {Spain)

Phillips Petroleum Conpany (U.S.)

Saarbergwerke (West Germany)

Shell Intermational Petroleum Co.,
Ltd. (United Kingdom-Netherlands)

Shell 0il Campany (U.S.)

su(\ndan; 0il Campany of California
u.S.

Standard 0il Campany (Indiana) (U.S.)

Standard Oil Cowpany of Ohio (U.S.)

Statoil (Norway)

Svenska Petroleum (Swoden)

Sun Compeny (U.S.)

Texaco, Inc. (U.S.)

Union, Kraffetoff Wesseling (West Germany)

Union 0il Conpany of California (U.S.)

VEBA CEL, A.G. (West )

Wintershall (West Germary)

Industry Advisory Board

Atlantic Richfield Co.

British National Oi}l Corp.
Aritish Petroleum Co. Ltd.

Ente Nazionale ldrocarburi
BExxon Corporation

Gulf Oil Corporation

Mobil Oil Corporation
Occidental Petroleum Corporation
OsMV Aktiengesellschaft

Petrofina S.A.
Petroleum Association of Japan
Petroleum Producers Association
of Japan
Shell International Petroleum
Co., Ltd.
Standard Oil Campany of California
Statoil
Texaco, Inc

Petro~-Canada Ltd. VERA OEL A.G.
Industry Supply Advisory Group
Standard Oil Carpany of California Exxon Corporation

British Petroleum Co. Ltd.

Petro~Canada 1td.

Shell Intermational Petroleum Oo.
[£7. 18

Texaco, Inc.

Ashland 011, Inc.

Cities Service Campany

Cont.inantal Cil Canpany

Ente Nazionale Idrocarburi

I Work

Shell International Petroleum
Qo., Led.

British Petroleum Co. 114,

Ente Naziomale Idrocarburi

Exnon Qorporation

Qulf O0il Corporation

Mobil Oi1 Corporation

Petrofine 8.A.

Gulf Oil Corporation

Mobil Oi} Corporation
Petrofina, S.A.

Petroleun Association of Japan
Phillips Petroleum Ourpany
Shall OL1 Company

Standard 0il OCowpany of Indiana
Standard Cil Campany cf Ohio
Sun Campany

VEBA OHE,, A.G.

Part:

CeMV Axtiengesellschaftt

Petroleum Association of Japan

Petroleuyn Producers Association
of Japan

Standard Oil Cowpany of California

Texaco 1Inc.

VEBA OEL, A.G.

8/Countries 1n parentheses represent hesdquarters locations.
5
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by the signing of an agreement alone. Therefore, specific legis-
lation, the Energy Policy and Conservation Act of 1975, was
enacted to implement the executive agreement which binds the
United States to the IEP. During the past 2 years, however, the
IEA, with U.S. approval, has authorized several informal actions,
involving data collection, consultations with oil companies, oil
stock management, and an informal sharing scheme, which have
caused concerns about whether the act authorizes such a broad
interpretation of U.S. involvement in the IEA.

At the same time, we recognize that the United States, and
particularly the U.S. oil companies, have been a restraining in-
fluence on full participation in and implementation of oil stock
management and the informal sharing system.

THE CHALLENGE OF 1979

The chaos of the international oil market that precipitated
the formation of the IEA was followed by 4 years of relative
tranquility, with only slight increases in the price of crude oil
and no recurrence of the 1973-74 embargo. During these 4 years,
the IEA established a framework and infrastructure for developing
short- and long-term energy cooperation programs. Considerable
attention was focused on improving coordination and communication
among member countries, participating companies, and the small but
increasingly influential IEA Secretariat. Government and industry
advisory meetings were convened regularly, long-range goals and
objectives discussed, and two tests of the Emergency Sharing Sys-
tem conducted. Nevertheless, the winter of 1978 found IEA little
closer to its goal of reduced consumption and import dependence.
In fact, the energy needs of IEA countries met by imports had
decreased by only one percent, from 35 to 34 percent over 6 years.
The United States, the promoter and key member of IEA, for exam-
ple, had increased its dependence on imported oil--from 37 percent
in 1974 to 43 percent in 1978, with an all-time high of 48 percent
in 1977.

With the onset of the revolution in Iran in the winter of
1978, the complete cutoff of Iranian production in December of
that year, and the subsequent return to only limited production
the following year, a new period of oil market instability began,
punctuated by threatened supply disruptions and rapidly escalat-
ing crude oil prices.

The Iranian disruption acted as a catalyst for increased
world oil prices and a new round of bilateral contracts between
producer and individual consuming countries. Despite decisions by
Saudi Arabia and other moderate OPEC governments to increase crude
oil supplies by a million barrels a day (mmbd) to offset the Iran-
ian shortfall, prices continued to rise and the once marginal spot
market became more of a dominant factor, especially in the chaotic
environment. Also, low levels of stocks globally helped to exac-
erbate the supply uncertainty.




Between December 1978 and NDecember 1980, international oil
prices increased 160 percent, from $12 to $§13 a barrel to $30 to
$37 a barrel. 1In the final analysis, the scramble by some 1EA
countries and international oil companies to cover themselves in
the market by entering into bilateral contracts with OPEC produc- }
ers at spot-market prices resulted in a global energy condition
that was more severe than that created by the 1973-74 embargo.

The IEA attempted to be responsive to the challenge of 1979
and 1980. It convened numerous government and industry meetings
and was able to establish a March 1979 goal of reducing antici-
pated 1IEA-wide consumption by 5 percent by the end of the year.
That target was never met, as the participating countries, except
for the United States and a few others, were able to reduce anti-
cipated consumption by an average of only 2.6 percent by the end
of 1979. 1/ While the IEA exhorted its members to refrain from
bilateral contracts at spot market prices, it reluctantly admitted
that, without a 7-percent shortage, there was no mechanism in
place to stabilize the market. This experience reflected the fact
that the IEP Agreement was not designed to be responsive to
rapidly escalating prices. It also demonstrated that the lessons
of 1973-74 had not been learned and that, when challenged by an
unstable market, IEA nations in many instances opted for bilateral
actions instead of multilateral unified action.

The 1979 situation also reflected weaknesses in IEA's Emer-
gency Sharing System. During the early stages of the Iranian
shortfall, there was some concern that a 7-percent shortfall might
occur, at least on a selective individual country basis, necessi-
tating activation of the Emergency Sharing System. The data IEA
received concerning production, inventories, imports, and exports
was so unreliable that no trigger decision could have been made

1/The Department of State, in commenting on a draft of this

~ report, said that the characterization of the 1979 collective
IEA commitment to reduce o0il import demand by 2 mmbd was unduly
critical. It stated that the IEA agreement stimulated a number
of measures to reduce 0il consumption in IEA countries, the
effect of which undoubtedly was to reduce pressure on prices,
but did not outline what measures were specifically taken.
State pointed out that savings were achieved by the fourth
quarter of 1979 which were running at about 1.5 mmbd, or
roughly 3.5 percent of IEA countries' consumption.
We point out, in this regard, that State itself has recognized
that the cut in consumption was not successful. In a March 23,
1981, speech before an energy conference, the Deputy Assistant
Secretary of State for International Energy Policy said "In
retrospect the IEA decision in March 1979 to cut imports by
2 million b/d (5% of demand) was not effective and involved no
binding commitments on the part of governments.”
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with any firm assurance that an actual 7-percent or greater short-
age did exist. Fortunately, increases in supply by Saudi Arabia
and other producing countries made such a painful decision
unnecessary.

In 1979 IEA, however, did provide consuming nations with
information concerning the nature and degree of problems con-
fronting the international oil market that had not been available
during 1973-74. It gave these nations the opportunity to meet in
a common forum to assess this information and to at least con-
sider appropriate action. While the decision to reduce consump-
tion had not been overwhelmingly successful, it was a first step
toward constructive action. However, the market disruption of
1979-80 was considerably different than the embargo-type crisis
the IEA was established to resolve, and it raised the fundamental
question of whether the IEP and the IEA could be responsive to the
markedly different energy environment characterized by supply
instability and rapid price increases not tied to a politically
inspired embargo.

Perhaps 1EA's most significant accomplishment regarding the
crisis of 1979 was its analysis of the dynamics of the market,
which concluded that (1) for economic, political, financial, and
technical reasons, OPEC production may be substantially lower
throughout the 1980s than previously estimated and (2) with
heightened political instability in OPEC producing countries,
the market problems that had been anticipated for the late 1980s
could be experienced much earlier. IEA also observed that, as in
1979, a relatively small excess demand can have a dramatic impact
on the average price of petroleum. For instance, the 1979 events
demonstrated how inextricably interwoven energy and economic
policy are in the current and projected international energy
environment.

A major finding of this analysis was the significant change
in the structure of the international oil market. Specifically,
direct marketing by OPEC to consuming countries increased by
2 mmbd in 1979, to 13 mmbd, a major growth from the 2.4 mmbd level
of 1973. 0il sold by producing countries to major oil companies
under long-term contracts amounted to only 42 percent of all inter-
nationally traded crude oil in 1979 compared with 75 percent in
1973. 1In essence, the IEA concluded that the international oil
market was undergoing considerable change and might indeed have
serious implications for the IEP and IEA, which were designed to
be responsive to conditions that existed almost a decade ago.

IRAQ-IRAN CONFLICT: ANOTHER CRISIS

Before the aftershocks of the 1979 crisis had settled, the
advent of the Irag-Iran War in September 1980 posed a new energy
security threat. 1In a matter of days, 3.8 mmbd of the 17.5 mmbd
of crude oil exported by Persian Gulf countries was cut off.
Turkey, Portugal, Spain, Japan, Italy, France, and others which

8
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had been major recipients of Irag's exports were seriously
affected.

The 1980 crisis confronted the IEA with another potential
emergency-sharing trigger situation. The IEA, with the experi-
ence of 1979 fresh in mind, moved gquickly to respond to the
challenge posed by the Iraqg-Iran War. On October 1, 1980, it
convened a special meeting at which it exhorted member countries
to (1) meet the imbalance between supply and demand resulting
from the Irag-Iran disruption through existing stocks rather than
through making abnormal purchases on the spot market, (2) consult
with 0il companies to implement this measure, (3) consult with
member governments to ensure consistent and fair implementation,
and (4) reinforce conservation and fuel substitution measures.
These TEA measures come close to supply management and emergency
sharing without activating the formal Emergency Sharing System.
Although these measures initially may have contributed to
restraining spot prices, such prices steadily increased through
November 1980 as the conflict continued. More recently, spot
prices are falling as consuming country demand has decreased and
stocks have risen to record levels.

At the time the conflict started, the IEA believed that
those countries that had relied on Iran and Iraq's oil supplies
would experience even greater supply problems during 1981. This
prospect prompted the IEA to evaluate its measures, and in late
November 1980 it concluded that (1) spot market activity and
prices would increase as the war continued, (2) some companies,
for legal and economic reasons, were reluctant to cooperate with
IEA and with governments' requests to move stocks to countries in
need, (3) small increases in production by Saudi Arabia, Kuwait,
and Nigeria would not likely fill the oil gap left by the combat-
ants, and (4) the drawdown of stocks could be only a temporary
solution, Continuing deterioration of the market could possibly
set up conditions wherein the IEA Emergency Sharing System could
be triggered in 1981,

Thus, the IEA Governing Board met in Paris on December 9,
1980, and reaffirmed its October 1 measures and articulated a new
supply-demand balance strategy designed to prevent and/or mini-
mize further erosion of the oil market's stability. The new
approach called for the IEA Secretariat and participating coun-
tries and companies to work together to ensure that stocks are
drawn down in an orderly manner and that countries seriously
affected by the continued conflict are supplied by the other coun-
tries, thus minimizing the existing supply-demand imbalance.
Should these measures fail and the supply situation worsen, the
Emergency Sharing System could be activated.

The tight market situation projected for 1981 by the IEA did
not materialize despite the continuation of the Irag-Iran war,
because of
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--high inventories among most IEA countries;

--a substantial decline in o0il consumption (about
7.5 percent) in 1980 compared with 1979, brought about
ty reduced economic growth, higher o0il prices, and the
continuing impact of energy policies introduced since
1973-1974;

--growing export levels of crude oil from Iraq and Iran;

--increases in o0il production by some OPEC countries,
which helped to offset declines from Iran and Iragq:
and

--prompt action by IEA countries in October and Decem-
ber 1980 to discourage undesirable 0il purchases on
the spot market and to draw down stocks to compensate
for the supply shortfall.

CONGRESSIONAL CONCERNS

The chaotic international energy market of 1979 coupled with
the June 30, 1979, expiration of the antitrust defense for U.S.
0il companies to participate in the IEA sparked new interest in
Congress for a better understanding of U.S. involvement in the
IEA. The executive branch supported extension of the antitrust
defense through 1986. U.S. multinational oil companies market
the largest share of oil sold in the world, and their non-
participation in the IEA would hopelessly cripple IEA's ability to
distribute 0il in an emergency.

Extension of the antitrust defense through October 31, 1979,
enabled the Subcommittee on Energy and Power, House Committee on
Interstate and Foreign Commerce, to hold hearings in July on U.S.
companjes' continued participation in the IEA. The Subcommittee
expressed concern over the (1) market information provided to the
IEA by the oil companies, (2) secrecy surrounding IEA meetings
with U.S. o0il companies, and (3) nature of oil companies' partici-
pation in the Emergency Sharing System. Executive branch witness-
es, in describing the role of the companies, were frequently
unable to overcome congressional concern about data inaccuracies,
insufficient public involvement and disclosure, and oil companies'
dominance in administering the Emergency Sharing System. Instead
of resolving congressional concern, the hearings gave rise to
additional questions over the appropriateness of U.S. companies'
involvement. Hearings held on October 3 and 5, 1979, by the Sub-
committee on Antitrust and Monopoly, Senate Committee on the
Judiciary, echoed the uncertain congressional attitude, and execu-
tive branch witnesses were again unable to satisfy concerns of
members of this Subcommittee.

10
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As a result of these hearings, Congress granted an extension
of the antitrust defense to November 30, 1979, and, after addi-
tional discussion, opted for an extension through March 15, 1981,
to enable it to further study the impacts of an antitrust defense.
This defense was once again extended through September 30, 1981, to
provide the new administration with an opportunity to evaluate its
entire policy toward the IEA.

OBJECTIVES, SCOPE, AND METHODOLOGY

We made this review at the request of the Chairman, Subcom-
mittee on Limitations of Contracted and Delegated Authority,

Senate Committee on the Judiciary. He asked us to specifically
address:

1. How is the IEA organized and managed?
2. 1Is the IEA Emergency Sharing System effective?
3. How is U.S. participation in IEA managed?

4. What are the overall advantages and disadvantages of
U.S. participation in the IEA?

5. 1Is U.S. antitrust monitoring of U.S. multinational
0il company participation in the IEA adequate?

6. Has the IEA effectively represented U.S. energy
interests to date?

7. What commitments and policies has the United States
assumed as a member of the IEA?

The Chairman of the Subcommittee on Antitrust and Monopoly,
Senate Committee on the Judiciary, later seconded the request,
urging us to focus specifically on antitrust enforcement, possible
conflicts of interest among IEA participants, and public access to
IEA proceedings and documents.

On October 3, 1979, we testified at hearings of the Subcom-
mittee on Antitrust and Monopoly on extending the antitrust
defense. We identified concerns about U.S. participation in the
IEA that had been discussed in our past reports (see app. I) and
described the issues and methodology of our current review. 1In
our past reports, we expressed doubts over the effectiveness of
IEA's Emergency Sharing System, the impact of that System on the
United States, the Government's problems in effectively imple-
menting antitrust monitoring provisions, and weaknesses in arriv-
ing at a satisfactory definition of emergency reserves.

Our current review describes the operation of the IEA and its
impact on the United States, evaluates overall U.S. participation

11
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in the IEA, assesses the effectiveness of the !''.S. antitrust moni-
toring, and addresses changes in the world energy situation that
affect the IEA and U.S. participation in it.

To accomplish our objectives, we met with representatives of
most of the foreign governments that participate in the IFA, the
resident administrative and operational staff of the IEA Secre-
tariat; officers of all involved major U.S. and foreign oil com-
panies and the Departments of State, Eneray, Treasury, and
Justice; the Federal Trade Commission; and Executive Office of
the President officials responsible for 11.S. participation.

We attended several meetings of the IFEA's Industry Adviscry
Board, observing the dynamics of the government-industry inter-
change. We reviewed classified and unclassified transcripts of
Board meetings to assess their accuracy and completeness as well
as semiannual Justice and FTC reports covering IFEA activities of
U.S. oil companies.

We reviewed various IEA and executive branch documents and
publications of U.S. and foreign oil companies. All information
from the private sector was obtained on a voluntary basis. We
also contacted cognizant congressional staff members and the Con-
gressional Research Service, Congressional Budget Office, and
Office of Technology Assessment and reviewed relevant congres-
sional hearings and studies.

Although we were briefed by U.S. and IEA officials on the
proceedings of several IEA Governing Board meetings with partici-
pating governments, the executive branch has repeatedly denied us
access to these meetings on the grounds that admitting us as part
o< the U.S. delegation would create an undesirable precedent, vio-
late the separation of powers principle of the Constitution, and
possibly antagonize participating foreign governments.

Incorporated as appendixes are official comments from the
Departments of Energy, Justice, and State and from the Federal
Trade Commission. We also considered comments made by the U.S.
Mission to the IEA/OECD, the IEA Secretariat, and the Chairman of
the Industry Advisory Board. The comments were assessed and
addressed as appropriate throughout the body of this report.

- o




CHAPTER 2

IEA ORGANIZATION AND MANAGEMENT

The creation of an Emergency Sharing System, an 0il Market
Information System, a long-term Cooperation Program encompassing
conservation and development of alternative fuels, and a producer-
consumer dialog called for a dynamic international organization,
capable of assessing the world energy situation and evolving a
viable strategy for responding to it.

IEA, an autonomous organization of the OECD, was established
as a compromise among those participating nations advocating an
OECD-controlled entity and those urging a totally independent
organization. Participating countries envisioned a voluntary
international organization whose members could take unified
action to meet 0il market disruptions when and if the need arose;
they were not interested in developing a supranational organiza-
tion with broad regulatory powers.

IEA consists of the Governing Board, composed of representa-
tives of the 21 participating nations, which makes all final deci-
sions; the Secretariat, a standing professional staff selected
from meumber governments and charged with a variety of administra-
tive functions; and the industry advising and reporting groups.

IEA's budget is part of the OECD budget, but the IEA Govern-
ing Board controls IEA's bu.iget and overall operations. The IEA
budget for fiscal year 1981 is $9.8 million. (See app. II for the
1981 scale of participation in the IEA.) OECD provides admini-
strative support to the IEA including its headquarters space in
the OECD building in Paris, but IEA retains management control of
the administrative support and the space. The IEA FExecutive-
Director serves as the Coordinator of Energy Policies for the
Secretary General of the OECD, while the Combined Energy Staff of
the OECD is, in fact, the IEA's staff. 1In 1981, 126 positions
were authorized for the IEA, 61 of which are professionals. The
United States has 18 individuals assigned to the IEA Secretariat,
15 of whom are professionals.

INTERNATIONAL ENERGY PROGRAM

The IEP Agreement, setting forth the basic goals and objec-
tives of the 21 participating governments and authorizing the
establishment of the IEA and its operating rules and procedures
and the establishment of industry consulting groups, was approved
ty the participating governments after being initially applied on
a provisional basis. The duration of the Agreement is 10 years
from January 19, 1976, the date of its entry into force and
thereafter unless and until the IEA Governing Board, acting by
majority, decides to terminate it.
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Article 74 of IEP requires that "This Agreement shall be sub-
ject to a general review after lst May 1980;" until recently,
IEA's preoccupation with the crisis environment in the inter-
national oil market has prevented it from formally undertaking
this effort. The Department of Energy (DOE) informed us in
July 1981, however, that the IEA Ad Hoc High Level Group on the
IEP currently is examining certain issues related to the scope
and adequacy of the IEP and is expected to report its findings
and recommendations to the Governing Board in late 1981.

The Agreement can be amended only through a unanimous vote
of the Governing Board, and to date amendments have only occurred
as needed to accept and accommodate new members. Amendments are
conditional upon each participating country's approval; in many
instances, such approval involves a vote of national legisla-
tures. For the United States, its IFA implementing legislation,
the Energy Policy and Conservation Act of 1975, as amended, per-
mits U.S. representatives to the IEA to approve new members with-
out specific legislative action; other substantive amendments,
however, may require separate congressional action.

The absence of any amendments to the IEP other than those
admitting new members since its adoption is, in part, testimony to
its broadness and flexibility and in part to the fear that the
national ratification process would provoke several countries to
reconsider their continued participation in the IEA. As a con-
sequence, the IEA Governing Board has relied extensively on its
existing internal decisionmaking process. As the 1979 events
challenged the IEA, the Governing Board considered a number of
possible actions not specifically authorized by the IEP, includ-
ing such proposals as a stock management system, certain coopera-
tive arrangements with oil companies, lowering the Emergency
Sharing System trigger, import targets and ceilings, informal gov-
ernmental sharing, and coordinated price restraint in response to
supply disrupti~ns. IEA members and their governments were con-
cerned whether some proposals, if implemented, should require
formally amending the IEP. It is the opinion of senior U.S. Gov-
ernment officials that some proposals would require U.S. congres-
sional action for authorization, effective implementation, or
imposition of sanctions. The Secretariat has argued that suffi-
cient authority for such activities exists under article 22 of the
IEP, which states that "The Governing Board may at any time decide
by unanimity to activate any appropriate emergency measures not
provided for in this Agreement, if the situation so requires."

GOVERNING BOARD

The IEA Governing Board (1) adopts decisions and makes recom-
mendations to carry out the objectives of the IEP, (2) delegates
powers to other groups of the IEA, mainly the Secretariat, B
(3) appoints the Executive Director of the Secretariat, and ]
(4) reviews international energy developments. As of July 1981

14




the Governing Board had met 65 times. Except at ministerial-
level meetings, which have recently been occurring twice a year
and involve cabinet-level officers of member countries, the Gov-
erning Board is generally represented by either foreign affairs

or energy officials from each member country; the United States

is usually represented by the Assistant Secretary for Economic and
Business Affairs, Department of State, with the Assistant Secre-
tary for International Affairs, DOE, occasionally acting in that
capacity.

Much of the work of the Governing Board is prepared by its
four standing groups, each composed of members from participating
country delegations and focusing on the principal objectives of
the IEP. The groups essentially are subcommittees working with
the Secretariat in analyzing issues critical for the Governing
Board. (See chart 1.)

1. Standing Group on Long-Term Cooperation (SLT), m
2. Standing Group on the 0il Market (SOM),

3. Standing Group on Relations with Producer and Other
Consumer Countries (SPC), and

4. Standing Group on Emergency Questions (SEQ).

In addition, a Committee on Energy Research and Development was
created to promote cooperative research and development efforts
and an Ad Hoc Group on International Relations was established to
deal broadly with international energy relations.

Voting procedures

Although the IEP provides for complicated voting arrange-
ments tailored to specific issues, we are aware of only one
instance of formal voting since the I™A was created in 1974. All
other decisions have been made by "consensus."

The following excerpts from an article written by the IEA
Legal Advisor describe the voting system provided in the IEP, some
of the reasons for the differing voting arrangements, and what
actually happens.

"The Agreement provides for one of the most complex

voting arrangements existing in any international organ-

ization. 1In adopting those voting arrangements, the

Participating Countries departed from the principle of

'one country one vote' which was derived from the tradi-

tional doctrine of 'sovereign equality of states' and

which is applied in OECD and most other international 7
organizations. The 'one country one vote' principle i
could not be applied in the Agency because it could not :
reflect the different magnitudes of the interests of |
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Participating Countries in the decisions to be taken in
the Agency. Nor could it reflect the relative ability
of Agency countries to shape the action that might have
been taken if the Agency had not been established.

"* * * Unanimity is required under the Agreement for a
number of fundamental decisions such as the amendment of
the Agreement,' * * * changes in voting weights and vot-
ing requirements for majority and special majority
action in the event of membership changes, and * * * in
particular decisions which impose on Participating Coun-
tries new obligations not already specified in this
Agreement.' During its first two years of operation the
Governing Board has adopted, under the rule of unanimity,
numerous °‘new obligations,' * * *,  [Article 62.1 of the
IEP provides that "Unanimity shall require all of the
votes of the Participating Countries present and voting.
Countries abstaining shall be considered as not voting."]

* * * * *

"Article 62.3 provides that 'Majority shall require
60 percent of the total combined voting weights and
50 percent of the general voting weights cast.' A
table of voting weights appears in Article 62.2 * * ¥,

"The voting weights reflect two considerations: (1) an
element of equality, and (2) an element of oil consump-
tion. The juridical equality of each Participating
Country as a member of the Agency is reflected in the
General Voting Weight (GVW) schedule, in which three
weights are allocated equally to each Participating
Country, whatever its size or the importance of its oil
consumption.

"0il consumption of Participating Countries is reflected
in a separate scale of 0il Consumption Voting Weights
(OVW) on a proportionate basis.

"[Combined voting weights are the sum of the GVW and
ovw. 1"

* * * * *

"* * * Most of the Governing Board's decisions have been
taken by consensus, without having issues submitted to a
formal vote. On several occasions where disagreement
might have occurred, the views of the Participating
Countries have been expressed in the Governing Board in
such a way that the Chairman could judge that the requi-
site majority was present. Rather than force a matter
to formal vote, the practice of the Board has been to
adopt decisions by consensus, in reliance upon the
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Chairman's perception of views within the Governing
Board. This procedure enables the Board to move expedi-
tiously in dealing with political subjects which might
otherwise prove difficult to manage in a multilateral
institution."

SECRETARIAT

The IEA Secretariat, headed by an Executive Director who
serves at the discretion of and is directly responsible to the
Governing Board, consists of about 126 international staff large-~
ly drawn from member countries; half of these are categorized as
professionals. It is the principal day-to-day working group
responsible to the Governing Board and its standing groups and is
the intermediary between member governments and industry advisory
groups. (See chart 1.)

Chart 1

IEA Organizational Structure
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— 1
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SOM) {S€Q) EMELGTNCY
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I

L J
—_— —1 itA l
L teA SECR”AN.,“ J SECRETANIAT

i

) \ I
. INDUSTRY
| INDUSTRY WORKING INDUSTRY ADVISORY »] REPORTING COMPANY SUPPLY
PARTY iwp) BOARD {1AB) GROUP 0 ADVISONY
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Source: Department of Justice
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The Secretariat must be sensitive to all member countries
and it possesses a degree of independence and objectivity which
makes it the focal point for effective IFA action. It reports
country actions taken to meet IEA obligations and contributes to
moving each country toward IEA's collective goals.

The Secretariat also serves as the combined energy staff for
the OECD and is housed within the OECD complex in Paris. As an
autonomous body within the OECD, the IEA has a separate budget
approved by the IEA Governing Board and, as a formality, by the
OECD. Its personnel and administrative practices generally fol-
low those of OECD, although there are some important distinc-
tions; for example, Secretariat employees, except for the Execu-
tive Director and some high-ranking staff and some technicians,
have only 3 to 5-year contracts. Unlike OECD, the Secretariat
expects a turnover in staff to ensure fresh thought and dynamic
action as well as to prevent the establishment of an entrenched
bureaucracy. The Executive Director told us that the 1EA suffers
no loss of expertise because of the 3 to 5-year policy. Never-
theless, this policy could prevent organizational continuity at
many of the important professional technical levels involving
emergency sharing, oil market information systems, long-term
cooperation, research and development, and producer-consumer dia-
logs. The Secretariat maintains that a sufficiently trained
staff is always present and that in an emergency this staff would
be assisted by experts drawn temporarily from governments and
industry. The Department of State noted that it had not detected
any serious lack of expertise or continuity resulting from this
policy.

Given the highly complex nature of the international oil mar-
ket and the need for the IEA to develop and retain highly quali-
fied professionals, however, the short-term employment policy may
jeopardize IEA's capacity to respond to consuming countries' best
interests.

The Secretariat recruits and hires staff from government
or industry. Once hired by the IEA, however, Secretariat employ-
ees must work only for the IEA, and can have no affiliation with
governments or industry. The Executive Director told us that some
political considerations must be taken into account when appoint-
ing Secretariat staff to insure widespread representation of each
member country. Generally, Secretariat appointments match the
scale of individual country contributions. For instance, U.S.
appointees comprise 25 percent of the Secretariat staff. The
Executive Director also noted that, although IEA has no formal
conflict of interest requirements, he tends to favor recruiting
persons not involved with the oil industry. According to IEA offi-
cials, only two or three employees have joined the Secretariat
from private o0il industry. The Executive Director said that there
is no prohibition against former Secretariat employees accepting
positions with any oil company.
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Catalyst for IEA actions

Achieving IEP objectives rests mainly with each member coun-
try, but the Secretariat provides the impetus for collective
action by initiating and refining topics to be decided upon by
the Governing Board.

Despite its small staff, the Secretariat is responsible for
or involved in wvirtually all IEA activities, including

--~developing and disseminating reliable 0il market !
information and data: :

-~-analyzing both the short- and long-term energy situ-
ation;

--activating, monitoring, and directing the IEA Emer-
gency Sharing System;

-~developing long-term alternate energy proposals,
including multilateral research and development proj-
ects;

--promoting oil consumer-producer dialogs; and

--responding to any matters mandated by the Governing
Board.

