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INFORMATION

MEMORANDUM FOR ROBERT M. GATES

FROM: ERIC MELBY{J\ ; % 02 8

SUBJECT: NSC Deputies Committee Meeting on SPR, Y:
5:30 p.m., Wednesday, May 8, Situation Room

Secretary Watkins will meet with Saudi 0il Minister Nazer on
May 14 to discuss U.S.-Saudi energy relations. Watkins has

requested NSC guidance on what approach he should take about
resumed fill of the SPR.

There are two main issues for the Deputies Committee:

-- should the Administration resume buying o0il for the SPR
at market rates, using existing funds; or

-- should the Administration instead pursue concessional
arrangements with Saudi Arabia to fill the SPR?

Saudi Arabia appears to have backed off from its proposal to
provide o0il to the SPR, to be credited against Desert Shield
obligations. Baker told the Saudi Foreign Minister last month
that while a Desert Shield credit was out, we were desirous of
discussing a long-term SPR relationship with Saudi Arabia. When
Brady was in Riyadh, he was told the remaining $7 billion in
Saudi obligations would be paid by end-June.

The SPR contains 570 million barrels of crude; the target is 750
million barrels. Last year the President signed legislation
establishing a long-term goal of one billion barrels. Current
policy is for the first 750 million barrels to be U.S. owned and
controlled on U.S. territory. ©No facilities are currently
available for the final 250 million barrels. Under normal
procedures, these facilities, for which no funds are currently
budgeted, could take 6-8 years to construct.

The SPR account contains approximately $910 million, $440 million
of unused FY 90-91 funds and as yet unobligated FY 92 funds and
$470 million from the sale of 23 million barrels since October
1990. Because of uncertainty about future o0il market conditions,
the President’s FY 92 budget did not request money for SPR
acquisition in FY 92-96. At current market prices, the SPR
account is sufficient to buy approximately 45 million of the 180
million barrels required to reach the 750 million barrels target.
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Henson Moore has proposed spending $300 million to buy oil on the
world market for the SPR, using the balance for possible
concessional arrangements (DOE paper at Tab II). He is concerned
the Hill will criticize DOE i1f SPR purchases are not resumed
quickly. A potential political problem with Henson Moore’s
proposal is that, at current prices, the Administration will pay
more to refill the SPR than it got from sales of SPR oil.

OMB, State and DOD staff have opposed buying SPR o0il on the open
market right now, preferring first to try to work out a
concessional arrangement with the Saudis. There are two
principal advantages for us to this approach, if it is
successful:

-— we can significantly strengthen our energy security ties
with Saudi Arabia; '

-—- we can fill the SPR at a much faster rate than through
direct purchase, thus helping insulate the President from
Congressional criticism on the SPR and improving our energy
security.

For the Saudis, a concessional arrangement could give
approximately $1 billion at a time of pressing cash flow
problems. It could also win them points on the Hill as a
reliable partner of the U.S., contributing to global energy
security.

Henson Moore may argue that both can be done: Dbuy o0il on the
open market and negotiate concessional lease/purchases. However,
given the limited funds, any expenditures for direct purchases
will reduce our leverage to negotiate a concessional
lease/purchase.

We do not believe the Deputies Committee should get into the
detail of possible concessional lease/purchase arrangements.

This should be left to possible negotiations with the Saudis. If
the Deputies agree that Watkins should initiate talks with the
Saudis, you should insist that DOE involve State fully. For us
and for the Saudis, any SPR arrangement will be as much a
political statement of our long-term common interests as a
contractual energy arrangement.

Talking points for your use at the Deputies meeting are attached
at Tab I.

Concurrence by: Richard Haass

Attachments
Tab I Points to be Made
Tab II DOE Paper

Tab IIT Agenda
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POINTS TO BE MADE FOR NSC DEPUTIES COMMITTEE MEETING
ON THE STRATEGIC PETROLEUM RESERVE

. The purpose of this meeting is to decide how best to resume
filling the SPR. We expect Saudi 0il Minister Nazer to
bring up the SPR when he sees Secretary Watkins next
Tuesday.

