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SUMMARY OF SENATOR PROXMIRE'S STATZMENT ON OLL TAXES BEFORE SENATE FINANCE

COMMITTEE, September 30, 1969

Senator Wiliiam Proxmire, (D-Wis.) on behalf of Senators Brooke,
Kennedy, McGovern, McIntyre, Mondale, Muskie, Nelson, Pall and Stephen
Young proposed:

1 - Elimination of foreign tax credits for payments to foreign
governments which are really disguised royalty payments, although such
payments would be deductible as ordinary business expenses.

2 - Eetablishment of a 3 tier domestic depletion allowance which
would allow the full 27k% depletion allowance on the first $35 million of
gross income from oil and gas properties, 21% on the gross income from
$5 and $10 million and 15% for everything over $10 million.

Senator Proxmire also supported the provisions in the Houss tax
reform bill that would eliminate foreign depletion allowances and ABCs
and production payments which are bookkeeping techniques to shift income
from year to year to avoid taxes.

This proposal would raise morc than 3 times more revenue than
Treasury's proposal.

A more radical approach was suggested by Senator Proxmire if the
Committes decided to discuss capitalization of intangibles. He offered
for the Committes's consideration a direct drilling subsidy of 257 of
intangible expenses on eaploratory wells. According to preliminary estimates,
for every 10 wells drilled by the average wildcatter under such a plan he
would receive about $75,000 more to explore with than he now gets. Over 10
years the plan would raise an additfonal $2k billion in revenue while pro-
viding $100 willion a year for research into the extraction of oil from
coal and ofl shals.

The Proxmire tax package would continue the inceatives for the

small independent producers whilae, at the same time, would prevent the msjor

oil companies from abusing the tax structure.



SENATOR PROOMIRR
STATEMENT BEFORR
SENATE FIMNCE COMMITIRR

OIL TAX REFORM RBQUIRED

Mr. Chairman, 1 appreciste the opportunity to testify before
the Senate Finance Committee as it considers one of the most important
iesues facing Congress -- tax reform.

I have long felt that the tax privileges of the oil industry
constituted one of the most glaring inequities in tha entire tax strug-
ture. However, because the Chairman and I have spent wuch time discuesing
this general question and the Committee has many other witnssses to hear,
1 would 1ike to concentrate on 2 changes in H,R, 13270 which X proposs to
protect the small, independent oil producers who are doing the actual
domestic exploration but which, at the same tiue, would require ths major
oil companies that have been enjoying fantastic profite to pay thair fair
share of the tax burden,

My proposal, which is supported by Senators Brooks, Kennedy,
McGovern, Molntyre, Mondale, Muskis, Nelson, Pell and Stephen Young and by
the Kansas Independent 011 & Gas Association which reprasents 1300 ssmbers,
makes 2 changes {n the House bill:

1 - It eliminates tax credite for foreign taxes which are really
disguised royalty payments on overseas production, although it doss allow
such paymente as ordinary business deductions.

2 -~ It establishes a 3 tier domestic depletion allowance., It
allows the full 274% depletion allowance on the first S million dollars of
gross incoms from oil and gas properties, 21% on gross income betwesn

$5 and $10 million, and 15% for everything over $10 million gross.



FINANCE 2

This proposal which 1s included at the conclusion of wy state-
went {a designed to give the small, independent oil producers the incentive
they need to explore for domestic sources of ofl while, at the same time,
closing the major tax loopholes,

Any tax system which requires 2,2 million people under the poverty
level to pay federal income taxes, yet allows Atlantic Richfield to earn
over $465 willion between 1964 and 1967 without paying one red cent in
federal income taxes clearly requires revieion., Imagine, gigantic Atlantic
Richfield paid less in federal income taxes than the janitor who cleansd
this room last night!

Atlantic Richfield 1s only one example of the low incowe tax
burden borne by the oil industry, The reason the federal incoms tax
burden on the oil industry is so low is clearly shown when we realize that
only 44 to 51% of the actual profit of the oil industry ie considered to be
taxable income whereas 97% of the actual profit for other manufacturing
concerns is considered to be taxable incoms. However, rather than go over
the intricacies of the tax structure here I have included st the end of
my statement & copy of an analysis I delivered on tha Senate Floor.

According to the Treasury Department's Tax Reform Studies and

Rroposale, submitted to this Committes, the long term revenue loss to the
Angrican taxpayer as a result of the percentage deplation allowance vas
$1.3 billion in 1968. If we include the revenue loss due to intangible
uﬁnllng. the oil {ndustry received from just these two loopholes a tax
benafit worth $1.6 billion in 1968. This money was spant by the American

taxpayers just as surely as 1if Congress had appropriated the money -~ with
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only one important difference: no ons examined tha expenditure to see
who wae getting it and whather it was worth the cost, I think this point
ts crucial!

When one compares the Congressional scrutiny of programs costing
far less than the tax benafite of the oil industry, it is crystal clear
that Congress would not have approved anywhare near the $1.6 billion pri-
marily benefitting the gigantic major oil companies. The $1.6 billion in
back door spending on just these two loopholes is 3 times what was budgeted
in fiscal 1969 for Faderal law enforcement, 15 times as much as the cost of
running the Pederal judicial system, 3 times the budgeted amount for
school lunch and food stawp programs, 5 tiwes as much as is budgeted for
low rent public housing and 4 times the allotment for the Alliance for
Progress.

There is no question in my mind that these tax incentives are
probably the most inefficient way of encouraging domestic exploration and
devalopmant, Most of the tax incentives sre going to tha mejor oil com-
panies which can accomodate themselves to a changed tax situation quite well.
They have the financial wherewithall and knowladge to cope with almost any
change in the tax situation, but this is not true for ths independent oilumen
who seem to be doing wost ot che domestic exploration and development, if
we exclude the outer continental shelf and Alaska. The small oilmen are
the ones who are really caught in the cost price squeeze. This is not trus
for the majors, For example, Standard O{l of New Jersey found enough
capital to make Enjay, its petrochemical affiliate, the second largest
petrochemical producer in the world without any apparent strain on its

capital resources.

1 §
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My propesal ie designad to enable the independent oilwen to
continus to explore ae they have in the past and, perhaps, with renewed
vigor while forcing the major oil companies which have used this gigantic
flow of tax free cash to buy into other businesses to pay their fair
share of the tax burden borne by all of us, It would also ratse sore than

3 times as wuch revenus as the Treasury's proposals.

DOMESTIC OIL DEPLETION ALLOWANCE

According to the Treasury Department's tax reform study I mentioned
before, the oil depletion allovance is a most inefficient way to encourage
the domestic exploration for oil. The CONSAD report upon which the
Treasury Department based its conclusions indicated that only $150 million
worth of oil at the inflated domestic price was discovered that would not
have been found without the incentive of the oil depletion allowance, In
other words, the oil depletion allowance and intangible expensing pro-
visfons cost the American taxpayers over $10 for every $1 of sdditional
discovered reserves -- and this is figured on the inflated domestic oil
price which 1s about $1.50 more per barrel than foreign oil delivered to
the United States. 80 for tax expenditures of $1.6 billion, we encourags
the davelopment of only $150 million in oil reserves. How inefficient
can you get?

The rationale for the depletion allowance is supposedly rooted
in national security. Without the depletion allowance, so the argument
goes, ve would not explore for the oil which wa need in order to protect

ourselves from possible interruptions in our oil supply.
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This myth was destroyed by the CORIAD veport. COMSAD, after a
detailed study of the oil induatry, found that we would experisence a mare
7% decline in our gigscovered oil reserves, from a 12 year reserve to an
11 ysar reserve. Surely, if the need arose, we could discover the needed
reserves within 11 years or, at least, find slternative supplies.

Why then should we continus to pay and pay and pay for something
we don't need and only benefits gigantic oil companies fully able to take
care of themselves?