The Secretariat is organized into separate offices which
correspond to the functional activities of each Governing Board
standing group.

Despite its structured organizational framework, the Secre-
tariat, according to IEA officials, shifts its staff from one
office to another to meet priority needs. The Executive Director
stated that flexible management leads to more productive and
timely work and keeps the organization dynamic and sharp; how-
ever, he also admitted that some Secretariat projects and activi-
ties had to be delayed or scaled down because of changes in staff
allocation caused by recent world energy crises, such as the 1979
Iran situation and the 1980 Irag-Iran conflict.

Although shifting professionals from one specialized area to
another may have some advantages, another question could be raised
concerning whether an individual who is expert in one area can
bring the same degree of expertise to a different area. Some IEA
member countries, on the other hand, have said that participating
countries want to keep the budgets of international organizations
‘ from expanding and are inclined to support increased participa-

tion by individual government delegations rather than increasing
the Secretariat staff. 1In April 1980, the IEA asked for nine
{ additional staff positions, eight of which were authorized and
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| assigned to the emergency-sharing, oil market monitoring, and data
areas.

INDUSTRY ADVISORY GROUPS

The 47 international oil companies that voluntarily partici-
pate in IEA activities, including 21 U.S. oil companies, are
involved in approximately 80 percent of all oil traded among IEA
member countries.

An Industry Advisory Board (IAB), composed of 7 major inter-
national oil companies and 11 independent and national oil com-
panies, advises the SEQ on emergency oil-~-sharing questions,
appropriate emergency data and information systems, legal ques- !
tions, and other industry concerns. The IAB helped to write the
IEA Emergency Management Manual detailing operating procedures
for implementing the Emergency Sharing System. The IEA also
established an Industry Supply Advisory Group (ISAG) which during
an actual emergency and at the direction of the IEA Allocation
Coordinator will assist in coordinating operational and logisti-
cal actions necessary to ensure that the Emergency Sharing System
is implemented.

e ORI

To assist the IEA in developing a general information system
on the oil market, an Industry Working Party (IWP) composed of oil
companies was created. The IWP works primarily with the SOM and
2 IEA Secretariat in addressing problems related to the development
. and maintenance of the oil market information system, which
Fr includes data on oil trade, such as costs of crude oil and oil

) products, prices and import information, and other oil supply and
demand data.

T L YTV iy e,

Each of these industry advisory bodies has significant par-

‘ ticipation and is usually chaired by the major multinational oil

companies--Exxon, Gulf, Standard 0il of California, Mobil, Texaco,
| Shell International, and British Petroleum Co., Ltd., which
accounted for 42 percent of the crude oil traded in 1979 in other
than the spot market. The majors are active in all IEA industry-
related activities because they conduct extensive business in all
IEA countries. Officials from the majors told us they joined and
are active in the IEA because they would be needed in any effec-
tive IEA Emergency Sharing System and they believe that

-=-it is in their interests to provide information on the
oil industry and oil market to member governments to
keep them more informed;

--the IEA provides a degree of protection from other,
less-appealing alternatives, such as greater govern-
ment regulation or nationalization; and

L i T P TPUIII 0: « : U = I 0 e~ R P IS 7 1 0 s, 7 b
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--collective action by a multilateral group of oil-
consuming countries is necessary to respond to supply
shortages and uncertainties.

——m e e

Officials from smaller oil companies told us they are not
concerned that the majors tend to take the lead in the IEA indus-
try groups, because the smaller companies do not have comparable
international operations or resources to devote to IEA matters.

; They explained that their interest in the IEA is more passive, and
! representatives from some foreign national companies told us they
participate in IEA mainly because their governments want them to.

———

{
:} Industry critical to IEP objectives

4 The IEA Secretariat relies heavily on industry advice and

4 information provided through an informal consultation procedure.
During 1979 and 1980 the Secretariat held many consultations with
individual companies which helped to alleviate potential emer-
gency selective trigger actions in Sweden and Italy. (See ch. 3.)

A

Despite the clear consensus on the importance of oil indus-
try participation in IEA, some controversy exists over the extent
of U.S. oil companies' involvement. Specifically, the United
States requires certain safeguards on U.S. company involvement to
protect against unfair or anticompetitive advantages which might
be gained in carrying out IEA-mandated actions. However, some
IEA officials question whether these safeguards hamper effective
U.S. company participation and thereby limit achieving the objec-
tives outlined in the IEP. 1Issues surrounding U.S. antitrust con-
cerns and other safeguards are discussed in greater detail in r
chapter 7.

PUBLIC ACCESS TO IEA ACTIVITIES

& Discussions of access to IEA meetings and documents rwust be

broken down into at least two separate categories--activities of

‘ the IEA Governing Board and Standing Groups and activities of the
industry advisory groups.

i Access to governmental activities

The IEP does not specify who may attend IEA meetings,
although it does provide that each participating country shall
Tl have representation on the Governing Board and the Standing
- Groups. The Governing Board's security principles and procedures

prescribe that access to all IEA meetings, whether held in the
OECD or elsewhere, shall be strictly limited to authorized repre-
sentatives of participating countries, IEA staff, and other per-

‘ sons authorized by the Executive Director. Neither the IEP nor

' the Governing Board, however, has imposed limits on who may
become an authorized representative of a participating country.
Therefore, the United States selects its own authorized represen-
tatives to participate in IEA Governing Board meetings.
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Industry representatives normally do not attend Governing
Board meetings. However, the industry advisory groups were spe-
cifically established by the IEA to advise the Standing Groups
and industry representatives often are invited to and do attend
portions of meetings of the Standing Groups to give advice.

No transcripts are made of Governing Board or Standing Group
meetings, although U.S. Government representatives prepare sum—
maries of Standing Group meetings in which U.S. companies partici-
pate. The Governing Board decided at its first meeting that
minutes would not be prepared in the absence of a decision spe-
cifically requesting their preparation, so as to enable the Board
to proceed in a flexible way, assuring maximum operational effi-
ciency and simplicity. Conclusions of the Governing Board are
prepared by a member of the IEA staff, but these are classified by
the IEA and accepted and/or reclassified by the Department of
State and do not reflect debate that may have occurred before a
consensus was reached. Copies of the classified conclusions are
sent to participating government representatives.

Access to industry activities

The IEP contemplated industry participation in IEA activi-
ties from the beginning. Despite U.S. legislation which signifi-
cantly affects the functioning of the industry advisory groups,
these groups were created by the IEA. Unilateral U.S. action
does not necessarily change their charters or functions.

The Governing Board decides who may have access to meetings
of the industry advisory groups; for example, it determined that,
aside from the industry representatives, IAB meetings should be
attended only by the Chairman of the SEQ and the Executive Direc-
tor of the IEA and/or their representatives. Country representa-
tives should be present only when a national legal requirement
exists.

At the IAB and IWP meetings we attended, the only country
representatives present were from the United States, except for
one occasional representative of the European Economic Community
who periodically nmonitors selected meetings for antitrust pur-
poses. At some of the meetings, as many as seven U.S. officials
were in attendance, including representatives of the Departments
of Energy, State, and Justice and the FTC. U.S. representatives
may attend these industry advisory group meetings because Section
252 of the Energy Policy and Conservation Act (EPCA) requires that
no meetings may be held to develop or carry out a voluntary agree-
ment or plan of action to implement the allocation and information
provisions of the IEP unless a regular full-time U.S. Federal
employee is present. EPCA also provides that no representative of
a committee of Congress may be prevented from attending these
meetings. Thus there is no question that U.S. Government offi-
cials have adequate access to these industry advisory meetings.
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On the other hand, EPCA explicitly provides that meetings of
bodies created by the IEA need not be open to all interested per-
sons. This includes the industry advisory groups. At least one
statutorily permissible basis for excluding interested persons is
that a wider disclosure would be detrimental to U.S. foreign
policy interests. President Gerald R. Ford determined in Execu-
tive Order 11932 (Aug. 4, 1976) that:

"The Agreement on an International Energy Program * * #
is a substantial factor in the conduct of our foreign
relations and an important element of our national
security. The effectiveness of the Agreement depends
significantly upon the prcvision and exchange of infor-
mation and material by participants in advisory bodies
created by the International Energy Agency. Confiden-
tiality is essential to assure the free and open discus-
sion necessary to accomplish the tasks assigned to those
bodies."”

Thus, non-Government persons of the United States, aside
from the official industry representatives, have been excluded
from the industry advisory group meetings. Similarly, no such
persons from other participating countries were in attendance at
any of these meetings we attended, and we are not aware of any who
have ever been permitted to attend these meetings.

Information disclosure

Neither the IEP nor the IEA Governing Board has established
special requirements for disclosing information concerning indus-
try advisory group meetings. Despite the fact that these groups
are creatures of an international organization, the national
legislation of the United States governing the participation of
U.S. companies dominates their procedures.

EPCA requires that, where practicable, a verbatim transcript
be kept of any meeting to develop or carry out a voluntary agree-
ment or plan of action to implement the petroleum allocation or
information requirements of the IEP. Transcripts of these IEA
industry advisory group meetings are prepared at the direction
and expense of and are the property of the U.S. Government rather
than of the IEA. They were intended to be useful to the United
States in facilitating congressional oversight, antitrust monitor-
ing, and information disclosure.

The transcripts are deposited with the Department of Energy,
and the full and complete transcripts, whether partially classi-
fied or not, are available to representatives of committees of
Congress, the Attorney General, and the FTC. The transcripts were
also intended to be available for public inspection and copying,
subject to the limitations in EPCA that matters may be withheld
from the public in the interest of national defense or foreign
policy or to protect trade secrets. The President has delegated
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to the Department of State the authority to classify portions of
the transcripts on the basis of the first two reasons.

The public information disclosure objectives of EPCA dealing
with industry advisory meetings have not been entirely achieved.
For example, there are delays associated with the need to make
the transcripts available for review of accuracy by all partici-
pants. Even if the administrative problems associated with the
transcripts were remedied, there would still be impediments to
having a meaningful record of meeting activities in a public read-
ing room. This results from practical issues that may not have
been contemplated at the time EPCA was enacted.

The industry advisory groups are voluntary groups set up to
assist an international organization. Most of the companies
which participate are not U.S. companies, and several are either
partially or wholly owned by the governments of other IEA mem-
bers. For example, 7 of the 18 IAB member companies and 5 of the
13 IWP member companies are U.S. companies. All the companies
participate voluntarily at the request of member governments.

Apparently from the beginning, the foreign companies and the
IEA Secretariat objected to having their comments at industry
advisory meetings made available to the public. They informally
agreed to permit the United States to transcribe their verbatim
remarks only on condition that they could review the transcripts
for accuracy and that the confidentiality of their remarks would
be protected. Consequently, the State Department classifies all
remarks of representatives of foreign companies and of the IEA
Secretariat at these meetings as being in the interest of the U.S.
national defense or foreign policy, as is authorized by EPCA.

In our interviews with representatives of foreign companies
and governments, we found virtually universal opposition or reluc-
tance to permitting remarks of their companies to be made avail-
able to the public. Neither the IEA nor the home governments of
those companies have required that their remarks at IEA industry
advisory meetings be made available to their own people, let alone
the American people. In fact, there is no tradition of public
access to governmental documents in most IEA countries comparable
to the U.S. Freedom of Information Act although there is some
movement in this direction in some countries. Under these circum-
stances, as a matter of principle, many would view the American
publication of their remarks as an unreasonable attempt to extend
U.S. legislation to cover foreign companies or the affairs of an
international organization. In addition, some voiced a concern
that the press might distort their remarks or present them out of
context.

A number of companies indicated that they and their govern-
ments would have to reconsider participation in the industry
advisory groups if the United States conditioned participation of
U.S. companies on publication of the complete transcripts of the
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proceedings of the meetings, including the remarks of foreign com-

pany representatives. Althouah we cannot predict whether there

| actually would be withdrawals, it would appear that it is not

- unreasonable for the Department of State to conclude that classi-
fication of the remarks of representatives of foreign companies

L and the Secretariat was necessary in the interest of the U.S.

i

national defense and foreign relations to assure the viability of
both the industry advisory groups and the IEA. According to the
Secretariat, the IEA and the U.S. Government need to respect the
confidentiality of the statements made by representatives of non-
i U.S. companies and by the Secretariat. On the other hand, unless
) at least the more significant of the foreign companies and govern-

ments modify their positions, the transcripts appearing in the DOE
public reading room will continue to represent an incomplete
record of what transpired at the meetings.
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CHAPTER 3

ASSESSMENT OF IEA EMERGENCY SHARING SYSTEM

The development and refinement of the Emergency Sharing Sys-
tem was and continues to be the primary objective of the IEA.
Crucial to this System is each participating country's willing-
ness to subject its domestic oil production and supplies to inter-
national allocation during an emergency. Each member has a direct
interest in ensuring the viability of the System to act as a means
of collective security during severe oil shortages that can
threaten each member's economic and political well-being.

To "trigger" the Emergency Sharing System, the IEA Secre-
tariat must make a finding that a member country, or the group as
a whole, is experiencing or can be expected to experience a 7-per-
cent or more supply shortfall below a base period level of ccn-
sumption. (The base period is the most recent four quarters, with
a delay of one quarter necessary to collect information.) Within
8 days the finding to activate the system must be rejected by the
Governing Board or it will go into effect. If confirmed, IEA mem-

bers are expected to implement the prescribed measures within 15
days.

Emergency information and data systems developed by the Sec-
retariat permit it to determine total quantities of available oil
supplies. Once the Emergency Sharing System is triggered, the
Secretariat calculates individual country allocation rights (to
receive oil) and obligations (to give up 0il) using a complex
allocation formula. The formula determines how much o0il each
country is entitled to after subtracting its demand restraint
obligation (either 7 or 10 percent of historical consumption) and
its emergency reserve drawdown obligation. The emergency reserve
drawdown obligation assumes that each country will draw down those
reserves at a rate based on the participating country's imports as
a percent of total imports of the IEA group. The Emergency Shar-
ing System assumes that each participating country maintains
(1) emergency oil reserves (governmental and private) equivalent
to at least 90 days' net imports (as of Jan. 1, 1980) to be drawn
down during an oil disruption, (2) an effective demand restraint
program which can be activated to reduce o0il consumption--7 per-
cent if supplies are cut by at least 7 percent and 10 percent if
supplies are cut by 12 percent or more, and (3) an effective
national emergency oil-sharing organization to carry out its
obligations under the System.

The Emergency Sharing System consists of three types of allo-
cations, which can be implemented at the same time.

--Type 1 is essentially a continuation of normal com-
mercial transactions by the oil industry, where each
company voluntarily rearranges its own individual sup-
ply schedule to meet a crisis as it chooses.
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N --Type 2 is the formal involvement of companies interact-
ing with the IEA, wherein the IEA facilitates realloca-

, tion by matching voluntary company offers to receive

R and provide o0il so as to satisfy country allocation

rights and obligations.

' --Type 3 requires that the IEA Allocation Coordinator
L notify member governments with allocation obligations
‘ (or members with jurisdictions over particular oil
- companies) that they must order a company or compan-
‘ ies to ship oil to countries with allocation rights.

- Type 1 and Type 2 allocations, which are essentially volun-
i tary, are expected to take care of the vast majority of realloca-
tion rights and obligations. However, in the event of remaining
allocation imbalances, a Type 3 mandatory allocation may occur.
Thus, only under Type 3 allocations will member governments
require companies to actually reallocate oil. They are involved,
however, through their national emergency sharing organizations
throughout the allocation process.

EMERGENCY DATA SYSTEM

To operate the Emergency Sharing System efficiently, the IEA,
with the assistance of the oil industry, developed a special
information system, which, through questionnaires, collects three
major types of oil data from member countries and/or participat-
ing companies.

1. OQuarterly historical supply data, including indigenous
production, imports, exports, stocks, and stock changes
for crude o0il and oil products. (Questionnaire D).

2. Quarterly supply and demand forecast data (Quarterly 0Oil
Forecast).

3. Monthly supply data (historical, current, and forecast)
(Questionnaire B collects this data from member coun-
tries and Questionnaire A collects this same data from 47
reporting oil companies.)

PO P

IEA uses Questionnaire D for calculating the base period final
consumption and net oil imports.

Questionnaires A and B are submitted after the Emergency
Sharing System is activated or when an emergency appears imminent
to serve as the primary basis for calculating allocation rights
and obligations. They give the Secretariat a 5-month supply
picture (current month, 2 previous historical months, and 2 for-
ward months). Questionnaire A is submitted by the reporting oil
companies, which account for about 80 percent of total IEA member
countries' oil supplies. Questionnaire B is submitted by each
member government and gives a total petroleum picture; it includes
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the same data provided in Questionnaire A plus the other
20 percent of cil supplies which are available from nonreport-
ing companies and other sources.

Role of Allocation Coordinator

If the Emergency Sharing System is activated, all supply
data submitted by member countries and reporting oil companies is
channeled to the Allocation Coordinator, who computes allocation
rights and obligations and transmits them to involved companies
and members. In operating the allocation process, the Coordina-
tor guides and supervises the Industry Supply Advisory Group,
which is responsible for developing and recommending to him for
approval a coordinated program of oil reallocations based on
voluntary offers from reporting companies. The Allocation Coor-
dinator reports to the Standing Group on Emergency Questions
about whether the IEP objectives are being fulfilled.

Role of o0il industry

The IEA has always recognized the critical role of the oil
industry in IEA activities, and its information systems, alloca-
tion programs, and procedures are derived from the normal commer-
cial operations of the companies.

The Industry Advisory Board meets regularly to advise and
assist the IEA, and ISAG was established to develop an emergency
supply operations manual of procedures and guidance for an allo-
cation system and to provide expertise and assistance to the
Allocation Coordinator during an emergency.

Role of member countries

Each IEA member country is responsible for ensuring that its
national oil emergency measurcs are compatible with its obliga-
tions to the IEA. To meet these obligations, each country is
required to establish a standby national emergency sharing organi-
zation responsible for:

--Coordinating with IEA's Emergency Sharing System.

--Ensuring that accurate, timely, and reliable data is
supplied to the IEA through Questionnaire B for the
effective operation of the IEA Emergency Sharing Sys-
tem.

-~-Coordinating implementation of demand restraint mea-
sures.

--Establishing a workable "fair-sharing" program, so
that all oil companies share the burden of IEA
cooperation equally.
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--Assessing the national product supply and demand situ-
ation to ensure that efforts are made to solve national
product imbalances locally.

-=Coordinating and consulting with nonreporting oil com-
panies concerning the development of voluntary offers
and providing advice on reporting companies' offers,
including assessing their impact on the national supply
position.

--Issuing direct instructions (via "supply orders" in
the United States) to companies to implement Type 3
mandatory allocations.

The national emergency sharing organizations differ from
country to country, reflecting different oil supply and political
structures. In most IEA countries, the energy ministries act as
the organization; for example, the Department of Energy performs
all such functions in the United States.

Table I illustrates how the system would work under a 9-
percent general shortfall involving 5 countries. 1In this example,
countries heavily dependent on imports (B, C, D) incur the most
hurt to their total consumption and, therefore, have allocation
rights, while countries less dependent (A) or not dependent
(E) on imports incur less hurt and have allocation obligations.

As shown, the United States, with characteristics similar to
country A in the hypothetical example, would stand to lose imports
in this type of an IEA shortage scenario. An embargo-type scenar-
io directed against the United States would give the opposite
result.

WILL EMERGENCY SHARING SYSTEM WORK?

Actual shortages have
not activated system

Several IEA countries encountered oil supply situations in
1979 which threatened to activate the IEA Emergency Sharing Sys-
tem. In fact, in the spring of 1979, Sweden experienced a tempo-
rary supply shortfall of greater than 7 percent and requested that
the System be triggered. The IEA Secretariat consulted with the
Swedish Government and the oil companies involved to alleviate the
shortage condition and determined that no real oil emergency
existed and that the situation would remedy itself if the Swedish
Government took certain domestic actions, including raising
natonal price ceilings to ensure supply. These consultations
hcaded off a potential dispute within the IEA, and the Swedish
situation eventually improved.

The IEA used similar informal crisis management measures to
alleviate similar supply shortages in other IEA countries; its
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Table 1

i Hypothetical Example of IEA Emergency Program
b

Normal situation:

Domestic production
Net imports
Total supplies

9-percent shortfall:
Domestic production
Net imports

Total supplies

IEA supply rights and
allocation obligations:

Consumption during
base period

Less 7 percent demand
restraint

Permissible consumption

Less emergency reserve
drawdown obligation

Supply right

1f available supplies
are:

The allocation right
or obligation is:

IEA

total

- ——————————— - ——— —— -

Countries
A B [ b E

----------------- (mmbd)
3,500 0 0 0 500
2,500 2,000 1,000 500 0
6,000 2,000 1,000 500 500
3,500 0] 0 0 500
2,125 1,700 850 425 0
5,625 1,700 850 425 500
6,000 2,000 1,000 500 500
420 140 70 35 35
5,580 1,860 930 465 465
83 67 33 17 0
5,497 1,793 897 448 465
5,625 1,700 850 425 500
-128 93 47 23 =35

Source: Paper by Dieter Kempermann,
auf dem Prufstand," Jan. 1977.
staff member of the IEA Secretariat.

4,000
6,000
10,000

4,000
5,100
9,100

10,000
700

9,300

200

9,100

2,100

"Das Krisenversorcuncssystem der IEA
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willingness to adjust to circumstances not foreseen during the
establishment of the Emergency Sharing System indicates its flexi-

bility to deal with changing market conditions. The use of these !
informal means of remedying temporary supply disruptions means the '
formal System has never been tested under actual conditions.

System tests

The System has been tested three times by the IEA, on a

limited basis in 1976 and more comprehensively in 1978 and 1980,
to

--assess the effectiveness of the procedures, communi-

cations, and data processing on which the allocation
system is based;

--assess the effectiveness of each member nation's emer-
gency planning organization; and

--train the Secretariat and industry personnel in the
implementation of the oil allocation system.

Actual disruption scenarios are constructed for test pur-
poses and historical oil company and country data are used as the
basis for operating the test. During a test, allocation rights
and obligations are assessed; however, actual diversion of sup-
plies does not take place. The tests focused primarily on the
manag-~ment of supplies and did not address such commercial issues
as the pricing of oil allocations:; therefore, the tests were of
limited application and value. Results of the three tests
revealed several problems, but IEA's final appraisal of test 3
pronounced the system workable and noted that U.S. participation
in the test had improved.

Staff of DOE's Economic Regulatory Administration, in a
March 1981 appraisal of the 1980 test, concluded that it had seri-
ous reservations about whether the system would function effec-

tively in an actual emergency. Specifically, it identified three
major weaknesses of the IEA system.

First, the data was inadequate. O0Oil was "lost" from the sys-
tem during the implementation of allocation rights and obliga-
tions. Large discrepancies in historical data emerged, requiring
subjective resolution by the IEA Secretariat on an estimated
basis. The data problem would have been even more severe using
current data if there had been an actual emergency, because the
statistics become more reliable as additional information is
accumulated over a period of time.

Second, there was a lack of a price-resolution mechanism.
The IEP lacks a specific provision covering pricing of oil traded
during an emergency. The decision to exclude a pricing provision
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from the IEP was intentional on the part of the signatory govern-
ments. Some agency staff believe that until such a mechanism 1is
approved and successfully tested, the readiness of the oil-
sharing system is, at best, gquestionable.

Third, there are deterrents to voluntary cooperation between
the U.S. Government and industry in emergency planning. A major
lesson of the test was that the effectiveness of the oil sharing
system hinges predominately on the extent to which U.S. Govern-
ment and industry can cooperate in solving energy emergencies.
The U.S. Government's antitrust approach toward U.S. involvement
in the TEA, according to the appraisal, appears to be insensitive
to the need for effective, cooperative working relationships between
the Government and industry.

The appraisal also highlighted other domestic problems including

uncoordinated Federal and/or State Government approaches to energy
emergency preparedness and an overall limited Government and public
awareness of the U.S. commitment to the IEA.

The IEA assessment of the 1980 test noted that the System was
workable and stated that U.S. participation had improved over that
of the prior tests despite the existence of problems noted by DOE.
IEA tends to view the tests as a learning experience for the Sys-
tem's workability.

Agency comments and our evaluation

DOE officials contend that the Economic Regulatory Admini-
stration's report is overly critical of test 3 performance and
does not reflect the Department-wide position, which is consider-
ably more positive. Although documents provided by Department-
wide representatives also confirm problems in test 3 concerning
data accuracy, absence of price dispute mechanisms, and antitrust
difficulties that caused operational delays, they note that test
3 was a considerable improvement over tests 1 and 2, which were
more limited evaluations of IEA's Emergency Sharing System.
Specifically, they cited (1) improved communication and coordina-
tion among the IEA Secretariat, government representatives, and
oil industry participants, (2) more accurate and reliable trade
data, (3) fewer antitrust difficulties resulting from the presence
of U.S. antitrust monitors, (4) development of improved opera-
tional guidelines for managing an emergency, and (5) involvement
of national emergency sharing organizations and some nonreporting
oil companies. Overall, within the limitations of the test guide-
lines, DOE officials maintain that test 3 was a successful Emer-
gency Sharing System training exercise which, despite problems
alluded to in the Economic Regulatory Administration's report,
demonstrated the IEA's Emergency Sharing System would function
effectively if and when triggered.
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llowever, the problems reflected in the Economic Regulatory
{ Administration's report and reiterated in this report appear to be
sufficiently serious to challenge the current readiness of the
System to function effectively in an actual emergency.

Although the IEA Secretariat generally supports the positive
! interpretation of test 3 as a successful training exercise, it

- also acknowledges a wide variety of operational problems consis-
tent with those identified by the Economic Regulatory Administra-
tion, including concern over the adequacy of the IEA's computer
operation.

The Industry Advisory Board's assessment of test 3 was
generally consistent with the overall DOE and IEA interpretation.
However, it also expressed concerns similar to those of the Eco-
nomic Regulatory Administration's report. Those concerns were
expressed in the April 1981 FTC report on industry activities in
the IEA, which stated that:

"The IAB was concerned that AST-3 [test 3] was of
limited value in predicting the effectiveness of the
allocation system during a real emergency. AST-3 was a ;
hypothetical volumetric and logistical exercise only. ;
It did not address commercial issues, such as price of
allocated oil. The IAB noted that the entire success of
the test was based on the willingness of both countries
and companies to come forward with voluntary offers.
Yet, willingness to make voluntary offers during a real
emergency will depend in a large part on the terms of
the voluntary offer transaction. The IAB suggested that
price should be tested at a future AST. Companies also
recognized that even the introduction of pricing in a
test would not remove uncertainty as to how comparies
and countries would react during a real emergency."”

The Justice Department also took exception to the Economic
Regulatory Administration description of antitrust problems in
test 3 and asked for more specific information. In addition,
Justice stated that the IEA Secretariat/ISAG appraisal of test 3
found in general that the antitrust safeguards did not "signifi-
cantly" impair operations of the system.

The March 1981 Economic Regulatory Administration's report
provided the following additional information on test 3 antitrust !
problems.

"Mechanisms have been established under the Agreement

[U.S. Voluntary Agreement--see ch. 7] to protect the

proprietary nature of company-specific trade data and

to cover antitrust considerations. However the rigidi-

ties of the mechanism hindered the necessary exchange

of information among industry and government represen- ;
tatives, both within the IEA and in industry during A

AST-3. FRA staff experience in resolving domestic ;
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supply aberrations has consistently demonstrated the
need for cooperation during an energy emergency. The
ability to plan that cooperation in advance of an
emergency could make a considerable impact on govern-
ment and industry readiness and response.

"Therefore, a new approach to antitrust considerations
needs to be initiated that would both facilitate emer-w
gency planning and protect proprietary interests.
Within the U.S. Government, an inter-agency committee
has already begun work on these issues."

Although the ISAG concluded that U.S. antitrust monitoring
in test 3 was a vast improvement over that in test 2, it also
criticized U.S. antitrust requirements in test 3 as being burden-
some and restrictive. Specifically, IAB members expressed con-
cern that (1) every voluntary offer made during the test was
recorded, (2) U.S. antitrust clearances did not cover non-
reporting companies, and (3) ISAG's subgroups could not meet with-
out a U.S. antitrust monitor present. The IAB noted that during
test 3, the United States had 20 antitrust monitors present during
the 8 weeks, 4 or 5 were present at any one time, while the EEC
antitrust section had 1 antitrust monitor present throughout the
entire test. (See ch. 7 for detailed information on antitrust
monitoring.)

Data problems

Accurate and timely information on available and projected
oil supplies is critical to successful operation of the IEA Emer-
gency Sharing System. Supply data from reporting oil companies
and from each member country contribute greatly to the Secre-
tariat's decision on when to activate the System and to its
management of the reallocation of oil supplies.

In addition to those problems noted above by DOE, a 1980 IEA
analysis indicates that:

--Work of the IEA on emergency questions was severely
hampered by the poor quality of some Questionnaire B
and quarterly oil data. In some IEA countries, there
was inadequate coverage of importers, exporters, pro-
ducers, and holders of stock in Questionnaire B
reporting systems. This applied especially to non-
reporting companies.

--Inaccurate forecasting of available oil supplies in
monthly submissions resulted in consistent over-
estimates of available supply:; error rates ranged
from 0.3 to 9.5 percent and averaged 4.2 percent from
March 1979 through April 1980.
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In mid 1979, an IEA ad hoc data group was formed to determine
the cause of data errors. In a 1981 analysis, the group identified
major causes of data errors which were similar to those identified
in test 3.