== I want to be clear about what we are not considering. We
are not considering an offset for Saudi obligations under
Desert Shield. Secretary Baker has made this clear to the
Saudis; Secretary Brady returned with a Saudi commitment to
clear their arrears by end-June.

—= We should consider how we can best position the President on
the SPR. Using existing funds, how can we get the most oil
for our money?

-— This is not just an energy issue. It also involves delicate
political and security ties.

-= I would like Henson to lay out DOE’s views. Then I would

like to hear from other agencies, particularly State and

OMB.
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Strategic Petroleum Reserve 0il Acquisition 1oci0-1248-mr
Policy Choices W, 3hzlioig
(Prepared by the Department of Energy)

Introduction

The Department of Energy is recommending use of $300 million
dollars in Strategic Petroleum Reserve (SPR) funds for
conventional oil purchases. The Department also plans to pursue
alternative financing arrangements with a major producing country
such as Saudi Arabia. This paper discusses the DOE
recommendation in the context of Administration policy on SPR oil
acquisition. The Administration has committed to pursue
alternative financing arrangements, and current law requires a
progress report to Congress by early 1992.

Backaground

The Department of Energy (DOE) has nearly $700 million for SPR
0il acquisition, and a further $200 million becomes available for
FY 1992 with no further Congressional action. Over $300 million
of these funds derives from the recent Desert Storm SPR sale.

The SPR inventory is slightly over 568 million barrels (MMB), but
total storage capacity will be 750 MMB by the end of September
1991. There is a new legal requirement to ultimately increase
the SPR capacity to one billion barrels.

The President’s FY 1992 budget was prepared prior to the Desert
Storm drawdown and assumed that approximately $600 million in
budget resources available with no drawdown would be used to
"lease" crude oil. Fill was to commence in mid-FY 1992 at 50,000
barrels per day.

Conventional Purchases

While the budget assumes full reliance on "leasing" for SPR crude
acquisition, the Department has an additional $300 million from
the drawdown and could use these funds for conventional "spot
market" purchases. If all $900 million were used in this manner,
DOE could acquire up to 45 million barrels, assuming prices of
$20/barrel. The Department is recommending a mix of such
purchases using the Desert Storm drawdown proceeds of about $300
million to buy 15 MMB now and "leasing" or mutual benefit
purchases. This approach offers the opportunity to resume SPR
fill immediately while any "lease" negotiations are ongoing and
permits acquisition of "sweet" crude to refill the caverns from
which o0il has been sold.

Leasing

In February 1990, the Department published an interagency study
on SPR financing, concluding that the most promising of a wide
range of alternatives to conventional purchase was a "lease" or

~CONF-EDENPFATr
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"lease/option" approach, contracted with a major oil exporter
with excess production capacity. Under this concept, a producer
could possibly increase oil output, for storage in the SPR. The
U.S. would make periodic payments to the producer during the term
of the contract, and DOE would acquire an option to buy the oil
at the end. However, tax issues were identified and the
Administration sought "fast-track" authority to deal with such
issues. In September 1990, Congress enacted Public Law 101-383,
providing some, but not all, of the authorities requested by the
Administration.

While the budget assumed successful "lease" contracting, no
negotiations have been held. Several circumstances have changed
since the 1990 study, including the Desert Shield/Desert Storm
operation, Saudi proposals for use of oil as repayment of
financial obligations, the SPR sale of predominantly low-sulphur
"sweet" crude, and concerns about Saudi financial resources.

Mutual Benefit Purchase Arrangement

The Department is aggressively developing a variation on the
"leasing" concept, under which the U.S. would take title to the
0il in return for a modest payment (at least covering out-of-
pocket production and transportation costs). The producer would
receive a further payment when the SPR was used, after taking
into account the up-front U.S. payment. In comparison to a
"lease," this approach might avoid tax issues and would lengthen
the term of the contract, possibly indefinitely. Either a lease
or a mutual benefit purchase can be structured to reduce life-
cycle costs below those of conventional purchases. Key
negotiation issues would be the amount of the up-front payment
and the formula for future revenue-sharing. Also, it is expected
that a producer such as Saudi Arabia may .seek other advantages
including access to stored oil for commercial purposes. ' However,
the availability of crude oil supplies from such arrangements
will depend upon successful conclusion of what could be extensive
negotiations.

