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ENERGY TAX ACT OF 1977

THURSDAY, SEPTEMBER 8, 1977

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, D.C.

The committes met, pursuant to notice, at 10:05 a.m., in room 2221,
Dirksen Senate Office Building, Hon. Russell B. Long (chairman
of the committee) presiding. -

Present: Senators Long, Byrd, Jr., of Virginia, Gravel, Bentsen,
Curtis, Hansen, Dole, anngaCIZwood.

The CuamrmaN. The hearing will come to order.

STATEMENT OF SENATOR CARL T. CURTIS

Senator Curtrs. Mr. Chairman, due to prior commitments, I was un-
able to participate in the energy hearings held in the August recess
by the &mmittee on Finance. I did, however, have an opportunity to
review the testimony and to study the bill sent to us by the House of
Representatives, and the key provisions of the bill are disturbing.

H.R. 8444 would raise and rebate billions of dollars in what the
Wall Street Journal calls a pea-and-nutshell shuffling with figures.
I have been informed that there is substantial disagreement regarding
the numbers involved and even if we had precise figures the provisions
of this bill would appear to lead to sharply reduced production and
growth rates.

For example, the administration estimated that the national energy
plan will have no significant impact on the growth of real GNP or
upon employment over the next 4 years.

On the other hand, Chase Econometrics Associates, Inc., has reported
that the national energy plan would in 1985 result in—

1 {II) A decrease of GNP of over 3 percent—in constant 1972
ollars;
(2) A decrease of net exports of more than 25 percent;
(3) A 1.3-percent greater unemployment rate; and
(4) A 4-percent decrease in industrial production.

While I am strongly in favor of letting market price mechanisms
work, I also realize that this committee has no jurisdiction over that
subject. We do have jurisdiction over the crude oil equalization and
user taxes with accompanying rebates and it is essential that these
provisions, if approved, be structured so as not to cripple our economy.

Further, if we have an energy shortage as severe as portrayed by
the administration, we 1must provide production incentives in any leg-
islation approved by this committee.

(659)
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I ask unanimous consent that an editorial from the Wall Strect
Journal of September 7, 1977, be inserted in the record.
[The editorial follows:]

Arthur B. Laffer, professor of economics at the University of Southern Cali-
fornia graduate business school and former chief economist for the Office of
Management and Budget, testifying before the Joint Economic Committee:

The National Energy Plan will raise enormous revenues through new and
expanded taxes, These receipts will then be put back into the economy in the
form of rebates, tax incentives and transfer payments.

A number of economists argue that the destimulative aspects of the higher
taxes are offset by the stimulative aspects of the rebates and transfers. They
conclude that output or GNP will not be much affected. This is clearly the logic
put forth by the administration.

In my opinion, the above view makes no sense whatsoever. If ouput resulted
solely from aggregate demand, one could construe some logic out of the position.
Output, however, results from both aggregate demand and aggregate supply.
The above analysis totally ignores aggregate supply and, as such, i8 completely
off the mark.

‘An increase in tax receipts matched by an equal increase in rebates and transfer
payments will unambigously reduce output and output growth. The bigger the
tax increase cum rebate, the greater will be the fall in both output and employ-
ment,

To see this point clearly, imagine an increase in U.S. taxes of over 31 trillion,
matched by an equal rebate right up to the point where workers and producers
receive nothing for their work effort, and nonworkers and nonproducers receive
everything, Output will fall to zero. While the example {s extreme in most in-
stances, the point is clear. Taxes matched by spending reduce output.

The administration’s energy package, if put into effect, would raise taxes by an
enormous amount annually. * * * Estimates of the ultimate revenue from these
tax increases range well over $100 billion per year. When one compares these
numbers with the total cost of the Vietnam war, over a six-year period, of say
¢-00 billion, one obtains the proper perspective of the proposal’s magnitude. As
such, the discrepancy between market values and the amounts workers and
producers receive would increase dramatically. If ever enacted, this would con-
stitute an enormous increase in the wedge and would lead to sharply curtailed
production in the market place. Growth rates would be greatly reduced.

TRE CARTER TAX INCREASE

As the Senate returns from its recess, it finds on its desk the largest peacetime
tax Increase in the nation’s history. Mr. Carter calls his tax boost an “energy
program,” but in fact it is a cleverly disguised grab for the nation’s paychecks.

A great deal of pettifoggery has been devoted to camouflaging the enormity of
the tax implications in the energy package. The Treasury, the House Ways and
Means Committee and the staff of the Joint Committee on Taxation have made
estimates of its revenue effects based on a common set of figures, The estimates
vary depending on how the figures are stacked up, but the most common result is
a finding that the House-passed bill would produce “net” revenues of $52.9 billion
between now and 1985. This is a tax increase averaging $6.6 billion a year, not
mcgnslderable in itself. But the estimate is 8o loaded with gimmicks it borders
on fraud.

First, by “net” revenues the estimate means what's left over after varfous
rebates. In other words, the $6.6 billion & year is what’'s left over in receipts after
the bill's expenditure. Second, the period chosen is the time over which the taxes
are phased in, thus underestimating their ultimate impact. Third, because the
House bill extends the crude oil tax only until 1981, the $52.9 billlon estimate
assumes this tax will expire halfway through the period studied, though it is
both a huge money raiser and the guts of the Carter energy program, And of
course, this estimate entirely excludes the administration’s &50-cents-a-gallon
standby gasoline tax, which was not included in the House package.

A somewhat more realistic picture can be developed by sorting out the gross
figures in the Joint Committee tables, fsolating its 1981 estimates to avold the
distortion of assuming the expiration of the crude oil tax, This reveals a tax
boost of $18.5 billion a year. But by 1981 the bill's taxes would not yet be fully
applied. In 1983, for example, there would be a new tax of $1.50 a barrel on all
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ofl used to generate electricity, surely not a small item. Even on the official
numbers, the Carter tax increase ultimately exceeds $20 billion a year.

Watching the pea-and-nutshell shufiling being done with these official figures,
though, one wonders what other games were played in generating them in the
first place. The estimates of revenue effect depend heavily on assumptions about
how fast the economy will respond to conservation incentives. Will people pay
the gas guzzler tax, or simply stop buying cars? Will industry actually be able
to convert to coal, or will it get stuck with the tax?

An independent estimate by the U.8. Chamber of Commerce came up with con-
siderably higher revenues from both the gas guzzler and industrial use taxes.
The Chamber also calculated the higher taxes the program would cause by gen-
erating inflation and pushing taxpayers into higher personal income tax brackets.
The Chamber points out that as originally proposed the energy package would
increase the federal government share of GNP to 23 percent from 21 percent.

To grasp the general magnitude of the program, it's also useful to go through
a few back-of-the-envelope calculations of what the ultimate tax rates would do
if applied to the 1977 economy. At current consumption levels, for example, a
penny-a-gallon tax on gasoline would yield a billion dollars, so 50 cents is worth
$50 billion. Based on current production of “old” and “new’’ oil, the crude oil tax
would yleld something like $15 billion.

THE CARTER TAX INCREASE
[Dollar amounts In billlon 1977 dollars)

Joint  Chamber of Final rates
Commission Commaerce, applied to
1985 1977

Tax staft, 1981
Lot L1774 R $0.1 2 12
Crude Of). . oottt tacnearnsraennancnrannancaen 14,6 12 15
Industrial use 2.8 God knows
Miscellaneous | I R, 1
Subtotal 18.5 22 284
[ T T T 35 50
Subtotal 57 78
Inflation impact 16 Sight
Grand total..c.oue oot iiietirirrenirececrea e 18,5 Ixl 78+

The gas guzzler tax {8 more complicated. This year the auto industry will sell
about 10 million cars with fuel economy averaging 16 to 17 miles a gallon. By
1985 such a car would be taxed about $2,000, so the tax is worth $20 billion.
If you can cajole someone in the auto business to do a more exact calculation
applying the 1985 rates to present auto models, you get a figure of about $12
billion. Even without the new tax, of course, auto sales over the next few years
will tilt toward high-mileage models. But will the adjustment be enormous
enough to justify estimating the gas guzzler tax recelpts at only $100 million?

If you look at the tax on industrial use of ofl and gas, finally, you realize that
a good prediction of its revenue effect is Impossible. No ong kas more than the
fuzziest notion what this part of the bill means. (See the attempted explanation
in Notable and Quotable nearby.) Burning the light bulbs of the accountants
and lawyers as they work through that monster will take enough ofl to keep the
shelks in business for at least a decade.

In all, the Carter program would increase taxes by well over $20 billion, and
perhaps more than $100 billion if the administration succeeds in its attempls
to revive the gasoline tax. To judge the resulting jolt, note that $100 billion is
the total after-tax profit of all U.S. corporations. Somehow the economy would
have to adjust, either by paying the new taxes or by avolding them, for example,
by closing down Detroit for a year or two.

Now, conventional Keynesian economics holds that taxes won't hurt output so
long as government expenditures at least keep pace. If this were true, the
World's top economic performer over the last decade would have been Great
Britain, The general Western economic problems today are that governments
route too much of income away from productive private uses, that bigh tax
rates destroy the rewards for production and capricious economic policies and
tenaclous inflation destroy the climate for investment to produce jobs and income.
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No matter how the receipts were spent or rebated, the energy taxes would be a
massive new dose of precisely these kinds of poison.

And for what? There 18 no danger that the earth will run out of energy in
any time span the mind can comprehend, Even the government is not truly
serlous about an “energy crisis”; if it were its programs would include produc-
tion incentives. Dependence on imported oil is & legitimate national security
problem, but the answer lies {in the ongoing oll storage program and not in a
huge tax increase. The real energy problem, and the real chance for a crisis, is
the government refusing to let market pricing mechanisms work.

The Carter tax increase would do nothing whatever to solve any of our real
energy problems, but it would run terrible risks with the economy on which we
all depend. If Congress does pass this bill, it will be the most ill-conceived
plece of economic legislation since the Smoot-Hawley Tariff of 1930.

The CHamrmaN. The first witness this morning is the Honorable
John Tower. Is Senator Tower here ¢ . .

I was led to believe that he might be a little late, and we will call
him later on.

The next witness is Mr. Robert M. Brandon, director, Public Citizen,
Tax Reform Research Group, accompanied by Mr. William Pietz,
staff attorney, public citizen.

Gentlemen, we are pleased to have you here today.

STATEMENT OF ROBERT M. BRANDON, DIRECTOR, PUBLIC CITIZEN’S
TAX REFORM RESEARCH GROUP, ACCOMPANIED BY WILLIAM
PIETZ, STAFF ATTORNEY

Mr. Branpon. Thank you, Mr. Chairman, We have a rather lengthy
statement we would like to submit for the record, and just spend a
little time highlighting some of the points that we would like to make
before the committee, and then answer any questions,

We are here to provide our general support for the administration’s
energy plan and the House-passed Energy Act. We feel particularly
strongly that the conservation measures in this proposal are worthy
of strong support in the Senate, particularly in terms of trying to
meet our energy needs. We feel that it is very important to consider
the balance between conservation and increased production. As long as
we have finite energy resources, continually speeding up production
and using valuable financial resources to get more and more of our
finite energy out of the ground is a bad bargain. We can save the same
barrel of o1l through conservation at a much cheaper price. And we
have some specific examples in our testimony. :

Let me turn specifically to several items in the bill.

First of all, the residential tax credits for insulation and other
weatherization, We feel, while they may have some psychological
effect, these credits are basically ineffective in promoting increased
utilization of insulation materials and would go primarily to people
who are already insulating their homes because of the higher price
of home heating oil, gas, et cetera.

In addition, the credits are going to exacerbate an already terrible
supply problem in the insulation industry. The industry 1s at full
capacity, and we are concerned that the credit and any stimulus in
this area is simply going to bid up the price of insulation to the detri-
ment of the homeowners trying to insulate their homes.

Second, the credits themselves just add to the complexity of the Tax
Code and will be counter to the goals of tax simplification that the
Chairman of this committee and the President has expressed.
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We are concerned about the fact that the fiberglass industry is domi-
nated by several major producers. As a result, there is very little price
competition and prices will just go up as a result of this tax credit.

In terms of cellulose insulation, where boric acid is needed as a flame
retardant, the same problem exists. Boric acid is produced by a rela-
tively small number of manufacturers, 75 percent of it by just one
manufacturer alone. Again, prices will go up. There will be no pro-
tection for the consumer in terms of keeping prices down.

If there is going to be any move to stimulate residential insulation
beyond where it is now, we feel a much getter approach would be to
provide low-interest loans for those people who do not have the capital
to pay for insulation materials and to provide easier access to FHA-
type loans for other middle income taxpayers.

Let me turn to the gas guzzler tax. We support the gas guzzler tax.
We supported the original administration proposal, although we had
same problems with tlf?e small car rebate which has since been taken
off in the House. We do feel that tho gas guzzler tax needs to be kept,
and in fact strengthened. We think it provides, more than mandatory
standards do, & consumer signal that will begin to change the mix of
consumer purchases to smaller and more efficient cars. It will help
manufacturers meet the existing fleet standards.

Wae think that the impact of the tax on the industry will be rela-
tively minor; in fact, it will probably just shift the industry toward
producing and selling more small cars.

They have adequate leadtime based on the gas guzzler tax now in
place. Additionally, a number of studies cited in our testimony con-
clude that, with present technology, the industry can meet and exceed
those standards. Those conclusions do not include the use of tech-
nology that is here but has not been utilized very much by the Ameri-
can automobile industry such as diesel engines and lighter cars, mini.
computers in engines, and so on.

One of the major flaws in the gas guzzler tax as passed b{ the House
was the lack of any tax applying to recreational vehicles, light trucks
and vans. Whereas, 20 years ago, 7 cars were sold for every light truck
or recreational vehicle, today for every 1.8 cars sold, there is 1 light
truck, van or recreational vehicle sold.

I was just out in the Northwest. These vehicles are all over the road,
filled with vacationers, and very few are fuel efficient. Unless there is
a gas guzzler tax applied to these vehicles as well, there will be no
stimulus to get more efficient engines or more efficiency out of them.
The recreational use of vehicles, after all, is the area where we could
cut gasoline consumption the most.

e support the crude oil equalization tax. We feel as long as there
are going to be higher prices, and the President’s plan contemplates
it and Congress’ plan contemplates that higher prices is one way to
go to provide more conservation and to make energy prices more re-
alistically reflect replacement costs, it is absolutely essential that those
higher prices not become an income transfer from consumers to
producers.

The crude oil equalization tax accomplishes that goal by recouping
the higher prices to the Treasury to be returned to taxpayers, basically,
dollar for dollar. We think it 1s important in this regard that all of
that money be returned. If there is $14 billion taken out of the econ-
omy, that will create too much of a fiscal drag. It is crucial that the
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rebate go back to taxpayers immediately and into the spending stream.
There 1s some argument that the rebate will have a minimal effect in
terms of conservation because yon are simply going to return money
to people after you take it away in higher prices, but that misses the
whole point.

There is obviously going to be an incentive for people to conserve
energy because they will come out ahead, once they get the rebate and
on top of reducing their energy costs.

The final important point on the crude oil equalization tax is that
unless all of that money is rebated to taxpayers, this bill becomes just
another tax bill, a huge revenue measure that will be used—the money
could be used later on to fund tax reform or welfare reform or any-
thing else. We feel it is important that the money go back now and not
be used simply as a huge tax bill to pay for some other tax programs
down the road.

Let’s turn to the industrial use tax and credits against that tax. We
are disappointed that there are not more mandatory efficiency stand-
ards, for instance, in commercial buldings, as there are in residential
buildings,-and would favor mandatory standards in a lot of areas to
provide energy conservation to the commercial/industrial sector which
uses the majority of the energy in the country. But we recognize that
it would be administratively difficult if not impossible to try to dictate
to every business with every kind of standard how to buy efficient
machinery, et cetera.

Wo feel the fiscal signal that the industrial use tax provides is prob-
ably the best way to achieve savings. It becomes less meddlesome than
standards.

The tax, we think, will provide the fiscal signal to business to con-
serve energy. Business can respond to the tax quite well to convert to
coal. and also to conserve in their industrial processes. For this reason,
we think if conservation in this area is going to be significant, the tax
has to apply pretty much across the board. We cannot simply turn our
back on the fact that there is energy waste in industrial processes and
think there is only energy waste in heating and electrical generation,
We want to try to convert people to coal from oil and gas, but there is
waste across the board, and there is plenty of room for improvement.
We think both the lower tier tax on processes and the upper-tier tax
on heat use and other electric generation is important,

Finally, we think the tax needs to be simple, without loopholes, to
make it more administrable. It is, after all, the biggest energy saver
in the bill,

Turning to production incentives, we think that the promise of
higher prices is certainly the best incentive we know. The price in-
centives in the bill are already quite adequate—8$14 for newly dis-
covered oil, offshore oil and hard-to-get and recover oil; $1.75 for
natural gas in the same situation. Those prices are far above what most
energy companies th(;tgzht that they would be getting a few years ago
and we feel they are adequate. When we look at the profit picture and
cash picture of the energy industry, they seem to confirm our view
that these are more than adequate price incentives, higher than at

resent.
P For example, Mitchell Energy Corp. has a 30-percent return on
equity right now. In the last 6 years, it has experienced a 1,000-percent
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increase in profits. One-half of their natural gas contracts are held
at 33 cents. They are going to expire this year and the,comﬁan will
be able to get to as high as $1.45 per million cubic feet under the }fouse-
passed bill. We think to do anything else in the way of tax incentives
to provide more incentive for energy production 1s simply wasteful
and inefficient.

As the attached article from Forbes in our testimony indicates, and
as Secretary Schlesinger testified, under the energy bill, the price in-
centives for the oil industry will allow them to make more money in
the United States on oil and gas production than any place else in the
world. In terms of their cagital needs, chief executive officers are say-
ing that they have more cash than they know what to do with, and they
are beginning to look for other things to do with their cash.

Again, we have specific examples and direct quotes in our testi-
mony.

Inyconclusion, we are here generally to support the administration
and the House bill. We feel it 1s an important move in the right direc-
tion toward improving our energy situation.

We ask that this committee not weaken any of the conservation pro-
visions. It is tempting to cut some of the tax conservation provisions
that people are not going to be comfortable with. But this is an uncom-
fortable situation.

We feel the committee should not undermine any of the conserva-
tion provisions; in fact, should make some of them stronger.

It would be a temptation to add tax breaks for selected groups that
have come in and asked for them under the name of increasing energy
and so on, and here again, we feel incentives that exist today are more
than adequate,

I would be happy to answer any questions,

The CrAIrMAN. Senator Bentsen ¢

Senator BENTSEN. Thank you very much, Mr. Chairman.

T have been one of the supporters of the residential insulation credit,
but I think that you have cited some real problems about the fact that
we have full production now and the price is escalating. I am, frankly,
having some second thoughts about this proposal.

I would have to agree with you also on this problem of light trucks
and vans. I do not know why—do you know the rationale for the
exemption in the House bill?

Mr. Pierz. Principally, the farm lobby in the Ways and Means
Committee has a vital interest in small trucks. There is a problem
there. When you automatically exclude all small trucks, you exclude
vans and RV’s with the same stroke.

Senator BENTsEN. I know the problem. You often watch a fellow go
by with a CB and he puts the pedal to the metal and lets it roll and he
}‘:'ants to buy the biggest motor he can buy. I can see that too often

appen.

Mr. Braxpon. Our feeling on that is if the gas guzzler tax works
the way it should work, it will be a signal to consumers to begin to
purchase and look for more efficient light pickups and Detroit will be
able to build more, They are already beginning to.

We have an article in the appendix to our testimony which talks
about the boom toward this light truck purchasing. Really we are talk- -
ing about a vast majority of these purchases being made for recrea-
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tional use, or pleasure use, or just a general family car and not
agricultural use.

Mr. Prerz. The Business Week article we cited points out that some
of the consumers are beginning to fly to the showrooms to buy these
imall trucks, thinking this will be a means of avoiding the gas guzzler

ax.

Mr. Branpoon. For example, citing the article,

Some 90 percent of the Chevy light truck buyers pay extra for power steering,
18 percent for automatic transmission, 50 percent for air conditioning. A Califor-
nia Dodge dealer says he recently sold a van for $16,000 rigged with a television
“Pong’ game and stereo,

Thess are the kinds of things that 1 am seeing on the road as well.

Senator BexTsexn. I would have to disagree with you on the question
of interstate sales of natural gas. If you talk about a $1.75 price in my
own State of Texas, you are talking about a rollback on a lot of con-
tracts when those contracts expire. You will see a rollback from a $2
price to $1.75, 1 think you would have some very serious economic
consequences in those kinds of contractual agreements.

The other problem you run into is that this does not really equate
to $14 oil on a Btu equivalency. You get a situation there where you
have a finite resource again, where you are encouraging utilization of
natural gas and not its highest end use.

You also have a lot of marginal situations where you would not
develop that resource and find that those wells are getting deeper—
costs are getting higher,

You have cited some specific companies, but to cite one, two, or a
fow is not necessarily a generalization of what is happening.

Mr. Branpon. Senator, let me respond.

In terms of the $1.75 price being a rollback of the $2 price, we have
to keep in mind that the $2 and $1.75 price is a result of a precipitous
increase in the OPEC oil price with natural gas tracking that price.
Just as that was an unexpected increase in the price of natural gas
to producers who were producing, in many cases, profitably at a much
lower rate, we feel that the $1.75 is still very generous and should not
provide any problem.

In fact, most of the testimony that I have seen that has come, cer-
tainly from the administration, is that the $1.75 is more than adequate.
‘We feel it happens to be much too high. We think that the FPC price
at $1.42 is too high. But it was certainly adequate as an incentive price
to find new natural gas.

Senator BenTsen, That is obviously where we would differ. You are
not going to get the marginal field to develop. We are going to have
to pay at the higher price to get as much of this developed as we pos-
sibly can, as we try to buy the time to bring on coal and the alternate
sources of energy.

Thank you very much, Mr. Chairman.

The CramrMAN. Senator Byrd had to leave.

Senator Curtis?

Senator Curtis, Thank you, Mr. Chairman.

Mr. Chairman, I was not here to participate in the August hearings.
I ask unanimous consent that an opening statement of mine be inserted
in today’s record at the beginning of the session.*

The CHARMAN. Without objection,

*8ee p. 659,
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Senator Curris, I only have one question. The interest of this com-
mittee, you realize, is primarily the tax issue of this proposal. This
question I will direct to the entire bill.

You are supporting the House-passed bill#

Mr. BranpoN. Yes, that is right.

Senator Curtis. Would you point out the specific sections and pro-
visions of the House-passed bill which are directed toward increasing
production of petroleum and natural gas in the United States?

