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PREFACE 

This is an interim report which covers the work performed, to date, 

by the Energy Information Validation Project at the Lawrence Berkeley 

Laboratory on the Middle Distillate Price Monitoring System (MDS). 

The report states the project's findings and conclusions and, where 

appropriate, sets forth recomnendations to improve the accuracy and 

usefulness of information processed by the system. 

Briefly, the MDS collects data on prices and gross margins for No. 

2 heating oil from a sample of refiners, resellers and retailers in the 

petroleum industry. The data, collected and aggregated by the Energy 

Information Agency (EIA), is used by the Energy Regulatory Agency's 

(ERA) Office of Fuels Regulation (OFR) to evaluate the level of compe

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

on El1el5asis of----rnis-informati~OFR-determines that the objectives of 

the Emergency Petroleum Allocation Act (EPAA) are not being fulfilled, 

it may recommend that DOE take remedial actions which may include the 

reimposition of mandatory price and/or allocation controls for No. 2 

heating oil. 

One conclusion is that information on average prices and gross mar

gins does not provide a basis for determining whether a market is compe

titive. Accurate descriptive information on prices and gross margins 

could be useful for a preliminary analysis--trends or anomalies in these 

series could prompt further investigation. However, this information 

could not provide any specific focus for such an inquiry. A second con-
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elusion is that there is serious doubt as to the accuracy of the infor

mation collected by the system. 
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EXECUTIVE SUMMARY 

I. SYSTEM IDENTIFICATIONa 

A. CURRENT IDENTIFIC,ATION INFORMATION 

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

e Number of Form as Cleared: EIA·-9 

o EIA Standard Series Number: Not yet known 

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

Statutory Authority Under Which Reporting Requirements Were 
Established: 

1. Federal Energy Administration Act of 1974 (P.L. 93-275, 
Sect. 7 and 13, May 7, 1974, as amended by P.L. 94-332, 
June 30, 1976; P.L. 94-385, August 14, 1976; P.L. 95-70, 
July 21, 1977; and P.L. 95-91, August 4, 1977). 

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

3. Emergency Petroleum Allocation Act of-r97r-(EPAA, P.L. 
93-159, November 27, 1973, as amended by P.L. 93-511, 
December 5, 1974; P.L. 94---99, September 29, 1975; P.L. 94-133, 
November H, 1975; P.L. 94--163, December 22, 1975; and P.L. 
94-385, August 14, 1976. 

Other Current Standard Reference Numbers or Names Identifying 
the Form: None 

B. HISTORICAL IDENTIFICATION INFORMATION 

g Names and Numbers of Antecedents to the Present System: 
Middle Distillate Monitoring System; FEA~-P-112-M-1. This 
system was used during the 1976-77 winter. 

c Planned Successors to the System: None 

8 Each item in Section I of the Executive Summary is explained in the 
corresponding section of the text. For example, "Uses of Output" 
are summarized in Section l.F. of the Executive Summary, while a full 
discussion is contained in Section l.F. in the main body of the report. 
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C. IDENTIFICATION OF PURPOSE 

e Purpose of the System: To provide the information necessary 
for ERA's Office of Fuels Regulation to determine whether the 
objectives of the EPAA, regarding market competition and 
equitable prices, are presently being fulfilled in the market 
for No. 2 heating oil. 

D. IDENTIFICATION OF INFORMATION COLLECTED 

• Reporting Requirements 
parts of EIA-9. 

Firms are required to complete all 

• Numerical Information Requested: 

1. Monthly sales volume for No. 2 heating oil 

2. Average unit price for No. 2 heating oil 

3. Monthly domestic purchase volume for No. 2 heating oil 

4. Average unit costs for domestic purchases of No. 2 
heating oil 

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

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

7. Beginning monthly inventory of No. 2 heating oil 

8. Estimated storage capacity for No. 2 heating oil 

o Degree of Resolution for Numerical Information Collected: 
Items (1) and (2) are requested for each State in which 
heating oil is sold. Items (3) through (8) are firm aggregates. 

• Descriptive Information Requested: 

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

2. Classification of reporting unit (consolidated or 
unconsolidated) 

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

1. Universe Identification and Sample Design 

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

Frame: Those firms in the 11 1974 Market Share Historical 
File" who were engaged in the No. 2 heating oil business 
as determined by a census taken through the use of forms 
P-305 and P-308. The frame was revised slightly in 1977 
to include outlets divested by AMOCO. There are 9560 
firms in the frame. 

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

@ Means of Collecting Information: Mail Survey. 

G Reporting Interval: One month. 

o Frequency of Data Collection: Monthly. 

2. System Implementation 

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

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

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

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

Custodians of Computer Files: Optimum Systems Incorpo··· 
rated (OSI) under contract to EIA/ADP Services. 
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F. USES OF OUTPUT 

1. Prescribed Uses of Data 

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

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

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

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

----------------------------~~~-T~h~e~MD~~S~i=s~n~o~t~e=x~p~l=i~c=i~t==ly required by the Code of 
Federal Regulations. These regulations merely exempt 
No. 2 heating oil from price controls. These prescribed 
uses were established by ERA, in order to fulfill their 
obligations to see that the objectives of the EPAA 
continue to be met. (See Appendix A for details) 

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

1. Audits of individual firms 

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

3. Voluntary price restraints 

4. Re-imposition of mandatory price and/or allocation 
controls 
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2. Publication of Data 

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

Reports Published: 

1. Energy Data Report: Heating Oil Prices and Margins 
(monthly)' (EIA 0031). 

2. Monthly Energy Review.(EIA 0035) 

3. Monthly Petroleum Product Price Report (EIA 0032) 

4. Quarterly Report to Congress (EIA 0008) 

5. Monthly Report to the President 

0 Primary Format of Reports: Tables 

0 Recipients of Reports: Not yet examined 

II. CONCLUSIONS AND RECOMMENDATIONS 

A. INFORMATION USEFULNESS 

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

B. INFORMATION ACCURACY 

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

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

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

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

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

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

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

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

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

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

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

• The questionnaire should be revised. 

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

e A small random sample of forms should be taken each month 
for close review. 
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FUTURE WORK TO BE DONE TO COMPLETE THE SYSTEM STUDY 

Middle Distillate System 

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

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

3. Describe the heating oil market. 

4. Investigate coverage and bias due to non-coverage. 

5. Investigate bias due to non-response. 

6. Estimate sampling error. 
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EDITORS' NOTE 

These reports were prepared under severe time constraints. As a 

result, only the executive swmnaries have been fully reviewed. If any 

differences appear between the executive summary, the main text and the 

appendicies, the reader should be guided by the executive summary, and 

secondarily refer to the appendicies about details of content. 
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I. SYSTEM IDE'NTIFICATION 

A. CURRENT IDENTIFICATION INFORMATION 

The Middle Distillate Price Monitoring System (MDS) collects price 

and volume information on No. 2 heating oil through the use of three 

questionnaires: EIA-9, FEA P-110-M-1 and FEA P-302-M-1. This valida-

tion report focuses solely upon EIA-9, a form developed for, and 

used exclusively by the MDS. 

EIA-9 (temporarily called P-112-M-2) was submitted to the Office 

1 
of Management and Budget (OMB) for clearance on September 13, 1977. 

It is scheduled to expire on August 31, 1980. In the supporting state-

ment to its clearance request for OMB, the Federal Energy Administration 

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

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

9 Federal Energy Administration Act of 1974 (P.L. 93-275, Sect. 

7 and 13, Hay 7, 1974, as amended by P.L. 94-332, June 30, 1976; 

P.L. 94-385, August 14, 1976; P.L. 95-70, July 21, 1977; 

and P.L. 95-91, August 4, 1977). Section 5 of this Act 

directs FEA's administrator to "be responsible for such 

actions as are taken to assure that adequate provision 

is made to meet the energy needs of the Nation." As 

part of this task, the Administrator is directed to 

collect information regarding energy shortages and energy 

prices, respectively, for planning purposes and to 

"promote free and open competition in all aspects of the 
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energy field, prevent unreasonable profits within various 

segments of the energy industry, and promote free enter

prise." According to FEA, the information collected by 

the MDS was needed to insure fulfillment of this and 

other requirements specified in the FEA Act. 

• Energy Supply and Environmental Coordination Act of 1974 (P.L. 

93-319, Sect. 11, June 22, 1974, as amended by P.L. 94-163, 

December 22, 1975; and P.L. 95-50, July 21, 1977). Section 

11 of this Act requires the FEA Administrator to collect 

energy information which he "determines to be necessary to 

be necessary to assist in the formulation of energy policy 

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

Petroleum Allocation Ac.t of 1973." 

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

. 93-159, November 27, 1973, as amended by P.L. 93-511, 

December 5, 1974; P.L. 94-99, September 29, 1975; P.L. 

94-133, November 14, 1975; P.L. 94-163, December 22, 1975; 

and P.L. 94-385, August 14, 1976). The EPAA granted 

temporary authority to the President to control the 

supplied and prices of petroleum products, "for the pur

pose of minimizing the adverse impacts of such shortages 

or dislocations on the American people and the domestic 

economy." Petroleum regulations enacted in compliance 

of the EPAA had to fulfill nine objectives. These 

objectives included the "preservation of an economically 
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sound and competitive petroleum industry" and "equitable 

prices". Furthermore, for products which were later 

exempted from these regulations, the EPAA specifies that 

these products should be marketed in such a way that they 

continue to meet the EPAA objectives; otherwise, controls 

will be reinstituted. Consequently, FEA needed current 

information on these exempted products (which include 

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

controls once again were necessary. 

Two other forms are used by the MDS. FEA P-110-~1-1, "Refiners' 

Honthly Cost Allocation Report," collects detailed information regardingthe 

production costs for petroleum products that are still subject to man

datory controls. This form is completed by all refiners in the United 

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

Prices", collects data on prices, costs, and volumes for all petroleum 

products, including middle distillates. It is completed by all refiners 

and by resellers and retailers with annual sales of $50 million or more 

for controlled petroleum products. As stated earlier, this validation 

project focuses exclusively on form EIA-9, as P-110 and P-302 are parts 

of other DOE information systems. 

B. HISTORICAL IDENTIFICATION INFORMATION 

There was one antecedent to the present Middle Distillate Price 

Monitoring System. This first system, formulated through an agreement 

between Frank Zarb, the Federal Energy Administrator, and Congress, was 
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used during the winter of 1976-77.
2 

Zarb assured Congress that, in the 

event that middle distillates were exempted from mandatory allocation and 

price controls, the FEA would set up a price monitoring system to track 

the price level of uncontrolled products. This first monitoring system 

was installed after middle distillates were decontrolled in July of 1976. 3 

The primary data collection instr\lll1_el1t_ UE;ed in 1he :f:_:i,r_~_t:__ system was 

Form FEA P-112-M-1 (called P-112). Forms P-110 and P-302, described 

above, were also used. EIA-9, the data collection instrument used by the 

present MDS, is identical to P-112; however, minor changes were made in 

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

C. IDENTIFICATION OF PURPOSE 

The purpose of the Middle Distillate Price Monitoring System is 

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

5 6 
2917-23, January 20, 1978). ' According to these regulations, the 

purpose of MDS is to determine whether any further regulatory action is 

needed to fulfillthe objectives of the EPAA. The system collects 

information separately for different DOE regions and different sectors 

of the market (i.e., refiners, resellers, and retailers) in order to 

further isolate any possible deviations from the EPAA objectives of 

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

D. IDENTIFICATION OF INFORMATION COLLECTED 

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

regulations (Volume 43, Federal Register, pp. 2917-23). All firms in 
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the sample are required to complete form EIA-9, which includes both 

numer.Lcal and descriptive information. This form must be completed 

monthly. 

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

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

down by categories: 

0 Residential Sales 

o Industrial Sales 

@ Institutional Sales 

Cl Other Sales to Ultimate Consumers 

0 Sales to Non-Ultimate Consumers 

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

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

@ Rack Sales 

o Delivered Sales 

Ill Bulk Sales 

The following information is provided for the firm as a whole 

(and is not broken down by State): 

~ Monthly Domestic Purchases Volume of No. 2 heating oil 

e Average Unit Costs for Domestic Purchases 

0 Monthly Imported Purchases Volume of No. 2 heating oil 

ro Average Unit Costs for Domestic Purchases 

@ Beginning Inventory of No. 2 heating oil 

o Estimated Storage Capacity for No. 2 heating oil 
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In addition to this information, firms also must provide some 

descriptive information regarding their primary line of business (refin

er, res~ller, retailer, or reseller/retailer), class of reporting unit 

(consolidated or unconsolidated), and certain address and identification 

information. 

E. IDENTIFICATION OF COLLECTION AND COLLATION PROCESS 

1. Universe Identification and Sample Design 

Figure 1 illustrates the procedures that were used in the de

sign of the sample: The steps are outlined below: 

e The universe for the "market shares" system includes all 

refiners, resellers, and certain categories of retailers 

of petroleum products, in the political boundaries of the 

United States.
7 

The universe is an idealized prototype, 

--------------'not-dJ.I'@G-t-1-y-obse-r--vable-.------------------------------

e A mailing list was developed of all firms in this universe 

known to the Federal Energy Administration (FEA), starting 

from the Dun and Bradstreet credit reference list, a list 

developed by the Bureau of Mines, and various directories 

and business lists. 

e FEA forms P-305 and P-308 were used to take a census of 

firms' on the mailing list described above. The purpose of 

the census was to determine the product lines and sales vol

umes of firms in the list. However, the non-response rate 

was 20%. From the census results, the "1974 Market Share 

Historical File" was developed. The initial frame for MDS 
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consisted of all firms in the "1974 Market Shares Historical 

File", involved in the refining, reselling, or retailing of 

No. 2 heating oil. 

~ The frame was revised in 1977 to include retail outlets di-

vested by AMOCO Oil Company. There are 9560 firms in the 

frame. 
----------------·· --- -~-------·- -·-- -----· 

ii The- frame was str.it1:fied into 216 cells by the 1974 size of 

firm, location, and customer location. In each cell, the 

firms were arrayed by 1974 size, and a random start systema-

tic sample was drawn. There are 1463 firms in the sample. 

This panel reports monthly on form EIA-9. 

2. System Implementation 

Figure 2 illustrates the flow of information collected from 

_____ __.E,._,I.,_.A""'-~9~. _Th_e_principaLpro~essing-pr-oGedur-es-a-r-e-Fe-fer-red-t-o-by--number-----------

in Figure 2, and in the corresponding explanation, below, starting with 

the completion of EIA-9 by firms (Step 1) and ending with the publication 

of data by EIA (Step 15). In some instances, actual procedure deviates 

from this idealized description. 

1. A stratified sample of refiners, resellers, and retailers 

is chosen, as explained in Section .I.E.l, above. 

2. These firms complete form EIA-9. The· forms are due on the 

20th of the month following the end of the reporting period (e.g., the 

January form is due on the 20th of February). 1211 firms should com-

plete EIA-9 each month (the other 252 are out of business,or no longer 

selling No. 2 heating oil). This panel reports monthly for the entire 
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year. 

3. Forms are sent to Data Technology Industries (DTI), which 

has contracted with EIA to process, edit, and enter the data onto compu-

ter files. The contract is with the Office of Energy Data. 

4. DTI logs the forms as they are received. 

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

calls companies in Step Sa when corrections appear to be needed. These 

corrections are placed on the actual forms. 

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

7. These data are entered on computer files and are subjected 

to an editing routine, in order to locate remaining inconsistencies.
8 

8. Ten days after the report is due, DTI begins calling non-

respondents, in order to collect missing reports (e.g., non-respondents 

for January are called on or after March 2). 

9. Office of Energy Data statisticians screen the computerized 

data and make additional checks with respondents. 

10. EIA's Prices, Costs, and Marketing section makes additional 

visual checks of the data, and if appropriate, places calls to respon-

dent firms. 

11. This results in further corrections to the reports, but 

not to the data files. 

12. When 100 percent of all Stratum 1 firms, 9 and 80 percent 

of all other firms, have responded, the file is administratively frozen 

f h f
. . 10 or t e 1rst t1me. 

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

pares a preliminary report containing average prices and gross margins, 
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for the DOE regions and for the nation as a whole. 

14. The file is re-opened and additional data from late 

respondents are added. The file is then frozen for the second time. 

15. EIA's Prices Costs, and Marketing section publishes 

the Energy Data Report: Heating Oil Prices and Margins. The report 

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

data are published on the 15th of March). 

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

F. USES OF OUTPUT 

1. Prescribed Uses of Data 

Federal regulations specify the use of data collected by the 

Middle Distillate Price Monitoring System (Volume 43, Federal Registe~, 

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

---------data-use,-spec-if-ied-in-these-:r-egulat-ions.-------------------------

The Office of Fuels Regulation (OFR) of the Economic Regulatory 

Administration (ERA) reviews the monthly MDS data. The regulations re

ferred to above specify that OFR will evaluate market competition and 

price reasonableness by comparing MDS market aggregates to certain 

benchmarks. Specifically, refiner prices to resellers are compared to 

a national refiner index, which represents DOE's best guess of what 

the level of refiner prices would have been if price controls had not 

been removed. Furthermore, both retailer and reseller gross margins 

are compared to their respective gross margin benchmarks, for each of 

DOE's ten regions, and for the nation as a whole.
11 

These benchmarks 
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are analyzed in Appendix J.
12 

According to the Federal Register, 

"actual average gross margins in excess of the corresponding benchmarks 

contained in the final report (of OFR) will create the presumption of 

a need for further regulatory action." 

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

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

Subcommittee's purpose was "to advise and assist (ERA) in its evalua-

tion of the marketing of No. 2 heating oil during the (1977-78) heating 

13 season. Specifically, the Subcommittee was assigned the task of 

evaluation the benchmark levels calculated, and the benchmark method-

ology used, by OFR. It would then forward to OFR its recommendations 

regarding the reasonableness of prices and gross margins for the DOE 

regions and for the nation as a whole. 

The regulations further specify that in August, 1978, ERA's 

Office of Administrative Review (OAR) would hold an evidentary 

hearing "to evaluate the performance of all levels of distribution of 

the heating oil industry and the need for any further regulatory action."
14 

In addition to considering OFR's conclusions15 , consumer groups and 

industry representatives could present evidence at the hearing.
16 

After 

the hearing, OAR would transmit its findings to the ERA Administrator, 

who would determine if further regulatory measures are necessary. 

Possible remedial measures that may be taken by ERA's Administrator 

include: 

@ Audits of firms 
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• Public hearings regarding the price of No.2 heating oil 

• Voluntary price restraints by firms 

• Re-imposition of mandatory price and/or allocation 

controls 

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

___ __,S'-'u,_.b,_,c~o"""m.mi_t_t_e_e_._S_inc_e_the_Office_of_Administ-:r:at-i:ve-Re:v-iew-exam:ines------------

evidence submitted by industry and consumer representatives, in addi-

tion to MDS data, it would not be appropriate for LBL to comment on 

this aspect of the decision-making process. 

2. Publication of Data 

The Energy Information Agency publishes several reports that 

include data collected by the Middle Distillate Price Monitoring 

System. These are: 

17 
e Energy Data Report: Heating Oil Prices and Margins 

(Published monthly) (EIA-0031) 

• Monthly Energy Review (EIA 0035) 

e Monthly Petroleum Product Price Report (EIA 0032) 

• Quarterly Report to Congress (EIA 0008). 

• Monthly Report to the President 

MDS data are published in tables in these reports. In the 

Energy Data Report, the only one of these publications which focuses 

exclusively on the MDS data, prices and gross margins are published 

separately for: 

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

retailers 

Resellers' and retailers' sales of residential heating 

oil 

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

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

prices are published for 23 States and the Distr-ie-t-of-Gol-umbi-a-.-.-1-8--------

Regarding the distribution of MDS information, each of the 

above reports, except the Energy Data Report, includes information on 

several petroleum products, in addition to No. 2 heating oil. Conse

quently, a survey of readers of the reports would be necessary to 

determine which use the information on heating oil. LBL has not yet 

checked the distribution list for the Energy Data Report, but will do 

----------------~s~o=-prior to the final report. 
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II. SYSTEM VALIDATION 

A. CRITERIA FOR VALIDATION 

Two criteria have been applied in the determination of whether this 

information system is valid: usefulness and accuracy of the information 

which it provides. 

1. Usefulness 

The application of the criterion of usefulness is reflected in 

the following question: Is the information useful? That is, do the 

measures sufficiently reduce the ambiguity in the phenomenon to the 

point that the user can accomplish his purposes? 

2. Accuracy 

Accurate information is that which, as closely as possible, 

------------~r~e~f~lects the underl~ing reality~RUrRorts to reRresent. The aRR~l~i~c~a~-----------------

tion of this criterion is reflected in the following questions: 

e Is the sample frame complete? 

e Are there clear definitions for the parameters being 

estimated? 

Is the sample well designed? Can standard errors be 

computed? 

e Is the response rate adequate? 

e Is the questionnaire clear? Are the answers 

consistent and correct? 

c Are the edit procedures likely to detect serious errors? 

e Is the data processing done correctly? 
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• Are the estimates consistent with the results obtained 

from other sources? 



-21-

B. INFORMATION USEFULNESS 

1. Methodological Framework 

In Section I, we saw that the Middle Distillate Price Monitoring 

System was created in response to DOE's obligation under the EPAA to 

ensure the preservation of a competitive heating oil market and the 

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

or this program, OFR and an ad hoc subcomniiTtee-of-f~Fuel-oTrMarK:eting 

Committee were given the task of evaluating competition and the economic 

viability of various segments of the heating oil market. In carrying out 

this evaluation, OFR and the subcommittee were expected to use the 

following information provided by EIA: 

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

wholesale and retail segments of the market. 

-----------•--Average_gross_margins_for_the_wholesaLe_and_r_e_tail seg.,.m""e,_,n.,_,.t~s,__ _________ _ 

of the market. 

In addition, OFR was to calculate, using data provided by EIA: 

® An index of what refiners' prices to wholesalers would have 

been, if price controls had remained in effect; and 

A benchmark which indicated what average wholesaler and 

retailer gross margins would have been if price controls 

had remained in effect. 

These formulas are analyzed in Appendix J. 

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

of usefulness, the validity of the system. The question to be answered 
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is: was the information collected by E!A sufficiently unambiguous to 

enable OFR and the subcommittee to carry out the policies of EPAA by 

evaluating the competitiveness of the heating oil market and the 

reasonableness of the price of No. 2 heating oil? 

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

price and gross margins be collected is the assumption that such 

information will enable OFR and the subcommittee to determine the level 

of competition and the reasonableness of prices. Further, it is 

assumed that, given such information, steps can be taken to ensure the 

continuation of reasonable prices and competition or to restore them 

should prices become unreasonable or the level of competition subside. 

To assess the usefulness of this information, we will examine the 

correspondence between a theoretical analysis of prices and gross 

----------~IQargi~_and~be __ em~LrJL~aj__eyJLd£~c£_r~jJ_a~ting_~a_exRerien~a_of_thoBB ______________________ __ 

who tried to use this information. 

a. Prices 

Average price data alone do not provide sufficient infor

mation from which to judge the reasonableness of product prices or the 

level of market competition. The price of any goods is composed of 

three components: product costs, non-product costs, and profits. 

Fluctuations in price can be accounted for by fluctuation in any of these 

components in a combination of them. In the event of a price increase, 

the analysis of price data alone does not reveal which of these 

components contributed to such an increase. Further, the existence of 
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stable prices is not necessarily an indication that prices are 

reasonable or that a market is competitive. Such prices could indicate 

either unjustifiably high initial price levels, or declining factor 

costs which are not being passed through. 

b. Gross Margins 

Gross margins, like prices, do not provide unambiguous 

measures of price reasonableness and competition. Gross margins consist of non

product costs and net profits, and can fluctuate because of changes in either 

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

offsetting changes in these factors. Without additional information, 

it is impossible to separate increases in profits from actual increases 

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

competition levels in detail. 

Since profit data are not available to DOE for firms in 

the heating oil market, average profits can be calculated only if non

product cost data are available. In such a case, profits represent the 

difference between gross margins and non-product costs. Non-product 

costs generally fall into one of the seven following categories: 

1. Labor costs 

2. Transportation costs 

3. Storage costs 

4. Utility, rent and insurance costs 

5. Interest expenses 

6. Depreciation 

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

product costs for wholesalers and retailers. 19 Instead, OFR has relied 

upon information from the producer Price Index and the Consumer Price 

Index as a proxy for estimating non-product costs. 20 These indices are 

analyzed in Appendix J. However, the items in these indices cover a much 

broader range of items than those included in the seven categories 

--~1-i-S-t-ad~abcwe-.-By-Fe-ly-i-ng~en~ag-g-:r;-eg-a-t=e~pr-ie-e-i-ncl-iees-t-o-es-t-ima-t-e--------------

non-product costs, OFR has only rough estimates of changes in these 

costs and can therefore make only a rough estimate of profit trends in 

the industry. With the present information available to it, OFR does 

not have sufficient basis for determining levels of competition and the 

reasonableness of price levels in the No. 2 heating oil market, because 

it cannot directly determine the cause of price increases for any 

particular company. 

This conclusion, however, should not be taken as a justification 

or argument that more specific and direct data should be collected on 

prices and gross margins in order to carry out the policies in EPAA. 

Additional information on profits would not reduce ambiguity to the 

point that would justify further specific action. 

c. Profits 

Even if profits could be accurately collected by the EIA or 

calculated using non-product cost data, monthly profit figures would 

still not provide sufficient unambiguous evidence to determine the 

reasonableness of prices or the level of competition. This ~s because 

monthly profit levels may fluctuate as a result of a variety of contra-
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dietary circumstances. For example, increased profits from one month 

to another may indicate 

~ that firms are charging unreasonably high prices in an 

uncompetitive market. 

• that profits, once abnormally low, are reaching normal 

levels for a competitive industry of similar risk, or 

• - --tha-t unanticipated increases in -demand~decreases i"n,--------------

supply have lead to a higher short-term equilibrium price 

in an otherwise competitive market. 

Similarly, decreased month-to-month profits could also indicate several 

different market situations, ranging from excessive short-term competition 

to collusive setting of low prices by certain firms, in order to 

squeeze out smaller firms from the market and thus strengthen their 

oligopolistic position. 

Furthermore, profit figures may be ambiguous because of the 

many ways profits are defined and recorded. There are three generally 

accepted ways of defining profits: net return on assets, net return on 

equity, and net return on sales. Firms which may appear to have 

excessively high profits under one definition may not have high profits 

using another definition. Furthermore, there is often a fine line 

drawn between managerial salaries and profits, especially among small 

owner-managed firms, which makes the meaning of profit data unclear. 

This problem may be especially acute in the retail market for No. 2 

heating oil, which has many such small, owner-operated companies. In 

addition, different firms use differing accounting methods to serve 
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alternative purposes; thus, the actual meaning of firm profits will be 

ambiguous, unless the method of calculation is known and is consistent 

f
. 21 among 1rms; 

There is a final and more basic reason why firm profits do not 

provide sufficient information regarding market competition and price 

reasonableness in a market. Profit levels are positively~c~o~r~r~e~l~a~t~e~d~------------------------

with the efficiency of a firm; firm profits tend to be higher when the 

firm uses its factor inputs most efficiently. Firms with profit levels 

which appear to be at competitive levels may indeed be subject to 

market competition. It is also possible, however, that such firms 

have monopolistic advantages, but use their inputs inefficiently and 

thus also have high costs as well as prices. While such a situation 

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

-------da-ta-a"Lon€l-wou1d-nGt-de-Gee-t--i-toB-BC-i"B-toenee~.-----------------------------------------------------

d. Aggregated Gross Margins and Benchmarks 

The foregoing analysis has focused upon the ambiguity which 

may arise in the interpretation of gross margin data from individual 

firms. In addition to this, ambiguity may arise during the aggregation 

of firms' gross margins and the comparison between these aggregates to 

so-called "benchmark" gross margins. First, aggregate gross margin 

figures do not necessarily represent the behavior of actual firms in the 

market. These aggregates (which are analyzed in Appendix J) are 

volume-weighted composites of bulk sales, rack sales, and delivered 

sales among firms of various sizes. Firms of different size have 
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differing characteristics which result in divergent per unit costs. 

Comparison of such an aggregate gross margin against a benchmark may lead 

to a situation whereby larger firms with lower per unit costs will be 

below the benchmark level while smaller firms, with fewer economies of 

scale at their disposal, tend to have gross margins in excess of the 

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

isol~:t"te ____ sm;:rl-1-firms as responsible for- unreasonab-le-hea-t-i-ng-e:i.-1-p-r-i-e-e-s:-----------

when, in fact, the profits of these firms may not be unreasonable, given 

their size. 

There is a second and related reason why comparing aggregate 

gross margins with benchmarks may lead to ambiguous results. Gross 

margins, it will be recalled, are the sum of non-product costs and profits. 

Firms which provide more services than others will have, consequently, 

--------~h~igher gross margins. For example, firms which tend to deliver heating 

oil longer distances, e.g., to rural areas, will tend to have prices 

which reflect higher gross margins than firms which deliver oil short 

distances, but the profits of the former group will not necessarily be 

higher. Without specific profit data or non-product cost figures, it is 

impossible to determine whether firms with gross margins in excess of 

benchmark levels are charging unreasonable prices, or are providing more 

services. Similarly, month-to-month changes in aggregate prices or gross 

1nargins may result not from an changes in actual market prices, but 

because the volume of services sales has increased at the expense of 

. d 1 22 unserv1ce sa es. 



-28-

2. Actual Data Use 

The reasonableness of the foregoing analysis is confirmed by 

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

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

regulations provided: 

• The Office of Fuels Regulation of ERA will prepare a report 

evaluating the market for No. 2 heating oil for the 1977-78 

heating season. 

• The ad hoc subcommittee of DOE's Fuel Oil Marketing 

Committee will evaluate the market for heating oil and 

analyze the benchmarks which OFR developed to evaluate 

price and gross margin levels. 

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

markets rath~an an evaluat_i_on--;---I-n-i_ts-rep-ort-e>F-R-poi-nted-out-a.-------------

number of limitations in the data and the benchmark methodologies which 

prevented a more extensive analysis. The limitations found by OFR 

correspond substantially to the theoretical limitations discussed above. 

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

• The index and benchmarks serve as useful analytical tools 
by identifying general price and margin trends. However, 
the nature of the heating oil market makes it difficult 
to develop any statistical tool which accurately reflects 
short-run market behavior. Therefore, the index and bench
marks were useful for an overall trend analysis and were 
intended to serve only as general guides in evaluating 
price and margin behavior over the heating season.23 
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benchmarks were not des.igned to evaluate specific, 
individual wholesale or retail market changes. Rather, 
they permit a broader evaluation of aggregate changes. 
The benchmarks do not permit disaggregation of the 
average price or gross margin changes that occur to 24 
evaluate individual firm prices and margin behavior. 

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

--------------met-hodology-used current---mont-h-!-s-pu-t-&ha-se-p-t-ed-u&t-&es-t-S...-=2=5'-------------

• The need for more precise data was even more apparent at 
the wholesale level. Because wholesale heating oil 
marketing operations vary considerably in size, from very 
large volume deepwater terminal operators to retailers who 
periodically wholesale much smaller volumes of product, 
gross margins and operating costs can very considerably. 
Therefore, when gross margins for large and small whole
salers are combined, an average results which may repre
sentative of neither.26 

'i~ 
In order to evaluate non-product cost 
increases of a particular firm, a 
complete audit of that firm would be 

---r-equired. The resulting burd'e_n_o_f~--------------------

auditing all firms would be heavy. 
OFR is of the opinion that the burden 
should be only imposed after large 
changes in gross margins have been 27 
detected and statistically evaluated. 

Furthermore, an examination of the transcripts of the monthly 

subcommittee meetings indicates that this group did not use MDS informa-

tion to assist it in its efforts to determine the level of competition 

h h "1 k 28 in t e eating 01 mar et. When this group did reach conclusions 

regarding the marketing of No. 2 heating oil, it used data it had 

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

Subcommittee members reveal that they felt they could not use MDS data 
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for the reason stated above: lack of acual firm cost data made it 

difficult to evaluate the reasonableness of prices. In addition, MDS 

data did not provide the types of market information needed to 

1 h 1 1 f 
. . 30 eva uate t e eve o compet1t1on. 

3. Conclusions 

ILctUrmaxi~on averag~rices ana gross margins aoes not 

provide a basis for determining whether a market is competitive. Accurate 

descriptive information on prices and gross margins could be useful for a 

preliminary analysis -- trends or anomalies in these series could prompt 

further investigation. However, this information could not provide any 

specific focus for such an inquiry. 
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C. INFORMATION QUALITY 

1. Methodological Framework 

In this section, the quality of the information collected by 

the Middle Distillate System (MDS) will be evaluated. Problems will be 

identified and solutions will be recommended. The following questions 

will be addressed: 

o Is the sample frame complete? 

o Are there clear definitions for the parameters being estimated? 

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

0 What is the response rate? 

~ Is the questionnaire clear? Are the answers consistent? 

Correct? 

e Are the edit procedures likely to detect serious errors? 

------------------~•~ Is th~ata processing done correctly? ----------~----------------------------

o Are the estimates consistent with results obtained from other 

sources? 

These questions are suggested by the standard statistical literature 

31 
concerning sample surveys. The methods used to address these questions, 

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

extent system-dependent. 

2. Sample Frame and Parameters 

a. Parameters 

MDS estimates average prices and costs for No. 2 heating 

oil, by type of seller, type of customer, type of sales, and geographical 
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region. For example, MDS can be used to estimate the average price of 

all No. 2 heating oil sold to residential customers in New York state in 

December, 1977. For another example, MDS can be used to estimate the 

average price of all "rack sales" (where the customer picks up the oil) 

of No. 2 heating oil by refiners to resellers in New England in December, 

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

----------- --~avercrge-grrl-lon, noE an average transact1on or an average customer. The 

estimation procedure used extrapolates from the sample to all sales 

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

b. Frame 

The target universe consists of all firms selling No. 2 

heating oil in the United States. The frame, or list of known firms in 

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

Market Shares Historical File. It was_r~~~n_in_a_minor_wa¥_in_l9_LL. ___________ _ 

Is the frame complete? That is, all or almost all of the 

firms in the target universe listed in the frame? This question will 

be addressed by considering the flow of oil through the market, as 

estimated by MDs 32 A simple conservation-of-oil modelis used. If the 

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

(form EIA-9) were correct, then: 

• Estimated net refiner sales would be approximately equal to 

estimated total sales by all firms to ultimate consumers. 

Likewise: 
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Estimated total sales to resellers would be approximately 

equal to estimated total purchases by resellers. 

In fact, estimated net refiner sales exceeded estimated sales to ultimate 

consumers by about 50 percent. Likewise, estimated total sales to 

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

c. Discussion of Results 

These are the key quantitative findings of the study, thus 

far. Two hypotheses are proposed to explain these findings: 

e The definitions of No. 2 heating oil used by firms in 

different segments of the market are substantially 

inconsistent: the refiners use a broader definition 

than the resellers. 

The sample frame covers most of the refiners and larger 

wholesalers, but misses a substantial percentage--as 

much as 50 percent--of the smaller wholesalers and 

retailers. Thus, oil disappears from the reporting 

system as it movesthrough the market from the refiners 

to the ultimate consumers. 

Both hypotheses are considered very likely, and will be 

investigated further. 

d. The Definition Problem 

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

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

all No. 2 oil (diesel and heating combined) on form EIA-9.
34 

This 
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inflates the estimated volume of refiner sales of No. 2 heating oil. In 

the reseller and retail segments of the market, some dealers sell 

exactly the same physical product as either diesel oil or heating oil, 

depending on what the customer asks for.
35 

The distinction between 

heating oil and diesel oil may often be made only by end use. This 

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

~-·---~~~-~ ~-·-----::----=----=-----------------:---:---:--------~-6--------

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

e. Recommendations on the Definition Problem 

One possibility is to change the instructions for EIA-9 and 

clarify the definition of No. 2 heating oil. Another possibility is to 

collect data only on broader product classifications, which are better 

defined. One example is "No. 2 oil (heating and diesel)"; another 

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

----be-asked-t-o-est-imate-typ·e-of-end--use-by-cu-stnml~rs-:--Es13-enri-<rl-ly;-tlris-is 

what MDS does now. More specific recommendations will be made in the 

final report. 

f. The Sample Frame Problem 

There is substantial turnover in the heating oil market: 

some firms go out of business each year and are replaced by new firms. 

One study suggests an annual turnover rate approaching 10 percent, by 

number of firms or sales volume. 37 Under these circumstances, a frame 

drawn from the. 197 Market Shares Historical File is judged likely to 

miss about one-third of the firms now in the market. Additional, direct 

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

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

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

An incomplete frame can be a serious problem, because firms 

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

impossiol-e-·to--extrapolate with--any -confidenc-e-f-rom-t-he-s-amp-1-e-t-o-t-he:----------

universe, and it is difficult indeed to estimate the probable size of 

the error. 

Information on the price of home heating oil may also be 

obtained by surveying households.
39 

g. Recommendations on the Sample Frame Problem 

The sample frame should be revised periodically, 

dropping the firms that have gone out of business, and adding new entrants 

to the market. This is a lot of work. Firms that have gone out of 

business can be detected by surveying the whole frame periodically. 

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

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

New entrants to the market can be detected using lists such 

as those provided by trade associations for National Business Lists. 

New entrants can also be detected by the following procedure: Take a 

sample of firms known to be in the market. Ask them to list their 

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

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

In addition, to test for completeness, the frame can also 

be compared with data from other sources. One source is the 1977 Census 

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

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

are available annually). The Census reports on establishments (not 

firms), employment, and payroll. The ~IDS frame lists firms (not esta

blishments), and is therefore not directly comparable to the Census. 

EIA might consider collecting data on the number of establishments, 

number of employees, and total payroll, from firms in the ~S frame, to 

facilitate comparisons with the Census. Another alternative might be 

to contract with the Bureau of the Census or IRS for periodic tests on 

the frame. 

It might be advantageous for EIA to maintain one master 

list of companies in the oil business, showing products sold, and 

volumes. Maintenance involves the kinds of activities described above. 

Frames for surveys like ~S could be derived from the master list. This 

could eliminate some of the duplication of effort involved in maintain

ing a number of different frames. 

Another possibility is that EIA should consider the use 

of area sampling for surveys like HDS. LfO This would eliminate the 

need for maintaining a list of small firms in the market. 
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3. Sample Desi~ 

a. Introduction 

MDS collects reports only from a sample of the firms in 

the frame. The procedure used to select the sample from the frarueis 

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

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

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

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

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

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

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

computed from the sample only by making untestable assumptions. 

b. MDS Sample Design 

Firms-in-the-f-:rcame--we:r-e-d-iv-ided--intG-Ge-1-ls,-defined_b~-----------

sales volume (in 1974) and location; separate cells were created for 

f . h h b 11' . l . 41 1rms t oug t to e se 1ng 1n more t1an one state or reg1on. Within 

each cell, firms were arrayed by size (1974 sales volume); then a 

random-start systematic sample was drawn. Sample firms are weighted up 

by the reciprocal of the selection probability, and ratio estimates 

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

With a random-start systematic sample, standard errors 

can be computed from the sample only by making untestable assumptions.
43 

This makes it difficult to judge the efficiency of the design.
44 

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

estimates. 
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c. Recommendations on the Sample Design 

The sample should be redesigned so that standard errors 

can be computed in a routine way. For instance, it would be possible 

to draw two independent random-start samples in each cell. Or, a simple 

random sample could be taken in each cell. One object is to be able to 

iudge the impact of sampling error on the estimates. Another ob.iect is to 

reduce the size of the sample without loss of precision, by improving 

the design: this will reduce the burden of reporting. Detailed 

recommendations will be made in the final report. 

It was recommended that the frame be revised periodically. 

When the frame is revised, a new sample should be drawn, so that the 

sample continues to reflect the target universe. Stratification should 

be based on current sales data obtained from the recommended periodic 

--------s~~vey-ef--a~~--f-~Fms--~n-~he-~r-ame·~.---------------------------------------------------------------

Periodically changing the sample would have two additional 

benefits: spreading the burden of reporting more equitably, and 

reducing panel bias (firms that report over an extended period of time 

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

4. Non-Response 

a. The Problem 

Each month, about 7 percent of the largest firms in the 0 

sample fail to return their questionnaires. The non-response rate for 

the smaller firms is about 15 percent. (By volume of oil, the overall 

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

the 1977-78 heating season--even though responses are mandatory.
45 

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

respondents often differ from respondents~6 The non-response rate in 

MDS is high enough to cause concern. 

b, __ Recommendations~-~------------~~~-------------------------

More effort should be put into contacting non-respondents, 

especially persistent ones. 

STRATUM 

1 

2 

3 

4 

5 

6 

TOTAL 

TABLE 1 

NON-RESPONSE RATES BY STP~TUM 

TOTAL If FIRMS 

164 

103 

432 

240 

85 

187 

1211 

NON-RESPONSE 
RATE 

7 

1.3 

11 

16 

14 

20 

13 
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TABLE 2 

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

TYPE OF SALE 

Ultimate 

Non-Ultimate 

BEFORE ADJUSTING 
FOR NON-RESPONSE 

9 

14 

AFTER ADJUSTING 
FOR NON-RESPONSE 

10 

16 

Total volumes are in billions of gallons. 

PERCENT INCREASE 

11 

11 

L--· ---------------------------------------

5. 

Do the companies report accurately on form EIA-9? Do the edit 

procedures identify incorrect or inconsistent responses? (Edit procedures 

are used to review forms for missing data, and unlikely or inconsistent 

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

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

manual or computerized.) 

In the present study, no attempt has been made to verify 

EIA-9 reports by auditing procedures. Instead, consistency tests have 

been applied to the data. Three have been completed, and are described 

in this section. Other similar tests are in progress. These tests are 

applied to the data in the "clean'' MDS data files--that is, after 

editing is completed. Thus, both the quality of the initial reports and 

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

The EIA-9 form asks firms to report their inventories. 

The responses of non-refiners on this item can be tested for consistency, 

starting from the theoretical relation: 

Change in inventory = purchases - sales 
Let 

Discrepancy = reported change in inventory 

-------------------------------··-- ···· ·.::: ·rreporfedpurcfiases reporEeCI-sales) 

For the largest firms, the average absolute discrepancy is about 15 

percent of sales. For the remaining firms, the average absolute dis

crepancy is only about 5 percent of sales. The conclusion: inventory 

figures for the largest firms may not be too meaningful. 