The first change . suggest should be made in H.R, 13270 {s to
include a sliding scale oil depletion allowance for domsstic producers
90 that those wost in need of incentives, the small wildcatters, get thew,
My proposal is to give oil producers grossing less than $5 million a year
from ol and gas propsrties the full 274X depletion allowancs, give those
oil producers grossing between $5 and $10 million a year a 21% depletion
allovance and give those oil producers grossing over $10 million a year a
15% depletion allovance. Thesa dapletion allowances would be applicable
only to domsstic production; they would not be allowed on foreign production
which does not benefit our national security. This would allow the small
producers the full benefit of the oil depletion allowance and would help
them compate against the major oil companies which have all the advantagas
big fully integrated companies have over little indapendent companies.

Along the same line I would like to endorse the provision in
H.R. 13270 eliminating the mineral production payments and ABC transactions
vhich allow o1l compsnies to shift taxable incoms from year to ysar to

wininisze even further any Federal incoms taxes they might owe.
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FPinally, I would like to suggest to the Committes for ite
consideration a much more radical approach. Much discussion has appesred
about the pros and cons of requiring the capitalisation of iantangibles.

If the Coumittee decides to discuss requiring the capitalisation of in-
tangibles, I think they also ought to discuss adopting s direct drilling
subsidy. The plan which I have attached to the end of my statement pro-
vides a direct drilling subsidy of 25% of the intangible costs on ex-
ploratory wells. For every 10 wells drilled, the average wildcatter would
have about $75,000 more monay to explore with, yet, in 10 years the Pederal
Government would receive about $2k billion in additional revenus even after
spending $100 million a yeax on research intv the uxtraction of petroleum

from coal and 0il shala.
FORRIGN TAX CREDITS AND DEPLETION

If national security is really the basis for all the tax incen-
tives enjoyed by the oil industry, I cannot understand why the Internal
Revenue Code gives greater tax incentives for foreign exploration and
development than it does for domestic exploration and development.

Under the present system, royalty payments disguised as tax
paymente to foreign governments are written off dollar for dollar against
U,8. taxes owed. The only reason for such special treatment seems to be
that the mineral rights in these countries are owned by the government
rather than private indlvldu‘h as in the United States. If I were of an
ironical frame of mind, I would say that these bastions of free enterprise --

the major oil companies -- were actually encouraging socislism,
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Why should U,8. taxpayers be required to pay taxes to these
foreign governmants, just because of a quirk in these foreign governments'
law? Make no mistake about it, 30¢ of every dollar paid by the oil com=
panies to these foreign countries is paid by the American taxpayer.

What national security justification exists for that?

This money paid to the foreign countries is clearly a legitimate
business expanss and shwuld be treated as such, The Internal Revenus
Code should allow the oil cowpanies to deduct these royalty paymsnts dis-
guised as foreign taxes from their earnings as a legitimate business ex-
pense; but the oil companies should not be allowed to continus to write
off such payments dollar for dollar against U,§, taxes owed.

Finally, I think we mu: ask what purpose does the foreign deple-
tion allowance serve? If encouragement of domestic exploration and
development is the purpose of the depletion allowance, then sllowing a
foreign depletion allowance is contrary to such a purpose and is clearly
contrary to the stated purpose of the oil fmport program. I am delighted
that the House recognized this and eliminated foreign depletion allowances
in K.R, 13270.

Batween ths foreign depletion allowance and foreign tax credits
ve have encouraged the oil industry to explore abroad to the detriment
of domsstic exploration., We have, in effact, created a wonster. Suppos-
adly, in the name of national security ws have enacted tax incentives to
sxplore for domestic sources of oil, yet, the way it works there are even
greater tax incentives to explore for foreign oil sources. And, to add
the finishing touch, thase incentives are thecretically supposed to lowsr

the price of oil, Yet, the oil import program and state market proration



rInuCs 8

laws force the consumsrs to pay sver higher prices for oil., Thus, not
only does the consumer have to pay higher prices for oil than ha should,
be is forced to bear a great part of the oil industry's tax burdem,

The taxpayer has had it. The middle class, the people who'uv.
on a salary, can no longsr remain the forgotten class, They will no longer
continue to subsidise the oil industry by psying high oil prices and by
shouldering the oil cowpanies’ tax burden. Let us put the oil industry
back into a free merketplece and let them compets. The major oil companies
are not babies wvho require constant wothering. They are very powerful,

Let us treat them as such.

Mr. Chairman, wmy proposal ie, I think, a woderate vne. It will
still allov the oil industry to deduct from their gross incoma thair actual
costs of foreign exploration and development and their actual cash outlays
for royalty paywents to foreign countries. At the same time, it will
bring in about §2.1 billion a year in nev revenue vhile encouraging do-
mestic rather than foreign exploration which is, after all, the supposed

purpose of all the oil industry's tax incentives.
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H.R, 13270

IN THE SENATE OF THE UNITED STATES

Referred to the Committee on __ FINANCE and ordercd to be printed.

Ordered to lie on the table and to be printed.

AMENDMENT

Intended to be propomed by Mr. _Proxmire, Brooke, Kennedy, McGovern,
McIntyre, Mondale, Muakie, Nelson, Pell, and Stephea Young

to 8. , & bill

H.R.___13270 , an Act to reform the income tax laws,

viz: On page 273, line 13, strike all through line 18, page 2/3 and
insert the following:
SEC., . PERCENTAGE DEPLETION RATES FOR OIL AND GAS WELLS,
(s) GRADUATED RATES POR DOMESTIC WELLS,--Section 613 (relating to
percentage depletion) is amended-~
(1) by striking out in subsection (a) "Specified in subsection (b)"
and inserting in lieu thereof "specified in subsections (b) and (d)";
(2) by ’trwing out paragraph (1) of subsection (b) and inserting
in lieu thereof the following:
(1) DOMESTIC OIL AND GAS WELLS,--The percentage applicable

under subsection (d) (1)."; and

11



(3) by striking out subsection (d), and by inserting after
subsection (c) the following new subsections:
"(d) OIL AND GAS WELLS LOCATED IN UNITED STATES,--

"(1) PERCENIAGE DEPLETION RATES,-~In the case of domestic nil
and gas wells, the percentage referred to in gsubsection (a) is as
follows:

“(A) 27% percent-- to the extent that, for the taxable year,
the taxpayer's grons income from the property, when added to (i) the
taxpayer's gross income from all other domestic oil and gas well
properties, and (ii) the gross income from domestic oil and gas
well properties of any taxpayer which controls the taxpayer and of
all taxpayers controlled by or under common control with the taxpayer,
does not exceed $5,000,000;

"(B) 21 percent--to the extent that, for the taxable year, the tax-
payer's gross income {rom the property, when added to (i) the taxpayer's
groas income from all other domestic oil and gas well properties, and
(11) the gross income from domestic oil and gas well properties of
any taxpayer which controls the taxpayer and of all taxpayers
controlled by or under common control with the taxpayer, exceeds
$5,000,000 but does not exceed $10,000,000; and

"(C) 15 percent--to the extent that, for the taxable year, the
taxpayer's gross income from the property, when added to (i) the
taxpayer's gross income from all other domestic oil and gas well
properties, and (ii) the gross income from domestic oil and gas well
properties of any taxpayer which controls the taxpayer and of all
taxpayers controlled by or under common control with the taxpayer,

exceeds $10,000,000.

12



"(2) DOMBESTIC OLL AND GAS WELLS,--For purposes of this section,
the term 'domestic oil and gas well' means an oil or gas well located
on property in the United States or on the outer Continental Shelf
(within the meaning of section 2 of the Quter Continental Shelf Lands
Act).

'""(3) CONTROL DEPINED.--For purposes of paragraph (1), the term
'control' means--

"(A) with respect to any corporation, the ownership,
directly or indirectly, of stock possessing more than 50 percent
of the total combined voting power of all classes of stock
entitled to vote, or the power (from whatever source derived
and by whatever means exercised) to elect a majority of the
board of directors, and

"(B) with respect to any taxpayer, the power (from whatever
source derived and by whatever means exercised) to select the
management or determine the business policies of the taxpayer.
"(4) CONSTRUCTIVE OWNERSHIP OF STOCK.--The provisions of section

318 (a) (relating to constructive ownership of stock) shall apply in
determining the ownership of stock for purposes of paragraph (3).
"(5) APPLICATION UNDER REGULATIONS,--This subsection shall be
applied under regulatiors prescribed by the Secretary or his delgate.
""(e) OIL AND GAS WELLS LOCATED OUTSIDE THE UNLTED STATES,~--In the
case of oil and gas wells, other than domestic oil and gas wells, the
allowance for depletion under section 611 shall be determined without
reference to this section,"

(b) EFFECTIVE DATE.--The amendments made by subsection (a) shall
apply to taxable years beginning after the date of the enactment of this

Act.