Mr. Pierz. We think the $1.75 price established for natural gas is
the principal measure along these lines, Senator.

Senator Curris. How does that vary from the present ¢

Mr. Branpoon. The present price on interstate tax is $1.42 on new
contracts. On existing contracts, it is as low as 33 cents. We think that
is a precipitous increase for new production. -

Senator Cortis. That is the only section ¢

Mr. Branoon. It is the major section, but the additional point that
must be kept in mind is that the Congress last year passed a very com-
prehensive oil Yricing bill that provides for significant increases in the
price of new oil as well and this bill continues that and actually allows
the Secretary to move some difficult-to-find oil into a higher $14 price
at the same time. .

Senator Curtis. In reference to this $1.75 price for natural gas, does
it br%ng any portion of the industry under control that is not controlled
now

Mr. Brawnoon. Certainly the interstate gas that was selling at &
higher price will now be under the $1.75 price.

enator Curtis. In other words, it extends the price control mech-
anism; is that correct ¢

Mr. Branpon. That is right.

fSena’itor Curris. It extends it to the intrastate production and sale
of gas

Mr. BranooN. That is correct.

Senator Curtis. It is your opinion, in the overall it will still lead
to an increased production of natural gas?

Mr. Branpon, Yes, Senator, because when you look at the return on
investment of oil and gas at those prices, it is higher, I think, some six
times higher, than for instance, the return on oil and gas production in
the OPEC countries.

As Secretary Schlesinger testified earlier in August, the production
of oil and gas in this country will now be reaping the highest profit
of anyplace else in the world. We think that is clearly significant.

Senator Curtis. My question was not directed to the amount of
profit. My question is this: By extending the price control mechanism
to all natural gas production and sale, is it your opinion that that will
increase production ¢

Mr. Branpow. At $1.75 and at the price on oil ; yes

Senator Courris. What is the going rate for unregulated intrastate
natural gassales now{

Mr. Branoon. I do not know exactly what it is. It fluctuates. It is
somewhere over $2, I believe.

Senator Cortis. It is something over $2 1

Mr. BranpoN. Yes.

Senator CurTis. That is all, Mr. Chairman.
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The CBAIRMAN. Senator Hansen {

Senator HanseN, Mr. Chairman, I was not able to hear the witness
testify. If I may, I would like to reserve the right to submit some
questions in writing after I have read the testimony.

The CHAIRMAN, %'es.

Senator HanseN. Thank you.

The CaamMAN. I would like to go over one matter with you. As I
understand it, you favor low-interest loans for insulation purposes;
is that right?

Mr, BraNpow, Yes.

The CrarMAN. You prefer that to the tax credit to help encourage
home insulation

Mr. Braxpon. That is correct.

The CHAmMAN, Even with the low-interest loan program, would
we not be subject to your fear that the price of material for insulation
might be advanced ¢

r. BRANDON. We are still very concerned and I think our only
interest here is to allow the insulation market to be open to people
who presently cannot afford it. You do have a weatherization program
for the poor in the bill but we feel that that does not take care of the
lower middle income people or middle income people who do not have
the $500 or $700 to put up to pay for this kind of improvement.

Mr. Prerz, May I add, our principal concern is simply the impact
of this credit upon the simplification of the Tax Code. %Ve have en-
dorsed the chairman’s proposal to encourage more and more people to
avoid complexity by not itemizing, and this tax credit, by definition,
will confront everyone, even those who do not itemize.

We think it is a step backward on that score,

The CrAmRMAN. That is something. Of course, if we are going to
enact it, we ought to try to figure a way to make the best advantage of
it. Some people are going to face the complexities anyway.

For example, almost all the business operations will have to file an
itemized return becauss they are going to have to itemize their ex-
penses. I do not see much prospect of the average business concern
using the short form, do yout

It seems to me that through simplification, we could have 90 percent
of taxpayers filing the simple form. I do not think we are going to be
able to do that for an ordinary business. It seems to me that they will
still have to itemize all of their expenses,

So, if we can enact a credit which benefits taxpayers, it may be we
can move taxpayers closer to the simple form. I do not know how the
mechanics of it will work. It seems to me that one way or the other
we might use the tax system to help carry the burden of energy con-
servation and benefit the consumer, but now I am concerned about the
price of this insulation.

As you know, in World War II—you were pretty young at that
time; you might not even have been born, I am finding that more and
more, perhaps you were old enough to know what was going on at that
time; I know I was—back at that time, the Government created a lot
of new competition. The Government, of course, took the view that by
throwing a lot of money and manpower into a problem, you can solve
it. So the Government advanced the money through the Reconstruction
Finance Corporation—RFC—to Kaiser Metals and Reynolds Alumi-
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num and various other companies, created a lot of new competition,
and provided a vast increase in the production of thi that we
needed, which has benefited us even since that time. The RFC estab-
lished plants to produce synthetic rubber. In due course, the RFC
transferred the plants to private companies.

If we cannot get the insulation produced at a competitive price, it
seems to me that we ought to put somebody else in the insulation
business to compete with the existing producers.

In fact, one thing that appeals to me about the money we could
raise in this bill is to put it into an energy trust fund for both pro-
duction and conservation. One of the things the trust fund could do
would be to make loans to help people go into areas where more com-
petition is needed. I would be curious to know if you have thought
about this, and if it has some appeal to you, to help create more
competition {

Mr. Pierz. We had not thought about it in detail, but it does have
a great deal of appeal as far as the insulation question is concerned.
Trust funds give us certain concerns, as they do everyone. With re-
spect to the Insulation suggestion you just made, that does have &
great deal of appeal. :

Mr. Branpon. Let me say along those lines that our concern would
also be where that money came from. If we are talking about this
particular bill and the significant increase in taxes coming from the
general population through the crude oil equalization tax, we feel
that money should be returned to taxpayers completely.

We have a chart affixed to the end of our testimony that shows the
energy consumption by families is rather higher at the lower income
level. If we do not return that money, we are really talking about
financing these kinds of worthy objectives in a trust fund with a rather
regressive tax, if you look at how that higher cost of energy is reflected
to taxpayers.

The CramMAN. I have no problem with returning the money to the
lower income group. That does not bother me. But for the middle-
income area, it seems to me that the return should be made conditional,
It ought to be given back as an incentive for the taxpayer to do some-
thing you would like him to do to further our energy goals.

It need not necessarily be on his tax return, either. My thought is,
that if a man insulates his home, I do not know why he should not be
permitted just to go down to the post office and pick up a form. The
Government form would say, in effect, “If you did certain things we
would like you to do, you are entitled to a tax credit. Just fill this
thing out and send it in.” The Government would send him his check.
That would appeal more to me than try to make him wait until the
end of the year to file his return, and claim his credit. The Govern-
ment may have to hire a few more people on this end, but I think that
would be better than having a man wait all year long after he has
done something the Government encouraged him to do.

Mr. BranpooN. I do not think you want to be identified with the
Postal Service. Leaving that aside for a minute, I think it is important
to focus on the earlier statement you made. It is not enough, we feel
to give the crude oil equalization tax revenues back to low-income peo-
mto protect them. It is a very strong conservation signal to every-

y to know that they will be in a better position if they save the
96-684~~78—2
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higher cost energy, because at the end of the year they will come out
ahet;,)d when they receive money back on their income tax in terms of
4 rebate.

If they do not save the energy, then they have not come out ahead
and ma.g come out behind. '

We think that that is a significant part of the crude oil equalization
tax.

Mr, Prerz. We think there is a question of fiscal drag there, Mr.
Chairman. Refunding the money to the poor does satisfy our principal
concern, but there is this additional question of taking the money out
of the economy and perhaps having the Government not pump it in
as fast as they took it out of the taxpayers’ pockets, even though they
be middle income or upper income people.

The CHamMAN. If we can do the kind of thin% you are talking
about, and the kind of thing I am talking about, if we want to help
somebody who has a drafty house and a high energy bill, to put in
storm windows, to insulate his home and fix it up so he will make the
most efficient use of energy, of course we will also be giving him a long-
term saving. I like the idea of a low-interest loan. That appeals to me.
It would also help, though, if we had the tax credit to go along with
the loan, to helg ease the burden the first year or two. So if the tax
credit can pay for most of the loan payments in the first year or the
first 3 years, that could help him into it. I think we ought to try to
make it attractive.

I also believe we ought to make it so that the fellow can gét his re-
fund, if he has it coming to him, just as quickly as possible. Some
would not want to use the posta.i service.ny reaction is fine, let’s
dispense with the post office idea. A refund could be obtained wherever
the Government has somebody working for the Treasury, and that
might be at the IRS office at the post oflice. The taxpayer would hand
him the form and let him write a check right then and there.

1t seems to me if you are going to do something like that, you ought
to let the taxpayer certify that he has the credit coming to him. You
give him his check right then and there. If, later on, you find out he
cheated, that is deceiving you, he would be subject to tax fraud pen-
alties, just as he would for any other frauds on tax returns.

The thought appeals to me; for the middle and upper income people,
it would be a far more effective if we used the credit in ways that
encouraged people to do what we would like for them to do. If you
ask a fellow to insulate his home or do any one of the many things
the Government would like for him to do, he would get the credit.
I would like to see him get the credit right then and there, and not
wait until next year,

Mr. Braxpox. The basic concern we have, we do not want to see that
money used to provide incentives to have people do what they are going
to do anyway, whether it be in energy production because the higher
price already provides for the incentive, or insulation because higher
energy costs provide the incentive.

We think it is just wasteful to use tax dollars in that area. But
generally I agree with your point that where you could be using
revenues to encourage conservation and other things, it would make
sense.

The CramMaN, Thank you very much.

[The prepared statement of Mr. Brandon and Mr. Pietz follows:]
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STATEMENT oF ROBERT M. BRANDON AND WILLIAM PIETZ FOR PUBLIC CITIZEX'S
TAx REFORM RESEARCH GROUP

Mr. Chairman and members of the committee, my name is Robert M. Brandon.
I am director of Public Citizen's Tax Reform Research Group—a 501(c) (4)
organization established by Ralph Nader in 1972 to work for reform of our tax
laws. With me is William Pletz, a staff attorney with our group. We welcome
the opportunity today to testify on the tax aspects of the President’s National
Energy Plan and the House passed energy bill.

We strongly support most of the specific proposals in both Plans and urge
this committee to reject the efforts of various special interest groups to obtain
unwarranted exemptions or benefits,

Solutions to our energy problem must be grounded on a clear understanding of
the situation. The basic cause of our present difficulty is that the nonrenewable
energy sources on which we have relied for 8o long to meet our energy needs
are fast running out. Exactly when those energy sources will be totally depleted
;s oi)en to some debate, but it is clear that we cannot continue to rely on them

or long. -

Exacerbating this problem is the fact that we use too much energy. We do so
because our national lifestyle has demanded high consumption, but has never
put a premium on efficiency. Thus, we not only feel a national need for electric
toothbrushes but we power them with energy-ineficient motors.

The only truly long term sclution to our energy problem is to replace present
nonrenewable energy sources with renewable onea. That process will take time
but we must start now. To survive, ultimately our economy must be based
almost exclusively on safe, reliable, renewable energy. There i8 no other cholce
but solar energy.

This 18 where the President's energy bill is most deficient. The President’s
plan acknowledges the importance of solar energy and the reservation of less
rellable, less safe, and costlier nuclear power to use only as a last resort. But in
practice the plan contemplates that solar energy will constitute ony 2 percent
of the additiona energy demand while nuclear power will constitute 23 percent
of additional supplies.

Solar energy includes the production of space heat and hot water and the
production of methane from organic wastes (applications which are now avail-
able and economically competitive) ; wind power (available and in some areas
economicaly competitive) ; photovoltaic cells (available, but not yet competitive) ;
and power generation from thermal differences in the ocean (not yet available).

With more emphasis on developing and implementing these technologies solar
-power could make a significantly greater contribution in meeting our increased
energy needs.

Until we have perfected renewable energy, energy conservation will be the
main means of reducing demand for our finite energy sources and stretching out
their supplies over a longer period of time. On the other hand, by increasing
energy production, we only hasten the day when our ene.ry supplies will be
exhausted. Therefore, in closing the gap between our-supply of energy and our
demand for it our emphasis should be on cutting demand. Any increased pro-
duction must necessarily take a back seat to conservation.

Long range, we could cut our energy consumption by 30 to 50 percent. In the
short term, unfortunately, saving would not be that high but could be significantly
greater than the 4 percent reduction called for in the President’s plan. Conserva-
tion {8 our best bargain and it i8 up to the Congress to determine how many
“barrels of conservation energy” we should buy. If we do not totally exploit
this supply of energy we are practicing bad economics.

For example, a recent FEA study concluded that the average family, through
attic insulation, improved thermostats and other retrofitting, could save a
thousand cubic feet (MCF) of gas at a cost of $1.35. The replacement cost of
gas is $1.75 per mew or higher, and it may increase to $4 or $5 as more exoctic
forms of gas are needed. An equivalent amount of heat from electricity would
cost $8. We are obviously much better off to conserve for $1.35 than to pay for
more energy at two, three, or five times the price.

We should be effiectively “drilling and mining for energy’ through conserva-
tion. Every dollar this commitee decides to spend on stimulating actual produc-
tion is less effective than a dollars worth of conservation.

During the next few weeks this committee will be making basic decisions on
how to spend our limited financial resources to meet the energy problem. In
doing so, we urge you to keep the foregoing considerations always in mind. If



672

this committee decides to spend an additional dollar through tax incentives or
foregiveness on existing or proposed taxes to increase supplies by the equivalent
of one barrel of oil, you will be wasting the public's money and energy if that
same dollar “spent” to promote conservation would reduce our energy gap by
three barrels of oil.

Similarly, if the committee decides to “spend” money to accomplish goals
through the tax system that could be accomplished more efficlently through
direct budget assistance, you will be wasting more money. Without jurisdiction
over direct assistance, loan programs ¢ market incentives, you will undoubtedly
find it difficult to resist calls for more tax bresks to “encourage’” various energy
goals. But keep in mind that a decision not to spend money through the tax
system will make money available for more efficient energy goals. Moreover, if
conservation standards were mandated rather than coaxed along with tax
incentives the economy would save at a rate of $14 a barrel of oil and the Treasury
would save tax revenues.

Finally, you must realize that along with further tax changes comes complexity.
Each tax credit, deduction or special writeoff you approve moves us further and
further away from a simple to understand, simple to comply with and simple
to administer tax system. This is particularly true of insulation credits which
must be available even to those who don’t itemize. This undercuts the admin-
istrations plans to achieve simplification by inducing people not to itemize.

THE NATIONAL ENERGY PLAN

The main thrust of the President’s proposal—conservation of the nation's
finite energy resources and development of abundant or inexhaustible fuel sup-
plies—should be welcomed by most citizens. The specific proposals in the tax
area, however, are of varying merit.

Ironically, those tax provisions which are likely to raise the most public
concern—taxes on gasoline, ineficient cars, and crude oil—will probably accom-
plish the most and, because of the accompanying general rebates, actually hurt
the least. At the same time, unfortunately, the tax changes which will undoubt-
edly be the most popular in Congress—the tax incentives—are the least fair,
least efficient, and most costly.

The Carter plan seeks to curb wasteful energy consumption primarily by in-
dueing higher fuel costs. In addition, the plan offers tax breaks and other in-
centives intended further to stimulate conservation of scarce energy such as oil
and gas and conversion to more abundant energy such as coal and solar,
Mandatory conservation measures, including utility rate restructuring and
improvment of home appliance and auto efficlency standards, are also employed,
but on & much less massive scale.

The new taxes on energy are designed to make energy prices reflect the
actual cost of replacing energy with more energy, with the OPEC cartel oil
prices essentially being the benchmark. This makes good sense from an economie
and conservation point of view, but creates problems for those people—the
rural poor with old, inefficient cars, for example—who are not really in a posi-
tion to curb their energy use.

In its handout called “Economic Impact on the American Family” the Admin-
istration offers figures to show that, in general, low and middle income families
who make even moderate efforts to save energy will actually receive more in tax
rebates than they pay in increased fuel costs, and that only those who continue
to waste will be hurt. These statistics appear to be accurate as far as they go,
but they have been criticized for failing to include the indirect costs higher
energy prices will almost certainly create, such as increased prices for the
products of energy intensive industries and general inflationary effects. These
secondary costs may be reduced, however, {f business successfully adopt con-
servation techniques. Even taking indirect costs into account, the Administra-
tion's plan to raise the cost of wasting energy while minimizing the burden on
energy savers seems to be the least painful way to deal with the energy problem.

OIL AND NATURAL GAS PRICING POLICY

Under the Administration's energy plan, by 1080 the cost to consumers of all
oil would rise to the current OPEC-determined price of $13.50 per barrel (with
further adjustments for inflation). The benefits of this price increase would go to
oil compantes only in the case of “new” oil, to offshore oil from new leases, and
to oil obtained from an onshore well drilled more than 235 miles from an existing
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well or more than 1,000 feet deeper if closer and &8 House amendment would
extend the definition to oil determined by state regulatory bodles to be from new
reservoirs. For most oil, the difference between its current, controlled price
($5.25 or $11.28 per barrel) and the OPEC price would be made up by a new
federal wellhead tax. -

The revenues from the new oil tax would be returned to the publie, first in
dollar-for-dollar reductions in the price of home heating oil, and the remainder—
about $47 per person—on a per capita basis, {n the form of tax credits or direct
payments for those who have no tax liability.

The cefling price of “new” natural gas including intrastate gas would be raised
to $1.73 per thousand cubic feet, a price which is considered the energy equivalent
of the OPEC price for oil. The price of other natural gas ($1.42) would remain
unchanged except for inflation and, to protect residential and commercial users,
the cost of the high-priced new gas would be first allocated to thdustrial users
since they can most easily convert to other energy sources.

This pricing and wellhead tax policy is a mixed blessing. On the positive side
it increases energy prices to their true replacement cost, allowing for more
realistic decisions of using energy thereby promoting greater conservation.
Higher prices also mean greater profit and incentive for energy producers to
find new reserves.

On the negative side, pegging energy prices to the world cartel price could
provide windfall profits for domestic producers. Simply raising prices would
amount to a 14 to 15 billion dollar annual transfer of income from energy con-
sumers to producers. The wellhead tax and rebate is designed to recapture this
windfall and return it to consumers generally. It is crucial, therefore, for any
wellhead tax to absorb all the difference between the price of ofl profitably flow-
ing at old oil prices and the price of new oil. Any attempt to reduce that tax
directly or through plowback provisions amounts to taking money from con-
sumers to provide pure windfalls to energy producers.

In fact, even under the President’s plan, taxpayers will be paying for some two
billion dollars in windfall profits through the existing depletion allowance and
intangible drilling deduction tax subsidies. This committee should take the oppor-
tunity to make the system more rational by removing these subsidies for new
free market-priced oil and gas which are presently borne by all other taxpayers
and rebating the money to consumers.

GAS GUZZLER TAX AND EFFICIENT CAR REBATE

An attractive approach to conserving gasoline is the proposed tax on inefficient
automobiles and rebates on fuel efficient-ones.

The gas guzzler tax approach has a number of beneficial features, Unlike the
gasoline tax, it does not victimize the poor, who must drive the often inefficient
cars previously used by the better off. Also, it is a voluntary tax, allowing indi-
viduals to avoid it by electing to conserve energy. Finally, if it is effective, it
will eventually make the used car fleet more efficient as well, to the further
benefit of the less well off.

Perhaps the only major criticism of the proposal is that the rebate might be
a “subsidy for Volkswagen.” Proposals have been made to exclude foreign cars
from the rebate system, to negotiate quotas with foreign countries, or to limit
their rebates to monies collected from foreign gas guzzlers, but each of these
solutions has raised new problems. If the committee deletes the rebate it will be
all the more essential to enact the tax schedule proposed by the Administration
rather than the House approved schedule which was weakened to the point that
in 1979 it evidently applies to only one car—the Chrysler New Yorker.

The tax should also apply to light trucks and vans. As the attached Business
YWeek article notes Chevrolet now sells one light truck for every 1.8 autos while in
1060 the ratio was one for every 6.3 cars and Detroit literally cannot produce
enough of them at present partly because buyers are seeking to avoid the shrink-
ing size of standard sedans and wagons.

Existing fleet penalties on manufacturers create incentives for manufacturers
to bujld more eficient vehicles but they don't influence consumer cholces. Dis-
suading consumers from choosing wasteful vehicles may help auto-makers surpass
the existing legal standards. In any case they will reduce the likelihood that the
auto-makers will seek a relaxation of existing standards during the 1980's on the
grounds that fleet averages can't be improved because gas guzzlers are outselling
efficlent cars.
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A gas guzzler tax which simply boosts the likelihood that existing efficlency
standards will in fact be met is not likely to disrupt or damage the auto industry.
In enacting and reviewing the existing standards the Congress has relied on the
following reports supporting the feasibility of meeting the statutory fuel economy
and emission standards: (1) National Academy of Sciences, ‘Report of the Con-
ference on Air Quality and Automobile Emission” (June 5, 1975) : (2) California
Institute of Technology, Jet Propulsion Laboratory, ‘‘Should We have a New
Engine?’ (August 1975) ; (3) FEA-EPA, "Estimate of Fuel Economy Impact of
Alternative Emission Standards Level for Passenger Vehicles” (February 20,
1976) ; (4) FEA-EPA-DOT, “Analysis of Some Effects of Several Specified
Alternative Automobile Emission Control Schedules” (April 8, 1976) ; (5) EPA,
“Automobile Emission Control—The Current Status and Development Trends
as of March 1976” (April 1976) ; and (8) FEA, “Gasoline Consumption Model”
(July 22, 1975).

In fact a gas guzzler tax which in effect mandates even greater fuel savings
than the existing law calls for would not be disruptive. Studies conducted since
the above ones cited by the Commerce Committees have more firmly established
that not only can the 1885 fuel economy standard of 27.5 MPG be met while
meeting statutory emission standards but the 27.5 MPG standards can be
bettered. The most recent study is the five agency (Commerce, LOT, ERDA, EPA
and FEA) “Analysis of Effects of Several Specified Alternate Automobile Emis-
sion Control Schedules Upon Fuel Economy and Costs” dated February 1977.
This study concludes that by using advanced technology, average new car fuel
economy in 1985 can easily be 29.7 MPG regardless of whether the present statu-
tory emissions standards are retained intact or relaxed.