~ b. A Digit-Preference Test 

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

------to-r.epor_t_the_v:olumes_of_sales_to_ultimate_c_ons_umex_s_s_u_b_d,__,i,__,v'""i.,..d"'e='d"--,_in,_.,_.,.t_,o'-----------

10 categories (e.g., "residential," "industrial rack sales"). Sales in 

each of these categories are reported as percentage of the total sales 

to ultinmte consumers on the schedule. For about two-thirds of the 

forms, all sales were reported in exactly one subcategory: one percent-

age was 100 percent, the other nine were 0 percent. These results are 

unlikely, and should be investigated further. 

Now consider the firms which are reporting percentages 

strictly between 0 percent and 100 percent. (See Figure 4). If such 

firms are reporting accurately, the non-zero percentages should be 

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

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

percent or 25 percent or 50 percent should be very popular. This 

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

popular: firms may use 1 percent to mean "just a little." For the 

largest firms, digit preference is quite marked, as the accompanying 

h . h 47 1stogram s ows. The conclusion is that the percentages are being 

-----·esTimace~d-quite--crudely-by-the-~largest-f-i~rms.-.----------------------

c. A Test of Consistency Over Time 

A firm's sales should not vary wildly from month to 

month. This suggests taking the ratio of maximum to minimum monthly 

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

1,000) indicate a gross blunder: "somebody got the decimal point 

wrong." About 5 percent of the largest firms made gross errors (see 

Table 3)-'._
4
_
8

_ 

In this case, the problem can be identified. The form 

asks that sales volumes be reported not in gallons, but in "thousands 

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

EIA-9 as "1,357. 11 Firms seem to find this confusing, and sometimes 

report to the gallon. DTA personnel must then cross out the last 

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

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

gallons, and DTA personnel still cross out the last three digits. 49 
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TABLE 3 

PERCENTAGE OF GROSS ERRORS 

d. Recommendations 

• The EIA-9 form should be revised for clarity: in 

particular, volumes should be reported in gallons, not 

"thousands of gallons." 

e More sophisticated computer edit routines should be 

implemented to identify inconsistent responses. 

• Edit routines are designed to examine unusual cases; 

they do not produce much information about the bulk 

of the reports. On-going assessment of the quality 

of the information collected by MDS would be 

facilitated if a small random sample of forms were 

taken each month for close revie\v--for instance, in 

telephone interviews of the respondents. 
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6. Data Processing 

This section describes work in progress, on errors introduced 

during the data processing phase. To test this, a sample of completed 

EIA-9 forms was drawn, and independently key-punched.
50 

Results are 

being compared with the data in the MDS computerized data file. Dis

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

-----test-is-not-yet--complet-e ,--but---the-:r:esul-ts-sD_f_ar:_ind.ic"'"'a"'-t-'=-'=e____,t-'-'h""a'-'t~t"""'h""e"'------------

transfer of data from the forms to the computer at DTI is of reasonable 

quality. 

7. Consistency With Results Obtained From Other Sources 

This section also describes work in progress. Volume esti

mates derived from the Middle Distillate System will be compared with 

volume estimates from the following EIA systems: P306-314-320 and 

------~F~E~O~l~O~OO. This will provide additional information about the sample 

frame and inconsistencies in the definition of No. 2 heating oil. 

Price estimates from MDS will be compared to those reported by the 

Bureau of Labor Statistics and by Platt's. An attempt will be made to 

compare the MDS frame to data derived from the Bureau of the Census 

County Business Patterns. An attempt will also be made to compare the 

MDS frame to data derived from the IRS "Statistics of Income." 
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III. CONCLUSIONS AND RECOMMENDATIONS 

A. INFORMATION MEANINGFULNESS 

Information on average prices and gross margins does not provide a 

basis for determining whether a market is competitive. Accurate descrip-

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

-----~l-imina-r:-y-ana1-ysis--~-~r:ends--or-anoma1-ies-in-these-se-r-ies-G-Quld-p-r:0mp-t~--------

further investigation. However, this information could not provide any 

specific focus for such an inquiry. 

B. INFORMATION ACCURACY 

With a well-constructed sample survey, a user should be able to 

determine how much confidence to place in estimates: their uncertainty 

should be quantified. The Middle Distillate Price Monitoring System 

-----does-not-appear-to-satisf-y-this-cri-terion.-It-is-d-i-f-f-iG-ul-t-or-impossib-le-------

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

The frame appears to be seriously incomplete. Preliminary 

estimates of undercoverage indicate that the frame misses 

roughly one third of the firms in the target universe. 

The impact of the non-sampling error this creates may be 

large, but it is presently unknown. 

The definitions of No. 2 heating oil, used by firms in 

different segments of the market are not consistent. 

Again, this creates a non-sampling error which may be large, 

but is presently unknown. 
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The sample design is not suited to the computation of 

standard errors. Therefore, the impact of sampling error 

on the estimates can be assessed only by making untestable 

assumptions. With other equally practical designs, 

standard errors can be computed directly from the sample. 

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

firms or volume of oil, is about 10 percent -- despite 

the fact that responses are mandatory. 

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

confusing to respondents. 

o Answers are sometimes internally inconsistent, and edit 

routines are not designed to detect these inconsistencies. 

Recommendations follow for improving the quality of the information 

collected by the system. 

• The frame should be revised periodically. Firms that have 

gone out of business should be dropped; new firms that 

have come into the market should be added. After revision 

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

Either the definition of No. 2 heating oil should be clar

ified, or information should be collected on a better

defined product class, such as: all middle distillate 

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

The sample should be redesigned to facilitate computation 

of standard errors, and reduce the burden of reporting. 

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

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

• More sophisticated computer edit routines should be implemented 

to identify inconsistent responses. (See Sect. II.C.S.) 



------------------------------------------------------------------------------------------------------------------------------
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IV. NOTES AND REFERENCES 

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

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

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

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

5. Appendix C contains these regulations. 

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

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

8. Various flagging techniques are used to locate outliers. 

9. The strata are defined in Appendix H. 
-------------------

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

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

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

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

14. Ibid. 

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

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

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

18. Appendix L contains a list of these 24 States. 
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19. Form P-110 collects information on direct non-product costs for 
controlled products, only, albeit for all refined products, not 
for No. 2 heating oil in particular. However, this form is 
completed only by refiners. No comparable information exists for 
wholesalers and retailers. 

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

21. See Scherer, F. M. Industrial Market Structure and Economic 
Performance, Rand McNally, 1970, for detailed description of the 

_____________ Qroblems associated with the use of profits as a tool in economic 
analysis. 

22. This problem is inherent in the use of weighted averages. For 
example, assume that a firm's price of delivered heating oil is 
SO¢/gallon and that of oil at the rack is 4S¢/gallon. Further 
assume that SO percent of the product is delivered and SO percent 
is sold at the rack, in month "a." During this month, the 
weighted average price will be 47.S¢/gallon. Now, assume in month 
"b" that prices haven't changed, but that 60 percent of the oil is 
delivered by a company while only 40 percent is sold at the rack. 
Even though market prices have not changed, the weighted average 
prices will be 48¢/gallon, an increase of O.S¢. 

23. See footnote lS, above 

----~z~~brd-.-,-eh-.-~v~.--------------------------------------------------------------------

25. Ibid. 

26. Ibid. 

27. Ibid. 

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

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

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

31. Two standard texts: 

analysis of firm turnover in the 
Other information of a descriptive 

Cochran, Sampling Techniques, Wiley, New York 
Hansen. Hurwitz, Madow, Sample Survey Methods and Theory, 
Wiley, New York 

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

---------~t·ne estimates sfiouTd--beattrioutea----eil:ner to tne f"r"'a"'m"e"o"'r...---r-t"'o __________ _ 

---------

response bias (e.g., as would be caused by inconsistent defini-
tions). 

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

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

---is_reweighted _to_adjust_for_non .... responRe_._Th_e_e_s__t_imat~e,._,s,__,w.,._.e"'r.,__e,_ _________ _ 
prepared by LBL staff from the MDS computerized data files, and 
checked in part by using MDS report writing programs. The 
estimated totals (adjusted for non-response) are shown below, in 
billions of gallons. 

Test 1: refiner sales purchases by ultimate consumers 

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

14 
9 
1 

Test 2: sales to resellers purchases by resellers 

sales to resellers 
purchases by resellers 

15 
10 

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

35. This was reported to LBL staff interviewing resellers. 

36. Comparison of EIA-9 with FE0-1000 and P306-314-320 also sheds some 
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light on the definition problem. FE0-1000 data indicate that 
No. 2 oil (heating and diesel) accounts for roughly 90% of middle 
distillate; roughly 2/3 of No. 2 oil is sold as heating oil, and 
1/3 as diesel oil. On this basis, No. 2 heating oil should 
account for 60% of middle distillate production. For the four
month period Dec./77-Mar./78, the following estimates are obtained, 
in billionsof gallons. 

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

consumers. 16 

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

The gap between the P320 production figure of 18 and the P306-314 
ultimate sales figure of 16 is probably due to incompleteness of 
the P306-314 sample frame -- the 1974 Market Shares Historical 
File from which the MDS sample frame was drawn. This confirms the 
incompleteness of the MDS sample frame. However, the gap here 
is substantially less than the gap observed in MDS, pointing up 
the importance of the definition problem. Even stronger evidence 
exists for the importance of the definition problem: the FE0-1000 
ratios applied to P320 volumes suggest that the production of 
No. 2 heating oil should be 60% of 18 which equals 11, whereas on 

----------~EIA-9-~h~-~~~in~r~-~@po~t-s&~~in~--14.~-----------------------------------------------

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

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

39. Surveys on energy use in households are now being designed within 
DOE. 
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40. With area sampling, geographical units (like SMSAs or rural 
counties) are selected at random; units with larger populations 
are given higher probabilities to be selected. Telephone books 
can then be used to construct frames within the selected areas. 

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

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

41. The cells can be described in more detail as follows. There are 
--------s-i-x-stze-s-t:-r-at:-a-(-annua-1-sa±es-vo±ume,-1-9-1-4-)-::--------------------

Stratum 1 10,000,000 gallons or more 
2 5,000,000 to 9,999,999 gallons 
3 1,000,000 to 4,999,999 gallons 
4 200,000 to 999,999 gallons 
5 199,999 gallons or less 
6 firms added to frame in 1977. 

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

Some firms in DOE region 1 (New England) are classified as "multi
state ,_'_'___!:_1-lat is, selling to several different states within DOE 
region 1. Stratum 1 multi-state firms in region 1 constitute a 
cell, and similarly for the other strata and regions. 

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

grid, 
Some of 

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

42. Let c denote a typical cell. Each firm f in the sample from this 
cell is assigned the same weight w£. (This is the reciprocal of 
selection probability.) Suppose flrm f in the sample reports 
sales volume v£ at price pf, for some category of transactions 
(like residentlal sales in New York). The estimate for total 
volume sold in this category is 
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The estimate for total revenue is 

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

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

In principle, ratio estimates are biased. 
is often negligible (Cochran, Chapter 6). 
problem in MDS. 

In practice, this bias 
It is not considered a 

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

.40 .60 .40 .60 

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

.40 .40 .40 
or 

.60 .60 .60 

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

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

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

44. For instance, redesign may make it possible simultaneously to re
duce the size of the sample and to improve the precision of the 
estimates. This is what 11 efficiency" means. If the MDS sampling 

.-i. 
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procedure is equivalent to simple random sampling, it will be 
possible to compute the optimum sampling fraction in each cell. 
This will be done in the final report. No justification has been 
found for the sampling fractions used in MDS. 

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

46. Weights should be adjusted for non-response. This will help reduce 
non-response bias, but does not make the problem go away. Even 
within a cell, non-respondents are apt to differ from respondents. 
There is no substitute f~nigfi response rate. In an attempt to 
see how much bias is caused by non-response, it is proposed to 
compare late-filers with early-filers, and perhaps to interview 
some non-respondents. 

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

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

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

--~--o:ver_time.--------~~--~--------~ 

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

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

50. The sample comprised all Stratum 1 companies, and a simple random 
sample of 100 of the remaining firms. EIA-9 forms for the sample 
companies were taken for the period Dec./77-Mar./78. The sample 
was selected by LBL staff, and the forms were copied by DTI 
staff. Keypunching was done at LBL, and the results compared with 
the MDS computerized data files, copied onto tape for LBL by EIA 
staff. 



~--- ~---~------------------------------------------------------------
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V. GLOSSARY 

"Middle distillate" means any derivatives of petroleum, including 

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

have a fifty percent boiling point inilie ASTM D86 standard distillation 

test falling between 371° and 700°F. Products specifically excluded 

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

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

intermediate fuel oils (which are blends containing #6 oil), and all 

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

NO. 2 HEATING 011b 

Wutcr C.or- 016t.lllutloo Soybolt 
D 

Kin em~ tic 
cStD 

StJcd- Cor-
and bon Temperatures, V!scoaity, • ViscosiLy, flo p<r 

Grade of Flash Pour Sed!- Reai- Aoh o•c ('F) Gr.wi- Stt ip Sul-

fuel Oil Point Point CRent due veight 

I 
ty Corm- fur. 

•c •c vol l on 10 l lOX 90% Point Universal Furol at At 33'c At 50'C 60/60'F &ion 
('F) ('F) % Point at Ja• c 50' c (lOO'F) (lOO'F) (rlcg 

Bot- (IOO'F) (l22'F) API) 
toms, I - -------- ----- ----- --- ----- - -l-- -- --- ---- --- --- --------- - -- --

Min MaK Ha• !lax Max Max Kin Max Min Max X in X8X Min Max Min X.x Max Max }l.n. 

No, 2 heating 
oil. 38 or -6· o.o5 0.35 ... ... 282° 338 (32,6) (37 .9) . .. ... 2.o• 3.6 .. . ... 0.8762 No • ) 0.58 

A distillate le- (20) (540) (640) (30 .. i ... or 
oil for geno- gal legl:ll 
r.al purpose (100) 
heaLing for 
use in b~.;ro-
ers not re-
quiring No. 
1 fuel oil 

Further definitions will appear in the final report. 

aFederal Energy Guidelines, Section 211.51, Paragraph 13,639.100. 

bAmerican Society for Testing and Materials. 1977 Annual Book of ASTM, 
Part 23, D396. 
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APPENDIX A 

BACKGROUND AND LEGISLATIVE HISTORY 

Middle distillates, which include No. 2 heating oil, have been sub-

ject to price controls and price monitoring almost continuously from 

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

____ tr_o~s_w_er_e__r_emoxed_to_a_s.tandb-¥-basis .• _!__I-n-pl-aee-e-f-mand-a-t-e-r-y-een-t-rel-s-;:,---------

the Federal Energy Administration instituted the first price monitoring 

system for middle distillates, to e.nsure that such prices remained 

2 reasonable. The present monitoring system, used during the 1977-78 

heating season, was developed as a result of experience gained from the 

3 4 
first monitoring system. ' 

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

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

provide a chronology and description of the Congressional legislation 

and Executive orders and regulations which have affected the market for 

middle distillates since price controls were introduced in 1971. It is 

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

by closely examining the current system in the context of its established 

purposes, the remainder of the report can determine how successfully 

the system has fulfilled these intents and purposes. 

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

1. Phase I Price Freeze 

In passing the Economic Stabilization Act of 1970, the Congress 

granted to the President the authority to institute general price and 
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5 wage controls. On August 15, 1971, one year later, the President pro-

claimed a ninety-day freeze on almost all consumer prices and wages, in 

order to "stabilize the economy, reduce inflation, minimize unemployment" 

and "to improve our competitive position in world trade and to protect 

6 the purchasing power of the dollar." He established a Cost of Living 

Council with the dual purpose of administering the controls and devising 

--------,--·----,.----·---· ··~·-~-·--·-~···············--····-------7----------------------
post-freeze programs to stabilize prices. 

The August price freeze resulted in the fixing of No. 2 heating oil 

prices at seasonally low summer levels. During a normal year, according 

to the Bureau of Labor Statistics estimates, winter prices tend to exceed 

summer prices for No. 2 heating oil by an average of 3.6 percent, exclu-

8 
sive of secular inflationary movement. However, as Figure A-1 shows, these 

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

--- ~--summer~-lows.~---· -It--iS···I"easonabl.e--to ... cone-lude~that-r.ef~iner.s-,-who-lesaler.s-,---------

and retailers were required to absorb increased costs usually associated 

with the winter months and that their profits were reduced for that 

period. 

2. Phase II Price Controls 

Phase II of the President's Economic Stabilization Program began in 

November of 1971, immediately after the ninety-day price freeze had 

ended, and lasted approximately fourteen months. During this period, 

firms were allowed to charge prices in excess of pre-freeze levels 

only to reflect allowable cost increases in effect on or after November 

14 1971 d d fl d . . . 10 , , re uce to re ect pro uct1v1ty ga1ns. However, these price 
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increases were allowable only if they did not result in higher profit 

margins for the firms.
11 

Furthermore, firms with annual sales in excess 

of $100 million were required to prenotify a newly established Price 

12 Commission for approval. Though Phase II regulations allowed for some 

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

of home heating oil.
13 

Consequently, during all of Phase II, these prices 

cont1nued to be controlled at levels corresponding to the low base 

level of August 1971. During this fourteen-month period, No. 2 heating 

oil prices rose by only 0.6 percent, from 19.67 to 19.79 cents per 

. 14 
gallon. 

3. Phase III Voluntary Price Standards 

On January 11, 1973, approximately one and one-half years after the 

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

-~-eGonom;LG---p:r'og-:r'am,-wh~Gh-:r'emGved-mandato:r--y-eontro±s-f-rem-mos-t-ma-rl(;et:~-----------

prices. 15 The purpose of removing mandatory price controls was to allow 

for continued econotnic growth, which, the administration believed, was 

being inhibited. Under Phase III, heating oil prices could be increased 

without regard to profit margins, prior notification, or approval of 

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

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

Heating oil prices increased markedly when mandatory controls were 

removed in January 1973< No. 2 heating oil prices, which had risen by 

only 0.6 percent during the previous sixteen months, rose by 6.9 percent 

in the 60 days following Phase II decontro1. 16 As a consequence of 
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increased prices among most refined petroleum products, the Cost of 

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

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

The Council ruled that the price increases that occurred during January 

and February of 1973 were justifiable and need not be rolled back. 18 

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

-~-------------- ---- ·-- ----- ------------ -·-------------------------------~ 

over Phase II levels only if the increase did not lead to higher profit 

margins. 19 Nevertheless, average heating oil prices increased by 4.4 

percent between March and June, 1973, in part because Special Rule No. 1 

applied only to the 23 largest petroleum firms.
20 

4. Phase IV Price Controls 

A second general price freeze, lasting for a period of sixty days, 

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

21 
--~~----mandatory- controls-were replaced-- by Phase I-li--vol-untar-y-cont-ro1s:-o.------------

Figure A-1 shows that No. 2 heating oil prices rose by 10.5 percent during 

22 
these five months. Phase IV, which followed the price freeze, restored 

general price controls which were similar to those which existed during 

Phase II. Prices could rise to reflect a dollar-for-dollar cost pass-

through of increased production costs, but no additional increases in 

net profit margins were allowed. 

In addition to these general economic controls, Phase IV established 

particular regulations with regard to the pricing of petroleum products. 

Prices in excess of a ceiling price, not rationalized by cost pass-

through, had to be rolled back. During the three month period follow-

ing Phase IV's enactment, prices of No.2 heating oil rose by 1.35 percent. 
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This modest increase ended abruptly during the Arab Oil Embargo, which 

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

could be passed-through, No. 2 heating oil prices rose by almost 60 

percent, from 23.7 to 37.6 cents per gallon, during the following 

23 twelve months. 

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

Distillates 

In November 1973, one month after the oil embargo began, Congress 

passed the Emergency Petroleum Allocation Act of 1973 (EPAA). 24 The 

purpose of the act was to minimize the adverse impacts of the shortages 

of crude oil, residual fuel oil and petroleum products and resultant 

dislocations in their national distribution system. 25 The act directed 

the President to accomplish this goal by promulgating regulations for 

26 
the mandatory allocation and pricing of these products. These reg~u~---------------------

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

fillment of nine specific objectives. 27 Two of these objectives are of 

particular importance to the price (as opposed to the supply) of middle 

distillates: 

1) preservation of an economically sound and competitive petro
leum industry; including the priority needs to restore and foster 
competition in the producing, refining, distribution, marketing 
and petrochemical sectors of such industry, and to preserve the 
competitive viability of independent refiners, small refiners, non-

28 branded independent marketers, and branded independent marketers ... 

2) equitable distribution of crude oil, residual fuel oil, and 
refined petroleum products at equitable prices among all regions 
and areas of the United States and sectors of the petroleum indus
try, including independent refiners, small non-branded independent 
1narketers, branded independent marketers, and among all users. 29 
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The EPAA did not contain provisions for the permanent removal of 

price and allocation controls for any of the controlled products. 30 A 

petroleum product could be exempted from the regulations if the latter 

were no longer needed to fulfill the objectives of the EPAA, but this 

31 exemption could last no more than ninety days. In December 1975, Con-

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

among other· thing~s -amehaed- the · EP AA-by--al-:towil.Tg-the-p-ermarrent-exempt-±on---------

of individual petroleum products from mandatory price and allocation 

33 
controls. This legislation provides that a product may be exempted 

from price controls if the exemption is consistent with the objectives 

of the EPAA and it is found that "competition and market forces are 

adequate to protect consumers and that exempting such oil or refined 

product category will not result in inequitable prices for any class 

of users of such oil or product."34 

The EPCA also provided conditions whereby products which have been 

exempted from mandatory controls can be recontrolled. For any such 

oil or product, 

the President shall have authority at any time thereafter 
(exe;nption) to prescribe a regulation or issue an order respect
ing either the allocation of amounts, or the specification of 
price or the manner for determining the price, of any such oil 
or refined product category upon a determination by him that such 
regulation or order is necessary to attain, and is consistent with 
the objectives specified in section 4(b) (1) [of the EPAA].3~ 

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

tration (FEA) conducted a study in 1976 to determine whether middle 
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distillates and other refined petroleum products should be exempted 

from mandatory price and allocation controls. FEA's conclusions were 

published in its report, "Findings and Views Concerning the Exemption 

of Middle Distillates from Mandatory Petroleum Allocation and Price 

Regulations."36 It concluded that middle distillates were no longer 

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

teet consumers. On behalf of the President, FEA submitted an amendment 

to exempt middle distillates from the controls on June 15, 1976. 37 

Neither House of Congress disapproved the amendment; consequently, con

trols were removed fifteen days later, on July 1, 1976. In its "Findings 

and Views" report, the FEA supported, by several argwnents, its conten

tion that supplies, prices, and competition in the middle distillate 

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

---'I'he-repor-t-conc±uded-t-hat-:'--------------------------------

(1) there was not shortage of middle distillates; 

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

(3) independent refiners and retailers had increased their market 

shares to those of the major oil companies over preceding years; 

(4) profit levels were near historical levels and were normal com

pared to other industries of similar risk; 

(5) during the control period, firms did not usually charge the 

maximum allowable price; market forces, not controlled prices, 

were effectively regulating price levels; 

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

create serious economic disturbances. 
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The middle distillate price monitoring system (MDS) is not 

explicitly required in the Code of Federal Regulations. The regulations 

were simply amended by adding the following sentence: 

Section 210.35 of Part 210 is amended by addition of a paragraph 
(b) to read as follows: (b) No. 2 heating oil and No. 2-D diesel 
fuel are exem~t from the provisions of Part 211 and Part 212 of 
this chapter. 8 

------However,-prior-~to-~the -~July 1 exemption d-a-t-e-, -F-BA_!_s-admin-:i:-s-t:-r-a-t-0-r,---F~r-an~,-----------

Zarb, made an agreement with some members of Congress that the FEA would 

39 
monitor middle distillate prices when controls were removed. The 

purpose of price monitoring would be to assure that no subsequent "un-

warra:nted" price increases occurred.4° While the MDS was designed only 

to monitor prices, FEA also enacted "set-aside" procedures to e.nsure 

that independent suppliers of middle distillates would receive needed 

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

system. 

C. The 1976-77 Monitoring System 

The first system monitored refinery, wholesale and retail price 

levels for No. 2 heating oil and No. 2-D diesel fuel, and began during 

the 1976-77 heating season.41 Furthermore, actual average retail prices 

were compared to a calculated price level which would most likely have 

existed if controls were still in effect. If actual average retail 

prices exceeded this index price level by more than two cents per gallon, 

a "trigger'' was set off, whereby the FEA would call for public hearings 

to investigate possible remedial action. This trigger mechanism oper-

ated for the nation as a whole, and in addition, for each of the four 

FEA regions. 
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The index or trigger price for retail sales of No. 2 heating oil 

was calculated by taking the average volume-weighted price which pre

vailed just prior to decontrol, and adjusting this for changes in pro

duct costs, changes in the cost and volume of heating oil imports, and 

the seasonal variation in prices. The FEA added to this a two-cent per 

gallon flexibility factor, "to allm11 for statistical error, inherent 

deficiencies with the operation of the price index, and short term 

market aberrations." 42 Region-specific data were used for calculation 

of the regional indices. 

The index price consisted of three parts: a domestic price com

ponent, an import component, and the two-cent per gallon flexibility 

factor. The domestic component was calculated by adjusting the pre

exemption (June 1976) price of No. 2 heating oil for average increased 

- -- ----p-r-oduG-t-i-on-Gost-s-.-Lncluded-in-this-adj_ustment_factor_wer_e_increas_ed __________ _ 

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

the index, and increased non-product costs for refiners, wholesalers, 

and retailers up to two months prior to calculation of the index.
43 

Since no information was collected regarding specific non-product costs 

of retailers and most wholesalers, increased wages for truckers and 

warehousemen were used as a proxy for all increased non-product costs 

incurred by these distributors. Domestic costs were adiusted by a 

seasonal variation factor. The import component accounted for increased 

No. 2 heating oil import costs up to two months prior to calculation of 

the index, along with volumetric changes in the proportion of heating 

oil imported during different times of the year. 
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If the national average price or any of the regional average prices 

exceeded its respective index value by more than two cents per gallon, 

FEA would hold public hearings within ten days to identify the reasons 

the index price was exceeded, and it would take appropriate action with..,-

in another ten days if such was needed to restore prices to or below 

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

reinstitution of pric:e controls artd/<:rr-al-locat-ion control"s~.--------------

Data for the monitoring of prices were collected through three 

questionnaires: FEA forms P-112, P-110 and P-302. 
44 

It should be noted that these same instruments were used for the 

1977-78 monitoring system (though P-112 is now called EIA-9). P-112 

was developed specifically for the monitoring of middle distillate 

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

of No. 2 heating oil sold by a sample of firms in each sector of the 

market. The form was completed by a stratified sample of approximately 

600 refiners, wholesalers, and retailers from a universe believed to 

consist of approximately 7400 firms. 
45 

P-110 is completed by refiners 

only, and contains information regarding production costs for petroleum 

products that are still subject to mandatory allocation and price con-

trols. P-302 is completed by all refiners and by resellers and retail-

ers with petroleum product sales in excess of $50 million annually. It 

collects price, product cost, and volume data for all petroleum products 

sold, including middle distillates. The FEA published average price 

data compiled from these forms on a monthly basis during the 1976-77 

h 
. 46 

eat1ng season. 
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Data for calculating the index were collected two ways: by a 

weekly telephone survey during the heating oil season, and by written 

questionnaire (Form P-112) on a monthly basis. Preliminary estimates 

of the index price were made from the weekly telephone survey data and 

aggregated into monthly data on the basis of a moving average. These 

estimates were updated when the more complete monthly questionnaire 

------aata were receivea-.----------------------------------------------------------~----------------

During the 1976-77 heating season, the trigger mechanism was 

activated when retail prices in the Northcentral region exceeded the 

trigger price level by 0.4 cents per gallon in January and by 0.2 cents 

47 
per gallon in March. The FEA held regional public hearings for the 

Northcentral region in April and conducted a national hearing in August, 

but no remedial action was taken. In other cases, preliminary data 

________ from_the_weekl~_telephone_surJLey_indicated_that_the_tr_igger_w:as_exc_e_e_de_d. _______________ _ 

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

had not been the case. 

D. The 1977-78 Monitoring System 

After holding public hearings and evaluating the performance of the 

MDS during the prior heating season, the Department of Energy, which 

succeeded the FEA in October 1977, enacted several changes for the 

1977-78 heating season. Three significant changes were made with regard 

d 11 
. 48 

to ata co ect1on: 

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

MDS data would be collected by written questionnaires completed monthly 
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during the heating season. The same questionnaires (P-112, P-302 and 

P-110) were to be used, though P-112 was renamed EIA-9 after the instruc

tion sheet was revised. 49 The weekly telephone survey was eliminated, 

according to DOE, because it was "too confusing and also introduced 

so 
additional statistical reporting errors." 

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

in order to improve the accuracy of the data and to allow DOE to calcul-

ate aggregate price averages for ten, rather than four, regions. Further-

more, price data would be published for several individual states which 

used significant quantities of heating oil. 

(3) Monitoring of No. 2-D diesel fuel was eliminated since most 

interested parties were more concerned with heating oil prices. As a 

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

Several changes were also made with regard to data analysis: 

(1) The trigger mechanism was eliminated. 

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

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

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

(3) Average refiner prices would be compared with a refiner price 

index, and average retail and wholesale gross margins would be compared 

to applicable gross margin benchmarks, all on a monthly basis during the 

heating season. 
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(4) An ad hoc subcommittee of DOE's Fuel Oil Marketing Committee 

was formed to advise the Economic Regulatory Administration as to what 

action it should take regarding middle distillate pricing and allocation 

policy. 

The January 20, 1978, Federal Register specifies that the 

overall task to be carried out in the implementation of the EPM b_y: ___________ _ 

this system is to evaluate "the nature and intensity of competition in 

the heating oil market and the economic viability of various sectors of 

the market." 51 Further, it specifies four steps in the data collec-

tion and analysis process, as well as who will take them. These steps 

are: 

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

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

~----g-in-H::gures-for-ref-iners--,who-resa±ers-, -arrd-reeai_-1-erB_f_o-r-tlre-t en DOE 

regions and the nation as a whole. 

(2) These data will be analyzed each month by an ad hoc subcom

mittee of DOE's Fuel Oil Marketing Committee, which is composed of in

dustry, consumer, and State energy office representatives. The Sub

committee was to make recommendations to OFR. 

(3) OFR will analyze the data and the Subcommittee's recommenda

tions. At the end of the heating season, it was to publish a final re

port \vhich included its own analysis and recommendations. In a extreme 

situation, such as another oil embargo, OFR could recommend the reimpo

sition of price controls. Under less extreme conditions, OFR could, 
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if it found prices unreasonable, recommend: 

(a) audits of individual firm records; 

(b) public hearings regarding the price of No. 2 heating oil; 

(c) voluntary price restraints. 

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

dentiary hearing in August for the purpose of evaluating the performance 

of all levels of distribution of the heating oil industry and the need 

for any further regulatory action. The hearing was to consider all 

information gathered by EIA, along with any other relevant data used by 

OFR or parttcipants in the hearing. After considering the testimony, 

OAR would "transmit its findings to the [Economic Regulatory Adminis-

tration] for a deter~ination by the Administrator as to what further 

52 
regulatory action, if any, is needed." 

-- --- - --- ----- ------ --- ---- -------- ---------- - ----

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

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

1. See 41 F.R. 24516 (June 16, 1976). 

2. 41 F.R. 41155 (September 21, 1976). 

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

4. See 43 F.R. 2917-23, January 20, 1978, for a description of the 
current Middle Distillate System; see 41 F.R. 41155-62, Septem
ber 21, 1976, for a description of the first Middle Distillate 
System. 

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

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

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

8. 41 F.R. 41160 (September 21, 1976). 

---9·.-ATl-price-·data-in-this·section·were-col-lected-and-pub±ished-by--the-------
Bureau of Labor Statistics, U.S. Department of Labor. These fig-
ures, compiled for the Consumer Price Index, are published monthly 
in the BLS publication entitled "Retail Prices and Indexes of Fuels 
and Electricity." BLS data are used because they represent the 
only continuous No. 2 heating oil price information from 1970 to 
present. 

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

11. 36 F.R. 21792-3 (November 13, 1971). 

12. 36 F.R. 21788 (November 13, 1971) (codified at 6 C.F.R. Sect. 101.11.). 

13. 36 F.R. 21794. Prices in excess of August 15 levels could be 
charged if actual prices were higher "during the first 30 days of 
the period following the seasonal price adjustment in the preceding 
year." This generally was not the case for No. 2 heating oil. BLS 
figures show that average residential prices on August 15 were 
higher than during the previous winter. 

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

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

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

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

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

--2o-. -Bureau of-:caoor Sr:arisEI~"Reta:fl-prices and-rndexes of Fuels and 
Electricity." 

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

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

23. Ibid. 

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

25 . Pub. L_,__N_Q_~2_3~15~,_S_e_ct_._2_(b_),_codified_at_l5_u.s._c,A .-Sect.-7-5-1-~bJ'--------

(1978). 

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

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

28. Pub. L. No. 93-159, Sect. 4(b)(l)(D), codified, as amended, at 15 
u.s.c.A. Sect. 753(b)(l)(D) (1978). 

29. Pub. L. No. 93-159, Sect. 4(b)(l)(F), codified,as amended, at 15 
u.s.c.A. Sect. 753(b) (1) (F) (1978). 

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

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

33. Pub. L. No. 94-163 Sect. 455 (amending the EPAA by adding Sect. 12), 
codified at 15 u.s.c.A. Sect. 760 

34. Pub. L. No. 94-163 Sect. 455 (amending the EPAA by adding Sect. 12), 
codified at 15 u.s.c.A. Sect. 760 

35. Ibid. 

36. Federal-Energy Administration.- "F1ndings and Views Concerning the 
Exemption of Middle Distilbtes from Mandatory Petroleum Allocations 
and Price Regulations," June 15, 1976. 

37. 41 F.R. 24516 (June 16, 1976). 

38. Ibid •• 24518. 

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

40. 41 F.R. 30282 (July 22, 1976). 

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

42. 41 F.R. 41155 (September 21, 1976). 

43. Originally there was also established a two-month lag in the com
putation of crude oil cost increases to refiners. 41 F.R. 41155 
(September 21, 1976). This lag was lessened to one month on Feb
ruary 16, 1977, so that refiners would not have to absorb OPEC price 
increases for an additional month. 42 F.R. 9415. 

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

45. Ibid., p. 4 

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

47. FEA analyzed these situations in 42 F.R. 36184-219, July 13, 1977. 

48. Letter from Nathan H. Finch, Clearance Officer of Federal Energy 
Administration, to Elmer Staats, Comptroller General of the United 
States, dated September 13, 1977. 
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49. Ibid. The instruction sheet was changed to include more specific 
clarifications on the confidentiality of data collected. However, 
P-112 and EIA-9 collected the same data types. See source for 
Reference 48. 

SO. Ibid., p. 5. 

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

------------p-rice controls for midCfle distiriates should be reinstated. 

52. 43 F.R. 2921 (January 20, 1978). 
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APPENDIX B 

FEDERAL REGULATIONS 

~-·· ·------·-·----~~----------------------
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Entry 

41 FR 17512 (-15) 

41 FR 22591 

41 FR 24516 (-21) 

41 FR 30282 (-306) 

41 FR 34008 

41 FR 36352 (& 55) 

41 FR 41155 (-62) 

Date 

4/26/76 

6/4/76 

6/16/76 

7/22/76 

8/12/76 

8/27/76 

9/21/76 

APPENDIX B 

FEDERAL REGULATIONS 

Topic 

FEA preliminary study eoncludes that middle 
distillates should be ~xempted from Mandatory 
Petroleum Allocation a~d Price Regulations. 
FEA will submit necess~ry amendments to Code 
of Federal Regulations! and announces that it 
will hold public hearirtgs on its preliminary 
findings. I 
Environmental assessment of proposed exemption 

I 

of middle distillates from mandatory regulations. 

FEA adopts proposed amJndment exempting middle 
distillates from mandatory controls. 

FEA proposes post-exem~tion monitoring system for 
middle distillate prices. It aa~ounces that 
upcoming public hearings on this subject will be 
held. · 

Technical clarification of exemption amendments. 

FEA establishes the FuJ1 Oil Marketing Advisory 
Connnittee, and explains\ the connnittee's duties, 
function, and provisions. 

FEA adopts proposed pril
1
ce monitoring system, with 

changes. 

b::l 
I 

N 



Entry Date 

41 FR 42977 9/29/77 

42 FR 4545 (-26) 1/25/77 

42 FR 9415 (18) 2/16/77 

42 FR 12082 3/2/77 

42 FR 16807 (-11) 3/30/77 

42 FR 27936 (-41) 6/1/77 

42 FR 36184 (-219) 7/13/77 

42 FR 39134 8/2/77 

42 FR 54334 10/5/77 

42 FR 54444 (-50) 10/6/77 

Topic 

FEA announces meeting of Fuel Oil Marketing Advisory 
Committee (FOMAC). 

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

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

FEA announces upcoming FOMAC meeting. 

FEA announces that North Central region prices have 
exceeded the index price, for No. 2 heating oil, 
during January and March, 1977. It announces that 
public hearings on the subject will be held in 
Chicago. 

FEA announces that regional public hearings will 
be held regarding the performance of the middle 
distillate price monitbring system during the 
1976-77 heating seasonl 

FEA analysis of the pelformance of the monitoring 
system from June, 19761 to April, 1977, including 
an analysis of why the "trigger" went off. 

FEA announces upcoming FOMAC meeting. 

FEA announces upcoming FOMAC meeting. 

FEA proposes plans for revised monitoring system 
during 1977-78 heating season, and announces 
public hearings on the subject will be held in 
Boston, NYC, and Chicago. 

to 
I 
w 



Entry 

42 FR 55132 (-33) 

42 FR 59488 (-90) 

43 FR 2917 (-23) 

43 FR 16380 

43 FR 17393 (-97) 

43 FR 20276 (-77) 

43 FR 21347 

43 FR 24588 

Date 

10/13/77 

11/18/77 

1/20/78 

4/18/78 

4/24/78 

5/11/78 

5/17/78 

6/6/78 

Topic 

DOE announces upcoming IFOMAC meeting. 

DOE announces the reinstitution of special 
set-aside procedures f9r middle distillates, 
effective through MarcH, 1978. 

DOE announces adoption lof a revised middle 
distillate price monitqring system for the 
1977-78 heating season. 

DOE announces upcoming IFOMAC meeting. 

DOE's Office of Hearin~s and Appeals (ORA) 
announces preliminary ~~rocedures for the 
August, 1978, evidentiary hearing. 

ORA extends deadline f~r comments and petitions 
regarding the August e]identiary hearing. 

DOE announces upcoming FOMAC meeting. 

ORA announces final pr 
1

cedures to be followed 
regarding the August e~identiary hearing. 

b:l 
I 

+:-
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APPENDIX C 

FEDERAL REGISTER, JANUARY 20, 1978 

-- ... -------------------------



EFFECTIVE DATE: January 20, 1978. 

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

FOR FURTHER INFORMATION 
CONTACT: 

Dated: January 1fl, 1078. 

FRANCIS C. CADIGAN, Jr., 
Colonel, MC, 

Director, Biomedical Laboratory. 
[FR. Doc. 78-164!1 Filed 1-19-78; 8:45 am] 

[31~-tH] 

@EPAI.tfMii:NY OIF i!MEIGY 
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:d. ~w Becretn.rlat proposal for revised 
bal.m'ilinff of haec period fillll.l consumption. 

li. Future work program. · 

A meeting of the Industry Advisory 
Board <IAB> to the International 
Energy Agency <IEA> will be held on 
January '26, 1078, at the offices of 
Mobil Oil Corp., 150 East 42nd Street, 
New York, N.Y., beginning at 9:30a.m. 
The agenda is as follows: C. W. Fletcher, '103-557-1145.-

SUPPLEMENTARY INFORMATION: 
On October 28, 1977 and November 11, WLUNYARY AGW:IUA!i!Ni ~ nAN OF ._~· .. Opening remarks by Chairman tnclud-

th C ---• tee f Purch ACYIOt~ YO IMii'U:tM:NT m~ lim!RIIIAOON- ..... 1977, e O=uut or ase (a) Communications to 1md from IEA. 
from the Blind and Other Severely .tU. fliNiillGY !DilO~ <b> Report on meeting of the Standing 
Handicapped published notices <42 FR MIDotlngs Group on Emergency Questions <SEQ> 'Of 
66'/72) and <42 FR 58774) of proposed - December 13, 1977. 
additions to Procurement List 1978, In accordance with section 2. Matters ruising from record note of IAB 

77 FR 59015 252{c)(1}(A){i) of the Energy ·Policy meeting on December 1, 1977 . 
. November 14, 19 <42 ). and Conservation Act (Pub. L. 94-163>, , 3. Position of Reporting Companies under: 

After consideration of the relevant notice 1.& hereby provided of the fol- <e.> EEC competition regulations. 
matter presented, the Committee has lowing meetings: (b) u.s. Voluntary Agreement. 
determined that the commodities A meeting of Subcommittee A of the 4. Report by IEA Secretariat on status of 
listed below are suitable for procure- Industry Advisory Board <IAB> to the National Emergency Sharing Organizations 
ment by the Federal Government International Energy Agency <IF..A> <NESOs>. . . 
un~d'::"e~r~4c:;l.,:Us.SE..C:=.:. i:46-4~;,:8~<c~>~.;ii8~5~S;ct~a~t~. '1~7;;-:·~ .. -~wi~ll~be~h~e~l~d~o~n~J:::an~uar~yL23 1978 at fi. Report on tmd diocullSion of work of 
· Accordingly, the folloWing commod- the offices of Exxon ~~5T--s~::~o~8~~~· Systems Test. 
!ties at·e hereby added to Procurement Avenue 0f the Americas, New York, Including: . · 
List 1978: N.Y., beginning at 9:30 a>.m. The 1. Approvlii of final test guide and 118tiDelat-

agenda is o.s follows: ed procedures. -
CLAss '7630 

Notebook, Stenographer's <m>. '1630-00-
223-7939, quantity increased from 
2,100,000 annually to 100· percent of the 
Government's ll.nllual requirements. -

CI.Ass1670 

Message Dropper <SH>, 1670-00-797-4495. 

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

[FR Doc. 78-1619 Filed 1-19-~8; 8:45 a.ml 

[371@-00] 

~li:PARTM~NT OF DEFENSE 

1. Opening remarks. 11. Review of clearances required ~or data 

d te t ~·•d f All !lOOn by !SAO members. 
;l. Finalize propose s """' e or oca- ill. Review of status of. other govemmen-

tlon Systems Test-l! <AST-2> lncluding; tlll1 or k~' clearances required for AST-2. 
(a) Review comments on . preliminary "'"" 

guide IQ.nde by Reporting Companies and iv. Future work program. 
National .Emergency Sharing Organizations <b> Review of IEA Booretruiat's revilled 
<NESOs>. - proposal for handling bru;e period final con-

<b> Review items covered in Exxon, telex DWllPtion data. 
dated December 22, 197'1, to lEA Secretar- 6. Report on and discussion of work of 
lat. Subcommittee C, Including: 

(c) Handling of base period final consump. <a> Extraordinary and additional costs. 
tlmi. (b) Settlement of disputes. 