13
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SEC., . ROYALTIES PAID IN THE FORM OF FOREIGN TAXES,

(a) DENIAL OF TREATMENT AS TAXES.--Section 903 (relating to taxes
in lieu of income, etc., taxes) is amended by striking out the period at
the end thereof and inserting in lieu thereof the following: ', but such
term does not include any amount paid (whether or not denominated or
imposed ac a tax) to any foreign country or possession of the United
States which--

(1) is determined on the basis of the ownership of oil and gas
or oil and gas rights by the government of such foreign country or
possession, or is otherwise in the nature of a royalty payment, or

(2) is determined on the basis of a constructive or artificial
selling price of minerals or mineral products."

(3) Any foreign“tax¥as aforesaid or any foreign tax ln excess
of U.S, taxes on oil and gas properties shall be deemed to be an
ordinary and necessary business expcnse within the meaning of section
162,

(b)' EFFECTIVE DATE,~-The amendment made by subsection (a) shall
apply to taxable years beginning after tihie date of the enactment of this

Act,
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WASHINGTON, THURSDAY, JUNE
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Congressional Record

PROCEEDINGS AND DEBATES OF THER 9[“ CONGRESS, FIRST SBSSION

No. 106

8PECIAL TAX TREATMENT PFOR
OIL INDUBTRY INJURES NA.
TION'S BICURITY A

Mr. PROXMIRE. Mr, President, I am
very grateful to the distinguished Sen-
ator from Loulsiana for lifting the quo-
rum call, It is most appropriate that he
should be the man who should do it,
becauss I am going to speek on oll this _

afternoon. 1 expected to make & falrly
mwh.mmhmicmnbomm
Mr. LONG. Mr, President, #il the

Mr, PROXMIRE. Yes, Indoed.

Mr, LONQ. 1f my friend the Benator
frora Wisconsin can tell me something
1 do not know about oll, I am very anxl-
ous to liear it,

Mr. PROXMIRE. Mr. President, I
doubt whether anybody can tell the Sen-
ator trom Loulsiana anything he does
not know about oil; he 18 very expert in
this ares, as he has demonstrated time
and sgain on this Noor, especially when
he enlightens this Senater

Mr. President, the time has come for
Congress to take dead sim st the notorl-
ous depletion sllowance, which too long
has scrved a8 an obstacle to tax reform.
The Benator from Loulsiana (Mr. Lowe)
has invited any interesied Benator to
submit dment his y
and when the tax bill comes to the Ba-
ate, I Intend to take him up ot his offer
when the matter is before his commitiee.

Mr. LONG. Mr. President, will the Sen-
ator yleld?

Mr. PROXMIRE. Yes, indeed.

Mr. LONG. The Senator is going Lo s¢t
» better chance than that. He ts going to
get a chance to vole against every bust-
nessman (n America. We will glve the
Senator & broad opportuntly.

Mr. PROXMIRE. 1 am sure the Ben-
ator from Louislana will give me every
opportunity that I desire to vote on tax
Jeglslation, and I certainly ‘? not mml:

Mr. PROXMIRE. 1 think the capital
galns law, as presently drafied, could be
construed, perhaps, aa & loophole, How-
ever, I would not want to, aithough 1 am
sure some Benators would, repeal it out-
nkat. because I think there 18 some merit

to it.

Mr. LONG. Will the Benator yleld
further?

Mr. PROXMIRE. I yleld.

Mr. LONC. The Demociatic policy
committee invited Mr. Btanley Surrey,
whom they regarded, 1 msswme, as the
best tax reformer there is in America,
to come down and explain his views on
taxes for them, and he did not even men-
tion depletion among the major itema.
He sald capital gains is the biggest loop-
hole there 8. Is the Senator prepaved 10
vote to do something about capital gaina?

Mr, PROXMIRE. Mr. President, the
difficulty with discussing this whole sub-
joct 18 thas 1t {8 « matter of value judg-
metits. I an shocked and surprised that
Mr, Burey did pot mention ofl deple-
ton, besause I have great respect for
Mr. Burrey, and I think this 1 certainly
sometaing that ought to be dlscussed by
as expert & man ¢s he certalnly is.

Nevertheless, I will not defer in my
judgment as to where reform should
come to 'Ar. Burrey or anyone elss, It
{s not strictly & matter of experiise; it
is & matter of where 1 think there I8
more need for reform. I think there is
more need in the area of oll depletion
than in most other aress. Furthermore,
1 am sure it ks the most notorious l0op-

hole.

Mr. 1NONG. Mr. President, I am sure
the Benator from Wisconsin is getiing
resdy to respond to my speech, in which
I showed with charts and tables that
the ofl industry pays more taxes than
anyone else.

Mr. PROXMIRE. I am sure they pay
less than anybody.

Mr. LONG. It took the Senator from

w almost & month to prepare
that speech. I sm sure he Is now going
to argue that they pay more taxes than

Mr, PROXMIRE. I intend to show
that they pay less taxes than almost

to vote inst every o
Americs. I intend to vote sgalnst the
surtax when it comes up.
Mr. LONG, Will the Benal yleld
further?
Mr, PROXMIRE. Yes, indeed.
Mr. LONG. Doss the Senator know  gyerybody.

1aw? What iy the biggest tax loophole?
Mr. PROXMIRE. I would like {0 know
the opinion of the Beaator from Louis-

ans.
Mr. LONG. Capital galns. What is the
Benator's opinion on that one?

Mr. LONO. The point is that the blg-
gest loophole in the tax law is capital
galns, and if you had any advice, the
people advising you would tell you the
best loophole 1s real estate, but money-
wise, there is snore money in capital
gains. Bo 1t just depends on whether you

15

are talking sbout quality or quantity.
Quality-wise, real estate; quantity-wies,
capital gains, It just depends on what
you have tn mind, whether you are talk-
ing sbout volume or whether you arce
talking about percentage points.

Does the Benator know, aside from
those two, What is the next biggest steal?

Mr. PROXMIRE. May I say to the
Benator from Loulsiana, he can talk
about quality and quantity all he wants
to, but what J am saying is we could
reduce the oll depletion aliowance and :
could incresse revenues o the Treasury
with, T think, & falrly modest reduction.
by sbout $800 miliion. I realize that
there are other aress whete the return
to the Tremsury might be greater. You
might cousider those loophoies. The Ben-
ator has properly pointed out iwo ot
themn wiich would raise more money,
obviously, than if we would remove the
oll depletion allowance entiiely, and 1
nave not proposed that, nor does any
Senstor that I know of. I am proposing
to reduce it, at most, Lo 10 percent for
the large producers, and not at all for
the small ones.

Mr. LONG, Mr. President, I am goIng
to give the Senator an opportunity to
vote on the depletion sllowance, as I
promised him. Is he willing to d¢ some-
thing about capital gaina?

Mr. PROXMIRE. I will take & long,
hard look at it. X shall not vole for any
amendm~nt until I find out what It is.
It depends on & number of things.

Mt LONG. You see, Benator, you can
afford, in your position from Wiaconsin,
1o tax the oil people, just like I can af-
ford to tax the dairy farmers. We do not
have & great many dairy cows in Loulst-
ana. We run some old, catch-as-catch-
can bee! cows, but in dairy farming as’
such we wre an importer. 8o I guees I
could afford 10 put & real heavy tax on
the dairy fanmers.

Mr. PROXMIRE. We just want to be
treated like overyone elss.