Context for Decision

The two questions are (a) whether to undertake conventional
purchases at this time or reserve all funds for a lease or mutual
benefit purchase arrangement, (b) whether and how a lease or
mutual benefit purchase arrangement should be presented to Saudi
Arabia or other producers for negotiation. Administration policy
on these two issues will become public in the following ways:

-—0On May 13, 1991, Saudi Petroleum Minister Hisham Nazer is
scheduled to meet DOE Secretary Watkins He is likely to seek
DOE views on SPR 0il leasing.

—-—- Congress 1is considering (S. 341 and H.R. 777) legislation

‘ imposing an in-kind import fee to fill K SPR. Senate action may
occur in May and a House hearing is reportedly planned for
mid-May.

-CORPEDENETAL
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-— If the Administration does not plan to fill the SPR at the
"highest practicable fill rate"™ for FY 1991, it must file a
deferral report for any funds that will remain unobligated.

-CONEIDENEEAE:




NSC DEPUTIES COMMITTEE MEETING

DATE: May 8, 1991
LOCATION: White House Situation Room
TIME: 5:30 p.m.-6:30 p.m.

STRATEGIC PETROLEUM RESERVE

Agenda
& InErDdueElOn o iowonvnsn s ewnwnon s § obs e®oamus Robert Gates
1 IT. Key Issues for Resumed SPR Fill ........... Henson Moore
FLI, DIBCOBSION ssncevissnsnsssan euoss s ohassnen s All Participants
IV, SUNMMELY &t ottt eteenosossnsoennenesnsnennnas Robert Gates

White House Guidelines
E.O. 12958, SEC 3.4 (B) September 11, 2006

By cap  NARA, Date )31

|
DECLASSIFIED

~CONFIBENT I AT
Declassify on: OADR !




- .. T

CONFIDENTHAR RECORD ID: 9120340
NSC/S PROFILE RECEIVED: 07 MAY 91 08
TO: AGENCIES
FROM: SITTMANN DOC DATE: 07 MAY 91
SOURCE REF:
KEYWORDS: OIL AGENDA

DC

PERSONS:

SUBJECT: MTG NOTIFICATION MEMO & AGENDA FOR 8 MAY DC MTG RE STRATEGIC
PETROLEUM RESERVE / SPR

ACTION: SITTMANN SGD MEMO TO AGENCIES DUE DATE: 07 MAY 91 STATUS: C
STAFF OFFICER: MELBY : LOGREF: 9120291 9120345
FILES: TFM O NSCP: DC278 CODES :

DOCUMENT DISTRIBUTTION

FOR _ACTION FOR CONCURRENCE FOR _INFO
MELBY
NSC CHRON

DECLASSIFIED
White House Guidelines
£.0. 12058, SEC 3.4 (B) September 11, 2006
By caf NARA, Date \hizho

COMMENTS:

-ﬂ -
DISPATCHED BY A C, DATE 'D! 7 BY HAND W/ATTCH\
OPENED BY: NSAJC CLOSED BY: NSMEM DOC 2 OF &

‘GONFIDENTHAE



-CONTIDENTIAT . RECORD ID: 9120340
ACTION DATA SUMMARY REPORT

DOC ACTION OFFICER CAQ ASSIGNED ACTION REQUIRED
' |
001 SITTMANN Z 91050709 FOR SIGNATURE
002 X 910507ﬂ1 SITTMANN SGD MEMO TO AGENCIES
003 SITTMANN Z 91050717 FOR SIGNATURE
004 X 91050719 SITTMANN SGD MEMO TO AGENCIES

DECLASSIFIED
White House Guidelines
£.0. 12058, SEC 3.4 (B) September 11, 2006
By cap NARA, Date ;) 13l




". National Security Council
The White House

PROOFED BY: oL 106 #__ 20310
URGENT NOT PROOFED: SYSTEM  PRS NSC INT
BYPASSED WW DESK :