3. Review Gulf propooal for data· to be (C) Pricing In an emergency. 
b d Bu '" ....... ~- <d> Mell!lbership of subcommittee. 

used Y the In ustry PP>.J .,...wu'fY '1. Report on Industry Suppl§ Advillory 
Group <ISAQ) in AST-2. . Grm:lp <ISAG>. 

4. Review ISAO work procedures in evalu- 8. Dates and venues of future meetings of 
a.ttng Phase 2 offers in ABT-2. ' lAB and subcommittees. 

6. Review ISAG data formats. 
"" f AL A- 6. R-evieW -reference materials required by As provided m rection 

----- ---uGporhn~nt-o -•n~- ...... nY·-----,ISAG-m KST=2. 252{e}{l){~)([ff0Cttielli:IWnrY Pou=cy~---
OI~MICAL SYSTEMS LABORAiOflY HUMAN '7. Future work program. and Conservation .Aet, these meetings 

U$1! C:OMMimE <a> Plans for NESO and Reporting Com- _.,1 t .... ~~ t"- bli As 
pany briefing meetl.ngB-flchedule, agenda, ~.... no ..,e open "" ue PU c. pro-

Me9tlna participation and responsibility. vided by oection 209.32 of DOE regula-
(b) Schedule fW" other meetblg'B ~.ad . tions, XEP requirements end tmootici-

Notice 1.& hereby given of a meeting prior to AST-.2. ~d pxoooedurnr delays in pro~ 
of the Chemical Systems Laboratory <c> Tentative echedule i)f m.eetl.ngs re- this notice require the. usul!.l ooven day 
Human Use Committee from 10 a.m. quired following AST-2. \ notice period to be ahortened. 
to 4 p.m. on February 6, 1978, and if A meeting of-Subcommittee .A of the Xssued in W!!Shlngton, D.C., .fllnuary 
necessary because of weather or need Industry Advisory Board to the Inter- 18, 1978. 
for continuation of discussion on Feb- national Energy Agency <IEA> will be 
ruary 9, 1978. These meetings will be held on January 24 li!.Ild 25, 1978, a.t 

_held In room 14 of the Biomedical Lab- the offices of Exxon Corp., .l251 
oratory, building E3100, in the Avenue of the Americas, New York. 
Edgewood area of Aberdeen Proving N.Y., beginning at D .a.m. on Jmua.ry 
Ground, Md. 24. The agend,a Is as 'follows: 

'l'he Committee will review and dis-
cuss a protocol for testing the demili- t ~~ r:~ finlll toot gutde for 
tarlzatlon protective ensemble in a AST-2. · 
Chemical environment. Meetings will 3. Review Items related to iiST-2. 
IJe open to the public, but will be J.irpjt- <a> Proposed data to Ire Ul!ed by IBAG. 
ed to space available. <b> Status of government legal cleaameea 

Col. Francis C. Cadigan, Jr.. Direc- required. . 
tor, Biomedical Ln.boratory, Aberdeen <c> ISAG work procedures for evl!llllltlon 

of Phase 2 offers. • 
Proving Ground, Md. 21010, 301-671- <d> ISAG data formats. 
i.\018, Will furnish summa1ies of the <e> Reference Mlloterlal required by WAG. 
meetings and rosters of committee <f> Plans for Reporting Comp::my /NEB() 
members upon request. brieflntJ meetings. 

WILLIAM S. llwFEWINGBR. 
Director o/.lulministration, 

Department of Energy. 
(FR Doc. '18-1922 Filed 1~19-70; 3:'.15 lllill 

SVS'ifi~M 'i'O t.10:.\li'fOU N~. ~ (~Ot.~!l) 
~!U\'I'IN@ 00 Pal@':£ 

AGENCY: Economic Regulatory Ad
ministration, Departmentof Energy. 

ACTION: Notice of adoption of mooi
toring system. 
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SUMMARY: The Eoonom.lc Regula
tory .Adminililts'ation ("ERA"> of the 
Departm0nt of Energy ("DOE"> 
hereby announoe5 the adoption of a 
GYStem to be Wlled by ERA to monitor 
No. ~ heating oll (also referred to as 
home heating oll> prices · during .the 
CUITent heating ~ru~on <November 

· 1977 through March 1078>. The 
. Energy Information Administration 
("E!A") of DOE will conduct a survey 

· · :of iiellern of No. 2 heating on to obtain 
Information on actual priCes and gross 
.mru-gtns for the ·reflnlng, wholesaling 
and retailing sectors and 1V1ll publish 

· ·auch lnfonnation monthly. During the 
{>urrent heating season ERA will 

· .. review this price Information and any 
: .@ther nveJiable Information on the 
. :marketing of No. 2 heating on to de
termine whether any· further regula

. tory actions are appropriate .. DOE wlll 
· to.sk a subcommittee of its Fuel on 

''"i1llarketlng Advisory Committee, com
·-· ··-prised-of 'representatives from ERA. 

· mdu:stry, consumers and State Energy 
· Offices, to nd\tise and assist ERA In its 
evaluation of the marketing of. No. 2 
heating on during the .current heating 
Gea.son. . • 

To assist in the evaluation of price 
increases to nonultlmate consumers at 
the refining level, an index estimating 
what price levels would hnve been al
lowed under continued price controls 
Mil be computed n.nd published 
monthly. To assist in t.he evaluation of 
price increases at the wholesaling and 

·>retailing levels, ERA will develop 
benchmark margins for No. 2 heating 
on at the wholesaling and retailing 
levels which will reflect the m,arketing 
oost.s a.ncf allow sufficient margins to 

· further the objectives of the Emergen
cy Petroleum Allocation Act of 1973 
(Pub. L. 93-159, "EPAA"). DOE will 

- --hold- a public evidentiary hearing in 
August 1978 to consider the need for 
,further regulatory aCtion with regard 
t.o No. 2 bev.ting on in light of all avall
w,ble Information. In order to ensure 
·ltlw.t consumer interests are adequate-

' 1y represented at the ,hearing, repre
eentattves of consumer mterests are 
ixlvited to GUbmit Qpplications to the 
DOE Office of Administrative Review 
of the ERA for financial assistance to 
facilitate 'their participation. 
ADDRESSES: Send complaints to: 
Middle Distillate Complaint Section, 
Office of Fuels Regulation. Economic 
lRegulntory Administration, Depart-

. ,. "ment of Energy, Room 6222, 2000 M 
$treet NW., Washington. D.C. 20461, 
Telephone: Washington. D.C. metro
EJOlltan area, Alaska., and Hawati: 202-
254-8583, all other areas 800-424-8002. 
\Bend petitions for intervenor funding 
·to Office ·of Administrative Review, 
Economic Regulatory Administration, 

· Department-of Energy, 2000 M Street 
· SJNW.. Washington. D.C. 20461, 202-
, 254-ti134. ' ; 

FOR FUR'l'HER' INFORMATION 
CONTACT: 

( _,. 

Ed Vilade <Media -~elations>. De
partment of Energy; 12th .& Penn
sylvania Avenue NW., Room 3104, 
Washington, D.C. 20461, 202-566-
9833. 
Gerald P. Emmer <Office of Petro
leum Allocation>. Economic Regula
tory Administration, 2000 M Street 
NW., Room 2304, Washington. D.C . 
20461, 202-254-7200. 

Ben McRae (Office of General 
Counsel>,' Department of Energy, 
12th & Pennsylvania Avenue NW., 
Room 5134, Washington, D.C. 20461, 

- 202-566-9565. -

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

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

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

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

On September 30, 1977 <42 FR 54444, 
October 6, 1977), FEA issued a pro
posed system to monitor middle distil-

. William C. Gillespie <Prices, Costs, late prices. Under this system, FEA 
o.nd Marketing Branch>. Energy In- would have continued to survey the 

. formation Administration~ 12th o.nd_~rices of No. 2 beating on and No. 2-D 
Pennsylvania Avenue NW., Washing- diesel fuel However, since prlor bear
ton. D:C. 20461, 202-566-9307. jngs and written comments had indi

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

I. BACKGROUlVD ·No. 2 heating on, FEA proposed calcu-
II. DISCUSSION OF COMMEiiTS 

III. MoNITORING SYSTEM ADoPTim 
A. COI.Lli:CTION OF DATA 

Il. PUBLICATION OF DATA 

lation and publication of national and 
:regiollBl .indices only for residential 
sales of No. 2· heating oll. These indi· 
ces would have been calculated in the 
same manner as the indices for No. 2 
heating oil during the 1976-77 heating 
season except that only residential 

C. INALUATIOl'l OF REYINING, WHOLESALmG AND prices WOuld have been estimated 8.S 

RETAILING sECToRS though controls had been continued 
1. Refining sector. and the calculation mechanism would 
2. Wolesaling and retailing sectors. have been refined to reflect criticisms 
3. Complaints from the public. that had been made of specific compo-
4. Evidentiary hearing. nents thereof. 
5. Intervenor funding. On October 17 and 20, 1977, regional 

D. REMEDIAL ACTIONS hearings on this proposed system were 
held in Boston, Chicago and New 

-- -- -· .. ___ ---"Y'oi"k.-On-October-19-and-20,_19'7_7,_a __ _ 
1. Audits. 

·· 2. Hearings. 
3. Further meMures. 
4. Reimposition of controls. 

I. BACKGROUND 

Following the July 1, 19'/6 exemp
tion of middle distillates, including No. 
2 heating oil and No. 2-D diesel fuel, 
from price and allocation controls <41 
FR 24518, Junde 16, 1976), the Federal 
Energy Administration ("l"EA"> insti
tuted a system which monitored the 
actual average prices of No. 2 heating 
on to ultimate consumers and No. 2-D 
diesel fuel to ultimate consumers for 
on-highway use on a national ru1d re
gional level '<41 FR 41I55, SCptember 
21, 1976; 42 FR 9415, February :HI, 
1977). Pursuant .to. a commitment 
given to Congress for the 1976-77 
heating season, FEA compared these 
prices against indices which FEA had 
developed as estimates of what the na
tional and :regional prices of No. 2-
beating on to ultimate consumers_.and 
No. 2-D diesel fuel to ultimate Con
sumers for on-highway use would have 
been if regulatory controls were still in 
effect, plus a flexibllity factor of two 

national bearing was held in Washing-
· ton, D.C. Written comments were re
quested by October 21, 1977. Following 
an a.na.Iysis of the statements made at 
the bearings and of the written com
ments, representatives of DOE <which, 
effective October 1, 1977, bad assumed 
the functions of FEA> met with repre
sentatives of the industry, of consum
er groups and of the general public in 
an effort to identify their concerns 
more precisely. On December 5, 1977, 
the DOE Fuel Oil Marketing Advisory 

· Committee submitted its extensive· 
. White Paper on the competitive viabil

ity of independent fuel oil marketers . 

XI. DISCVSSION OF COMMENTS 

-In their comments, retailers con
tended that the market for retail sales 
of No. 2 beating on is highly competi
tive. Retailers generally opposed any 
index that reflected DOE's calculation 
of bypatbetiCB,llY controlled prices at 
the retail level on the grounds that 
such a system would threaten the eco
nomic viabllity of many retailers by fo
cusing too much public attention on 
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retail ~es and by forcing the freezing No. J-heattn~·-on ao··tb.At lt··lfil8ht de- &W:ra«e· ~-·of crude Oil and flm"
of retall margins at an unreallstically tennlne what action, -If all)', II aPPro- .cbased product for~ refiner; Ap
low figure. They stated that the monl· prlate, BlA wUl oolleet tntormati~ pendlx t oontaiM a· more detmled ex
torlng of actual prices at each market With regard to the prices of No. t heat- planation of the ceJcubl.tlon of thlll 
level would give DOE adequate lnfor· tng on through the utruzatton of the IP'08B ma.rgtn>. 
mation. In addition, retaners com- 1ollowlna' forms: <U 'Form P-302-M-1 ' Por sales of No. 3 heating oil to non
mented unfavorable on the reporting which DUrVefB an ~fln'ers and all re- Ultimate consumers <i.e., resellem, rre
burden which the propOsed monitor· eellers tllld li'etallers who derive $50 taners, and reseller/retanem> by non
lng system would place on them. mtnton '01' more ·m tmnoal reftllues refiners, DOE wDl publish for the 

Refiners opposed the proposed mon- from the sale of petroleum products to nation and each DOE region <1> fllctlWJ 
!tortng system as unnecessary In light determine the amounts aold and the &verage prices, (2) the range of prices, 
of the performance of the lnduatry wetghted average eeJHng prices for var- and <3> the average gross margin <I.e., 
during the 1976-77 heating season. ·tous petroleUm products, tncludintr No. the weighted average of the difference 
Moreover, several difficulties with the 2 beating on, 11101d ·at the wholeaallng between selllng prices for sales to non
calculation of the index contained md ret1all1ng levels by tbe reporting Ultimate consumers and the weighted 
'fithln the proposed system were as- firms; <lt> Form P-110-14-1 whiCh SUI'· a'\1erage cost of purchased product for 
serted. Several refiners also indicated veys all refiners to determine the .• h nt>nrefiner; Appendix n contains 
that they would prefer a system which -monthlY allocation to eovered Pl'Od· ·a more detalled explanation of tl'le cal
would furnish the public With Ute .ucts of lncteued costs over .the base culatlon of this gross margin). 
average prices charged at different period for ealculattng the at>Pl'OPriate Por residential Sales of No. 2 heating 
market levels. · cost pass through under the regula- Gil, DOE will publish for the nation, 

Conirumer groups generally support. tlons; and (3) Ponn P-112-M-1 which each DOE region and those states 
. ed the proposed menitorlng system aa BUI'Veys .a sclerittflcally selected sample with slgnlflcant sales of residential No. 
an improvement over the system em- of firms which sell No. 2 he&tmg on to 2 heating on <a list of which appears 

----:p:=i'lo'::-:y='e'SdPd'iurtng'='='i-='=:i:thi::-::'e '-<-las~t-=<h~e='=a-i'ttng>===:.::seaso=-==n:-,-tte~te=rmtne~~the~.~oost~~o:;f purefiiSeaproa---lilA:ppen~VHlr-tlie ootUll.l-.a~vemge~---=.-------
especlally with regard to its empl}asls ~the oeDJntr prlce and the amounts prices, <2) ~e ~of prices, and (3) 
on residential sales a:nd the use of of No. 2 beating on Bold to varlQuB cat-. the ·average gross margin for nome-
smaller geographic regions. They lndi- egories of ~yers by -tpe reportJng finer firms selling to residential users 
cated preference, however, for a firms. Form P-302-M-1 is being re- CLe., the weighted average of the dli-
system which would produce lnfonna- Vised to re(auJre disel8sure of the per- ference between the residential selling 
tion of a more current a:nd ·loea.llzed centage of the volume of total refinery price ~d the weighted average cost of 
nature with regard to actual prices output accounted for by No. 2 heating purchaSed product for each nonre-
and stated that the proposed system on, and more oomplete lnforma.tlon on finer; Api;>endlx m contains a more 
would not provide sufficient data for refiners' non-produet costs. \. . deta.lled explanation of the calculation 
distribution levels other than the ' ' -..,..or this gross ma.rgin). 
retall level. They also contended tl:aat B. ~CATIOli OF .DAn -. ' DOE recognizes the value of infor-
an analysis based on the margins of . DOE believes that both lndUstty and mation of a more current and localized 
firms at each distribution level would :cimsumers will find the Jnfonna.tlon , nature reprdlng actual average prices 
provide a more valid Indication ot pos- reprirted to DOE valuable in ev:aluat- . ·tor residential .sales of No. 2 heating 
slble abuses than a comparison of tng the performance of market forces on than that which DOE Will collect. 
actual prices against the propdsed 1n establl8hlng the prices cllarged for To that end, DOE has established a 
index at the retalllevel. residential aa.Ies .of No. 2 heating- oll. pllot program assisting the l)Tew Eng-

Therefore,· after EIA. 'bas. eomplled land States in pursuing a.lternative 
lli. MoNITORING SYs~ ADoPTED, these data, It will publish a 8\IDlJllMy methods of monitoring 'residential 

Based on all the Information aqll- of Its findings with ~ to a"erage heating on prices o.n either a weekly or 
---able,-D0E-has-determlned-that-a-pro--sales-'prices-and-average-gross-margtns'-biweekly_basis_durlng_the_current _____ _ 

gram of continued and expanded mon- at the ·refining, wholesaHpg, ·and re- heating season, These efforts are de-
itorlng of No. 2 heating on is needed. tailing levels. This Sllll1lllll.zy will algned to Identify and test methods to 
Accordingly, DOE will implement a enable consumeru to detennibe the be utilized by State Energy Offices in 
program designed to monitor each degree to which -~ lnc're&ses In price developing price monitoring Bystems 
level of the No. 2 heating on distribu- reflect changes In product oosts or 1n- to meet their . own state. needs. States 
tlon system-refining, wholesaling, creases In gross margins. Un &ny a.na~~ I,J&fticlpatlng Jnclude Vermont, Con-
and retalllng. Monitoring will be~effec- . )'Sis based en sross .margln8,·1t should :Decticut, Massachusetts. Rhode iBlM.d. 
tuated through a number <>f ap- be recognized that average gross mar- New. Hampshire, ~d Maine. 
proaches. Whenever any element of g1na· do not reflect average net profits ~" ·,._ · · 
this process of gathering and evaluat- of said finDs, .alnee a firm's average · · c. EVALUATION ov REI>IUING, 
lng information on the ..marketing of aross margin generally Includes va.r- -WHOLESALING AND RETAILilQ'G SEC'!'ORS 

No. 2 heating on produces a ttndtng lous cost elements, such as tnmspona- · i. Rdining sector. DOE will evaluate 
that regulatory action is necessary to Uon, storage, wages, insurance, Inter· the available information on prices 
achieve the objectives of the EPAA. est expenses, services, etc.> Publication charged by refiners for sales of No. 2 
DOE will undertake appropriate of tbe summa.ry wm neceriB&rily ~ heating on to non-ultimate consumers 
action. This program for monitoring- two months after the month to which 110 that possible unjustified price in
and evaluating the performance of re- the findings pertain, ·to. allow- for the Creases earl be Identified and appropri- _ 

. iiners, wholesalers and retailers with reporting, Verlflcation and compilation ate action taken. To aid In thls evatua
regard to the marketing of No.2 heat- ·of the data. · tton of prices at the refining level for 
ing on has been established orily for Por sales of No.2 heating on· to non- sales to non-ultimate consumers, DOE 
the 1977-1978 heating season. Any ultimate consumers py refiners, DOE 'Will establish a.n Index for the nation 
program for future heating seasons will publish for the nation and each . and_ eaeh DOE ·region which W1ll esti
wlli be considered In light of the find-.. -~ DOE region Cl) tbe a.ctua1 -average · mate what price levels would have 
l.ngs on this heating season. price, nn the n.nge of prices, and (3) been allowed under the provislons of 

A. COLLECTION OF DATA the average gross ma.rgln <t.e., the 10 CFR 212.83 If price controls had 
weighted average of the difference be- been continued. The Indices will oo 

To msure that ERA has sufficient tween aelllng prices for ales to non-ul- based on June 1977 instead of May 
information on the prices charged for ttmate consumers ·and the weighted 1973) prloes adjusted to reflect 

-.~ 

,, 
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changes in crude oil, non-product and hens!ve analysis of the iMtors which given to the views .of each &ubcommit
purchased product costs, computed in influence the marketing of No. 2 heat- tff member and Qualified nonmember 
the same manner as in 10 CFR 212.83, ing oil by wholesalern and retailers, \'lith regard to the .cost elements to be 
plus cost illcreases not recouped be- DOE believes that the wholesale and oonsidered in determining appropriate 
tween June 1977 and the month to retail marketing of No. 2 heating oil benchmrks and the relationship be
which the indices refer. <Appendix IV should be evaluated on a continuous tween such benehmarl{s and actual 
contains a more detailed explanation basis throughout the current heating . cmnreyed gyoss margins. The Subcom
of these indices.) DOE will compare season so th!!,t f).pproprio,te ll'egulatory mittee will then for-ward to the Office 
against these indices the correspond- . actions can be considered on a timely of F'uem Regulation its recommenda
ing actual average prices for sales of basis. The effectiveness of ~my action tions with :respect to the reasonable
No. 2 heating oil to non-ultimate con- by DOE during the heating se!WOn will ness of gross margins for any particu
sumers by refiners. In order to assist be dependent on the length of time b.tr distribution level or region of the 
the industry and the public in evaluat- necessary for an identification and nation. Moreover, the Subcommittee 
ing the published information on re- evaluation of indicators of whether may suggest to the Office of Fuels 
finer prices, DOE will publish on ana- the objectives of the EPAA are being Regulation the need for audits, confer
tiona! and regional basis the index achieved. If the marketing of No. 2 ences, or hearings to clarify discrepan-. 
prices for refiner sales of No.2 heating heatlng oil is subject to an event, such cies between actual average prices and 
oil. as an embargo on foreign crude oU, re- benchmarks or to determine the 

The Office of Fuels Regulation of aulting in a large increase in prices actual wholesaler or retailer costs with 
ERA will analyze refiner prices and charged for No. 2 heating oil, which is regard to a specific item in .the bench
gross margins throughout the current not justified by corresponding in- :mark calculation. 
heating season, and will present this creases in product ~nd non-x:>roduct After the conclusion of the Subcom
analysis to a subcommittee of the Fuel costs, DOE wm immediately under- mittee meeting, the Office of Fuels 

--Gil-Marketing- Committee <"Subcom- -take the necess!l"ry--regulatory-re---Regu1ation-wUl-hold-a-public-hearing·---
mittee"l, comprised of representatives sponse, including reimposition of con- to WJow public romment on the rea-
of industry, consumer groups, state t:rols. With regn.rd to ~vents for which tJDnableness of No. 2 heating oil prices 
energy offices, and DOE, established the causes and effects are not ao clear, lllld the degree of competition and the 
to advise the Office of Fuels Regula- DOE will oot undertBke regulo.tory Viability of the retailing and wholesal-
tion on the evaluation of the market- action without the verification 001d ing sectors, using the most recently 
ing of No. 2 heating oil during the cur- evaluation of dB,ta concerill.ng those )PUblished survey data by EIA on 
rent heatirl$ season. The Subcommit- events. prices of No. 2 heating oil as the basis 
tee will assist the Office of Fuels Reg- The infommt!un collected a.nd ve1i- for nuch hearings. It is anticipated 
ulation in the analysis of refiner prices fled by EIA with regard to prices ~hat the Subcommittee or members 
and gross margins throughout the cur- charged for No. 2 heating oil may indi- thereof -may- participate in these hear-
rent heating season. DuE will make cate possible frustration of the objec- ings. 
available data from its present refin- tives of the ll.'PAA. The timely utiliza- BlM!ed on the results of the Subcom
ery audit program, and ERA Office of tion of this information, however, re- mittee meeting, public hearings, analy
Enforcement or the Office of Special quires fair benchmarks against which ses undertaken as a result of Subcom
Counsel for Compliance may initiate the information can be compared. - mlttee recommendations, and other 
refinery audits either on their own ini- Therefore, the Office of Fuels Regula- action undertaken by DOE, the Office 
tiative. or in response to requests by tion will develop benchmark margins of FUels Regulation will make and 
the Subcommittee, State Energy Of-
fices or complaints to DOE. at the wholesaling and retailing levels publish reports for each month of the 

2. Wholes,aling and retailing sectors. for the nation and DOE regions for heating season. These reports will 
Section 4<b)(l) of the EPAA sets forth each month of the current heating detail the current status of the devel-

·- --the objectives . to be . achieved .. with s.eacBolJ. D~v~loP.ment ot th_~se bench:___m>ment of procedures to construct 
regard to the allocation and pricing of mark margins will seek to accommo- benchmarks for analyzing the reason
petroleum products. In order to estab- date the recoupment of all increased ableness of No. 2. heating oil prices at 
lish more clearly whether these objec- product and non-product costs and the x·etailing and wholesaling levels 
tives are being achieved with regard to allow margins appropriate to the ob- and set forth-B.ctual average prices and 
No. 2 heating oil, the Office of Fuels jectives of the EPAA, including pre- gctual !l.Y~rage gross margins as well as 
Regulation will study the marketing serving the competitive viability of in- raenchmark margins for the latest 
of No.2 heating oil by wholesalers and dependent marketers. month with regard to which EIA has 
retailers during the current and prior To insure a balanced· w:mlysis of publinhed information on prices of No. 
heating seasons so that trends within each month's information, the Office 2 heating on. A final report will be 
the heating oil industry can be identl- of Fuels Regulation will present to the made on or before June 30, 1978, de
fied and their impact on the goals of Subcomill.tttee, by the fifteenth day of t11U!ng procedures for the calculations 
the EP AA can be analyzed. Inasmuch the month in which EIA. publishes of benchmarks Jor No. 2 heating .oil at 
as the policy stated in section 4(b)(l) survey data on the price of No. 2 heat- the wholesaling and retailing levels 
of the EPAA contemplates more than ing oil during a particular month of tm.d contl:tming benchmarks for each 
equitable price levels, such .study will the cur1·ent heating season, the· follow- month of· the current heating season 
include not only the causes of lmY ing information: (1) the initial analysis based upon this procedure. · 
price increases for No. 2 heating oil, of published data; (2) identification of · Moreover, 5f)OE will request the 
but also the nature and intensity of distribution levels and/or E-egions Office oi'· Enforcement to conduct 
competition in the heating oil market where the data indicate potential un- audits of individual wholesalers and 
and the economic viability of various reasonable margin increase!); 01) PrL"- retailers in i'esponse to requests by the 
sectors of that market. Copies of the liminary benchmark margins utilized Subcommittee, State Energy Offices, 
DOE Fuel Oil Marketing Advisory in its analysis; Md <4> the faetors in- or a significant number of complaints 
Committee White Paper analyzing the eluded in determining such bench- ~alnst a particular firm. DOE may 
competitive viability of independent mark margins. The Subcomffiittee \'rill also select firms for audit on a basis 
marketers will be available to the convene to consider this presentt'l,tion ·independent of their inclusion or ex
public through the Office of Fuels from the Office of Fuels Regulation. elusion for the list of firms which 
Regulation. ERA will choose a disinterested media- must file Form P-112-M-1. 

Although this study by the Office of tor who shall guide the discussion '!<lO If Q.n audit discloses that a firm has 
Fuels Regulation will yield a compre- that proper consideration >Jhall oo o. g~.·om; margin 6Ubstantially in excess 
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g its WstOl'tt»}J ]grosS~ and the excess of the corresponding bench- ·t. Audits. DOE may, 'at any time, 
· oss margin .currently ''employed in marks conto.ined in the final report conduct audits <~f firms to obtain more 

culat)ng the benchmark for that wiD create the presumption of a need lfetailed information than the moni
ticnlar dlBtrlbutlon level or region, tor further regulatory action. ,After torfug system provides. Firms will be 
E will promptly schedule a confer- consideration of the .testimony, writ- selected for auditing on a basis inde
e with that finn "to determine ten comments and other avallable in- _pendent of their inclusion or exclusion 

·.· . •rc¥hether the firm Is charging excessive formation, the Office of Adininlstra- from the list of firms which must file 
1-~~tices. DOE wtll attempt to ·negotiate tlve Review will transmit its findings Form EIA-9. The information ob
,:,jQ k'emedi&l course bf action -.lth re- to the.ERA for" determination by the tained from these audits will be uti-
, t to any entity whicli Is lound to Administrator as to what further regu- ·Hzed to develop a more comprehensive 

i!Je charging ·excessive prtaes . .More- latory action. if any, is needed. background on the various factors 
····» nver, ea a result of fJUCh audits, DOE &. lnteroenor /Undtno. In order to which lnfiuence the price levels for 
t·~,-gaay undertake audits .t\lld hold hear- Einsure that consumer interests are No.2 heating oU. 

· ~ams ooncemtng ·the diStribution level adequately represented ·at the eviden- In order to have the capability to 
/or region or particular area which ~Y hea.rtng, any non-profit orga.nlza- pursue audits on a timely basis, DOE 
tn.l.ns the firm<s> potentla.lly charg- tlon whose principal function involves will complete standby audit plans and 

{i)XctJBSlve prices to determine the furtherance of consumer Interests designate standby audit groups which 
~··'"'<:Whether controls should be reimposed may submit an application for finan- wm allow such a .. Quick reaction" ca-
f';c-·,\!"'Oll the particular distribution level cla1 assistance to the Office of Admin- pabutty. · . 
~;eidto:r region. ·· . lstrattve Review. An application to re- 2: Hearings. ERA will hold public f} 3. Complaints from the public. To· eeive flnanclal assistance to enable the hearings throughout the cun·ent heat
~1:t~ure the achievement of all of the organization to participate in the . tng season to examine the factors 
1 :.,,@bjectlves of EPAA, DOE hereby es- hearing should be fUed In the form of .which influence price levels f<~r home 
:?....::iabllshes_a_mechanism_to_r.ecelY_e_an.d~Petition _fo! __!;pecial ~~ ~ach heating oU. Such hearings may focus 
, _; . ~valqate complaints from individuals, petition of tlilS tYl>C snowel contatn: a on the entire Industry or <In a partlcu
··:. ·.organizations or State Energy Offices detailed description of the purposes Jar market level and/or region. If ap
: ooncemtng the marketing of No. 2 and functions of the organlzation propriate, public hearings and audits 

.beatJ.ng oiL Complaints with respect to which requests . financial assistance wll1 be cool'"dinated to Insure the inclu-. 
i}ricw cbaxged by refiners, wholesalel1! and should Indicate whether the orga- · sion of audit findings ~he hearing 
n.nd retailers Should be addressed to: nization operates on a non-profit basis. l"CCOrds. Moreover, no later than 
lllilddle D!.Btillate Complaint Section, The Petition should also contain a tie- August 1978, ERA will hold an eviden-

. omoo of Fuels Regulation. Economic oortetion of the type of Information ttary hearing to evaluate the perfor-
Regtilatory' · Administration. ,Depart- wtlfch the petitioner plans to present mance of the industry during the 

1.;'. ment·of Energy, Room 6222, 2000 M at the he~ and the reasons why 1977-78 heating season In light of the 
·"-' Btreet NW Washington DC 20461' the petitioners involvement In the objectives of section 4(b)Cl> of the 
~;:.;.,... .·• • · · • hearing wU1 substantially contribute 
.·, .!.elephone. Washington, D.C. metro- to a full and fair determination of the EPAA and the effectiveness of the 
: .. ·]llOlltan area, Alaska and Hawaii, '202- co 1 and imp rtan't iss es to be monitoring system. 

254-8583· all other areas 800-424- mp ex 0 . u · .lt Further Measures. DOE recognizes • · • considered in that proCeeding. A h · 
· ·.&1002. . . . _ budget . which -itemizes the expenses that t ere· are other Intermediate ac-

4. Evidentiary Hearing. In July UJ78, that the petitioner ·projects tt will .tiona which may be more effective 
ibe Office of Fuels Regulation -wm incur in order to present its position to than audits or hearings. If there are 
publish Its prelJ.mlnary findlrigs re- the DOE should also be tncluded. Fi- - significant price increases at any 
gllJ'd!ng the reasonableness of. No. 2 nally, the Petition should be accompa- market and/or .regional level, ERA 
.hooting oU prices during the 1977-78 nled by documentation which estab- . may suggest price restraint on a volun-

__ l!\el!l,tlng _ ll!~o~. In Au~t _ 19'18, the llshes that unless the requested flnan- . tary basis for the appropriate sectors 
Office of .A:runtnistrative Review-will cial assistance is provided the orgam---of-the-lndustry-concemed;--If-it-ap.~--
hold nn evidentiary hearing to evalu- za.tlon involved wm be unable to bear I>C8!B that the degree of voluntary 
ate the performance of all levels of the costs of pa.rt;fcipating 1n the pro- price restraint Js b:tBufficient to 

. clintdbution of the heating on industry -reedings. Tl'l.e Petition must be :filed achieve the goals of the EPAA, DOE 
. , ... illld the need for any further __ regula- with· the Office -of Administrative · ~ consider reimposition of controls. 

· tory action. The preliminary findings Review on or before February 21, ·me.· · .~. ~mposition of Controls. Unless 
of the study of the mar_!teting of No. 2 The following ·Decision .and ·Orders there is .a strong showing that tmmedi
begting oil during ·the current and may be consulted for guidance as· to ate reimposition of partial or complete 
)9rior heating seasons by the Office of the principles which have been ap- controls is required to achieve the ob-

'll"-u~lli' Regulation, the Dune report of plied In the past to applications for fi- jectives of the EPAA during the cur- -
_. the Office of Fuels Regulation on nanclal assistance of this type. Con- rent· heating season, taking into .ac- · 
... benchmarks for the 1977.:.'18 ~eating . s-umers Union of United States, Inc., •5 count the possible dislocations that 
; .Deuon, 111.Bd any other Information ob- J.i'Ei\'187,014 {February 18, 1977), Sup- might result, ERA would not consider 

-~ ' /j,fl.ined . during tlte·.-1977-78 heating plementa.l Order, 5 ·FEA '1!87,014 telmposition of controls untU possibly. 
ooruwn will be:considered at this hear- <March 1'1,. 1977>; Consumer Feder-~ the following heating season. Further
~ug. Xhe bearing will be conducted in a ation of .America. · 6 FEA I 87,034 -more, ERA may reimpose controls on 
mmmer ~estgn~d to test' the validity of (AprU 1~ 1977), 6 FEA I 87,040 <May the entire industry or only ~on a par• 
D.11 data· llrod •conclusions tntrodu~d 6, 1977), & FEA 1J 87,051 ·<June 16, ticular market level and/or region. 
'£hex-ein, including cross examlnatiol!l · 197'1>. --~ · ' ...---_: In this regard, to the extent that 
tma rebuttal. Petltloli's which request -~~~~:: .. · -D. REiliiEDIAL ACTIONS_ ·market forces may In some instances 
<~B>Wific administrative action by DOE be Inadequate to restrain prices, ERA 
with li"~Sgn.rd to the ·manner in which ··If the analysis Q~ _the Information believes ,that -Individual firms should 
the evidentiary hearing wm· be con- supplied by any element of the mont- not be encouraged to charge prices 
ducted, or any ·other 1D&tter which toHng system Indicates that some that reflect excessive. margins In the 
bem on the hearing, should be fUed price increases for No. 2 heating oU 'belief that excessive revenues obtained 
'i'Jith the Office of Adtttfnistratlve might be unjustified, ERA will under- during a period of decontrol would be 
Review. With regaid to the evaluation 'take appropriate a.Cttons with regard permitted to be retained following the 
of the need for further regulatory to··No. 2 heatlnS' "bU which may in- reimposition of controls. Accordingly, 
E~Ct!on, actual. average gross margins in elude: ,. should- reimposition of· controls 
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become necessary, ERA may Jrequire 
such firms to demonstrate that prices 
charged during the period of decontrol 
did not reflect excessive margins. To 
the extent that firms are found to 
have charged m1ces that reflect exces
sive margins, ERA may (following the 
reimposition of controls) require such 
firms to make adjustments to prices to 
reflect revenues received during the 
period of decontrol, which are found 
to have resulted from prices unreason
ably in excess of those sufficient to 
insure the survival of the firm as an 
economically viable and competitive 
entity, and reflective of a competitive 
market place. 

Issued in Washington, D.C., January 
13, 1978. 

t D1 t 
J.l •L N (P 
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Where: 

JoHN F. O'LEARY. 
Deputy Secretary, 

Department of Energy. 
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Mn'=Refiners' average gross margin for 
sales of No. 2 heating oil to nonultbnate 
consumers. 

P.,'=Average selling price for the i'" refiner 
in month t for all sales of No. 2 heating 
oil to nonultlmate consumers reported 
on Form EIA-9. 

C.'=Average per unit cost of. crude oil pur
chased by the i"' refiner in month t re
ported on Form P-110. 

<IPt'=Ratio of purchases of No. 2 heating on 
to total sales of N(). __ 2 h_i!at!ng oil by_the 

-----f1.-refmer in month t. If purchl!Bes are 
greater than sales, then fb•'= 1. 

C¢'=Average per unit cost of No. 2 hest!ng 
oil purchased by the t•• refiner in month 
t reported on Form EIA-9. -

N,'= Volume of sales of No. 2 heating oil to 
nonultlmate consumers In month t by 
the itA refiner as reported on Form EIA-
9. 

m=Number of refiners with sales to nonul
timate consumers as reported on Form 
EIA-9. 

This formula refers to the national average 
gross margin for sales of refiners to nonultl
mate consumers. Regional margins would be 
calculated by using average prices derived 
for the given region. 

Al'Pi:NDIX IT-GROSS MAnGIN FOR WHOLESAL
ERS' SALES TO NOllULTIMATE COMSUMlillS 

t 
(P 

- ~Ti 

C-7 

where: 

Il/f,'= Whol.esruern' U.e~ :nomeflners) av~ 
@:'O!lS mare1n for Galea of No. 2 heatfnl:l 
illl to lillOnultimn.te ooooumers in month 
!1. 

Poo~'=ll.veraee selling price for 1111 a!!les of 
No. 2 heating oil by the ~·' nonreflner to 
nonulthne.te consumers ill month t !l.S :re
ported on Form NIA-9. 

c;,.'=Avernge per unft coot of No. 2 hooting 
on purchueed by the i'h nourefiner b:l 
month t till >-evorted. on ll'orm EIA-9. 

W.'=Volwne of erueo of No.2 heating oil to 
.nonultl.nu:lte oonsumers in month t by 
tile i'" nonrefiner ru; .reported on Form 
EIA-9. 

n=Number of nonrefiners with rmles of No. 
2 heating oil to nonultbnate oonsumers 
reporting :ro<onn EIA-9. 

This formula refers to the KUJ.tional average 
gross margin for sales by nonrefiners to 
nonultirn.ate consumers. Regional margins 
would be calculated by using data only for 
the given region. 

t t 
~ .R {P C } 

i':.L2"~~ 
n 

~ R. 
i=l i 

Where: 

Only those refiners reporting the fonn 
mA-9 will be Included <nearly all refin
ers that sell No. 2 heating oil repart 
fum! ~-9). The wholesale price Is the 
weighted average price for nonultimate 

· corununer sa.Iea, which includes rack, de
Jivered, Md bulk aales. 

P=Guideline wholesai.e price of refiners in 
month t for l!ll.les of No. 2 heating oil to 
nonultimate corurumers. 

8'=Volume of sales of No.2 heating oil sold 
by refiners In month t to nonultlmate 
eonsumers. 

lll'=Increased costs over June 1977 In month 
t eJ..Iocated by refiners to sales of No. 2 
heating oil to nonultimate consumers, 
computed as follows: 

Where: 

O>ant•• 
b ,..cho~4 
prodl.><."t ~o•t• 

fJ'= Volume of tmles of No. 2 beating oil by 
refiners t-o nonultlmate consumers in 
month t, reported-{)n form EIA-9. 

'!!'=Total volume of sales of refined prod
ucts in month t, reported on form P-302. 

Q,__'=Yolume of crude oil purchased in 
month t-1, reported on form P-110. 

Q•=Volume of crude oil purchased by refln
ern in June 1977, reported on form P
UO. 

C'"1 =Total cost of crude oll purchased by 
refiners in month t-1, reported on form 
P-110. 

M,'=Average aross margin io:r :resldenti.al C'=Total cost of crude oil purchased by re-
e.ales of No. 2 beating oil in month t by f!ners in June 1977, reported on form P-
nonrefiners. · 110. 

P"'=Average selling price In month t for all If'"'= Volume of sales of all refined products 
residential sales of No. 2 beating oil re- in month t-1, reported on form P-302. 
ported by the t'-' nonreflner on Form V,,., =Volume of sales of controlled products 
EIA-,_9. _ _____ _ _ _ _ _ _ _ __________ in.m.onth.1=1,.reported-on-form-P-302-c-------- - -

C..'~Average per unJt cost of No. 2 heating V"=Volume of sales of all refined products 
oil purchased In month t reported by 1n June reported on form P-302. 
the 1'" nonreflner on Form EIA-9. v..•- Volume of sales for controlled products 

Ri,'= Volume of an,les of No. 2 heating oil to in June 1977 reported on form P-302. 
residential users in month 'l reported by N,,...,=Increased nonproduct costs for con-
the i"' no_nreflner of Form E:IA-9. _ trolled products 1n month t-1, reported 

n=Nwnber of nonrefiner fl.mw v;1th Galea of • on form P-110. . 
No. 2 heating oil to residential uaehl re- N. =Increased nonproduct costs for con
porting on Form EIA-9. ~rolled products in June 1977, reported 

Thll; formula refers to the nat!ollllJ avernae 
gross margin forJJales to residentill.l conaum
ers by nonreflners. RegjDnllJ mn.rainf3 would 
he calculated by using data only for tlle 
given region. ~_. · 

APPmmrx XV.-Gumru.xuE 'l7<m l<'tEJ?nnms' 
lf>nrcg FOR 8Ju.m; 01" No. 2 l!iEAT.mG On. ro 
l'WNULTIB1A'm Cor-<sm.ru:ms 

Where: 

,_ 

JUt'l<t ln>Oloct~lo) 

Prie:J 

t o' t 

Incrlla~od ~~~~~t~ 
+ Coat (c/o.-tJ+- tt.Heooupod 

lt>cr•ru::ed 
Co~:~t• ' 

I'•P +d +Iii 
0 --,. 

.o>.·=AetUllJ weighte{l averuge uhole!l!lle -
price of refiners in June 11)'17, for No.-~ 
heating oll, de1ived from form EIA-&. 

on form P-110. 
<f'"'=Volume of No. 2 heating oil purchased 

by refiners in month t-1, reported on 
form EIA-9. 

(!"'=Volume of No. 2 heating oil purchased 
by refiners in June 1977, reported on 
form EIA-9. · 

c..., =Total coot of· No. 2 heating on pur
chased by refiners in month t-1, report
i!ld on form EIA-9. 

(:"=Total cost of No. 2 heating oil purchased 
· .. by refiners in June 1977, reported on 

formEIA-9. 
:&'=Accumulated· iinrecoupect costs applica

ble to t!me period t. 
M:eumulate<l unrecouped increased 

oosts=Sum of Increases In costs attrlbut
nble to No. l! heating oil-prior to current 
month. Sum of inc~es of revenue ob
t.ained from sales of No.2 heating oil prior 
to current month . 