The Interagency Task Force finding that the statutory emission standards can
be met while getting average 1885 new car fuel economy of 29.7 MPG {s all the
more impressive because of the conservative assumptions in the report. First,
the report assumes that the 1976 model mix of 40 percent full size cars, 30 percent
intermediate and 30 percent small will not change. The 29.7 for 1985 new car
fuel economy would improve by another 1 to 2 MPG with the shift to smaller
cars projected in the FEA report “Gasoline Consumption Model” (July 22, 1975).
The fact that the public will buy smaller cars i8 clearly indicated by the trend-
setting California market where small cars comprise 48 percent of new cars
sold as compared to 30 percent in the other 49 states. Othe conservative assump-
tions include the discounting of an upper range fuel economy of 32.5 MPG which
could be obtained by the rise of electronic engine controls, more eficient engines
and lower acceleration capability; and the failure to consider any diesel engine
production by 1985 which would add another 1 MPG to the average new car fuel
economy. Recent research by Teledyne Continental Motors, an ERDA contractor
and manufacturer of diesel engines for tanks, found that diesel engine vehicles
can meet the statutory emission standards while attaining fuel economy 55 per-
cent better than comparable gasoline engines.

We also support the ban on gas guzzlers approved by the Senate Energy
Committee. But the fact that the House has approved a reasonable tax but has
not considered a ban may suggest that a tax stands a better chance of 2merging
from Conference without dilution. In any case, recent experience in the areas of
safety, emissions, and fuel economy suggest that an auto-maker won't take
significant action unless it and its competitors are prodded by Congress.

HOMEOWNER TAX CREDITS

A series of proposals are included to assist or induce homeowners to make
energy saving investments in insulation, weatherstripping, storm windows and
doors, ete. For low-income groups, there would be an expansion of the current
weatherization program providing direct assistance in purchasing energy saving
materials. Many who could not otherwise afford the cost of insulation would be
helped by & program requiring utility companies to offer customers an energy
conservation service (inaulating attics, etc.) to be performed by the utility and
financed by loans repaid through monthly utility bills. Other federally-backed
loans will alzo be offered.

The Administration has proposed homeowner tax credits equal to 25 percent
of the first $800 and 15 percent of the next $1,400 spent (for a total of $410)
on approved conservation measures.

The tax credit will obviously have some good psychological effect on consumers
who may buy energy saving devices because they are *“getting a tax break,”
but its actual economic effect will be marginal for most. In fact, the insulation
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tax credit i3 very expensive and very wasteful (cost estimates are as high as
$400 million). The maximum credit will go to people who can afford to spend up
to $2,200 on conservation improvements. Taxpayers with that kind of cash are
already making the decision to insulate their homes because of higher energy
costs. Most of the credit, therefore, will go to those kinds of people already
motivated to make energy conservation investments. The money involved would
be better spent providing more subsidized loans to hard-pressed taxpayers who
otherwise cannot afford the initial cost of insulation,

Homeowners would also receive a credit of 40 percent of the first $1,000 and
25 percent of the next $6,400 paid for installing solar energy generators. Like
the insulation credit, the benefits of this proposal ge primarily to those who could
already afford to install solar equipment.

There is some argument here that, as wasteful as {t might be, a large ecredit
will serve as a psychological gimmick and help stimulate a market for solar
energy equipment, That is partially true but, in fact, the incentives for solar
energy underscore the basic problem with this tax approach. Solar hot water
tanks cost over $1,000 and solar space heating systems cost between $7,000 and
$12,000. In order to qualify for the tax credit a family must have that much
capital to spend on solar heating. Incredibly, there are no provisions in the
President's proposal for additional loans or grants to provide the capital neces-
sary to make these solar purchases. Only the very highest income taxpayers can
afford solar heating and they will get a government subsidy to buy it. It would
~ be more productive to provide interest subsidies to those who would otherwise
not choose solar power.

Tax credits are obviously going to be enacted to help subsidize these purchases,
but this committee should contemplate reducing the size of the credits to allow
for more direct financial aid for energy conserving home improvements,

To whatever extent the credit is successful in stimulating demand for already
scarce insulation supplies its benefits will probably be passed on to insulation
suppliers in the form of higher prices. HUD Secretary Harris has recently stated
that insulation prices rose by 5-15 percent in the past year or so. In addition a
host of consumer abuses will have to be dealt with. (See attached articles from
The New York Times, Businessweek and The Wall Street Journal and COWPS
press release.)

The Public Citizen Housing Research Group has studied the problems con-
fronting the insulation industry and reached the following conclusions.

Fiberglass insulation amounts to about 80 percent of home thermal insulation
materials. As the Federal Trade Commission and others have pointed out, the
fiberglass industry is highly concentrated, dominated by, three firms,

In addition to fiberglass, cellulose {nsulation is also important. The Community
Services Administration, for example, utilizes cellulose in the low-income
weatherization program. To serve as an insulating material; cellulose must be
treated with & flame retardant, generally boric acid. Many observers point ont
the multiplicity of cellulose firms and ease of entry into the cellulose insulation
market. These observers neglect to point out, however, that the production of
borates 18 concentrated in the hands of three firms, of which U.S. Borax occupies
about 75 percent of the market.

Our brief survey of markets in California, Colorado, Virginia, and Georgia,
reveals shortages of both fiberglass insulation and of the borates essential for
cellulose insulation. If the Administration is to meet its home Insulation geals—
without artificlally creating exorbitant prices for insulation—the bottlenecks in
the flberglass and borate industries must be broken.

Three companies, Owens-Corning Fiberglass, Johns-Manville, and Certain-Teed,
dominate the filberglass industry. Owens-Corning s the largest, with about half
of the domestic market, while Johns-Manville and Certain-Teed each have about
25 percent of the market. Because of difficulties in transporting fiberglass, im-
ports are negligible,

As the Federal Trade Commission points out, there are serlous barriers to
entry into the fiberglass home insulation industry, including cost, competitive
technology and technical know-how. The FTC quotes one potential entrant to
the market, who calculated it would take about ten years and investment of about
$80 million for his company to develop the needed technology and enter the in-
dustry with one plant.

The fiberglass industry is operating at or near full capacity. Our brief survey
of the market indicates that in fact flberglass insulation may already be un-
avallable to smaller users. Both industry and government observers agree that
fiberglass producers will be unable to Increase thelr production significantly
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before the end of 1978. (See Testimony of Guy O. Mabry, Vice President of the
Insulation Operating Division of Owens-Corning, and Stanley I., Matthews,
President of the National Mineral Wool Insulation Assoclation, Inc., before the
House Housing Subcommittee.)

Predictions of expansion of production after 1978 depend on at least two {m-
portant assumptions. First, fiberglass production {s dependent upon access to
energy sources, and natural gas in particular, Stanley Matthews, President of
the Natifonal Rock Wool Insulation Association, testified that 40 percent of the
industry’s capacity was shut down this past winter due to the natural gas
shortage.

The second assumption is even more important: Predictions of expansion of
fiberglass capacity to meet sharply incrersed demand assume that fiberglass
companies want to greatly expand capacity. The industry witnesses before the
House Housing and Community Development Subcommittee themselves raised
this issue. Excess production capacity plagued the fiberglass industry in the
early 19708, Industry has not desire to invest in greatly expanded capacity,
only to face a sagging market a few years later (when the tax credit expires
and the Administration reaches its 1885 retofit goals.) This fear of a temporary
“surge” in demand for insulation products also deters potential market entrants
from taking advantage of the Administration’s program.

As the Congressional Budget Office points out:

“s & & manufacturers will not want to build to meet 2 sudden demand and
then have thelr factories idle after the demand is met. A more efficlent strategy
(from the producers’ point of view) is to build capacity sufficlent to satisfy the
new demand over a period that corresponds to the useful life of the plants they
‘build. For this reason, insulation manufacturers may prefer to meet the insula-
tion demand over a longer period than would be suggested by energy-conservation
goals alone.”

Another home Iinsulation materfal in significant use is cellulose, typically
shredded newspaper. In order to privent fire danger, the shredded newspaper is
mixed with a borax-based fire retardant powder amounting to 18-30 percent of
the final product, by weight.

The cellulose industry can potentially expand capacity quickly, and at rela-
tively low cost. Yet, while newspapers are abundant, the necessary borates are
in sho¥t supply. As a report to the Massachusetts Department of Human Resources
notes :

“A major Industry-wide problem this past year has been the short supply of
borle acid power, mined and marketed primarily by the U.S. Borax Company.
Many manufacturers had to curtail production of insulation because of supply
problems. U.S. Borax is attempting to increase its output but it is not delivering
to new customers at present. A second major producer, the Kerr-McGee Company,
is in a similar position. Both companies have allocation systems in which they
are providing old customers at approximately 100 percent of 1976 purchases.”

The three U.S. borate producers are U.S. Borax and Chemical Corporation,
the Kerr-McGee Corporation, and Texas United Corporation. Of these, U.S. Borax
is by far the giant, producing 700,000 tons of the 900,000 tons of borate produced
annually in the United States.

There are alternatives tq fiberglass and cellulose as insulation, but they do
not promise to break the supply bottleneck in the next few years. Rock wool is
an expanding insulating industry, although experts offer differing predictions on
rock wool's future. Foamed plastics may eventually be a viable home insulation
material, but present serious potential fire hazards.

Absent significant market substitutes for fiberglass and cellulose in the near
future, two problems emerge: (1) The insulation oligopolies can take advantage
of increased demand by exorbitantly increasing prices, and (2) some distributors
of insulation attempt to cut corners, for example by selling cellulose without the
necesssary borate flame retardant.

There 18 no question that the fiberglass and borate industries have the market
power to raise prices sharply. In 1970, 1974, and 1975, the fibergiass industry met
slackened demand (due to the slump in housing construction) by increasing
prices. In 1975, the price of fiberglass insulation rose 18.5 percent even while
the volume of shipments declined 5.1 percent. (See “Analysis by Staff of the
Joint Committee on Taxatlon of the Energy Proposals in the Administration’s
‘National Energy Act'”.)



677

TAX CBEDITS FOR COMMERCIAL BUILDINGS AND INDUSTRIAL CONSERVATION

The President’s plan fncludes an additional 10 percent investment tax credit
for certain energy saving purchases in buildings, factory processes and cogenera-
tion. These additional tax credits will cost the Treasury $400 million in fiscal year
1978, Businesses have been and will continue to find energy efficient buildings
and machines economically justified because they cut costs. The proposal there-
fore represents an enormous windfall fo business and a wasteful expenditure of
tax dollars.

It higher energy costs fail to stimulate business to conserve energy, mandatory
standards should be set, just as they are for new residential buildings.

Cogeneration of heat and electricity iis economically justified and has only
been stopped because of structural and regulatory barriers. With those removed,
a 10 percent investment credit (costing $50 million) is unneeded.

COAL CONVERSION

Price increases in oil and natural gas should encourage utilities and industry
to move away from these scarce energy resources toward coal. In order further
to stimulate the conversion of oil and gas, industries and utilities using oil or
gas would pay a tax penalty for such use, by 1985 averaging $1.10 per thousand
cubic feet of gas (75 cents under the House bill) and $3 per barrel of oil for
industry, and about balf these amounts for utilities.

The tax would be minimized, however, if efforts are made to convert to other
fuels. Industry would be eligible for either a 10-percent investment tax credit for
expenses Incurred in converting to coal (or other fuels) or a rebate of any gas or
oil tax paid up to the conversion costs. Any taxes paid by utilities would be set
aside to help utilities accelerate the retirement of their oil and gas burning equip-
ment and to help pay for coal conversion.

In this case, the plan contemplates an artificial stimulus toward coal conversion
or other alternative energy sources. Industries and utilities would pay the higher
tax only if they didn't convert from oil or gas to alternative energy supplies.
If they did make conversion investments their costs would offset the ‘“conversion”
tax. We think this proposal makes sense and unlike the other business tax credits
does not represent a windfall because of the additional direct tax imposed.

We realize that the energy problem is a serious one and that in & good faith
effort to take some tangible action to deal with it this committee will be risking
widespread public critfcism if it passes only tax giveaways while rejecting the
tougher conservation measures.

PROPOSALS THE COMMITTEE SHOULD REJECT

In the past, our urgent need for an energy policy has been seized upon as a
pretext for passage of several special interest tax loopholes which various
lobbyists have been peddling for several years. We strongly commend the Admin-
istration for omitting some of these “hardy perennials” from its program. We
urge the committee to similarly reject them.,

TAX SBUBSIDIES FOR RECYCLING

Perhaps, the most wasteful of these giveaways is the tax credit for purchases
of recyclable scrap. In spite of its phony label as a conservation measure, it has
been opposed by virtually every conservation group. The list of its opponents
has included the Sierra Club, Environmental Action, the Environmental Policy
Center, Friends of the Earth, the Conservation Congress, the Consumer Federa-
tion of America, Taxation with Representation and the Department of the
Treasury. Recycling credits have heen debated and rejected by the fioor of both
the House and the Senate.

Some of the proposals rejected by the Senate in 1978 would have had a total
cumulative cost of up to $2 billion by 1984. The credit would preempt passage
of more desirable recycling measures, and it would prompt only a negligible
boost in recycling activity while bestowing a8 huge windfall on a few businesses
for simply continuing their existing level of scrap usage. The additional invest-
ment credit for the purchase of recycling equipment apparently represents a
much less costly approach but an equally ineffective one. Recycling has been
retarded by the disproportionate costs of collection and transportation and by
certain technical superiorities of virgin materials. An additional investment credit
isn’t likely to be adequate to overcome these constraints.

Distortions in our current tax structure should be eliminated through repeal
of existing depletion allowances on hard minerals as part of the upcoming tax
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revision plan—not by adding enormous additional complexities. In December
of 1976, the National Commission on Supplies and Shortages concluded that:
“In the absence of compelling evidence for its continuation, the Commission
recommends the repeal of the percentage depletion allowance for minerals; the
Commission opposes the creation of new tax subsidies for the consumption of
recycled materials.

RAILROAD TAX BREAKS

Additional tax breaks will not help most of the railroads since only a handful
now show consistent profits for shareholder reporting purposes let alone for tax
purposes (after deducting all the special railroad tax breaks just enacted in
1976 such as special tunnel bore, grading, and track improvement writeoffs and
removal of the 50-percent investment credit ceiling applicable to industrial
firms). Many of these preferences are simply passed through to conglomerates
which have taken over railroads for tax shelters.

COAL COMPANIES TAX RELIEF

In the past few years coal producing has become more than profitable enough
to attract needed investment capital. Due to the OPEC oil price hikes the price
of steam coal in spot markets or under new contracts has risen several hundred
percent. According to Forbes magazine the return on equity earned by publicly
held coal producers exceeds 25 percent which compares favorably with the 15-
percent return of major oil companies and of industry in general. Sources such
as Barrons and Forbes report that many major producers will be able to double
their output without even having to seek substantial outside debt or equity
financing.

The attractiveness of coal as an investment is shown by the fact that various
corporations engaged in other businesses have in recent years acquired 15 of
the nation’s 20 largest coal producers. In fact 20 different oil companies have
acquired various large and small coal companies. In 1975 Newsweek reported
that in one Appalachia county 150 coal operators had become new millionaires.

Coal producers already receive special tax breaks similar to oil producers.
They already save: at least $300 million per year due to the coal percentage
depletion allowance; $50 million due to the immediate writeoff of development
expenses of preparing a site for stripmining or of digging shafts for deep mining;
and lesser amounts due to the immediate writeoff of exploration expenses and
capital gains treatment on royalties.

TAX RELIEF FOR UTILITIES

We urge the Committee to reject any proposals which may be forthcoming to
grant still more tax relief to utilities. It is extremely unwise for those in Wash-
ington to legislate blanket tax relief for the hundreds of public ut!lities across
the country. The various public utility commissions are charged by t*tatute with
the duty of providing a reasonable rate of return to utilities—including a rate of
return necessary to finance future capital requirements. They are the proper
governmental body to determine the very specialized needs of each utility, The
present investment credit for utilities and other suggested tax relief only inter-
feres with that orderly regulatory process and misdirects resources. These tax
lt)reaksx will also continue to remove profitable investor owned utilities from the

ax roles.

The following s taken from a 1975 report by the Environmental Actlon Founda-
tion entitled “Phantom Taxes in Your Electric Bill.”

‘“According to reports filed with the Federal Power Commission, the nation’s
150 largest electric utilities paid a total of only $505 million in Federal income
taxes in 1974. Fifty-seven of these companies paid no Federsl income tax at all
in 1974. Those not paying Federal income taxes included several major utilities,
including Puke Power Company, American Electric Power Company, and Phila-
delphia Electric Company.

‘“Pre-tax profits for the 150 utilities was $8.8 billion in 1974. While the statutory
tax rate for corporations is 48 percent, these companies paid an average of only
7.4 percent of their taxable income to the Federal government.

“In 1985, when accelerated@ depreciation was introduced, electric utilities paid
more than $1 billion in Federal income taxes, 48 percent more than 1974. During
this 19-year period, when their Federal tax bill was halved, the utilities’ annual
revenues increased more than sixfold. According to the Federal Power Commis-
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sion, Federal taxes as a percent of revenues have dropped from 12.7 percent in
1935 to 1.3 percent in 1974.

“In 1974, these same 150 power companies charged their customers for ${.4
billion in Federal income tax. This is $936 million more than they actually
paid to the government. Much of this sum was passed on to utllity stockholders
in the form of extra profits, a transaction which walls outside the normal rate-
making process.

“Of the 150 utilities investigated 122 charged their customers for more Federal
income tax than they actually paid. For example, Commonwealth Edison in
Chicago paid $26 million In Federal income taxes, but charged its customers over
$100 million; Carolina Power and Light charged its customers for $14 million
in income taxes, even though it received & $24 million refund from the Internal
Revenue Service (IRS). Public Service Gas & Electric in Newark, New Jersey,
charged its electric customers for $13 million while it received a $18 million
refund of back taxes. And Philidelphia Electric received an $11.2 milMon credit,
but charged Its customers for $48 million in taxes.

“In 1974, the investment tax credit available to utilities was 4 percent, and
could be applied to not more than 50 percent of the company’s taxable income.
In early 1975, the Congress increased the investment tax credit for utilities to
10 percent and removed the 50 percent limitation. Our 1974 figures do not reflect
the effect of this increase. This expanded investment tax credit may exempt vir-
itually ftfall of the nation’s electric utilities from Federal income tax as long as it
8 in effect. -

“The reason why many of the taxes charged to utility customers will never
be paid is that the power industry is growing rapidly in size. If a utility were
not growing, it would eventually pay the same amount of tax to the government
with accelerated depreciation as with straight line depreciation. But a growing
power company is investing in new power plants -which cost many times the
original cost of the 80-year old plants it is retiring. Accordingly, the tax savings,
from accelerated depreciation on its new plants are always much greater than
the deferred taxes it must pay on its old plants. And the same will be true
30 years from now. Thus as long as a company keeps growing, it will continue
to charge more taxes to its customers every year than it pays to the government.

“Some tax experts question whether it is appropriate for the Federal govern-
ment to offer tax benefits to utilities. Utilitles are required by law to make the
investments necessary to provide the public with electricity. To the extent that
tax breaks encourage investments beyond this necessary amount, such invest-
ments are wasteful, Furthermore, as regulated monopolies, utilities are guaran-
teed a fair rate of return on their investments. For these reasons, Treasury
Secretary C. Douglas Dillon argued in 1962 that utilities need no incentive to
invest and should not be allowed any investment tax credits.

“Congress partially accepted Dillon’s reasoning in that year, allowing utilities
an ITC of only 3 percent, compared to 7 percent for other industries. However,
in 1975, Congress responded to the power industry’s financial problems by allow-
ing utilities the same 10 percent ITC received by other businesses. Further relief
is clearly unneeded.”

PARTIAL LIST OF SOME OF THE ELECTRIC UTILITIES WHICH PAID NO TAXES (IN 1974)

cha;red to
ectric
Companies Paid customers
Appalachian Power Co. (AEP) 1] )
Blackstone Valley Electric Co. (EUA . 0 )
e Eromtie L\gh Go- (NEGER) : 9
ambridge Electric 3
Canal Electric Co...._....cocmnneenn. 0 1, 269, 22
Carolina Power & Light Co......_... 0 - 19,3298
Central Yermont Public Service Corp. 0
Connecticut Light & Power Co. (Nug.. 0
Consolidated Edison Co. of New York.. ]
Fall River Electsic Light Co.......... 0
Georgia Power Co. (SC).......... -0 30,841, 14
Granite State Elect (NEES). 0 110, 55
reen Mountsin Power 0
Hartford Electric Light Co. (NU). 0 703, 308
oke Power & Electric Co_ .. 0 12, 460
tndiana & Michigan Electric Co. 0 0
ows Electric Light & Power Co 0 6,307,640
Kansas Gas & Electric Co. .. 0 6,674,000
Kentucky Power Co. (AEP).. 0 1,779,682
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PARTIAL LIST OF SOME OF YHE ELECTRIC UTILITIES WHICH PAID KO TAXES (IN 1974)—Continued

Charged to
elggtric

Companies Pald customers
Kingsport Power Co. (AEP). 0
Minnesota Power & Light Co $3, 869, 144
Wissouri Edison Co........ 0
Nevada Power Co_ ... 0
Newport Electric Corp... .. 12,825
Niagata Mohawk Power Corp.......... 0
Northern States Power Co, (Minnesota). 24, 446, 100
Ohio Power Co. (AEP). .._._........ ¢
Polomac Edison Co. (APS)........ 0
Public Service Co. of New Hampshir 1, 402, 830
Public Service Electric & Gas Co... 3,251,499

n Diego Gas & Electric Co.. 0
Savannah Electric & Power Co 896,958
Tucson Gas & Electsic €o.oeevnn oo iiiaecrenrccaancmaccaaanaann 2,104,844
Utah Power & Light Co. .. ... il iiimmiociimcnrcacaonanes 1,377,951
Virginia Efectric & Power Co.... .o ooeueeumeeiiiiioiiicaacaaann 6, 196, 607
Western Massachusetts Electric Co. 1,694,607
Wheeling Electric Co. (AEP). . 0
Wisconsin Powe: & Light Co.. 2,837,902
Wisconsin Publir, Service Corp 3,659, 000

TOthe e eetceccme e ctecteractacrnancanasa e e e aaaeneanaaan 0 118,888,075

FEDERAL INCOME TAXES PAID BY THE PRIVATE ELECTRIC UTILITY INDUSTRY, 1945-741
[Dotlar smounts in millions}

Taxes paid as
" 8 parcent of
Faderal  Total utility  total utility
income operating operating
taxes paid revenues revenues Changes In tax laws affecting utilities
$915 $7, 588 12,1 Accelerated depreciation per,itted, 1954,
, 064 6,360 12.7
958 9,054 10.6
956 9,670 .9
970 10, 195 .5
1,119 11,129 - 10.1
1,218 11,920 10.2
1,306 12,604 10.4 ) )
1,362 13,468 10.1 3 percent investment tax credit established
zccelerated depreciation increased, 1962
1,412 14, 180 10.0
1,486 14,991 9.9
1,489 15,820 .4
1,552 16,959 .1
1,511 17,985 8.4
1,658 19, 403 .5 » )
1,585 21,085 .5 3-;;;;:901& Investment tax credit repealed,
1,233 23,128 5.3
1,051 26, 027 4.0 4-percent investment tax credit estsblished;
accelerated depreciation increasad, 1971,
974 29, 482 . 3
834 33,314 7 .
554 42,174 .3
883 , 5 .8 [nvestment tax credit increased to 10 per-
cent, 1975,
(¢ [0}

1 The figures In this table differ slightly from those in table 2 for 2 reasons. The onﬁ:u;owr industry (rather than only
the 150 largest utilities) is included, and taxes and credit on nonutility operations are sxciuded.