--Governmental administration problems, such as inade-
guate, poorly trained staff, constant personnel turn-
over, and preparation and transmission errors.

--~-Different government agencies involved in collecting
data, using different standards and guidelines.

--Difficulty in projecting forward supplies, especially
those of smaller oil companies, resulting in a down-
ward bias in times of oil shortage.

-~Incomplete coverage of oil industry activities in some
national data systems, especially where industries
other than o0il industries are importing oil products.

-~0il redirected during its voyage or incorrectly
labeled by the exporting country.

-~Redirection of o0il held in transshipment terminals.
--Double counting and other reporting errors.

-~Leads and lags which arise when o0il exported from one
IEA country to another may be several weeks on its
voyage.

-~-Cutoff date problems which arise when countries and
companies freeze data on dates not corresponding to
those in the reporting instructions.

To improve the quality of data, the Secretariat has recently
undertaken initiatives to (1) expand the number of reporting com-
panies from 33 to 48 to provide wider coverage, (2) collect more
information and data on oil stocks held at sea, (3) provide more
clear and consistent reporting instructions and guidelines for
Questionnaires A and B, and (4) keep member governments informed
of potential data problems.

Despite these efforts, I1EA officials admit that errors in
emergency data submissions cannot be completely eliminated; errors
are inherent due to multiple sources, the dynamics of the oil mar-
ket, and the nature of forecasting supplies. IEA officials appear
uncertain as to what is an acceptable error margin. On October 26,
1979, 1EA reported that data error rates were "too large to allow
meaningful reallocations in an emergency." Since then, it has
reported that data error margins of 2 to 3 percent are "acceptable'
to effectively operate the Emergency Sharing System.
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DOE informed us in July 1981 that the SEQ Ad Hoc Group on
Data Improvement is continuing to function and is about to com-
plete a study of trade data discrepancies which provides correc-
tion measures for a number of identified discrepancies; notes some
inherent Jdiscrepancies such as those relating to transit times and
differences in forecasts; and proposes means of coping with
remalining discrepancies. The Group, DOE says, has also improved
procedures for reporting backflows of material to refineries; is
establishing a criteria for a transition from quarterly to monthly
reports of historic supply, consumption, and stock data; and 1is
documenting national reporting practices of non-oil hydrocarbons.

We believe the quality of emerygyency supply data affects the
degree of confidence each member has in 1EA's ability to ensure
fair sharing Jduring an emergency. The question of whether IEA
can successfully operate its Emergency Sharing System with 2 to
3-percent error rates remains unanswered. ilowever, the known data
problems may contribute to an overall reluctance to activate the
System except under clearly defined and severe shortages.

Potential pricing problems

The 1k Agreement states that prices of redirected o1l should
reflect "comparable commercial transactions” hbut does not define
this term; thus potential price disputes between ILA member coun-
tries can occur which might delay or disrupt the allocation
process. A likely price dispute could occur during a Type 3 allio-
cation, when a country with an allocation obligation must direct
shipment of 01l to a country which has an allocation right but
whose national price ceiling i1s too low to attract economical
shipments by o0il companies. Unless the involved countries and
companies can reach agreement through arbitration or other means,
it is likely the 0il will not be diverted according to the IEA
allocation formula.

The IEA established a Dispute Settlement Center in July 1980
to arbitrate price disputes between and among buyers and sellers
of oil because it recognized that price disputes during interna-
tional oil allocations are 1nevitable and that such a mechanism
would be "highly important to the success of emergency allocation"

by providing rapid and uniform decisions. 1EA officials believe
the Dispute Settlement Center will ensure smooth operation of the
Emergency Sharing System in most instances. Nevertheless, the

dispute resolution mechanism is handicapped, because agreement ly
the oil companies to use the Dispute Settlement Center is volun-

tary; it does not address price disputes between ILEA riember coun-
tries; and the operation of the Center in an emnergency has never

been tested. The question of whether creation of the Center will
solve potentially serious price dispute problems remains open.
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It} officials expressed concern that potential unresolved
price disputres could affect the U.S. obligation to the I1EA. They
contend thnat DOE would not force a U.S. o'l company to divert o1l
to ancther IFA country to nmeet .S, alloca ion obligyations urless
the conpany agreed beforehand to use a mutually accepiable price
dispute mechanisii.  On the other hand, DOF has stated that DCE
revulaticns Jo not impair the absolute authority granted by EPCA
to allocate o1l to meet U.S. IEP obligations. Company litigation
over a supply order would delay the allocation process only if an
injunuTion were 1ssued.

el regulations issued in May 1979 authorize supply orders to
e 1ssucd to U'.S. companies to sell oil to meet U.S. allocation
ol 'Ti1garions, stating that:

a firr 1ssued a supply order would not be required to
seil, exchange, our otherwise provide the o1l specified
in the order unless the firm to which the o0il is to be
supplied agrees in advance to submit any dispute to a
nut%aITy'qcceptable arbitration or other dispute settle-

ment procedure.” (Underscoring supplied.)

if recipirent companies refuse to submit potential price dis-

[utes +o arbitration Jdue to a national pricing policy, DOE is
caught in oa iilerua hetween forcing a U.S. company to ship the

1ioor net fFuifilling V'.S. obligations under the ILCP. In either
case, the iLmergency Sharing System may not be entirely effective,
because, 1n the first instance, companies might litigate the DOE
sapply order, thereby delaying the allocation process and, in the
secondt iustance, the System would not receive oil from the United
sStates.,

90-day emergency oll reserve misleading

Peginning Jarnuary 1, 1980, each IEA country aareed to main-
talli eneraoney o1l reserves equal to 90 days of net oil imports.
The 1A dlescribes enmergency reserves as including crude oil, oil
provacts, and anfinished oils held 1in refining tanks, bulk ter-
minals, p.jpeline tankage, barges, oil tankers in port, inland ship
tuner s, alel o storage tank bottems.  Working stocks held by indus-
tiy ol larl joe consuamers are also included.  DOE, U.S. o1l compan-
105, ater sooe Tha o officials believe that this definition i1s too
trooa o oant o lhes et trgly reflect real reserves which could be used
tooar, e o1 sency.  They sald that i1ndustry 1nventoriles are pri-
Partlly e workineg stocks necessary to ensure normal operations

'

Aol orrat e cks cnly abwve this jevel are pure emergency reselrves.

hAa it faiorals stated that the broad definiticen of emergency
retr e was g political comprorise to achieve a consensus on
enc o Das abor s Jeantirfirlat le comnagtinent . They said some TLA mmem-
L Al ppesest s e straet land realistic) definition of
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emergency reserves because of the difficult domestic political
liabilities in establishing costly government reserve programs oOr
forcing the oil industry to maintain and finance additional
stocks.

Amount of actual U.S. emergency
reserves unknown

DOE officials told us that the U.S. o0il industry holds stocks
sufficient to meet IEA emergency reserve obligations. However,
they also say that the 154 days of net imports reported to IEA on
January 1, 1980, does not truly reflect reserves actually avail-
able during an oil shortage. Officials from several major U.S.
01l companies told us that they have little 0il reserves which
could be used in an emergency and that the U.S. Strategic Petrol-
eum Reserve 1s meant to meet U.S. obligations. Industry officials
contend that their oi1l stocks are part of working inventories and
that very little oil is available as a pure emergency reserve. In
fact, all the companies we contacted said they had no stocks
available or set aside for IEA purposes.

Assessments of industry's ability to meet the 90-day net
import obligation vary greatly. A June 1978 report contracted by
DOE, "Inventories Management in the Petroleum Industry," concluded
that the American petroleum industry stocks are already channeled
for specific uses and there would be little excess stock for use
during an oil emergency. An earlier study by the U.S. National
Petroleum Council concluded that only 23 of the 153 days of U.S.
reserves reported to 1IEA in 1976 represented ‘“pure reserves." A
November 1979 DOE analysis of the appropriate size of the U.S.
Strategic Petroleum Reserve estimated that about 125 million bar-
rels of private stocks could be drawn down during an emergency.
However, despite the President's authority to implement inventory
controls under the Emergency Petroleum Allocation Act, DOE offi-
cials contend that they have no power over how reserves are used
by industry: they indicated that some companies may decrease
stocks during an emergency while other companies might increase
stocks. Thus, even if DOE had a reasonable estimate of emergency
reserves held by U.S. o0il companies, there appears to be no Gov-
ernment program which would dictate how industry would use such
reserves during an emergency.

Importance of U.S. emergency reserves

In April 1979, DOE published the "Simulation Study of Eight
petroleum Supply Disruption Scenarios" which was written under
contract by Wharton Econometric Forecasting Associates, Inc. The
study shows that emergency reserves (in this case defined as the
Strategic Petroleum Reserve) can provide a significant buffer
against the 1impact of oil shortages on the U.S. economy.




For example, the study presents an olil embargo scenario of 2 mmbd,

equal to about 11.8 percent of total U.S. oil consumption. 1/
With no drawdown of the emergency reserves, the United States
would suffer about a 4.8-percent decline in gross national pro-
duct, a l.6-percent increase in the unemployment rate, and a 3.9-
percent increase in inflation (based on consumer price index}).
Embargoes of greater amounts of o0il (4 mmbd to 6 mmbd) show
correspendingly greater declines in gross national product and
increases in unemployment and inflation. The study also provides
embargo scenarios with various drawdowns of the Strategic Petro-
leum Reserve whose results indicate much lower declines in gross
national product and increases in unemployment and inflation.

Results of the Wharton study were basically reconfirmed in a
separate November 1979 DOE analysis of the appropriate size of the
Strategic Petroleum Reserve, which contained several oil interrup-
tion scenarios and their impacts on the United States. The study
concluded that "the economic costs of even relatively small inter-
ruptions which result in large price increases are frighteningly
large, * * * GNP losses of most of the interruptions postulated
could exceed $100 billion."

Based on the current U.S. emergency reserve position, the
potential for buffering the harsh consequences of potential oil
shortages for any lengthy major disruption is limited.

U.S. ability to effectively manage demand
restraint programs gquestionable

e Emge A B e e

Because the United States does not have unencumbered reserves
equal to 90 days of net o0il imports, it will be increasingly vul-
nerable to oil shortages and will have to rely on demand restraint
over and above IEA's 7 or 10-percent demand restaint standard.
According to DOE, the demand restraint obligation may be met by
any measure which reduces a country's rate of final consumption.
IEA says that demand restraint can be achieved by allocation or
conservation, among other measures. However, during an emergency
the potentia' for rapid switching to alternative energy sources
is limited and the United States may have to rely heavily on the
market mechanism, allocation, and conservation.

Within the past few years, DOE proposed a vast array of pro-
grams meant to restrain demand during an oil shortage, including
a program for meeting l1EP requirements. These programs included
standby mandatory product allocations, a standby refinery yield
program, gas raticning, and a multitude of other conservation
measures, such as reduced speed limits, temperature controls,
compressed workweeks, odd-even gas days, and so on. Many of these

l/The scenario assumes embargoes lasting one year and used 1978
as the base year to calculate supply effects.
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conservation measures reqguired congressional approval plus at
least a 90-day startup period.

Farly in 1981, DOt's standlby conservation proyrams, except
for the public information and minimum gasoline purchases jro-
grams, were withdrawn by the new adminilstration. Adii1ticnally,
Executive Order 12287, 1ssued on January 30, 194], oxempts ajl
crude 01l products from allocation controls ald., ~i bursuant ¢
the Emergency Petroleum Allocation Act. 7The lose of bl
conservation and alicoation programs would appear 0 mak
ability to meet its IFA demand restraint and Jomestic al
obligations highly doubtful.

e
location

In June 1978, DCL made a limited tes* of +<he stanily cruade
nil program concurrently with lEA's test of 1ts Energercy Sharing
System. DOI's test, which fucused heavily on lata *ransmissions
frem the dormestic oil industry and excluded the effect of pricing
on the program, showed that many ‘iata subm.ssicns were 1ucorplete,
inaccurate, and late and that Insiructions to refiners wers Con-
fusing.

An IEA official's appraisal of ['WOE's performance during test
2 concluded that "the organizat:.cnal setup irn DOE was ot suffi-
clent to deal with the cormplexities Of coordinating hoth systems.”
An unofficial IFA version of the test called U.S. performance "a
failure." DCE's performanc2 in the most recent LA bEmergency

Sharing System test chows scme improvement 1n coordination,

Despite this criticism, DOE officials claimed the former
standby crude o0il and refinery yield program would have worked if
activated. However, in our April 1980 report, "Gasoline Alloca-
tion: A Chaotic Program In Need of Overhaul" (IEMD-80-34), we con-
cluded that DOE was "ill-prepared to manage the 1979 gasoline
supply shortage"” and cited DOE's ad hoc approach to c¢risis manage-
ment as a contributing factor. Additionally, our March 4, 1981,
report, "“The Department of Energy's Reorganization of Energy Con-
tingency Planning Holds Fromise--But Questions Remain" (EMD-81-57),
noted that, despite the February 24, 1981, reorganization which
emphasized emergeincy planning, the international aspect of contin-
gency planning had apparently been ignored, thus neglecting the
necessary coordination between U.S. emergency plans and the IEA
Fmergency Sharing System.

We noted, however, that DOE has no formal national emergency
sharing organization, procedures manual, or staffing organization.
Instead, it relies on an ad hoc organization involving at least
six internal offices which, according to DOE officials, will come
together to manage DOE responsibilities in the event of an oil
shortage.

Officials of several major U.S. oil companies told us they
lack confidence in DOE's ability to effectively manage U.S. demand
restraint programs. They cited such problems as the DOE staff's
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lack of knowledge of the complex oil market, poor emergency
planning, poor coordination of domestic programs, and programs
which are often contradictory and incompatible.

DOE's performance in operating the gasoline allocation pro-
gram, its current ad hoc approach to its national emergency shar-
ing organization responsibilities, and its past performance during
tests of its crude oil programs do not bode well for successful
interface between the IEA and U.S. systems.

POTENTIAL U.S. ADVANTAGES AND DISADVANTAGES
FROM EMERGENCY SHARING SYSTEM

Our analysis of the complicated IEA Emergency Sharing System
shows that the United States would probably incur an allocation
obligation during either a general worldwide shortfall (over
7 percent) or a shortfall experienced by any other IEA member
country. The United States would have an allocation right if it
were the target of an o0il embargo resulting in a shortfall of
7 percent or more.

Several intangible factors, however, complicate a straight-
forward analysis. For example, U.S. officials argue that the
United States gains collective security through the IEA Emergency
Sharing System, which is more desirable than a highly competitive
and potentially destructive "go-it-alone" approach to solving oil
shortages. They believe that the sacrifice of oil supplies to
help U.S. allies is a small price to pay for continued cooperation
among consuming countries and that the economic benefits of shar-
ing are also tied to U.S. foreign policy and national security
interests.

In addition, we agree with the IEA Secretariat that the ad-
vantages of the Emergency Sharing System to the United States
include not only the possibility of the United States receiving
oil in an emergency, particularly in case of an embargo or other
supply event reducing supply to the United States, but also the
direct and vital interest of the United States in the security of
supply to all industrialized democracies which are IEA members.

Because the stakes involved are so high, U.S. officials
believe the IEA Emergency Sharing System should be activated only
during a sudden and severe oil crisis, when each IEA member coun-
try would readily accept its obligations under the IEP. They con-
tend that the System is onerous and costly to operate and some-
what heavyhanded for dealing with temporary market disruptions or
the gradual supply reductions which have characterized the world
ocil market since early 1979.

Two recent studies also question the viability of this Sys-
tem.




--An October 1980 Congressional Research Service study
on the effect of the Irag-Iran conflict on the oil
market concludes that the viability of the System is
doubtful because it depends on the private oil sector
and fails to encompass the activities of non-IEA
countries. The study points out that, if the IEA
System was triggered, oil exporters would signifi-
cantly increase o0il prices and would tend to break
contracts with IEA members. Since the IEP has no pro-
visions concerning oil prices, countries would be
forced to accept prevailing market prices.

--A Jaauary 1981 Harvard study on energy and security
concluded that triggering of the System would allow
some time for oil-consuming countries to take eco-
nomic and military actions and might temporarily
restrain significant price increases. The study raised
doubts whether the System could be effective in supply
crises of less than 7 percent or more than 20 percent
and for a prolonged period of time.

Agency comments and our evaluation

The Department of State argues that whether the United States
would give or receive o0il under the system depends on which oil
supplies are interrupted. It contends that our point that the
United States would receive o0il only if it were the target of an ;
embargo is technically untrue and that, in most circumstances, an
interruption of Western Hemisphere or African supplies would put
the United States in a receiving position. State Department offi-
cials con~ede that in the overwhelming majority of non-embargo
type supply disruptions, the United States would indeed have an
allocation obligation because the United States produces over half
of its consumption, unlike most IEA countries which are much more
import dependent and, therefore, more likely to incur allocation
rights in the event of a supply disruption. State Department
officials also concede that the prospect of a non-embargo type
disruption in the Western Hemisphere and Africa of the magnitude
that would result in the United States receiving oil supplies is
extremely unlikely.

EFFECT OF GOVERNMENT-TO~GOVERNMENT DEALS
ON EMERGENCY SHARING SYSTEM

R} I 7 - wva. -

Since 1974, the oil market for which the Emergency Sharing :
System was founded has changed dramatically. In 1973, the major
0il companies handled 75 percent of all crude oil traded inter-
nationally; by the end of 1979, their share had fallen to 42 per-
cent. Because supplies are now reaching the market from other
channels, the multinational oil companies' ability to adjust ‘
imbalances through intracompany allocation and third-party trans- :
actions is reduced. The arrangements that replace these companies'
functions lack the same flexibility to balance the global system.
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Many of these new arrangements take the form of direct

producer-consumer contracts. In 1979, government-to-government
contracts increased about 50 percent, from around 3.8 mmbd to
5.8 mmbd. In bypassing the multinational o0il companies via direct

producer-consumer contracts, OPEC gains more and more control over
the destinations of its crude oil. Among other benefits, pro-
ducers hope to gain political benefits ranging from generally
improved relationships to specific foreign policy objectives, such
as Iraq's insistence on an Israel/Egypt/South Africa boycott
clause in contracts.

In an effort to cope with these rapid changes, the IEA mini-
sters agreed in early 1980 that more information on government-to-
government contracts was needed.

IEA's preliminary observations indicated that the hroader
implications of these new trading activities involved "the
security of petroleum supply to IEA member countries and the
flexibility of the international distribution system, increased
politicization of the oil trade, and manageability of emergency
situations." IEA concluded that the continued buildup of
government-to-government deals may endanger the flexibility of the
international distribution system.

In June 1981, nevertheless, the Secretariat noted that, even
though increasing volumes of oil are being traded on government-
to-government deals, most of it seems eventually to find its way !
into the company supply systems, so this might not be so serious
a problem. In addition, the State Department points out that the
percent of oil imported into IEA countries by companies partici-
pating in the IEA system has not changed.

The Secretariat has noted a need to identify flows of oil
which are "dedicated" to specific country destinations, since this
could reduce the flexibility of the international oil distribution ;
system generally and perhaps also affect the smooth functioning of !
the Emergency Sharing System.

In a study contracted by DOE, "Response of 0il Companies and
Consuming Countries to OPEC's Increasing Control of Crude 0il Ex-
ports, " dated October 1979, Petroleum Economics, Limited, observed
that "with supplies of o0il that traditionally flowed through oil
company channels threatened with restrictions, the efficiency of
01l sharing programs organized by IEA is called into question."
we have this matter under review in our study of the changing
structure of the international oil market and its impact on the
United States.

OTHER EMERGENCY SHARING SYSTEMS

The European Economic Community (EEC) has an emergency shar-
ing system which covers petroleum and other fuels used in the
generation of electricity. All members of the EEC, except France,
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are members of the IEA. The North Atlantic Treaty Organization

_ also has an emergency sharing system which is activated under

! severe crises or wartime conditions when the defense needs of its
member countries are not being satisfied, regardless of the level
of the shortfall.

e

Differences and similarities between the IEA and EEC systems

{ are

--both encompass demand restraint emergency stock
requirements and oil sharing although they are defined
differently:

--the IEA has no oil movement restrictions, the EEC does; !
—--the IEA system is more structured;

--the EEC has no direct involvement of the o0il industry;
and

--formulas for triggering the sharing mechanisms differ. |

Despite the differences, both organizations believe the two
systems can operate effectively on an individual and simultaneous
basis in the event of an actual triggering.

These emergency sharing systems represent a positive step
toward improved multilateral cooperation among developed consuming
countries. Whether they represent an effective deterrent and/or
response to supply disruptions remains to be seen. 1Individually
or collectively, no system will be effective unless

[ S --all participating countries agree that the system is

1 important, that it is critical to their national inter-
‘ est, and that each country will accept an allocation

obligation as well as an allocation right; and

--an acceptable price dispute process exists to prevent
conflicts between buyers and suppliers that could
delay, if not prevent, effective and efficient opera-
tion,

CONCLUSIONS

Our assessment of IEA member efforts to cope with future oil
supply disruptions and disruptions stemming from war or civil
unrest--widely considered a likely prospect sometime in the
1980s~-indicates that IEA members have not taken strong enough
action to meet this likelihood. IEA members have established an
institutional framework and developed broad policy objectives to
meet the threat of future oil shortages, but they have yet to
limit their vulnerability to such shortages. Our assessment shows
that IEA's complex Emergency Sharing System suffers from data
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problems, lack of an adequate price dispute settlement mechanism
for member countries, and a misleading representation of emergency
reserves, which raise serious questions about the System's work-
ability and contributes to a reluctance to use it except in severe
oil disruptions, such as those experienced in 1973-74.

The United States has a stake in the success of the common
efforts of IEA members to meet future o0il shortages. Under non-
embargo supply disruption scenarios involving the Emergency Shar-
ing System, the United States would likely be obligated to divert
0il imports to other IEA countries. Sharing supplies during an
emergency is the heart of the IEA system and represents the broad
economic, foreign policy, and national security interests of the
United States. Without IEA, the United States would be forced to
compete with many of its allies for scarce oil supplies, with
potentially harmful effects to its relations with them. The IEA
Secretariat agreed with this assessment, stating that:

"* * * another scramble for oil supplies would produce
yet another huge price explosion with catastrophic eco-
nomic consequences. And the nature of the o0il market is
such that when prices go up they do not quickly come
down even if they are gradually eroded in real terms
between supply interruptions. The U.S. is now funda-
mentally tied into the world economy and therefore has

a major interest in avoiding anything which may lead to
further economic disruption.”




CHAPTER 4

ANALYSIS OF IEA'S OIL MARKET INFORMATION SYSTEM

The need for independent information about the international
oil market's operation and structure has been a primary concern of
member countries since the IEA was established. Government moni-
toring of or intervention in this market was not common before the
oil embargo of 1973, when swift changes started to take place in
the market. IEA member countries, which comprise most of the
world's largest oil importers and consumers, became very conscious
of their dependence on secure supplies of crude oil and o0il prod-
ucts and the rapid passing of control over cil production and
price levels from oil companies to producing countries.

Consequently, participating governments became concerned that
the bulk of the international oil market depended on the oil in-~
dustry's experience and logistics expertise and processing and
marketing capabilities. Thus, they agreed to include in the IEP
a comprehensive international 0Oil Market Information System and a
permanent framework for consultation with oil companies. The IEP
can be interpreted as indicating that, with the establishment of
this system, they intended to play a more active role in relation
to the oil industry. Participating governments agreed that ade-
quate knowledge of the operation and structure of the inter-
national o0il market and the activities of the international oil
companies was essential to the success of IEA's emergency and
overall cooperative programs.

IEA's 0Oil Market Information System consists of (1) a General
Section dealing with the international oil market and the activi-
ties of oil companies and (2) a Special Section dealing with
information essential to ensure the efficient operation of emer-
gency measures; i.e., volume data or ©il supply and demand.

STANDING GROUP ON THE OIL MARKET

To set up the Information System, the IEP provided for a
Standing Group on the 0il Market composed of one or more rep-
resentatives from each participating country, to define, review
the operation, and report on the Information System and to esta-
blish and operate the framework for consultation with oil compa-
nies.

The Secretariat was given responsibility for operating the
Information System and distributing the information to the parti-
cipating countries. It was also assigned the task of preparing
reports on the international oil situation. However, the SOM has
provided for ad hoc task forces to help with these responsibili-
ties.

As agreed in article 27 of the IEP, commencing in 1975 I1EA
members began collecting certain data from oil companies within
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their jurisdictions. This data is submitted to the IEA Sec-
retariat on a regular basis and has been incorporated intc the
following information systems.

-~Crude oil import prices
--Petroleum product import prices
--Crude o0il costs

--Financial information system

In July 1979, in response to the Iran crisis, the Governing
Board considered setting up (1) a spot market reporting system
and (2) a register of international crude oil market transactions.
Since that time, IEA has set up a crude oil import register 1/
system and modified Questionnaires A and B to encompass informa-
tion on oil stocks at sea. However, no spot market reporting
system was established.

To further improve the ongoing surveillance of the oil mar-
ket, IEA ministers agreed in December 1979 to obtain more informa-
tion on state-to-state transactions. The SOM developed a quarter-
ly reporting system on government involvement in the oil market,
including direct purchases by government or state companies and
other activities which affect crude oil purchases by private par-
ties. The reporting was terminated after an extensive analysis by
the IEA Secretariat in 1980. The SOM at the end of January 1981
agreed that no further analysis should be made before the autumn
of 1981. IEA points out that the analysis of destination restric-
tions is, however, taking place in the Standing Group on Emergency
Questions.

A U.S. delegate to SOM disclosed that there is not much en-
thusiasm within the IEA for setting up the spot market registra-
tion system, particularly because of the legal and administrative
complexities involved. Information on the spot market would re-
quire a complex, fast, reporting system covering the whole IEA/
OECD area, according to the Secretariat. Collecting such informa-
tion would entail considerable work for those involved and could
cause legal problems in member countries, such as jurisdiction
over an entity with an office but no domicile in a particular
country.

Moreover, information on the current spot market has been
described as sketchy, incomplete, and full of rumors. The

1/Registers are records maintained by each IEA member nation,
of the volume, price, and other relevant transactional infor-

mation for each cargo of oil imported.
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market does not really exist at any one place:; transactions are
n.ade by *elephone or telex contacts among many participants. The
same cL1go may change hands several times before it reaches the
vicimate consumer. The total volume traded is very difficult to
estliite and is more a guess. Similarly, real price data on such
transactions is not available. The U.S. mission to the 1EA in-
form~d us that the total volume of o0il traded on the spot market
is in any event less than 10 percent of the amount in world trade
and is normally less than 5 percent.,

Finally, additional information is gained from consultations
between member countries and the o0il companies. These consulta-
tions provide information not available in the formal data system
concerning the industry's views about the structure and near-term
outlook of the world oil market.

OIL INDUSTRY CRITICAL TO SOM

To provide technical assistance to SOM, member countries ask-
ed participating companies to organize the Industry Working Party.
The IWP proposed the types of data to be included in the Informa-
tion System and gave advice on defining the data, designing the
data acquisition system, and setting up the procedures for all
data systems and the framework for consultations with the oil com-
panies. Through the consultation framework, one or more partici-
pating countries consult with and request information from indivi-
dual oil companies on all significant aspects of the oil industry.
IWP suggestions have been solicited and substantially implemented,
and IWP continues to have an important role in SOM efforts; for
example, its technical know-how was useful in a recent Governing
Board decision to modify and/or improve the Information System to
adapt it to the changing circumstances in the oil market.

The SOM holds periodic consultations with individual oil com-
panies, discussing such matters as arrangements for access to
major sources of crude oil, worldwide exploration and prospects,
the internaticonal marine transportation sector and tanker market,
0il industry structure, oil market situation and outlook, future
role of the international oil companies, and the spot market. SOM
consultations are confidential and are not provided an antitrust
defense under the U.S. Voluntary Agreement. (See ch. 7.).

Access to oil company data

Since formation of the IEA, "transparency" or access to oil
company data on cost, profit, storage, production, processing, and
transportation has been a point of disagreement among IEA member
countries. Some members have arqued that the IFA can serve as a
mechanism through which the "reasonableness" of prices can be
assessed, and transparency would permit governments to (1) deter-
mine the differences in profit margins between countries, 1/

(2) learn whether companies favor their affiliates and discrimi-
nate against independents, (3) evaluate the balance-of-payment
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impact of o0il imports, and (4) determine whether a less expensive
source of oil may be available. Some members distrust oil compa-
nies and want to make their operations more transparent.

On the other hand, the United States, supported by Britain
and Canada, argued that proprietary information must be protected
in a free enterprise system. The United States initially opposed
the creation of the 0il Market Information System and only
conceded~-after making certain modifications--in order to obtain
agreement on the IEP. According to a 1979 Congressional Research
Study, the data collection system originally desired by the oppos-
ing countries would have been in violation of U.S. law.

Oil companies were also reported to be against the proposed
system, arguing that the information would be leaked and would
harm their competitive positions and that opening their books to
public scrutiny would put them at a disadvantage vis-a-vis other
petroleum companies.

On May 22, 1976, the Governing Board agreed on the means for
achieving oil market transparency. A consensus had to be reached
and, consequently, the members decided on a procedure to aggregate
the data of individual companies into one national report and to
submit this report to the IEA Secretariat. Aggregation of data
is made for three or more companies; when a country submits data
on only two companies, the Secretariat uses the data internally
only.