! i i 0 
ld - s (.P - .P >I 

a a 
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Cooperative OYPllY .1\loth Buppremrlon 
l"i'ogrmn, 19'18, JimU!AI'Y 8: This ihh.ft EIS 
_,~entll the selection criteria for regulatory 
programs and dlllCU!!Ses each viable altema
t4ve wblcb may be considered for state-fed
fiml. cooperative projects In BUPPressing 
msy moth Infestations. In the Northeas
tern United Stt\tes. Several alternative pl.ans 
~ BtJ3geated, utilizing the aerial applica
tion of earbnryl, trichlorfon, dlflubenzuron, 
BD.d a.eeq_lmte. Adverse Impacts Include the 
poaslble adverse effect -of dlflubenzuron 
upon aquatic orannlsms .:md cn.rbaryl upon 
b.JmeybOOtl. (IiJLR Order No. 80019.> · lJl:W.,9..,..Mt,ooJ. wcl{fhted ~~ prtoe·ot r&fln· Oregon ....... - ..... ~-· .. ,-·_ . OR 10 

.• ~ -1-iJii:B m Jqne 11>'7'1 for f.!tlles·of No. .S beat- PeMBylvai\la ....... ___ .......... PA . .I Tahoe NF Timber Mll.nagement Plan, sever-
-.~·.;_{lug oD to IWilulYmate OODJl\!Dler&.. de- Rhode JB!and ........ ,~ ........... .,._... . ,_:: 1 a1 Cn.UfOr'nW, couritlea,-Janua.ry 11: Proposed 

J.~ ::- ll\lv->1;1\'t from ionn EIA-9. _ . . ~t_:::::~.:::::;~~::~~::~=: - . ·vA ~ Is n revision ofthe existing Timber Manage-
•,:,,··,..,....,_,M ___ _, .... _ ..... _ "~·••a -""r .. _ ••-e WMhlngton ......... - ... ~.-· ... ~ .. ~- WA 10 · ment Plan which eatabllsbes a timber har-

..,.,~~r•'"" """"'" .... """ ...... IIHUUO ...,.., eu ...... V'-'-·~ . ....... . .. "' ~level r;md sehi!dule for the Tahoe Na-F.\~"'oW~ M follows: West· ..... ~ ·---!..-·-- .. • " 
""""" . WIBoo!lllln .... - ... - ........... -·-~· WI -s tAonal Forest, calif., for the next d~e be-

!r· · · - · ··•-•-.. ~ng FY llrl8. Six ruternatives are out-·;,:,;~-li\Wfers to eooh month OOCUMWJW<OU In the 'lined with a yield of between 2,000 mllilon 
~~: · .!il!DliWl.tion iormum ~or uorooouped U'R Doc. 'l8~141i3 Filed 1-M-'18; 12:46 pm] board feet to 1,000 m1lllon board feet per 
~-.~@ootn. ' . · 4eeade.=Adven;e-impa.cts .. 1nclude-n .. p0ll8ible 
>;:~~em to Jllile lD'l'l. . · . -· . ..:,,q te d il .. -"t In 1 ,u~~ 
>"J_, • "'-•em to the month for whlch the aeJllng [.«."e.A Al 1 · "· ;. · .t: ..... ect upon wa r an 80 q......., Y • c u .... .,. 
,. _,....,. ~ oome erosion; chllngea In f!.sh and wildlife 

[ 

: llll'Ire lu ~ COMPuted. ' habitat; o.nd changes In the vegetative struc-

.
,,t-.t~ara to .the ,month •one .month R:NVIIONMENTAL PlllOTEUION -tiD-e. mJcrociimate and plant relationships. 
· ~ofore the montb for whlch the selling ·AGENCY f.ELR Order No. 80032.> 
· · pnoo Ill being ~uted. · ... tFRL 846-21 .. Salt lAke Planning Unit, neveml Utah 

~';_':Jg~~ ~ ~ the,~~~ulaa~~ to t.b.e •-MCI:Ii'Y Of aMRONME&UA! ~1PACT ~~e~~= f~~ ~~~ r!eo. P~~ 
· ENTS Ding Unit, lin area encompi!BBI.ng 138,000 

1lf.t-1R~fera to flcluaJ priOO!I. · · '' · §TAY!Uil ncres of National Forest and other lands In 
~; .~efera to controlled productn. Pursuant to the Prestdent•s Reorga~ the State of Utah. Four alternative plans 
l~i.t:~ers to rmidentlal prlcea .~md llWea vol- nization Plan No. 1, the Envirpnmen- outline resource Dl1J.ll1l,gement 1n areas such 
w:, · · · wn~. ' tal PI'otection Agency is the official re- es air, water, recreation, wildlife, range 
:-\ • : Tbooe fonnu.Ias e&lculate f;he guideline tal •-~ t forage, timber, Insect and disease control, f. .. . prloo for the national average. -cipient for environmen .......,ac and mineral development. The proposed 
.;~ The fonnulilB used to calculate the guide- statements <EIS> and is required to plan calls for 95 percent of the Unit to 
J ·line prices for the DOE reglom are the publish the availability of each EIS re- ~ relatively undisturbed except for 
•. oome except the June 1077 nntlonal.J>riOil_to ceived weekly. The following is a list trail coiistruction, sld.. area expanBion, and 

nonultimate .consumers <P.•> would be re- of environmental impact statements people-use IIBSOCiated with -recreation aetlvi
.plll.cecl by average prices to nonultiuwte con- received by the Environmental Protec- · ttea. <ELR Order No. ~35.). 
aumers for the regl.oJlli. ' f · J 9 tbro h ~ 

'1• These formulas are not entirely consistent· tlon Agency rom a.nuary ug Final · 
, with the calculations under 10 CFR .212.83 January 13, ·1978. The date of receipt Beaver .Creek Wilderness, Mineral Pro-
.: .In tlw.t rulo.c!!.tlons__are biLsed on sales of No. _for each statement is noted 1n the m>eetlng, McCreary County, Ky., January 
{ . . 2 heatlrut oil rather tJum production of No. sto.temen:t-autntlUU'Y;-cUnder-the-G:ulde--il~-Proposed-ts-the_:conditlonai-npprovall~, ---
_> 2 beating on. refiners' nonproduct cost In- lines of the CouncU oil Environmental \with prescribed modifications, of a prospect-
: . . creMes for No. 2 beating. oil are estimated Quality the minimum period .for tng pltm submitted by the Greenwood Land 
;;, .. -tm&ed on refiners' nonproduct coot Increases public review ~d comment on drn.ft _tmd. Mining Co. of Parkers Lake, Ky. The 
>.1}'::d1or controlled ;products .reported to the enVironmental statementa is. forty-five ComptmY claiJns to own mineral rights be-
~~-'!DnE. mld the baBe pert(~<~ JB ~une llil77 (4S> -days from this 'Fm>ERAL RmiBTD neath and around the Beaver Creek Wilder-
:; nther than May 19'13. · ·' · · · . . . • ness. and proposes to use motorized equip-
:;: The rrevil>ed form .P-303-M-1 wm provide notice of ava.ila.bfltty <March -6, 1978>. · ··ment to prospect for ccmJ ID.t 22 llites. It also 
.. Information il8 to the production of No. 2 The thirty <30) day period for each Intends to deep and surface mine In the Wil

,., heating oil m.nd refiners' total nonproduct fina.l statement begins on .. the day the. · demess, based on Information gathered by 
coati!. When this Information becomes avail- statement is made available to the En, prospecting. Approximately 11 acres of land 
eble, the formul!lB w111 be I'M1justed to make vironmental Protection Agency and io ' ourface will be cleared, excavated, regraded 
~lOL~tlona on the ba!Jis,of production and commenting parties. · &ld revegetated at 17 prospecting sites 

~-_ revll!ed nonprocJuct coot eat.lmates. 'The est!- -copies of individual statements are wltlJJn tbe Wilderness. Comments made by: 
._., mated prices for prior months w1ll be ·recaJ.. available for review fro.m the origtnat- USDA. COE, DOl, EPA. and State and local 

culatoo to reOeet ollocatlon on 'the basis of Jng agency. Back :copies tiJ'e a.1sO aVa.ll- agencies. (ELR Order No. 80025.> 
(. production .lt!iiii- rev1ood nonpro(iuct eotl- . able at 10 Cents per page' from the-En- 8upplefnent " 

~,;.:·~· 

roo.tea. , . . .. . . , :·. ·" ! .. , . • vironmentu.l. Law.lnstitute, 1346 eon- ... Naches-Tieton-White River (S-1>. several 
.,,. •:' '""' :: .-~~ V · .. ;;.,. ~ : , .. ~necticut Avenue,. Washington, D.C. . W&shlngton counties, JMua.ry 13: This 
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20036, ~tement rropplements a draft EIS orlgina.l-
ly filed with CEQ In August 197'1. The 
Forest Se~ has subsequently re-lnventor-Dated: Janua.l-y 1'1,19'18. 

lP&TER L. COOK, 
, .Acting Director; 

_..Of/iCe oJ Federal Activities. 
. ) 

DEPARTMENT OF AGRICULTtnui: 

Contact: Mr. Brrett Deck. Coordinator, 
Environmental Quality ActivltieaL U.S. De
partment of Agriculture, Room 30'1A. Wrwh· 
lngton, D.C. 20250, 302-44'1-8827. 

ted r6L\dless and undeveloped area.s within 
the plruming unit imd has. added 84,970 
ncres for a total of 375,750 acres under con-
alderotiorl for. wilderness study. <ELR Order 
No. 80038.) 

DKPARTMENT 01" Dli:i"'!:NSE, AruxY CoRPS 
. COntact: Dr. C. Grant Ash, Office of Envi

ronmental Polley Department. Attn: DAEN
CWR-P, Office of the ·chief of Engineers, 

,••~~:· •'-;. ; v~·:~·,.' • · ..... ' ~'·" .... - ~ . ' ~~ '·- ~ 

,, 



D-1 

APPENDIX D 

EIA-9 
AND INSTRUCTIONS 



EI,A 9 
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Supenedell FEA.P112-M-1 

D-2 

U~. Llt.I"'RM IIVII:N I Vr C:I'U;nu I 

Energy lnfermation Administration 
Code 2895 

Washington, D.C. 20461 

This report IJ.mendatorv under Public Lew 93·275. 

Form Approved 
O.M.B. No. 38·R0200 

No.2 HEATING OIL SUPPLY/PRICE MONITORING REPORT 
Schedule A-0 

PART I ·IDENTIFICATION OATA 

1. Reporting Period: 2. Report Coverage Indicator: 3. Name end EIN of Parent Firm: 

(e) D Parent or perent end Nome 

I I I I I consolidated ent"l•• 

(bl D Unconsolld•ted entity EIN I I I I I I I I I I MO. YR. 

4. EIN: s: EIA Control Number: 6. Revised Report: 

I I I I I I I I I I I I I I I I I (a I 0 (bl I dZ5_.bJs.l 
7. Firm Name: 8. Change of Address Indicator: 

D 
9. Street/Box/A F D 

10. City: 11. State: 12. Zip code: 

( I ] ( I I ., I J --
13. Contact Person: 14. Title: 15. Telepf)one Number: 

I I I I I I I I O_j_IJ 
16. Type of Entity: (Check one box) 

(a) D Retailer (ci4J Reseller/Retailer 

(b) D Reseller (d>D Refiner 

17;-Entenh-e-numoorof-pages sutxninett with-fllisfilingfor SclleCiuleA-;-1 ............................................................. 

18. Enter the following information on No. 2 heating oil for the operations of the VOLUME UNIT COST 
entire firm during this reporting period : (OOO of gal) ($/gal) 

(a) (bl 

(a I Be!Jinning inventory ........................................................... , ............................ $, ' 

(b) Purchast?s - 1. Domestic ........................................................................ q, $. '·. 

2. Imported ........................................................................ fJI' $ .. •, 

UNIT I'HICE 
(4;/,~1) 

(c) Seles (Total of Schedule A-1. ltern 21 ........................................................ _ .. ~~ l\ $. 

Hl fltimate th~ total stOrCiqc capl!Caty ~tvauanle for No.2 heating oil on the t.,tt day ., 
!l/ill//l/1/1/l/i// J 

()f tt.e reporting period (an thou~nds .:~1 !4"11onsl ........................................................ /lljJJ/jjjftllf/j/1 -
f'iiRl"ll • CHITIFICA.TION 

I tt<l•l't' that the arofoamation provided tuuein ~>nd 1111pen~d h11reto ia true end eccurale to the t,<,u ol my lo.nov.led\lll. 

Name Title 

Signature Date 

TITLE 18, USC 1001. Makes it 11 crime for any penon knowingly and willingly to make to any Agei\Cy or Department of the 
United States any false, fictit.ious or fraudulent statements es to any matter within its jurisdiction. 

" 

. 

--

d 

n 



El;t 9 
'1.117 
Supersedes rEA·P112·M·1 

D-3 
Schedule A·1 ·State Volume/Price Statls1ical Report 

Fonn Approved 
O.M.B~ No. 38-R0200 

A s~erete Schedule A·1 muH be submi"ed for each statu In which the firm sells No. 2 heating oil 

1. If this h en emended report, fill In the date of the 3. PegaOor D 
revision ~low. If this is not on emended report, -

leave blank. 4. EIA Control Num~r: I I I I I I I I I I 
MO DA YR 6. Reporting Period: I -, I r I 

Mb YR 
2. Finn Nome: 

Item 1. Enter the abbreviation of the state for which this schedule is being fUed (Sec Appendix A • I I I List of State Codes) ............................................................................................................................ - •. 
State 

-Item 2. Enter the total volume of sales of No.2 heating oil s·old in-tnis-sTate during the reporting period 
(thousands of g<Jiions) .................. ~ .......................................................................................................... 

Item 3. State Selling Prices· Enter the following information for No.2 heating oil sales in this state during the reporting period. 

Type of Customer Volume of Estimated Unit Price 
sales percentage (Dollars 

(Thousands of sales per ga!!on) 
of gallon,) (%) 

(e) (b) (c) {d) 

A. Sales to ultimate consumers ~ /11111111111111111 11111111111111111111 
111111111111111111 11111111111111111111 

11111111111111111111 
1. Residential ............................................... 11111111111111111111- $. 

2. lnduttrlel 11111111111111111111 111111111111111111 11111111111111111111 
I II I II I I II I II I !HI /1 -- - a) Rack ulos ..... -....... .-... .-... -.. .-,-.......... ; .. .-.~. $. 

b) Delivered Ullos ................................... 
11111111111111111111 
11111111111111111111 $. 

e) Bulk ules .......................................... 11111111111111111111 $. 

11111111/11111111111 
. 3. I nstltu tlo n all U t II lty /1111111/11/l/l/1111 11111111!1111111111 11111111111111111111 

II) Rock tal81 .......................................... 11111111111111111111 $. 

b) Oallverod salaa ................................... 111111111111111!1111 
$.-----111111/1111111111111 

eJ Bulk aalu ........................................... /1111111111!11111111 $.-----
-· ~ 

..,._. ___ 
lll.'//11/11111/1111/ 

4, 0,,,., 111111111111111111 I !II I I I I I I I I I I I I I /JL - -- lllllll!ll/1/l!l/111! 
el Re.~:k ulee .......................................... 

1111!/l/1111/l/.'/111 $. 

bl Dollvorod ul•n ................................... 1/11111111111/111111 $. -----
e) Bvlk selos ........................................... 11/JI/IIII!IIIIIII!I $. 

B. Snlcs to other than ultimate consumers N,w 111111111111111111 11111111111111111111 
I I I I I I I I I I I I II 11/L lJjjJij Ill j !LlJJJJJj_ 

1/l!lll/ll/1!111111 
o) RGck ules .......................................... //111111111111111111 $. 

b) Dollvered saloG ................................... llll/1111!1111111111 $. 

111/lll!llllllll/111 
o) B11lk saloa ............................... , ........... 11111!11111111111111 $. 

llll!lllll/111111111 
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EIA 9 
11/77 
Supersedes F EA·P112-M-1 

\.,.::;. I.Jt:t./\d i 1vicl'~ 1 OF Ei\ll:ii~Y 

Energy Information Administration 
Code 2895 

Washington, D.C. 20461 

Form Approved 
O.M.B. No. 38-R0200 

No.2 HEATING OIL SUPPLY/PRICE MONITORING REPORT 

I. PURPOSE tional, or other eleemosynary institutions, and the Federal govern
ment including corporations, departments, Federal agencies, and 

Form EIA 9 is designed to provide the data necessary for the other instrumentalities, and State and local governments. The DOE 
U.S. Department of Energy's Energy Information Administration may, in regulations and forms issued in this part, treat as a firm: 
(EIA) to execute its role in monitoring certain volumetric, cost, and (1) a parent and the consolidated and unconsolidated entities (:~ 

price movements within the U.S. petroleum industry and perform· any) which it directly or indirectly controls, (2) a parent and its 
ing analyses and projections related to energy supplies, demands, consolidated entities, (3) an unconsolidated entity, or (4) any 

andg~ri~c~es~-~------------------------------------------------R~a~rtLo~fLfta~fuirnm~.~------------------------------------------------------

II. WHO SHOULD SUBMIT 

Form EIA 9 has been sent to a scientifically selected sample of 
firms which sell No.2 heating oil. Each sample firm which has been 
solocted and notified by tho Energy Information Administration 
must complotu and submit thia form each month. 

Ill. TO WHOfJI 

Firms must send Form EIA 9, end any schedules and attach· 
-nonts that may be required to: 

U.S. Doportmont of Enorgy 
En orgy I nforrnotlon Administration 
Codo 2895 
Washington, D.C. 20461 

"Industrial" means those persons who purchase No. 2 heating 
oil for use in the operation of their businesses, including space 
heating of business premises. Sales to factories, service industries, 
apartment buildings and office buildings are considered to be of the 
typical variety which are to be included within this category. Trans· 
actions with this type customer usually involve bulk shipments, 
lower unit prices and relatively largo dollar amounts, when com
pared to those applicable to residential sales. 

"Institutional/Utility" means public utilities and State and 
Federal organizations who purchase No. 2 heating oil for their own 
uso. As a gimoral rule, transactions with this type of customer in· 
volvo bulk shipments, lower unit price and rolotivoly largo dollar 
ornounts, whon cornpnrod to thoso opplicnbln to roslduntinl sulnn. 
Solos to public utllltlub, Slntu "upportud unlvuraltlun, Stutu uovurn· 
monts, tho Fednral govornmont and other State or Fndorolly sup· 
ported organizations should bo considered to be within the over· 

Roquosts for further Information and/or additional forms ma'{ ____ ___.a!!Jii'-Ji"-n,sti_t_u_ti_onal/_utility_categoLy. ____________________________________ __ 
be dirocted to the address above or by telephone to (202) 264-304 7. 

IV. WHEN TO FILE 

Tho form EJA 9 must be submitted to the EJA no Jatar than 
twunty (20) dnys uftor tho closo of each calendar month. 

V. SANCTIONS 

Tho tlmnly submission of Form EJA 9 by a firm required tore· 
port is o mandatory roquiromont under EJA regulations. Late filing, 
luilurn to file, foiluro to koop rocorcJs, or failure otherwise to comply 
with thuao instructions, may rosult In criminal fines, civil penalties 
111111 olhnr •unctions as provided by Jaw (10 CFR 212.126 (c) and 
:11:1.1 :10). 

VI. DEFINITIONS 

"llulk Snlos" mnnnu ~uln" hy 11 auppllur In culloiiHir~ of loruo 
qtutnllllna of product, such on; lmruu, curuo Nhlp, plpullno and In· 
lunl< trnnufnrs. In hulk solos tho auppllor provldoa tho tronspor· 
ltlllot\ to tho custlltl\er locntlotl, 

•·' · •.· .,.,; '' 'o· .. llllidllo II u•t\•! \IV tl ~Ill till lVI \II 111'\lo\1<111111 Willi II 
lit•• "''''"'"' i'tiiVItluo lhu ll•tn•plllltl\11111 lot 11tu pruduG( to tho 
1•11•1tuuu1 ilu:ulloll, llulivurud 8ulu~ tin 1101 Jrwludo hulk solos, 

"No. 2 Heating Oil" means heating oil grade No. 2 as defined 
in American Society for Testing and Materials (ASTM) D396·71. 

"Other" means those sales which are transacted with respect 
to types of customer not considered to be included within the 
categories listed herein as (A) residential, (B) institutional/utility, 
or (c) industrial, and (D) sales to other than ultimate consumers. 

"Parent and Consolidated Entities" means a parent and those 
firms, if any, directly or indirectly controlled by the parent which 
ore consolidated with tho parent for the purposes of financial 
statements prepared in accordance with generally accepted account· 
ino principles. An individual shall be deemed to control a firm 
which is directly or indirectly controlled by him or his father, 
mother, spouse, childron or grandchildren. 

"R11ck Solo" moons tho solo by a tuppllor to customers who 
purchaso products FOB at tho supplier's terminal (or rack) and 
provide thoir own transportation for tho product. 

"nefitler" lltP.ans a firm or that part of Ruch a firm which re· 
\1\11

1
' 1'\1\'l'll'd 1'\lllhlt'\• ill hiVIId• <IIIII ~llhl<lllli<1il\' \'li!lllllt'~ COV· 

t'.'ud 1'-'llthu:lij, ur 111finvi liqtti<l hydrocarbons floon oil ~lid gas 
ftold oase.s, or recovers liquefied gases incident to petroleum refinin!j 
an~ sells those 1products to resellers, retailers, reseller-retailers or· 
ultimate consumers. "Refiner" includes any owner of covered 
products which contracts to hove those coverod products refined 
ontJ thon uolls tho rofinud covorod products to rosollors, retailers, 
fhUillhiNIIIHJitH'O Or Ullhi\HlU IJOIIUUil\UI'8, 
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"Reporting Period" means the calendar month to which the cost 
and price information reported relates. It is the month preceding 

the month in which the form is required to be filed. The reporting 

period begins with the first day of the month and continues through 
the last day of the month. 

"Reseller" means a firm (other than a refiner or retailer) or that 

part of such a firm which carries on the trade or business of pur

chasing covered products, and reselling them without substantially 

changing their form to purchasers other than ultimate consumers. 

"Reseller·Retailer" means a firm (other than a refiner) or that 

part of such a firm which carries on the functions of both a reseller 
and retailer. 

"Residential" means those persons who purchase No. 2 heating 
··--oil-for-the specific purpose of heating their homes. These purchases 

are usually of small volume and carry a relatively high unit price 
when compared to prices associated with sales to high volume type 
customers. 

"Retailer" means a firm (other thari o refiner or reseller) or that 
part of sucl1 a firm which carries on tho trade or business of pur· 
chasing covered products and reselling thorn to ultimatu consumers 
without substantially changing their form. 

"Ultimate Consumer" means on individual or firm which 

purchases product for its own consumption and not for resale. 

"Unconsolidated Entity" means a firm directly or indirectly 
controlled by a parent but not consolidated with tho paront for 

purposes of financial statements prepared in accordanco with 
generally accepted accounting principles. An unconsoiidatod 

entity includes any firm consolidated with the unconsolidated 

entity for purposes of financial statements prepared in accordance 
--with generally accepted accounting princip!es. An individual shall 

be deemed to control a firm which is directly or indirectly con· 
trolled by him or his father, mother, spouse, children or grand· 
children. 

"Unit" means one U.S. gallon. 

"Unit Cost" means the total cost of product purchased during 

tho reporting period divided by the totel number of units purchased. 

"Unit Price", with respect to a typo of customer, moons tho 
total revenues derived from the salo of product during tho report· 
ing period to the type of customer divided by the total number of 

units sold to that type of customer. 

Note: In tho ovont firms do not maintain informa
tion in sufficient detail to provido actual unit 

prices as defined abovo, ostimatos of unit pricos 
may be provided. Tho basis for tho ostimatos 
must bo consistont with tho stundard nccount· 
ing records maintained by tho firm. Tho esti
mating procedure and data supporting the 

estimates should result in a reasonable accu
rate estimate which will be subjoct to roviow 
should tho company bo aeloctod for uudit. 

VII. GENERAL INSTRUCTIONS 

All firms who must submit the form must completo ports I and 

11 of the cover page and a schedule A·1 must be comploted for each 

state in which the firm has salos of No. 2 hooting oil. 

This form and instructions roquiro oniy basic inforntot ...... 11"' 
EIA, may, howovor, requnst odditionul dntu In pnrtict" •:w.o: .. 

For purposos of this form, oil prlcos must bu shown i" """" 
of U.S. dollars per U.S. (Jollon ond oxprossud to tho n<:.· • iliJn· 

dredth of a cont. Accordinuly, 25-% conts must bo show" .7l>"/!i 
(it should not bo 25.76 cni']U). Sulos volumus should bo ,,,, ""I in 

thousands of oollons. Round numlliJrs to tho nuurust ·~ ·· ''""d, 
e.g. en tor 6,500 go lions os 7, on tor 6,400 gallons ns 6. 

If moro space is nocded for ony ltom thnn Is ovnilnblo, · ··•plo111 

additional schedules and number tho poaos ot tho top of '' ·.elto!l· 

ule according to tho number of panos thot will bn suhmil .,_ Foo 

example, if two pages of a schodulo oro subrnittod, tho 1 • P"'l" 
snould b-o numburod "Puou 1 of 2," ond tho socond pnuu · · ··uld lu1 
numburod "Pooo 2 of 2." 

VIII. SPECIFIC INSTHUCTIONS 

Form EIA 0 must bn cornplotud os follows: 

Part I · lduntlflcntlon Duta 

Thiu port must ho cornplutod unoh tllnu thu l'u,- 1 II\ II 
Ia propnrud. 

ltom 1 Reporting PuriOlJ 

En tor tho month ond yoor of thu ruportillfl puriod. 

Item 2 Roport Covurnuo l11dlcotor: 

Pineo o chock rnorl< in tho l>ox thnt do~cribllfi tiP· 'VI'" of 

-firm il-ulimTffll1iJ(Ius roport. rlufur to tho ll• • "itionu 
soction to uscurtoin tho typu of linn. 

Item 3 .Nome ond EIN of Puront Finn: 

If I tom 2 (b) is chuckod, ontur thu nomo of the P• · "' fi1111 
ond tho Employors ldontificution Nurnhur (EIN• ul thu 
porunt firm. 

I torn 4 Ell\1 

Entor tho roportinu firm's lntflrnul nuvonu11 Gorvw" (IH~i) 

Ernployur ldlllltificntion Nun1hur (UN). If thu I 11.; ir; ""' 

known, tho ruportiofl firm ·ntny cuntuct its ""'""H 111~; 

office for Its EIN nwnbur. 

ltom 6 EIA Control Numhor 

Entor tho control numlwr which luo9 IJ11un 11~!;1!1"'''' '" '"" 

roportiniJ finn hy tho Ell\. II tho roportinu """ .;""'' ""' 
prlJI;onlly hovo n control nurnlmr, tlw Lll\ will "'''''11" '""'· 

ltom 6 RoviKud Ruport 

If till" uuh1nlu~lnn 11 to !IIVI!IIr lnllllllllltllltl i'i"V""''·IY I"" 
vldod, t:lu•o:~. 111111 (n) n11tl ldlilltlu• dnill illlt lltVI•>I"" "'"'"Ill 

fllllllll In (ll), II thl~ IM IIIII" IIIViblld fiiiHlll I""'·"' 11111110 
onuruly illnllk, 

ltom 7 Firm Nnmo 



Enter the legal name of the reporting firm. 

Item 8 Chango of Addre&s Indicator 

Check thi9 box if the noma or addrcm of the reporting 
firm has changed since tho last submluion. 

Items 9 · 12 Address 

Enter the completu address of tha reporting firm, includ· 
ing ZIP code. Enter the Mate abbreviation and ZIP code 
in tho appropriate boxes, entering one digit or letter per 
bo.x. Use the officiul United States Postal Service abbre· 
viotions (Appendix A • List of State Codas) when entering 
tho stal.tJ tibbroviation. 

Items 13 · 15 Contact Per&on 

Enter thu narne, title, and telephone number, including 
urea code, of an individual within the reporting firm who 
muy bo contacted for additional information regarding 
this submi~sion. 

ltom 16 Typo of Entity 

CIH:ck tho box wl11ch lndicato~ tho typo of entity to 
wllid1 this form npplios. Fh:fer to tho Definitiono aection 
to o~cortain the typo of ontity. 

ltem17 Schadulo1 Filed and Number of Pagow 

Enter the appropriate number of page~ filed for Schedule 
A·1. 

For the oprmJtions of the entire firm, enter the following 
for No. 2 heating oil volumes and prices: 

a) l.loqinning invantory • Entor tiHI total amount of 
No. 2 hoatin9 oil in inventory and its unit cmt on the first 
day of tho rr.portinn pariod. In this instance, unit cost of 
inventory rnay be <;alculated ·according to tho standard 
occountinn method historically used by tho firm. Refin· 
nr~ uru not n:quirod to fill in column (b), Unit Cost of 
81~0inning I nvf!ntory. 

b) Purchases • Divided between ( 1) domestic, and 
(2) imporwd sources, enter in column (a) the total 
amount of No. 2 heating oil purchased during the report· 
ing period, and In column (b) its unit cost. 

c) Salas • Enter the total amount of sales of No. 2 
heating oil sold during tho reporting period and its unit 
price. 

Item 19 

Entur tho total fJGtimutod norauo cnpacity ovollable for 
No. 2 IHHltino oil on the first doy of tho reporting poriod, 

f>11rt II • Cflrtiflcatlon 

'l hi~ 1111rt must lm ·1:urnphllold llllch time tho Form Ell\ 9 
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is submitted. 

Type or print in block letters the name and title of the 
individual who has signed the certification and the date of 
signing in tho spaces provided on the form. The individ· 
ual who signs and certifies this Form EIA 9 must be the 
Chief Executive Officer of the parent corporation or 
another executive officer authorized to sign for him for 
this pur(Jme. In the latter case, the reporting firm must 
file with EIA a letter of authorization signed by the Chief 
Executive Officer which identifies other officials author· 
ized to certify forms for the firm. A sample format for 
this letter is available from EIA. 

PROVISIONS FOR CONFIDENTIALITY OF INFORMATI(Ii,J 

Company data will be treated as confidential and proprietary to 
the extent that it is entitled to such treatment under Section 14 of 
the Federal Energy Administration Act of 1974 (Public Law 93· 
385) and the Department of Energy Organization Act (Public 
Low 95·91 ), Publishing of this information will be limited to 

aggregations and will be displayed within Region and by national 
average. 

INSTRUCTIONS FOR SCHEDULE A·1 STATE VOLUME/PRICE 
STATISTICAL REPORT 

A separate schedule A·1 must bo submitted for each individual 
state in which the firm sold No. 2 heating oil during the reporting 
period. 

Complete the following firm identification information at the 
top of each schedule. 

1. Revised Dato 

If this is a revised report, fill in the dato of tho revision. 
Whenever a schedule is revised, resubmit only the sched· 
ulo which is bHing revised (in its entirety) along with the 
Identification Data (Part I) and the Cnrtlficatlol) (Part 
Ill. If this is not an amended report, loavo blank. 

2. Firm Name 

Enter the name of the reporting firm. 

3. Page 

Enter the page number of this schedule and the total 
number of schedule A·1 submissions being filed with this 
submission. 

4. EIA Control Number 

Enter the control number which has been assigned to the 
reporting firrn by tho EIA. 

5. Reporting Pariod 

Enter tho month ond year of tho reporting period. 

En tor tho followlnu lnforrnfJtiun for tho ~olo of No. 2 hooting oil 
IJurlny thiG roportlnu porlod I.Jy tho firm for this stoto. 

I torn 1. Stoto 



Enter the abbreviation of the state for which this schedule 
is being filed (See Appendix A • List of State Codes). 

Item 2. Volume of Sales 

Enter the total volume of sales of No. 2 heating oil sold 
in this state during the reporting period. Carefully 
prepared estimates of sales, in thousands of gallons, will 
be acceptable. 

Item 3 State Selling Price 

Enter the following information for No.2 heating oil sales 
in this state during the reporting period. 

--. . - ·-· ---- --
Item A Sales to Ultimate Consumers 

Enter all sales of No. 2 heating oil to ultimate con
sumers in this state during the reporting period. 

Column a· Type of Customer 

Divide all sales among the following major 
categories: 

( 1) Residential 
(2) Industrial 
(3) Institutional/Utility 
(4) Other 

Except for residential soles, those categories 
must be dividod between (a) rack soloa, (b) doliv· 

D-7 

ered sales, and (c) bulk sales. 

Column b ·Volume of Sales 

Enter the volume of No.2 heating o; ·•ld to 
ultimate consumers in itom (A) ond .·•·i"r all 
other sales of hooting oil in itom (I'' '"'low. 

Column c ·Estimated Percentage of s,.; ... 

Entor tho ostimaltJd porcontu!Ju of No. : hn;,till!J 

oil sold to onch typo of custom or in I""''"'"' (n) 
during tho reporting pnriod, Carufulh '",.,,,,rod 

ostlmutos ol thu porcunt of solos to ll•" · 'VI"' ol 
customor will l>u ncr.opltllllo. Thu 1 •. • .. 1 nl ull 

.•trios within itcun A muu uqunl 1il" '"'l<:unt. 

Column d • Unit Price 

Enter tho unit prico (suo definitions·. "'inu) of 
No. 2 hooting oil sold .to ooch typo nl · ""011111r 
in column (a) in thia state during tl'" • · pmti1111 
period. 

I tomB Solos to Other Than Ultimate Ccn• ""'"18 

En tor ull solos to cu&tomurn thnt will 1 • 11 Nn, '1 

huutinu oil in this stutu. Tho untrlllG in v · """" 1•.). 
ond (d) oro tho sumo os in itum (A) niH>V" : ;,., \CIIIII 
of nil column (c) ontrioa within ltom (ll) , .... t nq1111l 

100 porcont. 
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APPENDix A 

List of Standard State Abbreviations 

AL Alabama MT Montana 
AI< Alnska NE Nebraska 
AZ Arizona NV Nevada 
AR Arkansas NH New Hampshire 
CA Californio NJ New Jersey 
CO Colorado NM New Mexico 
CT Connecticut NY New York 
DE Dclawore NC North Carolina 
DC District of Columbia N D Nor;~t.:_:_h_::D:__::a~k:.::o_::ta::__ ____________ _ 

--------~6--~lorida.-----~-------eH--Ohio 
GA Georgia OK Oklahoma 
GU Guarn OR Oregon 
Hi Hawaii PA Pennsylvania 
ID Idaho PR Puerto Rico 
I L lllinoi~ R I Rhodo Island 
IN Indiana SC South Carolina 
lA lown SU South Dakota 
I<S Kumas TN Tennossoo 
I<Y l<ontucky TX Toxas 
LA Louir.iuna UT Utah 
ME . Maino VT Vormont 
MD Marylond VA Virginia 
MA Massachusetts VI Virgin Islands 
Ml Mic:higan WA Washington 
MN Minnnsota WV Wnst Virginia 
MS Mississippi WI Wisconsin 
MO Missouri WY Wyoming 
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APPENDIX E 

LETTER FROM FRANK ZARB TO CONGRESS 
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FEDERAL ENElZCY i\01\JlN!STR/\TION 
\\1ASIIINl~TON, D.C. 2o1r.1 

JUN 2 5 1976 
OFFICI: 01· 1 Ill: .\D~·' 1="1'> 11;.-\Tt >:, 

Honorable John D. Dingell 
House of H.epresc:m·tatives 
l\lashing·ton, D.C. 20515 

Dcai Mr. Dingell: 

'l'he Federal Energy Administratior1 (Fl.:A) ha.:; rccent:.ly been 
---a==skea.-f-or-a-cw-.tt-i-o:l.-a-l-i-n-fer-Ha-t:-iei'l.-Fe0-El±-6.i-ng-Lc:::;_con_tir:.s_en.c~:--_______ _ 

plan for middle distillate prices in the event 2nergy ~ctions 
3 and 4 are not disapproved by the Consress. '::~he 1~e::· elements 
of the contingency plan are: 

a quick response 1-:-~onitoring system. tlwt: v.'ill cor:1;_:are 
actual prices on a weekly basis with cstiDates of 
what they would have been if regulatory co~trolj 
were still in effect; 

a series of autoE!atic steps that:. will imrnec~iatcl·: 
unfold if prices in t~w decontr.olle:C Darke t e:-:cc~d 
by 2 cents the estimate of what they would nave been 
With continued controls; and 

------an-em~~gQncy-allo_c_i:l_:'ciDJJ · ~_;ys teri>. to iL:-;ure 'cLz:'c ·no 
marketer loses his suJplies wit~out a~equate time 
to arrange a new supplier. 

Each of these aspects of·the overall plan 1s explained in 
greater detail in the follO':.ving. 

The price monitoring system will include not only the compre
hensive statistical reporting syster•s that PEA has in place, 
but:. also a telephone survey of scidntifically selected samples 
of jobbers and dealers and of those refiners account.ins for 
a majori·ty of mic:iule dist:.illate production. \'Jith t~lCse 
mechanisms FEl\ will track price trenC:is at. the refinery, whole
sale, and retail levels on a monthly basis during l~J.)ril throush 
Septcmb(~r and on a '"eekly basis during Oct.obcr through r:arch. 
From tl1is up-to-date data on price and sales volu@cs, F~A will 

.· 
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monitor price trends, both regional and national, and will 
make a weekly computation during the heating season of the 
weighted average price of middle distillates. 

This estir.1ate will be compared to a projection of what price 
trends would have been under continued regulation. This 
projection will be generated by taking into account three 
principal factors: 

(1) The current level and projected increase in the 
cost of crude oil under the provisions of the Energy Policy 
and Conservation Act and incorporating projections of the 
increased dependence on imports and imported crude prices. 

------ (2) An index that best reflects--the_incraas_e_d_c_o~s,_,.t,..,__,o"'-'f""-------
doing business for refiners and marketers. The specific 
index to be used will be selected after an evaluation of 
co1nments as to the appropriateness of alternative indices 
to be considered at the public hearings. 

{3) A seasonal pattern of price variations derived 
from an analysis of the years 1968 to 1972 inclusive. This 
will provide a long enough period of reasonable market 
conditions to establish an appropriate pattern of seasonal 
variations -to be expected without controls. 

We will have these two systems in place and operational by 
·the end of July this year as a resuJ t of an expedited rule
making. vie will, of course, begin immediately to collect 

---data from available sources and do our __ J;lreliminary com12uta·tions 
during the public hearings and rulemaking process so that 
we wo11ld have a·t least preliminary bench-mark values even 
before the end of July. 

Any time the estimate of actual prices exceeds -the projections 
of regulated prices by more than 2 cents per gallon, we will 
hold public hearings within 10 days to determine the causes 
of such an increase and to solicit con@ents on various actions 
necessary to restore average prices to levels at or below 
those reflected in the index within no more than one month. 

Among the options available to FEA for accomplishing this 
result are: reimposition of complete allocation and price 
controls over the entire industry, imposition of partial sets 
of allocation or price controls over the entire industry, 
im~:Josi tion of full or partial controls over certain secrr:1ents 
of-the industry, and m;dification of FEA's entitlement~ program 
to reduce the cost of imported middle disti1la·tes. In any 
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event, PEA will take within ten days of completion of the 
hearings such action as may be required to restore prices 
within a month to levels at or below those reflected in the 
index. 

We cannot, of course, specify in advance exactly what action 
we will take since we have no way of knowing what type of 
contingency may develop that will require corrective action. 
As you know, we see no p:;roblems in the market with supply 
or prices at the current time, but if some unforeseen probl.-~m 
does develop we can and will fashion an appropriate remedy 
immediately. Since no single action can appropriately 
respond to all contingencies, it is far better to base the 
action on the facts and circumstances at the time so as to 
be sure that it \vill remedy the 2roblem with the le_as_t_in.:t_er._-_______ _ 
ference with other objectives. It would be both unnecessary 
and unwise, for example, to reimpose controls over the entire 
industry if we found that the price increase problem was 
limited to the refining sector. Even then, depending on 
why refinery prices were rising, it might be more effective 
to grant entitlements to distillate imports than to reimpose 
price controls on refiners and run the risk of reducing 
production. 

·i:o as::>ure i::I1cti:. Hv mctLh.c: L.er is place:d i:r:. u. pG::;i tic~ cf ::-:.ct 
having a reasonable time to arrange for supplies, PEA will 
promulgate a proposed rulemaking immediately after the exemption 
is effective to establish a "set-aside" reserve of supply 
that would be used throughout the coming heating season for 
assignment to -those few marketers who are temi:Jorarily__..u..,.n'"Ca..._b=l,_..e.___ ______ _ 

-to find a supplier after demonstrated good faith efforts 
to do so. Such marketers would be assigned as much as their 
currently authorized base period volumes from the PEA set
aside for up to 90 days if required to permit them to make 
their own supply arrangements or for longer if required to 
preclude hardship to consumers. This provision, expected 
to be used only infrequently, provides a "safety net" to 
preclude the process of decontrol itself from imposing unduly 
sudden transitions on any individual marketer. By giving 
him a reasonable time to locate a willing supplier, it assures 
him a fair chance to make his own \vay in a free market. 

PEA will continue to monitor and report to Congress on market 
share trends in the industry. In the event of sharp swings 
in market shares or widespread problems of supply cutoffs 
that appear to be contrary to the Emergency Petroleum Allo
ca-tion Act (EPA.i-'""'1.) objective of preserving the competitive 
viability of the independent sector of the industry, FEA 
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will immediately convene public hearings to determine the 
necessity for reimposing controls or if required will take 
whatever emergency action is deemed appropriate before con
vening hearings. 

: ,.. 

In any case, you may be assured that FEA is fully cognizant 
of its responsibilities under the Emergency Petroleum Allo-· 
cation Act and that it will take whatever action is required 
to see that the objectives set out in that Act are in fact 
realized to the maximum practicable extent. 

I hope you find this information helpful~ 
further assistance, please let me know. 