SEQUENCETO  HASSEEN  DISPOSITION

il
= |

Bob Gates g

Bill Sittmann-

Brent Scowcroft

Bill Sittmann =

Situation Room A PN

West Wing Desk - J

NSC Secretariat

¥ e Y

L Y

R = Retain N = No further Action

A = Action /lv{nformation

D = Dispatch

R

cc: vP Sununu Other

Should be seen by:

(Date/Time)

COMMENTS

DISPATCH INSTRUCTIONS:

|
DOCLOG BE— a0



L LB T I

-CONFIDENTEAL e : 20340

NATIONAL SECURITY COUNCIL
WASHINGTON, D.C. 20506

May 7, 1991

MEMORANDUM FOR MR. KARL JACKSON
Assistant to the Vice President
for National Security Affairs

MR. J. STAPLETON ROY
Executive Secretary
Department of State

MR. R. BLAIR DOWNING DECLASSIFIED

Executive Secretary White House Guidelines
Department of the Treasugn o958 SEC 3.4 (B) September 11, 2006

COL. JOHN A. DUBIA By cue NARA, Date ;350
Executive Secretary
Deparment of Defense

MS. ANN LAVIN
Director, Executive Secretariat
Department of Energy

MR. ROBERT E. HOWARD

Associate Director for National Security
and International Affairs

Office of Management and Budget

SUBJECT: NSC Deputies Committee Meeting on Strategic
Petroleum Reserve

There will be an NSC Deputies Committee meeting on the Strategic
Petroleum Reserve at 5:30 p.m., on Wednesday, May 8, 1991, in the
White House Situation Room. An agenda is attached. A paper will
be distributed later today. (€7

Attendence will be principals p

at 202-456-6534 with the names/o

s/#gne. Please phone my office
f/four representatives. (U)

Sittmann
Executive Secretary
cc: Assistant to the President and Deputy to the Chief of staff
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Tab A Agenda
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-CONFIDENTIAL- 20340

NATIONAL SECURITY COUNCIL
WASHINGTON, D.C. 20506

May 7, 1991
ACTION
MEMORANDUM FOR WILLIAM SITTMANN

FROM ERIC MELBY U -

SISNED

At Tab I is a memorandum notifying agencies of a Deputies
Committee meeting on the Strategic Petroleum Reserve for

5:30 p.m. on Wednesday, May 8. An agenda is at Tab A. A paper
will be distributed later today.

SUBJECT: Deputies Committee Meeting on SPR

RECOMMENDATION

That you sign the memorandum to agencies at Tab 1.

Attachment
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A NATIONAL SECURITY COUNCIL
WASHINGTON, D.C. 20506

April 19, 1991
ACTION

MEMORANDUM FOR ROBERT M. GATES

FROM: ERIC MELBYS|A -

SUBJECT: SPR

Henson Moore met with Bob Grady and me yesterday to inform us of
Admiral Watkins’ desire to resume commercial purchases of o0il for
the SPR. Dick Hecklinger, Principal DAS in State’s EB Bureau,
also attended.

When Baker met with the Saudi Foreign Minister last week, he
informed him that, while we could not accept the Saudi offer to
put oil in the SPR in lieu of cash for Desert Shield, we were
interested in discussing options to fill the SPR. We are
awaiting a response to our latest letter.

State and OMB believe we should not resume commercial purchases
until we know whether we can work something out with the Saudis.
I agree.

This issue was briefly discussed at the Informal Steering Group

in late February. Since then, substantial staff work has been

| done among OMB, State, DOE and us on various options for filling
the SPR on concessional terms. Although the Saudis did not raise
the issue with Secretary Brady in Riyadh yesterday, Tim tells me
that Brady is interested in seeing if an SPR deal can be worked
out with the Saudis.

To provide policy guidance (and preempt freelancing by DOE), it
would be very helpful to have a Deputies meeting on this issue.
Henson Moore has agreed to hold off until he gets NSC guidance.
If you agree, we will prepare an issues paper for the meeting.
Concurrence by: Richard Haass

RECOMMENDATION

That you chair a Deputies meeting next week to discuss options C%;;
for resumed fill of the SPR.