Mr. LONG. The people of the Senator's
Btate are being treated better then most
people, if 1 do sey it, even those in the

o h Benatlor's

dalry
people wet the benefit of this onpital
gaine advantage, and 8o do mine. If the
Benator wants a reform in the tax laws,
I would like some indication from the
Senator froin Wisconsin that he would
e willing to vote to do something about
capital galns, which ls the big one in
terms of doliars.

Mr. PROXMIRE. Let me say to the
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8enator from Louisians that I will be
very much interested (n his captital gaing
amendment. I am sure it will be an
enendment that will have a grest deal
of merit; and uf T were to guess at this
point, I would guess that I would prob-
ably support It But I think that the
Benator would certainly expect any Sen-
ator 1o want to take a look at the amend-
ment, and Listen to the argument of the
Benator from Loulslans, before he makes
up his mind.

Mr. LONG. That s falr. Now, quality-
wise, the biggest advantage there is in
any business seems to be (n real estate.
Would the Benalor be willing to vote
to do something about the tax advan-
tqe; that exist in the real estate bual-

ness

Mr. PROXMIRE. 1 make the same
answer as on the other ares, as to real
estate capital gaing. I think it Is just &
matter of taking » good Jook at the
amendment, and seeing what the very
able staft the Benator has been using
sugges 8, what their arguments are, and
what tlie committee report says, and
then make up my mind, I just do not
know. Again, I think there is & good pos-
sibllity I would vote for that.

Mr. LONG. If the 8enator is intereated
in comprelienalve tax reform, he ought
to be interesied In the situation of the
people who just do not pay saything,
just zero,

‘There 18 old Mrs. Gotrocks; she i~
herited stock in the Houdini Co. let us
say. The stock (s now worth 10,000 times
what it was worth, and it 1ooks as though
she Is going to owe & 77 percent tax on
» million dollars of income that she has
spent.

B0 she takes a millivn dollars worth of
her stock, and puts that over into the
Mrs. Gotrocks Foundation. Mind you,
she has pald no tax on the enhanoced
value. When she inherited the stock, it
Was worth only 1 cent a share, and now
it 1a worth $1,000 & share. But she trans-
fers the stock from Mrs. Gotrocks to the
Mrs, Gotrocks Foundation, and as & re-
sult of translerring $200,000 worth of
stock from her own 0
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‘The successinl ones pay roughly one-
third of their gross incone in Federal
income taxes. That L3 Fedesal taxes and
does not count the fact that they pa.
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&n end.

Mr. PROXMIRE. T am sure the run-
ning debate will not come to an end.
However, I am convinced that the aairy

of Wi want to pay the

many other local taxes. For 1
they pay 10 percent of their gross in-
come In my State before getting any-
thing. Actuslly they pay sbout 43 per-
cent of their gross I taxes. .

1s the Benator all that confident tha
taxpayers who are paying on that basts
are favored taxpayers?

Mr. PROXMIRE. Mr. President, at
this point I inquire if 1 have the floor.

The PRESIDING OFFICER. The Sen-
ator from Wisconsin has the floor.

Mr. PROXMIRE. I say to my friend
the Benator from Loulsians that I wili
continue to answer him on that subject
in some detall. However, I think it would
be much more orderly and useful to the
8Benator from Loulstana and me if I
might proceed for another 18 or 20 min-
utes before replying further to the Sen-
ator from Loulsiana.

Mr. LONG. Would the Senator answer
one more stmple queatlon, yes or no?

Mr. PROXMIRE. 1 will not agree to
answer anything until I know what the
question ia. X will be happy to listen to
the questlon.

Mr. LONQG. Will the Benator yleld for
ote question?

k)Mr. PROXMIRE. I yleld for one ques-
tlon.

Mr. LONG. The best I remember, the
Inst time we debated the matter, I took
the floor and the Benator left the floor
rather than llsten to me. Would the
Buf;\a:or be willing to stay around this

c

Mr. PROXMIRE. All Senators have to
leave the floor at times. I had been on
the Soor for a long time on that ocoasion.
Toame back later,

The Benator implled that he had
driven me off the floor. I supposs that
in some ways the senatorial winds can
do all kinds of things.

1 did have to leave the floor. It {5 o1e
of those things that we cannot avoid.
However, I did come back before the
Senator finished

her foundation account—which she still
cantrols, and voles the stock—and does
mlﬂ:“&:&m':d‘mm‘,'gﬁw
3 avoids paying 08,

It is not weil to do wmﬁhwm
that? That s & complete fraud snd fake,
based oni & law thet was pussed to let

1s the Benator willing to confine it 45
Philadeiphia

the csee of that
Mrs. Got,

aupport Bens
t. The Benator has made &
very able argument In favor of {t. .

Onoe l#:u I would

Mr. LONG. On the last occasion, the
Senator refwed to yleld for a question,
I aald that i T knew as little as the Sen-
stor did,  would not vield. The Benstor
glgdlx yield, and when I took the floor,

Mr. PROXMIRE. I Listened to the Sen-
alor for s long tme,

Mr, LONG. The Senator did not listen
for long

same taxcs as people elsewhere, They
want to be treated the aame, We do not
want {o impose any unfsir or discrimi.
natory taxes on people who produce oil
in Loulsians or eisewhere.

I strongly favor some depletion allow-
ance which would be favorable to them.
I tavor repesling other taxes. If we give
in on the surtax and do not insist and
m for tax reform, we will never get

Mr, Fresident, I have always felt that
the of! mdustry pays too little in taxes
Any way you look at it. My distinguished

L) the from Louls
(Mr, Long), disagrees and on May 16
oade a speech on the floor of the Benate
defending his position.

FOINTS TO 3§ MADR .

Because the subject of the ofl fndus-
try’s privileged tax position is so complex,
84 & guide to my remarks, I would ltke
to llat the potnts I will make,

First, Both the Benator from Loulsiana
and I agree that the oll industry pays
less In Pederal taxes than other indus-
tries. The Senator from Loulsiana indl-
cated that the ofl industry pays 2¢ per-
cent of ity net income In Federal taxes,
compared to about 40 percent for all in-
dustries. Based on his dats, my analysls
fndicates the disparity 1s even greater:
22.2 percent for the oll industry versus
44.2 for other Industries,

Mr. LONG. Mr. President, will the Sen-
ator yleld?

Mr. FROXMIRE. 1 wil be happy to
yield to the Senator from Loulslana after
I have finished. I renlize that the Bena-
tor disagrees with the statement I have
Just made. I will be delighted to go over
it polnt bx polnt Iater on.

Mr. LONG. Will the Senator yield for
one simple question?

m‘.hlzfoxmam I yleld for obe almple

ques!

Mr. LONG. Mr. President, both the
Senator and I agree that the oll pecple
Day less In Pederal tncome taxes, If the
Benator wants to use the words “all
taxes,” then I shall prove that they pay
mgre than anyone else.

Mr, PROXMIRE. I am including
"S'm'“' '&f.“:.“’ m“inuuh Indi.

on ta, my -
cates the dlaparity is even grester: 23.2
percenst for the oll Industry versus 443
_ percent for other industries. However, 1t
book pretax net earnings derived from
SEQ repotts, the figures which are used
to determie dividends, are used a3 the
measure, the oll refining industry only
pays 11 pareent of its net income tn Ped-
eral taxes, compared (o 40,8 peroent for
all manufacturing ovacerns,

Becond. Even if we add all State, local,

and foreign taxes, including severance,

Federal taxes paid by the ol industry, ite
total tax burden s still lower than just
the Foderal tax burden on other in-
dustries.

Third. Our tax policy should not in-
terfere with the foroes of the marvet
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eoesnvomy, unless there 1 a compelling na-
tlonal need to do s0. A nonneutral tax
policy adopted without adequate justi-
fication causes missllocation and waste
of gur scarce domestic resources and,
thus, injures our nattonal security.
Pourth. Even if we aceept the thesis
that the oll industry needs special inoen-
tives to explore for oll, the present tax
struciure s an inefficient lnconststent,
wasterul, and unfair way of achieving
this gonl. L.et me go over esch of those

American taxpayer over $10 in lost tax
revenue for every 31 in additional re-
serves. It s inconsistent because it gives
greater tax incentives to explore for ol
abroad than here at home. Foreign roy-
alty payments a3 taxes are
written off dollar for doliar against US.
taxes owed, whercas such payments here
are ony deductibl: from income. It is
wanteful 1t enc 7
italization in the oil tndustry to such
an extent that it takes $2 worth of cap-
ftal tn the ofl industry to produce what
$1 worth of capital will produce In other
industries. Pinally, it is uafatr because 1t
allows big incorne taxpayern to hide large
amounts of income from taxstion there-
by shifting the tax burden onto thowe
less able to pay.