Sincerely, 

If I can be of 

·-···-----------------------
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February 1978 

United States 
Department of Energy 

Energy Information 
Administration 

Washington, D.C. 20461 

Heat1ng 01 Pnces and Magns 

(AcMlnce Reloose) 

Preliminary statistics for February from the Energy Information Administration's 
(EIA) revised survey of No. 2 heating oil sellers indicate that average residential 
heating oil prices nationwide (Table 1) rose from 48.5 cents per gallon in January 
1978 to 48.7 cents per gallon in February 1978. In New England (Region 1), the New 
York-New Jersey area (Region 2), the Mid-Atlantic area (Region 3), and the Great 
Lakes area (Region 5), which are the regions with the most residential heating oil 
sales, prices increased respectively from 49.4 to 49.5; 49.2 to 49.4; 48.1 to 48.4 
cents per gallon in the first three regions; and remained stable in Region 5 at : 

----~o6-.-4-c-lmt·s-p·er-gat-lon,•·-~---------------------------------------

Prices of No. 2 heating oi1 sales by refiners to resellers and retailers (Table 2) 
fell nationwide by 0.4 cent per gallon from 36.8 cents per gallon in January to 
36.4 cents per gallon in February. In Region 1, refiners decreased these prices by 
0.4 cent per gallon. Refiners' average gross margin for sales to resellers and 
retailers, which is the average selling price minus the average costs of crude oil 
and purchased No. 2 heating oil, fell nationwide by 0.8 cent per gallon from 7.3 
cents per gallon in January to 6.5 cents per gallon in February. In Region 1, 
refiners' average gross margin decreased by 0.9 cent per gallon. 

Prices of sales by resellers to retailers and other resellers (Table 3) fell nation
wide by 0.3 cent per gallon from 37.8 cents per gallon in January to 37.5 cents per 
gallon in February. In Region 1, price~ decreased by 0.1 cent per gallon. Resellers• 
average gross margins increased from 1.5 to 1.6 cents per gallon from January to 
February. 

Average gross margins for sales by resellers and r~tailers to residential users 
-(Tab-l:e-4-)-tnc reas ed-by-0..-5-cent-per-ga-1-lon-nat-ionw-ide.-Res-ident-ia-1-p r-ices-f.o 1"'----------------

selected states are shown in Table 5. 

Table 1. Average Residential Heating Oil Prices 

DOE Region 
1 
2 
3 
4 
5 
6 
1 
8 
9 

10 
National 
Average 

Average Residential Price 
January 1978 February 1978 

49.4 49.5 
49.2 49.4 

R48.1 48.4 
R47.5 47.7 
R46.4 46.4 

N/A N/A 
44.5 44.8 

R45.2 45.5 
R44.7 45.5 

47.4 47.3 

R48.5 48.7 

NOTE: Data for regions marked N/A (Not Available) in all tables are not published 
in order to prevent disclosure of individual company proprietary information, Large 
differences between published regional averages and the national average may occur 
because prices and margins of firms in these regions are included in the national 
average. 

Prepared liay 1 1 1978. in the Of flee of Energy Data and lntcrpretat~9J\• 
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Tabl~ 1. k~ftners" H~atlnK Oil Sales tu ~eselleru and Retailer•: 
Average Pricl!s .Jnd Gros:> :largin:< 

Refin .. rs' 
Avera& .. Price Avcrage G ro~s H.u & in 

DOE Region Jan. 19711 Feb, 1978 Jan. 19 7 8 Feb. 1978 
I J1, l J6.9 7. 7 1>.8 
l )1, J )11.9 8.0 7.2 
) 31. II )7.) R8.4 7.6 
4 a 36.8 J6, II R 7 .o 7.1 
5 311.9 ](). 7 R6.8 11.6 
6 )J, 7 )2,, R3.8 2.8 
7 )fl. 5 ,6,2 R6.8 5.6 
8 )1.1 )7.) R 7, 5 7.1 
9 J4 .1 n.5 N/A N/A 

10 R 311,2 J6.0 R7.2 6.6 
National 
Average R 36,8 36.4 R 7. 3 6.5 

R . Revised. 

Table ), Resellers' and Retailers' Heating Oi1 Sales to Other Resellers and 
'Retailers: Average Prices and Gross Hargins 

Resellers and Retailers' 
Average Price Average Gross Hargin 

DOE Region Jan. 1978 Feb. 1978 Jan. 1978 Feb. 1978 
1 37.9 37:8 --Rl. 5 1~ 

2 ]8.1 37.6 1.8 1.9 
3 )8. 7 38.1 Rl.4 1.4 
4 fl37.9 38. 9 Rl.l 1.6 
s fl37.5 36. 2 1.5 1.2 
6 N/A :1/A N/A N/A 
7 N/A N/A N/A N/A 
8 N/A N/A N/A N/A 
9 N/A N/A N/A N/A 

10 N/A N/A N/A N/A 
National 
Average R J7. 8 37.5 R 1. 5 1.6 

R . Revised. 

Table 4, Average Gross Margins for Re~ellers" and ·Retailers' Sales of 
Residential Heating Oil 

DOE Region 
1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
National 
Avera e 

R • Revised. 