Approve Disapprove %ﬁ
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CONFIDENTIAL it ot 20340 add on
: NATIONAL SECURITY COUNCIL
WASHINGTON, D.C. 20506

May 7, 1991

MEMORANDUM FOR MR. KARL JACKSON
Assistant to the Vice President
for National Security Affairs

MR. J. STAPLETON ROY
Executive Secretary
Department of State

MR. R. BLAIR DOWNING
Executive Secretary
Department of the Treasury

COL. JOHN A. DUBIA
Executive Secretary
Deparment of Defense

MS. ANN LAVIN
Director, Executive Secretariat
Department of Energy

MR. ROBERT E. HOWARD

Associate Director for National Security
and International Affairs

Office of Management and Budget

SUBJECT: NSC Deputies Committee Meeting on Strategic
Petroleum Reserve (&)

Attached at Tab A is a background
May 8 Deputies Committee meeting
Reserve.

repared by DOE for the
Strategic Petroleum

Wivliam F. tmann
Executive Secretary

cc: Assistant to the President and Deputy to the Chief of Staff

Attachment
Tab A Background Paper
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-CONFIDENTTAT, ) ‘ i May 7, 1991

Strategic Pe;roleu.m Reserye 0il ACQUiSitiO”DECLASSIFIED
Policy Choices PER E.O. 13526

(Prepared by the Department of Energy) by

; /22./1016
Introduction W 3/22/100

The Department of Energy is recommending use of $300 million
dollars in Strategic Petroleum Reserve (SPR) funds for
conventional oil purchases. The Department also plans to pursue
alternative financing arrangements with a major producing country
such as Saudi Arabia. This paper discusses the DOE
recommendation in the context of Administration policy on SPR o0il
acquisition. The Administration has committed to pursue
alternative financing arrangements, and current law requires a
progress report to Congress by early 1992.

Background

The Department of Energy (DOE) has nearly $700 million for SPR
0il acquisition, and a further $200 million becomes available for
FY 1992 with no further Congressional action. Over $300 million
of these funds derives from the recent Desert Storm SPR sale.

The SPR inventory is slightly over 568 million barrels (MMB), but
total storage capacity will be 750 MMB by the end of September
1991. There is a new legal requirement to ultimately increase
the SPR capacity to one billion barrels.

The President’s FY 1992 budget was prepared prior to the Desert
Storm drawdown and assumed that approximately $600 million in
budget resources available with no drawdown would be used to
"lease"™ crude oil. Fill was to commence in mid-FY 1992 at 50,000
barrels per day.

Conventional Purchases

While the budget assumes full reliance on "leasing" for SPR crude
acquisition, the Department has an additional $300 million from
the drawdown and could use these funds for conventional "spot
market" purchases. If all $900 million were used in this manner,
DOE could acquire up to 45 million barrels, assuming prices of
$20/barrel. The Department is recommending a mix of such
purchases using the Desert Storm drawdown proceeds of about $300
million to buy 15 MMB now and "leasing" or mutual benefit
purchases. This approach offers the opportunity to resume SPR
fill immediately while any "lease" negotiations are ongoing and
permits acquisition of "sweet" crude to refill the caverns from
which 0il has been sold.

Leasing

In February 1990, the Department published an interagency study
on SPR financing, concluding that the most promising of a wide
range of alternatives to conventional purchase was a "lease" or

-CONEIDENTEAY,
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"lease/option" approach, contracted with[a major oil exporter
with excess production capacity. Under this concept, a producer
could possibly increase oil output, for storage in the SPR. The
U.S. would make periodic payments to the)producer during the term
of the contract, and DOE would acguire an option to buy the oil
at the end. However, tax issues were 1dent1f1ed and the
Administration sought "fast-track" authorlty to deal with such
issues. 1In September 1990, Congress enacted Public Law 101-383,
providing some, but not all of the authorities requested by the
Administration.

While the budget assumed successful "lease“ contracting, no
negotlatlons have been held. Several c1rcumstances have changed
since the 1990 study, including the Desert Shield/Desert Storm
operation, Saudi proposals for use of 01} as repayment of
financial obligations, the SPR sale of predominantly low-sulphur
"sweet" crude, and concerns about Saudi financial resources.