Mr. LONG, Will the Senator yleld?

Mr. PROXMIRE. T wish the Benator
would wait until I Ainish my remarks so
that we may have an orderly debate and
have some continuity In my remarks,

Mr. LONG. T have been reading the
remarks of the Senator. The Benator
has mentior. d my name time afier time.
The Benator has declined to yield to me,

1 will read the speech and I will ask one
simple question and leave. It i this
simple. Is the ofl industry the only
induetry receiving benefits on foreign
income, or does everybody get such
benefits

?
Mr. PROXMIRE. There is not any

question—-
!:l’r. LONG. The answer is yes, s It
n

Mr. PROXMIRE, Compreherulvely,
the answer is yes.

Mr. LONG. 8o, the Senator did not
know what he was talking about. He satd
that everybody gets #.

There 13 & man whispering to the
Senator. He is supposed to Know some-
}.Mnl,lbou& taxes. Where did he come

rom

Mr, PROXMIRE. This is Mr. Martin
Lobel, a very sble man who has done
some very fine work.

It seems s, anger tio Benator hat Mr.

Lobel has whispered to me. He \s one of
the most efficient wien I ha
mm.nmmmwuwmn

LONG, What bothers me s that
the last time he whispered something in
the Benalc:'s .ar, the Benator dig not
say saything,

1 ask the Sc'utor what he sald this
time?

Mr. PROXMINLE. Some of the advan-
tages of having staff members on the
floor I8 that ane cya listen to what they
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“Securiiies and Exchenge Commission

30y, Or : doex - ¢ have to do what peo-
ple wb sper in one's ear, whether 1t be
the Senstor frum Lowsiana or Mr.
Lobel.

X am sure there have been things that
the Senator from Loulsiana hes whis-
pered in my ear that he would not want
me to say audibly on the floor and that
there are things I have whispered tn hiy
car that I would not want him to say
audibly ot the floor.

‘Mr. LONG. That Is a fair proposition,
The Senator may make his speech and
T will not Interrugt him any more,

Mr. PROXMYRE. Fifth, Con .ase must
take immediate steps to cure this cancer
in ous ecohomy. Congress must develop
& much more ratlonal and less expensve
means of achleving the supposed objec-
tive of our present system—a secure
source of oll during emergencles.

TAR PACTS

On the brslc {ssue, Senator Lone and
Iagre.. The ofl companies do pay & much
lower proportion of thelr earnings to the
Pedera! Government in taxes than do
other industries.

8enator Lowa's figures shiow that the
ofl fndustry pays about 24 percent of its
net Income in Federal taxes, while the
average manufacturing company pays 42
pereent of ita net income in Pederal taxes.

However, these figures overstate the
actial tax burden on the ofl industry be-
oause net fncome as defined for tax pur-
posts does not include substantial
amounts thet have deducted
through the use of tax loopholes. Met in-
come for tax purposes or taxable income,
1t you wish, i usually lower than actual
income or in the accountant's term, pre.
tax book net income and the smaller the
basis against which tax burden is meas-
ured the greater the apparent tax burden.

The taxable income ol the ofl industry
1s approximately half of ita actual in-
come. According to the Statistics of In-
come for 1865, published by the Internal
Revenue Bervice, only 44 to 51 percent
of the ofl industry’s actual income—de-
pending on how one treats the tax
oredit—is considered to be taxable in-
come, whau.lo‘ b 97 percent of the sctual

June 26, 1969

and the Federal Trade Commission.
‘These figures I want to emphasize rep-
resent the actusl {nconie of the Indus.
tries; these figwi es ure the ones used by
the companies themselves when report-
ing their 1 to thelr stockhold

Baned on these figures, all manufactur-
ing corporations pald 0.8 percent of
their pretax earnings in Federal taxes In
1968, whereas in 1988 the petroleum re-
fining industry puid only 11 percent of
118 pretax earnings in Federal taxes.

Mr. LONG. Mr. President, will the
8enator from Wi in graclously yleld
one more time?

Mr. PROXMIRE. Very well; I yield.

Mr. LONG. Would the Senator mind
correcting his remarks and say “Income
tax”? It 15 Fedetal income taxes on
which these people receive a break. In
terma of oversll taxes they pay more
than anybody else does. As to one psrifc-
ujar tax, the petroleum industry does get
& break. It Is the only way they cean op-
erate, considering that they are the most
heavily taxed of all taxpayers in America.

80 when the Senator says “Federal
tax,” would he be willing to say “Federal
corporate income tax” or “Federal per-
sonal income tax,” as the case may be?

Mr, PROXMIRE. I shall talk about the
total tax burden in a minute. I do ex-
clude, tt ts true, the Federal excise tax.
My sesumption is that that is & tax pald
by the user of gasoline. When the Scna-
tor from Loulsiana and I go to & gasline
statlon and buy gas, we pay taxes. The
dealer indicates the amounts of Federal
excise tax and State tax.

My computation, according to the way
I have figured the tax, is of the amount
borne by the uscr, not by the Industry.

Mr, LONG. The Senator is excluding
Btate taxes?

Mr. PROXMIRE. That is correct. T am
speaking only of Federal taxes.

Mr. LONG. Would the Senator mind
explaining who pays more money to
friendly foreign governments than any.
body else on earth, so far as industry is
concerned? T am speaking about friendly
forelgn governments. Who pays more
taxes to them than anybody else? The

luding the refining industry. (s con
\dered to be eyl
Atempt to thx burdens on the
beals of taxable income 15 going to greatly
overstate the true tax burden on the oll
Industry, even If, as my good friend Ben-
ator Lowa has uone, we add to the tax~
sble incoms the amounts excluded on
account of the depletion aliowance. The
depletion allowance 1s only one of many
tax loopholes enjoyed by the ol indus-
try. The oll industry also enjoys many
other tax loopholes such as Intangible
expensing which allows the oll indusiry
10 write off in 1 year expenses that other
industries must capitalise over s num-
ber of yoars, 8till another privilege
which 1t enjoys is the ability to write off
ivyslty psyments a8 tax pay-
ments to forelgn governments dollar for
dollar against U8, taxes owed.

A much more accurate comparison of
the tax burden on the oll industry as
compared with other industries can be
obiained from the actusl Income figures
of the various Iniustries published by the

17

can say it in one word. Can he
say what Industry it {a?

Mr. PROXMIRE. That depends on the
kind of taxes the Benator is talking
about. 1s he referring to tnoome taxes? If
he wants to construe royalty payments
a3 taxes, as the petroleum industry is
able to construe them, so far as the In-

Benator
fact, I will agree th L it f.
Mr. LONG. One of the representatives
of the bige oll company in

Louisiana. I
sbout reducing the depletion allowancs
for oversens oll.
He sald, “benator, you can reduce it
al) you want to; but after the forelgn
governments get through ‘putting It to
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“Us, we have 50 mAng excesa tax credita
to carry over we will not owe sany
money here. Cut our forelgn depletion
all you want (o and we atill would owe
you nothing. The same, however, would
not be true of some smaller companies.”
And what does the other lellow pay to
foreign governmenta? All other countyies
tax the foreign operations of their com-
panies on & more generous basis than we
tax ours—or In some cases do not tax
them at all. I think the Benator from
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Tigures in detatl. My analysis indicates
that Senator Lone inmdvertently over-
Atated the total tax burden on Atlantie
Richfleld and, I would assume, on the
om’;r oll compantes reported

. " N

P ng to
Lono's table, Atlantic Richfield paid no
taxes on & net pretax income of
$145,280,000 in 1067, It supposedly paid
10.5 percent of its income, or $15,284,000,
in forelgn and State taxes. It also sup-

Wisoonsin knows that, does he not? If
he does not, he ought to find it out. Let
Benator's assiztant whi 1t In his

ear.