Nonrefiners' 
January 1978 

R 11.1 
11.3 

RlO. 2 
R9, 9 
R 8 • .3 

N/A 
R 7. 7 
R6.6 

N/A 
Rll,l 

10.5 

Average Gross Margin 
February 1978 

11.4 
11. 7 

-----1-o-;-7------------

10.4 
9.0 
N/A 
8.2 
6.6 
N/A 

11.4 

11.0 

Table 5. Average Kt>sld.-ntlal He~tlrl& Oil f-clce.; for Sr1 .. ct"d States 

Avera~<' Avera~e 

~~~~-!l..!!.L..!:_r_!_;__<:: R c s I d ,. n t I " I r r i r ~ 
Stat.. _r,,n. 1:1 r~~. 1~ ~tat•· --,-;;-;;-_-it\---y;:-~--

Al ask a -------R~i-: ~ ~ 1 .7--s-;~j~·;p-~-ht·r;_:---J\4~--4-<i--:4-
C on n e ct I cut 4 9. 9 ~0 • 1 lh·" J" r s "y R 4 8 , 6 4 8, 8 
De1avar•• 48.6 41:1.6 N"v Y<>rk K49.~ 49,6 
Washln~ton D.C. 49.0 4'1. 7 Ohi<> 4b. 7 46,6 
Idaho 44.0 44. ~ Ore~on 46,0 46,1 
Illinois R4~. 9 4~. 9 Pennsylv~nl.> 41!.1 41:1, ~ 
lndldna R46.9 41>.9 Rh<>de Island K49.8 49.5 
Halnr R49.0 48.9 V"rownt R~O.I:I ~ll.ll 
H.nyl.1nJ K48,0 41:1.0 VI rt:inl.l R41:1,0 411.5 
Hassachusrtts R49.0 49.1 W~shlngton R47.6 47.7 
:i 1 c h I g ,1 n 4 7. J 4 7. 3 ~<~•• s t VI r t: In 1.1 4 7 .ll 4 6, 6 
Minnesota R4~.1 4~.. \list"onstn 4S.6 4S.7 
R • Rt>vised. 

CRH J80SOS·00187 
(01\-.US/M( 78021 
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APPENDIX H 

SAMPLE DESIGN AND ESTIMATION PROCEDURES 

1. Sample Design for the EIA-9 System 

From the universe or sample frame, a stratified sample was drawn, and 

it is this sample which reports on the EIA-9 form. The stratification 

scheme splits the frame into categories, each category or cell being 

determined by two variables. The first variable is the size of the firm, 

determined by volume of sales in 1974; this variable splits the firms into 

five size strata. A sixth stratum was added in 1977, but is size-independent 

as it consists only of outlets divested by AMOCO at that time. The strata 

are set forth in Table H-1. 

The second variaple is location of firm by state. For any one 

location, a firm may fall into one of two categories: (1) local sales 

within its state; (2) multi-state sales within a region. A special case 

is firms selling nationally across reg~i~o~n~s~<~s~e~e~T~a~b~l~e~H=--=2~) ______________________________ _ 

2. Calculation 

Within each cell the firms were ranked by volume of ultimate sales 

th 
and then from a random start every n one was picked, 1/n being the 

sampling ratio for a given cell. The sampling ratio does vary between 

cells. The integer n will be referred to as the "sample weight," or 

"weight" for short. 
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TABLE H-1 
SIZE-STRATA VARIABLE DRAWN FROM THE SAMPLE FRAHE 

Stratum Company Annual Ultjmate Sales 

1 10,000,000 gallons and over 

2 5,000,000 - 9,999,999 gallons 

3 1,000,000 - 4,999,999 gallons 

4 200,000 - 999,999 gallons 

5 200,000 gallons and under 

6 New establishments 
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TABLE H-2 

LOCATION VARIABLE DRAWN FROM THE SAMPLE FRAME 
Code Region 

01 Boston - Single-state 

11 Boston - Multi-state 

02 New York - Single 

12 New York - Multi 

03 Philadelphia - Single 

13 Philadelphia - Multi 

04 Atlanta - Single 

14 Atlanta - Multi 

05 Chicago - Single 

15 Chicago - Multi 

06 Dallas - Single 

16 Dallas - Multi 

07 Kansas City - Single 

17 Kansas City - Multi 

oe Denver - Single 

18 Denver - Multi 

09 San Francisco - Single 

19 San Francisco - Multi 

10 Seattle - Single 

11 Seattle - Multi 

99 Multi-region 

,., 
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ANALYSIS 01:' Hm1E HEATING OIL PRICES 
FOR THE 1977-1978 HEATING SEASON 

EXECUTIVE SUMMARY 

JUNE 3 0, 19 7 8 

This report presents the factual findings of DOE's Office 
1/ 

of Fuels Regulation (OFR)- regarding No. 2 heating oil 

price data for the 1977-1978 heating season. OFR's analysis 

was based on data gathered ~y_ the_~_r:erg_y_ Information 

Administration (EIA) in connection with the current program 

to monitor the prices of horne heating oil. 

Following the exemption of middle distillates from price 

and allocation controls on July 1, 1976, the Department 

of Energy (DOE), then the Federal Energy Administration, 

monitored home heating oil prices, first with a retail 

price trigger (in the 1976-1977 heating season), then 

with a refiner index and wholesale/retail benchmarks (in 

the 1977-1978 season). For the 1977-1978 season, a sub-

committee of the Fuel Oil Marketing Advisory Committee, 

composed of representatives of consumer groups and the 

home heating oil industry, was created to advise DOE's 

OFR on the index and benchmarks, as well as on the market 

behavior of No. 2 heating oil. 

ll OFR is an office within the Economic Regulatory 
Administration (ERA) of DOE. 
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OFR analyzed average prices and gross margins and compared 

them to the appropriate index and benchmarks designed for 

that purpose. In addition, OFR also assessed the refiner 

index and benchmark methodologies. 

Prices 

The price findings address all levels of the heating oil 
2/-- -~-------------------

distribution chain.- Specifically, f~om the month of June 

1977 through March 1978, OFR found that: 

e The average price paid by residential 
customers increased 5.2 percent; 

e The average increase in the prices 
wholesalers charged other wholesalers 
and retailers was 1.6 percent; 

• The average increase in prices that whole
salers paid refiners was 1.4 percent; and 

e The refiner index was marginally exceeded 
-----------twice auri~fne-neating season ana;-,~o~n~-----------------------

average, refiner prices to wholesalers 
were below the guideline. 

Average gross margins (selling price minus purchase price) 

were analyzed for retailers, wholesalers, and refiners. 

In addition, the average retail and wholesale margins were 

compared to guideline benchmarks. For the period from 

June 1, 1977 through March 31, 1978, OFR found that: 

~I The main report discusses OFR's findings in detail, 
and contains appropriate exhibits showing the data 
used. 
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• On a national basis, average retail gross 
m a r g i n s i n c r e a sed 1. 3 c en t s per--g a 11 0 n ' 0 r 
13.3 percent. 

• On a regional basis, retail gross margin 
increases approximated-the-national average, 
with the exception of Region 3, where the 
increase was 1.8 cents per gallon. 

o At the retail level, average gross margins 
generally-conformed to retail benchmarks, 
with the exception of Reg ion +0-, -i-n-w-h-i-ch--------- -----
the benchmark was exceeded during the entire 
heating season. 

• On a national basis, average ~b~les~!e 
gross margins remained relatively constant, 
actually decreasing by 0.2 cents per gallon. 

e On a regional basis, average wholesale gross 
margins exhibited significantvariations 
compared with benchmark calculations. 

• At the wholesale level, average g_r_os_s margins,____ ________ _ 
did not-correspond to benchmarks as consistently 
as they did at the retail level. Average gross 
margins in Region 1 exceeded the benchmark in three 
of the five heating season months, and gross margins 
in Region 3 exceeded the benchmark in every month. 
The national average exceeded the benchmark twice, 
in January and February. 

o On a national basis, refiners average gross 
margins remained stabi~-showing a slight 
decline from June 1977 thro~gh March 1978. 

• For the majority of regions, refiners ~verage 
gross margins fluctuated between-arlincrease 
and a decrease of 0.6 cents per gallon from 
the base margin. 
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~!!9.!Yl_!c Co_!]st~~i_.']l~ 

The usefulness of the index and the benchmarks is 

limited by methodological and data problems some 

of which are inherent in the calculation of averages. 

The index is limited by: 

• Several methodological constraints (e.g., 
base month distortion, purchased product 

-------=c=o-=-s t-arloc ari-otl"s,--i-IYv-ent-o-ry-c-o_s_t_a cc-um-~:rl-a- ·----
tion timing), which combine to limit its 
single-month comparison value; and 

• The lack of refinery yield data and non
product cost data, which limit the use of 
the index for single-month comparisons. 

The benchmarks are limited by: 

e An inability to disaggregate gross margin 
data into individual nonproduct costs in 
order to explore specific margin fluctua
tions; 

• The use of a data reporting system not 
primarily designed to monitor average 
gross margins; 

• The use of historic seasonality factors 
which cannot be used definitively to 
compare average gross margins against 
the benchmark methodology; and 

o The significant variations in the generally 
small wholesale margins, which limit the 
application of the wholesale benchmark 
for single-month comparisons. 

A discussion of each of these points is presented in the 

following chapters. 
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CHAPTER I 

INTRODUCTION 

More than 16 million homes in the United States use middle 
1/ 

distillate as a primary energy source for heating.- These 

homes are served by 7,000 to 8,000 independent marketers, 

both wholesalers and retailers, who receive their product 

___ f_r_Qrn_r_e_f_i_n_e_r_s_. Refiners also sell a smal~_E_ortion of their 

home heating oil directly to residential consumers. Horne 

heating oil is normally resold several times between pro-

duction at a refinery and delivery to a consumer. 

The middle distillate segment of the petroleum industry 

consists of refiners, wholesalers and retailers. The product 

does not always flow directly from the refinery to wholesaler, 

to retailer, to residential consumer. Refiners typically 

sell a large part of their heating oil production to whole-

salers in bulk quantities. They also sell lesser amounts 

to retailers and consumers. Most wholesalers sell directly 

to retailers, although a lesser portion of the product is 

sold directly to residential consumers. Retailers sell to 

consumers. 

!/ Middle distillates include heating oil (No. 1 and No. 2) 
kerosene, range oil, stove oil and diesel fuel (No. 1 
and No. 2). This report is concerned primarily with 
that portion of middle distillates that is eventually 
sold as No. 2 heating oil to homeowners. 
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Refiners often sell to one another, .Js do wholesalers and 

retailers. (A schematic representation of the structure of 

the home heating oil industry appears in Exhibit I-1.) 

As a result of these complex relationships, the reported 

prices approximate the average of transactions of all types 

at the stated market level rather than the prices charged 

by any particular firm for a specific type and volume of 

sale. 

Following the July 1, 1976 exemption of middle distillates, 

including No. 2 heating oil and No. 2-D diesel fuel, from 
2/ 

price and allocation controls-, the Federal Energy Adminis-

tration (FEA) instituted a system for monitoring, nationally 

and regionally, the actual average prices of No. 2 heating 
ll 

oil to ultimate consumers. For the 1976-1977 heating season, 

FEA compared actual national and regional retail prices of 

No. 2 heating oil to estimates of what these prices would 

have been had regulatory controls remained in effect. These 

estimates included a flexibility factor of 2 cents per gallon. 

~/ 41 FR 41155, September 21, 1976; 42 FR 9415, 
February 16, 1977. 

11 41 FR 24518, June 16, 1978. 
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EKhibit 1.1 

Structure of the Heating Oil Industry 

Foc:,eign Domestic Foreign 
Ctude Ctude Product 

----- ·- -· --·--- -----~-· ----- ---- -- -------- ----- -- ·-·- ··-~---······---·-

ir,lv , 
r.-

Refiner r.- Deep-Water ..... Terminal 

~ '"' 
Wholesaler 

n 

Retlliler 

,, ,.,, .,t;, 
Residential 

User 

SOURCE Economic Regulatory Administration, Office of Fuels Regulation. 
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In July and August 1977, fEA held regional and national 

hearings to specifically consider what action, if any, 

should be taken with respect to the middle distillate market. 

In light of the statements presented at these hearings and 

written comments received, FEA decided not to reimpose price 

controls on middle distillates but to continue to monitor 

middle distillate prices. 

4/ 
On September 30, 1977,- FEA issued a proposed system to 

monitor middle distillate prices. Under this system, FEA 

proposed to survey the prices of No. 2 heating oil and 

to develop and publish national and regional indices for 

residential sales of No. 2 heating oil. 

Following an analysis of the comments on this proposed 

system, which disclosed the need to provide a more com-

prehensive and equitable method of tracking heating oil 

prices from refiners to residential consumers, FEA revised 

the original proposal to include development of: 

~ A refiners' index price for sales to wholesalers 
and retailers; 

A benchmark gross margin for wholesalers' 
reflecting marketing costs and reasonable 
rates of.return on investment; and 

~/ 42 FR 54444, October 6, 1977. 
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A benchmark gross margin for retailers' sales 
to residential consumers. 

5/ 
Subsequently, the Department of Energy (DOE)- designed 

a program for monitoring the price and gross margin of 

No. 2 heating oil at each point in the distribution system 

refining, wholesaling and retailing -- for the 1977-1978 
6/ 

heating season.- Under this program, DOE's Energy 
--------------- --~ --------- --- ---- ---- --- ----------------- -- -- ------- --- -- ~- -------··-------······---·-· 

Information Administration (EIA) expanded the number of 

firms in its survey of sellers of No. 2 heating oil to 

obtain statistical estimates of residential prices for 

selected states and DOE regional classifications (see 

Exhibit I-2). In November 1977, the EIA began publishing 

monthly information on average prices and gross margins 

for the refining, wholesaling, and retailing segments 

of the industry which were computed from sellers' prices 

and costs of heating oil purchases provided by the firms 

in the survey. 

To help it evaluate the performance of the market and the 

adequacy of the benchmarks and index as an explanation 

of market behavior, ERA appointed a Middle Distillate 

Monitoring Subcommittee of the Fuel Oil Marketing Advisory 

~I DOE assumed the functions of FEA effective October 1, 
1977. 

43 FR 2917, January 20, 1978. 
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Committee in January 1978. The Subcommittee, which was 

composed of representatives of industry, consumer organi-

zations, and state energy offices, provided DOE with advice 

on a number of key issues that affect the middle distillate 

market. However, the Subcommittee was unable to advise 

DOE sufficiently on market performance and on the refinement 

of the index and benchmark methodology. Specifically, because 

early Subcommittee sessions focused on possible liability, 

under antitrust law, of some members of the Subcommittee, 

attention was diverted from the task of advising ERA on the 

enhancement of the methodologies. Moreover, the Subcommittee 

was unable to arrive at a consensus on the reasonableness 

of prices charged and the causes of price increases. 

DOE's Office of Fuels Regulation (OFR) performed analyses 

of the heating oil price data gathered by EIA. OFR's findings 

on the behavior of prices and margins for home heating oil 

during the 1977-1978 heating season reflect the market trends 

that have historically characterized the industry. 
21 

21 No widespread shortages were experienced during the 
1977-1978 heating season. Therefore, OFR concluded 
supplies of home heating oil were adequate to meet 
demand. However, for those interested in the statis
tical information on supply, summary information is 
provided in Appendix A. ,_. 
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The data provided to OFR by EIA consisted of the following: 

For sales of No. 2 heating oil by refiners to intermediate 

customers (i.e., wholesaler~, retailers, and wholesalers/ 

retailers), EIA provided national and regional data on the 

average price, the range of prices, and the average gross 

margin (i.e., the difference between the weighted average of 

selling prices to intermediate customers and the weighted 

average cost of purchased product and crude oil for each 

refiner). For sales of No. 2 heating oil by nonrefiners 

to intermediate customers, EIA provided national and regional 
-

data on average prices, the range of prices, and the average 

gross margin. For residential sales of No. 2 heating oil, 
8/ 

EIA published national, regional and state-level- prices 

and national and regional average gross margins for non-

refiner firms selling to residential users. 

Using these data in conjunction with the refiner index and 

benchmark methodologies to analyze heating oil market 

behavior, the OFR found that nationally, from June 1977 

through March 1978: 

• Price increases ranged from 5.2 percent at the 
retail level to 1.4 percent at the refinery 
level, with no significant excesses noted in 
the refiner index; 

~/ For those states with significant sales of No. 2 
heating oil. 
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Large market fluctuations precluded consistently 
meaningful comparisons between benchmarks and 
average gross margins on a monthly basis; and 

Although the index and' benchmarks were, in fact, 
calculated and compared with averag~ prices and 
gross margins, both tools were constrained 
by methodological and data limitations, some 
of which are inherent in the calculation of 
averages. 

Each of these overall findings is expanded upon in the 
9/ 

remainder of this report.- Specifically, Chapter 2 

discusses No. 2 heating oil prices at the various points 

in the distribution chain. These prices are compared with 

~/ The Federal Re~l~~ notice which adopted the 1977-
1978 home heat1ng 011 monitoring system provided that 
MA final report will be made on or before June 30, 
1978, detailing procedures for the calculations of 
benchmarks for No. 2 heating oil at the wholesaling 
and retailing levels and containing benchmarks for 
each month of the current heating season based upon 
this procedure." It also provided for a study of 
the marketing of No. 2 heating oil by wholesalers 
and retailers during the current and prior heating 
seasons so that trends within the heating oil 
industry can be identified and their impact on the 
goals of the Emergency Petroleum Allocation Act of 
1973 (EPAA) can be analyzed. This report is sepa
rate and distinct from that study which will be 
developed by an independent contractor and will 
include not only the causes of any price increases 
for No. 2 heating oil but also the nature and in
tensity of competition in the heating oil market 
and the economic viability of various sectors of 
that market. 
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the refiner index price derived from the methodology ERA 

used to estimate what refiner prices to wholesalers would 

have been if controls had been in effect for middle dis

tillates during the 1977-1978 heating season. Chapter 3 

presents the average gross margins with the benchmarks 

developed by OFR to serve as reference points. Chapter 4 

summarizes the methodology used in this evaluation, and 

assesses the sufficiency of the data and analytical tools. 
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1917-1~78 HEATING OIL PRICES 

In examining the price behavior of No. 2 heating oil for 

the 1977-1978 heating season, OFR found that: 

• The average price paid by residential customers 
increased 5.2 percent between June 1977 and March 
1978; 

The average increase in the prices wholesalers 
charged other wholesalers and retailers was 1.6 
percent7 

The average increase in prices that wholesalers 
paid refiners was 1.4 percent; and 

• The refiner index was slightly exceeded twice 
during the heating season and, on average, 
refiner prices to wholesalers were well below 
the guideline established by the index. 

Residential Customer Prices 

Data from the EIA survey of sellers of No. 2 heating oil 

indicate that nationwide suppliers increased residential 

heating oil prices on the average 2.4 cents per gallon 

(5.2 percent). The average national residential price 

increased from 46.2 cents per gallon in June 1977 to 48.6 

cents per gallon in March 1978 (see Exhibit II-1). The 

average price increases for Region 1 (New England), Region 2 

(New York-New Jersey), and Region 3 (Mid-Atlantic), which 

account for roughly 80 percent of u.s. residential heating 
1/ 

oil sales,- were 2.4 cents, 2.4 cents, and 2.6 cents per 

11 Regions 4, 6, 7, 8, 9 and 10 account for approximately 
10 percent, by volume, of the residential home heating 
oil sales. 
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Exhibit 11.1 

Prices to Residential Customers• ·c ~ 

(cents per gallon} 

DOE 1977 1978 Change: June to March 

Region Jun Nov Dec Jan Fab Mar Actual Percent , 47.0 48.5 48.9 49.4 49.5 49.4 2.4 5., 

2 46.9 48., 48.6 49.2 49.3 49.3 2.4 5., 

3 45.8 47.0 47.5 48.1 48.4 48.4 2.6 5.7 

4 44.9 46.1 46.6 47.5 47.6 47.7 2.8 6.2 

6 44.9 45.7 46.1 46.4 46.4 46.5 1.6 3.6 

6 n/a n/a n/a n/a n/a n/a n/a n/a 
7 43.0 44.2 44.5 44.5 45.2 44.4 1.4 3.3 
8 44.5 45.4 45.7 45.2 45.5 45.0 0.5 1., 
9 42.3 44.9 44.5 44.7 45.6 47.0 4.7 ,, 

10 46.4 47.4 47.3 47.4 47.5 47.7 1.3 2.8 

u.s. 46.2 47.6 47.9 48.5 48.6 48.6 2.4 6.2 
average 

SOURCE: Energy Information Administration. 

•March data are preliminary. 

~~---~ 
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gallon, respectively. These were among the highest price 

increases observed. The price increase in Region 5 (Upper 

Mid-West), which accounts for about 10 percent of residential 

heating oil sales, was 1.6 cents per gallon (about 3.6 

percent), and was among the lowest of the price increases. 

Wholesale Prices to Wholesalers and Retailers 

Prices on sales of heating oil by wholesalers and retailers 

to other wholesalers and retailers increased nationwide by 

0.6 cents per gallon from June 1977 to March 1978 (see 

Exhibit II-2). This represents a price increase of about 

1.6 percent. The highest price increase noted in this 

category was 1.0 cents per gallon (2.7 percent) in Region 1. 

In Region 4 the price decreased by 0.9 cent per gallon, or 

2.3 percent. 

Refiner Prices to Wholesalers 

Refiner prices for sales of heating oil to wholesalers 

increased nationwide by 0.5 cent per gallon from June 

1977 to March 1978 (see Exhibit II-3). This is less than 

a 1.4 percent increase na~ionwide. 

Refiner sales to wholesalers include rack sales to distributors 

buying at terminals and refineries, deliveries by refineries 

to wholesalers with some storage capabilities, and bulk 

sales by pipeline and vessel. The average price increases 
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Exhibit 11.2 

Wbolesalers' Prices to Rcsellers and Retailers• 
(cents per gallon) 

------

DOE 1977 1978 Change: June to March 

Region Jun Nov Dec Jan Feb Mar Actual Percent 

1 36.6 37.5 37.9 37.9 37.7 37.6 1.0 2.7 
2 37.0 37.5 37.7 38.1 37.4 37.4 0.4 1.1 

3 37.5 38.4 38.4 38.7 38.2 38.4 0.9 2.4 

4 39.0 39.0 39.0 37.9 38.7 38.1 (0.9) (2.3) 

6 36.3 36.9 37.5 37.5 36.3 36.3 0.0 0.0 
6 n/a n/a n/a n/a n/a n/a n/a n/a 
7 n/a n/a n/a n/a n/a n/a n/a n/a 
8 n/a n/a n/a n/a n/a n/a. n/a n/a 
9 n/a n/a n/a n/a n/a n/a n/a n/a 

10 n/a n/a n/a n/a n/a n/a n/a n/a 
u.s. 
average 36.4 37.0 37.5 37.8 3-7.5 37.0 0.6 1.6 

SOURCE: EneriJY lniormation Administration. 

•March data are preliminary. 
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Exhibit 11.3 

Refiners' Prices to Wholesalers* 
(cents per gallon) 

DOE 1977 1978 Change: June to March 

Region Jun Nov Dec Jan Feb Mar Actual Percent , 35.8 36.7 37.1 37.3 36.9 36.9 1.1 3.1 

2 35.7 36.6 36.9 37.3 36.9 36.7 1.0 28 
3 36.6 37.1 37.4 37.6 37.4 37.2 0.6 1.6 

4 35.9 35.8 36.3 36.8 36.9 36.0 0.1 0.3 
6 36.1 36.9 36.8 36.9 36.7 36.5 0.4 1.1 

6 33.4 33.8 33.8 33.7 32.6 32.8 (0.6) (1.8) 

7 35.7 36.3 36.5 36.5 36.1 35.8 0.1 0.3 

8 35.3 36.5 36.7 37.1 37., 36.6 1.3 3.7 

9 35.0 35.7 35.8 34., 35.0 35.0 0.0 0.0 

10 35.5 36.2 36.3 36.2 36.0 35.9 0.4 1.1 

u.s. 35.6 36.3 36.6 36.8 36.4 36.1 0.6 1.4 
average 

SOURCE: Energy Information Administration. 

•March data are preliminary. 
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in Regions 1, 2, and 3 were 1.1, 1.0, and 0.6 cent per 

gallon, respectively. The average refiner price increases 

in other regions were small, ranging from 0.1 cent to 0.4 

cent per gallon except for Region 8 (Rocky Mountain), where 

prices rose 1.3 cents per gallon. In Region 6 (Southwest), 

prices declined by 0.6 cent per gallon. 

To estimate the average price refiners would have charged 

wholesalers if price controls had been in effect for the 

period June 1977 to June 1978, a refiner index was 

developed. The index calculated the increased costs 

of crude oil, purchased product and nonproduct costs, 

as well as unrecouped costs from previous months. These 

average cost increases were added to the weighted average 

June 1977 price for sales of No. 2 heating oil from 

_I_e_LineJLs_t_o~ther su~E~l~i~e~r~s~·~--------------------------------------------

The actual average refiner price to wholesalers was 

compared with the refiner index for the period July 1977 

through March 1978. Over that period, actual prices 

exceeded the index twice: by 0.1 cent per gallon in 

December 1977 and by 0.2 cent per gallon in February 1978. 
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In all other months, the actual price was equal to or below 

the refiner index price (see Exhibit II-4). 

When the allowable cost increases were compared with cost 

increases recovered for the period July 1977 through March 

1978, refiners had an estimated $1.68 million of costs left 

that could have been passed through. Exhibit II-5 presents 

this calculation. 



Price 
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Ekhibi! 11.4 

National Average Refiner Price to Wholesalers 
Compared to Refiner Index 
(cents per gallon) 

.,. . .. 

o L--••--~••---oo----.o --<•..._ ~---oe>----te~--.. 
Jul 
1977 

Aug Sep Oct Nov 

- • - • Actual price 

--- Index price 

(}{ :':' J Under-recoveries 

IIIIIIIIIIIIIIIJ Over-recoveries 

Dec Jan · Feb Mar 

1978 

SOURCE Economic Regulatory Administration. Office of Fuels Regulation 

• March data are preliminary. 
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Calculation of Net Under-Recovery oy liefiners 
For The Period July 1977 Through March 1978 
Using the May Base Scenario* 

---------

Sale~ of heating oil to non-ultimate 
consumers: 

Increased costs available for pass-through 
in March 1978 (cents per gallon): 

Crude oi! 

Nonproduct 

Purchased product 

Available bank •• 

Total 

2,628.46 million gallons 

.486 

.390 

-.042 

-.270 

.564 

2,628.46 million gallons times .54 cents per gallon= 

14.82 million dollars in available costs 

Increased cos1 recovery during Match 1978 
(cents per gallon): 

Actual price, March 1978 

Actual price, June 1977 

Difference 

36., 

35.6 

0.5 

2,628 46 million gallons times .5 cents per gallon= 

13.14 million dollars in cost recovery 

14.82 million dollars in costs available for pass through less 

13.14 million dollars in costs actually recovered.= 

1.68 million dollars in under-recovery 

SOURCE Economic ROQulatory Administration. Offoce of Fuels R£Y,Julation 

• See Chapter IV for expler\Btion. 

•• Cumulative over-recovered costs through end of February. 
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CHAPTER III 

1977-1978 HEATING OIL GROSS M!\HGINS 

Understanding the reasons for variations in residential 

heating oil prices requires isolating prices at all 

points in the distribution chain. For purposes of OFR's 

evaluation, these points are the retail level, defined 

as all sales to residential accounts; the wholesale level, 

defined as all sales to intermediate customers by wholesalers 

and retailers; and the refiner level, defined as all sales 

to intermediate customers by refiners. 

Price variationsp at all levels of the distribution chain 

are normally the result of changes in purchased product 

costs or in gross margins. As previously stated, gross 
---------------------------

margin is the selling price minus the cost of purchased 

product (or the average cost of crude and purchased product, 

for refiners), and includes both nonproduct costs and profit. 

To evaluate levels of average gross margins, benchmarks 

were established for comparison purposes. Benchmarks 

are a useful analytical tooL because they indicate general 

margin trends and identify abnormal regional changes. 
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Benchmarks are more useful when they are compared with 

average gross margins on an annual or seasonal basis 

as opposed to a month to month comparison. (The con-

straints involved in using benchmarks as an analytical 

device are discussed in more detail in Chapter IV.) 

A review of average gross margin data and a comparison of 

the benchmarks with these margins allowed OFR to determine 

certain aspects of market behavior. Specifically, for the 

period of June 1977 through March 1978, OFR found: 

• Retail gross margins 

- On a national basis, the average increase 
in retail gross margins was 1.3 cents per 
gallon, or 13.3 percent. 

- On a regional basis, average retail gross 
margin increases were not substantially higher 
than the national average, with the exception 
of Region 3 where the increase was 1.8 cents 

____________ p~gallo~n~·------------------------------------------------------

- The average gross margins were generally close 
to or below the benchmarks, with the exception 
of Region 10. 

• Wholesale gross ~argins 

On a national basis, average wholesale gross 
margins remained relatively constant, actually 
decreasing by 0.2 cent per gallon, or 14.3 
percent. 

On a regional basis, average wholesale gross 
margins varied considerably from benchmark 
calculations. 
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The average wholesale gross margins did not 
correspond to benchmarks .1:; con~;i:;tc;nt:ly as 
they did at the retail level. Gross margins 
in Region I exceeded the benchmark in 3 of 
the 5 heating-season months, while gro~s 
margins in Hegion 3 exceeded the benchmark 
in every month. The national average exceeded 
the benchmark twice, in January and February. 

• Refiner gross margins 

On a national basis, average refiner gross 
margins remained relatively stable. 

Most regions experienced marginal changes in 
refiner gross margins ranging from an increase 
of 0.6 cent per gallon to a decrease of 0.6 
cent per gallon. 

Nationally, average retail gross margins increased by 

1.3 cents per gallon from June 1977 to March 1978. On 

a regional basis, increases in averaqe gross margins 

ranged from 0.5 cent per gallon in RegiQD 7 to 1.8 cents 

per gallon in Region 3 (see Exhibit III-1). In general, 

at the retail level, average gross margins increased 

gradually through the heating season. 

The national average gross margin stayed below the benchmark 

for the June 1977 to March 1978 period (see Exhibit III-2). 

The actual average margin increased 1.3 cents per gallon, 

whereas the benchmark increased 1.6 cents a gallon. For 

the period November through March, both the average gross 

margin and the benchmark increased 0.9 cent per gallon. 



E~thlblt 111.1 

Comparison of Actual Retail Gross Margins to Benchmarks* 
(cents pP.r gallon) I 

1977 1978 

June Decem~r Margin Change: 

DOE B<ne Period No.,ember January February March June to March 

Region Gross Margin Margin B.M. M~~in I B.M. Margin B.M. Margin B.M. Margin B.M. Actual Percent 

10.1 10.8 - 11.0 108 - 11.3 1 1. 1 - 12.0 11.5 - 11.7 11.4 - 1,. 7 1.3 12.9 
H 

2 10.4 10.9 - 11.3 11.2 - 11 6 11.3 - 12.3 11.6 - 12.0 11.9 - 12.0 1.5 14.4 H H 
I H w 3 9.1 9.8 - 9.9 10.0 - 10.2 10.2 - 10.8 10.7 - 10.5 10.9 - 10.5 1.8 19.8 l 0\ 

A 
4 8.6 9.2 - 9.8 9.4 - 9.9 9.9 - 10.0 10.3 - 10.6 10.2 - 10.4 1.6 18.6 

5 8.1 7.7 - 8.9 8.2 - 9.4 8.3 - 9.3 8.9 - 9.0 8.8 - 9.5 0.7 8.6 

7 7.0 7.2 - 7.7 7.1 - 8.1 7.7 - 8.1 8.5 - 7.8 7.5 - .8.0 0.5 7 . 
·' 

10 10.5 11.1 - 10.7 11. 1 - 10 8 11. 1 - 10.8 11.3 - 10.9 11.7 - 10.9 1.2 i 1.4 

u.s. 9.8 10.2 - 10.5 10.4 - 10.8 10.5 - 11.3 11.0 - 11.1 11.1 - 11.4 1.3 13.3 
neraqe 

SOURCE. Economic ReQulatory Administration. Office of Fuels Rbgulation [Benchmarks); 
Energy Information Administration (Margins) I 

NOTE: Data for regions 6. 8. and 9 were insufficient for statistically valid sampl~ 
In all months. 

• March data are preliminary. 
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Exhibit 111.2 

Comparison of Retail (Residential} Margins to Benchmarks• 
U.S Average 

Jun 
1977 

Nov 

-----Margin 

------ Benchmark 

-• · -~ee-----<~•:.-----.e 

Dec Jan Feb Mar 
1978 

SOURCE Economic Regulatory Administration, Office of Fuels Regulation 

• March data are preliminery. 
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Regionally, average gross margins generally remained below 

benchmarks except in a few regions. The benchmark was 

exceeded in Region 3 by only 0.2 cent per gallon in February 

and 0.4 cent per gallon in March. Average retail gross 

margins exceeded the benchmark during the entire heating 

season in Region 10. (This region accounts for less than 

3 percent of heating oil residential sales by volume.) 

Although the benchmarks were exceeded in Regions 3 and 7 

for two months and one month, respectively, the average 

margins for those regions were far below benchmarks in the 

preceding or following months. Moreover, where the bench

marks were exceeded, limitations of the benchmark methodology, 

rather than excessive increases in margins appear to be 

the cause. 

In Regfon ro-wnere tne-oencnmarRs were exceeoea-tn--a~~ 

heating season months, OFR had a special problem with the 

treatment of the seasonal factor in the benchmark calculation. 

A definite seasonal factor for the average gross margin in 

Region 10 could not be estimated due to the absence of a 

seasonal pattern over the estimating period, which was J~nuary 

1974 to March 1977. The OFR, therefore, did not include\a 

seasonal factor in the benchmark for Region 10. 
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~bQl.~~al~_.QE_~~~-!:1~2~.!:!.~ 

Wholesalers historically have operated on a gross margin 

of about 1.0 cents to 1.5 cents per gallon. Nationally, 

average wholesale gross margins remained about the same 

from June .1977 ( 1. 4 cents per. gallon) to March 1978 

(1.2 cents per gallon). On a regional basis, changes 

in average gross margins ranged from a decrease of 0.7 

cent per gallon in Region 5 to an increase of 0.3 cent 

per gallon in Region 3 (see Exhibit III-3). 

The national average benchmarks were exceeded in January 

and February, 1978, but only by 0.1 cent per gallon in both 

cases. However, average gross margins were above benchmarks 

on a monthly basis in a number of regions. In Region 1, 

the benchmark was exceeded from December through February. 
------

Once again, the actual margins were only 0.1 cent per gallon 

over the benchmark in December and January. In February, 

the benchmark was exceeded by 0.3 cent per gallon. 

However, the gross margin in Region 1 dropped 0.5 cent per 

gallon in March, to a level of 0.2 cent per gallon below 

the benchmark. In Region 3, the benchmark was exceeded 

by 0.2 to 0.3 cent per gallon in every month. This may 

be explained by a lower than normal margin in the base 

period. Specifically, for the June base period, the 
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Comparison of Actual Wholesaler Gross MargiJs to Benchmarks* 
(cenls per gallon) · 

1977 1978 

June I 
Margin Change: 

DOE Base Period November Oe~mber January February March June to March 

R~ion Gron Margin Margin B.M. Ma~gin B.M. Margin 
I 

B.M. Margin B.M. Margin B.M. Actual Percent 

1 1.4 1.4 - 1.4 1 s - 1.4 1.5 - 1.4 1.8 - 1.5 1.3 - 1.5 (0.1) (7.1) H 
. I 

H H 
2 1.7 2.0 - 1. 7 

1.41 
- 1.1 , .8 - 1.8 1. 7 ·- 1 .B 1.5 - 1.8 (0.2) ( 11.8) I 

H .p. 

3 1.2 1.5 - 1.2 1.4 - 1.2 1.4 - 1.2 1.4 - 1.2 1.5 - 1.3 0.3 25.0 I 0 
co 

4 2.5 2.6 - 2.6 2.9 - 2.6 1. 1 - 2.6 1.5 - 2.6 1.9 - 2.6 (0.6) (24.0i 

5 2.C 1. 7 - 2.0 1 ., - 2.1 1.5 - 2.1 1.2 - 2., 1.3 - 2.1 (0.7) {35.0j 

U.S. 1.4 1.3 - 1.4 1.2 - 1.4 1.5 - 1.4 1.6 - 1.5 1.2 - 1.5 (0.2) (14.3) 
aYerege I 

SOURCE. Economic Regulatory Administration. Office if FuLls Requlation (Benchmarks!; 
Ener9y lnformlllion Administration (Margins!. I . 

NOTE Data for regions 6. 7. 8. 9. and 1.0 were insufficient fqr statistically valid sampl~ 
in all months. 

"March data are r>reliminarv. 
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Region 3 gross marg{n was 0.2 cent per gallon below the 

the national average and lower than any other region. 

In a number of instances where the monthly gross margin 

exceeded the benchmark in a specific month, the gross 

margin was below the benchmark in either the preceding 

or succeeding months (see Exhibit III-4). 

Refiner Gross Ma~ins 

Nationwide, refiner average gross margins remained rela-

tively stable, showing a slight decline (with the exception 

of January 1978) from June 1977 to March 

1978 (see Exhibit III-5). Regionally, except for Region 6, 

Region 8, and Region 10, changes in gross margins were less 

than a cent, ranging from an increase of 0.6 cent per gallon 
- -- -----------------------

in Region 9, to a decrease of 0.6 cent per gallon in 

Region 4 and in Region 7. In Region 8, the sharp increase 

in the average March 1978 gross margin of 2.6 cents per 

gallon over the June 1977 base was due to a substantial 

decline in the cost of crude to one refiner who received 

a one-time reimbursement of entitlement costs. The sub-

stantial increase of 2.1 cents per gallon in Region 10 

was due to the fact that one refiner's crude oil purchase 

costs were unusually low in a single month. The decline 

in the average gross margin in Region 6, from June 1977 
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bhibit ..... 

Comparison of Wholesale Margins to Benchmarks• 
U.S. Average 

Jun 
1977 

Nov 

----Margin 
-·----Benchmark 

Dec Jan 
1978 

Feb Mar 

SOURCE: Economic Regulatory Aclminisvation, Office of Fuels Regulation 

• March data are preliminary. 
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Exhibit 111.5 

Refiners' Gross Margins for Wholesale Sales• 
(cents per gallon) 

DOE 1977 1978 Change: June to March 
----~--·--- --------~----

Region Jun Nov Dec Jen Fob Mar Actual Percent 
-------

1 7.0 6.9 7.0 7.7 6.8 7.2 0.2 2.9 
2 6.6 6.9 6.7 8.0 7.2 7.0 0.4 6., 

3 7.1 7.6 7.3 8.4 7.6 7.5 0.4 5.6 
4 6.9 5.9 6.6 7.0 7.2 6.3 (0.6) (8.7) 
6 6.7 7.0 7.0 6.8 6.6 6.4 (0.3) (4.5) 
6 4.4 3.2 3.6 3.8 2.8 2.9 (1.5) (34.,) 

7 5.7 6., 6.0 6.8 5.7 5., (0.6) (10.5) 
8 8.0 8.6 7.0 7.5 7.7 10.6 2.6 32.5 
9 7.0 7.2 n/a n/a 6.9 7.6 0.6 8.6 

10 6.5 7., 7.0 7.2 6.7 8.6 2.1 32.3 

u.s. 6.5 6.6 6.5 7.3 6.6 6.4 (0.1) (1.5) 

SOURCE: Energy Information Administl'lltion. 

•March data are preliminary. --- - ----------
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to March 1978, was due to a drop in refiners' prices 

in the Gulf Coast area and a general increase in crude 

costs. 

The refiner gross margin calculation was included in the 

monitoring system to identify whether residential price 

increases were attributable to gross margin expansion at 

the point of production or at subsequent points in the 

distribution chain. The refiner gross margin calculation 

served to identify a source of price increases. However, 

it was inadequate for evaluating refiner price increases, 

since gross margin increases could not be specifically 

allocated cost and profit components. Additionally, because 

of seasonal factors affecting the prices of products, 

m a r_g ins_on_ he_at_in_g_o_i_l_t_e n d to i n c r e a s e d u r in g-----'=t=-=hc:_e=----f=--=a~l-=1 ________ _ 

and winter months. 

Th~ regional disparity in refiner gross margin data may not 

necessarily reflect actual refiner gross margins in those 

regions because the calculations are based on national 

crude and nonproduct costs. DOE does not require refiners 

to report their costs of crude purchases by the regions in 

which their refineries are located, because much of the 

crude oil is processed in regions located apart from the 

major heating oil consumption areas. Therefore, in a 
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region where the average heating oil sellinq prices 

have increased at a rate greater than the national 

allocation of crude cost increases to No. 2 heating 

oil, an unusually high regional margin may appear. 

Because the regional margin is not calculated by 

using regional costs, the national gross margin is 

probably a more appropriate measure of refiners gross 

margins. 
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CHAPTER IV 

THE WHOLESALE AND RETAIL BENCHMARK 

AND THE REFINER INDEX SYSTEMS 

In Chapters II and III, OFR presented its factual findings 

with respect to average prices and gross margins, as well 

as its calculations of the wholesale and retail benchmark 

margins and the refiner index prices. It is therefore 

important to define and explain the use and the limitations 

of the refiner index and the benchmark methodology. 

The index and benchmarks serve as useful analytic~l tools 

by identifying general price and margin trends. However, 

the nature of the heating oil market makes it difficult to 

develop any statistical tool which accurately reflects 

short-run market behavior. Therefore, the index and bench-

marks were useful for an overall trend analysis and were 

intended to serve only as general guides in evaluating price 

and margin behavior over the heating season. 

Although the index and benchmarks were calculated and 

compared with average prices and gross margins (see 

Chapters II and III), both measurement tools were con

strained by methodology and data limitations--some of 

which are inherent in the calculation of averages. 
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Specifically, the limitations are: 

• For wholesale and retail benchmarks: 

The methodologies for developing benchmarks 
for wholesalers and retailers do not allow 
disaggregation of benchmark margins into 
specific cost components. 

The data reporting system was primarily 
designed to measure average prices, and 
did not collect nonproduct cost information 
because of intense industry opposition 
to such collection. 

Indicators of general inflation do 
not necessarily accurately measure 
increases in operating costs of 
wholesalers and retailers. 

The historic variation in seasonality 
factors reduces the predictability 
of retail margins and limits the value 
of the retail benchmarks for single-month 
comparisons. 

e For the refiner index: 

Sever a_l_m_e-th-o-do-1-o-g-i-c a-1-c ons tra-in ts 
(e.g., base month distortion, pur
chased product cost allocations, 
inventory cost accumulation timing) 
combine to limit its month-to-month 
reference value. 

The lack of refinery yield data and 
the lack of complete nonproduct cost 
data limit the use of the index to 
conduct monthly comparisons. 

Wholesale and Retail Benchmark 

OFR originally proposed two approaches in developing average 

gross margin benchmarks, both of which were based on June 1977 
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average gross margins, adjusted for seasonal variations 

and inflation. In the first approach, the individual 

nonproduct cost elements were disaggregated and individ

ually adjusted according to available cost indices or 

other appropriate factors. This approach would have per

mitted disaggregation and individual adjustment according 

to available cost indices and other appropriate cost-related 

factors. It would also have yielded a detailed analysis 

of price increases and would have reflected increases in 

different types of nonproduct costs. 

However, DOE was not able to obtain sufficient data 

to isolate and develop appropriate weightings for the 

individual nonproduct cost elements. The lack of necessary 

data and the resulting inability to determine the effect 

of nonproduct cost elements their effect on the proposed 

benchmark methodology were discussed with the Fuel Oil 

Marketing Advisory Subcommittee, which was not able 

to provide OFR with agreed upon recommendations. 

OFR thus adopted a second approach in which the overall 

gross margin was adjusted by a general cost index and a 

seasonal factor at the retail level (see Appendix C). 

Under this approach, two key factors were used to calculate 

the retail and wholesale benchmarks for each month. 
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The first factor used was the inflation index. For retail 

gross margins the June 1977 base period margin was inflated 

by the Consumer Price Index (CPI) for all items excluding 

food. Since heating oil retailers are generally small, 

labor intensive businesses, changes in the CPI are generally 

representative of cost variances at the retail level. 

On the other hand, the Wholesale Price Index (WPI) for 

Industrial Commodities was used to inflate wholesale 

margins. The WPI measures average changes in non-food 

commodities produced in the primary U.S. market and, 

thus, relates to the conditions under which wholesalers 

incur costs. Although general rates of inflation do 

not correspond directly to the heating oil industry, 

tb~Y were considered to be the most a~QrOQriate rates 

of measure. 

The second factor was a seasonal adjustment. Retail gross 

margins as well as prices of heating oil have historically 

exhibited seasonal fluctuations. During high-demand winter 

months, gross margins have increased to recover storage and 

capital costs incurred during the off-season. To calculate 

these seasonal fluctuations, OFR used available census 

regional and national data and the Census Seasonal Adjustment 

Program. Since census regions do not correspond to DOE 
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regions, seasonal adjustments for the various DOE regions 

were approximated. 

There are two primary limitations in using the seasonality 

factor. First, seasonal patterns are highly dependent on 

the market situation, which is influenced by both weather 

conditions and industry practices. Seasonal patterns for 

a given year may not be consistent with average trends of 

previous years. 

Second, the seasonality factor tends to dominate the move-

ment of the benchmark. On a monthly basis, the effect 

of seasonality is much greater than the effect of inflation 

on heating oil gross margin trends. 

Wholesale and Retail Benchmark Data Limitations 

The benchmarks were not designed to evaluate specific, 

individual wholesale or retail margin changes. Rather, 

they permit a broader evaluation of aggregate changes. 

The benchmarks do not permit disaggregation of the average 

price or gross margin changes that occur to evaluate 

individual firm prices and margin behavior. 

The data collected did not provide operating costs for 

resellers and retailers which are needed to evaluate 

increases in gross margins. No current data were 
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.!I 
available to permit estimating net margin. As a 

result, in order to calculate the wholesale and retail 

gross margins, the methodology used current month's 

purchased product costs. 

Because the adopted methodology for calculating the 

average gross margin reflected only current purchased 

produet costs, gross margins may be somewhat understated 

during periods of increasing product costs, and somewhat 

overstated during periods of decreasing product costs 

(see Exhibit IV-1). The differences in inventory accounting 

approaches, as well as the mix in inventory use versus 

purchased product in a particular month, can limit the 

value of a single month's comparison of actual gross 

margin against benchmark. 

The need for more precise data was even more apparent at 

the wholesale level. Because wholesale heating oil 

marketing operations vary considerably in size, from 

.!/ In order to evaluate nonproduct cost increa~.es of a 
particular firm a complete audit of that firm would 
be required. The resulting burden of auditing all 
firms would be heavy. OFR is of the opinion that 
this burden should only be imposed after large changes 
in the gross margins have been detected and statistically 
evaluated. 



1-53 

IV-7 

Exhibit IV. 1 

Sample Wholesale Operation 
Heating Oil Gross Margins 
(cents per gallon) 

Purchased Inventory Coat• 
Product Cost (total weighted 
(current month) average) 

November 1977 

Selling price 35.59 35.59 
Minus cost (35.03) (34.33) 

Gross margin 0.56 1.26 

December 1977 

Selling price 36.01 36.01 

Minus cost (36.67) (35.69) 

Gross margin (0.66) 0.32 

January 1978 

Selling price 36.03 36.03 

Minus cost 36.48 36.49 

Grou margin (0.45) (0.46) 

----------

February 1978 

Selling price 36.09 36.09 
Minus cost (35.80) (36.15) 

Gross margin 0.29 (0.00) 

March 1978• • 

Selling price 35.97 35.97 
Minus cost (36.081 (35.88) 
Gross JTlljrgin (0., 1) 0.09 

SOU ACE: Economic Regul111tory Administllltlon, 
Office of FU111s Reoulution. 

•Beginning in110ntory plu; purct\alwd product 
for the month. 

• •Preliminary data. 
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very large volume deepwater terminal operators to 

retailers who periodically wholesale much smaller 

volumes of product, gross margins and operating 

costs can vary considerably. Therefore, when gross 

margins for large and small wholesalers are combined, 

an average results which may be representative of 

neither. For instance average monthly gross margin 

fluctuations may be distorted by deepwater terminal 
operators' monthly fluctuations in sales volumes. 

The Refiner Index 

The purpose of the refiner index was to provide an 

estimate of the ceiling prices charged to wholesalers/ 

resellers by refiners that would have been allowed 

by calculating average increases in crude oil costs, 

purchased product costs, and nonproduct costs and adding 

them to the weighted average June 1977 price of No. 2 

heating oil to wholesalers. The sum of these components 

was the index price for a given month. 

Refiner Index Methodology Limitations 

The refiner index methodology was constrained by three 

primary factors. First, the use of June as the base month 

for both price and cost increases, as originally proposed 
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by OFR (43 FR 2917, J~nuary 20, 1918) was inappropriate 

to meet the inl(>nt of the refin0r ind,•x calculation. 

In short, using the same base month for prices and 

costs required that refiners absorb a month's increased 

costs in June 1977. However, refiners had already 

absorbed one months costs beginning in 1973 when controls 

were implemented. OFR found it inappropriate to require 

refiners to absorb a month's increased costs twice. 

Therefore, a new index methodology was developed, using 

a cost base month of May 1977. A detailed explanation 

of the problem with using June 1977 as the base for 

increased costs and prices is provided in Appendix B 

along with the results of two index calculations using 

May and June base months (Appendix B). 

Second, the entire amount of purchased product costs was 

allocated to non-ultimate consumer sales, even thou~h 

some purchased product is sold directly to end-users: 

This dificiency caused the ind~x to be slightly lower 

throughout the heating season, because the entire amount 

of purchased product cost decreases was allocated to non

ultimate consumer sales. 
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Third, inventory cost accumulation began too late in the 

summer. The heating oil sales season usually ends in 

March of each year, and in April distillate production 

normally exceeds demand until November. {See DOE ~~ntb!Y 

§~~~gy_~~~i~, May 1978, p. 20.) At the same time as 

refiners build inventories of products, the costs associated 

with that inventory build-up are being accumulated. However, 

since the index only began accumulating cost increases 

in July 1977, refiners lost the opportunity to accumulate 

three months' "banked" costs {increased costs minus cost 

recoveries from price increases) for recovery in the next 

heating season. 

Refiner Index Data Limitations 

~ecause of the unavailability of information on production 

volumes by the refiners of No. 2 heating oil, increased 

crude oil and nonproduct costs were allocated using volume 

s~ld instead of volumes produced, as required by the revised 

pricing regulations. Since distillate sales are lower 

than production in summer, these costs are under-allocated 

during the summer. As a result of distillate sales exceed 

production in the winter, these costs are overapplied 

in the winter. 

p. 20.) This distorts the guideline price from month to 
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month, but over the entire heating season, the impact 

is reduced by averaging (see Exhibit IV-2). Another 

problem with the use of sales volumes is that they include 

sales of gas plant production by integrated firms that 

have crude oil refineries and gas plants. This results 

in a lower ratio of heating oil sales to total sales, 

thus under-allocating both crude oil and nonproduct costs. 

A second limitation is the lack of data on refiners' 

operating costs specifically for sales of heating oil. 

The EIA. collects operating costs for controlled products 

directly from refiners, but not for decontrolled products. 

Therefore, the EIA estimates operating costs for heating 

oil on the basis of the data collected. OFR acknowledged 

this limitation when the index formula was published. 

However, the EIA estimates were considered-to-be--G-l-ose--------

approximations of the actual nonproduct costs for heating 

oil incurred by refiners, and it was a method with a 

regulatory basis that was generally consistent with the 

current pricing regulations. 
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Exhibit IV.2 

Example of Effect of Different Cost Allocations• 

Increased crude oil and nonproduct costs are allocated to different types of regulated 
products in the following way: 

Production basis: 
Production volume of the regulated product 

Production volume of all products 
X cost increases 

Sales basis: 

Allocators (in barrels): 

Production basis 

Sales basis 

Cost increases 

Solution: 

Production basis 

Sales basis 

Total for period: 

Production basis 

Sales basis 

or 

Sales volume of the regulated product 
X cost increases 

Sales volume of all products 

June July Aug Sept Oct Nov Dec Jan 

.25 .25 .25 .25 .25 .25 .25 .25 

.0625 .0625 .0625 . 1176 .2105 .3478 .40 .4642 

noo-sro2-s 104-$106- $l08-$llo-s-a2-$-1-14 

25 

6.25 

$214.00 

$190.30 

Allocation times cost increases= 

25.50 26 26.50 27 27.50 28 28.50 

6.38 6.50 12.47 22.73 38.26 44.80 52.92. 

SOURCE Economic Re<jjulatory Administration. Office of Fuels Regulation. 

• Figures are hypothetical, for Illustrative purposes only. 
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MIDDLE DISTILLATE SUPPLY AND DEMAND 

During the 1977-1978 heating season, supplies of No. 2 

heating oil were adequate to meet demand, and no wide-
1/ 

spread shortages were experienced.- Middle distillate 

demand is met by refinery production, imports, and stock 

drawdowns. For the period of November 1, 1977, to March 31, 

1978, there was an average of 49 days of supplies in inventory. 

November 1977 inventories of middle distillates represent 

the highest accumulation of stocks over the past five years. 

Stocks of middle distillates are accumulated during the non-

heating season when refineries normally reduce their heating 

oil yields. However, they maintain a high level of crude 

oil runs to meet high motor gasoline demand and consequently 

produce middle distillate in excess of immediate demand. 

~I 

~I 

Based on DOE data through December 1977 and the latest 
available data for January through March 1978. 

The average days of supply is calculated by dividing 
the average daily demand into average month-end stocks. 
This calculation does not include the variables in 
production and imports that can contribute to meeting 
demand. Any incremental contribution that these sources 
of supply make to meeting demand would obviously extend 
the number of days of supply in inventory. 
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Stocks generally pe~k in October and November and decline 

as they are drawn down during the heating season. During 

the past heating season stocks remained higher each month 

than they had for the corresponding period of the previous 

year, averaging over 25 percent higher than 1976-1977 heating 

season. 

Average daily production of middle distillates during the 

winter heating season by domestic refiners traditionally 

begins to decline as demand begins to decline in February 

.and March. Refinery production for this past heating season 

remained higher than the historical norm for the months 

of October, November, and December as refiners continued 

to build up inventories and then remained relatively stable 

for the last three months of the heating season, reflecting 

both a higher level of demand and higher volume of supplies 

in inventory. Average daily production for this year•s heating 

season was 3,131 MB/D which was slightly lower than last 

heating season•s daily production average. 

Domestic refinery capacity utilization during the period of 

maximum middle distillate demand remained generally lower 

than it has for the past two years averaging an 86 percent 

utilization of available refinery capacity. Generally, a 

capacity utilization factor of 90 percent is considered the 
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maximum sustained production capacity of the domestic refining 

industry, although individual refineries can operate at 

higher production rates for short periods of time. 

Imports of middle distillates generally averaged 5 percent 

of total domestic demand during the heating season. For 

the past heating season imports were 87 percent below the 

previous year and this reflects tqe generally high level of 

stocks and production that was maintained through the 1977-

1978 heating season. 

Demand for middle distillates averaged 4,217 MB/D during the 

1977-1978 heating season which was slightly less than the 

4,325 MB/D average demand experienced in the 1976-1977 heating 

season. The demand for middle distillates typically acceler

ates during the first three months of the heating season, 

generally peaking in January and then declining. As a result 

of the national coal strike, demand for middle distillates, 

one of the replacement fuels for coal, remained higher than 

normal during the latter part of this past heating season. 

The past two winters have been generally colder than normal. 

Middle distillate demand increased nearly 10 percent in 

1976 over 1975 and by about 7 percent in 1977 over 1976. 

However, demand for the past heating season was about 2.5 

percent less than for the prior heating season in spite 

of the increased demand caused by the coal strike. 
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RATIONALE FOR ALTERNATIVE REFINER INDEX 

The decision to develop a second refiner index, with May 1977 

as the base month for calculating cost and price increases, 

was a result of OFR's review of the first refiner index cal-

culation that used June 1977 as the base month. Specifically, 

OFR found that the purpose of the refiner index to det~rmine 

what the refiners' price of heating oil would have been if 

controls had remained in ~ffect -- was being frustrated by 

the use of June 1977 because refiners, in effect, had to 

absorb one ~onth's worth of cost increases. Under the index, 

refiners were not allowed to pass through increased June 

costs in the month of July, the month in which a small price 

increase had occurred. 

Refiners had already absorbed at least one month's cost in-

creases at the beginning of controls. Under the pricing 

regulations, May 1973 was the base month for both cost and 

price increase calculations. When the original Cost of 

Living Council's Phase IV regulations began in August 1973, 

any costs not reflected in May 15, 1973 prices could not 

be recovered after August 1973 when price increases could 

be justified only by cost increases incurred during the 

preceding month. 
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Therefore, the use of the original index would require 

refiners to absorb an additional month's cost increases 

beyond what they had absorbed at the beginning of price 

controls. This was not the intention of the refiner index. 

It was thus decided to use two parallel indexes -- a May 

base scenario and a June base scenario -- to indicate the 

contrast between the results of the index as published 

(June base scenario), and what was considered an index 

more closely correlated to the pricing regulations (May 

base scenario). The following hypothetical example illus-

trates the two indices. 

Actual Price 
Index Price 
Actual Cost 

Actual Price 
Index Price 
Actual Cost 

May base for cost, June base for price 
----------~(_In c~~~~allon) 

~~-_Max--· --Ju~~-~J_u~--~--AJJ_g us t 

15 15 

10 12 

June base for cost, 
(In cents 

Max June 

15 15 

10 12 

June 

16 
17 
12 

base for 

16 
17 
13 

price 