Mutual Benefit Purchase Arrangement

The Department is aggressively developlng a variation on the
"lea31ng" concept, under which the U.S. would take title to the
01l in return for a modest payment (at least covering out-of-
pocket production and transportation costs) The producer would
receive a further payment when the SPR was used, after taking
into account the up-front U.S. payment. |In comparison to a
"lease,"™ this approach might avoid tax issues and would lengthen
the term of the contract, possibly 1ndef1n1tely Either a lease
or a mutual benefit purchase can be structured to reduce life-
cycle costs below those of conventional purchases Key
negotiation issues would be the amount of the up-front payment
and the formula for future revenue-sharimng. Also, it is expected
that a producer such as Saudi Arabia may|seek other advantages
including access to stored oil for commercial purposes. However,
the availability of crude oil supplies from such arrangements
will depend upon successful conclusion of what could be extensive
negotiations.

Context for Decision

The two questions are (a) whether to undertake conventlonal
purchases at this time or reserve all funds for a lease or mutual
benefit purchase arrangement, (b) whether and how a lease or
mutual benefit purchase arrangement should be presented to Saudi
Arabia or other producers for negotiation. Administration policy
on these two issues will become public 1n the following ways:
--On May 13, 1991, Saudi Petroleum Minister Hisham Nazer is
scheduled to meet DOE Secretary Watklns He is likely to seek
DOE views on SPR o0il leasing. k
——Congress is cons1der1ng (S. 341 and H. R 777) legislation
1mp031ng an in-kind import fee to fill, SPR. Senate action may

occur in May and a House hearing is reportedly planned for
mid-May.

-CONEIDIENPFATE,
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-- If the Administration does not plan to fill the SPR at the
"highest practicable fill rate" for FY 1991, it must file a
deferral report for any funds that will remain unobligated.
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CONFIPENT AT 20340 add on

o NATIONAL SECURITY COUNCIL
WASHINGTON, D.C. 20506

' 2 LOMCINCUTEAL

May 7, 1991

ACTION
GNED
MEMORANDUM FOR WILLIAM SITTMANN ‘:
FROM: Eric MELBY M\
SUBJECT: Deputies Committee Meeting on SPR

At Tab I is a memorandum from you to the agencies forwarding a
background paper for the May 8 Deputies Committee meeting on the
Strategic Petroleum Reserve.

RECOMMENDATION

That you sign the memorandum to agencies at Tab I.

Attachment
Tab I Memo to Agencies
Tab A Background Paper

cc: Richard Haass
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NATIONAL SECURITY COUNCIL

WASHINGTON, D.C. 20506

May 10, 1991

MEMORANDUM FOR WILLIAM F. SITTMANN

THROUGH:

FROM:

SUBJECT :

TIMOTHY E. DEAL ]EV

ERIC MELBYW .

Minutes of NSC Deputies Committee Meeting

Attached at Tab I are the minutes of the May 8 Deputies Committee
meeting on the Strategic Petroleum Reserve.

RECOMMENDATION::

That you approve the attached minutes for the files

Attachment

Tab I Minutes
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NATIONAL SECURITY COUNCIL
WASHINGTON, D.C. 20506

Meetin f i mmi
DATE: May 8, 1991
LOCATION: White House Situation Room
TIME: 5:30-6:15 p.m.

SUBJECT: Minutes of DC Meeting on the Strategic Petroleum
Reserve (&7

PARTICIPANTS: SUCSIDE Ny,
»:"“.QQ\ "7( =,
The Vice President’s Office: Energy: s s <%
Karl Jackson Henson Moore 9 00 9z
- @ -
State: OMB: E 5‘
Robert Zoellick Robert Howard X N
William Ramsay %, &
White House: ‘m”“”“““o“
Treasury: Robert Gates
John Robson Andy Card
Charles Schotta
NSC:
DOD: Eric Melby
Henry Rowen
Lewis Libby
Minutes

Mr. Gates: The issue before us is whether:

e the Administration should resume buying oil for the SPR at
market rates; or

e whether we should instead pursue concessional arrangements
with the Saudis to fill the SPR?