Note: An Environmental Action Foundation publication, *‘Phantom Taxes In Your Electsic Bill—A Report on Federal
Income Tax Avoidance by Electrid Utilities,”’

Sources: Federal Power Commission, Internal Revenue Service.
EXEMPTION FROM THE MINIMUM TAX FOR OIL PRODUCERS

We urge you to reject the proposal to exempt individual oil producers from
the minimum tax on income sheltered by intangible drilling deductions.

The suggestion that wealthy independent oil drillers should pay no minimum
tax on income sheltered by fast drilling writeoffs is the most strikingly ill-advised
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.provision of the entire energy package. The minimum tax is a 15-percent tax on
income that -hes otherwise avoided taxation because it is offset by tax prefer-
ences—and allowing oilmen to writeoff immediately the cost of successful wells,
while other businessmen must capitalize their capital expenditures, is one of the

“unfairest preferences in our tax code. Although the energy package ostensibly
calls for sacrifice from all, equally, it includes a $30-80 million tax break for
the w:ealthlest non-taxpayers in our country. )

THE MINIMUM TAX 18 VIRTUALLY THE ONLY TAX SOME OILMEN PAY

When the Congress passed a strengthened minimum tax on taxfree income
last year most of the nation’s oilmen were paying little or no regular income tax.
In 1974, the House Ways and Means Committee actually saw tax returns of
ollmen with incomes in excess of $1 million who paid no federal income tax (see
other examples set forth below). The reforms enacted last year were designed
to insure that these individuals paid at least 15 percent in tax (equal to the
lowest bracket for working people). The energy plan would allow these indi-
vidially to get off virtually tax free once again. That kind of action is what makes
our tax system a disgrace, and we hope the Congress will reject this windfall to
a powerful segment of the oil industry.

By ironic coincidence, recent disclosures of the President’s voluntary 15-percent
tax payment forcefully demonstrates that many individuals with significant in-
come can often escape taxation completely in the absence of a strong minimum
tax, Consequently, the President has indicated that his tax reform proposals
will probably include a broadened minimum tax or some comparable device
designed to assure that ail wealthy citizens pay some tax. Yet the Adnsinistra-
tion’s energy proposal directly contravenes this goal. We believe this contradic-
tion arises from an initial failure on the part of the energy experts to understand
just how miniscule the tax liability of oilmen is absent the minimum tax. Not
surprisingly, the independents have fostered this misunderstanding by grossly
exaggerating their tax burden.

The proposal protects the wealthy individual oll interests while cosmetically
hitting doctors’ and lawyers’ tax shelters. It hits only those who use intangible
drilling deductions to shelter their non-oil related income, while protecting the
other 80 percent who use this tax break—those who shelter their oil and gas
income. The President may have been told that this move would increase energy
production, but energy tax experts indicate it will have minimal effect on oil
production, while significantly undermining the fairness of the tax system,

EVEN WITH THE MINIMUM TAX INDEPENDENT OILMEN ARE BETTER OFF TAXWISE
THAN ALMOST ALL OTHER INDUSTRIES

The deduction for intangible drilling costs allows ollmen to deduct a high
percentage (usually around 70 percent) of the cost of a suceessful oil well in the
year it is drilled. Deductible costs include the wages, fuel, hauling, and supplies
connected with drilling a well, In fact, the only costs which are not immetdately
deductible are the salvageable pipes and pumping equipment. These expenditures
qualify for the investment credit and depreciation. Of course dry holes are
immediately deductible and not subject to any minimum tax.

This contrasts sharply with other businesses, which must capitalize the full
costt ?f their long-life income producing equipment, and depreciate it over its
useful life.

Thus a businessman who invests $1 in equipment which will last 10 to 20 years
only gets to write off 5 cents or 10 cents the first year (or perhaps 10 or 20
cents under special accelerated depreciation), while an oilman writes off 70 cents
plus a portion of the 30 cents spent on depreciable equipment. Compounding the
unfairness, come next year the oilman can ignore the fact that he's already
deducted his 70 cents. He can actually begin writing off the same 70 cents all over
again in the form of annual percentage depletion deductions—which clearly
amounts to a “double-dip.” What's more, percentage depleticn bears no relation
to actual costs. It 18 computed as 22 percent of gross income (not to exceed 50
percent of net annual income from each well). Yearly depletion deductious often
add up to. many times the cost of the well, which amounts to a “triple-dip,”
“quadruple-dip,” and so on. If any regular tax liability still exists after using
these writeoffs, it can often be erased by the investment credit (which can
eliminate totally the first $25,000 of tax owed to the government, plus up to
50 percent of any liability above $25,000).

In recognition of this situation Congress applied the minimum tax to per-
centage depletion in 1969 and to intangible deductions in 1976. The energy pro-
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posal would retain the minimum tax as to depletion, but the independents are
presently relying on intangibles to shelter their incomes to a greater extent
than depletion,

THE RATIONALE FOR RESBTRICTING THE MINIMUM TAX IS BASED ON MISINFORMATION

Corporations and individuals have the identical tax breaks for intangible drill-
ing. Neither pay much tax, but the Congress made this tax break subject to the
minimum tax on individuals. If the President is concerned that the corporations
have a competitive advantage he should advocate applying the minimum tax to
intangible drilling deductions of corporations.

In fact, any Independent can easily incorporate to avoid the minimum tax,
But this would necessitate payment of a salary from the corporation to cover
living expenses. If drilling is done by the corporation rather than the individual
the individual's salary will not be sheltered by drilling deductions and income
taxes would be due. The almost complete tax shelter is the major reason in-
dividuals choose not to incorporate.

If major oil companies only pay about 5 percent in tax on their vast incomes,
it is “tax reform” to say wealthy individuals should pay no more on-the grounds
of fairness? What's more, with regard to competition, the depletion allowance
which was repealed as to the majors, has been retained for the independents.

The independents allege that the minimum tax is a ‘“tax on expenditures.”
This is simply untrue. The minimum tax applies only to the income that is
sheltered by artificially high intangible writeoffs.

The independents allege that the tax is confiscatory because it (somehow) adds
up to more than 100 percent of their income and this produces a “negative cash
flow.” But they define “income” by subtracting percentage depletion and in-
tangible drilling deductions. No other businessmen calculate their “income’”
this way. In fact neither do ollmen. In their financial statements prepared for
bankers and shareholders they capitalize all the costs of drilling.

If any other businessmen were to try to duplicate the oilmen’s calculation they
would writeoff immediately the total cost of any new equipment or new building
which they have just placed in service. Comparisons of the financial statements
of oilmen and other businessmen earning comparable economic income suggest
that, even if oilmen pay the minimum tax, the liability of the non-cilmen may
frequently be 400-500 percent as large as the oilman’s. (See following example
No. 3.)

EXAMPLES OF OILMEN WHO PAID LITTLE OB NO REGULAR INCOME TAX

Erample No. 1.—The Senate Finance Committee Hearings on Tax Reform,
March 1976, p. 776, contain the following certification from Arthur Young and
Co. CPAs:

“Column (1) i{llustrates the results for 1974 of an active independent oit and
gas operator who followed the practice of maximizing his drilling to the point
of reducing his taxable income to a negligible amount. He therefore paid only a
minimum tax on the preference items of percentage depletion and capital gains.
(‘This is not to imply that all independent producers historically followed the
practice of reducing taxable income to a minimal amount.)”

Oil and gas sales less severance and ad valorem taxes, operating costs,

depreciation intangible drilling costs, delay rentals, overhead, ete__ $1, 500, 000
Depletion (22 percent of gross income limited to 50 percent of net—

effective rate 18 percent) o mcemeemeaeea —8350, 000
Adjusted gross Income before additional drilling. - _______ 650, 000
Additional drilling to reduce taxable income to zero oo —617, 000
Adjusted gross INCOMEe. v e e e e ————————— 33, 000
Ttemized deductions — e —30, 000
Personal exemptions o ceecmcc—a————— —3, 000
Taxable income _._.__ P, 1]
Income tax payable (from tax rate schedules) .oc. oo coccacaacaa 0
Minimum tax on depletion allowance. .. .oeeoa. - ——— 84, 000
Total Federal tax_._ —_— - 84, 000

State income tax (assumed 5.5 percent effective rate) - cceecccacccca-a 0
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{Congress has since provided that percentage depletion on oil wells and some
gas wells may not exceed 65 percent of taxable income, thereby making such tax
avoidance more difficult. But tax avoidance persists as shown by the following
1976 example,)

Erample No. 2—Under the Freedom of Information Act we recently obtained
the following financial statement of an individual independent producer which
had been submltted to the Treasury to demonstrate the impact of the minimum
tax:

INCOMe e cmmmmmm e cm— e $2, 093, 223. 25
Business deductions (including depreciation of equipment) other
than intangible driling . o m oo e —492, 824. 81
Operating profit before intangible drilling_____________ 1, 600, 398. 44
Intangible drilling deduction (of this amount only about $25,000
represents Ary holes) o oo cce oo —1, 025, 698. 05
Percentage depletion. . oo oo —410, 103. 00
Personal exemptions and deductions_ . _________. —18, 000. 00
50 percent of capital gains (deductions) __ . _____.____ —11, 261. 03
Taxable income _ e hmcccsmac—seemmmemceamcmme——— 1335, 336. 00
Preliminary regular tax (utilizing income averaging) ___..___.. 64, 028. 00
Less investment credit______._.__ e ———— —42, 7165. 00
Income tax payable. . e 21, 263. 00
Minimum tax payable (roughly 15 percent of drilling and de-
pletion deductions) oo oo eeeeeee 204, 474. 00
Total Federal tax e m— 225, 737. 00

Example No. 2 indicates a regular income tax payment of only 1 percent, With
the minimum tax, actual taxes paid on $1.6 million income is only 14 percent,
While some of the minimum tax payment is levied on depletion, most is on income
sheltered by intangible deductions. In this example, repeal of the intangibles
portion of the minimum tax will result in a total tax burden of no more than
5 percent,

Erample No. $.—If a businessman engaged in some industry other than oil
had roughly the same income and expenses as the above oilman and his new invest-
ment happens to equal the amount the oilman invests in both intangible drilling
exx;enses and tangible pumping equipment his tax might be computed roughly
as follows:

INCOME ccmcesemc e ———————————— --- 22,003, 223.25
Business deductions (including depreciation) other than deprecia-

tion writeoff of new plant and equipment completed this year.. —492, §24. 81
Operating profit before depreciation of newly completed

plant and equipment. e ——— 1, 600, 398. 44

Personal exemptions and deductions . o oo —18, 000. 00

50 percent of capital gains (deduction) .~ —11, 261, 03

Depreciation writeoff of plant and equipment completed this year
(assumes 20-yr. useful life and liberalized double declining

balance computation method) .o o oo —102, 569. 00
Taxable income — - - 11, 468, 568. 41
Regular income tax per IRS table (8PProX.) v ccceccccomccacoo 998, 000. 00
Investment credit (assumes hypothetically that some percentage
of expense represents nonqualifying buildings and structures).. —100, 000. 00
Federal income tax payable 898, 000. 00

1 Calculation ignores State {ncome taxes,
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INDEPENDENT PRODUCERS ARE ENJOYING RECORD PROSPERITY AND REED NO FURTHER
TAX BREAKS TO ATTRACT CAPITAL

A December 2, 1974 article {in Barrons Financial Weekly describes the inde-
pendent’s advantageous position as foltows:

“At the moment, the independents are enjoylng thelr gréatest prosperity within
memory as the result of towering oil and gas prices. Unlike the big international
companies, they do not have extensive interests abroad and are not prey to the
grasping tax and royalty collectors of OPEC countries. Nor, since they are un-
burdened with refineries and marketing organizations, t}lrle they plagued by the
mounting competition and crude allocation dificulties ch, lately, have begun
to erode the inventory profits piled up in the early months of this year by the
integrated concerns.”

The Oil and Gas Journal recently published data on 14 small producers showing
that their 1978 income increased by an average of 30 percent over 1975. The
independents are getting higher prices than the majors, mainly because a much
larger percentage of their production is “new oil.”” Producers who were in busi-
ness profitably when ofl sold for $3 per barrel will not be squeezed out by the
payment of &8 minfmum tax on their otherwise sheltered profits.

A survey of 75 small over-the-counter and American Exchange listed inde-
pendents showed that in 1974 their return on equity capital averaged around
23 percent (as compared with 14 percent for all manufacturing industries), Less
than 20 percent of these paid any regular income tax at all,

The independents allege that drilling will be sharply curtailed by the minimum
tax. But, in fact, the number of drilling rigs in use has risen roughly 25 percent
since the minimum tax was applied to income sheltered by excess drilling de-
ductions. The number of rigs in operation has recently reached a 20 year high
and has continued to climb through July 1, 1977.

For all these reasons, we urge the Committee to reject the President’s ili-
advised proposal, and to retain the minimum tax on profits sheltered by intangible
drilling deductions.

PLOWBACK CREDIT AGAINST TAXES DUE OR ADDITIONAL TAX INCENTIVES

In the past, energy companies have argued for “plowback provisions” for any
new taxes imposed upon them. The Committee should reject all such proposals.
A plowback credit against the wellhead tax on oll and gas producers will only
transfer money from consumers to producers. Producers are already spending a
great deal on new investments. A plowback provision simply forgives taxes in
excgange for investments they are making now because of the promise of higher
profits,

Of course a plowback provision will increase the petroleum industry's cash,
but presently there is no need for taxpayers to subsidize the industry because
there is no capital shortage within the petroleum industry.

In its Project Independence Report (Nov. 12, 1974 Final Report the Federal
Energy Administration concluded that:

“The oil industry (even), under the accelerated supply scenario, will be able
to finance internally all of its investment requirement and still have additional
funds to assist other energy projects outside the oll and gas industry.”

An early draft (Oct. 14) of this study stated that the amount available to
lend or invest in other industries would total $96 billion by 1985,

The purchases or attempted purchases of MARCOR and Irvine Realty Corp.
by Mobil for $134 billion in cash and $300 million in cash respectively and of
Ringling Brothers Circus and ONA Financial Corporation by Gulf and the pur-
chase of various coal companies by 19 oil companies in the p~ st decade indicates
the absence of a capital shortage. Within the past year or so Atlantic Richfield
(ARCO) offered $165 million for the stock of Anaconda Copper. Standard Ol of
California tried to buy stock of Amax Corporation, a coal producer, for $350
million in cash and Gulf Ofl tried to buy giant Rockwell International Corpora-
tion which has yearly revenues of $4 billion. Gulf’s President Bob Dorsey, stated :
“In the past we put 40 percent of our investment abroad, but now that those
areas are shut off to us and now that domestic demand 18 no longer growing so
fast, we have more capital available for diversification.”

An August 15, 1877 Forbes article was titled “Does Exxon Have a Future?
The Day is Coming When Oil Alone Can No Longer Absorb Exxon’s Vast Cash
Flow. What Happens Then?" Forbes notes that “enormous amounts of money
will roll {nto Exxon in the early years of North Sea Production * * * and from
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Alaska’s North Slope. This for a company that Is virtually debt free. Exxon
has long term debt of $3.7 billion; on the other hand it has $5 billion in cash
and marketable securities ¢ * * Exxon’s huge pileup of assets cannot be blamed
on any reluctance to spend money on oil. It plans laying out $4.4 billion a year
for capital projects from 1977 through 1981. * * * But even the contineatal
shelf is unlikely to absorb the $7 billion & year cash flow that Exxon will have
within 5 years. * ** * Still the money will pile up. Exxon President Howard C.
Kauffman recently told Dalas security analysts that the company’s problem is
not cash but lack of opportunity.”

Mr. Sharbaugh the Chairman of Sun Oil was recently quoted by the Wall
Street Transcript as follows: “* * ¢ In the light of a very long-term future
¢ * * the decline of North American producibility of reserves is accelerating,
and it should be accelerating by 1985. With a massive financial and management
capacity base to work from, we will have to develop well before then some
alternatives for ourselves in businesses other than oll and gas. Now the first
round of those is likely to be other energy business. * * * But we should be
prepared to go well beyond the energy business.”

What's more, the independents also have adequate cash flow for capital invest-
ment. This is shown by the data cited above in the discussion of the minimum
tax on the independent's drilling writeoffs. The generous petroleum pricing
provisions will further enhance their position. For example, in 1976, Mitchell
Energy and Development (an American Stock Exchange Corporation) earned
a 30 percent return on equity and its pretax earnings have grown ten-fold (1,000
percent) since 1971, Yet according to Forbes July 1, 1977, “George Mitchell is in
luck in that about half his company's contracts to deliver natural gas expire in
December. The current contract price is about 33 cents; if the Carter energy plan
goes through, the renewal price could be as high as $1.44. If deregulation goes
through the sky’s the limit.”

The attached June 1, 1977 Forbes article outlines in detail the substantial
incentives to find new production which are embodied in the Administration’s
program. .

Besides being unneeded plowback provisions are bad tax and energy policy.
In explaining why the Ford Administration rejected a plowback proposal in
their windfall profits tax, former Treasury Secretary William Simon stated:

“The proposal does not include a credit for so-called ‘plowback’ investments,
nor does it include exemptions for certain classes of producers. Plowback is not
justified because the amounts oil producers will retain after the tax as it is
structured, will provide a price incentive sufficient to attain our energy in-
dependence goals. To put it another way, there is no convincing evidence that
permitting a plowback credit will produce significantly more energy than not
doing so. Further, a plowback credit means that persons already engaged in oil
production can make investments with tax dollars supplied by the government,
while new investors must use their own money. We do not belleve that kind of
discrimination and anti-competitive effect can be justified.

“In the case of different classes of producers, we simply believe that a windfall
produced by cartel prices is a windfall to large and small producers, high and
low cost producers located everywhere. Producers all receive a cartel price and
not a free-market price.

“The issue of plowbacks and special exemptions ultimately boils down to
whether windfall profits should go to oil producers or to the public in the form
of tax reductions. The permanent tax reductions proposed depend upon the
government receiving these revenues. If the revenues are curtailed, the tax
reductions will need to be curtailed, too. We have tried to design a tax that will
not inhibit those investments in ofl production which are economic and which
are needed to reach our goals. If we believed that the tax would inhibit needed
investment, we would not propose it. Plowback credits and special exemptions
would undoubtedly make existing oll producers wealthier than they would
otherwise be, but would not significantly increase oil production. It is taxpayers
generally who pay the prices that produce the windfall, and the revenues should

go for the benefit of taxpayers generally.”
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A Truck BooMm THAT WoN'T Stop

If auto industry executives ever thought that the surge of pickup truck and
van sales was a flash in the pan, they do not feel that way any more. “The truck
market is literally exploding,” says Al D. Imber Jr., Boston zone sales manager
for Chrysler Corp.

June will make the seventh straight month in which light truck sales (pick-
ups and vans) will set a record. They are pacing total truck sales, which are
running about 20 percent above last year (while autos are 13 percent ahead)
and are on the way to 3.8 million units. With medium and heavy trucks begin-
ning to sell now after a 3-year slump, the big truck side of the industry is helping
to set the pace (BW—June 7, 1976).

But 90 percent of the truck market is on the light end,-and here is where the
spectacular growth is taking place. The Chevrolet Motor Division of General
Motors Corp., for example, now sells 1 light truck for every 1.8 autos. In 1960
this ratio was 1 for every 6.3 cars.

Family sales.—Detroit’s marketing executives can supply plenty of reasons
for the sales boom—some call trucks “adult toys”—but they are truly stunned
by the rapid growth rate. They saw the Leginnings of the truck craze in Cali-
fornia—swhere many auto trends start—during the 1060's. when young people
began converting trucks into personalized vehicles and even into homes on wheels.
The youth market is still an important factor, but trucks are finding big new
markets elsewhere.

Pickups are popular with those who want to haul snowmobiles and motor-
eycles. But they are also appealing to urban and suburban families that have
no such specific uses for them.

“If you clean out your garage or do some gardening, you can't put the trash
in the back of your LTD to drive it to the dump,” says John Lynch, truck sales
mapager at Dave Dinger Ford Inc., in Braintree, Mass. “But you can put it in
the back of a truek.” A D0-percent chunk of the light truck market is controlled
by mini.pickups from Japan.

Indeed, truck marketing executives report that only one-third of all light
trucks now sold are used primarily as commercial vehicles—the reverse of the
rituation a decade ago. Most are now used for personal transportation. Ford,
for instance, reports that fully one-half of the trade-in vehicles for its new
plckups are cars. And cars make up 60 percent of trade-ins for vans.

$16,000 van.—According to L. P. Schinzing, truck merchandising manager for
Chevrolet, people are buying pickups and vans, in part, as & means of avoiding
the shrinking size of Detroit's sedans and station wagons. “I love to kid the
passenger car sales guys,” he quips. A truck, he adds, “has become socially
acceptable. It’s no longer seen as a big monster.”

That view i8 supported by the expeusive options that buyers load on their
trucks. Some 90 percent of Chevy light truck buyers pay extra for power steering,
75 percent for automatic transmission, and 50 percent for air-conditioning. A
Van Nuys (Calif.) Dodge dealer says he recently sold a van for $16,000—fully
rigged with a television, “Pong’ game, and stereo.

While few vans are decked out so completely, the sizzling demand all over the
U.S. has pared inventories to the bone. On June 20 some producers had less than
25 days' supply of vans As a rule, Detroit likes to have 60 days. And luventory
for pickups, which ig at about 40 days’' supply, is not much better. Indeed, with
1977 supplies so tight, Ford asked dealers in April to begin ordering 1978 models
for fall delivery.