~!__9: a 11 ~!!l _____ 

Ju, August 

16 16 
15 15 
12 13 
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W i t h May a s a cos t b a s e a n d ,J u n c a s a p r i c e h a s e , 

July ind~x prices were allowed to reflect June's increased 

costs. With June as a cost base as well as a price base, 

July index prices had to remain the same. 
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Exhibit 8.1 

Refiners' Indexes and Actual U.S. Average 
Prices to Non-ultimate Consumers 
(cents per gallon) 

Indexes Difference• 
May June Actual From May 

Month Scenario Scenario Price Scenario 

1977 

June 35.6 

Jwly 36., 35.6 35.8 0.3 
August 36., 35.3 35.6 0.5 
September 36.3 35., 35.5 0.8 

October 36.5 35.1 36.0 0.5 
November 36.5 34.8 36.3 0.2 

December 36.5 35.0 36.6 (0.1) 

1978 
Januar-v-----36.8 ____ .34.7 _____ 36.8 ____ 0,0 ____________________ _ 

February 36.2 33.7 36.4 (0.2) 

March 36.2 33.1 36.1 0.1 

SOURCE· Energy Information Administration. 

•Negative number indicates index Wil6 exceeded. 
t.Aarch data are prel iminery. 
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HE'l'AIL i\ND W!lOLESALE BENCI!MAHK METHODOLOGY 

where 

Brt is the benchmark margin* for month t in 
Region r 

is the gross margin for June 1977 in 
Region r 

PIt is the p r ice index r a t i o : month t v s 
June 1977: 

For Retail: CPI (Less Food) 
For Wholesale: WPI (Industrial CommoJities) 

SFrt is the seasonal factor for month t in 
Region r; 

For Retail: 
For Wholesale: 

r is the DOE Region 

See Exhibit C-1-
SF = 1. 0 

t is the month under consideration 

As defined by 43 FR 2917, January 20, 1978. 
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Exhibit C. 1 

Retail Seasonality Factors* 

1977 1978 

DOE Region November December January February March 

1.07 1.09 1.15 1.12 1. 11 

2 1.07 1.09 1.15 1.12 1. 11 

3 1.07 1.09 1.15 1.12 1.11 

4 1.12 1.12 1.13 1.19 1.16 

5 1.07 1.13 1.12 1.08 1.12 

7 1.07 1.13 1.12 1.08 1.12 

10 1.00 1.00 1.00 1.00 1.00 

U.S. 1.05. 1.07 1.12 1.10 1.11 

SOURCE: Economic Regulatory Administration. Office of Fuels Regulation 

• Based on gross margin data for January 1974 to March 1977. 
------ ------ ---------

---

~ U. S. GOVERNMENT PRINTING OFFICE: 1978 261-r2S/598 



APPENDIX J 

ANALYSIS OF FORMULAS USED BY THE MDS 

This Appendix has not been completed, and will appear in·the final report. 
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Supporting Statement for the form 
FEA-Pll2-M~2: No. 2 Heating Oil 
Supply/Price Monitoring Report 

Justification 

(i) In order to formulate and implement national energy 
policy and to ensure that unreasonable profits are not 
accrued by petroleum firms, it is essential that 
Congress, the FEA, and other federal agencies have access 
to detailed, accurate, comprehensive, and up-to-date 
infornation on No. 2 heating oil prices and costs in the 
United States. The FEA No. 2 Heating Oil Supply/Price 
Monitoring Report is the vehicle designed by FEA to 
collect this information on heating oil. The specific 
legislative requirements are as follows: 

1. The Federal Energy Administration Act of 1974, (the 
FEA Act) Public Law 93-275, May 7, 1974, as amended 
by P.L. 94-332, June 30, 1976, and P.L. 94-385, 
August 14, 1976, Section 5, Functions and Purposes 
of tte Federal Energy Administration states that: 

(a) " ... the Administrator shall be responsible 
for such, actions as are taken to assure that 
adequate provision is made to meet the energy 
needs of the nation. To that end, he shall 
make such plans and direct and conduct such 

__________ }:)rq_grams related to the 2roduction, conservation, 
use, control, distribution, ra,tioning, and 
allocation of all forms of energy as are appropriate 
in connection with only those authorities or 
functions--" as authorized by the FEA Act, the 
President or the Congress. 

(b) To the extent authorized by the FEA Act, the 
Administrator shall--

(1) Sec. 5(b) (4) "develop plans·and programs for 
dealing with energy production shortages;" 
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(2) Sec. 5(b) (5) "promote stability in energy 
prices to the consumer, promote free and 
open competition in all aspects of the 
energy field, prevent unreasonable profits 
within the various segments of the energy 
industry, and promote free enterprise;" 

( 3) Sec. 5 (b) (9) 
and analyze 
production, 
data;" 

"collect, evaluate, assemble, 
energy information on reserves, 
demand, and related economic 

2. To facilitate such data collection; 

(a) Sec. 13 {a) of the FEA Act d.irects the Administrat.or 
to: " ... collect, assemble, evaluate and analyze 
energy information by categorical groupings, estab
lished by the Administrator, of sufficient compre
hensiveness and particularity to permit fully 
informed monitoring and policy guidance with respect 
to the exercise of his functions under this Act. 

(b) Sec. 13(c) of the FEA Act empowers the Administrator 
to require energy suppliers to supply "reports or 
answers in writing to such specific questions, 
surveys, or questionnaires as may be necessary." 

3. Sec. 52 (a) of the Federal Energy Administrati-on--Act ___ _ 
(P.L. 93-275 as amended by P.L. 94-385) requires that 
the Director of the Office of Energy Information and 
Analysis "establish a National Energy Information 
System ... which shall contain ... such information 
as is required to provide a description of and 
facilitate analysis of energy supply and c6nsumption 
within and affecting the United States on the basis 
of such geographic areas and economic sectors as may 
be appropriate to meet adequately the energy 
information needs of ... " the FEA, the Congress, and 
other federal agencies. The statute in Sec. 52(b) 
provides that such data collection should include 
at a minimum the information that is "necessary to 
carry out the Administration's statistical and 
forecasting activities ... " 
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4. Sec. ll(a) of the Energy Supply and Environmental 
Coordination Act of 1974 (ESECA, P.L. 93-319 as 
amended by P.L. 94-163) requires that the Federal 
Energy Administration "shall request, acquire and 
collect such energy informat~on as he determines 
to be necessary to assist in the formulation of 
energy policy ... " in order to ensure that the FEA, 
the Congress, the states and the public have access 
to reliable energy information. The term "energy 
information" is defined in Sec. 11 (e) (1) of ESECA 
to include "matters relating to energy and fuels, 
such as ... costs, prices, ... and other matters 
directly related thereto." The authority contained 
in Sec. ll(g) (1) of ESECA is "in addition to, independent 
of, not limited by, and not in limitation of, any other 
authority of the Federal Energy Administrator." 

5. On July 1, 1976, middle distillates were exempted 
from the Mandatory Petroleum Price and Allocation 
Regulations (decontrol). However, Section 12(f) 
of the Emergency Petroleum and Allocation Act of 
1973 (EPAA, P.L. 93-159, as amended by P.L. 94-99 
and P.L. 94-163), provides that following the 
exemption of any product from regulation, FEA shall 
have the authority at any time to reimpose price 
and a~~ocation controls if necessary to attain the 
objectives of the EPAA. For this reason, FEA 

--------ado]:Yt:ea-amermment:s-wnicn-st.ay--ch-e-eefec'C.tv-erre_s_s--o-£---~--------~---

the allocation and price regulations as they would 
otherwise apply to middle distillates without 
deleting those regulations from the Code of Federal 
Regulations. They are in effect converted to 
standby status, so that they may be quickly put 
into effect in the event of shortages or other 
occurrences, such as excessive price increases, 
which might require reimposition of controls. 

The No. 2 Heating Oil Supply/Price Mon·itoring 
Report is designed to provide the data necessary 
for the FEA to execute its role in monitoring 
certain volumetric, cost, margin, and price 
movements for No. 2 heating oil within the petroleum 
industry and perform analyses and projections 
related to supplies, demands, margins, and prices. 
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The FEA-Pll2-M-2 is designed to supersede form 
FEA-Pll2-M-l, No. 2 Heating Oil Supply/Price 
Monitoring Report because greater statistical 
accuracy for measuring profit margins is 
required than is currently available to the FEA 
to "prevent unreasonable profits within the 
various segments of the energy industry" (FEA 
Act, Section 5 (b) (5). 

The FEA is in the process of revising the middle 
distillate post-exemption monitoring system on 
the basis of experience gained during the 1976-77 
heating season, and on comments received from 
the petroleum industry, state governments, the 
GAO and consumer groups. Among the criticisms 
made of the No. 2 heating oil trigger mechanism 
were two that have necessitated the Pll2 revision: 

Criticism: Use of the four Census regions 
forced geographic aggregations 
that were to broad. 

FEA Proposal: A residential heating oil 
trigger will be calculated at 
the FEA regional level for all 
regions. FEA regions were 
chosen for three reasons: 
( l) they are the most dii=J_g__ggx~gat_~c1 _________ _ 
of standard governmental regio~al 
classifications; (2) they provide 
reasonable approximations to heating 
oil marketing areas; and (3) they 
faciliate the administration of the 
survey by the FEA regional offices. 
The sampling universe will be expanded 
to provide statistically valid state 
average prices, for those states with 
significant sales of residential 
heating oil. This will necessitate 
augmentation of the sample for those 
states and calculation of base 
residential prices. State averaqes 
will be used to respond to consu~er 
inquiries about heating oil prices 
but will not be used to compare 
against index values. 
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Criticism: The system of weekly updates to the 
trigger and survey prices based on 
monthly sales volumes was too 
confusing and also introduced 
additional statistical reporting 
errors. 

FEA Proposal: The system of weekly index prices 
calculations will be eliminated. 
Monthly calculations will be continued. 
Index values and survey prices will 
be published two months after the 
month to which they pertain. This 
approach should work to reduce the 
statistical reporting error. 

(ii) The data collected on th~ No. 2 Heating Oil Supply/Price 
Monitoring Report will be used by FEA for several purposes: 

1. to execute its role in monitoring certain volumetric, 
cost, margin and price movements for heating oil 
within the petroleum industry and perform analyses 
and projections related to heating oil supplies, 
demands, margins, and prices; 

2. to determine policy formulation; 

3. to repgrt ~9 the_Congr_ess,_____t_h~_l'__resig~nt,____:t::be_public __________ _ 
as required by the Act; and 

4. to support FEA's forecasting activities. 

(iii) Data on No. 2 heating is currently collected by 
the FEA on form FEA-Pll2-M-l, No. 2 Heating Oil Supply/ 
Price Monitoring report. The FEA-Pll2-M-2 is intended 
to supersede the FEA-Pll2-M-l form, Schedules AO to Al. 
Schedule A2, Telephonic Survey, has been eliminated. A 
separate revisi6n clearance request will be submitted 
for the standby Schedules B and C to the FEA-Pll2-M-l 
(R04ll). 
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The Bureau of Labor Statistics collects No. 2 heating oil 
data for the Consumer and Wholesale Price Indexes. However, 
the BLS data does not provide individual company detailed 
data and the BLS data is not as comprehensive as is 
required by the FEA to monitor decontrol. 

The FEA-P302-I'-1-l, "Petroleum I~dustry Monthly Report for 
Product Prices" collects aggregate national data on volumes 
and prices of all covered products from refiners and gas 
plant operators-and from resellers and retailers with 
annual sales of $50 million or more of all covered products. 
If any firm is required to file both the Fl.A-P302-M-l 
form and the No. 2 Heating Oil Supply/Pric~ Monitoring 
Report, they are to provide No. 2 heating oil data to the 
FEA only on the more comprehensive heating oil form. 

( 2) Description of Survey Plan 

(i) The FEA-Pll2-M-2 universe will consist of an updated 
listing of No. 2 heating oil refiners and marketers who 
respcnded to the historical market share surveys (forms 
FEA-PJOS-S-0: Refiner/Importer Historical Report of 
Petroleum Product Distribution and FEA-P308-S-0: Historical 
Survey of Propane Distillate Fuel Oil and Residual Fuel 
Oil to Ultimate Consumers). This is basically the same 
universe used for the form FEA-Pll2-M-l. - ---------------------

(ii) A stratified sample of companies will be drawn from 
the universe described above. The strata will be the same 
as that used for the form FEA-Pll2-M-l; however, the number 
of companies selected from strata 2 and 3 has changed. 

Stratum 1 will consist of all companies reporting national 
total annual sales of 10,000,000 gallons or more of No. 2 
heating oil. There are approximately 200 of these companies 
and they will all be included in the sample. These firms 
account for approximately 80 percent of total sales of No. 2 
heating oil. 

The remaining companies in the universe will be sequenced by 
state. 
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Stratum 2 will consist of those companies having sales 
of 2,000,000 to 10,000,000 gallons of No. 2 heating oil. 
There are approximately 1,200 companies in this stratum 
and they will be sampled by state. 

Stratum 3 will consist of those companies having annual 
sales of under 2,000,000 gallons of No. 2 heating oil 
of which there are approximately 6,000 firms. 

The total sample from Strata 1 through 3 will consist 
of approximitely 2,000 firms. 

A detailed cover letter and the FEA-Pll2-M-2 form and 
instructions will be mailed to every selected firm upon 
approval by GAO. The form will be required to be filed 
no later than 20 days after the close of the calendar 
month in ~~ich the form is approved and each calendar 
month th~ Jfter. 

(iii) N 

(3) Tabulation and Publication Plans 

The data collected, reviewed and tabulated by the FEA will 
be used to provide prices and distribution costs for PEA's 
Short Term Petroleum Product. Price Forecasting Model. ----------·------
The data will also be disseminated in several FEA ___ _ 
publications ("Monthly Energy Review", "Monthly Petroleum 
Product Price Report", "Quarterly Report to Congress", 
"Monthly Report to the President"), FEA press releases, 
and upon request made to FEA. The data will be displayed 
within Region and by national average. It will aggregate 
average purchase price and average selling price and 
margins for residential, institutional and utility, and 
industrial cl~sses of customers. Public disclosure of 
information in Section 14 of the Act requires the Admin
istrator to make public, on a continuing basis, any 
statistical and economic analysis data, and information 
necessary to keep the public fully and currently informed. 
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( 4) Time Schedule for Data Collection and Publication 

The firms and instructions will be mailed to the selected 
respondents as soon as the form is approved by GAO and is 
printed. The selected respondents must submit the form by 
the twentieth day of the month following the report month. 
(See Section 2, Description of Survey Plan.) The elapsed 
time between the completion of data collection by and the 
issuance of the first published results should be approximately 
two months. 

( 5) Consultations Outside the Agency 

As the form itself has not been revised with the exception 
of a deletion of the telephonic survey the 'Consultations 
Outside the Agency' submitted with the request for 
clearance of the FEA-Pll2-M-l are applicable to the 
FEA-Pll2-H-2. 

( 6) Estimation of Compliance Burden 

The compliance burden for the form FEA-Pll2-M-2 is calculated 
based on the previous form FEA-Pll2-M-l which was 4.9 manhours 
for Schedules AO and Al and 1 hour for the telephonic survey 
Schedule A2. Therefore the total estimated annual respondent 
burden for the FEA-Pll2-M-2 is 5 hours X 2,000 respondents 
X 12 months = 120,000 manhours. 

As for the form FEA-Pll2-M-l the compliance burden is not 
expected to vary because of differences in respondent size. 
Any differences appear to be a function of bookkeeping 
procedures and the understanding of the regulations. 

( 7) Estimate of Cost to the Federal Government 

The estimated annual cost to the Federal Government for the 
FEA-P337-M-0 is as follows: 

(a) Printing of forms $ 4,800.00 

(b) Mailing of forms 3,200.00 

Sub-total (one time cost) $ 8,000. 
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(d) Data collection, prevali $101,376.00 
dation, editing · 

(e) Keypunching 76,898.00 

(f) System Operating Cost 264,000.00 

Sub-total (operation costs) $442,274.0( 

Total Annual Cost of Operation $450,274.0( 

( 8) Provisions for Confidentiality of Information 

As stated in Section ll(d) of the Energy Supply and Environ
mental Coordination Act of 1974 (P.L. 93-319) data will be 
treated as confidential "upon a showing satisfactory to thS 
Federal Energy Administration by any person that energy 
information obtained under this section from such person 
would, if made public, divulge methods or processes entitled 
to protection as trade secrets or other proprietary infor
mation of such persori, such information, or portion thsreof 
shall be confidential in accordance with the provisions of 
section 1905 of Title 18, United States Code". 

The following statement will be printed in the FEA-Pll2-M-2 
instructions: 

---=--·-----------
"You may consider some of the information requested 
on this form to be confidential commercial information 
which FEA should withhold from public disclosure, because 
its release will cause substantial competitive injury. 
If you believe that ~ny information is covered by the 
exemption to the Freedom of Information Act (5 U.S.C. 
552) disclosure requirements for trade secrets and 
confidential commercial information contained in 
5 U.S.C. 552(b) (4), and if you do not wish FEA to 
disclose such information to the public, you should 
immediately inform FEA by letter prior to making the 
submission of this form. The letter must 1) cite briefly 
and specifically, by item number, which information you 
believe is confidential commercial information 2) 
state that release of the information would be likely 
to cause substantial competitive injury resulting 
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from release of each item and explain the basis of this 
statement and 3) explain whether each item of infor
mation which you believe is confidential is customarily 
treated as confidential by your company and in your 
industry. FEA needs a detailed explanation of the 
competitive injury resulting from public disclosure 
rather than a general assertion of injury - before it 
can evaluate or accept claims of confidentiality. FEA 
retains the right to make its own determination with 
regard to any claim of confidentiality. 

If we do not receive a request, with substantive 
justification, that the information submitted not be 
released to the public, the FEA may assume that you 
do not object to disclosure to the public of any 
information submitted by your company on the form." 

, 
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Executive Summarl 

At the request of the Senate Subcommittee on 

Intergovernmental Relations of the Senate Committee on Governmental 

Affairs, the Department of Energy ("DOE") appointed an ad hoc 

Subcommittee composed of members of the fuel Oil Markt'tirHJ Ad·Jisory 

Committee to identify the relevant issues affecting the in~epcndent 

marketer of middle distillates and to explain how those issues affect 

the competitive viability of that segment of the industry. The 

Subcommittee was charged with developing a White Paper on its 

findings and views for presentation to the full Committee at its 

regularl-y scheduled meeting on December 5, 1977. The Subcommittee 

has, pursuant to its mandate from DOE, included within the Paper 

recommendations for legislative and regulatory action. 

The Subcommittee was assisted in its preparation of the 

~hite Paper by representatives of DOE and complied fully with the 
* I 

requirements of the federal Advisory Committee Act. The members 

of the fuel Oil Marketing Advisory Committee unanimously accepted 

the findings, conclusions and recommendations at the Dece~ber meeting. 

Part I: Conclusions 

Competitive Viability of Independent 
f u e l o i l I~ a r k e .=t.:::.e..::r..::s=----

1. Profitability of wholesale and retail marketers has 

declined substantially since 1974; every analysis indicates that 

., federal Advisory Committee Act, P.L. 92-463 i!S amended by P.L. 
94-409, 5 U.S.C. App. I. 
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it will continue to do so. This decline in profits has been a 

result of increases in costs that far exceed increases in margins 

at both levels of distribution. 

2. There is strong competition in the home heating .oil 

market on both the independent whol~sale and retail levels. While 

compe~ition maintaihs a downward pressure on home heating oil prices 

and thereby benefits the consumer, it does limit severely the costs 

which a marketer may recover. 

3. Retail marketers are experiencing severe cash flow 

problems because of the ever-increasing time period between the 

issuance of home heating oil bills and receipt of payment from 

homeowners. These delays adversely affect the dealers' ability 

to meet their financial commitments to their refiner-•uppliers for 

product. 

4. As a result of increased costs, suppliers are 

modifying historical terms of sale, shortening payment periods and 

eliminating discouhts. During the period of controls and the 

period of continuing threats of reimposition of controls, few are 

willing to take on new distributor customers. The net effect is a 

restriction of the financial flexibility of oil dealers. 

5. The financing of inventory and equipment has become 

significantly more difficult, due ~o inflated product prices and 

an absence of ~n ~dequate return on equity. 

6. Since competition and government intervention do not 

permit wholesale and retail marketers to recover substantial non-
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product costs, on a short-term basis, marketers are reluctant to 

carry large inventories and incur storage costs. Despite the 

nation's need for fuel oil reserves, current conditions make 

accumulation of such reserves far more difficult. 

_7. The government regulated pricing of natural gas and 

electricity at unrealistically low levels of price compared to 

alternate fuels has continued to provide these heating fuels a 

competitive advantage over fuel oil. 

8. All regions of the country are experiencing 

increased rates of attrition among heating oil marketers. 

~conomic pressures render small reta.ilers the most vulnerable to 

bankruptcy, merger, or voluntary dissolution because they do not 

generate enough dollars of margin to cover expenses and make a 

reasonable return, even if their unit costs, investments and 

profits are at an efficient level. However, companies of all 

sizes are becoming less viable. 

Part II: Conclusions 

Impact of Federal Regulations 
on Independent Marketers 

This Part concludes that: 

l. Congress has m3ndated that DOE promulgate energy 

proyrams which protect the independent marketer, foster competttion, 

and ensure an efficient distillate distribution system. To date 

Ayency action has not accomplished the objectives of that mandate 

and the viability of independent marketer and his capability to 

distribute vital distillate supplies to all sectors of the United 
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States economy has been adversely affected by governmental 

regulations and control. 

2. Enforcement practices of DOE have been unreasonable 

and injuriously inconsistent because the regulations themselves 

have been complex, vague and extremely difficult foe a small 

businessman to understand. 

3. The blanket preference given to small refiners in 

the entitlements program results in an anticompetitive advantage 

for those marketers supplied by subsidized refiners who are able 

to undercut sale prices of independent marketers supplied by non

subsidized refiners. 

4. Continued Federal controls on some refined products, 

while others are unregulated, distorts the marketplace by 

prohibiting the historical seasonal cost allocation among products 

made by refiners. 

5. Implementation of a monitoring/indexing system 

would seriously weaken the independent wholesale and retail 

-~r~_t:-~!:_I:>X_forcing the marketer to absorb non-product costs 

actually incurred. The threat of implementation ·alone weakens the 

independent marketer's financial viability because banks are 

restricting credit terms and refraining from making additional 

loans because of the possibility that marketers may be tied to a 

per gallon mark-up in an inflationary economy. 

6. Reporting and recordkeeping requirements imposed by 

DOE on the small marketer contribute to the increased costs of 

operating a fuel oil marketing business. 
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Fuel Oil Harketin;L~dvisory Committee 

Recomn~enda t ions 

To insure that independent wholesalers and retail 

marketers of middle distillates remain a viable and competitive 

force in the petroleum industry and are able to efficiently 

distribute distillate to consumers as mandated in the Emergency 

Petroleum Allocation Act, the Federal Government should: 

1. Abandon proposals for any additional monitoring 

and indexing of middle distillate prices at all 

levels of distribution for this Winter. Prior to 

its Spring hearings on middle distillate prices, DOE 

should prepare a study or arrange for a study to be 

prepared by an acceptable, independent party which 

presents an in-depth analysis of profitability, return 

on sales and assets of independent wholesale and 

retail marketers of middle distillates and compare 

those results with wholesalers and retailers in 

other industries. The study should be conducted on 

a confidential basis and results should be·usea by 

the Agency as determinative of future need for 

monitoring and indexing. 

2. Establish a program of loan guarantees and 

financial support for retail marketers who 

are experiencing cash flow difficulties 

because of aging accounts receivable. 
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3. Provide tax credits for marketers who build 

additional storage facilities and foe home

owners who install storage tanks with a 

capacity of 550 gallons or more. 

4. Eliminate the small refiner bias and eliminate 

additional entitlement subsidies granted small 

refiners. 

5. Develop a closer coordination with the 

Environmental Protection Agency on the issue 

of Strategic Petroleum Reserves for refined 

products! Cdnduct a study to weigh the 

benefits of expanded marketer and consumer 

storage in light of the existing and proposed 

environmental regulations which are impeding 

the expansion of secondary and tertiary 

storage facilities. 

6. Prior to submission to the Office of 

Management and Budget for clearance, DOE 
--------- -------- shOuld--ptibl ish-a-r1-f0-rms-rn-tneirent_i_fet_Y ______ ---- ------------

(including instructions) in the Federal 

Register and allow adequate opportunity 

for public comment. Upon review of the 

comments submitted, the Department should 

more diligently make specific findings that the 

form is not unduly burdensome to small businessmen 
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and that the information solicited is 

unavailable from another source in the 

government. Any form which is to be 

distributed to ten or more respondents 

for purposes of general information gatherinq 

or used in the course of individual investi-

gations should be approved according to 

this procedure. 

7. Decontrol motor gasoline and aviation fuels so that 

price distortions which inordinately raise the price 

of distillate fuels do not occur in the market. 

8. Support the deregulation of natural gas and electric 

utility rate reform so that home heating oil is not 

placed at a competitive disadvantage with regard to 

these alternate fuels. 

9. Implement a more even-handed approach to audits of 

independent marketers, particularly on sales made 

during the early period of the regulatory progr~m. 

Refrain from initiating additional audits of that 

period, close pending audits of that period and 

resolve issues involving retroactive ~pplication 

of regulations in favor of the marketer. 

Resolution of those cJses should be expedit:.:d. 

10. Apply rules, rultn<J!i Jnd interpr•:tatiun!·; 

of regulations prospecti·:ely only. The 



M-14 

xii 

Congressional intent to prohibit retro-

active enforcement of the regulations 

should be immediately implemented with 

regard to all pending and future ~udits. 

Compliance personnel nationwide should 

immediately be advised as to this policy. 

11. Permit auditors to compromise amounts of 

overcharges determined, as is done by 

other enforcement agencies. Such authority 

is recommended by the Task Force on Compliance 

and Enforcement (July 15, 1977) and would 

permit DOE to assess the impact that restitution 

to the market would have on the marketers' via-

bility, pursuant to the agency's Congressional 

mandate. 

12. Permit the crediting of overcharges against 

undercharges in subsequent or previous pricing 

periods so that marketers are not compelled to 

make restitution twice. 

13. Immediately establish a three year statute of 

limitations, similar to that established by the 

Internal Revenue Service regulations, on pricing and 

allocation regulatory violations from their 

inception in 1973. 
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Preface 

At the request of the Senate Subcommittee on Inter-

governmental Relations of the Senate Committee on Governmental 

Affairs, the Department o! Energy ("DOE") appointed an ad hoc 

Subcommittee composed of members of the Fuel Oil Marketing Advisory 

Committee to identify the relevant issues affecting the independent 

marketer ot middle distillates and to explain how those issues 

affect the competitive viability of that segment of the industry. 

The Subcommittee was charged with developing a White Paper on its 

findings and views for presentation to the full Committee at its 

regularly scheduled meeting on December 5, 1977. The Subcommittee 

has, pursuant to its mandate from DOE, included within the Paper 

reco~mendations for legislative and regulatory action. 

The Subcommittee was assisted in its preparation of the 

White Paper by representatives of DOE and complied fully with the 
•; 

provisions of the Federal Advisory Committee Act.- The members 

of the Fuel Oil Marketing Advisory Committee unanimously accepted 

the findings, conclusions, and recommendations at the December 

meeting. 

~I Federal Advisory Committee Act, P.L. 92-463 as amended by 
P.L. 94-409, 5 ll.S.C. App. I. 
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Part I 

Competitive Viability of Independent Puel Oil Marketers 

I. Introduction 

The purpose of this White Paper is to describe tha cur-

rent financial and regulatory situation facing the vast majority 

of independent fuel oil ~arketers throughout the country, and the 

future viability of these marketers. Part I discusses current 

profitability and competition, reduction of the number of indepen-

dents in the home heating oil market, credit terms given marketers 

by their refiner and other suppliers, accounts receivable and dif-

ficulties of financing inventories. Part II addresses the impact 

of government regulation on the marketers' operations. 

In brief, both parts demonstrate that the profitability 

of fuel oil marketers has declined since 1974 as a result of recent 

and unusual market forces and government controls, and that unless 

this trend is halted, a large number of independents will be unable 

to remain in business, with a resulting reduction in the number of 

competitors. In the long run, the homeowner will benefit from a 
----- -- -- - --- -- -------------- ---heartfiYana competCtTve- fuel oil industry and this requires 

adequate profit incentives to encourage needed investment and 

contin~ed efficiency in the industry. 

II. Description of Marketers 

As of January 1, 1977, 12,167,067 homes in the United 

States use middle distillate as their primary energy source for 
*I 

heating.- These customers are served by approximately 

~I "Exclusive Special Report: State Breakdown 1976-Distillate 
Oil Burner Installations, and Oil-Pired Boilers, Purnaces 
and Separate Burners," Puel Oil and Oil Heat, (November, 1977). 
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~I 
7,200 to 8,000 independent marketers. These marketers operate at 

both the wholesale and retail levels of distribution. At retail, 

the marketer's primary business is the delivery of home heating oil 

in trucks to individual residences. At wholesale, the primary 

business is the selling of oil "at the rack" to retail marketers. 

Within this paper both are referred to as "marketers". If 

information deals solely with those who sell at either wholesale or 
**/ 

retail, the level of distribution is specified.--

A. Retail Marketers 

For purposes of this Paper the Fuel Oil Marketing Advisory 

Committee has adopted the following classification for retail 

marketers according to the n~~ber of residential accounts serviced 

and the number of gallons sold annually. 

Small company: Less than 1,000 accounts 
and sales under 1.5 million 
gallons. 

Medium company: 1,000-3,000 accounts and 
sales of 1.5-4.5 million 
gallons. 

Large company: More than 3,000 accounts 
and'sales of more than 4.5 
million gallons. 

A typical retail marketer has the following 

characteristics: 

~/ National Oil Jobbers Council. 

~I In the petroleum industry marketers are referred to as 
jobbers, dealers, resellers or distributors. 
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*I 
Table 1-

Mid
Atlantic 

North 
Central 

South 
East 

Pacific 
Northwest 

Trucks owned 
& operated 2lj-3 2lj-3 2lj 2lj-3 4 

Gallons (millions) 
sold 2-2lj 1-llj llj 1 llj 

Employees 4-6 4-6 5-6 6 5 

B. Wholesale Marketers 

The wholesale sector of the industry varies considerably; 

as a result there is no "average" wholesale marketer. Wholesale 

marketers operate a variety of distribution systems, including 

deepwater terminals, pipeline terminals, barges and terminals on 

inland waterways, trucks, small inland storage facilities served by 

pipeline and truck. Sales of middle distillates by such companies 

range from several million gallons annually to more than 500 million. 

:Most wholesale marketers of middle distillates also engage in 

retail sales. 

---1-I I. ___ Explanation_of-Suppor tive--Data---------- ___ -------------------

Extensive data on the independent segment of the middle 

distillate market and on the trends in profitability are not generally 

available due to the fact that a majority of fuel oil businesses are 

:_; Information derived from directors of the following retail 
fuel oil marketers' trade associations: New England Fuel Oil 
Institute, Fuel Oil Merchants of New Jersey, Northwest Petroleum 
Association, North Carolina Oil Jobbers Association, Oil Heat 
Institute of Oregon and National Oil Jobbers Council. 
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small, privately held firms. However, several reports have been 

written on these topics, and it is the opinion of the Fuel Oil 

Marketing Advisory Committee that these reports are generally 

accurate and correctly represent the trends in the industry. 

Therefore, the Committee has incorporated them within its 

discussion and relies upon them to support its conclusions and 

recommendations. 

IV. Wholesale and Retail Fuel Oil Market Highly Com~itive 

During the past 5 years independent marketers have 

increased their penetration of the home heating oil market. 

The "FEA Findings and Views concerning the Exemption of Middle 

Distillates From the Mandatory Petroleum Allocation and Price 

Regulations" (June 15, 1976) stated that independent branded and 

non-branded marketers in the aggregate increased their market share 

of middle distillate sales from 54 percent in 1972 to approximately 

58 percent in 1975. 

It is reasonable to assume that this trend continued 

during the past year as a result o[ the decision by a number of 

refiners, particularly two major ones, to divest themselves of 

direct home heating oil operations. The decline in these direct 

refiner marketers since 1972 is in large part attributable to basic 

competitive trends and the fundamental orientation of the home 

heating oil industry toward local service and responsiveness to 

local supply/demand conditions. 
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*I 
The following chart- indicates the trend toward 

increased independent market shares in all regions through 1975. 

Table 2 

Regional Market Shares of Refiner 
and Independent Marketers of 

Distillate Fuel Oil 
~I 

Independent 
Marketer 

Census Region Year Refiner Sales Sales Total 

Northeast 1972 27.7 72.3 100.0 
1973 27.6 72.4 100.0 
1974 28.3 71.7 100.0 
1975 25.2 74.8 100.0 

North Central 1972 53.7 46.3 100.0 
1973 51.7 48.3 100.0 
1974 52. 5 4 7. 5 100.0 
1975 4 5. 1 54.9 100.0 

South 1972 51.8 48.2 100.0 
1973 49.0 51.0 100.0 
1974 50.9 49.1 100.0 
1975 43.9 56.1 100.0 

West 1972 61.9 38.1 100.0 
1973 59.4 40.6 100.0 
1974 61.6 38.4 100.0 
1975 58.3 41.7 100.0 

_ .. _ _ _ _____________ In _a_ mo_ce __ r e_<:_gn_L_!!. tug y _ _!;_Q ndl)c_t:_e_<j_by __ I'_ r o f e s1;;_o r J e__!5_!>_!!_ !~_._ 

Markham of the Harvard Graduate School of Business Administration 

on the market share of independents in the New England area, it 

was found that 14% of the market was sold by integrated refiner-

~I 

~I 

"FEA Findings and Views concerning the Exemption of Middle 
Distillates from the Mandatory Petroleum Allocation and Price 
Regulations• {June 15, 1976). 

Chart reflects only retail sales. 
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marketers, 86% by independent retailers, the largest of which 
*/ 

controlled no more than 1.5% of the total market.- Professor 

Markham used this data to analyze competition within the New England 

home heating market. He found ". • the New England retail fuel 

market is effectively controlled by competition •.. ". He noted 

that not only does the structure of the market lead to competition, 

but it is competitive as to price as well; the most frequent reason 

customers gave for switching suppliers in recent years was price: 

An analysis of customers lost by one of the 
largest non-refiner retailers in New England for 
the period 1973-1977 shows that by far the most 
frequent reason given for switching to another 
retailer was price. Out of a basic customer list 
of about 40,000 the company loses from 900 to over 
1,600 each year for reasons of price. When it is 
considered that the typical residential customer 
usually prefers to maintain a continuing relation
ship with its fuel oil supplier, an annual shift 
of up to 4% of a customer base to other retailers 
for reasons of price is indicative of substantial 
price competition at the retail level._*_!'_/ 

The study examined data collected in light of accepted 

criteria employed by antitrust agencies, pertinent Congressional 

committees and market analysts generally for examining compe-

titian. It concluded that the structure and conduct of-the---New--- ----- ---------

England retail heating oil industry demonstrates the presence of 

~/ Statement of Jesse W. Markham, Charles E. Wilson Professor of 
Business Administration, Harvard Graduate School of Business 
Administration, on "Post-Exemption Monitoring of Middle Distillate 
Prices,• Washington, D. C., (October 26, 1977). 

~/ Ibid., pages 3 and 5. 
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strong competitive forces. In such a competitive market a 

dealer cannot ~lways recover all the cost increases he has inriurred. 

Examination of the wholesale market for home heating 

also reveals the presence of strong market forces. Independent 

wholesale marketers sell approximately 25% of the home heating 

oil distributed on the East Coast and 40% of the home heating 
•; 

oil sold in New Eng 1 and.- These independents provide a viable 

alternative supply for the independent retailer and their presence 

exerts strong competitive pressure on the price of home heating 

oil at the •rack" or wholesale level. 

It should be noted tha:t competition is not the only 

factor prohibiting the independent marketer fro~ recovering all of 

the costs he incurs. This Paper identifies five factors which are 

preventing such cost recovery. 

First, the marketer's selling price is affected by the 

direct r~sidential sales of certain suppliers who may be subsidizing 

such s~les by other aspects of their business~ 

Second, governmental controls or the open threat of 

reimposition of such controls has restricted the marketer's recovery 

of costs. The impact of Federal regulations will be discussed in 

Part II. 

are 

~I 

Third, as is discussed in the next section, many homeowners 

unable to pay their heating bills currentiy and aging accounts 

Data supplied by the Independent Fuel Terminal Operators 
Association. 
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receivable deprive the marketer bf the cash flow necessary to 

operate his business efficiently. Since homeowners are unable to 

pay bills currently it may be assumed they would have even greater 

difficulty meeting their obligations if retail prices were rncrcascd 

to reflect more accurately the costs incurred by marketers. 

Fourth, as prices have risen consumers have lowered 

their thermostats and conserved energy. This reduction in sales 

volumes restricts a marketer's passthrough of costs significantly. 

' While in many industries a marketer would increase his margin to 

reflect such a loss, the fuel oil marketer customarily maintains his 

lower margin in hopes of recovering the lost volume by attracting 

new customers. However, it is becoming increasingly obvious that 

the small independent marketer will have to increase his margin 

in order to remain viable or merge ~ith another company to qain 

increased volume in order to recover his expenses. 

Fifth, government regulations establish artificially low 

price ceilings for natural gas and permit the s11bsidization of 

residential electrical rates. As a result, fuel oil marketers are 

forced to restrict their margins iurlher ir1 order to compct.e with 

these alternate fuel sources. 

All of these factors are contributing to the rapid decline 

of the independent marketer and are discussed in more detail below. 

V. Ma!keters' Profitability ~~E_DecJclned 

Professor Philip L. Cooley of the University of South 

Carolina, in his "Profit Analysis of Fuel Oil Marketers," exam-
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ined financial data of independent fuel oil marketers collected for 

the years 1974, 1975 and 1976, and found that the profitability of 
*/ 

an independent home heating oil business had declined significantly.-

Specifically, he noted that the average fuel oil marketer had 

approximately $2 million in sales revenues annually, and that [rom 

1974 to 1976 the portion of each dollar spent by a marketer to obtain 

heating oil had increased from approximately 81 cents to 83 cents. , 
He explained that this increase in cost of goods resulted in a 

lessening of gross margin dollars available to the marketer to cover 

operational expenses; thus despite the efforts of the average 

marketer to reduce those expenses, net income has continued to 

decline. Further, marketers haye been unable to pass through the 

higher costs of goods sold to their customers because of intense 

competition in the market and other factors. 

He also reviewed the question of profitability in terms 

of return on equity and concluded that there has been a substan-

tial decline: 

~I Cooley, Philip L., Professor of Finance, Profit Analysis of 
Fuel Oil Marketers, (Columbia, South Carolina, October 1977). 

Note: The Committee recognizes that Professor Cooley's study 
relied heavily on information from the East Coast and may 
not be totally accurate for the nation as a whole. 
However, the Committee believes that while some 
figures might change if a larger sample group were used, 
the trends in profitability would remain the same. 
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13.3% 
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*I 
Table 3------

]975 

ll. 3% 

1976 

10.0% 

It is well recognized that the larger lhe return on 

equity the more likely a company will be able to attract 

additional external capital, to retain earnings and ~y dividends. 

Without adequate return on equity, the funds will not be available 

for refurbishing plant and equipment and supporting necessary 

increases in working capital. 

Professor Cooley has also examined trends in profitability 

by other methods--profit margins and return on assets. All 

showed a deteriorating profit picture. The chart below vividly 

demonstrates this trend. 
**I 

Table 4------
Trends in Financial Characteristics 

of Petroleum Markvters 

Method of Evaluation 

l. 
2. 
3. 
4. 
5. 

~I 

~I 

Profit Margin 
Return on Assets 
Return on Equity 
Total Asset Turnover 
Inventory Turnover 

l. 6% 
5.8% 

13.3% 
3. 6x 

14. 7x 

1 . 3 1.2 
4. 9 5.0 

ll. 3 10.0 
3. 7 4. 0 

1 '). 8 19.4 

Cooley, Philip L., Financial Characteristics of Petroleum 
Marketers (Columbia-;-south Carolina: l:'MEFT977,-TY-1fi"and 1975, 
at Page 14. 

Cooley, Philip L., Financial Characteristics of _ _!'etroleum 
Marketers, supra, at page 14. 
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He further compared his findings to profitability trends 

in other industries and found fuel oil marketers far less profitable 

than their counterparts. He concluqed: 

If such [profitability) trends continue, 
the price of freedom in running a small 
business will become too high1 fuel oil 
marketers will then sell out or liquidate 
and engage in other wage-earning activity. 

A similar analysis of independent retail marketing 

operations throughout the United States was conducted by Fuel Oil 
*/ 

and Oil Heat magazine.- It found that while dealers sold approxi-

mately 10\ more fuel oil during the last heating season than the 

year before, profit margins did not keep pace with costs and 

profits declined: 

Margins increased 8\--but the total cost of 
business went up even more (13\). The net 
result was that profits were down by 8%.~/ 

Following are some of the tables and ~ata supporting that 
···; 

analysis:--

':_/ 

~I 

~I 

Mantho, Margaret, "Profits Sag During 76-77 Season", Fuel Oil 
and Oil Heat, (September 1977) . 

.!.2. , page 3 5. 

Of the companies surveyed, 77% operated bulk plants while the 
remaining 23\ did not. 



EW.kplant Cost 
Delivery Cost 
Sellirq Cost 

General OVerhead 
Total Cost 

Margin 

Profit 

Bulkplant Cost 
Delivery Cost 
Sellirq Cost 

General OVerhead 
Total Cost 

Margin 

Prof it 

Bulkp1ant Cost 
Delivery Cost 
Sellirq Cost 

General OVerhead 
Total Cost 

Margin 

Profit 
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Table 5 

Profit Analysis 
{in cents) 

Other 
New 11:! tro Mid- SO. 
Eng. N.Y. Atl. Atl. 

.77 
2.58 
1.18 
3.90 
8.43 

1.17 
3.21 
1. 29 
2.96 
8.63 

9.99 10.65 

1. 56 2. 02 

.91 
2.69 

.87 
3.02 
7.49 

9.31 

l. 82 

l. 04 
3. 76 

.71 
l. 63 
7.14 

8.37 

l. 23 

Profit Analysis 
{continued in cents) 

Mid- All 
~st West Sec. 

.71 1. 03 .91 
2.83 3.07 2. 93 
.90 .73 .93 

2.26 2.89 I 2.87 
6. 70 7.72 7.64 

8.08 9.18 9.31 

1.38 1.46 l. 67 

- - -By Cities- - - - By Company Sizes -

Large Medillll Small f..:lrge Medilill &nall 
.82 .72 1.11 .85 l. 05 • 76 

3.25 2.59 2.68 3.02 2.63 2.41 
.99 .87 .90 1.10 .84 l. 01 

3.23 3.06 2.18 3.51 2. 45 2.35 
8.29 7.24 6.87 8.48 6.97 6.53 

9.71 9.05 8.57 9.93 B. 72 8.81 

1. 42 l. 81 l. 70 1. 45 l. 75 2.28 

Historical Comparisons 

1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 

.34 . 37 .41 .42 .55 .52 .58 .69 .68 .75 .91 
1. 56 1. 50 l. 68 1.66 1.88 1.84 2.35 2.63 2.61 2. 54 2. 93 

.76 .65 .59 .74 .58 .61 .76 .88 .72 .96 .93 
1.30 1. 61 1. 50 1.76 1.76 1.80 1.92 2.06 2. 01 2.53 2.87 
3.96 4.13 4.18 4.58 4.77 4.77 5.61 6.36 5.82 6.78 7.64 

5.44 5.64 5.90 6.16 .6.50 6.93 7.49 8.34 8.24 8.59 9.31 

1. 48 1. 51 1.72 1.se 1.73 2.16 1.88 1. 98 2.42 1.81 1.67 
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Companies without Bulkplants 

Other All 
New ~tro Mid- Mid- West Sec. 
Eng N.Y. Atl West 1976 1975 

Delivery QJst 3.31 3. 75 3.59 2. 76 3.34 3.02 
Se 11 irY;1 Cost .88 1.72 .83 .70 l. 01 l. 24 

General Overhead 4.08 3.23 2. 82 2.32 3.08 3.31 
Total Cost 8.27 8. 70 7.24 5. 78 7.43 7.57 

Margin 10.60 11.09 8.83 7.26 9.34 9. 72 

Profit 2.33 2.39 l. 59 l. 48 l. 91 2.15 

Profit Analysis 
(continued in cents) 

Companies without Bulkplants (continued) 

- - -By Cities- - - - By Company Sizes -

Large ~diun Small Large ~diun 

[):!livery Cost 3.33 3.05 3.68 
Se 11 irY;1 Cost l. 31 .73 .68 

General Overhead 3.15 3.37 l. 62 
Total Cost 7.79 7.15 5.98 

Margin 10.61 9.53 7.59 

Profit 2.82 2.38 l. 61 

IN THIS ANALYSIS 

A large city is over 250,000 population 
Medium city: 25,000 to 250,000 

3.25 
l. 06 
3.57 
7.88 

9.31 

l. 43 

____________ Srn_a_ll __ G_i_ty_;__l!l'lde L1_5_,jl 0 0 
A large company has moreth-an3-;-ooo- c-ustomers 
Medium company: 1,000 to 3,000 customers 
Small company: under 1,000 customers 

3. 71 
1.03 
2.96 
7.70 

9.61 

l. 91 

Small 
3.01 

.99 
2.36 
6.36 

8.91 

2.55 

However, it should be noted that while marketers sold 

approximately 10% more fuel oil during the 1976-1977 heating 

sedSOn than the year before, there has been a reduction in total 

gallons sold from 1972-73 to 1976-77. Fuel Oil and Oil Heat 

estimates that, due primarily to conservation, the average 
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homeowner reduced his consumption from 1,463 gallons in 1972-73 

to 1,371 gallons in 1976-77--a drop of more than 6%, despite the 

record cold of last Winter. The article states: 

Our average American homeowner paid $638.88 for 
oil last season. He naturally squawked because he had 
been a lot more comfortable back in 1973 when he paid 
$316 for his heating. 

Much of his spleen was vented on the fuel oil 
dealer who presented the bill. But the rest of the 
numbers tell how unjustified this anger was. In 
1973, the dealer made $109.58 on the ~verage account. 
He made more last season, $126.64; but what happened? 
His cost per customer rose from $82.07 to $104.74 and 
the net dropped from $27.51 to $22.90. 

Fuel Oil and Oil Heat also examined dealer unit gross pro-
• 

fit margins as a percentage of the price of oil, and concluded that 

these have been drastically reduced since 1973. Pre-embargo margins 

were approximately 35% of the retail price of fuel oil and by 1977, 

they have dropped to 20%. 

Price Waterhouse & Co. recently completed a survey of 
~I 

retail margins throughout the New England area. The res u 1 t s of 

that survey follow: 

~/ Defined as the difference between the cost of product and the 
selling price. 

~/ Study commissioned by the New E:ngland Fuel Institute 
(August 3, 1977). 
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Table 6 

Gross Margins as a Percentage 
of Retail Selling Price 

October 1, 1974 -
March 31, 1975 24.2% 

October 1, 1975 -
March 31, 1976 22.8% 

October 1, 1976 -
March 31, 1977 21.6% 

The wholesale cost of fuel oil has more than doubled since 

1973 and costs have risen approximately 27%. Gross margins have 

increased by only about 24%; therefore the retail profit margin per 

customer before taxes has steadily declined during this period, as 
*I 

demonstrated in the following tabe:-

Table 7 

Retained Earnings Before Taxes 

Per Customer 1973 1976 1977 
Average Consumption 1463 gallons 1249 gallons 1371 gallons 

Price x21.6 cents x40.7 cents x46.6 cents 
Annual Billing $316.00 $509.34 $638.88 

Margin 7.49 cents 8.59 cents 9.31 cents 
Margin Income $109.58 $107.29 $127.64 

__ _i:_o_s_t__ _ $ 82.07 $ 84.69 $104.74 
Profit before Taxes -$ 27-:5T- ----f-T2:li c-- - --$- 22-:-9_0 __ -

Even more significantly, as the above tables de~onstrate, 
**I 

the dealers' net profit margins-- have been drastically reduced since 

1973. 

~I 

~I 

Prior to 1973 net margins were approximately 8.7% of the 

Mantho, Margaret, "Profits Sag During 76-77 Season", 
supra. 

Defined as the selling price minus cost of product and all non
product costs (i.e. costs of operation), before payment of taxes. 
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retail price of fuel oil and by 1977, they dropped to 3.6%. Thus 

on a 50 cent product the retail dealer currently makes a net profit 

(after taxes) of between 1/2 and 1 cent--surely one of the lowest 

returns of all American business. 

In response to Federal Energy Administration's ( "FEA") 

Federal Register Notice regardin'g "Post-Exemption Monitoring of 

Middle Distillate Prices", 42 F.R. 27936 (July 26, 1977), the 

Independent Fuel Terminal Operators Association conducted a 

corifidential survey of its members' margins for wholesale sales of 

home heating oil. The survey covered the last four years and 
*I 

produced the following results:-

~I 

Gross margins (difference between cargo and rack price) 

Remained virtually the same, as an absolute 
number, over the entire four years. 

Were identical, as an absolute number, during 
the last year of controls (ending June 30, 1976) 
and the first year of decontrol (ending 
June 30, 1977). 

Declined in each year, as a percentage of the 
selling (or rack) price. Over the four-year period 
the net margin, as a percentage of the selling price, 
decreased by 18.4%. 

Net Margins (after deduction of all operating expenses) 

Fluctuated unevenly within a narrow range, as an 
absolute number, over the entire four years. 

Declined by 14.3% from the year ending June 30, 1973 
to the year ending June 30, 1977. 

Statement of the Independent Fuel Oil Terminal Operators 
Association before the Federal Energy Administration hearings 
on "Post-Exemption Monitoring of Middle Distillate Prices," 
(August 3, 1977). 
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Declined by 33% from the last year of controls 
(ending June 30, 1976) to the first year of 
decontrol (ending June 30, 1977). 

Increased only once, from the year ending 
June 30, 1975 to the year ending June 30, 1976. 
During both years, FEA controls were in effe~t. 

On the East Coast most wholesale marketers of middle 

distillates are also marketers of re~idual fuel oil; historically 

income from these latter sales has made a significant contribution 

to the marketer's financial position. However, in recent years, 

non-utility consumption of residual fuel oil has declined sharply 
*I 

on the East Coast.- Income from residual fuel oil sales has 

declined significantly, and its contribution to the financial 

viability of wholesale marketers has been substantially diminished. 

Professor Cooley, Fuel Oil and Oil Heat magazine, 

Price Waterhouse & Company and the Independent Fuel Terminal 

Operators Association studies dem~nstrate independently that 

profitability is sharply and steadily declining for the 

independent marketer on both the wholesale and retail level. 

This is especially the case with unit profitability, since selling 

prices have not kept pace with product and nonproduct cost increases. 

VI. Aging Accounts Receivable Restrict Marketers' Cash Flow 

In addition to incurring substantial increased product 

and non-product costs, the independent retail marketer has 

been experiencing substantial difficulty in obtaining payment 

!I United States Bureau of Mines, Department of the Interior. 
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of bills from his customers. As the cost of living goes up, 

the average homeowner is finding it increasingly burdensome to 

pay for home heating oil. Assuming that an average oil-heated 

household burns between 1350 and 1640 gallons of oil annually, 

at 50 cents per gallon, that is a cost of $675 to $820 per 

year. Fuel oil costs have more than doubled since OPEC began 

increasing crude oil prices in 1973 but the income available to the 
*/ 

homeowner has not correspondingly increased.- Therefore, the 

homeowner takes far more time in paying his bill. Prior to 1973 he 

may have paid within 30 days; he now pays in 30-60 or 60-90 days. 

Professor Cooley estimates that the average collection 
*' 

period has increased 13.2 percent nationwide from 1974 through 1976.~ 

Yankee Oilman, a heating oil publication, also issues reports on the 

average collections periods of retail marketers. Recently it has 

shown a more dramatic picture in New England: 35% of all bills are 

paid between 30 and 90 days and more that 25% are paid in more 
***/ 

than 90 days.---

While payment may be extremely d1tt1cult for the 

homeowner, its consequences for the retail marketer are devas-

tating. To the extent that bills are outstanding for more than 

:_; 

**/ 

~I 

An examination of retail fuel oil prices in New York, New 
Jersey and Pennsylvania from May 15, 1973 until November 1977 
shows that the average selling price was 21.77 cents per 
gallon in 1973 and had risen to 49.99 by 1977. 

Cooley, Philip L., Financial Characteristics of __ !_"etroleum 
Marketers, supra. 

Yankee Oilman is a monthly publication of the New En<] land 
Fuel Institute. 
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30 days, a marketer is forced to borrow money to meet his own 

financial commitments to his wholesal.e suppliers. If he cannot 

pay within 30 days, that supplier may refuse to provide further 

product unless it is purchased on a c.o,u. basis. And if the 

dealer cannot come up with the cash, he may lose his supply 

volumes entirely. 

Below is a report on the aging of accounts receivable 

for the six New England States as of October 1, 1977 and aggregate 
*I 

data for the entire East Coast:-

Table 8 

Da s 
0-30 31-60 61-90 91+ 

Connecticut 46.9% 14.2% 7. 1% Jl. 8% 

Maine 4 6. 2 16. 1 10.3 27. 4 

Massachusettes 53. 9 10. 5 4. 4 31.2 

New Hampshire 42.0 8.1 2.0 4 7. 9 

Rhode Island 2 8. 1 19.0 12.5 40.4 

Vermont 4 3. 3 18.9 3. 5 34.3 

-- -New-- Eng 1and--Av e r-age 
East Coast Average 

---4 8 .-9---- -14. 4---------5. 0-------31.-7 ---- - ----
63.0 8.0 4.0 25.0 

It is extremely difficult for retail marketers to 

remain viable when a substantial percentage of accounts 

receivable are older than 30 days--far more difficult than for 

~I Figures compiled by Yankee Oilman from its own survey of 
marketers, a survey by Petrodata Services and The First New 
Haven National Bani. Yankee Oilman surveys approximately 

_ 133,000 accounts monthly, Petrodata sutveys 700,000 accounts 
··a-nd The First New Haven National Bank surveys 115,000 accounts. 
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competing utilities. If n utility account ages beyond a certain 

point, the utility, after providing adequate notice, terminates 

service. The homeowner has no alternative supplier of energy; 

to avoid such a cut-off, he must pay his bill. However, the 

retail heating oil dealer is not a monopoly. If he threatens to 

terminate service for non-payment, the homeowner can turn to 

other retail fuel oil marketers .. In the metropolitan Boston area 

alone there are some 518 dealers in the yellow pages who can 

supply the same product. Many of .these dealers do not have 

sophisticated credit interpreting information and are unable to 

determine if a homeowner is indebted to another deal~r. Frequently, 

a homeowner is able to obtain the necessary sup~ly of fuel oil 

to his home while creating a long line of uncollectable debts. 

Unpaid bills are also a greater problem for home heating 

oil marketers than competing utilities because the price of home 

heating oil has increased more sharply than that of natural gas, 

which is held at artificially low levels by Federal and state 

regulations. This is also true with regard to electrical utilities 

in certain regions of the country. 

In brief, a substantial number ot homeowners are simply 

unable to pay for a commodity the price of which has suddenly doubled 

in price. Even in an inflationary economy, such an increase is 

jolting. While almost all other commodities have increased 

approximately )5% over the past 4 years, oil has risen 112%. The fue; 

oil marketer, more than any other merchant, has felt the consequence, 

of this increase. 
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Recently, marketers began expanding two systems to 

alleviate the accounts receivable problem--a "late charge" for 

accounts not paid within 30 days and a "12-month budget payment" 

program. The late charge is a substantial change in credit terms and 

homeowners have not reacted favorably to its institution. While such 

a charge may alleviate some of the cash flow problems, a more 

positive step is the aggressive action by many retailers to establish 

budget payment programs. Through these p~ograms, homeowners pay 

their heating bills over a twelve month period. It forces the 

homeowner to allocate Summer dollars to Winter problems but 