To further protect confidentiality of data, the United States
proposed and IEA adopted the so-called Black Box System for crude
oil cost data. According to the U.S. Mission to the IEA, under
this system, representatives of member countries bring computer
cards containing their countries' proprietary data to the IEA com-
puter room, where the data is aggregated. The cards containing in-
dividual company cost information remain under national control
throughout the exercise.

The majority of the delegates to SOM took the position that
crude o0il import price data should be made available to the Secre-
tariat company by company as obtained by participating govern-
ments. They argued that centralized collection and monitoring of
data was necessary to allow for comparison of data and uniform in-
terpretation and that, to have a reliable system for monitoring

1/According to DOE, some governments hoped that transparency

" would permit the profit margins between countries to be
determined, but this has not been demonstrated in practice,
owing principally to differences in accounting systems and
reqgulations between companies and countries. The SOM has
received considerable expert advice from industry and non-
industry sources on this subject.
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' international operations, each government should have access to
i individual company data. Such operations, they said, represent
{ a significant element in national energy policies.

The delegates from opposing countries pointed out that the
! need for transparency should be balanced with the need to protect
; proprietary data and competition and to comply with the legal re-
quirements of any participating country: this could be achieved
through aggregating the individual company data provided by coun-
tries. The United States favors aggregation.

~

As a solution to this disagreement, the Governing Board de-
cided on what has been designated as the "Chairman's Compromise."
If anomalies or inconsistencies occur in data received by a parti-
cipating country or in the aggregated data received by the Secre-
tariat from two or more participating countries, the Executive
3 Director of 1EA, after consultation with SOM and the legal adviser,
may request one or more participating countries to review with the
Secretariat on a company-by-company basis the appropriate unaggre-
gated data to reconcile any anomalies or inconsistencies. Accord-
ing to the Secretariat, while no one was entirely satisfied with
the compromise, it did enable the IEA to proceed and IFEA has not
since been subject to requests to reopen the issue.

Fy
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Concerns of companies

According to an IEA official, there is still no total under-
standing of the world oil market in IEA and, to some extent, even
in the private sector. Knowledge of the market, the IEA asserts,
is inhibited by the o0il companies' confidentiality concerns:; they
have not endorsed the inclusion in the Information System of some
data they view as proprietary. Testing the accuracy of data re-

: quires going through more detailed information, which according
to an IEA official, runs contrary to confidentiality.

To illustrate, in discussing the proposed reporting instruc-
tions for the oil product import register that was recently termi-
nated, the United States argued that prices cannot be masked in
such a way as to protect confidentiality and provide information
of value simultaneously. For instance, including in the reporting
system the name of the seller, which SOM delegates considered sig-
nificant, could lead to competitive problems. Likewise, in devel-
oping the monitoring system for the spot market, industry dele-
gates pointed out at an IWP meeting that very substantial confi-
dentiality problems would be involved in transmitting information
from home governments to IEA. Further, the scope of the first a-
nalysis of a crude oil import price register was also reported to
have been substantially restricted due to confidentiality rules;
data on approximately 21 percent of the total volume of cru’e oil
imported to to IEA countries could not be circulated to member

! countries.
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Some pattil.olpatinag corpany officials have also Indicated that
the Informaticon Syster 15 the IHA's primary accomplaishrent . Others
stated that the System has allowed participating countries to have
similar backgrounds from which to make decisions and areater un-
derstandinag of the oil market. fficials from some countries feel
that the 01l Market Infornation System is the most reliable, ex-

r tensive, and best available 1n the i1nternational oil market. One
of these officials even claimed that the System's data 1s more re-

ﬁ liable than data compiled by the major oil companies and intel-

z ligence agencies.

Accordina to an SOM document, the reports prepared from the
Information System are useful to governments in communicating with
oil companies operating 1n their countries. The crude o1l cost
and import price data enable national governments to compare their
own costs and prices with those of IFA countries in making their
own crude purchases. Also, import price data on petroleum prod-
ucts was requested to allow countries to make comparative analy:.-
to ascertain the impact »f imports on their product price levels
and to gauqge their competitive situations.

HHowever, a Feliruary 1981 report to the SOM by an ad hoc IEA
group evaluating the oil import registry systems included the
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followina conclesions.

~--The computer and programing resources are ilnadequate
to meet all IFEA needs. This has resulted in delays
in the Secretariat's work on crude import data and no
product 1import data has yet been processed. There is
ltttle hope of this situation improving in the near
future. The Secretariat saw little use for the crude
and product Jdata in its own work and gquestioned its
value to delegations due to 1ts lateness. The Sec-
retariat felt that i1ts reports on crude oil import
data should be made annually or semiannually or, at
a maximumw, quarterly.

--It was the unanimous consensus of the ad hoc group
that the crude oil register should be continued
indefinitely: most countries favored continuing
the present monthly reports, and one country favored
quarterly reports.

--The majority of the ad hoc group found the oil product
register to be of little value and recommended that it
be dropped. A few countries favored maintaining the
product register. The lUnited States and one other
country believed that, if the product import register
were discontinued, some form of the old product price
information system should be reinstated. (The product
register was discontinued by Governing Board decision,
on recommendation of the SOM, in .June 1981.)

--For the crude 0oil import registry, the gquestions of
reportina errors and the quality of information were
raised and it was felt that these gquestions should
be left to the Secretariat to pursue bilaterally with
the countries concerned.

Another method by which information is exchanged is through
consultations between member countries and their oil companies.
IFA countries, including the United States, find consultations
with oil companies most useful in gaining knowledge of the struc-
ture of the oil market and the short-term outlook. The SOM, ac-
cording to a DOI official, uses consultations any time it wants
to update information on oil market activities. IEA recently held
several consultations with certain oil companies to obtain their
views on the short-term oil market and on the future implications
of current structural changes.

Analyzing Information System data

Officials of some countries and companies informed us that
IFA makes little analysis of the oil market data collected; one
company official said that although the data is adequate, the
interpretation is not. A number of delegates from other partici-
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the amount of IEA's analysis. Some aovernment officsnq
that the data provides only a partial pictare and rmacr be 1n-
terpreted to be useful and that unanalyzed information is neot sse-
ful 1n understanding marketina conditions; they vYelieve rrat*t I1HEA
is collectina more data than 1t can use.

pating countries and companies have expressed d1ssa*isfaction w1'h
Al ‘
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CONCLUSIONS

With the cooperatinon and assistance <f the 51l corpanies, 1FHA
has developed 1nformation systems on crude oil costs, crade o1
import prices, petroleum product prices, 3n¢ financial operations
of international oil companies. The information 1s supplied ty
member countries and reporting companies through a series of IFEA
questionnraires. In addition, a framework f-~r consuitatinn with
o1l companies was created which allows countries t¢ collect infor-
mation on the oil market from individual o1l coarparies *hat is ot
made availlable by the reqular reporting system. Cfficials ~f cer-
tain oil companies and governments have indicated that the IFA ef-
forts in this area have been valuable in improving the information
flow and understanding between their respective organizaticns.

In response to the turbulence in the o1l market caused v
Iranian disruptions, IEA has transformed its cruade and product
cost and price reporting systers into an import reglster sys*em
which has been 1n operation since the ent of 12979. These chanaes
are designed to increase the IFA's and aovernments' ability te
determine o0il market conditions ani, subsequently, to moderate
developments in that market.

However, due to legal and adrinistrative complexities, o1l
companies could not provide all the data that IEA mernbter aovern:
ments want. The total transparency desired by scome I1kAa govern-
ments conflicts with a free enterprise system. 1] companles at
gue that proprietary information would be leaked and harm their
competitive position. Proprietary information has to bte protect-
ed, and protective measures entail administrative complexities.

In addition to the problems imposed by confidentiality re-
quirements, establishing spot market monitoring Lhvolves techni-
cal questions of enormous difficulty. The spot market is complex,
not centralized, and constantly changing, making it difficult to
get a proper view of the market.

Nevertheless, IEA has installed the first and only worldwide i
0il Market Information System. The oil industry's assistance and i
cooperation has allowed IEA countries, particularly the smaller
ones, to acquire a level of understanding of the oil market which
they did not have before.
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CHAPTER 5

IEA'S LONG-TERM COOPERATION PROGRAMS

In January 1976, IEA countries agreed within the Interna-
tional Energy Program to undertake joint and individual programs
to promote energy conservation, accelerate the development of
alternative sources of energy within and outside IEA countries,
encourage and promote new and beneficial technologies for the
efficient production and use of energy, and work to remove legis-
lative and administrative measures which impair the achievement of
the overall objectives of th~ program.

These long-term cooperation programs toock effect on March 8,
1976. However, the IEA reported in its 1980 Annual Review of
Energy Policies and Programs of IEA Countries that:

--From 1975 to 1979, in response to higher rates of eco-
nomic growth (3.8 percent), energy and oil consumption
increased by 3.1 percent and 2.9 percent, respectively.
Nevertheless, compared with 1973, the energy required
to produce a unit of gross domestic product in 1979
fell by almost 7 percent and o0il used per unit of
gross domestic product declined by almost 11 percent;
in 1980, oil consumption dropped by about 7.5 percent
and gross domestic product dropped about 1 percent.

~=In 1979, despite the efficiency gains realized in
energy and oil use and the considerable growth in IEA
energy production, net o0il imports increased again to
about 24.5 mmbd. (In March 1980, IEA reported that in
1973 about 35 percent of IEA members' energy needs
were satisfied by imported oil; by 1979, o0il depend-
ence was about 33 percent.)

--The use of alternative energy sources increased by
about 10 percent between 1973 and 1979 but, reflect-
ing the relatively long lags associated with bring-
ing new sources of supply onstream, almost two-thirds
of this increase occurred in 1979.

--Lower consumption estimates of energy projections for
1985 and 1990 have been substantially offset by
reduced projections for domestic o0il production. It
is now estimated that overall IEA indigenous o©0il pro-
duction will be lower by 2.5 mmbd in 1985 and 3.1 mmbd {
in 1990. This represents by far the largest change in
expectations with regard to individual supply sources.,
Approximately nine-tenths of the reduction is
accounted for by downward revisions by the United
States.
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~~-The increase in 0il prices experienced between 1973
and 1979 resulted in an overall increase of 102 per-
cent in the real cost of o0il in the industrial sector
and 118 percent in the residential sector in those IEA
countries for which data are available (Canada, Ger-
many, Italy, Japan, the United Kingdom, and the United
States).

IEA also reported in March 1980 that, although member coun-
tries have accomplished much over the past 5 years, each country
can and should do more in light of the gravity of the situation.

To achieve the long-~term programs, the IEA countries agreed
to periodically establish medium and long-term objectives of
reducing their dependence on imported oil. Accordingly, in Octo-
ber 1977, IEA adopted an oil import objective of 26 mmbd for 1985
which was revised downward Iy the Governing Board in December 1979
to 24.6 mmbd. Although IEA believes that each country is respon-
sible for developing and implementing its own energy policies, it :
has also assumed the role of encouraging the national governments
to strengthen their energy policies. To implement this, the IEA !
ministers adopted the following 12 guiding principles for energy
policies.

“"l. Reduce o0il imports by conservation, supply expan-
sion, and oil substitution.

"2. Reduce conflicts between environmental concerns and
energy requirements.

“3. Allow domestic energy prices sufficient to bring
about conservation and supply creation.

"4. Slow energy demand growth relative to economic
growth by conservation and substitution.

"5. Replace o0il in electricity generation and industry.

"6. Promote international trade in coal.

"7. Reserve natural gas to premium users.
’ "8. Steadily expand nuclear generating capacity.

"9. Emphasize research and development, increasing
international collaborative projects.

"10. Establish a favorable investment climate, establish
priority for exploration.

"1ll. Plan alternative programs should conservation and
supply goals not be fully attained.

.
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"12. Cooperate in evaluating world energy situation,
R & D and technical requirements with developing

countries.

The Standing Group on Long-Term Cooperation, composed of one
or more representatives from each participating country, 1is
responsible for developing and implementing the long-term coopera-
tion programs. The IEA Governing Board selects the chairman and
the vice chairman for the SLT and since the outset a U.S. official
has served as chairman. The Secretariat does the preliminary work
for the SLT, identifying areas where considerable potential to
realize objectives exists.

Subordinate to the SLT are conservation, accelerated develop-
ment of alternative energy sources, and nuclear subgroups. A
separate, high-level Committee on Energy Research and Development
(CERD) was created to promote cooperative energy research and
development among IEA countries. Meeting on an ad hoc basis,
these groups perform indepth studies and exchange experiences,
information, and views and develop policy recommendations on
topics related to their areas.

ANNUAL REVIEW PROCESS

In 1977, 1EA's Governing Board directed SLT and CERD to review
annually the effectiveness of IEA members' energy policies and
programs. These annual reviews, which are considered by the
United States as '"critical,"” are to provide a regular check on
the progress of individual countries and the group toward achiev-
ing the objective of reducing dependence on o0il imports. The
long-term cooperation program stipulates that the reviews will

{1) provide a thorough and systematic assessment of
national programs and policies on the basis of com-
mon criteria:

(2) identify areas in which programs might be improved:
and

{3) promote cooperation in the areas of conservation
and accelerated production, including detailed
exchanges of information, experience, and expertise
in such areas.

The reviews alsoc evaluate the countries' progress in elimi-
nating legislative and administrative obstacles to energy invest-
ment and trade.

Once each year the SLT and the CERD designate a "rapporteur"
to perform indepth evaluations for 6 to 8 countries each year.
The SLT's rapporteurs cover the member countries' energy policies
and programs, and CERD's rapporteurs cover the energy research,
development, and demonstration policies and programs. The first
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{ full cycle of evaluations has been completed for all major IEA
members. DOE states that these reviews have served to focus addi-
tional attention on national R&D policies and priorities and on

L IEA policies and objectives. Although recommendations to

strengthen energy policies are also made, the member countries are

not bound by these recommendations. They have agreed to give the
recommendations serious consideration in formulating national

{ energy policies. The IEA has found that publishing annual

reviews will encourage efforts to reduce dependence on oil

imports.

Despite IEA's recent efforts to publicize the need for
improvements in individual country performance, certain problems
b - will continue to limit the effectiveness of the annual review
' process. These problems, as identified in a 1978 State Depart-
ment study, included:

"Variation between governments and industry on future

it supply, created by widely different assumptions about

- potential OPEC production and because the supply portion
L‘ of the report prepared by the Secretariat is based
largely on inputs from member governments and because of
pressure from IEA members on the Secretariat to come up
with a pessimistic forecast to provide a better ration-
ale for strengthening domestic energy programs;

“Differences in projected national GDP [gross domestic
product] growth rates, which largely drive future energy
demand levels. Here the problem is primarily on the
government side because, for domestic political reasons,
IZA members have usually overstated expected GDP growth

rates and we have not found a politically palatable way

r to make them more realistic; and,

o “"The different objectives of governments and industry,
‘ the former are seeking to dramatize the energy problem
to build public and political support for stronger
national energy programs, while the latter’'s forecasts
are primarily based on commercial and domestic polit-
ical consideration, i.e., industry's desire to demon-
strate that energy problems can safely be left in its
hands and its fear of government over-regulation."

Some improvement has been made in the area as consultation with
industry has become more frequent and comprehensive and as the
Secretariat has developed a better information system and exper-
tise.

DOE has pointed out that the forecast data submitted by gov-

ernments are only one element among several used in evaluating the
need for improving country performance, including
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--performance of the country to date (policies in place
or planned which will affect the country's perfor-
mance) and

--private industry forecasts and first-hand information
gleaned through visits to the country by the IEA review
team.

Moreover, DOE states that the IEA does not accept country fore-
casts at face value but evaluates the "achievability of energy
balances" in a separate section of each country report. The IEA
frequently determines that the forecasts submitted can only be
achieved with new and stronger policies. The IEA has become well
aware of the often wide divergence of government/industry fore-
casts for an individual country and the need for stronger measures
to mitigate this uncertainty.

DOE also states that the IEA has undertaken a much more
active role in evaluating and quantifying the outlook for the IEA.
For instance, in the 1980 Review, the IEA estimated that oil
imports for the Group in 1985 could be held to below the aggregate
forecast submitted by national governments.

Moreover, DOE notes that the annual reviews have become the
basis for identifying specific measures to be taken to strengthen
national energy programs. These suggestions are submitted to IEA
ministers for review and made public along with ministerial com-
muniques.

ENERGY CONSERVATION

IEA energy policy calls for vigorous conservation measures
which include pricing, establishing minimum energy efficiency
standards, investing in energy savings equipment and techniques,
and developing new technologies and processes to more efficiently
use available energy supplies.

IEA members' growth rates of total consumption of primary
energy increased annually by 5.0 percent from 1960 to 1973 and by
only 0.8 percent from 1973 to 1978.

SLT reviews of energy conservation programs called for more
government involvement through rapid or stronger implementation
of energy policies and programs. The 1977 and 1978 review recom-
mendations called for continued and expanded emphasis on conserva-
tion measures, such as price restructuring, strengthening
incentives for retrofitting, building codes for all new buildings,
increased automobile fuel efficiency, less energy-intensive indus-
trial processes, increased use of waste heat and district heating,
and combined production of heat and electricity. The 1979 review
estimated that, if member countries implemented these recommenda-
tions, energy demand could be further reduced by about 5 percent
by 1985.
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Lines of action for energy conservation and fuel-switching
were adopted at the December 1980 ministerial governing board
meeting.

Alternate energy sources

In 1981 the IEA noted that reliance on alternative forms of
energy in general should be approximately 58 mmbd in 1990, an
increase of about 19.3 mmbd from the 1979 level. However, IEA
reviews have consistently mentioned that overall progress in this
effort is hampered by (1) infrastructure constraints which make
the expanded use of coal difficult because of inadequate port and
transport facilities and (2) environmental and safety concerns
which pose difficulties for coal and nuclear energy development.
In general, as stated in the 1978 review, IEA countries need to
improve the investment climate for exploration, development, and
production of 0il and gas and overcome environmental and safety-
related delays concerning coal and nuclear power.

When SLT followed up on its 1977 and 1978 recommendations for
accelerated development programs, it found that some IEA coun-
tries' abilities to rapidly develop alternative energy sources
were inhibited by:

1. Laws which prohibit construction and operation of
nuclear power plants.

2. Governments' lack of the necessary power to force
utilities to switch from o0il to coal.

3. Lack of new government incentives to ensure rapid
development of unconventional and frontier oil
resources.

4. Some governments' lack of new measures to monitor
uranium policy to ensure that uranium exports are
effectively safeguarded.

5. Governments' lack of power to accelerate exploration
of hydrocarbons.

6. Lack of progress on siting policies.
7. Lack of review or improvement in contingency
planning against possible disruptions of gas sup-

plies.

8. Lack of major policy developments for producing and
using coal.

Subsequently, in 1979, IEA countries were asked to:
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1. Encourage the accelerated exploration and development
of oil and gas by appropriate pricing and leasing
policies and, where necessary, by financial and
fiscal incentives, particularly for high-risk, high-
potential areas.

2. Ensure the timely construction of the infrastructure
necessary for the accelerated use of steam coal and
natural gas, including port facilities, distribution
terminals, transportation and pipeline networks, and
storage facilities.

3. Expand steam coal and natural gas imports by lifting
regulations that restrict trade, consistent with
maintaining the indigenous coal production required
by energy, social, and regional policies and by
securing long-term contracts with suppliers.

4, Strengthen efforts to increase the use of steam coal
through careful environmental planning which
addresses fully such problems as combustion tech-
nology, emission control, and waste disposal.

5. Ensure the steady expansion of nuclear power when-
ever possible, having due regard to legal and con-
stitutional provisions; this will require strong
efforts to secure appropriate sites, improve licens-
ing procedures, strengthen safety procedures, and
achieve satisfactory forms of nuclear waste disposal
on both an intermediary and permanent basis.

6. Develop synthetic fuels and renewables as quickly as
possible and increase public support where necessary
for their demonstration and commercial use.

IEA believes that determining the proper mix of efforts on
new technologies is crucial to preparing member countries for the
time when they can no longer depend on conventional sources of
energy. It believes that today's decisions on the size and empha-
sis of national energy research, development and demonstration
{ERD&D) programs will largely determine the mix of new technolo-
gies available in the post-1990 period.

DOE said that consequently the IEA recently completed a
2-1/2-year R&D strategy development project to guide assignment of
R&D priorities in national programs of members and in the coopera-
tive R&D program under the CERD. 1Its objective is to facilitate
the availability of new energy technologies, when needed, which
take into consideration national resources, economic needs, fossil
energy availabilities, and environmental protection. It also
hopes to provide a bridge between national and international ERD&D
efforts. Most importantly, CERD has anticipated that the strategy
project results will lead to more explicit judgments on the proper
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balance for the distribution of countries' ERD&D budgets ana will
guide countries in ERD&D program emphasis.

IEA's projects

IEA's principal ERD&D activities, besides developing a strat-
egy and fostering effective national programs through annual
reviews, also include R&D collaboration in conservation; coal
technology: nuclear and fusion power:; solar, geothermal, ocean,
and wind energy; biomass conversion; and hydrogen production. IEA
reported in March 1980 that 18 member countries are participating
in 48 of these projects at a cost of $580 million and that this
represented only a small proportion of the total ERD&D budgets of
IEA members.

The cost of participation in IEA collaborative projects com-
pared with total IEA government ERD&D budgets is low. In 1979,
IEA countries spent only 0.6 to 15.6 percent of their nonfission
ERD&D budgets on IEA projects and the average percentage of
national ERD&D budgets flowing into the collaborative projects,
excluding nuclear, was 5.2 percent.

We were informed by IEA officials that resources limit coun-
tries' participation in the ERD&D cooperative programs. Accord-
ing to some IEA officials, there is some reluctance to spend money
on international projects, possibly because the element of control
is not the same as for domestic projects. Also, DOE points out
that a major impediment has been widespread reluctance to coop-
erate in technology areas with relatively near-term commercial
potential to avoid jeopardizing the competitive positions of
national industry groups. In addition some IEA countries have
expressed preferences for bilateral ERD&D arrangements, which they
consider to be more manageable, though a number of these have been
arranged under IEA auspices.

IEA LONG-TERM EFFORTS NEED IMPROVEMENT

IEA believes that the government of each country is respon-
sible for developing and implementing energy policies. However,
it has resolved that it has a role in encouraging the development
and full implementation of governments' energy policies.

During the last 3 years, IEA reported that although its mem-
bers have made significant accomplishments, response is insuffi-
cient to meet long-term energy needs.

IEA officials and U.S. delegates cited that without IEA, mem-
ber countries would not have been able to benefit from the ex-
change of information and coordination of energy conservation
activities which IEA provides.




.

SLT made a critical assessment of projected electricity and
nuclear growth in IEA countries, which indicated that the pro-
jected nuclear power capacity is possible only if national admin-
istrations provide the needed support and endeavor to collectively
solve their common nuclear fuel cycle problems. Otherwise,
according to IEA's evaluation, the projected goals of the nuclear
development programs will be pushed 3 to 5 years further away,
resulting in increased o0il imports for electric generation.

A 1978 IEA study of steam coal prospects to the year 2000
examined the possibilities of substituting coal for oil in the
next two decades. IEA told us that this study served as the
impetus for it to adopt a set of principles for coal policy and,
subsequently a consensus to establish a Ccal Industry Advisory
Board (CIAB) on July 11, 1979. The CIAB, which consists of 37
persons active in coal-related establishments, will assist IEA in
implementing the principles for coal policy. DOE points out that
Board members contribute their views as independent individuals
examining broad industry-wide issues without the disclosure of
confidential or proprietary data of any company. The CIAB pro-
vides advice to the IEA on actions which are required to enhance
the production, trade, and use of coal.

IEA countries, in deciding to agree on the principles for
coal policy, expressed firm political determination to bring about
the substitution of coal for o0il. The principles call for coop-
erative measures and coordination of national policies. To ensure
accomplishment of this program, the IEA Governing Board also
decided to set up a systematic periodic assessment of the coun-
tries' coal policies. As of November 1979, the Secretariat had
already made a preliminary assessment of projected coal develop-
ment and use and of national coal policies.

IEA's role is to try to point out to the public that this
situation is serious. In addition to the annual reviews, in Octo-
ber 1979 IEA tried to achieve this through a publicity campaign,
the International Energy Conservation Month. Countries' observa-
tions of the conservation month varied in scope and character.

IEA officials said that the campaign was given visible govern-
mental support through proclamations by heads of state; however,
public funding was inadequate to give the campaign the needed
push.

Lack of consensus
on IEA strategy

IEA countries' efforts in long-term IEA programs varied in

terms of strength, size, scope, and priorities. For instance,
ERD&D budgets and energy efficiency achievements varied even among
countries with similar economic growth. Budget distribution by

technology area also varied, demonstrating differing assessments
of benefits from developing the various areas. In addition, not
all member countries actively participate in IEA's collaborative
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projects. Such divergency of efforts seems to reflect member
countries' attitudes that national priorities preempt IEP goals.

In 1979, the SLT made an analysis of conservation programs.
Several country programs were considered to be strong and compre-
hensive, while other countries were called upon to take further
- strengthening measures. Although several countries were reported
| to have recently adopted resolutions to prepare conservation pro-
grams, their programs have yet to be developed. One country's
program was cited in this latest review as suffering from limited
public funding and staffing while another was cited as still in
need of significant demand reduction measures.

P .

Reaiiial B

Participating country and Secretariat representatives have
stated that IEA efforts in the long-term cooperation area have
produced few results. While all countries have agreed to general
long-term principles focusing on intznsified conservation, re-
duced import dependence, and expanded research and development,
individual IEA country performance has been mixed. Difficulties
in this area stem from differing national energy policies, pro-
grams, and procedures. These problems are further exacerbated by
national political differences and differing economic policy
objectives. It's TIEA's opinion that these issues, coupled with
environmental concerns in some countries, have produced signifi-
cant obstacles to the success of the long-term cooperation pro-
gram. Nevertheless, IEA believes some degree of conservation,
import reduction and increased, better focused research and
development probably has occurred as a result of its facilitating
efforts. And, at the minimum, the Secretariat said, it is remark-
able that IEA countries have set out fairly common lines of energy
strategies.

U.S. PERFORMANCE IMPROVING

Both the 1977 and 1978 annual reviews judged as inadequate
the U.S. contribution to the attainment of SLT's 1977 obijective
of reduced oil imports. In the 1979 review, however, U.S. per-
formance was reported to have improved. This was due to the
reduction of U.S. oil consumption by about 2.4 percent from 1978
to 1979. Such improvement was attributed to the rapid escalation
in oil prices, slow rise in demand, increase in Alaskan 0il pro-
duction, and fuel switching away from oil (mainly to natural gas) !
in the industrial sector. ‘

In its 1980 review of U.S. energy policy and programs, the
SLT described U.S. progress as being significant. It concluded
that the United States had dramatically reversed its energy situ-
ation. The review observed that, although total U.S. energy
demand fell only slightly, o0il consumption showed a larger
decrease and net oil imports fell sharply from 8.0 mmbd in 1978 -
to a figure below 6.5 mmbd. It praised the United States for !

--phased decontrol of domestic crude o0il prices;
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[ —--enactment of the windfall profits tax: F
i --support of synfuels legislation; and

B --proposals to modify environmental considerations,
. speed up nuclear licensing, and assist coal conversion
! by utilities.,

The 1980 report cautioned that many uncertainties continue to
exist in the international and domestic energy market which could
work acainst continued U.S. energy performance, including

A

--renewed economic growth generating increased oil
demand;
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--the unresolved debate in the United States over recon-
ciliation of energy and environmental objectives; and

~-disagreement over demand restraint and conservation
measures, such as a gas tax, domestic allocation pro-
grams, etc.

PRODUCER-CONSUMER RELATIONS

Another objective of the countries that established the IEA
was to improve producer-consumer relations. The TEP Agreement
generally stated that the TEA would:

Pronote cooperative relations with oil producing coun-
tries and with other o0il consuming countries, including
developing countries, giving full consideration to the
needs and interests of other o0il consuming countries,
particularly those of the developling countries.,

Keep under review developments in the energy field with

a view of promoting a purposeful dialog as well as other

forms of cooperation with producer countries and other !
consumer countries.

ncourage stable international trade in o0il and promote
secure oll supplies on reasonable and equitable terms.

Keep under review developunents in the international
enerygy situation and 1ts effect on the world economy.

To accomplish these goals, the IEP provided for a Standing
Z“rotp on Relations with Producer and Other Consumer Countries to
| examine and report to the Governing Board, the member countries'
{ activities to achieve these specific objectives as well as to sub-
mit proposals to the Board on appropriate cooperative action.
The SPC would alsoc coordinate with the SLT. However, the S°C no
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longer exists; a U.S. official informed us that it was unable to
agree on how to proceed.

The Ad Hoc Group on International Energy Relations, which
replaced the SPC, was originally envisioned as a coordinating
mechanism for IEA's energy policy stand at the Conference on
International Economic Cooperation in 1977, and it is still in
existence.

The IEA was an observer in the Conference's Energy Commis-
sion. No productive agreements were reached at the Conference
and it served to highlight deep divisions of interest among con-
sumers and the less moderate members of OPEC.

Since the Conference ended in 1977, IEA's sole ongoing effort
to attempt to reopen dialog with producers has been to identify
topics for discussions, but no agreement on topics has been
reached. On the other side, there are considerable divisions
within OPEC as well, which provide little basis for productive
multilateral discussions between producers and consumers.