All auto makers have their van prodnction plants working overtime and on
Saturdays. Chrysler lost some 20,000 units of production during a six-week
local strike at its St. Louis assembly plant that ended_June 11. *“We don’t know
how high is up in the van market,” says J. Carver Wood, Ford's light truck
operations manager., However, to challenge the market dominance of Chrysler’s
Dodge vans. Ford plans to add 50 percent more van manufacturing capacity, and
GM will add about the same amount of new capacity. “We just don't know how
many vans we could sell if we had enough,” says Wood.
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INstLaTION: A BooM Too Soox

Of the dozens of proposals in Jimmy Carter’'s ambitious energy plan, none
seemed more straightforward and less controversial than the incentives for home
insulation. By offering homeowners a chance to recoup part of their investment
in better insulation, Administration energy pianners hoped to spark an insulating
boom that would reduce fuel consumption in the home and help restrain the
nation’'s growing appetite for imported ofl. But now energy officials are wonderiug
whether their strategy can pay off any time soon. For even though the cousumer
demand is there, the insulation clearly is not. And the reason, says an executive
of one company that manufactures the stuff, is “the most monstrous insulation
shortage facing us that I have ever seen.” -

As passed by the House last week. the National Energy Act will provide &
tax credit of up to $400 and a subsidy for low-interest loans to encourage home
insulation. It also requires utilities to advise customers on their jusulation needs
and, in some cuses, even to do the actual installation and handle the financing.
But there is a growing coucern that the legisiation may offer too much, too soon.
In addition to worsening an existing shortage, the growing demand is also re-
viving old questions about the safety of insulation materials. Later this month
the Consumer Product Safety Commission will hold hearings to examine the
risks, including the cliarge that fiberglass particlex cause cancer—an allegation
that producers have long denied. And shoddy installation may also prove trouble-
some, with the legislative boost to insulation serving as a “virtual invitation to
unscrupulous. marginal home-improvement contractors,” says Federal Trade
Commission staffer Robert B. Reich.

Even without the added stimulus from Carter's bill, insulation is in short
supply. For instance, cellulosie insulation, a product made principally from
shredded paper, obviously requires treatinent with a flame retardant before it is
installed—and production of buric acid, the retardant uxed, cannot be expanded
fast enough to keep up with demand. Fiberglass insulation manufacturers are in
a similiar bind ; their plants now operate near full capacity aiud they are already
rationing supplies to customers, Major plant-expanusion programs are in the
works, but industry officials say they will take years to complete. Meanwhile,
“the whole industry ix Imc}.lngged sayx an executive of Certain-Teed Corp., one
major producer. nght now we're capacity-limited and atl those people who
want insulation are going to have to wait.”

Collusion!—As a result, prices are already rising—and the FT(* suspects the
shortage may not stem simply from dewmand pressures. Last week, the commission
launched an investigation into collusion by the hig three fiberglass manufac-
turers—Johns-Mansville Corp.,, Owens-Corning Fiberglas Corp.,, and Certain-
Teed. It isn't the first time the }TC has crossed swords with insilation pro-
ducers: in 1963 it charged several cellulosic-insnlation makers with faking
laboratory claims, and last May, it charged Owens-Corning with making un-
substantiated statements about the money-saving value of its fiberglass.

But the main problems attending a surge in demand will probably be on the
local level. Soaring heating bills have already proved a boon to insulation in-
stalers, in Massachusetts, for example, the number of insulating firms doubled
in the past year, and in Wisconsin, sayy a state official, new companies are
“gprouting like mushrooms.” So are the ecustowmer complaints, and consumer-
protectinn officials worry that a government-fed surge in home insulation will
only make matters worse.

Some unserupulous companies skimp on—or even skip entirely—the application
of flame-retardant chemieals to cellulosic insulation, and others take advautage
of the shortage to jack up installation prices and cut corners. Wisconsin's con-
sumer-protection bureau, for instance, documented cases of a $1,000 difference in
bids for the same job using the same material. And in Denver, the district at-
torney's office eventually shut down one firm marketing a $2,000-plus “energy
conservation system” that consisted simply of cellulosic insulation, an attic fan
and caulking—materials that normally would cost no more than $300.

False Promiscs—Consumer watchdogs are finding other exawmnples of false and
misleading advertising as well. One increasingly freqiient complaint has to do
with so-called “R-value”—a numerical measure of the insunlation’s capacity to
resist the flow of heat. Fiberglass insulation, for instance, has an R-value of four
per Inch of thickness; according to a recent Federal study, it takes between 7
and 8 inches of the materjal to maximjize fuel savings. But some home-insulation
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installers inflate potential savings in thelr ads—and still others fail to advertise
the R-value at all. “Without the R-value,” says FTC attorney San Simon, “it
makes it impossible for the consumer to comparison-shop.”

Currently, there are no Federal standards for home insulation, prompting
consumer-protection officials to suggest the standard caveat : let the buyer bewsnre.
The Massachusetts attorney general's office goes so far as to warn in a media
campaign: “If it sounds too good to be true, it probably isnt.” But then, given
the problems and pitfalls it has already encountered, the same verdict seems to
apply to Jimmy Carter’s plan to insulate the nation's homes.

[{From the Executive Office of the President, June 14, 1977)

COUNCIL ON WAGE AND PRICE STABILITY,
Washington, D.C.

CouNcit FEARS PrICE INCREASE IN FIBERGLASS INSULATION

The Council on Wage and Price Stability fears that passage of legislation
granting tax credits to encourage home insulation would place added pressure
on an already tight supply of fiberglass insultaion manufacturing for the next 18
months, unless the program is phased in gradually.

This concern i3 expressed in a study released by the Council today.

It is the view of the Council that production of fiberglass insulation could net
be increased enough t¢ meet rising demand in the next year if the legislation is
approved without provisions to prevent production bottlenecks, There are few
satisfactory substitutes for fiberglass in hcme insulation. Thus, the result would
be that the chief beneficiaries of the tax credit this year would be manufacturers
of fiberglass insulation. The Council has no quarrel with the idea that encourag-
ing home insulation.is necessary for the conservation of energy. Its concern is
only in avoiding sudden price pressures in an industry already operating close
to capacity.

Three firms produce 80 to 85 percent of all fiberglass insunlation material:
Owens-Corning, Johns Manville, and Certain-Teed. While two of the firms expect
to have additional capacity available to produce insulating materials by the end
of 1978, they are now operating near peak utilization.

FTC ScrUTINIZES HOME-INBULATION INDUSTRY AMID TALK OF PREVENTING
“WINDFALL” PROFITS

(By Charles J. Eija)

In one way or another, most stock groups perceived as “energy plays” after
President Carter outlined his long-range proposals on April 20 have proven highly
controversial. One of the few exceptions has been the insulation stocks.

Indeed, despite close committee votes in the House recently, proposed legisla-
tion to encourage greater use of home iusulation as a8 way to save energy has
been advancing. The House Commerce energy and power subcommittee voted
last week to require most homes to meet federal insulation standards by 1982,
And the House Ways and Means (‘ommittee last week approved a tax credit of
up to $400 to homeowners who install $2,000 worth of insulation in their resi-
dences.

Stocks of three companies that dominate the home insulation business na-
tionally—Owens-Corning Fiberglas, Johns-Mansville and CertainTeed—have
fared well this year, relative to the rest of the market, as investors continue to
anticipate favorable action in Congress.

Precisely because the three companies are so dominant, however, clouds are
gathering on the horizon. It's too early to say they signal a full-hlown storm but
the talk in Washington centers on possible consideration in Congress of ways to
prevent a “windfall” profits situation among home insulation producers.

In a recent report to Congress, thie Federal Trade Commission's energy task
force expressed concern over apparent concentration in the industry and the
possibility that the new energy policy will lead to sharply higher insulation
prices for consumers. The FTC staff {s in the preliminary stages of preparing a
praposal for a forma! investigation of the insulation industry.

The Council on Wage and Price Stability expressed similar concerns yesterday
in a 12-page study concluding the tax credit would “place added pressure on an
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already tight supply of fiber glass insulation” over the next 18 months "unless
the program is phased in gradually.”

Robert Reich, director of policy planning at the FTC and a cochairman of the
FTC energy task force, says the group found that the insulation industry “is
quite ixeavily concentrated.”

About 80 percent of home insulation materials are accounted for by glass fiber,
The FTO tasi force study, which was done from publicly available data and was
preliminary in nature, shows that Owens-Corning had about 50 percent of the
glass fiber insulation market and that Johns-Mansville and CertainTeed shared
the other 50 percent, he says.

*“The preliminary work shows that rates of return in the industry haven’t been
excessive in the past,” says Mr. Reich, “but there do appear to be severe barriers
to new entrants. The barriers are cost, competitive technology and industry
know-how.

“Although existing patents on the basic process have expired, the three major
producers hold new patents which significantly increase their efficiency.”

George M. Shriver 3rd, analyst with Research from Washington, a unit of
Smith, Barney, Harris Upham & Co., believes that FTC concern will lead the
agency to investigate how the dominance of the three producers has been
maintained. .

“The objective would be to develop evidence that would support an FTO
complaint with compulsory patent licensing as a possible remedy.” he says.

However, Mr. Shriver is telling Smith Barney clients that FTC litigation would
be a long, roundabout way to prevent so-called “windfall” profits.

“The real question, from an investment point of view, is what safeguards
Congress will fashion to protect consumers from rising home insulation prices,”
Mr. Shriver says, “The near-term significance of the FTC (task force) report,
then, is its role in ralsing a warning flag to Congress that a potential problem
exists and in outlining the boundaries of that problem.”

Mr. Shriver believes there may be other ways than forced licensing to control
costs. “Congress could consider standards similar to the maximum-allowable-cost
system used for the drug industry.” he says.

The FTC's Mr. Reich, who has testified before several congressional committees
recently, says there is “considerable concern’” among some Congressmen that the
tax credit on home insulation “might be tantamount to a transfer of wealth from
the government to fiber glass producers.”

While the task force didn’t take the position that producers should be made
to license others under their patents, Mr, Reich says its report carries ‘‘a strong
impliation that the FTC ought, at least, investigate the possibility of requiring”
patent licensing.

“We interviewed a number of other companies,” he says, “and were told that
it would take 10 years and $80 million for a new producer to enter the fiber-glass-
{nsulation industry with one plant unless the producer had access to the newer
technology.

“Our preliminary inquiries also showed that at least four home-building prod-
uct manufacturers would be interested in entering this industry if they could
get hold of the technology and the plant know-how. Capital wouldn't be a barrier
in these cases.

“Meanwhile, we found in our preliminary look at the situation that the effect
of the short-term increase in demand likely from President Carter's energy pro-
posals and the tax credit would be to increase insulation prices substantially,
given the barriers to entry that we see.”

CoNsUMER UNIT HeARS TESTIMONY ON SAFETY PROPOSALS FOR INBULATION
{By Francis Cerra)
Special to The New York Times

WABSHINGTON, August 22.—Consumers in the market for home insulation have
no protection against unscrupulous or inexperienced merchants who may sell
them flammable insulation or who may install it improperly, the Consumer Prod-
uct Safety Commission was told today.

In a crowded auditorium at the General Services Administration building here,
the five commissioners heard testimony on a petition for safety standards on
various types of insulation.
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The petition was flled in October by the Metropolitan Denver District Attor-
ney’s consunier office, after that office had Investigated a series of fires linked
to the use of cellulose insulation that had not been treated adequately for
flammability.

Conceding that a recent boom i{n consumer demand for insulation has spawned
numerous small installers and manufacturers who may have little interest in
quality control, nearly all the witnesses, including some industry representatives,
urged that some standards be imposed.

Most also agreed that a corresponding shortage of insulation materials had
increased the possibility that unserupulous operators would install untested or
untreated products that consumers could not distinguish from proved materials.

“I want to stress that there Is reason to be concerned about the safety of
some insulation products and about their safe installation as well,” a Federal
Energy Administration official, Paul London, told the commission in urging them
to set standards.

He added that the situation “could become even more serious” if the Carter
Administration’s proposal to give tax credits to people who install insulation
becomes law.

Philip S. Stern, a consulting engineer and investigator for the Denver con-
sumer office, gave the commission a demonstration of possible fire hazards associ-
ated with insulation, Using a propane torch, he showed that cellulosic insulation—
which {8 usually made from newspaper—would burn readily if the fnsulation
was inadequately treated with a chemical fire retardant. The sample he burned
was taken from an attic in a Denver area in which 100 homes in a low-income
housing projecct had been reinsulated with a defective product. The company
_ that did the work is out of business.

Mr. Stern also showed that although fiber-glass insulation is fire retardant,
the paper backing on it, which serves as a vapor barrler, burns readily, Current
voluntary fire standards for fiber-glass insulation do not cover the vapor barriers.

Mr. Stern also discussed problems with another type of insulation, urea formal-
dehyde, a plastic foam material that is pumped into walls in a liquid form and
them ‘‘cures” or hardens. Improper mixing of the foam by installers, who do the
mixing at the job site, can cause the substance to give off noxious formaldehyde
gas. In one Denver case, the gas made a home unliveable for months.

Charles D. Mesigh, a representative of the Society of International Cellulose
Insulation Manufacturers, told the commission that trade groups have no way of
guaranteeing that the numerous small manufacturers adhere to voluntary indus-
try standards. “We are asking the commission for a mechanism to enforce these
existing standards throughout the industry,” he said.

[From Forbes, June 1, 1977])

Go Ger I1, FeLLOWS!

There's a lot more otl and gas waiting to be found in the U.S, For all the moan-
ing and groaning you've heard, President Carter's energy program does give
oilmen powerful incentives to find it.

Many businessmen were disappointed that Prestdent Carter’s energy program
did not permit the price of domestic ofl to rise to world levels. But it is wrong
to conclude, therefore, that the program does not contain any worthwhile incen-
tives for finding ofl and gas. The program does contain a very major incentive:
The price of newly discovered oil would he allowed to float up toward world
prices. This is a hefty incentive indeed. The world price at present is $13.50 a
barrel, while under present laws and regulations “new” U.S. oil brings only
$11.28. The extra $2.22 ought to make a great deal of difference toward producing
the new oil and gas the Administration privately concedes the U.S. needs for the
rest of the century.

Natural gas? There are incentives here, too, “New” new gas would be price
controlled at $1.76 per thousand cubic feet. This is less than new gas produced in
Texas sells for in Texas these days (intrastate gas would be brought under the
same ceilings as interstate gas under the Carter program). But it is considerably
more than gas sells for elsewhere in the nation today. The new price makes the
interstate market attractive and assures drillers—who have to see $1 per mcf
before they'll even think about drilling these days—that the price trend for gas
is up in the U.8.
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You would never realize all this from reading most accounts of the energy
program, which tend to put a gloomy interpretation on the program's incentive
aspects. You would never realize it, either, from reading the public pronounce-
ments of most oilmen. But don't be deceived. Privately, many ollmen will concede
that—for new oil at least—the program contalns strong incentives. Why, then,
is the industry crying poor mouth? In large part, because it knows too well
that its open approval would amount to a kiss of death.

The world “market price for oil, which would be adjusted continually for
domestic inflation, is the kind of money and policy that is likely to bring about
an increase in new-fleld exploratory drilling. This kind of drilling has been
declining since 1974, according to Petroleum Information, Houston's influential
statistical service. PI points out that while 25,794 oil and gas wells were drilled
last year, the number of them that were in new flelds—attempting to establish
new reserves—fell 3 percent, to 6,289,

There is more drilling going on in the U.S. today than at any time in almost
20 years, but the trend has been toward reworking old territory, pumping more
from reservoirs that were not payworthy when oil was much cheaper. This
kind of drilling does not add to proven reserves.,

The Carter program means to shift the emphasis to true exploration. If the
program—or the pricing part of it—gets through Congress, the way is clear
economically for drillers to go deeper into the Gulf of Mexico and to the frontier
areas on the U.S. outer continental shelf.

It costs between $6 and $8—from lease purchase through production—to brig
in a barrel of new oil in the U.S. today. At $11.28, the more difficult parts of the
game may not be worth the risk; at $13.50, indexed to inflation, they may well be.
Oilmen privately concede the price is an incentive. Energy Secretary James
Schlesinger is certain: “The oil companies can make more money in the U.S.
than anywhere else in the world,” he says. After all, the Georges Bank off
Massachusetts is no tougher or riskier than Britain’s North Sea.

Is the oil there for the finding? A good deal certainly is. The U.S. Geological
Survey estimates that, at a statistical mean, there are 82 billion barrels of
undiscovered recoverable reserves of oil in the U.S. That dwarfs the current
39 million barrels of proven reserves. The Geological Survey also estimates that
484 trillion cubic feet of natural gas remain to be discovered—roughly equal to
the total U.S. gas production to date. Exxon is a little more conservative in its
estimates of attainable new reserves, preferring 63 billion barrels of oil and about
287 trillion cubic feet of gas. Shell Oil, on the other hand, is a bit more optimistic
than the Geological Survey. It is a choice of riches.

And the oll companies have the cash flow ready and waiting to plunge into
a new round of exploration. Exxon alone is running a cash flow of more than
$4 billion a year; Mobil, Texaco and Standard of Indiana are each at $1.5 billion.
The North Sea and North Slope are producing, beginning to return the invest-
ments made in them by the oil companies since the mid- to late-Sixties. The
costly Alaska pipeline will begin throwing off cash rather than swallowing it.
The industry’s capital and exploration budget for this year runs to $30 billion,
estimates Dallas’ authoritative Energy Management Report. In 1973, before the
oil price rise, it stood at $9 billion. The oil companies want to put it into explora-
tion in the U.S. because geologically its attractiveness is second only to the
Persian Guilf, and politically there is no place as attractive.

Frederick Z. Mills, the respected oil services and equipment analyst of Rotan
Mosle Inc., has just taken a look backward and forward. He notes that 1956 was
the last time the major oil companies plowed back as great a percentage of their
wellhead revenues for drilling producers. That was also-the year when U.S. oll
and gas prices began a long decline in real terms and the majors began in a big
way to shift their exploration overseas and to put their investments into refining,
transport and marketing and into diversification, importantly in chemicals. But
now wellhead revenues in the U.S. are rising again, and Mills sees the majors
putting more of their rising revenues into U.S. drilling, not just this year, or next,
but out to 1990.

Last year the oil industry pumped up $1.1 billion for leases in the Baltimore
Canyon off New Jersey. That nothing has happened off the New Jersey coast
to date is not the industry’s fault, but is due to a court battle in which environ-
mental groups and the Long Island counties of Nassau and Suffolk are trying to
';lw‘revent development, preferring to get their oil and gas from offshore Galveston,

'ex.
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CHART 1.—Percent of before tar income spent on energy by urban and rural
families and single customers
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CHART 11.—Effects of solar taxr credit

YEARS TO RECOVER THE COST OF A SOLAR INSTALLATION IN A HOME THROUGH SAVINGS OVER
ELECTRIC FURNACE HEATING
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Data: Mitre Corp., Energy Research and Development Administration.

The CrarramaN. The next witness is Dr. Charles Masters, Chief,
Office of Energy Resources, U.S. Geolo%'ical Survey.

Mr. Masters, we are very pleased to have you with us today.

Mr. Masters. I brought with me my Deputy for Oil and Gas Re-
sources, if it would be all right for him to come up to the table, too.

The CHAIRMAN. Yes.

Mr. Masters. His name is Oswald Girard, Deputy for Oil and Gas
Resources, in the Office of Energy Resources.

Idhave a prepared statement, Mr. Chairman, that I would like to
read.

STATEMENT OF CHARLES D. MASTERS, CHIEF, OFFICE OF ENERGY
RESOURCES AND ACTING CHIEF, OFFICE OF MARINE GEOLOGY,
GEOLOGICAL SURVEY, DEPARTMENT OF THE INTERIOR, ACCOM-
PANIED BY OSWALD GIRARD, DEPUTY FOR OIL AND GAS RE-
SOURCES, OFFICE OF ENERGY RESOURCES

Mr. Masters. Mr. Chairman, I appreciate your invitation to discuss
concepts of o1l and gas resources and reserves. My office, the Office of
Energy Resources in the U.S. Geological Survey, is dedicated to devel-
oping reliable and credible resource assessments for long-range na-
tional planning as well as for short-term decisionmaking relative to
land valuations associated with environmental impact statements,

lease sales, and international boundary determinations.

" Having generated these resource estimates, we are, of course, most
anxious that the Government and the public at large understand their
limitations and their significance. We are, at present, engaged in a
major interagency effort, involving the Bureau of Mines, the FEA,
ERDA, and others, to develop resource data in such a format that econ-
ometric analyses can more easily follow from the resource estimates.

We think this program activity will markedly increase the useful-

ness of resource estimates. In the meantime, however, it may be useful
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to describe for you ways of qualitatively understanding and analyzing
the resource estimates we have developed.

Because 75 percent of our energy consumption is oil and gas and
most of that is oil, I would like to focus my remarks on our oil re-
sources. Two years ago we published U.S. Geological Survey Circular
725 on “Geological Estimates of Undiscovered Recoverable Oil and
Gas Resources in the United States.” Since that time, I think these
estimates have gained general nationwide credibility, but I do not
believs that adequate understanding of those numbers is yet wide-
spread.

p'l‘lhe diagram I have provided shows our classification of component

parts of U.S. crude oil resources, and I should like to discuss with you
factors that must be considered in analyzing the estimates, Though I
will not specifically discuss the gas part of the diagram, the principles
of m{‘ discussion apply to the numbers in that classification as well.

[The diagram referred to follows:]

CRUDE OIL RFSOURCES OF THE UNITED STATES (Billions of Barrels)
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Mr. MasTers. Measured reserves—31 billion barrels of oil per
year—as of December 31, 1976, are taken directly from API reports
and considering frequent Government audits it is our judgment that
they are generally reliable. Measured reserves represent the amount of
oil 1n the ground that the petroleum industry believes is now available
for production and can be recovered economically under existing prices
and technology.

‘This amount of oil, however, is not available at whatever rate you
may care to extract it. Physical constraints generally limit annual
withdrawal to an amount equal to a production-to-reserve ratio_of
approximately 1:10. This is an aggregate ratio, individual fields will
vary above and below that ratio,

The most we can expect to withdraw from the reservoirs containing
this oil, then, is a little over 3 billion barrels of oil a year. This is about
what we are producing and represents, in fact, a reasonable maximumn
that can be produced from current reserves.

One should consider, therefore, that this amount of oil indicates a
producing capacity of approximately 3 billion barrels of oil per year
for 10 years. It cannot supply a demand of 6 billion barrels of oil for
5 years.

stimates of indicated reserves—4 billion barrels of oil as of Decem-
ber 31, 1976—represent the amount of oil that industry thinks is
available by additional water floods, when and if they are installed.
The reserves have been calculated, but the pipe has not yet been in-
stalled to effect the withdrawal. In other words, the oil is known to
exist, but it will take dollars and time to extract it.