eliminates the staggering heating bills during the winter. By easing 

the method of payment to the homeowner, the retailer is -able to 

collect more of the revenues due. It should be recognized, however, 

that widespread adoption of these programs will not resolve all of 

the retailers' problems. 

VII. Increased Labor Costs 

Fuel oil delivery is a labor intensive business: drivexs 

are obviously essential to the operations of the retail marketer. 

A significant cost increase experienced by marketers has been in 

wages paid to these drivers. In the last ten years the hourly wage 

has more than doubled. As the table below indicates, during the 

1976-77 heating season, the driver's wage was 0.76 cents per gallon 

of fuel oil delivered. 
!_I 

!_/ Mantho, Margaret, "Profits Sag During 76-77 Season", supra. 
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Table 9 

DRIVER COST PER GALLON 

Gallons 
De- Driver 

livered Drivers' Wage 
Per Hourly Per 

Hour• Wage Gallon 

New England 815 $5.47 0.67 
Metro N.Y. 829 7.49 0.90 

Other Mid-Atl. 752 5.46 0. 7 3 
south Atl 642 4.28 0.67 

Midwest 681 5.58 0.81 
West 7 24 7.09 0. 98 

SECTIONS 
1977 750 $5.87 0. 7 8 
1967 685 2.86 0. 4 2 

*These are production figures achieved during peak 
winter months. The wage per gallon is based only 
on the hourly wage. 

cents 

cents 

Another measure of the adverse impact on fuel oil dealers 

is found in the relationship of hourly wages to dealer's margins. 

As shown in the following table, the hourly wage has been growing 

at a faster rate than the margins and is thus steadily eating 

into those margins and contributing to the reduction in net 

profits. 
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*I 
Table 10-

MARGINS RELATED TO DRIVER WAGE 
(in cents) 

Average 
Average Hourly 
Margin Rate Index 

New England 9. 99. $5.47 1. 83 
Metro N.Y. 10.65 7.49 1. 4 2 

Other Mid-Atl. 9.31 5.46 1. 71 
South Atl. 8.37 4.28 1. 96 

Midwest 8.08 5.58 1. 4 5· 
West 9.18 7.09 1. 30 

CITY SIZES 
Large 9. 71 $6.30 1._54 

Medium 9.05 5.21 1. 74 
Small 8.57 5.01 1.71 

ALL SECTIONS 
1977 9.31 $5.87 1. 59 
1967 5.44 2.86 1. 90 

_This escalation of labor costs is expected to continue in 

the years ahead, and will substantially reduce the marketer's. 

profit margins and thereby weaken his financial viability. 

VIII. Chanse in Refiner-Supplier Practices 

----------~------wi-th-in--the-past--few --year s·-,--re finer s -have-been -experiencing------ -- --------

inflationary cost p-ressures. For example, since the early 1970's, 

the ~os~ of raw materials has almost tripled and interest rates have 

increased. These factors have caused the- working capital 

requirements for maintainin~. inventories and receivables. to escalate; 

in response to these increases, refiners have modified their 

_historical supply and pricing practices. 

~I I d . page 3 8 . 
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While marketers recognize that many of the programs and 

practices relating to heating oil sales must change as economic 

changes occur in the market, they have experienced particular 

d(fficulties with several changes instituted since July 1976, when 

home heating oil was exempted from price and allocation con~rols. 

The effect of most of these post-decontrol modifications has been 

to increase product prices and to exacerbate many of the difficul-

ties of the marketer that are set forth in this Paper. 

Typical of the moves made by major refiner suppliers 

was the elimination of the l% discount traditionally associated with 

deferred payment terms of the "Summer Fill" program. Historically 

refiner/ suppliers of independent petroleum marketers operated 

progrAtns known as "Summer Fill". Under the terms, the marketer could 

purchase fuel oil during the May 1 -September 30 period but was not 

required to pay for the product until October -1, at which time he 

received a l% discount off the price at which the oil was sold during 
*/ 

the summer if he paid by October 10.- However, if the marketer 

chose to pay for deliveries on a current basis during the Summer, 

he also received a 1% discount off the purchase price. The Summer 

fill program permitted the marketer to avoid payment during the non-

heating season portion of the year, and it encouraged the 

construction of additional storage and the build-up of stocks to meet 

!_I , The Summer Fill Program also contained a "price protection" 
element which provided for a retroactive adjustment on any oil 
purchased from the beginning of the program, the price of 
which was subsequently lowered. 
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Winter demands. In addition, the program in many instances 

benefitted the consumer because the lower costs associated with 

deferred billing and discounts were passed on the homeowner. 

During 1977 the majority of the major refiners 

eliminated the 1\ discount historically associated with deferred 

billing. Removal of this discount obviously results in an increase 

in the cost of fuel oil to the marketer. The marketer is less likely 

to be able to pass on those costs associated with changes in discount 

and credit terms. 

In some instances, retailer and wholesaler profit 

margins ace being squeezed by other modifications to historical 

payment terms. Several refiners have reduced payment periods 

during the Winter months from the usual 30 days to 15 or 10 days. 

Moreover, a 1\ discount was historically allowed for prompt payment 

throughout,the year; in several cases this has been reduced to 1/2% 

and one refiner has eliminated it completely. 

The effect of tighter payment terms. on the independent 

wholesaler and retailer is obvious. He will be required to provide 

additional personal collateral or seek additional debt financing. 

Both of these options are becoming less viable as profits decline 

and inventory financing requirements continue to escalate. 

Moreover, during the control period and certainly 

during this period of continuing threat of reimposition of such 

controls, few major refiner/suppliers were able or have been willina 

to enter supply agreements with new distributors or to provide 

additional volumes under existing contracts. Most small marketers 



M-41 

-26-

have continued to do business with their historical refiner/suppliers 

and find it difficult to negotiate with a new refiner if. terms 
*I 

offered by the present one are unsatisfactory.-

In addition to changing traditional payment terms and 

eliminating or reducing discounts, many major refiner/suppliers have 

also initiated a policy under which marketers stand to lose .the 

percentage of product from their Winter allocations that is 

underlifted from the "Summer minimum". Although supply contracts 

have customarily contained such options~ the major companies have 

generally not enforced them. However, marketers are now being 

compelled to lift more volume in the Summer and bear additional costs 

to avoid the risk of reduced and inadequate supply during the Winter 

heating season. The Committee recognizes nevertheless that all 

marketers cannot draw their 12 months~ supply during the cold months 

alone; the industry does not have sufficient storage or 

transportation capacity. 

A related change in refiner/supplier practices presently 

being implemented by one major refiner is the "Winter volume 
**/ 

option" program.- Under this program, a retailer, at an 

additional cost, may restore his Winter volume to its original 

level if he underlifted during the Summer. While the "Winter 

~I 

:_:_; 

Testimony of the National Oil Jobbers Council before the 
Subcommittee on Energy and Environment, Safety and Research 
oE the House of Representatives Small Business Committee, 
(September 28, 1977). 

Ibid. 
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volume option" program is not a prevalent practice, marketers are 

concerned th~t since it has been initiated by a leader in the 

industry, other refiners may institute similar programs. 

Another change in refiner/supplier practices which has 

recently occurred in the North Central region of the country 

involves rack pricing. A few major refiners recently lowered 

their rack prices for home heating oil by setting the price F.O.B. 

the pipeline terminal instead of F.O.B. the marketer's bulk plant. 

While on its face this modification should not affect the viability 

of individual fuel oil marketers, in practice the decrease in ter-

minal prices was less than the common carrier freight charge between 

the terminal and bulk plant and resulted in an increase product cost 

of approximately l/2 cent per gallon. Since not all suppliers in 

the North Central region followed this change in pricing practices, 

those retailers supplied by the refiners employing the new rack 

prices are at a distinct disadvantage because they are unable to 

raise their market prices to reflect the added costs incurred; they 

are forced to absorb the additional half cent per galloh and thereby 

weaken their financial viability. 

IX. Financing of Inventory 

Prior to the Arab Oil Embargo, fuel oil marketers, like 

moat businesses, established a price based on the cost of product 

plus a consistent percentage "mark-up" or margin. As a reault of 

Federal price controls, ~arketers have been limited to a gross 

margin calculated on a cents-per-gallon basis. As previously dis-
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cussed, this margin has been increasing on an absolute (but not 

percentage) ba~is, but not to an extent adequate to cover the total 

increases in operating costs. In addition, significant increases 

in the cost of product have imposed additional cost burdens on a 

marketer which are usually not apparent on the face of .a balance 

sheet. 

For example, as the price of fuel oil continues to 

rise, marketers must invest more funds to maintain inventory levels. 

Many are currently experiencing credit problems because the market 

value or net worth ot a typical independent firm's assets has not 

appreciated at a rate comparable to that of product prices. Refiner/ 

suppliers have been reluctant to incr~ase credit lines to account 

for inflated product prices because of their concerns with 

receivables and loss of capital, and it is becoming more difficult 

for a small or medium-sized independent to obtain the necessary 

f inane ing for inventory volumes. 

Historically, refiner/suppliers would extend credit 

based on the net worth of the business as reflected in financial 

statements alone. Today many are also requiring irrevoca:ore-let::ters-

of credit from banks or.demanding written asaignments of assets or 

accounts receivable. Marketers are having to collateralize nearly 

all the fixed assets of the business to acquire inventory. Thus the 

credit available for customary financing of necessary items such as 

trucks or other equipment is reduced. Some smaller marketers must 

pledge their personal assets, such as their homes, to remain in 

business. 
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In addition, banks are unwilling to lend marketers 

money to fina~ce inventories or build storage. They are concerned 

that if controls are reimposed the marketer would be unable to repay 

the loan if he were to be frozen into a fixe9 margin pricing 

structure. The threat of the reimposition of cont~ols has recently 

made banks and other lending institutions extremely reluctant to 

gran~ new loans. 

x. Storage 

A significantly expanded storage capability is easential 

in the event of another embargo on oil imports. The DOE is, ot 

course, developing the Strategic ~etroleum Reserve. However, the sig~ 

nificant contribution that secondary and tertiary product storage 

could make has been essentially either overlooked or, in some 

respects, actually impeded. 

The obstacles confronting small marketers interested in 

developing or expanding bulk storage facilities relate principally 

to an uncertainty as to future Federal regulatory policy and the 

problems surrounding storage financing. Environmental regulations 

have increased the reluctance of insurance companies to write 

policies for storage operations. Inflation has increased 

dramatically the cost of building facilities over the past. few years; 

interest rates are escalating as well. It is noteworthy that few 

small businessmen are granted loans at the prime rate; the cost of 

money for them is thus even more onerous. Capital formation has been 

severely restricted as a result of all. the pressures on margins 

discuss~d in this Paper. 
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Lending institutions are understandably hesitant to 

finance storage projects. They. are becoming aware that the 

financial position of marketers is less secure than ever before; 

that sources of supply are not as dependable as in past years, and 

that the costs of running a business of this type are increasing. 

Banks are also reacting negatively to the threat which looms over 

the marketplace in the form of reimposition of price and allocation 

controls. 

As inventory financing becomes more difficult, both 

wholesale and retail marketers tend to,avoid carrying large 

inventories. The United States, however, needs to build inven-

tories of heating oil in order to avoid shortages. Since refining 

economics do not support construction of facilities to meet full 

"in-season" product demand, marketers must store substantial volumes 

of distillate in the "off-season". The cost of storage is about one 

cent per gallon for every three months of storage. If a marketer 

cannot recover these costs, he will simply not store the product. 

It should be noted that reduction of inventory is one of the few ways 

in which he can reduce costs. However, while reduced stockpilTn_g ___ _ 

eliminates some cost pressures, it also prevents the normal 

accumulation of fuel oil and creates a substantial risk of supply 

shortages and unnecessary disruptions. 

XI. Increased Vehicle Costs 

Essential to an efficient home heating oil business is 

its truck in?entory. Product cannot be distributed unless a 

marketer has the proper equipment. As prices incre&se marketers find 

themselves unable to replace worn-out, inefficient vehicles; those 

trucks must be used until they are completely inoperable. Use of 
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old trucks makes it more difficult for the marketer to meet his 

supply obligations, results in higher delivery costs and ultimately 

weakens the distribution system. 

The truck Division o[ Avis Hen\" A Car Sy~;tem, Inc. hc~s 

recently published a comparison Q[ 19'13 an<J erltim.;~ted l97!l lr•1ck 

prices. 

Truck TJ:J2C 

Light Van 
Heavy Van 
Single-Axle Diesel 
Tractor 

Tandem-Axle 
Conventional Tractor 

Tanc;lem-Axle Sleeper 
Tractor 

Table .11 
*/ 

Truck Price Increases-
~_,.--__..,_,__ __ 

E:stimG~ted 
1973 Price 1978 Price 

s 4 1 4 60 $ 7,380 
12,950 21,700 

22,500 J7,050 

27,700 46,775 

30,000 51,400 

Percent 
Increase 

60% 
60 

6l 

59 

58 

This escalation in cost of replacing "rolling inventory" 

or trucks is expected to continue and will result in still further 

reductions in t,he m<~rketer profit matgins. 

XI I. Com12et iti2.!!-.With ...2..!J;.£I..,Iuel_ Sour~~ 

The independent marketer is confronted by additional 

p~essurea resulting from competition with other sources of fuel, 

natural gas and electricity, for reasons unrelated to those cited 

above. Present government regulations establish an artificial 

price ceiling for natur4l gas; as~ result in almost all markets 

~/ Letter of Mr. George H. Youhas, Vice President and G~neral 
Manag•H, Truck Oivision of Avil;l Rent A Car System, Inc. 
(Novernber 1977) 
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natural gas is cheaper than fuel oil. Despite the fact that natural 

gas distributing companies have been experiencing increasing curtail-

menta in recent years, many are continuing to accept new residential 

customers, including homes and apartments, that previously were 

heated with fuel oil and coal. The added supplies needed for the 

now residential hook-ups are being obtained from curtailments of 

existing industrial, chemical, and agricultural customers, including 

those unable to use alternatjve fuels, in accordance with the cur

tailment policy established in F.P.C. Order 467-B. 

Since the 1975-76 winter, retail prices for No. 2 heating 

oil have increased by about 5 to 8 cents per gallon and wholesale 

prices have increased similarly. A major contributing factor in the 

increase is the growing quantity of foreign oil which must be 

imported to fill the widening energy gaps caused by the gas shortage. 

Oil is the most easily imported fuel and can be burned in much of 

the industrial gas burning equipment. As the production of natural 

gas continues to de~line, more industrial/commercial users of the 
*I 

gas will be curtailed, and their demand for fuel oil will esca~ate.-

As a result of prior inconsistent Federal energy policy, 

residential fuel oil consumers must now pay more for heating oil 

because their neighbors have been provided with gas at artificially 

low prices. Ironically, as the gas shortage becomes more severe 

Statement of John H. Robson, on "Why the Failure to 
Ban New Residential Gas Hook-Ups Will Cause [·'uture Economic 
and Social Problems", given on behalf of the National Oil 
Jobbers Council before the Natural Gas Transmission and 
Distributing Advisory Committee (July B, 1977). 
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ano results in added petroleum imports and higher fuel oil prices, 

fuel oil users will have a progressively greater incentive to con
*/ 

vert to that tuel which is in shortest supply, natural gas.-

Thus, deregulation of natural gas would put an end to the 

undervaluation of natural gas--a practice which is simply 

increas~ng the shortage. 

The impact of agressive marketing by the natural gas 

utilities qn independent fuel oil dealers has been particularly 

severe in the mid-western states. For example, Peoples Gas and 

its subsidiary, North Shore Gas, converted 6Z,43~ residential 
**/ 

fuel oii accounts to gas in 1974 and J:i,S41 in 1975.~ From 1974 

to 1977, the number of fuel oil distributors serving the greater 

Chicago area has declined from about ·186 to 140. The reduction is 

due largely to mergers and buy-outs, but the effect of gas 

competition is c!early evident in the conversion numbers. 

In the area of retail electric cates, individual state 

regulatory commissions have often approved utility rate struc-

---~~l:~!;-""tlj9_~_ -~EO l?_t"\)lll_C>_t_iona_~_l_l\_1111 tu r e; _ a_s consumption inc rec;~ses 

the price per kilowatt hour declines to the point where the last 

~I In add~tion, voluntary conservation of natural gas on the 
part of the consumer has resulted in a reduction of load 
capacities for some facilities. To prevent any loss of 
revenue to the utility, public utilitY commissions have in 
some instances recently approved new residential hook-ups, 
thereby ensuring the utility that it will continue to 
fun~tion at present levels. 

~/ Statement of John H. Robson, Sl,lpra. 
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block, the port ion consumed in electric space heating, is priced 

belo~ the actual cost of generating and distributing the electric 

power. Fuel oil dealers in the middle Atlantic region have, for 

example, experienced competition from utilities which have 

implemented special seasonal prices for 'customers with heat pumps 

or electric space heating. Under these rates, which ~re in effect 
" 

from October through March, electric heat customers are charged 1.96 

cents per kilowatt hour, while non-heat electric customers pay 5.4 
*I 

cents per kilowatt hour.- All~electric homes are commonly given 

significant discounts in the prices paid per kilowatt hour of 

electricity. Such preferential pricing has resulted in unnecessary 

expansion of utility facilities, discrimination between and within 

customer classes, and wasteful consumption practices. Most important, 

however, is the competitive disadvantage it imposes on independent 

heating oil marketers. 

In addition to a subsidized pricing structure, electric 

utilities in some areas of the country have a competitive 

advantage over home heating marketers because of installation 

charges. Often an ele~tric system can be installed far more 

cheaply than a fuel oil system: as a result, the homeowner 

chooses the electric system despite its less efficient use of 

energy and the higher energy bills that result. 

~/ Philadelphia Electric Company, all-electric residential 
rates. 
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Accordin9ly, it is diffic~lt and in many cases 

impossible for oi~ heat to compete with natural gas or elec-

tricity. Unlike the large utilities, the oil heat dealers are 

not guaranteed a fair rate of return since their pricea ar~ 

established· by market forces rather than government regulation. 

The Sfi!e~t~ingly pervuive short-sightedness of these regulations 

serves to compound the financial pressures being experienced 

by marketers. 

XIII. Attrition 

In the period since 1972 the number of independent 

marketers of heating oil has been declining. As profitability 

declines, more and more independents will be forced to sell, 

merge, or dissolve their_ companies. Many are already under-

going bankruptcy proceedings. Genera!ly the companies with annual 

sales of under one million gallons are the most vulnerable to the 

economic pressures mentioned above. 

Nationwide there are far fewer independent heating oil 

rna r ke te r s _than .. the re_we re _in __ l9_7_2. __ The _regJ9o_al__at.tJ_i_tj_Q_ll_.J_CLt_e§ _ _for 
*I . 

the period 1972 to 1977 are approximately as follows:-

~/ Information derived from d_irectors of the following retail. 
fuel oil marketers' trade associ<!ltions: Nelof England Fuel 
Institute, Fuel Oil Merchants of New Jersey, Northwest 
Petrole\JI1l Assoc:;iation, North Carolina Oil Jobbers Association, 
Oil Heat Institute of Oregon and National Oil Jobbers Council. 



(,• 

M-51 

-36-

Table 12 

Attrition 1972-1977 

New ~ngland 

Mid-Atlantic 

North Central 

South East 

Pacif~c North West 

25\ 

19% 

18% 

15% 

14% 

Wholesale marketers have also experienced a substantial 

attrition rate. This is dramatically illustrated by the fact 

that only 6 independent deepwater terminal operatdrs ar~ currently 

operating in New England; in 1959, there were 21. Three terminal 

operators on the East Coast sold out to refinets in the past year 

alone. The independent wholesale marketing segment of the petroleum 

industry has been substantially reduced. 

XIV. Conclusions 

This Part concludes that: 

1) Profitability of wholesale and retail marketers 

has declined ~ubstantially since 1974; ever~

analysis indicates that it will continue to do 

so. This decline in J?rofits has been a result 

of increases in costs that far· exceed increases 

in margins at both levels of distribution. 

2) There is strong competition in the home heating 

oil market on both ~he independent wholesale and 

retail levels. While competition maintains a downward 

pressure on home heating oil prices and thereby 
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benefits the consumer, it does limit severely 

the costs which a marketer may recover. · 

3) Retail marketers are experiencing severe cash 

. flow problems because ot the ever-in.creasing 

time period between the issuance of home heating 

oil bills and receipt of payment ~rom homeowners. 

These delays adversely affect the dealers' ability 

to meet their financial commitments to their 

refiner-suppliers tor product. 

4) As a result of increase~ costs, suppliers are 

modifying historical terms of sale, shortening payment 

periods and eliminating discounts. During the period 

of controls and the period of continuing threats of 

reimposition of controls, few are willing to take on· 

new distributor customers. The net effect is a 

restriction of the financial flexibility of oil dealers. 

5) The financing of inventory and equipment has 

become significantly m~re difficult, due to 

inflated product prices and absence ot an 

adequate return on equity. 

6) Since competition and government intervention do 

not permit wholesale and retail marketers to 

recover substantial non-product costs, on a short~ 

term basis, marketers are reluctant to carry large 

inventories and incur storage costs. Despite the 
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nation's need for fuel oil reserves, current 

conditions make accumulation of such reserves far 

more difficult. 

7) The regulated pricing of natural gas and electricity 

at unrealistically low levels of price compared to 

alternate fuels has continued to provide these 

heating fuels a competitive advantage over fuel oil. 

8) All regions of the country are experiencing increased 

rates of attrition among heating oil marketers. 

Economic pressures render small retailers the most 

vulnerab]e to bankruptcy, merger, or voluntary 

dissolution because they do not generate enough 

dollars of margin to cover expenses and ~ake a 

reasonable return even if their unit costs, investments 

and profits are at an efficient level. However, 

r0mpanies of all sizes are becoming less viable •. 
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Part II 

Impact of Federal Regulations 
on Inde~endent Marketers 

This section of the White Paper discusses the impact 

of govern~ental regulations on independent fuel oi1 marketers. 

specifically, it will examine Congressional mandates and 

guidance, auditing of marketers, DOE price and allocation 

regulations, retroactive Rulings and Interpretations, monitoring 

and indexing of middle distillate pricing, an~ reporting 

requirements; 

II. Distribution: Primary Objective of EPAA 

When Congress enacted the Emergency Petroleum Allocation 
*/ 

Act in 1973 ("EPAA")- it was primarily concerned with preventing 

shortages of crude oil and refined petroleum products which in turn 

could create severe economic dislocations and hardships, including 

loss of fobs, closing of factories and businesses, reduction in 

crop plantings and harvesting and the curtailment of vital public 

services. Congress recogni~ed that shortages and dislocation-of 

crude oil and products could jeopardize the normal flow of 

commerce and result in a national energy crisis which could pose 
**I 

a threat to the public health, safety and welfare.-

~/ The Emergency Petroleum Allocation Act of 1973, 15 u.s.c. SS751 
et ~· 

~/ Id. at section 2. 
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To prevent thes~ shortages the President was authorized 

to implement a mandatory allocation program and the program was to 

be designed to protect the public welfare by preserving a strong 

distribution system. 

Congress recognized that such a system could only be 

preserved if competition and a strong independent segment were 

maintained. Congresa stated that the President's authority was to 

be exercised in a manner which is consistent with ten objectives. 

Section 4(b)(l)(D) stated that the program was to provide for: 

preservation of an economically 
sound and competitive petroleum industry; 
including the priority needs to restore 
and foster competition in the producing, 
refining, distribution, marketing, and 
petro-chemical sectors of such industry, 
and to preserve the competitive viability 
of independent refiners, small refiners, 
non-branded independent marketers, and 
branded independent marketers; (emphasis 
added).!._/ 

From the beginn1ng Congre•s has been concerned with the 

survival of the independent marketer and has been concerned that 

government regulations could unduly interfere with natural forces 

of the marketplace and thereby hinder competition. Accordingly, 

Congress mandated that any program promulgated shall also provide. 

for: 

~/ Section 4(b) (l)(D) of the Emergency Petroleum Allocation Act, 
supra. 



M-56 

-41-

(H) economic efficiency; and 

(I) minimization of economic 
disto.rtion, in flexibility, and 
unnecessary interference with market 
mechanisms.~_/ 

Congressional concern for the independent marketer was reemphasized 

with the establishment of the Federal Energy Administration in 1974. 
**I 

The Federal Energy Administration Act stated:--

To the extent authorized by 
subsection (&) of this section, the 
Administrator shall --

(6) assure that energy programs 
are designed and implemented in a fair 
and efficient manner so as to minimize 
hardships and inequity while assuring 
the priority needed of the Nation are 
met; 

In 1977 Congress declared that a primary purpose of the 

Department of Energy Ocganization Act is to "foster insofar as 

possible the continued good health of the Nation's small business 
***I 

firms .•. involved in energy ... merchandising.-- All of the 

statutory mandates express Congressional support for a strong 

-dis t ribu t ion_system. ___ 'l'hus_,_any __ re_gu)a_t9_,_y ___ ~~~.i2J1 __ ~h ich __ we a_ ke ns_t_t1_e 

marketer's ability to obtain a reasonable return on his investment 

and thereby maintain a viable operation, is contrary to national 

energy policy and is without statutory authority. 

:_; .!..9.· at Section 4(b)(l)(Hl and (I). 

~I· Federal Energy AJministration Act, P.L. 93-275. 

~I Section 102(17) of the Department of Energy Organization Act. 
P.L. 95-91. 
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In 1976 the Federal Energy Administration ("FEA") and 

Congress agreed that the energy emergency had passed and that 
> 

further regulation of the uale of middle distillates was 

unnecessary. Congress did not reject Energy Actions 2 and 3, and 

on June 30, 1976 permitted the exemption of middle ~istil~ates 

from both allocation and pricing controls, effective July 1, 1976. 

Congress concurred in FEA's findings that middle distillates were 

no longer in short supply, that their exemption from controls 

would not have an adverse impact on the supply of any other 

product, that competition and market forces are adequate to 

protect consumers and that exemption would be consistent with the 
•; 

objectives set forth in the EPAA.-

In sum, Congress has repeatedly mandated that the 

Department of Energy ("DOE") reduce the regulatory burden on 

independent fuel oil marketers and protect that s~gment of the market. 

Unfortunately, past and present actions of the Agency and its 

predecessors appear to igr .• ne these mandates. · Regulatory 

interference in the business operations of marketer has adversely 

affected their viability, thereby weakening the distribution system, 

and will continue to do so if current DOE policy remains unchanged. 

~I "findings and Views Concerning the Exemption of Middle 
Distillates from the Mandatory Petroleum Allocation and Price 
Regulations." FederaJ Energy Administration (June 15, 1976) 
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I II. _,Auditing 

At present a substantial number of independent fuel 

oil marketers are or have been audited by ¥EA and DOE. While it 

is oasential that the Agency charged with the responsibility of 

enforcing the EPAA, as amended, audit those companies subje~t td 

its regulations, enforcement proceedings have gone far beyond a 
*I 

reasonable application of the regulations to past actions.-

When the price regulations were first promulgated in 

August 1973, they were written in a manner which was extremely 

confusing and unnecessarily complex, and the method mandated for 

establishing maximum selling prices was unrelated to general 

pricing methods employed in the industry. Moreover-the 

regulations were substantially revised six times befor• the close 

of 1973. It was more than a year after initial promulgation before 

the Agency began issuing rulings clarifying their meaning. As a 

result of this inconsistent and complex regulatory program, the 

average fuel oil marketer and to a lesser extent the large, 

--integra ted -compan-ies-d-id- no~--and -could-not-full-y-understand-the-law ___________ _ 

that governed their actions during the first year of the program. 

The average marketer was essentially concerned with maintaining his 

business and with obtaining product for his customers during a time 

of severe supply crisis. He made an honest attempt to conduct his 

business in compliance with FEA requirements as a reasonable man 

might interpret those requirements to be. 

:_; Currently there are 85 independent marketers undergoing audits 
in Region I. Compliance DivisiOM, Economic Regulatory 
Administration, Department of Energy. 
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However, in its a:Jditing of marketer's compliance with 

the regulations during the beginning of the program, November 1, 1973 

until April 30, 1974, DOE has been ignoring the context in which the 

regulations were promulgated and were followed. The Agency applies 

the regulations very strictly, as if they were perfectly clear at 

the time of promulgation and as if the marketer had full 

understanding of their meaning. DOE has refused to modify its review 

of compliance even when one good faith error carried through the 

audited period results in l~rge violations, far in excess of the 

earnings of the company in question; and when it is clear that strict 

application of the rules would destroy the company being audited. 

Audits have been conducted for time periods when, (1) the 

regulations were confusing, (2) there was little or no gui~ence from 

the Agency on the applicabllity of the regulations, and (3) there 

were few lawyers or accountants with any knowledge of the regulations 

available to marketers. Fatlure to recognize these factors has often 

resulted in audits which conclude that a marketer engaged in overcharging 

when in fact the marketer was unaware that any wrongful co_11_d_uct __ was_ 

being committed. The overcharges may even have been fully repaid 

if the marketer undercharged in subsequent pricing periods, but DOE. 

in its regulations ignores chis fact and requires that the marketer 

make a double restitution. 

The primary reason for these dis tor ted audit results is 

that the DOE regulations are complex, unclear, and inconsistent with 

normal industry pricing and supply practices. Compliance· proceedings 
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I II. JAuditing 

At present a substantial number of independent fuel 

oil marketers are or ha.·1e been audited by FEA and DOE. While it 

is essential that the Aqency charged with the responsibility of 

enforcing the EPAA, as !mended, audit those companies subject to 

its regulations, enforcement proceedings have gone far beyond a 
!_I 

reasonable application vf the regulations to past actions. 

When the price regulations were first promulgated in 

August 1973, they were ~ritten in a manner which was extremely 

confusing and unnecessarily complex, and the method mandated for 

establishing maximum selling prices was unrelated to general 

pricing methods employed in the industry. Moreover the 

regulations were substaatially revised six times befor~ the close 

of 1973. It was more Lnan a year after initial promulgation before 

the Agency began issuing rulings clarifying their meaning. As a 

result of this inconsistent and complex regulatory program, the 

average fuel oil marketer and to a lesser extent the large, 

---- -in ~eg r-a ted-compani es-d i ·l--not--and -could -no t-full-Y--unde r-st and-- the-law ------- ---

that governed their actions during the first year of the program. 

The average marketer was essentially concerned with maintaining his 

business and with obtaining product for his customers during a time 

of severe supply crisis. He made an honest attempt to conduct his 

business in compliance ~ith FEA requirements as a reasonable man 

might interpret those requirements to be. 

:..! Currently there are 85 independent marketers undergoing audits 
in Region I. Compliance Division, Economic Regulatory 
Administration, Dep.utment of Energy. 

(> 
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IV. Pricing and Allocatior!_ Controls 

This section of the Paper discusses the period 1973 until 

July 1, 1976 wben middle di~tillate sales were subject to price 

and allocation controls and discusses audits of events that occurred 

in that period. 

Audits often find common errors in the computations of 

the maximum permissible selling prices of independent fuel oil 

marketers. This indicates ~ common misunderstanding of the 

regulations that has created th~ following problems: 

A. Inventory 

Under the regulations a reseller/retailer determined his 

maximum permissible selling price by adding increased producr. 

costs to his May 15, 1973 selling price plus an additional non-

profit cost allowance. Section 212.93 states: 

as: 

(a) A seller may not charge a 
price for an item subject to this subpart 
which exceeds the weighted average price 
at which the item was lawfully priced by 
the seller in transactions with the 
class of purchaser concerned on 
May 15, 1973, plus an amount which 
reflects, on a dollar-for-dollar basis, 
the increased product costs concerned. 
Each seller shall maintain records 
sufficient to justify prices charged 
which reflect increased product costs, 
including, if applicable, records which 
demonstrate that the seller qualifies 
to determine increased produtt costs 
according to separate inventories. 

"Increased Product Costs" are defined in section 212.92 
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•rncreased product costs• means the 
difference betw~en the weighted average 
uriit cost of that product in inventory 
and the weighted average unit cost of 
that product in inventory on May 15, 1973. 
(Decreases in w~ighted average unit cost 
oi: a product in inventory in s_uccessive 
accountin~ periods are reflected in 
reductions in the amount o-f increased 
dosts incurred in those accounting 
periods, in accordance with S212.93(c) .) 
If a particular product was not in 
inventory on May 15~ 1973, the date for 
computing the ·cost is the most recent 
day preceding M~y 15, 1973, when the 
sell~r had the product in inventory. 

First, the basic concept of weight averaging cost increases 

and decreases_ required by the regulations was foreign to most 

·independent marketers. Prior to 1973 they had traditionally 

passed through increases or decreases in product costs immediately, 

by adding their customary margin to their current cost of product. 

During the early months of the r€gulatory period many marketers 

did not realize they were required to modify their pricing pro

~edures. DO~ takes th• pcsition that overcharges occurred when 

marketers simply continued to follow their historic priCing 

-pract-ice s~-even--whe n --such a-pr act-ice-did- not-yie-ld- addit-ional 

profits. 

Second, from 1973 until May 1, 1976 the regulations did 

not permit separate calculations of maximum permissible selling 

prices for bulk sales or sales from separate ter_minals, despite the 

_fact that ·such practice was common to marketing operations. It 

should be ~oted that during the first year or two of the regulations 

many marketers were under substantial pressure from their bulk 
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J 

customers to provide necessary product; in fqct the Federal 

Government urged marketers to ~rovide product wherever possible, at 

the lowest possible prices. Thus, many purchased bulk volumes at 

"spot" prices and sold this prcduct to their customers at only their 

normal margin. This product was never brought into the marketer's 

inventory and was thus never w~ight averaged with other purchased 

products. Again audits have cvncluded that marketers violated the 

regulations and overcharged cuetomers, in cases where they simply 

provided essential product and made no excess profits. In such cases, 

strict enforcement of the weigrted-average concept of ~alculating 

the value of product in invent0ry magnified and distorted violations 

during this early regulatory r-criod. 

Third, marketer's ha~e been penalized for recovering 

inventory profits and costs cif storage. When :10me heating_ oil is 

placed in a marketer's inventcry it appreciates in value and that 

value has historically been retlected in a marketer's selling price; 

in addition, as described above, the marketer incurs significant 

storage costs. However, the regulations only permitted the marketer 

to recover the actual cost of the product and prohibited reflection 

of any profit received from inventory appreciation or pass-through 

of any storage costs. Since rn~rketers had always financed their 

inventories and recovered their storage costs in this manner, they 

were unaware during the initial phase of the regulations that they 

could not establish their prices according t~ this method. 

Violations have been found and marketers have been depriv~d of a 

viable method of financing inv~ntories in storage. 
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Fourth, during the early regulatory period, many 

marketers believed they ·were in compliance because they 

maintained a consistent percentage mark-up on their product, as 

·they had done historically, Again, the regulations departed from· 

accep~ed pricing practices in the industry and required a per 

gallon mark-up. DOE determin~d that overcharges had occurred 

despite the fact that the marketer merely maintained his 

~istoricil profit margin. 

B. Class of Purchaser 

The regulations in:;.eruct marketers to group .their 

customers into classes of purchaser and to establish maximum 

permissible selling prices foe each class separately. However, 

the treatment of discounts and methods to be used for· forming 
~I 

these classes of purchaser was not explained until June 1974 

and then further clarified ir. 
~I 

March 1975. Again strict 

application of the concept em~odied in the 1974 ind 1975 rulings 

to.regulated periods prior to promulgation of these rulings has 

___ __ r~s_ul_t.f!d _ _i._n___!l~b~~ a n _!i_a_l._ ~r['_<)_t!) _ _<) 11_ !_h ~ 2 a E~- ()__ f ___!:_h_e_rn ~r_l<e_t:e r-~a g a i n 

with6ut taking into account gJod faith efforts at compliance. 

c. Non-Product Costs 

When originaily published, the pricing regulations 

permitted marketers only to recover increased product costs but not 

~/ FEA Ruling 1974.::17 and 1974-18, 39 F.R. 22133 (June 14, 1974). 

~/ FEA Ruling 1975-2, 40·FH. 10655 (March 7, 1975). 
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to recover increased non-product costs. Because non-product costs 

were rising rapidly during the farly months of the embargo, DOE 

granted a non-product cost allo~ance which repr~sented an average 

non-product increase experienceJ by most marketers. Approximately 

two years after its implementat i.on, DOE issued a clarifying 

regulation which stated that the non-product cost allowance could 
"I 

only be taken up to the amount ~ctually incurred.- Marketers 

audited for past pricing per iodu were therefore compelled to 

produce records of costs incurred to justify the allowance taken. 

Inability to produce those records--even when, in actual fact, the 

costs may have been justified--often results in findings of 

violations of regulations and Llnjustly punishes the marketer for 

complying with regulations prior to their clarification. 

While the non-product cost allowance was vital to the 

independent marketer, its implP~entation during the beginning of 

tile regulatory program, without. a corresponding allowance to 

refiners, negated the benefit derived substantially. Refiners 

were not permitted to reflect their non-product costs on retail 

sales, but they were permitted to increase wholesale prices. 

While wholesale prices increased, retail marketers were forced to 

restrict their margins in order to compete with refiner direct 

residential sale prices, which j)Ursuant to the regulations could 

not reflect non-product costs 1ncurred by the refiner. 

An additional probler.·, independent marketers experience 

with regard to DOE audits is that there is endless exposure for 

~/ FEA Ruling 1975-14, 40 F.R. 40833 (September 4, 1975}. 
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past activities~ DOE does not employ any type of statute of limita

tions--a time period after which the Agency will no longer investi

gate sales to determine if viol~tions have occurred. In this. regard 

DOE's policy is inconsistent Wlth other regulatory agencie~ suth 

as the Internal Revenue Service or the Federal Trade Commission 

which employ a three and five year statute of-limitations, respectively. 

Coniinued exposure for unknown ~iolations weakens an independent 

marketer's financial worth-and restricts h~s ability to obtain 

financ~nq from banks and other lending institutions. 

v. Retroactive Rulings and In~erpretations 

In addition to the problems outlined above, marketers' 

difficulties have been compounded by the practice of issuing 

retroactive Rulings and Interpretations. During the initial 

months of the regulat·ory period, marketers were forced to follow 

ambiguous and complex regulations in calculating their maximum 

permissible ~elling prices. Without guidance from the Agency the 

marketer had no choice but to make reasonable interpretations of 

the regulations and proceed according to those int~rpretations. 

For example, mar ke te r s were -re-qu rre-d-to-us_e_CLC-Fot"m9·2-irr- ______ _ 

ca1culating the maximum sellin<J price for their product. Despite 

"the fact th~t this was the only form available and the only 

guidance available from the Federal Government and despite the 

fact that marketers were requLed to use the Form, some auditors 

hdv~ maintained that a cqmpany ~as in violation even when it 

properly fi"lled out the Form a10d calculated maximum selling 

process in full compliance with the Form; other auditors have 
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maintained that the Form could not ~e followed in establishing 

maximum selling pcices foe othe~ products, despite the fact that 

such products were under the same regulation as No. 2 distillate 

and despite the fact that CLC 92 provided the only guidance at the 

time. 

In 1975 and 1976 DOE bega~ issuing clarifying rulings 

which expressed the Agency's view ot how the regulations were to 

apply to the marketer's business. While this guidance proved 

helpful on a prospective basis, the Agency was not satisfied with 

such future applicability; rather, it took the position that the 

regulations would be considered always to have been applied in the 

manner stated. And it proceeded tc determine violations for non-

compliance with these retroactive rulings. 

A typical example of this retroactive application of a 
*/ 

clarifying regulation is Ruling 197~-16.- That ruling requires 

that maximum permissible selling prices be established by adding 

the following three items in the fcllowing order: 

May 15, 1973 selling + 
price 

increased 
product 
costs 

+ non-product 
cost allowance 

DOE stated that non-product costs had to be the last element in 

the equation and if non-product cosLs could not"be recovered, due 

to market conditions, in the month in which they were incurred, 

they could not be "banked" -- saved for recoupment at a later 

date; thus marketers who did not recover such costs during that 

month were forced to absorb them. 

:._; 40 F.R. 40834 (September 4, 19"i~•l 
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Prior to this Ruling marketers were not. aware that they 

had to recover non-product costs ldst; they ~ere not aware that 

they could not "bank• non-product costs. This retroactive rule-

making not only violated the requiremehts of the Federal Energy 
*/ 

Administration Act of 1974;- it unfairly prohibited the iecovery 

of costs actually incurred and crewted "violations• of the regu-

lations where none had existed. Obviously no marketer could 

comply with such retroactive enforcement procedures, he was 

helpless to correct his actions. 

VI. Benefits to Small Refiners Undermine Independent Marketers' 
Competitive Viability 

As a result of the Old Oil Allocation Program (the entitle
**/ 

ments program)-- fuel oil marketers purchasing from small refiners 

are often able to underprice marketers purchasing from larger 

refiners. The entitlements program is designed to equalize 

generally crude oil costs for all domestic refiners in order to 

equalize the cost of refined petroleum products for consumers 

throughout the country. Small ref1ners, however, re9eive two types 

_oLSJ.IQSi(jy ll_ncleE_t_l"l_e_pr()'I_r~~- _!irst, under. the "small refiner bi"as" 
f 

a refin~r may receive a subsidy of as m6ch as 4.8 cents per gallon. 

The "bias" is on a sliding scale f0r refiners with capacity no 

greater than 175,000 barrels per ddy (b/d). The greatest benefit 

1s received by those refi~eri with capacity below 10,000 b/d. Second, 

an. exception program applied to sm9ll refiner entitlements b~yers 

forgives some or all of their purct.ase oblig_ations. On an· average, 

~/ Section 7 of the Federal Ener~y Administration Act, supra. 

~~/ 10 C.F.R. 5211.67. 
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these two subsidies provide a small refiner with a 3.5 cents per 

gallon advantage on crude costs. This advantage is translated into 

an advantage in middle distillate sales prices; sales of marketers 

supplied by subsidized refiners may thus limit the margins and 

profitability of fuel oil marketers supplied by non-subsidized 

refiners. 

VII. Continued Controls on Motor Gasoline and Aviation Fuels 
Distort Market 

Continuation of present allo~ation and price controls on 

motor gasoline and aviation fuels, while middle distillates are 

decontrolled, produces distortions whi~h tend to increase middle 

distillates prices to higher levels than would exist if all refined 
* .' 

petroletw products were decontrolled. 

However, if contr6ls remain 0n gasoline, these unnecessary 

high costs of home heating oil could be alleviated by permitting a 

greater percentage of the costs associated with the production of 

gasoline to be reflected in the season~l price of that product, 

rather than requiring allocation of costs based upon the proportion 

of the product produced. 

VIII. Monitoring and Indexing Adversely Affect Marketers' 
Viability 

On October 6, 1977 DOE published in the Federal Register 

a Notice regatding "Monitoring of Middle Distillate Prices," 42 

~I some refiners advocate exemption of gasoline on the ground that 
they seek an overall level of profitability on refining opera
tions. Testimony at the recent ga~oline decontrol hearings 
indicate that controls were restricting gasoline prices to 1-2 
cents gallon below levels which wo~ld provide reasonable returns 
on investments. 
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F. R. 54444 ,_ which proposed to monitor I (!tail prices of middle dis-

tillate prices on a monthly basis and to publish an index against· 

which actual retail prices would be me.:u;uted; DOE recently 

announced that it has abandoned the October 6 proposal and is 

presently considering several types of illOnitoring systems, some 

of which are coupled with an indexing mechanism. If DOE adopts a 

monitoring and indexing system on independent marketer's sale~ of 

middle distillates, that action would. exceed the scope of- DOE's 

authority and would seriously weaken th2 financial position of ~he 

independent wholesale and retail marketdr of home heating oil. 

Any monitor ing/l.ndex ing systeJr, which freezes margins 

at some historical level and thereby pr~hibits marketers from 

reElecting non-product costs actually incurred in their selling 

price, forces the marketer to absorb those costs and results in 

de facto controls despite their label a:; an "index". Controls on 

middle distillates cannot be reimposed 11nless the President makes 

an appropriate determination that suth regulation is necessary to 

-atta-in, -and-i-s consi-stent- .w ith--the--ob~ ec: t i ves __ speci fied __ in __ se_c_t_ign _ 
*/ 

4(b) (1) of EPAA, as amended.- No such determination has been made: 

However, assuming such a monitoring/ indexing system were permitted, 

it is inconsistent with the Congressional mandate to protect the 

competitive viability of the independent marketer since it would 

restrict a marketer to a fixed margin in an inflationary economy. 

!_I Section 12(f) of Emergency Petrolewu Allocation Act, supra. 

d 
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Further, in light of the strong competition in the market, as 

demonstrated ajx>ve·, it would seem clear that any additional 

monitoring or indexing of middle distillace prices is totally 

unnecessary and simply adds to the market~r's burden. 

In fact, as is stated in Part I, the mere threat of 

reimposition of controls or implementation of an indexing system 

which results in de facto controls has inhibited the marketer's 

ability to obtain financing from banks and other lending institutions 

for his inventory and equipment. Such ti•Jhtening of credit terms 

certainly leads to a weakened financial pusition. 

Further, a monitoring system cou?led with an index is 

not workable. It is not possible to measure accurately all of 

the relevant factors necessary to establis~ an acceptable index. 

Moreover, an index does not protect the co1sumer since it only 

informs the consumer several months after the fact that prices 

were too high. If DOE attempts to impose ~n indexing system, it will 

weak~n the independent marketing segment <lf the petroleum industry, 

with no corresponding benefit to consumers. 

IX. Reporti~g Requirements Increase Markf;_:ers'_Bur<!_~ 

Under the newly passed Departmen~ of Energy Organization 

Act there is established an Energy Informacion Administration (EIA) 

which is required to carry out a central, comprehensive, and unified 
*I 

energy data and information program.- The Administrator of the 

EIA is required to develop a format for a ~inancial report to be filed 

by energy distribution firms annually. Ir,dependent marketers who 

~/ section 205 of the Department of Energl' Org<ln.i.zation Act of 1977 
I 

supra. 
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would be required to file the report are concerned that their paperwork 

burde~ will begin to increase once again despite the Congressional 

mandate to the Administrator of EIA to "otherwise give priority 

to minimization of the reporting of ener<rr information by small 
*/ 

businesses •• -

In addition, the Ad~inistrator is to consult with the 

Chairman of the Securities and Exchange Commission with respect to 

the developnent of accounting. practices to be followed by the per-

sons engaged in the production of crude oil and to ensure that 

the financial report discussed above is c0nsistent with such 

accounting practices. This could indirectly result in compelling 

wholesale and reta-il marketers to convert to a uniform accoun'ting 

~ethod in order to comply with the reporting requirements. Marketers 

would be forced to spend substantial fund~ on converting their 

accounting· systems; the change would surely require the hidng of 

additional in-hous~ or outsid~ personnel. 

Congress is presently considerin] a crude oil 

equalizaton tax as the primary element of ~resident Carter's 

NatYonal · Ene rgy-Ptan. ---It-such-a-tax-is--er.-.~ct.ed-i t--is--1 ikel-y--tha t 

a rebate or tax credit would also be included for home heating oil 

consumers. As. proposed in the House versl<>n the rebate would 

grant a refund to the retail marketer who liDUld then be required 

to p~ss the refund. on to his customers. 1'he House rebate 

mechanism would not only increase the marh,ter' s paperwork. burden 

but would force the marketer to incur substantial administrative 

costs to ensure accurate distribution of tee revenues refunded. 

~/ Id. at section 205(h)(l)(B)(ii). 
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The paperwork and reporting burdens on the independent marketer 

should be decreased, not increased as would be the case if the 

House version were enacted. The Senate version would alleviate 

these problems by granting a direct tax crejit, pursuant to 

certain income restrictions, to the homeowner. 

X. Sim2lification of Regulations 

All of the difficulties mentioned above have b<aen 

recognized by the present Administration. On November 18, 1977 

President Carter issued a proposed Executive Order in the Federal 
*/ 

Register to solicit public comment.- The proposal stated: 

President Carter is c~mmittud to assuring 
that Federal regulations are as effective, 
reasonable, and understandable as possible. As 
one step in achieving this goal, the President 
has decided to issue an Executive Order to reform 
the process by which agencies develop their 
regulations. 

Too often, regulations are written in 
technical or in legalistic terms which are not 
understood by those who must comply with them. 
They are sometimes issued withou': sufficient 
understanding of their consequences by agency 
officials and without adequate review and 
comment from other Federal agencles, State 
and local governments, and the gl!neral public. __ 
The purpose of the Executive Order would be 
to increase public and governmencal participa
tion in the development of reguldtions, to 
permit effective oversight of regulations by 
agency managers and to improve aqency analysis 
and awareness of the consequenceJ of their 
regulations. 

~/ 41 F.R. 59740 (November 18, 1977). 
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EXECUTIVE ORDER IMPROVING GOVERNHEN~ REGULATIONS 

As President of the United States, I direct all 
Federal Departments and Agencies co adopt pro
cedures to improve existing and future regulations. 

Section 1. Policy. Regulations should be as 
·simple and clear as possible. Th·,~Y should achievP 
leqilllative goals effectively and efficiently. They 
should not impose unnecessary bur.jena on the economy, 
or individuals, on public or private organizations, 
or on State and local governments. 

To achieve these objectivea, regulations should 
be de~eloped through a process which ensures that: 

(a) the need for and purpoSf•S of the 
regulation are_clearly established; 

(b) heads of agencies a~d policy- officials 
exercis~ effective oversight; 

(c) opportunity exists for uarly partici
pation and comment by other Federal 
agencies, State and local governments, 
businesses, consumers, ;md other 
members of the public; 

(d) compliance tosts, paperwork and other 
burdens on the public a:e minimized. 

While the Executive Order sets f•:.cth procedures to follow 

in promulgating new regulations, the princi?les stated are particu-

----- larly--appl icable---to-the -regulator-y--scheme-,, nd-it-s -cor-r-esponding - --

enforce111ent proc~edings which affects independent fuel oil marketers. 

XI. Conclusions 

This Part concludes that: 

1. Congress has mandated that oOE promulgate 

energy programs which prote•:t the independent 

marketer, foster competition, and ensure an efficient 

distillate distribution system. To date Agency action 
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has not accomplished the objecLives of that mandate 

and the viability of independerot marketer and his 

capability to distribute vital distillate supplies 

to all sectors of the United St3tes economy has been 

adversely affected by governme1.t.al reg1,.1latio118 and 

control. 

2. Enforcement practices of DOE h<I'Te been unreason

able and injuriously inconsistent because the 

regulations themselves have been complex, vague 

and extremely difficult for a :illall businessman 

to understand. 

3. The blanket preference given to small refiners 

in the entitlements program re!.ults i.n an anti

competitive advantage for those marketers supplied 

by subsidized refiners who are :oble to undercut 

sale prices of independent mark<·ters supplied by 

non-subsidized refiners. 

4. Continued Federal controls on s~me refined products 

while others are unregulated distorts the marketplace 

by prohibiting the historical, ~e~sonal cost alloca

tion among products made by refiners. 

5. Implementation of a monitoring/indexing system would 

seriously weaken the independenc wholesale and retail 

marketer by forcing the markete: to absorb non-product 

costs actually incurred. The th;eat of implementation 

alone weakens the independent mJrketer's financial 
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viability because banks are restricting credit terms and 

refraining from making additional lJans in light of the 

possibility that marketers may be tied to a per gallon 

mark-up in an inflationary economy. 

6. Reporting and recordkeeping requir~:ments imposed 

by DQE on the small marketer contnbute to the 

increaaed costs of operating a fuel oil marketing 

business. 

* • * 
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APPENDIX N 

EXAMINATION OF THE "NATIONAL BUSINESS LIST" DIRECTORY 

This examination has not been completed yet, and will appear in the final 

report. 
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APPENDIX 0 

OIL FLOW IN THE HEATING OIL INDUSTRY 
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Structure of the Heating Oil Industry 
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SOURCE Economic Regulatory Administration, Office of Fuels Regulotion. 
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