Mr. PROXMIRE 1 will ask Mr. Lobel to
take o seat on the couch

The PRESIDING OFFICER (Mr.
Saxme In the chair). The Senstor from
Wisconsin has the floor. Does he yleld o
the Senator from Loulsiana?

Mr, PROXMIRE. No; I shall continue
with my speech.

Mr. LONG. Does the Benator mean
that he 1 not going to answer my ques-
ton?

Mr. PROXMIRE. No; I shall not yield
turther until 1 have finiahed my speech.

pald 228 or 432,991,000,
of its M In products
and property taxes However, even if we
amume that the foreign taxes are really
taxes and not disguised royalty pay-
ments, thess percentages groatly over-
;ulle the tax burden on Atlantic Rich-

eld.

In order to find out what percentage of
1ts net inoome Atlsntic Richfield pald In
taxes we have (0 find out what Hs net
income was before taxes. This is done by
taking the after tax net income and add-
Ing back the mmount of taxes pald by
Atlantic Richfield.

T oan understand how the Senator from
Louisiana (Mr, Lowa) bacame confused,

which will be in a relatively few
1t 1 aun not interrupted.

As a matter of fact, even If we use Sen-
ator Long's Ngures, the disparity between
the tax burden on the oll Industry and
other industrics is grester than he has
indicated. An securnte comparison of rel-
ative tax burdens requires that we ex-
clude the oli industry from the figures
for all industries, otherwise the low tax
burden on the ofl industry which has
such a large percontage of all indusiries’
profits will drag down thc average tax
burden on all industiies. Likeawise, I

tax revenue lost because of intangibly
expensing, On this basis, using Senator
Lowa’s own figures, we find that the Ped..
eral tax burden o all industries, exclu.
#ive of the ofl industry, amounted to 44.2
percent of their income, while the tax
burden on the ofl industry, .vhlchu:i;

22.2 percent.
TOTAL TAR BURDEN
I now come 1o the subject of the total
tax burd.n. The Benator from Loulsians
has just ralsed the point sbout taxes by
forelgn governments.

Even if we include State and Jocal and
foreign taxes %0 the Federal (ncome
taxes paid by the oll industry, the ol in-
dustry poys es In taxes than moet in-
dustries psy In FPederal taxes alone

Benator Lowe inserted & table begin-
ning on page 85291 tn the May 16 Cow-
ORISEIONAL Racosd showing the total fax
burden, tnch fing State, local, fo wign,
and Poden  axss of some of the major

|
;
!
|

Production, and property taxes which,
a4 Senator Lowg quite correctly polnted
out. my previous figures did not include,

Because I Imve & emall stafl, I could
hot §o through all the Aigures as Senator

However, because the amount of taxes
paid by Atlantic Richtield sserns to be &
bone of contention, I did examine those

A ing to Atlantic Richfield's annua!
repott for 1967, its prelax income was the
quoted by the Senator from Lout-
sana, $145.259,000. However, 1t also
stated that ita after tax income was
$130,008,000. This means that Atiantic
Riohfleld only added back the foreign
and State taxes. It did not add back the
severance, production and property taxes
which the Senator from Louisiana (Mr.
Loma) haa included In his chart. 1f we
add back all the taxes pald by Atlantic
Richfleld 90 its after tax income, we find
that its total tax burden is much lower
than indicated.
Atlantic Richfizld paid the following
percentages of 1ts total prilax income In
taxes In 1967:

Podersl taxed. . ......... actesanannans r 0
Btate and forelgn 1axm. ... _..._...... V4
Seversnce, production, and property
taxe . - 183
This means thst Atlantic Richfield
paid & grand tolal of 27.1 peroent of s
inocome In all taxes, Mederal, Blate, local,
and foreign. Compare this with fust the
PFederal tax burden borne by the average
manufacturing company of 40-plus per-

aequences are, and whether they can be
Jushified.

‘The Foederal income tax is perhaps the
best messure for comparing relative tax
burdens in various industries since it is

18
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a5 neutral as possible: that 1s, the retum
o capital fnvested In one use should nof
be taxed more heavily than capital in.
vested in another use—uniess there 1a nn
overwhelming national need.

In the United States, our economlo
policy has been to rely upon the market
forces to sliocate scarce economlc re-
sources and to intrude upon the market
forces only when thers is & compelling
need 0 do s0. Unequal tax treatment
is & clear intrusion upon market forces.
It Pederal taxes treat income from s
oertain industry more favorably than
other industries, over time under com-
petitive conditions, capital will flow into
the favored Industry until the return on
capital in that Industry {s equal to the
return from capital invested in less fav-
ored industries. This leads to & misalio-
cation of scarce capital, inflationary
pressures, and waste,

I I may quote from Professor r( Eco-
nomics Walter J. Mead's, testinmony be-
fore the Senate Antitrust and Monopoly
Subcommittes:

‘The effect of favored (ax trestmens {s to
Toduce tax costs for olfl compaples relative
t firme (o Lther Industties, These mensrires
taken together sutsirntally ralse the ex.
pected after-tax profit rates oh ofl Mmaustry
oxpioresion and de/clopment rstew in what
would otherwise be submarginal usss of
ACAroe capital. Juvestment in petroleum ox-
plorstion and developmant i3 jndesd ex-
panded to ths point where the efter-tax re-
turn f& spprotimately equal to that which
w be obtalned on alternative uses of

Ol fadustry spokesmwn have defended
Thelr verious subsidien with the question "It
We rvosive all the subsidies which our critics
allege, why Ls OUr rate of return on inveated
osyjtal not substanually higher than other
Ponsubsidised indusuies?” The answer
“his question s that & subsidy will relee the
ProQiy rate at the point In time at which It is
oconferred.

Its eftects, howsver, Are sroded away with
time & ucers react to their more profit-
able situstion by expanding into otheewiss

aress, TTis tos

decline lu the rate of return toward s normal
yield and to reource missliocation as well.

Mr. Pregident, what I am saying Is
that the subeidy to the oll industry does
not resudt in higher profits. It results in
misallocation of resources &8 more capi-
tal enters the ofl Industry, to take ad-
vantage of the tax privileges which the
industry enjoys.

NATIONAL SECURITY AND O TAXYS

1oduetry that they
1 the oll Industry does not hiave all thess spe-
cial breaks

wu:t'n‘ tor that to happen o they can shut
us of.

Pirst, & few facts about the domestic ol
Industry ought to be estadbllahed. 1t 1s &
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wvery healthy ena powerful industry by
auy criterta. In 1968 the combined n
profita of the 12 larzest U.8. ol 3

CONGRESSIONAL RECORD — SENATE

undertaken even without the tax hreaks.
In other words, although tax credita are
d to subsidize the exploration for

wes fust & fruction under $5 billlon. Each
of thote 12 companies, moreaver, has set
new profit records tn cuch of the last 4
years. Just 4 yeais ®go, the profita of
these 12 companies lotaled $3.7 bulion.
During that short span of time. they
have, thus, increased their profits by
just under $1.3 billion—a 33.5-peroent
Increase

According o & survey by the First Na-
tional City Bank of New York p

oll they also subsidize ull tas other ac-
tivities of the oll compsnies which they
would have undertaken even without the
tax subaidy.

The oil depleilon allowance and In-
tangible expensing In 1968 cost the
American taxps, s $2.25 billlon In lost
tax revenue socordiuy to the Treasury
Departmer.c'a Tex Reform Studies end
Propossls submitted to the Pinance
[ , However, in vrder to be fair

in its April 1989 Monthiy Foonomis
Newsletter, a total of 2250 msnufectur-
ing tes sh d a net f of
$26 biliton in 1968, Of the 2,280 com-
panies, the 89 oll companics had a total
net income of $6.1 billlon or almost 25
percent of the after tax earmnings of the
entire Jist. And, arcording to the same
survey, the oil companies as & group
enjoyed the second highest return on
sales of 9 percent, aimoat twice the aver-
age return for all companiea surveyed,
Although the oll tnduatry’s return on in-
vested capitai was 12.8 percent, just
under the 13.1-percent average for the
entire 2,250 companies, this s the result
of our tax policy az was indicated in
Professor Mead's testimony. What hap-
pens is that capitai comes tnto the hands
of Industry to achieve that purpose.