Estimates of inferred reserves—14 billion barrels of oil—represent
oil not yet actually discovered but which is believed to be present in
known fields given deeper drilling or additional drilling on their
margins. The importance of this number is that it indicates a signifi-
cant quantity of oil that can be discovered with minimal exploration
effort and lag time.

The category of undiscovered resources—50 to 127 billion barrels
of oil—represents the oil we believe is yet to be discovered. Because
the probability that these estimates are accurate is Jess than the accu-
racy-probability associated with the reserve estimates described. we
have shown them as a range of values to express that uncertainty. The
smaller number—50 billion barrels of oil—we conceive to exist within
a 95-percent probabilitv—that, is. the odds are 19 in 20 that at least
that amount of recoverable oil in fact exists.

On the other hand, the larger number—127 billion barrels of oil—
represents our assessment at a 5-percent probability of occurrence—
that is. a 1 in 20 chance that at least that much recoverable oil exists
in the United States offshore and onshore. At the time this assessment
was made, wo had no data for deepwater areas so the assessment
extended only to the 200-meter water depth. In our next published
assessment. we will inclnde the deeper water areas.

In considerine the sienificance of this range of numbers, it is im-
portant to keen in mind that just as you cannot produce the measured
reserve immediately, so likewise von cannot discover this 0il immedi-
ately ; there will be a laa time. of un to 10 to 20 vears or more in remote
areas, in finding it and bringing it into production. Tts discovery is,
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of course, controlled by the industry’s drilling rate, but more about
that later.

As you well know, a lot of oil is left in the ground after routine
primary and secondary recovery—on the average about 68 percent,
in fact, of the oil originally in place. Processes designed to recover
some part of that oil are called enhanced recovery processes.

The estimates we have reported as a possible target for enhanced
recovery potential of the oil already identified are shown in the cate-
gory of subeconomic resources (107 to 141 billion barrels of oil). The
estimates represent 28 percent of the original oil in place and were
based on the assumption that 60-percent recovery would be the ulti-
mate average limit of reservoir depletion.

Since these estimates were made, the National Petroleum Council
has examined many of the large fields in the United States and has
concluded that only approximately 25 billion barrels of oil might be
producible by enhanced recovery processes, at a current price of $25
per barrel. In the judgment of industry, exotic methods of oil recovery
will be expensive and limited.

The undiscovered subeconomic number (44 to 111 billion barrels of
oil) was also estimated under the same assumption of 60 percent ulti-
mate recovery and as such represents remote possibilities for future
production.

I have shown the final 40 percent of the resource base at the bottom
of the diagram in the interest of mathematical completeness. We do
not anticipate that it will ever be recovered but greater visionaries
than we are should nonetheless be aware of its existence,

In order to continue to produce petroleum, we must convert undis-
covered resources into identified measured reserves through the dis-
covery and exploration process. Inasmuch as we are now producing at
a reservoir maximum, to maintain that level of production we must
discover at least as much oil as we produce. For the last several years.
however, we have been adding to our reserves at a rate of only about
2 billion barrels of oil per year and have been producing over 3 billion
barrels of oil per year. Just to stay even, then, we must increase our
reserve addition rate by 50 percent. That in itself would be & pro-
digious task for industry, and to increase production over and above
present rates would take Hurculean efforts that in the end might not
be successful.

We must remember that for every barrel of increased production
there must be an average of 10 barrels of reserves added to the system.
If, for example, we were to propose increasing production by 1 billion
barrels of oil by 1985, that is to a level of 4 billion barrels of oil per
year, we would have to find approximately 21 billion barrels of oil just
to match production in that 7-year period, and we would have to find
an additional 10 billion barrels of oil to accommodate the added incre-
ment of production rate, assuming a production to reserve ratio of
1:10. To sum up, the discovery of 31 billion barrels of oil in 7 years
represents an average of 414 billion barrels of oil per year, which is
over twice our present discovery rate and probably impossible to
achieve. B L.

My analysis then of our oil resource picture is that with a signifi-
cantly increased effort we may be able to maintain our present pro-
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duction rate, but we must continue to make up the gap between pro-
duction and consumption through imports, or alter the gap by a
change in our energy resource mix or by conservation.

For the next few decades, the resource base is not limiting but the
rate of discovery is, and if a significant amount of oil come from
remote frontier areas and/or unconventional sources, we can be certain
that the lag time for production will be frustratingly long. Lookin
beyond those next few decades, however, we must make plans an
develop the technology to alter the energy mix or reduce consumption.

The wherewithal to do this certainly 1s available to us, but the next
10 years are critical because it takes at least that long to make any
major changes in an energy system as large as ours.

The manner in which these changes are to be accomplished is, of
course, the great question of the day, and I hope my remarks have
contributed to your thinking on that subject. I will be pleased to
answer any questions you may have.

The CuairmaN, Let me touch on just one part of it. When the
President of the United States visited Louisiana, he went aboard a
drilling rig that, in my opinion, was the most modern I have ever
seen. There may be better ones, but that is the best I have ever seen.
I have never seen anything quite that good. The operators are losing
$6,000 a day on that. rig.

As I understand it, the equipment of that sort is a drag on the
market. Are vou familiar with that situation?

f.\[_r. MastERs. No, sir, I am not overly familiar with the activity
of rigs. -

The Ciatryax. The point of it is, apparently there are not enough
offshore leases to drill. That rig was built in the hope that the operators
were going to use it in the Atlantic. but with all the interest expense
and the depreciation they have to contend with, they are losing $6.200
a day on a sealed bid lease to keep from losing more than $6,000 a day
by just letting the equipment sit idle.

It would seem to me that your statement would imply that every
good piece of equipment that we have ought to be drilling or be put
to wo;ik, and we ought to make it attractive enough at least to make
a proht.

do not know why anybody wants to buv anymore equipment if
he cannot drill what he has leased at a profit. He has to lose money just
to get any work at all. Does that not seem odd. when the Nation’s
energy picture keeps getting worse and worse and we need to be doing
more and more?

Mv. Masters. Yes. sir. T am sure that certainly Secretary Andrus
of the Department of the Interior concurs with the idea of moving the
lease sales forward. The Baltimore Canyon sale is now going to
proceed on schedule. on the new schedule,

The Crraryax, Tet us hope that at least they have one exploratory
well drilled by the time President Carter runs for reelectinn. That
would be a reallv encouragine thing, to think at least that there is a
lease actually spudded in, and someone has a drill bit working in the
Atlantie somewhere to show for 8 vears of conversation.

Does it Jook hopeful that they might start drilling in the Atlantic
at some point ?
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Mr. Masters. Ithink it is quite hopeful.

The Caamratan, If things go well, assuming somebody does not
dream up a new ground on which to challenge it, when do you suppose
that the drilling will actually start and we will have the first day of
drilling in the Atlantic? ]

Mr. Masters. Ozzie, do you know the new schedule for the Balti.
more Canyon sale?

Mr. Gearp. That sale has already been held and is in litigation right
now.

Mr. Masters. I think now that the courts have ruled, that we can
proceed into the Baltimore Canyon; I imagine next spring rigs will
move in there. Whether or not the industry decides to move in there
this winter depends on their judgment of how big the rig is, how stable
it is, I do not think that the final go-ahead has actually been given. I
think it still must go through another appeal in court.

The CratryaN. We have to spend at least another few months in
court, maybe another few years, talking about environmental chal.
lenges, and things of that sort?

Mr. Masters, Certainly we assume the sale is going to go forward
relatively soon.

The CHamramaN. I think we might as well laugh about these things
as cry about them. If you laugh about them, at least you maintain
your sanity a little while longer than if you cry about them—you are
going to have to go lock yourself up in the crazy house someplace.

Let us just hope—how much land area is there in the Outer Conti-
nental Shelf in the Atlantic as compared to the gulf?

Mr. Masters. I do not have that number right at the tip of my
tongue. Certainly it is a number that is approximately equivalent to
the amount of land in the gulf. It is a little less, because the shelf is
not quite that wide.

Of course, we really do not know yet. There have only been a couple
of wells drilled out there. We do not have any way of knowing whether
it is going to be as good a province as the Gulf of Mexico or not.

Our present resources estimates do not suggest that it will be as
good a province as the Gulf of Mexico. But, by comparison, the Gulf
of Mexico is an extraordinarily good one.

The Cramyan. We drilled in the North Sea—that was an area that
was not very promising. They drilled about 300 or 400 wells before
they found the first good well.

Mr. Masters. The first oil required quite a number of wells. They
found a lot of gas, then they finally found the oil. Certainly we have
to look at it from an exploration point of view.

The CramrMax. One dry hole would not condemn the entire area,
One dry hole—or, for that matter, 100, it seems to me—would still not
fully explore the area out there to be drilled.

Mr. Masters. Yes, sir; there is a tremendous amount of area to be
drilled. There are very good structures to be explored, very good traps
for petroleum. There is no question that a lot of it will be tested and
a few tests. even though they are dry, does not condemn an area. It
just causes you to sten back and think again.

The Ciaraan. You have not said much about coal, and I under-
stand you did not come to testify about coal, but do we have the poten-
tial to make up the shortfall with coal?
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Mr, MasTers. Once again, Mr. Chairman, it is not a resource ques-
tion. It is an industry capability question. We have very large quanti-
ties of coal in this country, representing a very broad spectrum of coal
types. In other words, we can mine, or go to ?lam to get coal, that is
best suited for gasification, for liquefaction, for steam generation, for
whatever particular use we want and it is present in some 38 States,
But the rate at which we will be able to develop the mines to get that
coal is an industry price{groﬁt question, labor question, that has to be
addressed by somebody other than myself.

The CralryAN. I read yesterday that the President had a very un-
satisfacto?7 meeting with black leaders who are very much concerned
about the fact that 40 percent of young black people are out of work,
cannot get a job, We have over 7 percent of our workforce unemployed.

I am told that a coal mining job is a good job. Some corl miners
make $25,000 a year. Is that correct? That is what I am told.

Mr, MasTERS. Yes, sir. I think that is correct.

The CuarrymaN. I think the poor fellows standing in line, trying to
find a job somewhere, would be willing to take a job mining cooﬁ at
$235,000 a year, especially a strip mining job where one does not have
to go down into a mine.

{r. MasTERs. Sir, I think this is a part of that 10-year lag time we
talked about. It takes 10 years to do anything. It does take time to
train people. h

The Cuairaan. It is going to take forever if we are going to pass
more bills to provide more bases on which anybody with a good imag-
ination can take us to court forever. But assuming that we do some
things to expedite it, as we used to do in wartime, and get on with the
business, how long would it take us to have enough equipment to mine
all that coal ¢ ..

Mr, MastErs. To make a significant increase in our mining capa-
bility—now, mind you this is really not my field, so I am just talking
about what I hear the Bureau of Mines people talk about—to make
any significant difference in the amount of coal we are presently min.
ing is a several year proposition.

ﬁust to order a new dragline would maybe be a 3- or 4-year wait,
just on steel and fabrication.

So it takes in the vicinity of 5 to 10 years to get a major new mine
and get all the equipment in place and moving. It is a big operation.
~ Of course, the amount of coal we move is a huge operation. We move
600 million tons of coal a year. So to signiﬁcantly increase that, the
hope is we can get to 1 billion tons a year by, I forgot the date, perhaps
1985; many industry people are saying now that that is a prodigiouns
effort. They are not really sure they can do that.

The Caamaax. Thank you very much.

Senator Packwood {

Senator Packwoop. Thank you, Mr, Chairman.

I appreciate your inviting Mr. Masters and Mr. Girard to testify.
T asked them to come to my office a few weeks ago. I believe they are
here today because of that earlier meeting with me.

I want to compliment both of you. Qur meeting was one of the most
informative ll/gqlours T have ever spent since I have been in the Con.
gress, I take my hat off to you. You are a tribute to the civil service.
I asked them to come because the argument we seem to be into is how
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much oil is there, and I was intrigued initially by Barry Commoner's
statement that I referred to when I talked with you, and of course
Mr. Commoner wants to go to solar energy eventually, other kinds of
energy, and he wants to simply bypass the nuclear and coal age and
stick with oil when we get there. -

I quoted you his statement. I would be curious about your comment.
This is a statement he made before this committee on June 20 of this
year.

The National Petroleum Council analysis show that domestic oil and natural
gas are feasible fuels for at least the initial phase of the transition period up to
1985. To my knowledge, now similar analysis has been made for longer periods
of time, However, it {8 known from the most recent survey of the United States
Geological Survey that the remaining domestic oll that could be produced, albeit
at the increased cost required for tertiary recovery for deeper wells, is between

276 and 440 billion barrels.
This is enough to meet the entire present demand for oil of 6.5 billion barrels

per year between 42 and 58 years.

Would you comment on his statement ?

Mr. MasTers. I do not know where he got the very large numbers,
the 276 and 440 billion. We have not generated any numbers like that.

If one wants to add in the possibility of oil shale, and certainly that
is a very large resource, but the technology to get at it is not well
established. The availability of water to get it is not established.

Senator Packwoop. He took them from your figures. He added up
the low and high range on the subeconomic and field figures. Those are
the figures he saw you use in the USGS as the source in essence, to
say we can get from there to solar without having to worry about coal
or nuclear. We do not have to go to another energy source., We can
m?ke it on petroleum in this country if we will get cracking now on
solar.

Mr. MasteErs. What he has done, he has gone through our circular
725 and added up all the numbers. -

Senator Packwoop. That is right.

Then say, at & minimum, under your figures, we have enough oil to
go for 42 years.

Mr. MastTERs. That brings up the point in my testimony of rates of
discovery and rates of addition to our reserve base. As I said in the
testimony, I agree that the resource base is not the limiting factor. The
thing I want to point out and make clear is the rate of discovery is
very much of a limiting factor because we deal with a very huge
industry and many individual decisions are made in many individual

laces to get that whole industry geared up to discovering oil twice as

ast as they have been discovering it in the past—the past several years
now. It is just a prodigious task. I do not really believe that it can be
done in the short term.

So this is why the next 10 years is so critically important if we want
to go in the direction of really pushing industry into finding it at a
much faster rate. Nobody knows whether they can do it or not.

And whatever Government policies would affect that, that is the
direction in which we should go.

Senator Packwoop. Let me ask you this question, and the answer
will be very crucial on how I vote on this whole subject.

If we put enough money into it, we make a Manhattan project out
of oil, and at the same time we start moving on solar or other esoteric
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energies, can we bypass the coal and nuclear age? Can we make it
through the next 30 or 40 years, absent price on 0il1? Forget price.

Mr. Masters. May I find out whether you will add another caveat
to this? Are we supposed to take care of all the import problems too,
no more imports?{

Senator Packwoop. No more imports; 6.5 billion barrels a year.

Mr. Masters. My judgment would be no, that price is not the only
factor that controls something like that. It is a price/cost ratio that is
an exceedingly important thing, that one must deal with. Right now,
we think costs are going up almost as fast as prices are in the offshore
as well as onshore drilling. I do not know exactly why that is, but I
suppose it is related, at least, to & very sharp upturn in the amount ot
drilling that is going on in the United States today.

At least in part there is a lot of pressure on equipment availability,
although, as Senator Long pointed out, that is not true on the offshore,
because we have held up on lease sales, Once that gets going again,
there will be a lot of pressure on the offshore equipment available.
Cost/price ratios are one problem that industry has.

Second, for this great industry of ours that is so widespread, for
them to really start spending the risk dollars that are going to be neces-
sary to find the really big oil, they have to have the long-term confi-
dence in a governmental policy.

SenatorgPAcxwoon. I will stop you there. That is what we may be
determining in this bill, at the time that we start to mark it up, what
the long-term Government policy is.

Mr. MasTERs. Yes, sir.

Senator Packwoop. If we give them the assuredness of certainty and
the return on the dollar—I understand your caveat about the next 10
vears and how long it takes to buy a dragline—there is nothing we can
do in the next 10 years if we gave 1,000-percent return that would
dramatically increase the amount of energy produced in this country.

But, can we do it on oil and electric for 30 or 40 years if, at the same
time, we are switching over to some energy resource? Do we have to
go coal, do we have to go nuclear, or can we make it on oil until that
major shift comes to another energy source -

Mr. MasTteRrs. Personally, I do not think we can make it on oil alone.
We will need other energy inputs.

The CuamraN. Could I ask a question on that ¢

We have had witnesses before our committee and before others, who
testified on something you have not said much about, the methane gas
that we know we have in Louisiana and Texas, in solution in brine,
enormous amounts ef it.

The estimate, as I indicated, if you do not produce but 5 percent of
it, that that is enough to provide the energy needs of th~> country for
100 vears. Are you familiar with that estimate ?

Mr, MasTERs. Yes, sir. .

The CrARMAN. Can you tell us a little bit more about that? What
is the potential?

Mr. Masters. The potential as measured by the numhers of cubic
feet of gas that people have estimated is there, is huge. It comes out
in thousands of trillions of cubic feet.

86-684—78—4
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Now, the question is, Is it available? Can you get it anywhere close
to a price that is reasonably acceptable to the system, and that has
not been determined yet.

There are a number of research efforts going on; it is essentially an
engineering problem. There are & number of research projects going
on by industry and government. ERDA is putting a substantial effort
into this to try to make some decision as to how much it is going to
cost to get that gas out. :

The CHairMaN, I just talked to a man—he may not be the best
expert, but he spent a lot of time studying it—who indicates to me
that it could be produced at about $2 per thousand cubic feet of gas.
Does that sound as if that might be right to you?

Mr. MasTeRs. I can only give you hearsay too. I have had one in-
dustry person—only one—and they are not doing it yet themselves,
but he quoted the same number. He said $2 seemed reasonable to him,
but he certainly would not recommend to his company that they get
into the full scale unless they were pretty sure of a $3 price down
the line. This was just a casual remark made by an individual. I do
not have any professional opinion.

The CHARMAN. $2 gas equates to a price below what we are paying
the Arabs for oil right now.

Mr. MasTERs. Yes, sir, about 5,000 cubic feet to a barrel of oil. I do
not know what the price—— ‘

The CHarMAN. You are paying about $131

Mr. MasTers. $2.50 per thousand cubic feet then would be an appro-
priate equivalent price to oil.

The CuarMaN. If you compare it to what you are paying the Arabs
on oil right now, it is $2.50. We have a bill that would hold the price
down to $1.75. Well, thank the merciful Lord, when they wrote the
bill they had not heard about the methane gas, because they would
have fixed that price on some impossible basis.

According to what we have proposed here, it would not be regulated.
You could sell it now.

The Secretary of Energy testified—at least, he told me—that he
thought that perhaps $100 million a year ought to be put into this. I
think $1 billion a year ought to be put into it, because if there is that
kind of resource, and you can produce the gas at $2, and the Arab price
is $2.50 right now for a similar amount of energy. Before the tech-
nology can be fully developed, the Erice will go up to $3 anyway.

Tooking ahead to developing that resource and adding that to
existing reserves, it seems to me that there is enough to take care of
our needs for 100 years or more. Again, it is going to cost money. That
is not cheap gas. One must drill down to 25.000 feet to get it.

Mr. MasTeRs. Not all of it. Some of it is deep but there is a lot of it
at 10,000 feet, too.

I would like to interject a point here. While there are a lot of
people saying that that is a huge resource down there. the Geologiral
Survey per se has not looked in great detail at that resource. Wa
think it is important. We have had a lot of other things to do and
have just not gotten around to it.

I think there are still some serious problems in terms of how big is
an individual reservoir down there. Right now people have iust
guessed, and the detailed geology has not been done to make a definitive
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statement as to how much water you are actually going to be able to
withdraw from a given well before that well gives out on you.

Of course, at a given point source, you are going to have to put a
lot of money into it, drill a very expensive We%i) and arrange for the
handling of the brine water that is going to come out which must go
somewhere. -

The Cuairatax. But you see, if geopressurized methane production
works, and everybody working in the area tells me that it will work,
1 see you nodding too, the pipelines are already built to transport the
gas to the present consumers of gas. That gas is as pure as any gas
produced anywhere.

If it works, the pipelines are already in place in the very area where
the is. We do not have to worry about bringing that gas across
California or gettinf it through the Panama Canzﬁl, or something. It is
right where the pif)e ines are.

If we can develop that source of gas, we could save billions upon
billions because the gas is where we want it to begin with. Is that not
a fossil fuel? It is methane gas, just like the other gas that goes through
the })ripeline, isit not{

Mr. MastErs. Yes, sir, I concur with your statement, if it works,
I do not nod my head in the affirmative of saying that I know that it
will work.

The CuAIRMAN. You were admitting that you knew what I was talk-
ing about when you nodded your head

Mr. MasTERS, Yes, sir.

Up to this point, we have considered that it was basically an engi-
neerm% problem. Now, a lot of the engineering has moved along to the
point that I agree that there is a lot of geological things that need to
be done and we are moving in that direction, along with the State
of Louisiana and the State of Texas to help get a better geological
understanding to go along with the engineering understanding.

The CuairmMaN. What bothers me is that you are moving on it as

“though it were not a matter of urgency. We talk about building a
latform out there in outer space—I saw the energy program with

Valter Cronkite—and it could apparently be 50 square miles large
in outer space.

They tell me when we sent men to the Moon, the cost of getting
them there was in getting beyond the pull of the earth’s gravity.
They tell me if those Moon rocks they brought back had been pure
blue-gold diamonds without a flaw in any of them, it would not have
been commercially feasible to bring them back from the Moon.

Now people are talking about building a space platform many,
many square miles in space and beaming energy back with some kind
of beam. If they can get that done between now and the year 3000,
they will have done something fantastic. But with geopressurized
methane, we have something that can be done right now.

Mr. Schlesinger said, you know, there is a corrosion problem. Well.
T talked to some people in the business. They said. did no one ever tell
Mr. Schlesinger we have the metals to handle that right now? We
have plastic pipe if you want to use that rather than metal. The tech-
nology is there, - :
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Senator Packwoop. I do not think I disagree w': h much of what you
have said, but when you are talking about just oil—pure crude oil—
which is what the statement basically relates to, I think he is saying
we are not going to make it on oil.

The CuairmaN. The same drilling rig that drills for oil can driil
for mﬁthane. If you take into account methane deposits, we have
enough.

Seﬁator Pacrwoop. When you speak about the beam, I know what
you mean, the laser beam. There 1s some limitation to it. You beam
down to Earth and you collect it. But any kind of a little Earth
tremor sets off the collection station a fraction of an inch and it
diffuses. .

The other thing—the beam is very intense, very hot and invisible,
and it destroys anything it touches, and the CAB is not enthusiastic
about these beams.