I want to be clear that we are not considering an offset for
Saudi obligations under Desert Shield. This issue is separate
from Desert Shield. (&)

Henson, do you want to lead off? (U)

Mr. Moore: We are obligated by statute to spend the money in the
SPR account to buy oil for the SPR. We will be criticized by
Congress if we do not resume buying. Now we are sitting doing
nothing. We have the authority already from Congress to look at
leasing. We have prepared some options within DOE and are
awaiting OMB’s clearance on them, ranging from leasing to "mutual
benefit." They could be cheaper than buying oil. The issue is,
do we want to use the SPR account to buy some o0il and lease the
rest or do we want to use all the SPR money to lease 0il? (U)

P R DECLASSIFIED IN PART
Declassify on: oapR O T L PER E.O. 13526
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L )

Saudi 0Oil Minister Nazer is meeting w1th Secretary Watkins Q%)__q
Mondqy He has tw1ce ralsed the SPR 1ssue and w1ll agaln ‘ {

We need your guldance on what we should tell him. DOE’s
recommendation is to say that yes, we’re interested, we want to
talk, will you receive our negotiating team? (&)

Mr. Robson: Henson, Congress will chastise you for doing
something or nothing. Walk us through the prices. (U)

| Mr. Moore: We have interest and capital costs. We paid

l $27/barrel on average for the oil in the SPR. We sold it for
I less in January/February. But on a LIFO basis, we made money.
| However, it is not accurate to look at the SPR just from a
financial perspective. (U)

| : Mr. Robson: What price would you put'on[a lease? (U)

Mr. Moore: Leasing at $1/barrel would be better than buying. We
could also pay the Saudis for lift and transportation up front.
We would own the 0il but share with the Saudis the profits when
it is sold. This would get around the tax problem. Deferred
benefit will always work for us. I believe the Saudis are game.

Mr. Moore: We can look at this, too. However, Congress will
object if we do not own the oil. We are'keeping the lease idea
separate from Desert Shield obllgatlons We will tell them the
Administration is not interested in llnk%ng the two. (&)

Mr. Card: What does leasing do to the price in the market? (U)

Mr. Moore: Nothing. (U)
|

Mr. Card: Why don’t we buy from indepen@ents? (U)

Mr. Moore: They aren’t interested unless they get a high price.
The SPR is not a welfare program for the independents. They
would be happy 1f we would buy at an agreed price, say
$25/barrel. (U)

|

Mr., Zoellick: We must look at the SPR from an energy security
perspective. Do we want to pick up with the Saudis, perhaps
others, where we left off in filling the, SPR? Traditionally, we
have filled through direct purchase but other means are possible.
Separate from the SPR, could we urge the| Saudis and Kuwaitis to
store 0il in the U.S.? (&)

|
, |
I would make the following points: f
|

i
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\
!
l
|
|
|
|
()
Mr ard: Why don’t we charge the Saudis for storage? (U)
: i
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-- yes, we should authorize discussions with the Saudis;

-= if the Saudis are interested, let’s send an interagency team
to pursue specifics; -

- let’s have a sub-group evaluate specifics quickly. (£

This is an opportunity to secure our relationship with the Saudis
and to improve energy security. We should probe with the full
$900 million. I am cool to spending $300 million to buy oil now.
If Congress complains, we can tell them we are talking with Saudi
Arabia on specific proposals that may be more cost effective. If
it is necessary later on to have an SPR purchase to hold off
proposals like an excise tax, let’s revisit the issue. We should
also look at the private lease option. (£)

Mr. Moore. I agree with Bob. I was a bit nervous about
approaching the Saudis but this is their initiative. (£)

Mr. Gates: Why are we only approaching the Saudis? Let’s get
some competition. (£} .

Mr, Moore: We will do that; we’ll tell the Saudis so. But the
Venezuelans are not interested; the Norwegians are just
interested in a straight commercial deal where they make money.
There is some interest in the UAE. This .should be opened up to
anyone. State could contact other producers to see if they are
interested. (£)

Mr, Rowan: The main thing is to have 011 stored outside the
Gulf. I would have to think about Venezuela.