In a May 1980 ministerial meeting, the IEA Governing Board
reiterated its commitment to improving producer-consumer relations
and expressed a willingness to discuss short, medium, and long-
term energy issues with producing countries. It also expressed
support for the August 1981 U.N. Conference on New and Renewable

Sources of Energy.

CONCLUSIONS

IEA has contributed to member countries' awareness of the
impact of oil dependence and encouraged them to establish target
goals and to exchange information and knowledge through the annual
review process. Member countries have improved energy demand man-
agement and supply since IEA was created, but no one, including
U.S. delegates, can precisely relate the degree that the IEA has
influenced the achievements of the participating countries through
the review process or other means.

It is clear, however, that SLT efforts have put together use-
ful information on country energy policies and programs and
stressed the importance of countries taking action as soon as
possible. Simply put, IEA can claim to have provided an institu-
tional framework to provide an extra push for the implementation
and development of energy policies. IEA has also initiated a num-
ber of ERD&D projects.

The IEA has been least successful in the producer-consumer
dialog area, and its efforts at developing some form of dialog
have produced no tangible results. It is the opinion of some IEA
national government officials that the IEA's poor performance in
this area is as much a result of OPEC lack of interest as any
other factor. In any case, the U.S. Mission to the IEA said that
producer-consumer relations are periodically reviewed.
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CHAPTER 6

MANAGEMENT OF U.S. PARTICIPATION IN THE IEA

KEY AGENCIES

U.S. participation in the IEA is authorized by an executive
agreement signed by the United States in November 1974 and imple-
mented by the Energy Policy and Conservation Act of 1975 as
asended. The Departments of Energy and State share operational
responsibility for U.S. participation. The Treasury Department,
which had a significant role in U.S. efforts to develop the IEA
and in managing initial U.S. participation, has had minimal
involvement in recent years.

The Secretary of Energy usually heads the highest level IEA
ministerial meetings, and the Assistant Secretary of State for
Economic and Business Affairs usually heads the U.S. delegation to
regular official Governing Board meetings with the Assistant Secre-~
tary of Energy for International Affairs occasionally acting in
that capacity. The United States maintains continuous liaison
with the IEA through its permanent delegation to the OECD. DOE
and State share responsibilities for representing the United
States in various short and long-term activities. 1In the previous
administration, integration of U.S. participation in the IEA into
overall U.S. energy policy took place through the cabinet-level
Energy Coordinating Committee and the National Security Ccouncil
(NSC). Major U.S. decisions on IEA issues, such as lowering
import targets or integrating IEA members' stock policies, were
made by either one or both of these high-level organizations and
carried out by either State or DOE within the IEA structure,
depending on particular circumstances.

Significant to U.S. participation in the IEA has been the
antitrust defense provided to U.S. o0il companies to meet as a
group, advise the IEA Secretariat, and participate in the alloca-
tion of supplies once IEA has made an emergency sharing decision.
Under section 252 of the EPCA, the Department of Justice and the
Federal Trade Commission are primarily responsible for monitoring
the IEA activities of U.S. oil companies to insure that IEP goals
are achieved in the least anticompetitive manner. These two agen-
cies submit semiannual reports to the Congress summarizing their
antitrust monitoring activities. (See ch. 7.)

U.S. Mission

The U.S. Mission to the OECD is the primary U.S. coordinator
with IEA. A Foreign Service Officer serving as Energy Advisor
within the Mission is the permanent U.S. representative on IEA
matters, reporting to the Counselor for Economic and Social
Affairs and, through the Counselor, to the Ambassador. He/she is
the U.S. Mission's link to the IEA Secretariat and to energy
policy specialists of the other 20 national delegations. He/she
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reports on energy-related developments within the IEA, recommend-

ing appropriate responses. He/she is the resident member for
OECD/IEA meetings on energy policy and the principal U.S. repre-
sentative to a number of working-level committees. In essence, the
Energy Advisor is the principal day-to-day link between the staffs of
DOE, the State Department, and the IEA. This role is essentially one
of liaison and coordination. Substantive U.S. involvement is in the
domain of State and DOE officials from Washington, who frequently
shuttle to and from IEA headquarters in Paris. The manner 1in

which U.S. representation at the IEA is orchestrated has created

no major communication problems with the IEA and has not adversely
affected U.S. participation.

State Department

State Department participation in the IEA is implemented
through the Office of the Deputy Assistant Secretary for Inter-
national Energy Policy, which includes the Offices of Energy Con-
sumer Country Affairs and Energy Producer Country Affairs. 1IEA
matters are primarily conducted through the Office of Energy Con-
sumer Country Affairs, which reports through the Deputy Assis-
tant to the Assistant Secretary of State for Economic and Business
Affairs. The six professional staff members of the Office spend
approximately 50 percent of their time on IEA issues, preparing
U.S. position papers on various topics coming before the IEA Gov-
erning Board, coordinating those papers with other U.S. agencies,
monitoring all IEA functions, representing the United States at
IEA standing group meetings, and providing staff assistance for ?
IEA Governing Board meetings at the official and ministerial
levels.

Funding of U.S. participation in the IEA comes from the State
Department budget for the OECD; however, no line item exists with-
in the OECD appropriation for the IEA. (See ch. 2.)

Energy Department

DOE's participation in the IEA is managed through the Office
of the Deputy Assistant Secretary for International Energy
Resources, which reports to the Assistant Secretary for Inter-
national Affairs, who occasionally acts as the U.S. delegate to
official IEA Governing Board meetings. The Office of Energy Con-
suming Nations u.der the Deputy Assistant Secretary has primary
responsibility for staff-level work on IEA issues. A staff of
approximately 12 professionals performs almost identical functions !
to those carried out by State for the IEA. However, due to the ’
informal coordination process between these two agencies, staff |
efforts are often more comi:lementary than redundant, with each
agency alternating primary and secondary roles on various IEA
issues. Each agency's focus changes periodically, and both agen-
cies cover all IEA areas, at least on an informational level, to
insure a proper, integrated understanding of IEA activities.

Y
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DOE is also responsible for integrating U.S. participation
in IEA's Emergency Sharing System with implementation of the U.S.
domestic emergency allocation or other fair-sharing programs.
(See ch. 3.)

DECISIONMAKING PROCESS

An informal interagency U.S. decisionmaking process has been
in existence since the inception of the IEA. No formal executive
order, procedures, or legislation delineate how U.S. participation
at the operational policy level should be managed. DOE and State
officials described their coordination as surprisingly effective,
due in part to the fact that several members of DOE's Consuming
Countries staff are former Foreign Service Officers who trans-
ferred to DOE when it was created in 1977.

The general consensus among IEA officials, oil company repre-
sentatives, DOE, State, other U.S. Government officials, and
representatives of foreign governments is that the State Depart-
ment has traditionally dominated the management of U.S. partici-
pation; this largely has been a result of DOE's preoccupation
during the 1974-1978 period with domestic energy issues and of
the general 1lull in OPEC pricing during that time. Additionally,
State has the lead role as manager of U.S. relations with multi-
lateral organizations.

The Iranian crisis in late 1978 caused White House level
interagency committees to become increasingly involved in the
management of U.S. participation in the IEA, and the Energy Coor-
dinating Committee started to focus more intensely on the IEA
activities in an attempt to determine other consuming countries'
energy concerns and to express U.S. international energy views.

The President established the Energy Coordinating Committee,
chaired by the Secretary of Energy, in September 1978 to
(1) ensure communication and coordination among executive agen-
cies concerning energy policy and management of energy resources
and (2) develop and consider recommendations from time to time
for implementing Federal energy policies or managing energy re-
sources that involve two or more executive agencies. The Com-
mittee was potentially capable of playing a significant role in
formulating international energy policy:; however, in our report
dated September 30, 1980, "Formulation of U.S. International
Energy Policies," (ID-80-21), we found no evidence that it had
done so. The Committee met infrequently, which suggests that
coordination was being accomplished in other ways, principally
informal communication at the cabinet level and higher.

However, the new administration has placed central cabinet-
level interagency decisionmaking responsibility with the Cabinet
Council on Natural Resources, chaired by the Secretary of the
Interior. State Department officials say that to date the Coun-
cil has not played an important role in U.S. IEA policy formula-
tion. An interagency subcabinet group referred to as the
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Interdepartmenta! Greup on International Energy Policy, has
assumed a major role in formulating U.S.IEA policy. This Croup is
chaired by the Assistant Secretary of State for Economic and Bus-
iness Affairs and has comparable level participation by DOE, Jus-
tice, Treasury and Defense; the Office of Management and Budget;
and the Central Intelligence Agency. The Office of Management and
Budget serves as the link to the Executive Office of the President
and played a key role in preparing the U.S. Government's position
at the June 1981 IEA ministerial conference in Paris.

The Natiocnal Security Council has always been invoived in
managing U.S. participation in the IEA, but its degree of inveclve-
ment has varied. During the 1979-1980 Iranian crisis period, NSC
staff became actively involved in developing U.S. IEA policy and
proposals as high-level concern over the prospect of triggering
the [EA's Emergency Sharing System grew. For example the NSC staff
initiated the policy proposal to establish lower import targets
among IFA countries in 1979 which was advanced by the U.S. delega-
tion to the IEA and approved by the Governing Board. More
recently, the NSC has assumed a non-crisis role.

Energy poclicy decisionmaking

It 1s not always easy to maintain a U.S. energy po:iicy that
is consistent with U.S. positions in the IEA. TPFor example, in the
spring of 1979 the United States subsidized the import of dis-
tillate il for home heating purposes, which contradicted its
position in the IEA advocating a reduction in consumption and

imports. The IEA Secretariat said that thils decision had a nega-
tive effect on the world energy market by increasing demand and
escalating prices. The Secretariat alsc criticized the United

States for working against IEA objectives and its publicly
espoused position to lower petroleum imports.

At the 1979 Tok: s Summit, which many titled the "energy sum-
mit" because of its focus on consuming countries' energy problems,
the Special U.S. Ambassaaor for Summits, whose office is in the
Executive Uffice of the President, largely ignored State Depart-
ment officials' advice to emphasize the role of the IEA in
responding to consuming countries' energy needs. Instead, he
chose to place emphasis on the Summit as a key consuming country
energy vehicle. This approach was strongly advocated by France,
which saw the Summit as an opportunity to reduce the importance of
the ILA to which i1t did not belong.

Ma .y non=Summit Furopean countries 1/ who are members of the
IEA perceived the Summit as focusing «n the energy interests of
large countries at the expense of smaller countries whose energy
situations were oqgually precarious. The 1EA Executive Director

1/Austria, Pelguiu:, Luxembourg, the Netherlands, Sweden, Switzer-
land, angd Turkey.




met with key U.S. energy officials to emphasize the importance of
U.S. recognition of the IEA, and at the 1lth hour, after consider-
able discussion, the United States and other Summit participants
provided for some IEA participation in the process. In fact, 1EA
market information was used extensively as the basis for discuss-
ing import reduction, conservation, and other market activities
and the IEA Executive Director did serve as a principal energy
adviser to the Summit participants. According to the staff within
the Executive Office of the President, by the end ot the Summit,
all participants generally agreed that the IEA served a major role
in advancing the energy interests of consuming countries. The
result of the Summit was to crystallize the point that the Summit
would establish energy objectives for major consuming couniries
taking into consideration the interests of the smaller ncn-Summit
IEA members, and that the IFA would implement those objectives on
a day-to-day basis.

The policy context

It is the opinion of some executive branch, I1EA, and partici-
pating government officials that the United States has had some-
what of an ambivalent and uneven policy toward the IFZ although it
is one of the agency's major proponents and one of its charter
members. Despite its support for many IEA objectives. such as |
reduced import levels, increased conservation, improved coopera-
tion in energy policy and research and development, and refinement
of an improved Emergency Sharing System, the United States through
1978 adhered to domestic price controls ar? increased its levels
of imports. The Secretariat stated that these actions were
severely criticized by many IEA members, who contended that as a ’
major member of the IEA and a principal consuming n-*ion, the
United States should have set the example by dramatically reducing
consumption and import levels and by allowing domestic ©il prices
to rise to world price levels.

Between 1279 and 1978, a period when the world o1l market
reflected adequate supplies and no real price increases, the
United States and other IEA members generally fcllowed a static
policy characterized by a lack of a sense of urgency. The United
States emphasized 1ts domestic enerjyy program and focused primar-
ily on bilateral relations that specifically invelved its princi-
pal suppliers. The U.S. relationship with Saudi Arabia is perhaps
the most obvious example of this policy, with the linited States

promoting extensive economic and military ties while roncurrently
urging the Saudis to keep production levels up and prices helow
OPEC-approved levels. The U.S. relationship with Iran had a simi-
lar orientation before the revolution of 1978. Prior to 1979, the

United States was little concerned over possible conflicts letween
its ohjectives and those of the IEA, in which emphasis was
theoretically placed on minimizing bilateral agreements. (The
current administration stated that its TEA partners support the
".S. close relations with producer countries.)
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t In 1979, as market instability, supply interruptions, and
price increases mounted, the United States initiated a more active
policy toward the IEA predicated on the fact that energy is a cen-

T tral element in the economic well-being of industrial nations:
. continued U.S. and allied access to adequate supplies of oil at
o reasonable prices is vital to U.S. political, military, and eco-

nomic stability; and it is not possible to separate energy from
i other aspects of overall relationships with other countries.

} The U.S. I1EA policy that emerged in 1979:

--Concluded that the international oil market of the
1980s would be significantly different than that of

- the early 1970s. Market instability punctuated by
periodic supply disruptions and escalating prices
would be the norm. Gradual long-term decreases in
R OPEC production would significantly affect consuming
countries' import and consumption patterns as well as
their rates of economic growth. Control of the mar-
ket would increasingly shift away from consumers and
private multinational oil companies to producing
nations and their respective national o0il companies.

-~Acknowledged that, if the IEA is to be responsive to
this changing global energy situation, it would have
to develop short-term and long-term policies signifi-
cantly different from those envisioned at its incep-
tion. To accomplish this, informal and flexible
short-term measures had to be established, such as
monthly market information systems, sharing systems
that operate without reference to a specific trigger
level but which are designed to deter rapidly escalat-

h. ing prices accompanying supply interruptions, and

stock management approaches that allow for targeted
use of sufficient stocks to meet short-term contin-
gencies and thus minimize, if not prevent, periodic
lisruptions. Central to these approaches has been

the more direct involvement of U.S. and foreign multi-

national oil companies as the logistical arm of the

IEA and individual member countries. Such involve-

ment has presented and will continue to present anti-

trust concerns that must be resolved by the U.S.

Government. (See chs. 7 and 8.)

--Concluded that, if the 1IEA is to be responsive to the
common interests of its members and the changing
international oil market, its role may increasingly be
one of advising members on market management as well
as policy coordination, information gathering and
analysis, and emergency sharing. This trend raises

antitrust guestions. {(See ch. 8.)
--Used 11.S. hilateral relations with producer countries
to support decisions made in the IEA. For example, in
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1979 the United States urged producers not to reduce
production or to raise prices to the extent that ade-
quate supplies would not be available on the world
market to satisfy consuming countries' needs due to
serious cutbacks in Iranian production. A similar
situation occurred in September 1980 following the
outbreak of the Irag-Iran war.

--Used U.S. bilateral relations with consuming countries
to support the policies and decisions of the I1EA.
Potential selective Emergency Sharing System trigger
situations involving Sweden in May 1979, Italy in
December 1979, Japan in April 1980, and Turkey in
November 1980 were resolved in part through U.S. dis-
cussions with these countries, U.S. 0il companies,
other members of the IEA, and the IEA Secretariat. In
each case, the trigger was not pulled and each coun-
try's supply crisis was resolved by employing bilateral
relations to support the IEA's multilateral objec-
tives.

The new administration is currently reviewing U.S. policy
toward the IEA. The Secretary of Energy, as the Chief U.S. dele-
gate to the June 1981 IEA ministerial meeting, reaffirmed that the
IEA will remain the focus of U.S. international enerqgy efforts.

He cited it as "* * * the central mechanism for protecting the
industrial countries from unwarranted and unexpected shortages of
01l supply and for marshalling Western will and resources to
reduce dependence on insecure sources of supply.” He added that
"The United States helped to create the IEA and stands by it."

The Secretary also stated that the United States intends to extend
the antitrust defense covering U.S. o0il company participation in
the IEA, which expires at the end of September 1981.

The Secretary emphasized a strong preference for market mech-
anisms in developing responses to subtrigger crises and other
forms of market disruptions. To the extent that market mechanisms
are not adequate to respond to disruptions, the United States sup-
ports the raintenance of adequate levels of stocks, specifically
increasing I[FA stock levels and filling the Strategic Petroleum

FPeserve at an acoeelerated rate. It also strongly supports other
IPA conrntries ' ddevelapment of emergency reserves similar to the
Strateai s I otrolewurn Reserve.,

Iro o JTuly 14, 1981, congressional hearing on the IEA, the
Assistant Secretary of State for Economic arnd Business Affairs
furtlhier extended and clarified U.S. policy on international sup-
ply ‘lisruptions when he said "In general, this Administration will
rely t« *he raximum extent feasible on normal market forces to
restore ogaoilibrinrn re*ween demand and supply of oil. In our
view, price s the most efficient allocator of scarce supplies
arong potent ral consumers., I't should therefore le the primary
instrurent of eqiilitration, particularly where it is a reduction
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in demand which is equired.” The Assistant Secretary also re-
ferred to the Strategic Petroleum Reserve as the major U.S. sup-
1 ply disruption weapon.

Although both the Secretary of Energy and the Assistant Sec-
retary of State pledged the United States to the IEA Emergency
Sharing System, they opposed establishment of a formal emergency
sharing system for supply disruptions under 7 percent. Instead,
the United States currently supports ad hoc measures to be de-
fined at the time of a crisis.
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The National Energy Plan issued by the administration on
July 17, 1981, generally reiterates the international energy prin-
ciples set forth above, placing emphasis on market forces as the
primary response to an international supply disruption.

Y
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| CHAPTER 7

U.S. ANTITRUST MONITORING

'
]
A From the beginning, the U.S. Government recognized that the
- IEP Agreement could not be successfully implemented without the
- assistance of at least the major U.S. international oil compa-
nies; yet the actions required cquld have anticompetitive conse-
! quences and result in antitrust suits against the companies. To
: obtain and authorize the companies' assistance in carrying out the
: U.S. obligations under the IEP, the Energy Policy and Conservation
i Act authorized the development and implementation of a Voluntary
i Agreement. This Agreement, administered by DOE, sets forth the
~ circumstances under which industry can participate in IEA activi-
i ties. Upon approval for participation in the Voluntary Agreement,
i a U.S. company has available to it a statutory defense against any
1
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civil or criminal suit brought under Federal or State antitrust
laws for actions taken to carry out the Agreement, provided the
actions were not taken for the purpose of injuring competition.

Prior to 1975, the Defense Production Act of 1950, as
amended, gave industry an antitrust immunity in meeting national
security needs, and its provisions were relied upon prior to the
passage of EPCA for implementing U.S. obligations under the IEP.

MONITORING STRUCTURE 5

The Justice Department and the FTC, on behalf of the U.S.
Government, share responsibility for enforcing U.S. antitrust L
laws. These laws, among other things, prohibit price fixing,
divisions of the market, and other contracts, combinations or con-
spiracies in restraint of trade. Thus, although DOE administers
the Voluntary Agreement and the State Department has related
responsibilities, EPCA charges Justice and FTC with primary

i responsibility for monitoring the Agreement's development and
implementation "in order to promote competition and to prevent
anticompetitive practices and effects, while achieving the pur-
poses" of the Act.

Among the more significant antitrust safeguards set forth in
EPCA and the Voluntary Agreement (see app. III for a summary list)
are advance notice of IEA industry advisory meetings; attendance
.. by U.S. Government monitors at all of these meetings; maintenance
of a verbatim transcript of most meetings and a complete record of
other meetings and communications outside of the advisory meet-
ings; limitation: on discussions at meetings; confinement of most
IEP pre-emergency industry activities to the meeting context;
exchange of confidential or proprietary information permitted only
. with advance Government approval; and semiannual reports by Jus-
tice and the FTC on their IEA monitoring.
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The two antitrust agencies believe that they assign a rela-
tively high priority to IEA monitoring responsibilities given them
by EPCA. Justice has entrusted this task to the Antitrust Divi-
sion's Energy Section, whose five professional staff members
assigned during 1979 1/ expended an estimated 3,146 staff hours
and 1,500 secretarial hours. This represented $68,620 in
salaries, plus supplies and services; an additional $20,263 in
travel costs was incurred.

The FTC's Bureau of Competition had a total of five attor-
neys assigned to this function at various times during 1979. 1/
The agency expended a total of 3,074 professional and 1,537 cleri-
cal hours at a cost of about $60,000. In addition, expenditures
for travel totaled approximately $18,000.

Separate semiannual reports by Justice and FTC note that no
adverse impact on competition has thus far been discerned because
of the 0il companies' participation in the IEP. These agencies
did, however, note their objection to the suggestion by the IEA
that bilateral consultations take place hretween a company and the
Secretariat to unofficially reallocate world oil supplies in cer-
tain circumstances, and the suggestion has not yet been fully
accepted by all other member countries. Justice and FTC conclu-
sions relate only to oil industry activities within the IEA con-
text.

We did not observe situations which would contradict the con-
clusions of the semiannual reports. Nevertheless, at least two
aspects of the IEA antitrust safequards warrant further discus-
sion: (1) clearances and (2) monitoring of industry advisory meet-
ings.

CLEARANCES

Section 252 of EPCA, as amended, which provides for the Vol-
untary Agreement and the antitrust defense, expires September 30,
1981. Under the Voluntary Agreement:

" * * * confidential or proprietary information or data
may be exchanged with, or provided to participants, the
IEA, or other persons or entities, only if the Adminis-
trator [the Department of Energy], after consultation
with the Secretary of State, and with the concurrence of
the Attorney General after consultation with the Federal

1/The 1979 figures are given as more representative of normal

" agency expenses for IEA monitoring than the 1980 figures. The
1980 figures would reflect the substantial increase in monitor-
ing activity required by the 10-week test of the IEA's emergency
0il allocation system held in Paris in the fall of 1980.
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Trade Commission, has approved in writing the exchange
or provision of such types of information or data."

This process and the document of approval is referred to as a
"clearance." DOE, State, Justice, and the FTC are involved in the
clearance approval process.

j Exchanges of proprietary or confidential information may take
place in a number of different contexts, such as submission of
data by the companies to the IEA Secretariat, individual company
consultations with the IEA Secretariat, or group company consulta-
tions with the IEA Secretariat through the Industry Advisory Board
or with the Standing Group on Emergency Questions. A clearance
may authorize any one or more of the above.

LT

Authorization to exchange proprietary or confidential data is
not taken lightly. When the o0il companies act in conformity with
the clearances, they receive the protection of an antitrust
defense for anticompetitive consequences which result, as long as
the actions were not taken with an intent to injure competition.
Clearances for the exchange of information in one or more of the
ways mentioned above have been granted when an imminent interna-
tional o0il emergency has been perceived which could trigger the
IEA's Emergency Sharing System. Such was the case with the Iran-
ian 0il cutback and the Irag-Iran conflict. However, even in
these situations, clearances were generally for short-time dura- 1
tions and subject to significant controls so as to minimize anti-

A )
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competitive consequences. In addition, clearances were provided 1
for the three tests of the Emergency Sharing System, again subject
to significant controls. The last two test clearances were pub-

lished in the Federal Register for public comment before they were
* approved.

During our review, concerns about the clearance process were
frequently voiced, including the (1) short-term nature of the
clearances, (2) clearance delays, (3) lack of sufficient written
regulations describing the clearance process, (4) desirability
of using the clearance mechanism for submitting industry informa-
tion to the IEA, (5) operation of clearances with respect to con-
sultations, and (6) absence of adequate standby clearances which <
could become operational in an actual emergency.

Short-term nature of clearances

The U.S. Government has taken the position that, to justify
the anticompetitive risks associated with the exchange of propri-
etary or confidential information, an actual need must be demon-
strated that cannot be fulfilled in some other manner having a

. less anticompetitive risk. To establish such need, the IEA Secre-
tariat must determine that a shortage exists which is sufficient
to trigger the emergency system or such an emergency must be
clearly impending, requiring the IEA to consult with the oil
industry regarding the situation and the appropriateness of the
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measures to be taken. Clearances granted thus far have been of
short~term nature. Nevertheless, with minor modifications, the
clearance issued in November 1978 to deal with the Iranian oil
situation remained in effect until June 30, 1980. This was
accomplished through a series of short-term extensions. 1/ A new
clearance was issued in September 1980 due to the Irag-Iran con-
flict. This clearance was to expire on March 15, 1981, but was
extended to June 30, 198l1.

A primary element of the clearances has been the authoriza-
tion for U.S. oil companies to submit company-specific propri-
etary or confidential data to the IEA Secretariat in the form of
Questionnaire A. IEA has adopted safeguards to prevent one com-
pany from learning the proprietary data of another. During these
clearances, no data has been shared among the companies that has
not been aggregated to prevent identification by company. Thus
a significant element of the clearance is merely enabling the IEA
Secretariat to obtain basic oil industry data essential to alloca-
tion.

Because of the short-term nature and lack of assured conti-
nuity of the U.S. clearances, the IEA Secretariat has at times
expressed frustration in not being assured a continual set of data
over long periods of time. It believes that such data is impor-
tant in foreseeing general and selective shortfalls and in enabling
a better understanding of the international oil market and that it
is essential in an emergency. Interruption of the data flow to
the IEA means that assessments the IEA makes for governments on
01l market uncertainties when they arise cannot be supported by
an optimum data base. 1In addition, since industry is providing
the data, short-term notice of the activation, deactivation, and
reactivation of information data systems does not facilitate long-
term company or IEA planning.

In accordance with the provisions of EPCA and the IEP, it is
not inappropriate for the administering U.S. Government agencies
to limit the duration of clearances to short periods as long as
the authority providing the basis for the exchange of proprietary
or confidential data depends upon the existence or imminence of
an international oil emergency. This is done despite the impact
that short-term clearances might have on both the IEA Secretariat
and industry. Short-term clearances provide a mechanism for fre-
guently evaluating the severity of the need for the information
against changing events and circumstances as well as for tailor-
ing the antitrust limitations and controls in the clearance to the
situation. 1In addition, as the Department of Justice has indi-
cated, it is politically easier to extend a short-term clearance

1/Updates extending the first approval were issued on Dec. 22,
1978; Feb. 9, Mar. 16, Apr. 20, July 6, Nov. 2, and Dec. 6,
1979; and Apr. 4, 1980.
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if circumstances warrant it than to try to revoke an existing
clearance upon a determination that circumstances no longer war-
rant it.

Clearance delays

Because of the short-term nature of the clearances, it is
important that clearance decisions be made in a timely manner;
that is, with sufficient lead time to enable industry to supply
the necessary information or hold the scheduled meetings to deal
with those items on the agenda which may be affected by a clear-
ance. No delays in data submissions to IEA have yet occurred
because of clearance delays. However, although we are not aware
of any scheduled meetings that had to be canceled or postponed
because of clearance delay, we were advised of instances where
clearances were approved at the very last minute, even though
industry representatives were traveling half-way around the world
to attend scheduled meetings.

DOE, State, Justice, and FTC must approve a clearance as well
as the clearance document itself, and this requires both time and
coordination. When it is anticipated that there might be dis-
agreements among the agencies, more time should be planned for
this process. A DOE official told us that an additional and per-
haps more common factor is obtaining, in a short time frame, the
attention and availability of high-level officials in the agencies
whose approval must be obtained before agency positions become

official. Should this be a persistent problem, the number of
officials within each agency whose approval must be obtained prior
to a final agency decision could be reduced. 1In addition, of

course, timely approval of a clearance by the United States pre-
supposes a timely request by the IEA with adequate explanation of
the need for the clearance.

Agency roles in clearance process

The Voluntary Agreement requires the approval of DOE for a
clearance, after consultation with the Department of State, and
the concurrence of the Attorney General, after consultation with
the FTC. Accordingly, both DOE and Justice have veto authority
over a clearance, while State and the FTC have consultative
responsibilities. Nevertheless, the roles and procedures of these
agencies in the clearance decisionmaking process are not clear,

For example, in June 1980 the ~ 1\ Secretariat, because of
continuing uncertainties in the int national oil market, request-
ed extension of a clearance due to expire o Tune 30. Both DOE
and State strongly favored the extension, b.lieving the inter-
national oil situation justified it. Justice, relying on its own
energy information sources as well as on information supplied by
DOE and State, vetoed the request for the extension based in
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substantial part on its independent determination that no inter-
national oil emergency existed or was imminent. The final deci-
sion denying the extension was not put in writing nor were the

positions of the agencies put in writing and officially approved.

The Congress recognizes the potentially conflicting objec-
tives of the energy and foreign policy aspects of the IEP on the
one hand and the antitrust concerns and anticompetitive risks on
the other hand. However, should Justice have authority to super-
sede a determination by DOE and State concerning an actual or
imminent international oil supply emergency and the implications
of such an emergency for the IEA? And should one of the agencies
which has veto power assume the authority to make independent
determinations on all elements, including energy, foreign policy,
and antitrust? If so, energy and foreign policy concerns may be
placed secondary to antitrust and anticompetitive concerns.