Even if we acoent the thesis that our
national security requires special incen-
tives to encourage domestic cxploration
for ofl, the present tax incentives are
ineficient, inconsistent, wasteful snd
unfalr ways of achieving this goal. I will
not touch upon the other governmental
intrusions into the marketplace on be-
half of of) which acoentuate the waste
of scarce capital such aa the mandatory
ofl import program and Mtate market
proration laws which guarantes high oll
prices, because I have spoken about them
before. However, I do not think we cught
to forget that the ofl industry i3 the
beneficlary of many governmental fav-
o in addition to all those tax breaks.

No one, lesst of all myself, would deny
that national security should be our
prime consideration. However, all the
governmental distortiona of the free
marketplace L0 benefit the all industry
have actually been impairing our nation«
al security. Our national security re-
quires Lhat we have a strong economy
which in tumn requires that we do not
waste out resources. Here we have gov-
emmental policles which afirmatively
encoursge waste of scarce capital and,
1 might add, depletion of our natural re-
souroes all, irony of tronjes, in the name
of national security.

INEFYICIENT
Almost all the tax benefits enjoyed by
the ofl tndustry are tax credits. These

are general policy Lools which benefit any

acttvity that qualifies under the partéou-
lar tax provision. Direct appropiiations
or tures, on the other hand, can
be as seloctive or 88 broad as Congress
wishes

'nntupwclu we have now are sup-

general the oil industry rectives tax
benefita for activities they would have

to the ofl I'dusiry, 1 drink I ourht to use
the estimated long range revenue loss of
$1.6 bi'llon a year. This $1.6 billlon was
spent jost as it Congress had appropri-
ated it with one big difference: Congreas
had no say inhow It was apent. The big
problem with such “back door spending”
s that 1t s seldom reviewed by efther
Congress or the executive brench, uccu-
rate data on its costs and bhenefits are
often difficult to oblain, and too fre-
quently it 18 wasted on activities which
would have been undertaken without it.

This point may be seen easily when we
compare the congressional scrutiny de-
voted to the money spent because of the
depletion allowaice and the money
directly expended for other projects cost-
ing far less. The $1.6 billion in hack door
apending on the oll depletion allowance
and intangible expensing is three times
winat was budueted during facal 1968 for
Federal law enforceraent, 15 times as
wmuch: as the coxt of running our Federal
judicial system, three times the budgeted
smount for school lunch and fond stamp
programs, five times as much as fs
budgeted for low-rent public housing,
wnd four times the allotment for the Al-
lance tor Progreas,

‘The percentage depletion allowance fs
an extraordinary tax benefit because it
permits the u'gree recovery of &n avet-
age of 1v times the original investment
In an oll well. For this reason, the per-~

depletion fon is & subsid

not morely @ mechaniam for the recovery
of capital investment. In addition, that
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report estimates that instead of w 13-
year ofl teseive we wouid only have an
11-year reserve. Surely, this |» enough
time to compensate for any concevable
interruption of our o!l supply.

Fina'ly. I mizght add, the depletion
atlowance feeds the fires of inflation. We
saw, just & few months ago. how the oll
companies raiscd their prices for crude
oll In order to get a larger depletion
allowance and thus hide more of their
income frot taxation,

pr of

the tax code ate aiso extrsordinary be-
cause they permit the immediate tax-
free recavery of most of the costs of ex-
ploring and drilling for ofl. Other In-
dustries can only recover their capltal
investments over the approxinate life of
the eapital equipment. For example, e
farmer (n Wisconsin who buya a tractor
can only recover his capital {nvestment
in it over a pertod of yoars as the tractor
wears out. If. howcser, he had enough
money to invest in oll exploration and
drilling, he could recover his capital in-
vestment in 1 yeur,

Az & matter of fact, the American
consumer does not even get the benefit
of the lower oll prices that he should
from these tax subsidies. Theoretically,
the oll depletion allowance, intangible
expensing, and all the othier tax loop-
holes benefiting the oll industry, are sub-
sidies paid for by the American tax-
payer 1n increased taxes and should re-
sult In lower oll prices. Yet. the anachro-
nistic State market proration laws—laws
which forbid the oll companics (n Texss
or Loulsiana to pump st more than 50
percent of capacity, and. as a matter of
Iact, Texas just cut their allowsble pro-
duction of 400,000 barrels for July, be.
cause that is all the ol compantes
wanted to buy —keep the price of oll at
artificially high levels and thus deprive
the taxpaying consumers of the lower
prices they should be getting.

I can think of no better way to sum
up the deficlencics of these tax provi-
slots than by quoting from the Treas-
ury Depastment's tax atudy which 1
mentionied before:

portion of the p de-
duction which represents ordinary tax-
tree recovery of capital investment costs
is usually recovered more rapidly than
would be allowed by the usual deprecia-
tion methods which other industries are
required to use. Thus, percentage deple-
tion confers two benefits:

Perceniage depletion s & relatively inefi-
clont rosihod of encouraging exploration and

] 1} at y of new re-
serves of Hquid petroleum. This Is o part
dus to the low senaitivity of desired reserve
levels to tho price subaidy represented by
pgmupﬂdmmqn. and In part to the tn-

about 19 times in exceas of actual costs,
and accelerated deductions of Initts}
coats.

It is also remarkably inefScient. The
Department estimated In its
sudy:
The Peders! Government 14 paying. In tax
benefits, about $16 blllion for resources
which the market valucs at §0.19 bilion.

TIn effect, we are paying over $10 for

every $1 in additional oll reserves.

But, says the oil industry:

It we the dep our
Tessrven will disappesr and we will besoms
dependent upon those who control middie
enstern oil.

Y for this purpose,
since over 40% of it pald for forel, producs
tion and l:n‘

production.

The report went on to note, and I think
very signifioan

this is

The investigations reviewed during the
00ures of the study werw in substantial agres.
ment that the currnt situation was one of
onomia Inefliclency, and thet ey chenges
were almost certain to be denefcia! to the
S00ROMY (M the long run.

Let me repeat that:
Any cm‘:mm Almost certatn to be

The Treasury Department analysis in-
dicates that this Is just not true If the
depletion allowance were completely
eliminated, the Treasury Department
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Y in the long run,
There are so Mr. Presl-

iany changes,
dent, downward :: which the depletion

¢ would
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oo INCONAINTENT

Althouch the supposed Justification for
all of oll's tax lovpholes 18 the ulleged
need for more incentives to explore for
domestic sources of oll, outr tax policy fs
contrary to such a gosl, becauss it gives
Rreater incentives to explore in forelgn
countries than here at home. This seems
unbellevahle, but 1t istrue.

Royally payments which are disgulsed
A5 taxes Lo forelgn countries, particularly.
in the Middle East, the area which iy
most likely to cut off our supplies of
foretgn ofl, are credited sgainst U.8,
taxes owed. This means that every dollar
pald by the ol companies o these foreian
countries in disgulsed royalty paymenta
1s 81 less they owe to the US. Govern-
ment. Yet, such paymenis here in the
United States are onlv deductible from
ordinary income, not from the amount
of taxes owed by the companies

The American consutier and taxpayer
18 being taken both ways Not only i he
benring a grest part of the ofl industry’s
falr share of the tax purden, because of
these great tax Incentlves to explore
abraad, but he (s also prevented from
benefiting from all this Liexpensive for-
elen oll, because the ofl Import program
limita the amount of the inexpenalve for-
€lgn ofl that can enter the U.8. market.
All this is done in the name of “natlons!
security.”