The CramrMAN. All I am saying is the methane is something we
can develop right now. The solar platform is something that is, at a
minimum, 50 years away. I am saying, why do we not get busy on
something that will work, and on some technology that we have now,
or at least which will not take much to make it work, rather than
something that is 100 years away.

Mr. Masters. Mr. Chairman, may I qualify that editorial “we™?
When I say we are not doing a lot, I mean ourselves and my office. The
Government overall, however, is doing a lot relative to that particular
resource in trying to bring the research along to try to get to a stage
of determining whether or not it is a viable resource. Through an office
in ERDA, funding is going to groups in the State of Texas, groups in
the State of Louisiana, and a lot of work is going forward—1I cannot
judge at how fast a rate, but it is going forward at a significant rate—
to try to determine the viability of that resource.

I only qualify my statements from the point of view that my par-
ticular office is not intimately involved with that activity right now.

The CrairMAN. They tell me, as I say, that there is enough methane
@as there to last 100 years, just from what separates itself as it comes
to the surface, but that is only 5 percent of what the methane is in that
water.

The best way I know how to illustrate it is with a bottle of seltzer
water; when you take the cap off the bottle, some gas separates itself
from the water when it quits bubbling. If you shake the bottle up,
that much more will come out.

So if you just improve your technology, you can get not to 5 percent.
but 10 to 15 percent, and that multiplies the amount that is estimated
to baavailable. Is that correct ?

Mr. MastErs. May I ask my deputy, Mr. Girard, to respond ? He has
done quite a bit of looking into this gas situation—geopressured gas—
and he may have some remarks of value.

Mr. Girarp. Let me raise some potential problems with geopressured
reservoirs—the rate of delivery of this gas. It is not 8o much a resource
question as it is & question of the rate of deliverability of the gas.

I use the analogy of trying to drain an Olvmpic swimming pool with
a garden hose, The water is certainly there, but I do not know if you are
going to get it fast enough to water your garden.
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That is what I see as the real, potential problem of these geopres-
sured reservoirs,

The Cramrman, I you drill deep, you can use all of that heat—I see
you nodding—you can use all of that heat for commercial use. It is
pressurized at 3,000 pounds per square inch that deep, and you can
use the heat to turn turbines with, to generate electricity. You have
potential power in addition to the gas.

Mr. Girarp. I certainly agree with the geothermal aspects, but the
solubility rates of methane range from 20 cubic feet to 120 cubic feet
per barrel, and that means youahave to move just one hell of a bunch
of water to extract enough methane to make it profitable and make it
worthwhile.

The CHardaN. You could pour it right out into the Gulf of Mexico
and let it attract the fish rather than trying to put it back at 25,000
feet into the ground where it came from.

Thank you very much, gentlemen.

Senator Packwood

Senator Packwoop. I have no questions.

The CrarraraN. Senator Gravel ¢

Senator Graver. There was a recent study that was done for the
Congress with respect to deregulation of natural gas that stated that
if you deregulate it, we would only get 5 Fercent more gas and it would
cost the American consumer upwards of $10 billion. I wonder if you
could comment on that study?

Mr. MastEgs, I really cou{d not comment on questions of that nature.
It is just too far beyond my area of professional expertise.

Senator GrRaveL. I think the point Senator Packwood was driving at,
and Senator Long was driving at, and the point I would be driving
at, when you tell us there are certain quantities of reserves, the ques-
tion we ask is, What is the cost to get to those reserves, to get it to
market? And you respond to your question and say there is, you do
not think we can cut it on oil, and then you turn around and say, but it
depends upon the policy as to whether or not the people will even
intelligently look for oil.

So if we make a governmental policy to write off oil and gas and,
by fiat, go to coal or other forms which may be more expensive than
what we have written off, then your response does become quite crucial.

What if we deregulate gas? If you are talking about—you say we
have so much reserves of gas. We know from experience, if you pay
one price you get # amount of gas; if you pay another price, a higher
price, you get 2z gas; if you pay three times that, you get 3z gas.

There has to be a point where we can equate and say, if the people
are prepared to pay for something, they will either get gas or oil for
what they pay for, or that will create an economic umbrella that would
bring on other forms of energy.

And so for those of us wﬁg believe in deregulation rather than fiat
Government in the marketplace, we are pretty chagrined by seeing
the mixup. Of course, we (£> not see where we are adding any solu-
tions to a problem by doing it by fiat.

Mr. MasTErs. This area of economics is really not my thing, but I
am an explorationist, having worked with oil companies for a number
of years. I am not actively involved with problems of resource assess-
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ment—in trying to analyze our capabilities. But the points I tried to
make in my address here applied to gas as well as oil.

Price is not the only thing that determines. There are a whole bunch
of other factors that are involved in bring the level of industry ectiv-
ity up to the capability of finding gas or oil at a rate that you want it.
In the li\aSt several years, the rate of drilling has gone up quite substan-
tially. The industry is looking—there is enough money in the system
for them to increase their dri%ling rate substantially, which of course
we must do. It is also true that the rate of addition to reserves is declin-
in%‘every ear. :

he industry is not trying not to find oil; they are doing the best

job they can to find oil and gas. But, the rate of addition to reserves is

gt s;._mt:lch decreased level over what it was 20 and 30 years ago. It has
eclined.

Senator Graver. Is it possible that that rate is tied to the fact that
we are not letting sufficient price come into play so that, in other words,
if you need more wells to discover a given quantity of oil and that
rate is up from the past, maybe that rate is not high enough to bring
in oil. Maybe we ought to have a rate three times what we are presently
experiencing.

ut if that rate, the net cost of doing that is cheaper than would be
an alternative fuel determined by fiat, we would still be better off if
we let it work that way, rather than what we are presently doing in
policy. Am I correct?

Mr, Masters. There-is no question that more wells drilled will find
more oil and gas.

Senator Graver. That is the argument we are getting from Mr.
Schlesinger and others. They have never been working hard, or maybe
that is not enough. And why we cannot get them-to work harder is
because of price.

Mr. Masters. There is the other factor, too, that Mr. Long has ad-
dressed himself to, and that is the availability of ground to explore.
and there has been a hold-up on the leases, particularly in the Atlantic,
but the lease sales have gone forward, in the Gulf of Alaska, for
example,

Senator Graver. They have been held up also. They are now moving,
but they have been held up. I would say we lost 18 months. and I still
see some problems ahead, but we have not had any better luck in the
Gulf of Alaska than we have had on the east coast. That is a point of
fact. I do not think you can jump from one part of the country and
say the other part is doing it. I can give you our horror stories too.

Mr. MasTers. What I am trying to point out is that it is not just
Krices. The availability of ground is also important, and those sales

ave been held up in various places, but they have gone forward in a
few places.

Senator GraveL. Availability of ground, availability of product in
the ground, technology, and dollars. When the Government by fiat
alters the economic situation and underlays the ground, then we are
not making what you would call a very aggressive, assiduous effort as
afnqgion to become at least independent or to offset the importation
of oil.

Is that a fair statement, or am I exaggerating?
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Mr. MasTers. I think that is a fair statement ; yes, sir.

Senator GrRAVEL. In the last 3 years, where the Nation has been more
increasingly becoming dependent on foreign sources of oil, we have
not done the task at home to alleviate that problem.

Mr. MasteRs. The problem has not been alleviated.

Senator Graver. Has not been alleviated, for two reasons. We are
at fault and not at fault. It has not been Mother Nature that has been
doing damage to us. We have been doing damage to our own selves.

Mr. MasTERs. It is also fair to say that the exploration problem is
a much more difficult problem in this country than it was 20 or 30 years
ago. Industry will have a more difficult time. Most oil, of course, is
located in the very large traps. I do not recall the ratios exactly. Let’s
say 80 percent of the oil is found in 20 percent of the traps, something
like that. What we must do to really markedly change that situation
is find the big oil and right now most of the drilling is not oriented
t(_)lward the big oil. Most of the drilling is directed toward marginal
oil.

Senator Graver. Why is that?

Mr. Masters. Availability of land is certainly one of the problems
but I think it is true of all mineral resources. As soon as you have
price instability followed by an increase in prices, then all of the
companies at that point know where a lot of their marginal prospects
are. It does not matter whether you are talking copper, iron or oil.
Before they are sure of a stable situation, because they have a lot of
lag time involved in their exploration, they will always go around
and do the things close-in that are marginal because they know they
can make a short-term profit at the new price. It takes a period of
years to sop up that acﬂlitiona,l oil before they really start moving
forward sharply with a big exploration program. The way-out ofi-
shore exploration, of course, as we said, has been held up for other
reasons, not because the companies are not willing to move out there.

Senator GraveL. Mr. Chairman, if you would indulge me, I would
like to ask one question about Prudhoe Bay.

What was USGS’ estimates of oil in Prudhoe Bay prior to its
discovery in 1968 ¢

Mr. MasTeRs. We had no estimates.

Senator Graver. You had no estimates?

Mr., MasTers, That was on State land, not Federal land.

Senator Graver. It was Federal land before it was State land. It
only became State land in the 1960%. So it was within the inventory
of USGS until it was selected, about the mid-60’s.

Did you have any estimate at that time, the mid-60’s?

Mr. Masters. My particular office did not have any estimate. My
particular office did not exist back then.

Senator GraveL. You are tied with USGS and you certainly have
a compendium of information which your present estimates rest on,
so I go back to my original question : In 1963, 1964, did USGS have any
estimate of 0il in Prudhoe Bay ?

Mr. MasTers. I do not know. ,

Senator Gravrr. Could you answer that question for the record, be-
cause it is important. It is meaningful part of my reserve.

[The following is the answer to Senator Gravel’s question:]
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The Geological Survey did not make any estimates of the petroleum potential
of the Prudhoe Bay area on the North Slope of Alaska pror to the Prudhoe Bay
Discovery.

Senator GRAVEL. If I may say for the record, Mr. Chairman, right
now the oil that is coming out of the Alaska pipeline is going to be
shipped through the Panama Canal at an uneconomic price of some
$2.40 per barrel, based upon a ceiling, so the oil companies who started
working up there before the Arab embargo thought they were looking
at one price.

Now, if they are able to sell in the marketplace, they compete very
adequately, with the increased construction and transportation costs
and with the ceiling on the price of oil, it means that the companies
will be denied expected profits on oil that they presently have for
return and I would submit for the record, the o1l line that can be
expanded from $1.2 to $2 million at very low cost will be delayed,
meaning 800,000 barrels a day would be sort of held back from the
marketplace because of internal decisions over the inadequacy of price.

I can only underscore that problem by the other problem that there
was a document that was considered by the executive branch, where .
they were suggesting we price natural gas at Prudhoe Bay at zero.
No price at all for 1t, ancF if it were computed the way some of the
figures were, the oil companies would have to pay the Federal Govern-
ment to get out the gas.

I just unse this as a-vehicle to explain some of the idiocies that exist
within our system and why we have not solved our problem.

Thank you, Mr. Masters.

Mr. MasTeRrs, You are welcome.

The CrAIRMAN. Senator Dole?

Senator Dore. Thank you, Mr. Chairman.

I do not know what ground has been covered. We have been busy
at another meeting.

In your statement you used the term “economically recoverable” or
recovered economically. Can you give me a definition of how that
applies to gas and how the term applies to 0il? What do you mean by
that phrase?

Mr. Masters. Right now, those estimates are arrived at, one by the
API and the other by the AGA, and they base that on current judg-
ments, each company bases it on their own particular development
situation. They may say, for example, at the present price, my reserves
in this field are such and such.. If somebody wanted to tell them that
the price is now higher than that, then they may elect to drill a bunch
of wells that were not possible before, in their judgment, and they may
elect to carry out some other enhanced recovery project that was not
Eossible at the earlier price. It is a judgment of the industry as audited

y Government, that that amount 1s recoverable at current price.

Senator Dorr. You just indicated the price is a factor. Have you
analyzed how much gas or oil is available as a function of the price?

Mr. Masters. No, sir, we have not. I referenced a study we have
going now to enable people to do more econometrics with the numbers
we generate, and in that particular study we are trying to get at how
much it is going to cost to find this new oil and gas that is out there.
Not only to find it, but find out how much it is going to cost to develop
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it and then, given the rate of producibility and the profit ratios neces-
sgry folr?the companies, what 1s the price going to have to be to get at
that oi

This study is moving along. I am sure it will be a year away, or thore.

Senator DoLE, Are you aware of ERDA’s market oriented study ?

Mr. MasTERS. Yes,sir,

Senator Dore. As I understand, they claim to have used your data
as & part of their basis of projecting the amount of gas that might be
available as a function of price.

Mr. MasTERs. Yes, sir.

Senator Dovre. They claim that anywhere from 500 trillion cubic feet
to 1,000 trillion cubic feet is available if we are willing to pay as much
as $2.50 per million Btu. That’s about a 25- to 50-year supply.

Mr. MastERs. We use 20 trillion feet of gas—that is 20 quadrillion
But/year——

Senator Dore. Do you think there might be that much gas available?

Mr. MasTErs. This goes back to the discussion that we had with
Senator Long, bringing up the geopressured reservoirs in the Gulf of
Mexico. We did try to cover our view on that, being that yes, people
have suggested various numbers, but it as yet has not been demon-
strated that it is really available at any price. But this gets completely
outside of my area of professional involvement.

Senator Dore. Would there be a sufficient amount of methane from
geopressurized regions with a sufficient amount available at $3.507

Mr. MasTers. The point Mr. Girard made in response to one of the
earlier questions applies here, the problem being one of deliverability
down there. The gas is in the fluid in an amount of 50 to 100 cubic
feet/barrel of water. I think Mr. Girard said 20 to 120 cubic feet of gas
per barrel of water. So you have to find reservoirs that have great
permeability, great deliverability to get enough gas out of a given
hole to make any difference to you.

To our knowledge, this deliverability problem has not really been
addressed to make & definitive decision. We know enough to know that
there is better permeability in the Louisiana reservoirs than the Texas
resevvoirs. That is a broad statement. There are many good Texas
reservoirs and I am sure there are some bad Louisiana reservoirs. But
it is this deliverability problem, this permeability problem : How much
water can you get out ?

And, then, I think it is also a serious problem : What do you do with
the water? Because some of it is of extremely high salinity, you can-
not just disgose of it easily. It much either go back into the ground
or do something else with it. The engineering and the cost of that just
has not been worked out.

Senator Dore. The point is, the administration is refusing even to
attempt to get that gas by adopting the pricings adopted in the
bill. We are going to have a price ceiling of $1.75. We will then be
foreclosed from making an effort to discover that gas.

Mr. Masters. I really cannot answer that. I do not know whether
that forecloses the situation. I do not know enough about the tech-
nology and the cost of the technology to get it out.

I know that ERDA—well, som(ﬁ)y;)dy at the ERDA office—working
on geopressured reservoirs, will be able to give you some kind of a
cost/price judgment on that.
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Senator Dore. As I understand it, we are planning to import gas
from Indonesia at $3.539 per million btu. We may be subsidizing our-
selves into an area of energy dependence on gas. If we are going to
writs in ceilings and restrictions and not deregulate gas, we are going
to force Americans to pay a high price for foreign gas while we would
be unwilling to extract any of our own gas because some may say it is
uneconomical.

: I just do not understand that attitude. Do you have any comment on
that ?

Mr. Masters. I have no comment, Mr. Dole.

Senator Dovk. Do you agree with that, disagree, or do not know?

Mr. Masters. I do not know about the Indonesian gas, for example.
Obviously, it does not seem reasonable to buy gas at $3.59 from Indo-
?esia]ancf, not pay over $1.75 here. I do not know what the rationale is

or that.

Senator Dore. It does not seem to be very sensible to me, but you
probably cannot comment on that ?

Mr. MasrtErs. No, sir.

Senator Dore. I was not here when Secretary Schlesinger testified.
It was my understanding that he indicated that as far as oil is con-
cerned, we would be exhausting our oil supplies in as little as 12 years,

Do you agree with that statement, or do you have any reason to
disagree with that statement?

Mr. Masters. I would disagree, because I do not think we will dis-
cover it that fast. Our judgment is that there is 50 to 127 billion barrels
of oil within the 95 to 5 percent probability range. We have not in-
cluded in that number the oil beyond 200 meters of water-depth. I am
confident there is oil out beyond 200 meters. At the time we made that
assessment, however, we did not have data in the deeper water areas.
We are more or less ready to produce another resource assessment
which will increase that number considering the offshore or considering
it beyond 200 meters.

My problem with the statement that we would have exhausted all
oil in 12 years, is, I think, that we will continue to find more oil and
we will continue to find it at a rate of a few billion barrels of oil per
vear. Right now, we are adding to our reserves at a rate of 2 billion
barrels per year. I think that we have 50 to 127 plus billion barrels to
look for. Therefore, at that reserve addition rate, we are still going to
be looking for and using oil over a longer period of time, and not,
therefore, exhaust our resource base in a short time frame.

Mr. Schlesinger possibly was considering that we have 30-plus bil-
lion barrels of reserve, and if we produce ﬁ; at 8 billion barrels of oil
per year, then over a 10-year period we will exhaust that reserve. It
will be gone, but we always add to reserves, as you well know.

Senator DoLE. That is all I have, Mr. Chairman.

The CramrMaN. Thank you very much, gentlemen, for a very useful
and helpful statement.

Now, we will call Mr. Lee White, chairman of the energy policy task
force of the Consumer Federation of America, accompanied by Ms.
Ellen Berman, director, energy policy task force of the Consumer
Federation of America.
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STATEMERT OF LEE WHITE, CHAIRMAN, ERERGY POLICY TASK
FORCE OF THE CONSUMER FEDERATION OF AMERICA, ACCOM-
PANIED BY ELLEN BERMAN, DIRECTOR, ENERGY POLICY TASK
FORCE, CONSUMER FEDERATION OF AMERICA

Mr. Wurte. Thank you, Mr. Chairman.

Ellen Berman is executive director of the energy policy task force
of the Consumer Federation of America, and I am here today in my
cafacity as chairman of the task force.

f I may, I would like to speak informally, but I ask that my formal
statement be incorporated into the record.

At the outset, let me identify our organization. It is a coalition that
has been in existence for about 4 years. It operates under the aegis of
the Consumer Federation of America. It includes a lot of labor orga-
nizations, a lot of consumer organizations.

It includes municipal electric systems, municipal gas systems, rural
electric co-ops. The U.S. Conference of Mayors support us; Consumers
Union; National Farmers Union. Quite obviously, with that broad
a membership, I must at the outset indicate that not everybody in our
group always agrees with all of our positions.

I have a hunch, however, on the main point that we would like to
make that——

Senator Dotk. If I could interrupt, I think the record should indi-
cate that you also receive grants from the Government. Is that correct?

Mr. WHITE. Yes, we have received some Federal funds which enabled ~
us to engage in some research projects for the Federal Energy Admin-
istration, Modest funds have been made available,

Senator Dore. Have not funds been made available for appearances
before the Federal Trade Commission and other regulatory agencies?

Ms. Berman. The Consumer Federation itself, not the energy policy
task force, has appeared in hearings before Federal Trade Commission
on the funeral home industry and has been paid. The energy policy
task force, in fact, was just recently paid to appear before the Federal
Energy Administration on home heating oil hearings,

Senator Dore. I am not quarreling, I am just suggesting

Mr. BEryax. This is a precedent that FEA has set. We were very
pleased to receive funds in order to participate on behalf of consumers.
Without such funds we could not have participated. And consumers
would have been totally unrepresented.

We have received some Federal contracts that have gone to the
Paul Douglas Consumer Research Center—CFA’s nonprofit research
arm.

Mr. Wurre. Our basic annual operating budget, since the issue has
been opened, is something on the order of $50,000 to $60,000 contributed
primarily by these organizations. And on these special occasions where
the various agencies have thought it appropriate to have consumer
representation, we have been able to work out arrangements with them
where they provide some funding so we can get economic analysis
and other assistance.

As I suggested—1I cannot pledge you that every one of our groups
have taken a resolution and support everything T say, but when we
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l%et, for example, to issues such as the crude oil equalization tax, we
ave a pretty good sense of what our membership believes, and I think
that there are members of the task force who have testified before the
Ways and Means Committee who are scheduled to come here and who
vzgl take almost identical views to those that I am going up to express
today.

First, I would like to mention a couple of relatively important issues,
although ones I would prefer not to spend a great amount of time on
unless there are questions. On the matter of home insulation, we
agree, Mr. Chairman, that much needs to be done.

Our strong preference, as expressed by Mr. Brandon, is that there
be a low-interest rate program with Government assistance. And for
those people where even low interest rates would not do the trick,
we think thers ought to be direct grants to them.

Everybody has known for 4 years that an investment in home insula-
tion can do wonders in saving fuel bills in addition to saving fuel.
It is also a national scandal that we have been so slow to get moving
on it.

We have a hard time being as enthusiastic about the tax credit
approach. Normally that goes to the people in the higher income
groups. Our focus has been primarily at the lower income levels.

The CuarMaN. If you make it what we call a refundable tax credit,
you can do it for low-income people, too. Do you know what I am
talking about?

Mr. WurTE. Sure, there are various ways of doing it. Our prefer-
ence is for the more direct mechanism on the basis that it gets the job
done better. I cannot say that we have any strong or adamant position
against the tax credit. We just do not prefer that approach.

The Crarritan. I would suppose that you would be for whatever is
the most effective way to do it. For example. if a person insulates his
home, puts in storm windows and things of that sort, all he has to do
is go down there and take a simple form to fill out—not as a part of
his tax return which claims the Government owes him 20 percent of
his expenditures. If somebody is right there to give him a check, it
might be simpler than to require an application form sent to some
Government agency and the delay and uncertainty involved in that
process.

I assume if we could work out some way by using the tax system,
which is more efficient, you might prefer that.

Mr. WarTe. I would say that my experience in Government and my
experience outside of Government makes me a little apprehensive
about whether the administration of that would go smoothly. Yes, in
principle, all we are talking about is various techniques of getting
the job done. The job has to be done, that is obvious.

The Cramman. If we use a tax credit approach for the taxpayer,
when he is ready to settle up with Uncle Sam, he just reduces his taxes
by that amount, and if the Government does not think it is right,
thev can audit that tax return.

If you use the refundable tax approach. he does not even have to
include it in his return. If you want to make it something he-can get
immediately, he can just go and claim the Government owes him the
money. We could draft the law so the Government pays him the
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check immediat.e]ﬁ. If there are doubts about it subsequently, they can
go check on it. There is more than one way to kill a cat.

Mr. Wurre. There is more than one way to kill a cat, and all we hope
is that this particular cat gets killed. We will not have any difficulty,
J am sure, on that.

Our preference runs in the direction we suggested.

Senator Dore. If I could ask a broader question, are you trying
to monitor in any area, the stories coming out about some of the rip-
offs in the insulation industry. Not to single out any of them, but it is
a big issue now, and a lot of people are going to be deceived by some
practices in that business.