Agency comments and our evaluation

Both Justice and FTC now assert that Justice did not exercise
its veto authority in June 1980. Justice received merely an
"informal" request from DOE in late June 1980 to concur in a
renewal of the clearance through the end of 1980. Justice con-
cedes that it had made an independent examination of the inter-
national oil market and had concluded that the then-existing
situation did not warrant a credible concern that an oil crisis
existed or was impending. Consequently, Justice requested further
documentation from DOE which might tend to show the existence or
imminence of an emergency. No additional information was pro-
vided, and the clearance lapsed with no "formal" request for
extension being presented to Justice and FTC for review.

In addition, Justice and FTC contend that the role of the
various agencies in issuing antitrust clearances is not to resolve
competing considerations of energy, foreign policy, and antitrust
but to interpret and apply the law as imposed by Congress. Jus-
tice states that it simply determined, without contradiction by
State and DOE that the acknowledged and legally required condi-
tions needed for a clearance were not present in June 1980 and
therefore it could not concur in the granting of permission for
companies to submit confidential data to the Secretariat. Justice
sets forth lengthy data to support its decision.

We emphasize that we do not now and did not in the report
draft intend to express an opinion on the merits of the June 1980
decision not to extend the clearance. Our concern is with the
process by which clearance decisions are made. In this regard,
EPCA describes the duties of Justice and FTC in the context of
antitrust monitoring and preventing anticompetitive practices and
effects while achieving substantially the purposes of the IEP. 1In
addition, the Voluntary Agreement prescribed participation by the
four agencies--DOE, State, Justice, and FTC--in the clearance
process, presumably to ensure input and perspective on energy,
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foreign policy, and antitrust aspects of the decision. Equally
importantly, the Voluntary Agreement provides for a segmented
a«~*s.onmaking process. First, DOE must approve a clearance after
ccnsultation with State. Second, Justice must concur after con-
sultation with FTC. This does not describe a decisionmaking proc-
ess .1 which all four parties participate fully and equally on all
issues. Clarification is desirable on whether the role of Justice
and FTC is or should be limited in the clearance process to evalu-
ating antitrust risks and proposing alternatives and controls to
prevent anticompetitive consequences.

In addition, the agencies involved in the clearance process
should not be able to avoid accountability by merely designating a
request as "informal" and not setting forth in writing their posi-
tions. Not only was this the situation in June 1980, but a simi-
lar circumstance also developed in June 1981 where a clearance was
not extended. The mechanics of the clearance process and coordi-
nation should be set forth in a published interagency agreement.
Currently, there is no published document apprising affected out-
side parties, including the IEA Secretariat and companies and mem-
bers of the public of these matters. The interagency agreement
need not render the decision process inflexible, but it can
describe a flexible but orderly system. At a minimum, it should
consider providing that the basis for granting or denying a clear-
ance be explained.

INFORMATION SUBMISSION TO IEA

It has been suggested that the clearance procedure, however
effective for exchanges of confidential or proprietary data among
participating companies, is not necessary for industry submission
of data to the IEA, primarily because the U.S. Government can
obtain the same information without an industry antitrust defense.
One consequence of the clearance procedure is the concomitant
attaching of the statutory antitrust defense, whose use and appli-
cation has not been tested or clarified in litigation.

An alternative would be for DOE to require U.S. companies to
submit necessary information to it, and DOE or State would then
supply the information to the IEA when appropriate.

We do not question the objectives of not providing an anti-
trust defense in situations where it is not essential and of
reducing the uncertainties of litigation for all parties; how-
ever, on analysis, we believe the alternative involves a funda-
mental reordering of the existing IEA information structure.
Consequently, the proposal could not be effectively implemented
unilaterally by the United States, and we have reservations
whether other participating governments would agree to it. There
are also existing domestic impediments, and we are not thoroughly
convinced the alternative is preferable to the existing system.
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Unilateral U.S. action ineffective
and inappropriate

wWhen authorized by a clearance, Questionnaire A information
currently is submitted voluntarily to the IEA and the government
of the country where the oil company or its affiliate operates.
For example, Exxon operating in the United States voluntarily sub-
mits its Questionnaire A data to the IEA and the U.S. Government
while Exxon~-Germany voluntarily submits its Questionnaire A data
to the German Government.

Under the proposed alternative data system, the U.S. Govern-
ment would require Questionnaire A-type information from compa-
nies operating in the United States (in lieu of the clearance sys-
tem and voluntary submission) and would prepare Questionnaires B.
However, what about information from a U.S. company subsidiary
operating abroad, such as Exxon-Germany? And under what authority
may the United States provide to the IEA the disaggregated data
it has collected from U.S. companies?

U.S. companies or their affiliates operate in virtually
every IEA country, and the governments may or may not have author-
ity to require them to submit Questionnaire A data. Even assuning
that the U.S. Government had jurisdiction to require these sub-
sidiaries to submit Questionnaire A data to it, it is not the U.S.
Government that needs this data, but the IEA and other govern-
ments, so that they can prepare the Questionnaire B. The U.S.
Government lacks authority to provide disaggregated Question-
naire A data to other governments and has not completed the admin-
istrative procedures enabling it to provide this data to the IEA,

At the very least, for the proposed alternative data system
to be effective, all IEA members would have to approve it and have
authority to require submission of Questionnaire A data and to
transfer this data to the IEA. In our interviews with U.S. and
foreign governments and oil companies, we detected no dissatisfac-
tion with the voluntary procedures for providing emergency infor-
mation to the IEA.

U.S. Government data submission to IEA

Under section 254 of EPCA, in the absence of an inter-
national energy supply emergency the U.S. Government may not sub-
mit trade secrets or commercial or financial information to the
IEA in disaggregated form without specific certification by the
President. That certification, which can only be made after
interested persons have had the opportunity to present their
views, is that the IEA has adopted and is implementing security
measures ensuring that no information will be disclosed to any
person or foreign country until it has been aggregated to avoid
company identification. No such certification has ever been made
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or any administrative proceeding initiated. Thus, Question-
naire A, which contains company-specific proprietary or confiden-

tial data, may not presently be submitted by the U.S. Government
to the IEA.

In any proceeding leading to a certification, at least three
concerns would have to be overcome.

1. Adeguacy of safeguards for the IEA computer system
which stores the disaggregated company data.

2. Lack of existing conflict-of-interest regulations
for 1EA staff.

3. Diplomatic sensitivities associated with an IEA gov-
ernment evaluating, in a domestic administrative
proceeding, the adequacy of the information protec-
tion safeguards of an international organization.

Even if these concerns were resolved, should the U.S. Govern-
ment provide disaggregated proprietary or confidential company
data to IEA without company consent, it could be liable to the
company for unauthorized disclosures or uses of that information
by the IEA or its employees which would injure the company. There
would be similar potential liability if the U.S. Government
ordered the U.S. reporting companies to submit the Questionnaire
A data directly to the IEA without their consent. However, the
United States has no authority to order U.S. reporting companies
to submit Questionnaire A data to the IEA if the companies do not
choose to do so voluntarily upon a request and clearance.

Benefits of existing system

In view of the difficulties associated with the proposed
alternative data system, the benefits of the existing system
appear all the more cogent. First, the ability to cross-check
Questionnaire A information, which would be lost in the alterna-~
tive system, is an important means of maintaining the integrity
and accuracy of the data in an environment where eccnomic and
political stresses on both nations and companies are strong and
could be expected to be even greater during an actual inter-
national 0il supply emergency.

Second, mechanisms are preferred which minimize potential
taxpayer costs while at the same time achieving the U.S. obliga-
tions under the IEP with minimal anticompetitive risks. At the
present time, these objectives appear most readily achievable
through existing voluntary cooperation between companies and gov-
ernments rather than through confrontation. We emphasize coopera-
tion between individual companies and governments rather than
cooperation among companies.
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Third, although not a determinative factor, the psychologi-
cal benefits associated with voluntary cooperation are m.or« likely
to result in more meaningful and participatory assistance 1y the
affected companies.

Last, but perhaps nost important of all, the present® system
1s in existence aud has the support of all 21 member naticrnc and
the reporting companies. It is not clear that such agreement
could be obtained for the alternative system.

CONSULTATIONS AND CLEARANCES

Article 19.6 of the 1IEP Agreement requires the Sccretaria*t to
obtain o0il companies' views regarding oil market developnentg
related to the possibility and appropriateness of activarino emer-
gency measures. Both group and bilateral consultations betweern
the IEA Secretariat and U.S. companies take place in this corntext.
Both types of consultations are covered by the Voluntary Airee-
ment. Therefore, if a U.S. o0il company obtains a clearance from
DOE authorizing the exchange or provision of propriertary dara dur-
ing these consultations, the company will be covered hy the sec-
tion 252 antitrust defense of EPCA.

The prevailing view has been that the Voluntary Aarvoor.ent
does not cover consultations unrelated to IEP emergency :=asures,
Therefore, no clearance is required for providing preoprietsry data

during such consultations and no antitrust defense is proviled

by EPCA. The coempanies undertake these consultations, whi ol are

usually bilateral in nature, at their own risk; couseonuent .y, 1n

some instances U.S. companies have equested that a U.S. doveru-

ment law enforcement representative be present at these consulta-
tions even though it is not legally required.

In addition, there have been many communications and consul-
tations by companies with the Secretariat since 1975 for which 10
clearances were necoessary because they did not involve discussion
of confidential information.

Clearances grant e

The Iranlan emer tency clearances authorized both agroup and
bilateral company consul*ations with the Secretariat. GCroup con-
sultations were limted formal meetinags. The clearances listed
the types of contidienti1al 1uformation that could be discussed, and
no other confyplers 1o, v proprraetary information could be divulged

—

without alueag e oo, .5, Government observers. Disclosure
of pra1 o e oo et =stiare anformation was explicitly dis-
Apporove s .y o wrpa e 1noaivance by monitors attending the
prenert 1L

St S i o rnaator o was not present at bilateral
LS une s e e A re e e et gt and a UGS, company, the com-
P e o e T cplete written record of the
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meeting to the U.S. Government after each consultation. The com-
pany has an incentive to be as inclusive and comprehensive as
possible in its written record, because the scope of this record
will limit the coverage of the antitrust defense. In any event,
the more recent clearance letters required the attendance of a
U.S. Government monitor at bilateral consultations in addition to
submission of a complete written record of the meeting.

Suggested alternative procedure

It has been suggested that mere bilateral consultations
between a U.S. company and the Secretariat, even those associated
with the activation of emergency measures, should not provide a
basis for an antitrust defense and should be removed from the
coverage of the Voluntary Agreement. In lieu of present proce-
dures and clearances, the IEA would make a direct request to the
U.S. Government to consult with a U.S. company, and the Secretar-
iat with the U.S. Government would set forth the permissible
topics. The U.S. Government would order the affected company to
consult with the IEA. A U.S. Government monitor would be present
during the consultation.

We believe that no antitrust defense should be provided in
situations where it is not essential. However, we doubt that the
suggested alternative procedure can be effective if implemented
in a confrontational manner. First, mandated consultation essen-
tially is a form of personal service. The law in the past has not
looked favorably on ordering the specific performance of a per-
sonal service. Second, assuming it was legal to order a company
official to consult with the Secretariat, the U.S. Government
would be potentially liable for the unauthorized use or release
by the IEA or its staff of confidential or proprietary information
supplied to the IEA by a company official without the company's
consent. In addition, and very important, it is unlikely that
meaningful participation in the consultations could be induced by
Government compulsion.

A major argument for the suggested alternative is that con-
panies voluntarily consult with the SOM and the Secretariat on
nonemergency issues without an antitrust defense because it is in
their interests to do so. Although we have not canvassed them on
this issue, we acknowledge that companies might also find it in
their interests to voluntarily consult with the Secretariat on a
bilateral basis on emergency issues without an antitrust defense.
However, we doubt they would enthusiastically or meaningfully do
so under Government compulsion. )

STANDBY CLEARANCES

Perhaps the greatest risk of anticompetitive behavior would
occur during an international energy supply emergency. Authorized
joint activities during an emergency have come to be referred to 4
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J as a "plan of action." DOE, in conjunction with State, and Jus-
tice, in consultation with FTC, must approve a plan of action
before it may be carried out with antitrust protection. In addi-
tion, EPCA provides that:

"a plan of action may not be approved by the Attorney
General * * * ynless such plan (A) describes the types
of substantive actions which may be taken under the
plan, and (B) is as specific in its description of pro-
posed substantive actions as is reasonable in light of
known circumstances."

Under section 6 of the Voluntary Agreement, the following
actions are permissible during an emergency:

"(A) Arrangements between or among the partici-
pants, or with other persons and entities, for the
most effective use, without regard to ownership, of
terminal and storage facilities, tankers, pipeline
capacities, and other transportation facilities so as
to minimize duplications, multiple loadings and dis-
charging, split cargoes, long hauling, cross hauling,
and back hauling, and idle time in port.

"(B) Arrangements among the participants for the
purchase, loan, sale, or exchange of petroleum by and
among themselves, or with other persons or entities.

"(C) Alterations in the rate of production of
petroleum. Such alterations may be accomplished by
any one or more appropriate methods including the
following: increasing or decreasing drilling for or
production of o0il; adjusting or establishing trans-
portation facilities and crude throughput facilities,
including adjustments in the through-put, quality
specifications or yields or conversion of equipment
now installed for the manufacture of any one particu-
lar petroleum product to the manufacture of another
petroleum product; the processing of selected crude
oils or the exchange of components between various
refineries; processing agreements; or exchange of
refinery capacity."

In light of the procedures subsequently outlined and
agreed to in the IFA Emergency Management Manual, 1/ it is not

1/The "handbook" setting forth the duties, responsibilities, and

" actions to be taken during an international energy emergency by
member governments, the 1EA Secretariat, and participating oil
companies.
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clear whether all these actions need to be permitted in an inter-
national energy emergency. However, different actions may be
required to assure that the IEA Allocation Coordinator and the
Industry Supply Advisory Group can act effectively in the inter-
national allocation of oil. Whatever may have been the "known
circumstances” back in March 21, 1976, when the Voluntary Agree-
ment became effective, circumstances now justify a plan of action
that (1) sets forth with greater detail the substantive actions
that companies might legally take during an emergency and

(2) minimizes uncertainty about the propriety of their actions and
the risk of anticompetitive conduct.

On May 8, 1981, DOE published in the Federal Register a pro-
posed plan of action and requested comments from industry and the
public. The proposed plan of action will supplement the currently
approved Voluntary Agreement and does contain more detail on the
types of actions which companies may take legally during an in-
ternational energy supply emergency. However, the plan does not
modify any provisions of section 6 of the Voluntary Agreement,
about which concern has been expressed.

Following review of submitted comments and resulting possi-
ble revision of the proposed plan of action, the draft will be
provided to the companies participating in the Voluntary Agreement
for their consideration. Any plan of action they adopt is subject
to approval by DOE and Justice after consultation with the FTC.

I1f adopted and approved, the plan of action would go into effect
only if the President makes a finding that an international energy
supply emergency exists.

INDUSTRY ADVISORY MEETINGS

The monitoring of IEA industry advisory meetings is one of
the most important safeguards against the IEA system being used
for anticompetitive purposes. These industry advisory groups
include the Industry Advisory Board, Industry Working Party, In-
dustry Supply Advisory Group, and Reporting Company Group. U.S.
companies became members of these groups by invitation of the IEA,
and memberships must be approved by DOE and the Attorney General.
Monitoring of industry advisory meetings includes:

1. Advance notice to DOE of all meeting times, places,
expected participants, and aqgendas.

2. Attendance of a full-time U.S. Government employee.

3. Authorized presence of representatives of DOE,
State, Justice, FTC, any U.S. Government employee
designated by DOE, and any other person as may be
required by law (including representatives of con-
gressional committees).
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4. A complete record, usually a verbatim transcript, of
the proceedings.

5. Availability to the public of declassified portions
of meetings transcripts.

6. Required antitrust monitoring of industry IEA activi-
ties and semiannual reports thereon by Justice and
the FTC.

This monitoring system has provided an effective deterrent to
anticompetitive conduct during Government-sanctioned industry
meetings. U.S. Government or industry officials have suggested
the elimination of the (1) transcripts, because they are a finan-
cial and administrative burden, (2) semiannual reports, and
(3) monitoring and reporting requirements of either Justice or
the FTC as duplicative. Some congressional representatives have
even suggested that the industry advisory meetings be eliminated
altogether as no longer necessary. We would not recommend any
of these measures at this time.

The complete, unclassified transcripts provide an unbiased,
nonsubjective, historical record of these meetings. Responsible
decisionmakers in both the executive and legislative branches who
have access to these transcripts can evaluate what has transpired
thus far in order to establish policy in the future. Verbatim
transcripts also may be of significant evidentiary value in the
event of any antitrust litigation stemming from a company's advi-
sory role in IEA. Thus, we believe the transcripts should be
continued.

The semiannual reports required of Justice and the FTC force
these agencies to exercise continual oversight over oil industry-
IEA activities and to justify and support their findings in writ-
ing. The more significant the commodity, such as petroleum, is to
the Nation and the general public, the more important it is that
adequate public resources be devoted to protecting its commerce
from anticompetitive practices. Particularly in situations like
the IEA, where the public does not have meaningful access to basic
data because of substantial classification, regular and frequent
evaluations and reports by experts in the field provide some
assurance to both the public and decisionmakers that they will not
be taken advantage of, at least in the context of the IEA. More-
over, these unclassified reports provide additional basic factual
information to the public about IEA activities, particularly those
in which industry participates. We note that the semiannual
reports of both Justice and the FTC have become increasingly more
comprehensive and analytical. They already address many aspects
of the more significant issues raised at industry advisory meet-
ings and in some instances attempt to summarize meeting activi-
ties.
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Monitoring and reporting by either Justice or FTC should
not be eliminated to preclude duplication. These agencies have
complementary general enforcement responsibilities under the U.S.
antitrust laws to prevent anticompetitive practices in commerce.
We have not found justification for a different system related
to IEA activities. Justice, however, has suggested that these
reports be made by each agency on an annual basis, but stag-
gered so that a report by one or the other would be issued every
6 months.

our observations of meetings

We attended several industry advisory group meetings.
Despite the fact that these groups belong to an international
organization, U.S. legislation governing the participation of
U.S. companies dominates their procedures. At some meetings, as
many as seven U.S. Government officials were present, although
the usual number is three (one each from Justice, FTC, and DOE).
In contrast, no other governments' representatives were present
at any of the Industry Advisory Board or Industry Working Party
meetings, except for one occasional representative of the Euro-
pean Economic Community who periodically monitors selected meet-
ings for antitrust purposes.

Much of the monitoring process has occurred in the proce-
dures established prior to the meetings. Thereafter, attorneys
accompanying oil company representatives are diligent in confin-
ing their clients to the agenda and in restraining them and the
Secretariat from discussing topics with antitrust consequences.
Thus, there is generally no need for U.S. Government monitors to
intervene at these meetings.

U.S. companies are generally pleased that verbatim tran-
scripts are kept of the meetings and that U.S. Government offi-
cials are present. Representatives of the non-U.S. companies and
their governments indicated to us that they have now accepted the
fact of U.S. Government monitoring of the industry advisory meet-
ings; their remaining concerns involve the substance of U.S.
antitrust law and the administrative burden of reviewing the
transcripts for accuracy, rather than the monitoring.

Based on our observation, the major internztional oil com-
panies, both U.S. and non-U.S., play a lead role in the IEA in-
dustry advisory meetings, yet we found no evidence that the
meetings have been used to generate or support anticompetitive
activities. The major oil companies devote more staff and money
to advisory activities and have a greater company financial inter-
est; the smaller companies will not spend comparable resources,
but they were being encouraged by the majors to participate more
actively in industry advisory group activities.
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We are not aware of any U.S. o0il company whose request to
participate in the Voluntary Agreement has been denied, although
. one moderate-sized company has withdrawn. One U.S. company, which
| has not participated actively in IEA industry advisory group
activities, told us of its dissatisfaction that the IEA had not
; activated the international allocation trigger during the initial
Iranian crisis. Yet we are aware of no oil company which has
expressed concern that the dominance of the majors in these meet-
ings has competitively harmed any other participating company or
that the IEA systems that have been developed do not carry out the
interests of the smaller companies as well as those of the majors.

In general, we believe both the United States and the IEA
have thus far benefited substantially from the participation of
L | both U.S. and non-U.S. 0il companies in IEA industry advisory

: bodies. Although there may be disagreement concerning the role

4 that industry should have in future IEA activities, no oil com-

: pany or government representative that we interviewed expressed a

' desire that industry advisory groups be discontinued as no longer
necessary.

FOREIGN ATTITUDES TOWARD
ANTITRUST MONITORING

Many 1EA countries have a long history of cooperation
between industry and government; it is not uncommon for the gov-
ernment to own all or part of significant sectors of their econo-
mies. Accordingly, a number of the oil companies participating
in IEA activities, including some of the major ones, are wholly
or partly owned by governments.

Most IEA countries are generally less concerned about anti-
competitive practices than is the United States. For example, the
Director General for Competition of the European Economic Commun-
i ity, 9 of whose 10 members participate in the IEA, has signifi-
cantly less stringent antitrust monitoring requirements for
l industry advisory meetings. They include:

' 1. Advance notice of the date, location, and agenda
| of industry advisory meetings.
!

2. Authorization for the Director's representative to
attend meetings, but no requirement to do so.

: 3. Authorization to make a complete record of meet-

Y ings, but thus far the Director has been satisfied
with receiving copies of the minutes and all cir-
[ culated documents.

- 4. The Director may raise objections at a meeting or
within 30 days thereafter, but imposes penalties

only prospectively for actions taken after a com-
‘ pany has been notified of the objections.
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Some representatives of other participating governments and
foreign 0il companies as well as some Secretariat officials
expressed outright frustration with U.S. antitrust requirements,
particularly in the context of the tests of the Emergency Sharing
System and the problems anticipated in an actual emergency. One
individual opined, "What good are antitrust laws going to be when
the West goes down the drainl"

Some countries view U.S. antitrust requirements as an attempt
by the United States to impose its antitrust laws extra-
territorially. Although not only as a result of IEA matters, the
United Kingdom has enacted the "Protection of Trading Interests
Act of 1979," which, among other things, (1) provides for non-
enforcement within the United Kingdom of foreign multiple damage
judgments, including those for violation of U.S. antitrust law,
and (2) permits its citizens and corporations to recover certain
sums paid by them in foreign judicial proceedings for multiple
damages, including U.S. antitrust proceedings.

In the light of these realities, the United States should be
cognizant of the views of other IEA participants and be sensitive
to the differing values and economic systems of other participat-
ing nations.

Agency comments and our evaluation

The Department of Justice took issue with our characteriza-
tion of foreign reactions to U.S. antitrust monitoring in the IEA.
It refers to the favorable ISAG appraisal of U.S. antitrust moni-
toring in test 3 as evidence that antitrust monitoring does not
constitute a problem for the Secretariat, foreign governments,
and foreign oil companies. To the contrary, representatives of
these entities in extensive interviews during our review commented
negatively on U.S. antitrust monitoring, stating that it varied
from being an inconvenience to a major disruption. Also, although
the ISAG in assessing test 3 concluded that U.S. antitrust moni-
toring did not significantly disrupt the operation of the test, it
did criticize U.S. antitrust monitoring for causing several delays
which, in an actual emergency, could prove to be gquite detrimental
to the Emergency Sharing System (see ch. 3).

Furthermore, the IEA's Executive Director informed the State
Department in July 1981 that:

"Antitrust concerns are understood and shared in the

IEA; the United States legal requirements could, however,
under specific circumstances inhibit optimum reaction of
industrialized countries to short-term oil market
deteriorations, particularly in sub-crisis situations;
they also could prove to be burdensome to the operation
of the established IEA Emergency Allocation Systems."
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He added that:

"There would be advantage in reviewing the antitrust
requirements for these particular situations and it
might prove to be advisable to facilitate companies'
cooperation with the agency and its member countries
under appropriate but workable safeguards and restricted
in time and extent to the specific needs of the situa-
tion at hand."

CONCLUSIONS

At the present time, we do not recommend any further funda-
mental or major structural changes in the U.S. antitrust provi-
sions related to the IEA. However, we do not mean that the system
cannot be improved. We recognize that these antitrust provisions
must strike a balance among a number of major, and sometimes con-
flicting, policy considerations, and we have been neither con-
vinced that there is a better alternative system nor that existing
deficiencies and uncertainties cannot be resolved within the con-
text of the present structure.

Major policy considerations include:

--Protection of petroleum, which is a very significant
commodity for the Nation and the general public, from
anticompetitive restraints on its commerce.

--The 1EA Emergency Sharing System must not be impaired
by antitrust requirements that may be in excess of
those necessary to prevent anticompetitive impacts.

--Petroleum industry participation in the Emergency
Sharing System is essential. Officials of the U.S.
oil companies we visited stated they would not volun-
tarily participate without meaningful protection from
antitrust suits arising out of IEA activities author-
ized and determined by the U.S. Government to be in
the Nation's interest.

--U.S. appreciation that the IEA is an international
undertaking which necessitates recognition of and
sensitivity to differing values and economic and
political systems of other participating nations,

Among the more significant problems inhibiting the effective-
ness of the IEA Emergency Sharing System is the inability as yet
to devise meaningful antitrust controls appropriate to tests or
actual emergency settings which do not impede the international
allocation process. In addition, a plan cf action more compat-
ible with the procedures set forth in the Emergency Management
Manual must be promulgated.
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Progress is being made on both these issues. In fact, Jus-
tice simply disagrees that antitrust controls would significantly
impair the operation of the international allocation process,
as evidenced by the experience during test 3. The 1EA, on the
other hand, asserts that the legal requirements of U.S. antitrust
law could prove burdensome to the operation of the established IEA
emergency allocation system. IEA suggests that there may be
advantage in reviewing the antitrust requirements for these par-
ticular situations as well as for subcrisis situations, to facili-
tate companies' cooperation with the IEA and its member countries.

Moreover, some uncertainties still exist over whether pres-
ent antitrust procedures have prevented all anticompetitive
impacts; for example, during our review the FTC was examining
whether the dissemination and discussion of supply forecasts at
industry advisory meetings affect the market. The FTC has since
completed its analysis and found no evidence that any company took
supply actions based on this information, although it suggested a
number of alternative methods of providing the IEA with industry
views without industry group discussions. Both Justice and the
FTC are investigating whether some companies took potentially
anticompetitive supply actions in response to IEA Secretariat
requests during separate bilateral consultations to ameliorate
supply problems in particular countries. In addition, some IEA
Secretariat personnel may not be completely familiar with or sen-
sitive to U.S. antitrust law or differentiate between antitrust
law and requirements of other laws. For example, there is some
concern that statements by the Secretariat at oil industry advi-
sOry group meetings may have tended to influence company inventory
policies. However, in none of these instances has any anti-
competitive impact yet been demonstrated. Nevertheless, as the
IEA continues to undertake more nontraditional activities and
assuming these activities are agreeable to Congress, the antitrust
monitoring requirements should be reviewed and tailored to these

new activities.

Assuming that the United States and other participating
countries desire some form of international emergency allocation,
the existing system, accompanied by strict monitoring of oil com-
pany activities, appears far preferable to unilateral oil company
allocation decisions. The provisions of EPCA and the Voluntary
Agreement provide the U.S. Government with the unusual opportu-
nity of observing the o0il industry in action during an emergency.
This is in marked contrast to the situation in 1973, when indus-
try managed the shortage and reallocated oil supplies without
direct involvement of Government representatives. The antitrust
monitoring and the recording of certain proceedings should be very
helpful in assuring the integrity of the allocation process.
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CHAPTER 8

¥ ANALYSIS OF EFFECTS OF IEA'S CHANGING ROLE

ON THE UNITED STATES

When the International Energy Agency was created, its opera-
tional objectives were not as comprehensive as they are today.
For example, its Emergency Sharing System was a standby system,

g to become operational only during general or selective shortfalls
1 in excess of 7 percent. During these emergencies, the inter-
national o0il companies of IEA member countries would be available
E to assist the IEA, and their established organizational compe-
tence and experience in the international logistics of 0il move-

E* ment would be enlisted. The governments and the oil companies

f would work together in a spirit of constructive cooperation. Con-
{ sequently the IEA Secretariat, or bureaucracy, was small, composed
% of a core of people knowledgeable about the complexities of the

A international oil business. IEA's other activities, although not
b unimportant, similarly did not require a large staff.

t‘ FORCES INDUCING CHANGE

During our interviews with IEA participating governments and

!
[
%4 the IEP Agreement. First, it failed to directly address or come

companies, we were advised of two major perceived deficiencies in
v to grips with the critical issue of sharply rising oil prices.
ht Second, the mechanical mathematical computation of international
|

oil allocation rights and obligations among member countries

; failed to adequately consider the differing economic needs and

“ capabilities of member countries, particularly in the absence of
provisions to restrain oil prices.