Mr. Moore: By law, SPR oil must be stoiéd in the U.S. (U)
Mr. Rowan: It doesn’t matter where it is as long as it is safe.
It could be in Canada or at sea. (U)

Mr, Zoellick: I just came from the Sherpa meeting in Hong Kong.
I told them the system worked well during the Gulf crisis. I
said that all countries should develop SPRs rather than talking
about producer~consumer dialogue. (£]

Mr. Rowan: It is a good idea to involve the private sector. If
you have money burning a hole in your pocket, Henson, why not
expand capacity? (U)

I
Mr, Moore: We have enough capacity for the first 750 million
barrels; we don’t have capacity for the }ast 250 million. (U)

Mr. Howard: I spoke with Mr. Darman about this. His view is to
fill up the SPR as cheaply as possible but don’t commit the $300
million. (£) . ’

|
|
!
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Mr. Robson: It is hard to spend $300 million in face of the
pricing differential if we can satisfy the obligation to move
forward by looking at other options. (&)

Mr. Moore: EIA doesn’t think the price will go down; they think
prices will continue to rise. Any concessional agreement won't
take place this FY. Some in Congress are opposed to leasing.
Others want Congress to bless any arrangement. The Saudis won’t
tolerate this. (U)

Mr. Zoellick: The DOE paper suggests different options to get
cheaper oil. (U)

Mr. Moore: I have no idea of our chances but Nazer is
interested.: (&) i .
|

'Mr. Card: I want to be able to pass the laugh test. Selling low
and buying hlgh doesn’t pass the test. I am not prepared to say
that oil prices will only go up. Kuwait will some day produce
more; this may bring prices down if others don’t reduce
production. We should talk to others. We should put everything
on the table. Let’s look for the best buy rather than just a
good deal. (&)

i

Mr. Gates: I was uneasy about this meeting because I thought of
the SPR as more a domestic than energy security issue. Bob
[Zoellick], thanks for framing it as an energy security issue.
It is important that your principals [Baker, Brady, Darman] are
comfortable. I would summarize the discussion this way:

|
-- DOE should go ahead and see if it can get an attractive deal
to refill the SPR with available money;

--- 1f DOE can’t get an attractive dealu we’ll regroup and see

where we go. We should not pursue a deal at any cost,
|

-- DOE is authorized to discuss with the Saudis and others the
broadest range of options at the lowest cost to the
taxpayer. ;

i

-— if Saudi Arabia and others are interested, we should be
prepared to send an interagency group;

t

-= meanwhilile a sub-group, which I am piepared to have DOE lead,

should examine the different options -- political,
legislative, pricing, market and impact on domestic
producers. |

-- Bob Howard, John Robson and Bob Zoeilick agree that we
should hold the full $900 million for the time being to see
if we can get the deal we seek.

- let’s also look at leasing in private space. (€)
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If we bought at $27/barrel, sold at $22 and refill at $25, there
will be hell to pay. (&) |

Card: The purpose of the SPR sale was to drive prices down.
(2
Mr. Moore: We didn’t put oil on the market to drive prices down.

We put it on the market to provide stablllty -- so did the other
IEA countries. {2) :

Mr. Gates: The President believed it was an attempt to defeat
speculators. If one of your principals believes this issue
should go to the President, let me or Eric Melby know. I am a
bit uneasy because this has a heavy domestic component. (2)

Mr. Moore: We will never make money on the SPR. The SPR is not
a money-making deal. (U

- End of Meeting
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Summary of Conclusions

It was agreed that:

s DOE is authorized to discuss with Saudi Arabia and other
countries a broad range of options to fill the SPR at the
lowest price to the taxpayer. (@)

s If any country is interested in pursuing such an arrangement
with the U.S., an interagency group will be sent to discuss
specific options. (&)

e Meantime, an interagency group, led by DOE, should refine
the various options, taking into account political,
legislative, price and market issues and the possible impact
on domestic producers. (&)

e While we determine whether a concessional arrangement is
possible, DOE should not spend any money on direct
purchases. If no concessional arrangement proves feasible,
the Deputies Committee will reconsider the issue. (@)

== DOE should also encourage producers to store oil
commercially in the U.S. (&)
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-— Participants at the Deputies Committee meeting will consult
with their principals to ensure they were comfortable with
the consensus of the meeting. (&)
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