Do you have any projects underway to keep an eye on that?

Ms. Bersax. We do not. We have testitied before the Product
Safety Commission about the problems in the insulation industry.
We will keep tabs on it to the extent that we can. But it is a very over-
whelming problem for a group with a staff of one. It is something
we are aware of and are concerned about. I hope there will be watch-
dog groups, groups larger than ourselves, monitoring the entire
industry.

I know the FTC will monitor the industry.

Mr. Wurte. They have. As Ellen suggests, the Federal Trade Com-
mission has taken a very active interest. There is another constraint.
If we are going to build an enormous demand for insulation, it would
be nice to know that we have the insulation.

Already, the price has begun to sweep up. As Senator Dole suggests,
people who have been in the home improvement business are not the
pillars of our community; the blue suede shoe boys are there, and the
potential for rip-offs are enormous.

I think that explains one of the reasons that we have been so slow
to move into this, because of the apprehensions of how the system
will work. There will be problems which problems we not yet envision.

Senator Dore. Have you thought of any way we can protect the
consumer?

Ms. Beratavy, I think there should be a system of licensing standards
for the insulation dealers and there should be audits and monitoring
of them. We would happily work with the Congress on the develop-
ment of standards for the industry.

Mr. Wurte. There are some provisions along that line that are in
a different part of the energy bill that have to do with electric utility
regulation. There are some obligations on the part of utilities to per-
form audits.

There has been kind of a hanging back on the part of the congres-
sional committees that have looked into utility regulation by giving
the whole thing to the utilities to do. on the grounds they are com-
petitively way out of proportion to the people who are in the home
improvement business. or would like to get into it.

But happily. there is an awful lot of attention being given to this
in the process in which the Congress is now engaged.

To move on to the gas guzzler tax. we believe that here, too, the tax
approach is inappropriate. We would much rather see mandatory auto
efficiency standards adopted.

It is almost as thongh we are saying, if you happen to be wealthy
enough, it is OK to have a Cadillac, it is OK for the industry to con-
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tinue to manufacture Cadillacs. I do not mean to single them out, be-
cause I gather that they are in the down-sizing process. For all I know,
they may be more efficient.

We much prefer an approach that says that the automobile industry
is mandated—and they are demonstrating an ability to live with those
mandates—to produce automobiles that are most gasoline efficient
rather than saying you can manufacture as many automobiles as you
can sell as long as the individual is willing to pay $500 or $1,000 or
a $2,000 tax.

Now. I would like to turn to what we deem to be the most important
part of the tax issue that is now before the Senate—the crude oil
equalization tax. We believe that the COET is an unwise approach, in
large part because it rests on the assumption that the increased cost
of energy will result in a depressing of demand. We much prefer the
more equitable approach of handling the demand side by the conserva-
tion technique. -

We believe that the studies that have been undertaken by the Con-
gressional Budget Office, the General Accounting Office, the Library of
Congress, all demonstrate that the administration’s figures are grossly
optimistic in terms of what the impact of price on conservation really is.

You can squeeze & little bit. There is no question about it. There are
too many of us involved in owning equipment, and you can turn your
thermostat down a little bit, but you cannot turn it down more and
more,

There are constraints. To use the concept of price as the mechenism
for allocating essential resources in our society does not seem to us to
be appropriate. If the administration is intent on stabilizing prices, we
believe it is much more sensible to continue—indeed, to restore—some
of the price controls. If, as we are, one is concerned about excess profits
being made by people who are in the energy business, particularly in
the petroleum business, then price controls are essential,

If I can oversimplify the administration’s position, it is distin-
guished from the prior administration’s attitude in the following way.
Tet us take the price of oil, put it up at OPEC’s level: instead of
letting the producers have the excess between the domestic price and
the oil price, we will tax it.

Now, with our biases and prejudices, we would certainly prefer tax-
ing the difference rather than giving it to the oil companies. but we do
not think you have to make either of those choices. According to the
administration they will take the tax with one hand out of the right
pocket and with the left hand put the rebate back into the left pocket,
and presumably we will be about the same as we were before.

The higher price resulting from the tax is not going to have much
of a dampening impact on consumption. It has one great deal of ad-
ministrative confusion in it. Even worse. again from our perspective,
is the implementation of that rebate mechanism that concerns us and
that we feel will never come to pass.

When this proposal was first offered, being the Nebraskan I am, 1
remember when I was a kid in Omaha and we traded a vo-vo for a
knife, you always got vour hand on the other guy’s knife hefore you
let loose of the yo-yo. Here we are going to have a tax. a big tax, an
enormous tax, and you tell us that we are going to get it back, but we
are not so damn sure we are going to get it back.
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The House has already said, yes, you can have a rebate for 1 year.
We have heard rumblings in the Senate that it is a lot of money, so
why do we not use it for something worthwhile, like public trans-
portation, things dear to our heart. But I do not think, frankly, that
that kind of a concept makes a t deal of sense. We would much
prefer to see no tax, no artificial acceptance of the OPEC level as a
standard to which this country ought to aspire,

We have no problem with the price of fuel reflecting what it costs,
and if it costs a great deal more—and I must say, Senator Long, as it
come to that meﬁmne, I believe we ought to put some of our R. & D.
dollars there. \WWe made a national commitment; we are spending $7
billion a year ¢£ t..xpayers’ money for R. & D. Some of it ought to go
into determining whether or not that methane is deliverable. It would
be a beautiful thing if it could happen because it would solve many,
many of our problems, including imports.

It'is hard, as a carci-canrying liberal Democrat, to be critical of the
Democratic administration, but I must say we are. We have found
some of their proposals to be excellent, but here on the crude oil equali-
zation tax, we believe that it is a foolhearty concept.

We would hope, when your committee is throuﬁh with it, that we
would find that the crude oil equalization tax fell through a crack
someplace.

Senator DoLg. Pretty big crack.

Mr. Warre. As I say, I do have a longer formal statement. T would
much prefer to summarize the principal points, and those are the ones
that I think are the most important. ‘

The Cuairaan. Thank dyou very much for your presentation here.
You might want to expand upon your views after we have heard from
the other witnesses. If so, I would be pleased to have a further state-
ment from you.

Thank you very much.

[ The prepared statement of Mr. White follows:]

TesTIMONY OF LEE C. WHiITE, CRAIRMAN OF THE ENERGY PoLicY TAsK FoORCE or
CoNSUMER FEDERATION OF AMERICA

My name is Lee C. White, and I am here today in my capacity as Chalrman
of the Energy Policy Task Force of the Consumer Federation of Amerlca. Our
Task Force has 43 member organizations (Attachment A), and our expressed
purpose is to ensure that the consumers’ views are included and considered
in the energy policy debates currently taking place, and, in particular, within the
Congress. We recognize that there {8 no necessary single ‘“consumer interest”
in any of the numerous issues that comprise the energy policy debates; never-
theless, we have undertaken to do the best job possible in assessing and stating
the views of the consuming public and, as the broad base of our membership
suggests, we do indirectly represent millions of Americans.

We appreciate the opportunity to comment on the tax proposals that are a part
of the Carter Administration National Energy Act and deem those provisions to
be exceedingly important to consumers across the country. In a very real sense,
the tax provisions—or at least many of them—reflect the Administration’s heavy
reliance upon pricing, which means higher pricing, as a means of dampening
demand and helping to reduce our dependence upon importing oil. We belleve
that such a policy of deliberately increasing domestic energy prices to the arti-
ficial and non-competitive level set by the Organization of Petroluem Exporting
Countries (OPEC) is unsound and politically unwise. The higher prices generated
by the Carter Energy Plan will cause price increases greater than the price in-
creases following the Arab oil embargo of 1973-74. While apparently directed at
stimulating conservation, evaluations by the General Accounting Office, by the
Congressional Budget Office, and by the Library of Congrees indlcate that the
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Administration’s projections of energy savings are over-optimistic. Moreover.
the price increases that would result from the Energy Plan will give rise to
more inflation and unemployment. The Presldent's Plan would, if adopted, force
consumers to shoulder the greatest economlic burden. Especially hard hit will be
families who are poor or have fixed incomes. Many middle-income families will
suffer increased hardship as well.

While this Committee i8 interested in comments on all the tax provisions of
the President's Plan, my testimony today will focus primarily on the proposed
crude oil equalization tax. Aside from the gasoline tax, to which we are opposed,
no other tax provision of the legislation has created as much controversy. Before
discnssing the crude oil equalization tax and our position on it, I would briefly
like to state our position on a number of the other major tax provisions of the
President’'s Energy Plan. The “cornerstone” of President Carter's Energy Plan,
as we all know, 18 conservation. To achieve this objective, the Plan proclaims
that the American people must begin paying the “replacement cost” of energy,
which 1s asserted to be the price charged by the OPEC cartel. This {s not a true
economic cost; on the contrary, it is an artificial, administered cartel price.
Moreover, it is absurd to talk about “replacement cost,” a term which implies
certain market parameters, such as competition, resource base, etc., when the
market {8 noncompetitive. Still, the President argues for a combination of price
and tax increases to stimulate conservation and to provide additional incentives
for production. Desplte a total lack of verified data on exploration and production
costs and despite information indicating that new oil costs are no greater than $6
per barrel and natural gas no higher than 60 cents per thousand cubic feet,
there is a large number of additional production incentives contained in the
Plan—higher natural gas prices starting at $1.94 per thousand cubic feet in
1978; OPEC prices for newly discovered crude oil ($13.50 per barrel). With
these higher prices and with no controls on products, it is not likely that the tax
increases will provide consumers with any more incentive to conserve.

While there may be some justification for the tax on utility and fndustrial
users of oil and gas to induce a switch to coal, there {s little justification for a
tax on gas-guzzling automobiles or another tax on gasoline. Efficiency in gaso-
line consumption can be obtained by simply mandating a stricter fuel-eficiency
standard for all automobiles and making production of ineficient models fllegal.
A B cents a gallon tax on gasoline would have little impact on the driving habits
of most Americans. Too many families use their automobile because there is no
public transportation alternative. Many American families, despite the increased
cost, would still be compelled to use their car to get to work or to accomplish
various necessary tasks. And many of these families cannot afford the added
burden of this tax.

As to the provisions allowing income tax credits for investments in insulation
and solar equipment, it is certain that those families who would make these
investments would have made them without the tax credit. These familles are
those with incomes sufficient to afford the investment in the first place. Moreover,
the savings from the tax credit, especially for insulation, will probably be wiped
out by the sudden and drastic increase in the price for insulation. What is required
iz a massive low-interest loan program for those families who cansot afford the
substantial initial investment, but who are also not defined as poor. Such a
program would be far less wasteful of tax dollars and would provide mitlions of
more homes with access to insulation and other conservation equipment,

While the President proposes various methods for increasing energy prices, he
gives scant attention to the structure of the marketplace. For example, entirely
missing from the President's plan I8 a recognition of the inherent non-competitive-
ness of the petroleum marketplace—a marketplace which is dominated by a band-
ful of multinational corporations, which have helped OPEC to maintain its cartel
price. In fact, the President’s Plan legitimates these non-competitive arrange-
ments and the excessively high prices resulting from these arrangements, As a
result, it is almost as if the U.S. Government has itself hecome a member of the
OPECQ cartel. Thus, by making no effort to increase competition {n the petrolevm
Industry and by relying on higher prices and taxes as the mechanism to enforce
consumer compliance with national energy policy, the President’s proposal would
place consumers in an extraordinarily difficult position.

The President has followed the lead of former President Ford in opposing con-
trols on petroleum products and has proposed decontrolling gasoline prices, one
of the last products under controls. At the same time, the President implicitly
recognizes that without controls, the oil companies would have the opportunity
to reap windfall profits by charging the “worid market price” for their products,
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even though crude oil in the United States would stjll remain under price con-
trols. Thus, in order to prevent these profits, the President proposes the crude oil
equalization tax to, in effect, tax away the difference between the crude ofl price
and the price the companies would charge for thelr refined products. Consumers
will be burdened in either situation, but the President’'s crude oll equalization tax
becomes more palatable only because the major ofl companies will not be able to
reap billions of dollars in additional profits. And it is precisely because this tax
prevents them from receiving this money that this Committee has heard and
will continue to hear opposition to this tax from the major companies.

The major oil companies apparently are not satisfied with the sudden, dramatic
and highly profitable increases in energy prices resulting in part from OPEC
decisions to quadruple world oil prices, and in part from ofl company pressure
on the U.S. Government to follow suit. They want to eliminate the crude oil
equalization tax so that they can charge the world price for their ofl products,
or if there is to be a tax, they want a big chunk of it for themselves. Thus, the
real issue before this Committee centers on the transfer of wealth. Should con-
sumers be protected from excessive prices through controls on refined products?
Or should prices be allowed to climb to the OPBEC level by mexns of various
decontrol proposals, in which case the major oil companies will earn billions of
dollars taken from consumers? Or should the Government tax the difference be-
tween the controlled domestic price of oil and the artificial, non-competitive OPEC
price and then return this tax to the public? Certainly, from our point of view,
controls on product prices are the best alternative.

The Natlonal Energy Plan states “Total deregulation would result in a massive
transter of income from the American public to the ofl and gas producers, amount-
ing to $14 to $15 billion, nearly 1 percent of the U.S. gross natfonal product.”
This fear was also expressed by the House Committee on Ways and Means in its
report on the Energy Tax Act of 1977, whereln it stated, “the committee belfeves
that it would be unfair for producers to obtain a windfall profit by being able
to charge the full world price for crude oil produced from known reserves.” In
short, both the White House and the Ways and Means Committee recognfzed that
deregulation of crude oil prices would result in oil company windfalls. But neither
recognized that the same result would occur even without deregulation of crude
ofl prices. It is essential to recognize this important distinction which has curi-
ously eluded too many people. Even if crude ofl prices remained under control,
by decontroliing product prices the major oil companies could raise prices to the
OPEC level. Thus, by favoring product price decontrol, the Carter Administra-
tion has placed consumers in the position of choosing between the lesser of two
evils. Instead, consumers should insist that the Administration reimpose product
price and allocation controls. As it stands, the Administration has proposed an
inequitable and unnecessary tax to prevent the major ofl companies from reaping
a whopping unearned financial reward.

In theory, we oppose the crude oll equalization tax because we oppose the
premise upon which it {s based—namely that domestie petroleum prices must be
raised to the OPEC-determined “world market price.” The Energy Pollcy Task
Force of the Consumer Federation of America urges the Committee to abandon
the crude oil equalization tax. As a preferred alternative, we strongly favor a
new look at EPCA with the intent of continuing crude oil prices controls and
reimposing controls on petroleum products.

An additional aspect of the matter that we deem most important to the groups
comprising the Energy Policy Task Force is the question of rebates. From
the outset we have been leery of the Carter Administration’s basic scheme which
rests upon the concept of taxing to make prices higher but coupling the tax with
rebates to consumers across the country. We have feared that Congress will
find it too tempting to use the large revenues that would be realized by a crude
oil equalization tax for such worthwhile programs as it would like to fund. We
can hardly be reassured by the House's action where the rebate mechanism—
even assuming it is administerable—is only for ¢the year 1978 Rumblings in the
Senate suggest that even the on-year rebate may be eroded if not scrapped
completely. Congress rejected the Carter gasoline tax that would have added a
nickel a year to the Federal excise tax on gasoline—It should do the same with
the equalizsation tax. It is hard to think of a more regressive tax than ome on
basic energy which obviously hits harder the lower ends of our economic ladder.

While mentioning the impact on consumers—and especially those who are our
poorest and our elderly who must live on fixed incomes—it is worth noting that
the Carter energy plan issued last April purported to recognize this aspect of
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the energy price spiral ¢that has already had such a devastating impact on

family budgets by »romising a redesigned program for Emergency Assistance for

{;&w-lncome Persons. The following appears at page xxiii of the National Energy
n:

“Bxisting emergency assistance programs are deficlent in assisting low-income
persons to meet sharp, temporary increases in energy costs due to shortages or
severe winters. A redesigned program will be completed promptly and submitted
to the Congress.”

It 18 now well into September and if the Administration has “completed
promptly and submitted to Congress’’ such a plan, we have not seen ft.

In conclusion, we believe the crude oll equalization tax is wrong in concept,
in that it will have little depressing effect on demand, is a regressive tax, and
that the part of the scheme that calls for rebates is too illusory and vulnerable
to be relied upon by consumers. We urge its rejection.

[ATTACHMENT Al

ENERGY POLICY TABK FORCE MEMBER ORGANIZATIONS

Adams Electric Cooperative, Inc,

AFL~-CIO.

Allegheny Electrie Cooperative, Inc.

Amalgamated Clothing & Textile Workers Union, AFL-CIO.
American Federation of State, County & Municipal Employees, AFL~CIO.
American Federation of Teachers, AFL-CIO.

American Public Gas Assoclation.

American Public Power Association.

Basin Electric Power Cooperative,

Central Power Electric Cooperative, Inc.

Consumers Union.

Cooperative League of the USA.

East River Electric Power Cooperative, Inc,

Florida Electric Cooperatives Association.

Hoosler Energy Division, Indiana Statewide Rural Electric Cooperative.
Industrial Union Department, AFL-CIO.

International Association of Machinists and Aerospace Workers, AFL-CIO.
Kansas Electrie Cooperatives, Inc,

Kansgs Municipal Utilities.

Lincoln (Neb: ) Hlectric System.

Maritime Trades Department, AFL-CIO.

Minnesota Farmers Union.

National Farmers Organization.

National Farmers Union.

Nationa! Rural Electric Cooperative Association.

North Dakota Farmers Union,

Northeast Missouri Electric Power Cooperative.

Northeast Public Pow~r Association.

Northwest Iowa Power Cooperative.

Northwest Public Power Association,

Oll, Chemical and Atomic Workers International Union, AFL~CIO.
Pennsylvania Rural Electric Association.

Rocky Mountain Farmers Union.

Service Employees International Union, AFL~CIO.
Tennessee Yalley Public Power Asgoclation.

Texas AFL~OIO.

Tillamook Peoples Utility District.

United Auto Workers.

United States Conference of Mayors.

United Steelworkers of Amerlea, AFL-CIO.

Valley Electric Ooo%e

Washlnxton Publie tmty Distrlctx' Association.
‘Wisconsin State AFL~0IO.

[Thereupon, at 10 noon, the committee recessed, to reconvene at
10a.m. on Fritiay, September 9, 1977.]



y 4 ENERGY TAX ACT OF 1977

FRIDAY, SEPTEMBER 9, 1077

U.S. SENATE,
CouMITTEE ON FINANCE,
- Washington, D.C.

The committes met, pursuant to notice, at 10:05 a.m. in room 2221,
Dirl%e:n Senate Office Building, Hon. Russell B. Long (chairman)
presiding,

Present : Senators Long, Talmadge, Byrd, Jr., of Virginia, Bentsen,
Matsunaga, Curtis, Hansen, and Dole.

The CHAIRMAN, This meeting will come to order.

Is the Honorable John Tower here ¢ :

Then we will call Mr. A. V. Jones, Jr., president, Independent Pe-
troleum Association of America.

Mr. Jones, we are very pleased to have you here.

Mr. Joxks. If you do not mind, I see that Senator Tower has just
arrived.

The Ciamman. I want you to know, Senator Tower, you displaced

a mighty good man,

STATEMERT OF HON. JOHN TOWER, A U.S. SENATOR FROM THE
STATE OF TEXAS

Senator Tower. Considering the fact that I am up for reelection, I
should let A. V. go first. -

Mr. Chairman, I would first like to express my appreciation for the
opportunity to appear, and noting who is present this morning—the
distinguished Senators from Louisiana, Georgia, and Texas—I would
say that the committes is in good shape. If you could go ahead and
proceed with action today with current company, I think everything
would be all right. '

I would like to submit my entire statement for the record, Mr. Chair-
man, and begin about halfway through it, with the facts and figures
relating to drilling and production and turn to the middle part of my
testimony, on page 6.

I would like to address myself to the proposal for a crude oil equali-
zation tax. Under the President’s crude oil tax proposal, oil prices
would be held down by controls while being artificially raised through
a complicated system of Federal taxes. If there is a better illustration
of the “Alice in Wonderland” quality of many of the Carter energy
proposals, I cannot think what it would be. :
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1 find it difficult to conceive of & more illogical, upside down, counter-
productive, and in fact destructive way to approach the oil pricing
1ssue, -

In my opinion, the President’s crude oil tax proposal is little more
than a scheme for back door financing of questionable Federal pro-
grams that could not otherwise stand the test. It is a massive tax pro-
gram masquerading as an energy proposal.

The President has already eclde(ixi?f)a dip into the revenues to help
fund his welfare reform proposals. The likelihood that the President
and the Congress will in the future be able to resist similar temptations
for other projects seems to me to be slight indeed.

The House of Representatives has already demonstrated as much,
The rebate plan adopted by the House is for 1 year only, and the crude
oil equalization tax trust fund, established for the return of the crude
oil tax receipts, is set to terminate at the end of 1979.

If, indeed, the crude oil tax receipts are to be rebated, it would
appear unlikely that the crude oil tax will achieve its purported goals.
The President has said that the crude oil tax is designed “to insure
that market decisions by consumers are based on the real value of oil.”

Considering that the real price of oil will continue to be controlled
at an artificially low level, and considering the manner in which the
crude oil taxes will be rebated to the consumers—in the form of lower
income tax withholding rates—I find it extremely difficult to under-
stand just how consumers will be able to figure out what is “the real
- value of oil.”

I think it is clear that the crude oil tax proposal of the President, as
embodied in this legislation, will have little, 1f any, overall impact on
the consumption of petroleum products.

In what way will consumers benefit if the crude oil tax is successful
in achieving its goal? The goal of the tax, presumably, is to make pe-
troleum products more costly so that consumers will use less. Higher
prices do discourage consumption, and that is a necessary thing under
certain circumstances.

It is, however, only half the picture.

Will these higher prices resulting from the tax have the effect of
increasing the supply of oil# Will they improve our balance of pay-
ments? Will the crude oil tax create jobs?

Certainly not. To the extent that the crude oil tax achieves its goals,
the effect will be simply to take money out of the pockets of consumers.
The only question is, Where will the money go$

Higher energy prices, in and of themselves, are not necessarily de-
sirable. Higher prices for any commodity are desirable only to the
extent that they serve a necessary function, in the context of & market-
regulated economy.

If the marketplace is permitted to work, qrices will be only so high
as is necessary to insure an adequate supply of the particular com-
codity. The energy market will operate in this manner, if we will
permit energy commodities to be priced at their replacement value—
and if the replacement price is permitted to be used to replace t