Perhaps in partial recognition of these concerns, IEA mem-
i ber governments, through the Governing Board, are attempting to
become more involved in implementing and monitoring joint energy
policy. That policy, however, includes the prevention of oil
shortfalls that affect only some member countries using less for-
mal measures than activating the standby Emergency Sharing Sys-
tem. Moreover, some IEA participants want to decrease the
influence of the international oil companies by building up the
strength and expertise of the Secretariat and participating gov-
ernments concerning the international oil market. Some would even
! like to use the IEA as an instrument for restructuring the inter-
- national oil market. This conglomeration of forces has resulted

f in a series of IEA initiatives.

i

‘§ NEW INITIATIVES AND THEIR IMPLICATIONS
r; FOR THE UNITED STATES

Y

> Some participants view several recent initiatives of the IEA
%’ as expansive and beyond its traditional role, giving it more the
. nature of a continuous international energy management agency for
b
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Western consuming countries than primarily a standby coordinator
and facilitator during international oil supply emergencies.
These activities reflect special efforts of member governments to
find some concerted means of reducing dependence on petroleum,
rectifying short-term supply imbalances to avoid upward price
pressures on crude o0il and petroleum products, and restructuring
their internal economies so far as energy is concerned.

Import targets and ceilings

Import targets and ceilings are tools for helping to limit
overall petroleum demand in IEA countries. These mechanisms were
first put forward at the Tokyo Summit and have since been agreed
to by the IEA members. Import targets establish agreed antici-
pated future oil supply needs, both for the IEA as a whole and for
each member country, and provide the guidelines necessary for
future supply planning. Import ceilings represent a political
commitment to the degree of self-restraint which individual coun-
tries are willing to impose upon themselves. Both provide stan-
dards for measuring IEA individual member efforts to minimize oil
dependence.

U.S. implications

Subsequent to the establishment of o0il import targets, the
Congress endorsed the concept of energy targets in Title III of
the Energy Security Act of 1980. The President is required to
submit an energy target to Congress for imported crude oil and
refined petroleum. The Energy Security Act sets forth a specific
procedure for congressional action on the President's proposed
targets and provides that the targets "shall be considered as an
expression of national goals and shall not be considered to have
any legal force or effect."

The IEA Secretariat had been using data obtained from Ques-
tionnaires A and B to monitor performance relative to the import
targets. In the view of the U.S. Government, since Question-
naires A and B are submitted only when an international energy
emergency (7-percent selective or general oil supply shortfall)
exists or is imminent, this data will not always be available to
the Secretariat on a continuous basis. We appreciate that there
is disagreement over the propriety and suitability of the Secre-
tariat's use of Questionnaire A and B data to monitor import tar-
gets. Nevertheless, if it is agreed that import targeting is a
useful mechanism for furthering the purposes of the IEP, the Sec-
retariat needs data on a continuing basis for monitoring purposes.
This need not necessarily be data obtained from Questionnaires A
and B. The U.S. Government might wish to join with other IEA
member governments, after consulting with the international oil
companies, to provide authority for the Secretariat to obtain the
necessary data to monitor achievement of import targets.
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Flexible stock policy and

informal sharing system

The IEA has adopted two new activities that particularly
affect price. The first was an agreed upon procedure for consul-
tations on o0il stock policies between governments and the IEA
Secretariat and between governments and the oil industry. The 1Ea
decided that o0il stocks should be used flexibly to meet short-tern
market disruptions and, thereby, discourage purchases on the spot
market and reduce upward pressures on price. It was contemplated
that governments would use political persuasion and influence to
affect company stock policies rather than legislation or formal
regulations. This procedure was used to ameliorate supply losses
resulting from the Irag-Iran conflict, although there may be dis-
agreement over the degree of its success in that instance.

IEA also adopted what is, in essence, an informal sharing
system, although it has not been designated as such. This sys-
tem is used when imbalances in, between, or among countries occur.
It was designed to moderate potential market pressures on price
during the latter part of 1980 and the first quarter of 1981 due
to potentially serious imbalances resulting from the Irag-Iran
conflict. It was primarily adopted for this temporary purpose;
however, if imbalances caused by supply disruptions were to per-
sist beyond the first quarter of 1981, the Governing Board decided
it may continue it or keep it available for future use if neces-
sary. Due to the more favorable supply situation, it was not con-
tinued beyond the first quarter of 198l.

Under the informal sharing system, using the data received
from Questionnaires A and B, country supply positions are com-
pared against a theoretical supply determined by distributing
total oil expected to be available to the IEA group among member
countries in proportion to their base period final consumption.
At the request of a member country, or on his own initiative, the
IEA Executive Director identifies major crude oil or product
imbalances which seem likely to result in upward pressures on
price. There need not be a 7-percent selective or general short-
fall or any other particular shortfall to qualify as an imbalance;
this is a discretionary decision made by the Secretariat.

Once it has been determined that an imbalance exists, the
informal sharing system is an elaboration, extension, and intensi-
fication of the consultation process used in implementing the
flexible stock policy. The Secretariat consults with the coun-
tries concerned as to its assessment of the imbalance and the
measures required to correct it and discusses the situation with
all delegations. The Secretariat also consults with individual
companies in assessing the seriousness of the imbalance and in
finding possible solutions and requests governments to consult
with companies operating in their jurisdictions. The Executive
Director, taking all these consultations into account, identifies
possible measures and sources that might provide the amounts

95




N e A < 1 L B g INA ST Bt o S s e B YT TWERLA e s Nt

of 0il necessary to correct the imbalance. The Secretariat pro- {
poses these solutions to the governments of countries concerned

for "appropriate action as a matter of urgency." Each member gov- |
ernment pledged its "full support in order to ensure effective
3 implementation." Commitments were also made to reduce imbalances

among companies.

tion that serious price consequences can flow from supply disrup-
tions which are less than the 7-percent shortfall required to
activate the formal Emergency Sharing System. This informal sys-
tem attempts to provide a restraining influence and to take into 4
account the differing economic needs and capabilities of member
countries. In the calculation for measuring an imbalance, the
Secretariat is in a position to take into consideration a coun-
3 try's real requirements on a current basis, as estimated by the
A Secretariat in consultation with countries concerned. 1In addi-

! tion, in identifying major imbalances which seem likely to result
1 in market pressures, the Secretariat can take into account
“changes in demand for such reasons as economic growth, weather,
and changes in energy structure."

j The informal sharing system is a response to IEA's recogni-
:

s Flexible stocks and
U.S. implications

Implementation of the flexible stock policy for U.S. compan-
ies was not specifically envisioned by EPCA. As indicated earlier,
the IEP did not include an express objective of controlling the
price of crude o0il or petroleum products, even in an emergency;
article 10 of the IEP merely refers to "basing the price for allo-
cated o0il on the price conditions prevailing for comparable com-
mercial transactions."” The IEA system, although not infringing on

! the governments' rights to control their price policies, was

- oriented toward nondiscriminatory treatment of countries and com-
‘ panies. Consequently, EPCA's international energy provisions did
X not address the control or influence of price.

We do not mean to imply that the formal 1IEA Emergency Sharing
! Ssystem would not also affect oil prices; its demand restraint ele-
' ment should lessen upward pressures on price. In addition, the

- combination of IEA allocation and fair sharing by each participat-
! ing country within its domestic oil industry should tend to reduce
l upward pressures on price. If companies are guaranteed a fair
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share of oil, they should refrain from seeking spot market sup-
plies, thus alleviating the pressure on spot market prices. 1/
Moreover, allocation should tend to equalize remaining pressures
among participating countries. These benefits, which have help-
ful restraining effects on prices, are indirect consequences of
the international allocation system explicity set forth in the
IEP.

The IEA Secretariat at first sought implementation of the
flexible stock policy through bilateral consultations with indi-
vidual companies. O0il stock management to restrain prices is out-
side the context of the 1EA Emergency Sharing System, however, so
the U.S. Government has taken the position that these bilateral
consultations are not covered by the Voluntary Agreement. There-
fore, U.S. companies do not have the antitrust protection with
respect to proprietary information they may convey to the Secre-
tariat during bilateral consultations or for supply actions they
may take in response to Secretariat requests.

Both the Justice Department and the FTC have expressed con-
cern about the antitrust consequences of the Secretariat's use of
bilateral consultations to request supply actions:; however,
neither agency has found that U.S. companies have taken supply
actions in response to Secretariat requests. The companies have
stated that the purpose cof bilateral consultations should be to
enable the companies to clarify different situations for the Sec-
retariat, not to obtain company agreement to take particular sup-
ply actions. For example, bilateral consultations between the
Secretariat and individual companies in the past have provided the
Secretariat with assessments of oil production in individual coun-
tries, evaluations of the Secretariat's Quarterly 0Oil Forecast,
projections of petroleum supply and demand, reasons for tightness
in oil markets, accuracy of Questionnaire A and B data, and
methodological problems with the calculation of base period final
consumption. The U.S. Government has strongly discouraged Secret-

ariat use of bilateral consultations to induce company supply
actions.

In part because of these U.S. concerns, the flexible stock
policy ultimately adopted by the IEA does not explicitly provide
for bilateral consultations between the Secretariat and companies.
Instead, consultations on stock policies are encouraged between

1/DOE told us that such a guarantee will not exist after the expi-
ration of the Emergency Petroleum Allocation Act which is cur-
rently under review and is scheduled to expire on Sept. 30, 198l.
If there is not such a guarantee through Government-supervised
"fair sharing"” among companies domestically in the United States
during an international energy emergency, we have serious reser-
vations whether any international petroleum allocation program,
formal or informal, can be effective.
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governments and the IEA Secretariat and between governments and
their oil industries.

Nevertheless, even if the requests for oil stock drawdowns
are made by the U.S. Government to an individual company rather
than by the Secretariat to the individual company, potential prob-
lems still remain. The desirability of U.S. Government oversight
of U.S. companies' management of their o0il stocks during non-
emergencies has not been affirmed by Congress. In addition, mech-
anisms should be built into the U.S. decisionmaking process to
minimize anticompetitive consequences of any stock drawdown or
buildup requested by the U.S. Government. This could be accom-
plished by requiring advisory participation by the Justice Depart-
ment and the FTC in the decisionmaking process. Moreover, if the
actions of the companies are going to continue to be voluntary,
protection from antitrust suits appears useful in order to assure
company cooperation.

Informal sharing system
and U.S. implications

Of the new initiatives of the IEA, the informal sharing sys-
tem has potentially the greatest legal and policy concerns for the
United States, ranging from coverage under U.S. legislation imple-~
menting the IEP to antitrust concerns. Controversy starts with
whether the system is covered within U.S. domestic legislation
implementing the IEP.

EPCA was enacted to implement U.S. obligations under the IEP
on the assumption that international allocation of o0il would not
arise until the threshold oil shortage of 7 percent was reached.
The informal sharing system substantially changes this obliga-

, tion; imbalances are not limited to 7-percent or greater oil sup-
‘ ply shortfalls and international oil allocation has become an
instrument for restraining rapid spot market oil price increases
| by correcting supply imbalances. It has the potential also for
supplanting the use of the selective trigger under the I1EP.

, Regardless of whether EPCA, as a matter of technical legal

i interpretation, can or cannot be construed as authorizing the
informal sharing system, such a system is a substantially differ-

i f ent program from that presented to the Congress in 1974.

t

F; Among the particular concerns of the informal sharing system
- that Congress should be aware of are antitrust issues and the

3 impact on other domestic legislation.

‘rvn

B

Antitrust considerations

If the United States is to fulfill its pledge of "full sup-

{ port in order to ensure the effective implementation" of the
informal sharing system, it must consider the domestic legal situ-
ation. Under existing domestic legislation, the U.S. Government
has viewed its authority to order international allocation supply
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actions by U.S. companies as contingent upon l1EA's declaring an
international energy emergency. Under the informal sharing sys-
tem, however, there need not be a declaration of an international
energy emergency and the U.S. Government must use persuasion to
obtain U.S. company cooperation. This may not be sufficient to
induce U.S. companies to take very active roles in the informal
sharing system. Not only would such actions be contrary to their
economic interests in some instances but also the absence of anti-
trust protection would be a primary legal impediment.

At the same time, the U.S. Government decisionmaking process
should iucorporate procedures to minimize anticompetitive con-
cerns associated with supply actions if the informal sharing sys-
tem were to be implemented. It may be desirable for the Justice
Department and the FTC to be involved in these consultations to
minimize (monitor and explain) potential adverse domestic and
international reactions associated with U.S. antitrust issues.

other domestic legislative considerations

The informal sharing system may affect the provisions of
other U.S. domestic legislation, including the President's author-
ity under the EPCA to draw down the Strategic Petroleum Reserve,
activate energy conservation contingency plans, and invoke the
standby rationing authority. Also affected is the President's
authority to implement the emergency energy conservation program
under the Emergency Enerqy Conservation Act and petroleum inven-
tory controls under the Emergency Petroleum Allocation Act.
Furthermore, it affects the Export Administration Act's provision
authorizing exports of oil "to any country pursuant to the Inter-
national Emergency 0Oil Sharing Plan of the International Energy
Agency.” Authority to activate all of these programs is presently
statutorily expressed in terms of fulfilling U.S. obligations
under the IEP. If participation in the IEA informal sharing sys-
tem is considered an obligation of the United States under the
IEP, these U.S. domestic programs might be subject to activation
without reference to any particular international oil supply
shortfall threshold.

CONCLUSION

There may be a question as to whether the U.S. decision to
undertake IEA's new initiatives, particularly the informal sharing
system, is covered by existing legislative authority. The problem
may stem in part from the interrelationship of language of the IEp
and EPCA.

Article 73 of the 1EP provides that:
"This Agreement may at any time be amended by the Gov-

erning Board, acting by unanimity. Such amendment shall
come into force in a manner determined by the Governing
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Board acting by unanimity and making provision for Par-
ticipating Countries to comply with their respective
constitutional procedures."”

EPCA defines the IEP as the

" ®* % % Agreement on an International Energy Program,
signed by the United States on November 28, 1974,
including (A) the annex entitled 'Emergency Reserves,'
(B) any amendment to such Agreement which includes
another nation as a party to such Agreement, and (C) any
technical or clerical amendment to such Agreement."

Thus EPCA does not cover substantive or nontechnical amend-
ments to the IEP. Amendments that require implementing authority
or extension of the antitrust or contract defense would require
enactment of legislation by the Congress.

The new activities of the IEA were initiated merely by
approval of the Governing Board, because article 61 of the IEP
provides that the Governing Board by unanimous vote can impose on
participating countries new obligations not already specified in
the IEP. This avoids the requirement of the IEP that amendments
provide for participating countries to comply with their respec-
tive constitutional procedures. Therefore, to the extent that
activities are initiated by Governing Board decision rather than
IEP amendment, the instances where U.S. congressional approval
should be sought are less clear and are subject to disagreement.
An example is the informal sharing system. Chapters III and IV
of the IEP specifically provide for a formal international oil
allocation system to be activated by an IEA determination that a
7-or 12-percent selective or general oil shortfall exists. Never-
theless, when participating countries chose to institute the
informal sharing system despite these provisions, the Governing
Board did not amend the IEP, it merely made a decision.

To some extent there may have been reliance on article 22 of
the 1EP, which provides that:

"The Governihg Board may at any time decide by unanimity
to activate any appropriate emergency measures not pro-
vided for in this Agreement, if the situation so
requires."”

Yet there is considerable opinion both within the U.S. Government
and among participating oil companies that formal international
oil allocation is specifically provided in the IEP to the exclu-
sion of alternative systems which have different threshold short-
falls. Under this reasoning, amendment of the IEP would be
essential to institute an informal sharing system,
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‘ AGENCY COMMENTS AND OUR EVALUATION

Agency comments expressed considerable disagreement and con-
{ cern about our treatment of IEA's new activities, particularly
the flexible stock policy and informal sharing system.

The Department of Energy disputes that IEA countries have
agreed to a "system" of flexible use of stocks in a crisis. It
asserts that a variety of proposals have been made over the past
6 months but that each suffers from serious shortcomings and the
prospect for an IEA agreement on any such system remains unlikely.
DOE does state that the fundamental idea of these proposals is to
establish an arrangement or mechanism whereby stocks would be
used in an agreed or coordinated manner by IEA countries. It also
* acknowledges that in December the ministers did agree to encourage
: a stock draw in the first quarter of 1981 as one of several ad hoc
measures for dealing with any temporary oil supply shortage aris-
ing from the Iraq/Iran war; howeve., this "decision" does not re-
present "agreement" on flexible use of stocks.

In the official Governing Board meeting of October 1, 1980,
the IEA member countries agreed to take the following measures,
which were confirmed at the ministerial level on December 9 and
extended through the first quarter of 1981.

i >

--"Urging and guiding both private and public market
participants to refrain from any abnormal purchases
on the spot market;

--"In accordance with the decision taken by Ministers in
May 1980 on stock policies, immediate consultations
by member countries with oil companies to carry out
the policy that in the fourth quarter there will be a
group stock draw sufficient to balance supply and
! demand, taking into account whatever additional pro-
duction is available to the group;

--"To this end, active consultation between governments
of the 1IEA to ensure consistent and fair implementa-
tion of these measures taking account of market
structures in individual countries, and to adjust
for imbalances which might occur in particular situ-
ations;

--"Reinforcement of conservation and fuel substitution
measures which are already contributing to lower
demand for oil."

T

If this did not rise to a "system" of flexible use of stocks, it
at least constituted an agreement on procedures for coordinated
management of stocks to prevent upward price pressures on the oil

market. Accordingly, we do not agree with DOE concerning these
activities.

———— =
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DOE also states that we mistakenly describe the IEA minis-
ters December 9, 1980, decision concerning correction of imbalan-
ces as a "simplified sharing system." We were aware that the
term "simplified sharing system"” had been applied to proposals
advanced by the IEA Secretariat involving a new, somewhat automa-
tic sharing system for supply shortfalls that did not reach the
formal 7-percent trigger level. However, the purpose of the
December 9 decision was the same, it merely differed in the degree
of its flexibility. Nevertheless, we have limited its characteri-
zation in this report to "informal sharing system."”

DOE also states, however, that the IEA has not adopted an
informal sharing system and the United States does not support
one. The December decision was designed merely as a temporary
response in meeting initial o0il supply shortfalls resulting from
the Irag/Iran war, which certain IEA countries bore more heavily
than others. The ministerial decision did not represent estab-
lishment of any formal mechanism for sharing oil supplies outside
the IEA's existing Emergency Sharing System but rather a flexible
response and an informal process in which national governments
retained full discretion and responsibility for any action that
was required.

The Department of State, although conceding that the IEA did
undertake coordinated efforts to resolve specific oil supply dif-
ficulties and did urge companies to draw down stocks to balance
the market, indicates that these efforts were unique to and on
behalf of Turkey only. U.S. actions were guided by U.S. recogni-
tion of the vital importance of Turkey as a NATO ally, and there
is no formal IEA system for dealing with such situations. State
adds that IEA countries have under study whether IEA policies
should be adopted on flexible stocks or simplified systems for
mitigating country-specific supply imbalances. This study is part
of an overall review of the adequacy of the IEA emergency pre-
paredness program, a review mandated by the IEA charter. In addi-
tion, State comments that it is not accurate to characterize
flexible stock policies and informal sharing as active, existing
parts of the IEA program and that there is no automatic U.S.
obligation to participate in informal sharing.

In contrast to DOE and State comments, the other comments we
received seem to accept the existence and nature of the IEA
informal sharing system. For example, the IEA Executive Director
concedes that the system existed but that it has been overtaken
by a process of establishing standby measures to improve pre-
paredness, which are referred to in the communique issued by the
IEA energy ministers on June 15, 1981. 1In testimony before a U.S.
Senate Governmental Affairs Subcommittee on July 14, 1981, the
1EA Executive Director specifically stated that these standby
measures included "use of stocks" and "dealing with supply
imbalances among IEA members, so as to avoid pulling the selec-
tive trigger under the 1EP wherever possible."
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¢ He further testified that:

"The IEA is presently reviewing the experience over the
4 last two years to try to refine and improve the tools
that can be introduced speedily and effectively in order
. to prevent price rises during periods [of precrisis].

2 * * * gecondly, the U.S. should continue to work in a
cooperative manner with other IEA countries to prepare
effective means for coordinating actions during times of
‘ pre-crisis. The work in this area is far from finished.
. Active and supportive U.S. actions are critical. * * **

The U.S. Mission to the IEA in Paris states that since the
IEA Emergency Sharing System was not designed for use except in
severe disruptions (7-percent shortfall or more), less formal
X options for possible use in a subcrisis have been considered.
s Both the flexible stock policy and system for rectifying imbal-
Y ances are ad hoc responses to specific market circumstances, and
) they have not been adopted by the IEA on a permanent basis. In
| addition, the system we described as the “simplified sharing sys-
! tem” is not intended to supplant the selective trigger but to be
- used as a possible alternative approach when the selective trigger
would be a clumsy answer to a relatively small and localized sup-
ply shortfall.

The FTC in its April 1981 semiannual report on IEA monitor-
ing explicitly calls the December 9 inventory-balancing plan an
"allocation scheme,"” and one which is not within the scope of the
IEP's allocation and information provisions as defined in EPCA.
Since the inventory-balancing plan would occur without a finding
of a 7-percent shortfall and without use of the sharing formula,
demand restraint measures, or inventory drawdown requirements as
found in the formal allocation system, the FTC concluded that the
antitrust defense could not be properly applied to such a plan.

Justice explicitly states that, in providing a clearance for
individual o0il company consultations with the Secretariat pursu-
ant to the December 9 Governing Board decision, the U.S. Govern-
ment informed the U.S. o0il companies that they would not have a
section 252 antitrust defense for any supply actions taken pursu-
ant to their consultations with the Secretariat or discussions
with governments. However, Justice thinks it is an overstatement
for the report to state that a new U.S. IEA policy supporting less
than 7-percent sharing has emerged and to imply that U.S. and for-
eign multinational oil companies are becoming the logistical arm
of the IEA and individual member governments.

The chairman of the Industry Advisory Board does not dispute
that the IEA adopted oil stock management and informal sharing
systems, but he does not believe they were implemented. He states
that U.S. companies might incur significant risks under present
‘ U.S. law if they should participate in implementation of either
| of these proposals.
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We cannot agree with DOE that the IEA did not adopt an infor-
mal sharing system and that the United States did not support it.
The December 9, 1980, Governing Board decision was in substantial
part the proposal of the U.S. Government. Internal DOE memoranda
circulated before the December ministerial meeting explicitly
referred to the proposal as an informal sharing system. In addi-
tion, regardless of whether one characterizes it as an inventory-
balancing system or an informal sharing system, the substance of
the program is important, not the name. As the FTC stated, inven-
tory balancing was an allocation scheme outside the formal sharing
system, regardless of its name, resulting in informal sharing of
oil supplies. Moreover, it is somewhat misleading to overempha-
size the informality of the system. The system did provide for
mathematical comparison of country supply positions with base
period final consumption to measure imbalances, although the
Executive Director of IEA had considerable discretion as to what
constituted a serious oil supply imbalance.

However, we agree with DOE and the U.S. Mission to the IEA
that the system was designed as a temporary response, and we agree
with State that it is not now an active, existing part of the IEA
program. The December 9 Governing Board decision explicitly
stated that:

"This decision is made in order to moderate potential
market pressures during the first gquarter of 1981. If
imbalances caused by supply disruptions prevail beyond
that period, the Governing Board may continue it, or
keep it available for future use if necessary."

As the Executive Director of the IEA commented, the system was
overtaken by events, primarily the substantial supply of oil on
the international market which alleviated the concern over imbal-
ances and the program thus was not extended beyond the first quar-
ter of 1981, Whether it will be activated in the future, either
alone or in conjunction with other measures, is not clear.

We cannot agree with State that the December 9 decision was
unique to and on behalf of Turkey only. An unpublicized annex to
the October 1, 1981, agreement on measures indicates that at least
seven IEA countries were substantially affected by the Iraqi sup-
ply cutoff. Moreover, the words of the December 9 decision in no
way limit its application to a single country. We set forth the
whole of the decision here so that its provisions can be seen in
context.

“THE GOVERNING BOARD DECIDES THAT:

"The International Energy Agency will apply the follow-
ing measures for the purpose of correcting serious oil
supply imbalances which may arise between countries or
companies as a result of the Irag/Iran supply disrup-
tion, with effect from 9th December 1980.
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"l. PURPOSE

The purpose of this decision is to correct seri-
ous imbalances which remain despite national efforts
to correct internal imbalances and which are likely to
result in undue market pressures on price, rather than
to correct every imbalance which could arise.

"2. DATA BASE

The Secretariat will continue to receive, proc-
ess and analyse Questionnaires A and B on a monthly
basis for the duration of the Iraq/lIran petroleum sup-
ply disruption. Data will also be provided on stocks
at sea in Questionnaire A for forward months and in
Questionnaire B for non-reporting companies for cur-
rent and forward months.

"3. BASIS FOR MEASURING IMBALANCES

Country supply positions will be compared against
a theoretical supply determined by distributing total
oil expected to be available to the group among coun-
tries in proportion to their base period final
consumption, taking into account also their real
requirements on a current basis, as estimated by the
Secretariat in consultation with countries concerned.

"4. COUNTRY IMBALANCES

(A) This decision will be applied to correct
imbalances described in paragraph 1 above, for
example when a given country:

-~-guffers a relatively severe loss of overall oil
supply (or of major oil products), unless stocks
are high enough to compensate.

--falls to disproportionate and potentially
dangerous stock levels.

(B) At the request of a member country, or on
his own initiative, the Executive Director will
identify major imbalances which seem likely to
result in market pressures, taking into account
stock changes resulting from implementation of
the measures agreed by the Governing Board in
October 1980, as well as changes in demand for
such reasons as economic growth, weather, changes
in energy structure, etc.

(C) 1In such cases the Secretariat will consult
with the countries concerned as to its assessment
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and as to the measures required to correct the
imbalance, and will promptly notify and discuss
the situation with all delegations.

——
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(D) The Secretariat will also consult with indi-
vidual companies in assessing the seriousness of
imbalance situations and in finding possible
solutions.

o

(E) The Secretariat may also request govern-
ments to consult with companies operating in
their jurisdictions with results communicated to L

Aot -

the Secretariat.

(F) The Executive Director, taking all such con-
sultations into account, will identify possible
measures and sources from which the amounts of

AL X ITT K

0il necessary to correct the imbalance might be
provided. ‘
L (G) The measures, amounts and possible sources

so identified will be proposed by the Secretariat
to the governments of countries concerned for
i appropriate action as a matter of urgency.

t "5. COMPANY IMBALANCES

(A) 1In case serious imbalances arise between
companies within a given country as a conse-
quence of the Iraq/Iran supply disruptions, the
Y government of the country concerned will make
every effort it considers necessary to encourage
{ companies to refrain from actions which increase
pressures on price.

(B) If governments consider that their indi-

vidual efforts could be supplemented by inter-~

! national action, they may bring the matter to the
Governing Board.

(C) 1In case serious imbalances arise between

: companies on an international basis going beyond
. any one country's jurisdiction, the matter can

Y also be brought to the attention of the Govern-
ing Board and of the governments concerned so
that they can identify solutions.

! (D) The Secretariat will supply aggregated data
and assist generally in the analysis of such
situations.
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"6. GOVERNMENT SUPPORT

Each government will provide its full support in
order to ensure the effective implementation of this
decision.

"7. DURATION

This decision is made in order to moderate poten-
tial market pressures during the first quarter of 1981.
If imbalances caused by supply disruptions prevail
beyond that period, the Governing Board may continue
it, or keep it available for future use if necessary.

“8. LEGAL ASPECTS

Governments agree to look into aspects of their
legal situation which relate to the implementation of
this decision, with a view to improving its effi-
ciency and effectiveness.

In the final analysis, we believe that it is somewhat beside
the point for DOE to state that national governments retained full
discretion and responsibility for any action that was required
under the informal sharing system. It is similarly beside the
point for State to comment that there was no automatic U.S. cbli-
gation to participate in informal sharing. The December 9
decision provides that measures identified by the Secretariat to
alleviate imbalances were to be proposed to the governments of
countries concerned "for appropriate action as a matter of

urgency." Each government participating in the December 9 Govern-
ing Board decision agreed to provide "its full support in order to
ensure the effective implementation of this decision." 1In addi-

tion, "Governments agreed to look into aspects of their legal
situation which relate to the implementation of this decision,
with a view to improving its efficiency and effectiveness." The
latter seems particularly addressed to the United States, for it
was known that U.S. oil companies would not fully participate in
the informal sharing system without the protection of an antitrust
defense, which would require an amendment of EPCA. These were
commitments by the U.S. Government in the December 9 Governing
Board decision to ensure the effective implementation of the sys-
tem.
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APPENDIX I

LIST OF GAO REPORTS DEALING WITH THE

INTERNATIONAL ENERGY AGENCY

U.S. 0Oil Companies' Involvement In The International
Energy Program (HRD-77-154), Oct. 21, 1977

More Attention Should Be Paid To Making The U.S. Less
Vulnerable To Foreign Oil Price & Supply Decisions
(EMD-78-24), Jan. 3, 1978

U.S. Energy Conservation Could Benefit From Experiences
Of Other Countries (ID-78-4), Jan. 10, 1978

The United States and International Energy Issues (EMD-
78-105), Dec. 18, 1978

Analysis Of The Energy And Economic Effects Of The Iran-
ian 0il Shortfall (EMD-79-38), Mar. 5, 1979

Factors Influencing The Size Of The U.S. Strategic
Petroleum Reserve (ID-79-8), June 15, 1979

Iranian Oil Cutoff: Reduced Petroleum Supplies And
Inadequate U.S. Government Response (EMD-79-97),
Sept. 13, 1979




APPENDIX I1I

FINANCIAL PARTICIPATION

IN THE IEA (note a)

’ Country Percent of Contributions
£ Australia 2.60
ri Austria 1.24

% Belgium 2.19

Canada 5.19
Denmark 1.21
Germany 14.25
Greece 0.71
Ireland 0.26
Italy 5.99
Japan 20.99
Luxembourg 0.10
Netherlands 2.95
New Zealand 0.42
Norway 0.92
Portugal 0.41
Spain 3.45
Sweden 2.10
Switzerland 1.99
Turkey 1.19
United Kingdom 6.84
United States 25.00

100.00

a/These are 1981 assessments which, except for the U.S.
contribution (which is fixed at 25 percent), change
according to relative changes in gross national product.
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10.

11.

APPENDIX III !

ANTITRUST SAFEGUARDS IN THE

ENERGY POLICY AND CONSERVATION ACT

Industry advisory meetings must be preceded by timely and
adequate notice with identification of the agenda.

No meetings may be held unless a regular full-~time Federal
employee is present.

A full and complete record, and where practicable a verbatim
transcript, shall be kept of any meeting held.

A full and complete record shall be kept of any communica-

tion made, between or among participants or potential par-

ticipants, to develop or carry out a voluntary agreement or
plan of action.

The transcript or record must be deposited with the Depart-
ment of Energy and shall be available to the Attorney
General and the Federal Trade Commission.

1)
Records or transcripts are available to the public, subject
to withholding of portions necessary to protect the defense
or foreign policy of the United States or trade secrets.

Representatives of committees of Congress may attend meet-
ings and have access to any transcripts, records, and agree-
ments kept or made.

The Attorney General and the Federal Trade Commission are
directed to participate from the beginning in the develop-
ment of the voluntary agreement, and to propose alterna-
tives which would avoid or overcome, to the greatest extent
practicable, possible anticompetitive effects whi.ie achiev-
ing substantially the purposes of the International Energy
Program.

A voluntary agreement or plan of action may not be carried
out unless approved by the Attorney General after consulta-
tion with the Federal Trade Commission.

The Attorney General shall have the right to review, amend, q
modify, disapprove, or revoke, on his own motion or upon

request of the Federal Trade Commission or .any interested
person, any voluntary agreement or plan of action at any

time, and, if revoked, thereby withdraw prospectively any
immunity which may be conferred by subsection (f) or (k)

of section 252 of the Act.

Any voluntary agreement or plan of action shall be avail-
able for public inspection and copying, subject to classi-
fication exceptions.
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15.
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17.

18.

19.

APPENDIX II11

Any action taken pursuant to a voluntary agreement or plan
of action shall be reported to the Attorney General and the
Federal Trade Commission pursuant to their regulations.

A plan of action may not be approved by the Attorney Gen-
eral unless such plan (A) describes the types of substan-
tive actions which may be taken under the plan, and (B) is
as specific in its description of proposed substantive
actions as is reasonable in light of known circumstances.

The Attorney General and the Federal Trade Commission shall
monitor the developing and carrying out of voluntary agree-
ments and plans of action in order to promote competition
and to prevent anticompetitive practices and effects, while
achieving substantially the purposes of the Act.

The Attorney General shall promulgate rules concerning the
maintenance of necessary and appropriate records related to
the development and carrying out of voluntary agreements and
plans of action.

Persons developing or carrying out voluntary agreements and
plans of action shall maintain these records, to which the
Attorney General and the Federal Trade Commission shall have
access and the right to copy at reasonable times and upon
reasonable notice.

An antitrust defense is available to a person in any anti-
trust civil or criminal action only if

(A) such actions were taken--

(1) in the course of developing a voluntary agreement
or plan of action, or

(2) to carry out an authori.ed and approved voluntary
agreement or plan of action and

(B) such person complied with the requirements and rules
under section 252 of the Act.

The statutory antitrust defense is not available if the
actions were taken for the purpose of injuring competition.

Persons interposing the statutory antitrust defense have

the burden of proof and must demonstrate that the actions
were specified in, or within the reasonable contemplation
of, an approved plan of action, except that the burden shall
be on the person against whom the defense is asserted with
respect to whether the actions were taken for the purpose of
injuring competition.
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20.

21.

22.

APPENDIX III

The Attorney General and the Federal Trade Commission shall
each submit to the Congress and to the President, at least
once every six months, a report on the impact on competi-
tion and on small business of actions authorized by section
252 of the Act.

Proprietary or confidential information in a disaggregated
form, such that the supplying entity could be identified,
may not be submitted to the International Energy Agency
unless the President, after hearing, certifies that the IEA
has adopted and is implementing security measures which
assure that such information will not be disclosed by the
IEA or its employees to any person or foreign country with-
out having been aggregated, accumulated, or otherwise
reported in such manner as to avoid identification of any
person from whom the United States obtained the information
or data.

If the President determines that the transmittal of certain
data or information to the IEA would prejudice competition,
violate the antitrust laws, or be inconsistent with United
States national security interests, he may require that the
data or information not be transmitted.
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APPENDIX IV

o

Department of Energy
] Washington, D.C. 20585

JUL - 8 1981

Mr. J. Dexter Peach

Energy and Minerals Division
U.S. General Accounting Office
Washington, D.C. 20548

T W

Dear Mr. Peach: \

The Department of Energy appreciates the opportunity to
review and comment on the GAO draft report entitled:
"Assessment of U.S. Participation in the International
Energy Agency's Operations and Management" (ID-81-38).

The draft report contains a number of factual mistakes

and descriptive inadequacies which could lead to erroneous
judgments concerning the operation of the International
Energy Agency (IEA) and U.S. participation therein. Since
numerous comments on specific points have been transmitted
to your staff, this letter will address certain broader
issues raised by the report.

" =
St

.‘.‘,.! —

2 The draft report repeatedly confuses the December 9, 1980,
W decision of the IEA Ministers concerning correction of
imbalances with, and mistakenly describes it as, a "sim-
plified sharing system" to be utilized in the event of
supply shortfalls that do not reach the formal 7 percent
‘trigger level. "Simplified sharing system" is a term
applied to proposals which some time ago were advanced by
the IEA Secretariat, calling for a new, somewhat automatic
IEA sharing system for use prior to activation of the
! existing emergency sharing system. The IEA has not adopted
l an informal sharing system, and the United States does not
support one. The December decision was designed as a tem-
! porary response to a request by certain IEA member govern-
, ments for assistance in meeting initial oil supply short-
falls resulting from the Iran/Iraq war. Given the nature
of the Iragi export facilities, certain IEA countries bore
the heaviest burden of the shortfall. The Ministerial deci-
" sion did not represent establishment of any formal mechanism
for sharing o0il supplies outside the IEA's existing emergency
sharing system which can be triggered by a 7 percent oil
supply shortfall. The December decision represented a
flexible response and an informal process in which national
‘ governments retained full discretion about and responsibility
\ for any action that was required.

13 !




APPENDIX IV
2

{ The report also indicates the IEA countries have agreed to a
system of flexible use of stocks in a crisis. This is not
the case. It is true that a variety of proposals have been
made over the past 6 months on this concept. The fundamental
idea is to establish an arrangement or mechanism whereby
stocks would be used in an agreed or coordinated manner by

[ { IEA countries. Since each of these proposals suffers from
serious shortcomings, the prospect for an IEA agreement on
any such system remains unlikely.

In December, Ministers did agree to encourage a stock draw
in the first quarter of 1981 as one of several ad hoc
measures to deal with any temporary oil supply shortage
arising from the Iran/Irag war. This decision, however, 1
does not represent agreement on flexible use of stocks.

In addition, the report relies heavily on a draft ERA
document prepared by staff of DOE's Economic Regulatory '
Administration on the results of the third test of the IEA's
i emergency sharing system. The GAO report contains an
incomplete description of the comments on the report and i
; incorrectly implies that it reflects a Departmental position.
While many of the comments in the ERA report accurately
reflect problems that arose during the test, the conclusions
are not fully consistent with the report's findings and do
not take cognizance of DOE actions to resolve the problems ,
that arose. The United States has moved within the IEA !
to deal with the issue of trade discrepancies and to
address problems connected with pricing. DOE is partici-
pating in interagency deliberation to review the existing
antitrust procedures. As an agency, therefore, DOE does not
accept the assertion made in the draft report that the
problems identified are serious enough to make the emergency
sharing system unworkable.

DOE appreciates the opportunity to comment on this draft
{ report both informally and in writing and trusts that GAO
will consider these comments in preparing the final report.

| Sincefely, Jj>
%‘ 2wl

William ‘S. Heffelfinger
Assistant Secretary
A Management and Administration

[
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APPENDIX V

U.S. Department of Justice

L4

JUN 25 1987 Waushington, D.C. 20530

Mr. William J. Anderson

Director

General Government Division

United States General Accounting Office
Washington, D.C. 20548

Dear Mr. Anderson:

This letter is in response to your request to the Attorney General for
the comments of the Department of Justice (Department) on your draft
report entitled “Assessment of U.S. Participation in the International
Energy Agency's Operations and Management."

‘Before addressing the more relevant issues of the report, a few prefatory

comments are in order. First, since much of the report deals with matters
for which the Department has no direct responsibility or in which it is
involved only peripherally, we defer to the Departments of State (State)
and Energy (DOE) for comments on those matters. Our comments are addressed
in particular to Chapter 7 entitled "U.S. Antitrust Management," and to
other references in the report to antitrust monitoring and/or the interface
of the oil industry with various bodies of the International Energy Agency
(1EA). Second, we express no agreement, disagreement or other comment

on arguments, opinions, or conclusions expressed by the General Accounting
Office (GAD) in its report, except where they are based on stated facts
which we suggest are inaccurate or significantly incomplete.’.

1. The first section of the report that raises serious questions is the
discussion on page 48 of the evaluation by DOE's Energy Regulatory (now p. 31)
Administration (ERA) of the 1980 test of the IEA Emergency 0il Alloca-

tion System. The report quotes without comment or qualification an ERA
statement that "The U.S. Government's current antitrust approach toward
U.S. involvement in the IEA . . . appears to be insensitive to the need

for effective, cooperative working relationships between the Government

and industry.” It is not clear what ERA intended by this language as your
report does not elaborate on the comment, nor has ERA ever made any
suggestions to this Department on the matter. It should be noted that

the Congress, by enacting Section 252 of the Energy Policy and Conservation
Act (EPCA), 42 U.S.C. §272, has provided U.S. o0il companies an antitrust
defense for activities in connection with the preparation, testing, or
carrying out of the IEA Emergency 011 Allocation System. The provisions

Y/ In addition, the report contains a number of minor factual inaccuracies
and inappropriate descriptive terms which Department attorneys assigned to
IEA matters have already discussed with your staff.
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of Section 252 of EPCA and the Voluntary Aureemznt and Plan of Action to
Implement the International Energy Program {Vnluntary Agreement) which

was drafted pursuant to its requirements, along with certain DOE record-
keeping regulations which Congress also required be promulgated, establish

the parameters which this Department must and does observe in carrying

out its statutorily required monitoring activities. Thus, it is unfair

to state, without some further specific elaboration, that the antitrust
authorities are "insensitive to the need for effective, cooperative

working relationships between the Government and industry." We note

further that the IEA Secretariat/Industry Supply Advisory Group (ISAG)

appraisal of the 1980 test, mentioned on page 49 of your report, concluded (now
in general that the antitrust clearances and monitoring did not signifi- 32)
cantly impair the operations of the qil sharing system. P

2. In its discussion on pages 113-116 of "the new U.S. IEA policy that (now pp
emerged in 1979:" the report appears to assume that our Government supports 77 g 72)

specific proposals calling for a simplified sharing system that operates

below the seven percent level. We are not aware that the U.S. Government

has made any decision to support various proposals to that effect which

have been advanced by the Secretariat. Admittedly, an IEA Governing

Board Decision implemented in December 1980 and in effect through March

1981 did provide for individual company consultations with the IEA Secre-

tariat about country supply imbalances during the unsettled oil market

caused by the Iraq/Iran war. That Decision also provided that possible

actions needed to remedy country imbalances were not to be mentioned by

the Secretariat to companies, but only to individual IEA member governments

which would then make their own judgments on the Secretariat's suggestions.

The U.S. Government, in providing a clearance for individual oil company

consultations with the Secretariat pursuant to the Governing Board Decision,
informed U.S. o1l companies that they would not have a Section 252 antitrust

defense for any supply actions taken pursuant to their consultations with 1

the Secretariat or discussions with governments. Thus, we think it is an

overstatement for the report to state that a new U.S. IEA policy supporting

less than seven percent sharing has emerged and to imply on page 114

that U.S. and foreign multinational oil companies are becoming the
logistical amm of the IEA and individual member governments.

3. Chapter 7 of the report, which deals with U.S. antitrust management,

makes an admirable attempt to pull together some difficult concepts, but

in places it becomes too abstract. We note, for example, the section

beginning on page 119 entitled "Monitoring Structure.” Unlike the similar (now
section in Chapter 6 dealing with the responsibilities of State and DOE p.74)
in connection with substantive aspects of IEA activities, this section

does not describe the organization and the responsib1l1t1es of the units

in Justice and the Federal Trade Commission (FTC) involved in IEA monitoring.
It might be useful if your report contained such a description along

with an indication of the considerable resources that each agency devotes

to its monitoring function.

4. The section dealing with “Clearances,” beginning at page 120, does (now
not provide sufficient introductory background information to enable p.75)
readers to fully understand the discussion. In particular, clearances

to submit data, clearances for bilateral discussions with the IEA, and
clearances for group consultations should be more clearly distinguished.
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For example, it is stated at the bottom of page 120 that clearances for (now p.76)
industry to exchange information have been granted when an imminent emergency

has been perceived, but the text does not make clear that these clearances

are only in the context of group consultations by the Industry Advisory

Board at meetings with the Secretariat or the lEA's Standing Group on

Emergency Questions which are monitored by antitrust authorities. On

page 122, in the context of clearances to submit data, the report states (pow p.77)
that “little data has been shared among the companies that has not been

aggregated to prevent identification by company." In fact, under such

clearances, no data is shared among the companies and no data is revealed

: by the IEA Secretariat, the recipient of the data, which has not been

i aggregated to prevent identification by company. Finally, the section

™ —— "
et e D s —

does not mention the large volume of communications and consultations
by companies with the Secretariat since 1975 for which no clearances
were necessary because they did not involve discussion of confidential
information.

S. Our most important concern with the report is related to the discussion
k beginning on page 125 which questions whether Justice should have authority (now p.79)
g “to supersede a determination” by State and DOE concerning the existence
: of an actual or imminent international oil supply emergency for purposes
[ ! of deciding whether the U.S. Government should grant a clearance permitting
) U.S. oil companies to submit company confidential Questionnaire A (QA)
data to the IEA Secretariat. The report thus implies that this Department
did just that when it refused to concur in the clearance for submission
N of QA data in June 1980. This is not an accurate characterization of
i what occurred.

This Department's decision not to concur in continued submissions of QA
information to the Secretariat is explained at length on pages 39-42 of
the Eighth Report of the Attorney General Pursuant to the Energy Policy
and Conservation Act. To summarize, Section 5 of the Voluntary Agreement,
which governs participation by U.S. oil companies in IEA activities,
‘ bars provision and exchange of confidential and proprietary information
[ and data without express advance approval by DOE and Justice after each
has consulted with State and the FTC, respectively. QA submissions do
contain confidential and proprietary oil company information and thus
‘ need a clearance to be submitted by U.S. oil companies to the Secretariat
i if the Section 252 antitrust defense is to apply. For over eighteen
‘ months after the Iranian Revolution in late 1978, this Department had
[ ! concurred in clearances for U.S. o0il companies to submit QA data to the
| Secretariat because of the clear potential emergency in the international
B oil market. The International Energy Program (IEP} envisions the submis-
1 sion of QA data only after an emergency has been triggered, or, by extension,
when a potential emergency exists which justifies industry consultation
; with the IEA Secretariat under Article 19.6 for the purpose of determining
| whether a general or selective emergency trigger needs to be pulled. In
April 1980, the Department cleared the extension of QA submissions through
June 1980, but cautioned the Secretariat that the previous potential
:mergencytzspe:r:d to be receding and that further renewals would not
e warran without a satisfactory showing of an existing or impending
internatfional oil supply emergency as defined in the IEP.
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In late June 1980, the Department received a further informal request
from DOE +o concur in a renewal of the clearance through the end of
1980. Ne.iiher State nor DOE made any determination that an actual or
imminent supply emergency existed. This Department did independently
examine the international oil market--based on much of the same informa-
tion available to the other agencies and using our own substantial
expertise-and concluded that the then existing situation did not warrant
a credible concern that an oil crisis existed or was impending. Never-
theless, we informed DOE, and through it State and the IEA Secretariat,
that Justice would consider any additional information which tended to
show that a supply emergency was impending. Thereafter, however, no
additional information was submitted.

As the Tanguage on page 124 of your report makes clear, the IEA Secretariat,
State and Energy supported an extension of the clearance for QA submissions p. 78)
in June 1980 because of what they regarded as continuing uncertainties in the
international oil market. This did not meet the standard for QA submissions
previously agreed upon by all the concerned U.S. agencies. Article 19.6

does not envision that mere uncertainties in the oil market, which can

be found to exist at almost any time, can justify the provision and
exchange of raw company-specific supply data on a continuing basis.2/
There were several additional factors which contributed to the Department's
decision not to concur in a further clearance. It was clear from the Secre-
tariat's comments at various IEA meetings that it wanted information not

so much for emergency purposes, but rather as a source of data for deter-
mining whether IEA countries were meeting restrictive import goals ?dopted
during the 1978-79 oil shortfall caused by the revolution in Iran.3

Further, industry representatives at IEA meetings had become unanimous

in the view that the earlier potential emergency in the oil market had
disappeared, and the IEA's Industry Advisory Board had adopted an official
statement at its June meeting that the IEA Secretariat was "abusing" the

QA system by using it as a tool for monitoring imports. Finally, the
characterization of this episode in your report is inaccurate in suggesting
that energy and foreign policy concerns were placed secondary to antitrust
and anticompetitive concerns. This Department was complying with the

legal restrictions imposed by Congress when it did not concur in extending
an antitrust defense for actions which, in its view, were outside the

scope of the IEP. This Department simply determined, without contradiction

2/ 1t should be noted that DOE, in a December 18, 1980 letter to Senators
Percy and Bradley, stated that "The June 1980 decision not to approve
continued submissions of QA data was made on the basis that the QA and

QB are part of the IEA's Special Information System, which was designed ]
for use when there is a reasonable probability of an impending supply

emergency, or when such an emergency exists . . . . The data clearance
was not extended in June 1980 because the U.S. Government was unable to
conclude, in the circumstances then existing, that a potential emergency i
situation existed so as to warrant extension of the antitrust defense to ]
provision of QA data to the IEA."

3/ The draft report correctly notes on page 145 that the Secretariat was (now p. 94)
using the QA and QB data to monitor import goals.
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by State and DOE, that the acknowledged and legally required cunditinns
needed for a clearance were not present in June 1980 and thereforc it
could not concur in the granting of permission for companies to submit
confidential data to the Secretariat.

6. On pages 138-140, the section on “Foreign Attitudes Toward Antitrust
Defense" asserts that some representatives of other participating govern-
ments and foreign oil companies, as well as some Secretariat officials,
“expressed outright frustration with U.S. antitrust requirements, particu-
larly in the context of the tests of the Emergency Sharing System and

the problems anticipated in an actual emergency.” In contrast to this
unattributed allegation is the IEA Secretariat/ISAG appraisal of Alloca-
tion System Test (AST)-3, which noted very few problems with antitrust

clearances and monitoring in that test. Moreover, the reference in this

section to the United Kingdom's "Protection of Trading Interests Act of
1979" inaccurately implies that law was enacted in response to U.S.
monitoring of oil company activities to assist the IEA. That law was
enacted in reaction to U.S. antitrust enforcement generally, and, as far
as we know, was not related to IEA antitrust monitoring activities.

7. In the "Conclusions" section on page 140, the report notes that at the
present time * . . . we [GAO] do not recommend any further fundamental or
major_7tructural changes in the U.S. antitrust provisions related to the
IEA. "4/ Yet on page 141, the report states that "among the more significant
problems inhibiting the effectiveness of the IEA Emergency Sharing

System is the inability as yet to devise meaningful antitrust controls
appropriate to tests or actual emergency settings which do not impede the
international allocation process." We simply disagree with this conclusion
and would note that even during a test of the allocation system, where
tighter antitrust controls are applied than would be in effect in an

actual emergency, the Secretariat/ISAG appraisal of AST-3 found in general
that the antitrust safeguards did not significantly impair operation of
the system.

We appreciate the opportunity to comment on your draft report and hope our
remarks will be fully considered by your staff in development of the

final report. Should you desire any additional information, please feel
free to contact me.

Sincerely,

Kevim D. Rooney ij
Assistant Attorney Genera

for Administration

4 1t might also be appropriate to include this rather significant
conclusion in the section of the Digest dealing wit' antitrust issues.

(now

pp. 89-91)

(now
p.91)

{now
p. 9)




(I g W MRI AR ity st S R A RSP o + - S s LS ) e —

APPENDIX VI

DEPARTMENT OF STATE

Washington. D C. 20520

June 24, 1981

Mr. Frank Conahan
Director International Division
U.S. Government Accounting Office

Dear Mr. Conahan:

The draft report entitled "Assessment of U.S.
Participation in the International Energy Agency's Opera-
tions and Management®™ has been reviewed by the Department,
the U.S. Mission to the OECD and the IEA Secretariat. The
.ission and the IEA Secretariat are providing separate
written comments.

By and large, the Department believes that the GAO
has made a serious effort to produce a comprehensive and
balanced draft report. Nevertheless, we dc take issue with
some aspects of the draft report's analysis and conclusions.
Since several Department officers have met with GACO to
highlight specific errors of fact or interpretation, these
written comments will cover only major issues raised by the
draft report.

Among the most serious difficulties with the draft
report are the references to "flexible stock policies”
and "a simplified oil sharing system.” 1IEA countries
have under study whether IEA policies should be adopted
on flexible stocks or simplified systems. for mitigating
country-specific supply imbalances. This study is part
of an overall review of the adequacy of the IEA emergency
preparedness program, a review mandated by the IEA charter.
It is not accurate to characterize flexible stock policies
and informal sharing as active, existing parts of the IEA

program.

To be sure, after the outbreak of the Iran/Iraq
war the IEA 4did undertake coordinated efforts to help
Turkey resolve specific oil supply difficulties and did
urge companies to draw down stocks to balance the market.
The efforts on behalf of Turkey, however, were a response
to a unique problem. U.S. actions were guided by our
recognition of the vital importance of Turkey as a NATO
ally. Nevertheless, there is no formal IEA system for
dealing with such situations, nor is there any automatic
U.S. obligation to participate in "informal sharing®”. IEA
statements urging companies to draw down stocks were horta-
tory in nature, and were intended primarily to reassure
companies that governments supported a restrained and
moderate approach.
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The draft report's characterization of the 1979 collec-
tive IEA commitment to reduce o0il import demand by 2 mmb/4
is unduly critical. The agreement stimulated a number of
measures to reduce o0il consumption in IEA countries, the
effect of which undoubtedly was to reduce pressure on
prices. Many measures took time to bite, but savings
achieved by the fourth quarter of the year were running
at about 1.5 mmb/d, or roughly 3.5% of IEA countries'
consumption.

A

e -

—— — b

We disagree with the draft report's criticism of the
consensus building process of IEA decision making (pp.
25-26). Consensus building, a common method of decision (now pp.
making in international organizations, is important in 15-17)
ensuring that IEA actions are wisely formulated and vigorously
implementated. More formal voting is redundant under these
circumstances.

XTI X:

We also disagree with the draft report's implicit
criticism of the IEA policy of limiting most staff appoint-~-
ments to 3-5 year contracts. This policy prevents formation
of an entrenched bureaucracy and ensures that the organiza-
k’ tion is open to fresh ideas. We have not detected any

serious lack of expertise or continuity resulting from this

policy.

b i b Sl

AT

k The Department does not believe there is a conflict

& between U.S. efforts to maintain close relations with

.t important oil producing nations and our policies in the

| IEA (p. 113). All our IEA partners support our developing (now
close relations with producers. U.S. government relation- p.70)
ships with producers do not, of course, include government
to government supply relationships, which we have criticized

) in the IEA and other fora.

i The draft report incorrectly argues that the U.S. would

| receive 0il under the system only if it were the target of

h, an embargo (p. 59-60). This is technically untrue. Whether (now

’ the U.S. would give or receive o0il under the system depends p.41)
on which 0il supplies are interrupted. An interruption of

! Western Hemisphere or African supplies would in most circum-
stances put the United States in a receiving position.

Sincerely,

" (//. ’/ . M/' k{
i /;{Z(,ctl'vf/,\/ &R

Edward L. Morse
‘ Deputy Assistant Secretary
! for International Energy Policy
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FEDERAL TRADE COMMISSION
WASHINGTON. D C 20580

orrice of JUN 17 1981

THE CHAIRMAN

Mr. Gregory J. Ahart
Director

Human Resources Division
General Accounting Office
Washington, D. C. 20548

Dear Mr. Ahart:

This will respond to your May 18, 1981 letter requestinag
that the Federal Trade Commission ("Commission") review and
comment on the General Accounting Office's ("GAO") proposed
report entitled, "Assessment of U.S. Participation in the Inter-
national Energy Agency's Operations and Management." The Com-
mission believes the proposed report reflects a comprehensive
effort to evaluate U.S. participation in the International
Energy Agency ("IEA"). :

The Commission's role in the activities of the IEA is governed
by Section 252 of the Energy Policy and Conservation Act which
provides a limited antitrust defense for oil company participation in
the IEA. Section 252 requires the Commission, along with the
Attorney General, to monitor such oil company participation to
insure that the goals of the IEA are achieved in the least anticom-
petitive manner. The Commission is also required to report to the
Congress and the President on the effects on competition and small
business of o0il company participation in the IEA.

aadade

The Commission has worked carefully with the Department of
Justice ("DOJ") to coordinate our joint responsibilities under
this statute. Therefore, the Commission was particularly interested
in GAO 's evaluation of the joint monitoring and reporting
responsibilities. The Commission was pleased to learn that after
evaluating various proposals for modifying the present monitoring
system - including the elimination of verbatim transcripts for
industry advisory meetings, the elimination of the role of one of
the antitrust enforcement agencies, the elimination of the semi-annual
reporting requirement and modification of the present procedures for
issuing antitrust clearances - GAO concluded that continuation of
the present antitrust safeguards and monitoring procedure was
warranted. The Commission agrees that the procedures currently
set out in Section 252 and the Voluntary Agreement and Plan of
Action to Implement the International Energy Program provide suf-
ficient protection for the public interest and do not require sub-
stantial modification at this time.

The proposed report also discussed the Commission and State
Department's consulting role with the Department of Energy ("DOE")
and DOJ on whether or not antitrust clearances are granted for )
the submission of confidential and proprietary information. The
Commission believes that the role of the various agencies in issuing
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Mr. Gregory J. Ahart

antitrust clearances is not tu resolve competing considerations
i of energy, foreign policy, and the antitrust laws. The first

f and foremost issue 1is 'uether the activity in question is eligible

-y for the Section 252 antitrust defense extended to oil-company actions

) taken pursuant to the "allocation and information provisions of the

' international energy program."*/ * Because the standards for this
; determination are set out in the statute, the question is one of
interpreting and applying the law rather than balancing energy,
diplomatic, or antitrust policy considerations. Thus, while the
non-antitrust considerations are important, the Commission believes
resolution of competing interests in those areas are appropriately
resolved by other bodies. Since a contrary conclusion may be
inferred from the proposed report clarification of this matter is,
therefore, suggested.

A

4"

The proposed report also discusses an incident where GAQ
believed that DOJ vetoed a clearance on antitrust grounds. The
report queries whether such veto authority should supersede other
considerations relevant to a clearance. In the instance described
in the proposed report, the Commission understands that DOJ neither
exercised its veto authority nor made any independent determination
on non-antitrust policy considerations. It is our understanding
that DOJ merely requested further documentation bearing on the
clearance before the official request for clearance was presented.
Because no additional information was provided, the existing
clearance lapsed with no formal regquest for extension being pre-
sented for further review. In view of these facts, the proposed
report's conclusion that DOJ's veto power impeded this clearance,
appears to be unjustified and, therefore, should also be clarified.

PRI DU

i Mk

A I

The report also recommends that a new Plan of Action be
developed which describes in more detail the activities which
will occur in an emergency allocation. In that regard, the
Commission notes that DOE has prepared a proposed Plan of Action

) which was published for public comment in the Federal Register

' on May 8, 1981.

Finally, the proposed report states that the Commission has
analyzed the competitive impact of circulating aggregated

QA/QB forecast supply data at industry advisory meetings. The
Commission has completed its analysis and will publish its findings
and recommendations in its Tenth Report. The Commission, however,
has found no evidence that any company took supply actions based
upon this information.

s :/ 42 U:S.C. § 627(b). A detailed explanation of this standard
18 found in the Commission's Tenth Report, to be issued shortly.

3 This Report will be forwarded to GAO as soon as it is authorized
- by the Commission.
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The Commission has appreciated this opportunity to comment on
the proposed report and will be pleased to lend such further assist-
ance as you may require.

By direction of the Commission.

EzDavid A. Clanton

Acting Chairman

M amd

®U.S. GOVERWMENT PRINTING OFFICE : 1981 0~341-843/775

(468640)

124