8urely, this type of thinking could not
bass the muster of any rationsl man,
The only reason that the over $1.6 billion
in taxes iy being apent this way Is that
Congress has not really reviewsd the oll
tax situation since 1078, when the deple~
Uon alowanc. was set at is present level,
This 18 the gicai foult of tax credits.
They are not sublect to eontinuing scru-
Uny and justification. They grow and
Imbed themselves in our economy until
any connectlon with thelr original ra-
tionale is purely coincidental,

Surely, Congreas can devise some much
cheaper way to provide for a secure
source of oll during emergencies. Be-
tween the ofl import program and all of
oil’s tax loopholes, the American: con-
sumer and taxpayer s beirz forced to
subsldize the ofl Industry by over $7 bil.
lfon a year. It 13 unbelievable that we
€annot devise 8 much cheaper and more
effective way of protecting ourselves
from emergency interruptions of our oli
supplies. :

WASTEPUL

Because all these special tax privileges

have riddied the economic fabric of our
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Adeiman of MIT estimates that If these
economic inefclencies which are en-
couraged by our tax laws could be eliml-
nated, the piice of oll could drop by as
much as $1 a barrel. Professor Bleele of
the University of Houston went even
further He indicated thiat about 95 per-
cent of our present output would still be
produced if the price of oll dropped from
its present level of about $3.50 & barrel
to $2 a barrel.

How can we encoursge these uneco-
nomic condltions in the name of “na-
tional security"?

UNTFAIR

Our tax policy 15 supposed (o be falr.
Fairness in taxation means two things:
First, texpayers with simllar incomes
should pay stmilar taxes, and seoond.
persons with higher icomes should be
taxed more heavily than persons with
lower incomes.

Our lax policy 50 far as oll 1y con-
ceined s not falr to the American tax-
payer. Those taxpayers who derive their
income from oll pay lower taxes, If any,
than those who get their income from
other sources. This i not fair. The source
of the income should not make any dif-
ference as to the amount of taxes paid.
Why should a person whose lncomic 18
from wages or salary have Lo pay more
in taxes than someone who gets his in-
colne from vil?

Becond, all the oll tax loopholes allow
many high-Income taxpayers L0 escape
from peying taxes or Irom paying their
air share of taxes. This was pointed out
dramatically by former Secretary of the
Treasury, Joseph W. Barr, in testi-
mony before the Joint Economic Com-
mittee. One hundred and fifty-five in.
dividuals with adjusted gross incomes
exceeding $200,000 in 1967 paid no Fed-
eral income tax.

Now, 1 do not claim that all these 158
Individuals with incomes over $200,000
who did not pay any Federal taxes relied
exclusively on the oll tax locopholes to
escape taxation; but I do aay the oil tax
provisions are one of the most important
loopholes through which this Income
escaped taxation.

1 think that we in Congress should also
pay close attention to the statement of
Henry H. Fowler, Mr. Barr's predecessor
a8 Secretary of the Treasury:

Under presant law, 2.2 million familtes with
incomes belnw the poverty level are required
to pay Pedertl income taxes .. . ON the other
hand, there are a sizable number of individu-
als with very high Incomes who pay litle or
no incoms tax. Indeed, although the Federal
iocoma tax is designed and understood to be
s, the fact s that many persons

tal have fallen through these loophok

and been wasted. I have already touched
upon this point before and do not wish
to belabor it, but I do wish to polnt (ut
the findings of one of our leading tax
experts, Arnoid Harberger, Writing for
e Joint Eoconomic Committee in its
study entitled “Federal Tax Policy for
Economic Growth and Stability,” he in-
dicated that it takes about $2 worth of
capital investment in ofl exploration to
produce as much peoduct e $1 of oapi-
tal Invested in other industries, This, in
eflect, confirms Professor Mead's state-
ment about the unecdhomic conditiona
in the ofl industry beeatse of the oil l0op-
holes. As a matter of fact, Professor

with 1peomes of §1 million ar more Actully
pey the same effective rate of tax as do per~
200 with incomes only 1/50th sa large.

How can we in Congress allow e system
to continue which taxes 3.2 million fam-
ilies with Incomes below the poverty level,
yet allows people with incomes over $200,-
000 & year to escape PAYINg any taxes at

" all? Why zhould those below the poverty

level be forced to pay the taxes that
should be pald by the oll barcrs?
WE MUST DO SETTER
(1 may quote frem the Department of
the Interior's study, "US. Petroleum
Through 1980":
(Qovernment) has sought to encourage
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discovery of oll and g by favorable tax
treatment, by \imiting Imports, by making
public lands avaliable tor rminersl femslug.
and by regulaling produciion to provide order
and stabllity while avoiding the physical
Waste of reeources, In doing 80 It has Invoived
1ta0)f tn matters of both supply and price.

We have achieved the goa! stated by
the Interlor Department's report; we
have encouraged the discovery of ofl and
gas. But at what cost?

The cost to the Amwerican consumer
and taxpayer for just the ol import pro-
gram and some of the tax loopholes is
in excess of $7 billlon a year.

The justifications for such excessive
costs nre unconvincing.

1 ask unanimous consent that articles
by Putrick Young of the National Ob-
sarver and Bpencer Rich of the Washing-
ton Post be printed in the Rrcoro at the
conciusion o/ my remarks.

‘The PRESIDING OFFICER. Without
objection, it 13 s0 ordered.

(Bee exhibit 1)

Mr. PROXMIRE. Mr. President, both
of these reporters are fine, hardnosed
newspapermen beholden to no onc and
both aof these reporters reached the con-
clusion that the oll {industry’'s defense of
1ts favored position has not been per-
sunsive.

1 cannot belleve there is not a more
effcient and less expensive way of pro-
viding for & secure supply of ofl during
emergencles than the present system.
The coat of the presrut system has run
away becauso its costs have not been
visible. I can assure you that if Congresy
had to make a direct, appropriation for
such a program the costs would not be
anywhere near $7 billion a year. Cer-
tainly we need of! for our natlonal se-
curity, but we need 1:ts of other things
for our natlons! security, too. One of
these Is & strong economy which docs
not waste Its resources.

I think quite clearly that the oil in-
dustry should be placed on an even foot-
ing with other Industries The oll tax
loopholes should be closed. This would
g0 far toward quelching the fmpending
“taxpayers revolt” by putting fairness
back Into the tax system.

To conclude, I think then we ought to
find cut, as the Bhultz study of the oil
frnport program seems to be doing, what
are our actual necds for oll during emer-
gencles. We should then ascertain what
1s the most efficient. inexpensive way of
assuring that supply. It might be a grant
10 develop the technology needed to pro-
duce oll from: oll shale economically or
it might be cheaper to discover oil pools
on Federal land and then keep that ofl
An reserve_until needed.

‘Whatever solution we declde upon, one
thing is clesr: The present privileged
position of the oll industry must go.

Exxoorr T

[Prom the National Obeerver. May 26, 1969
Tus UNIQUE Bratus oF an InpusTay: How

Tax Buzaxs Have Novaswxp THR On. Boss-

e

(NoTs.~~This 18 the 1ast Of u series Of arti-
clow that explare firsthand and in depth the
ol Industry’s singular position and preroga-
tives in America today. The articles were
pPrepared by stall writers August Uribbin,
Michasi Malloy, and Patrick Young and
senfor editor Rdwin A. Roberts, Jr.)
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in the lats Nineteenth Century, the smass.
ing of great wesith from oll wes enhanced
by the easy ethice of the age. In mors recent
times, many n#w oll fortunes have arisen
and swelled, and they have swelied In fair
ITeRBLTe BOcause the Industry enjoys an ab~
sorinent of tax breaks that no other busi.
ness can makch,

Conastder:

Atiantc Richfield Co. reporied income be-
fore taxes of $377,942,000 In the years 1963
through 1967, but the compuny paid no Fed-
oral lncome tases

Standard Ol of Californts reported tncome
before taxes (o 1067 of $513,087.000 and paid
$8,000.000 1n Pederal corporate income taxes,
or 1.2 per cent.
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taxes should be treated as expenses of doing
businma and should not be allowed to fully
wipe cut the companies’ US tax debt
Western Hemisphere trade deduction
Thia provision aliows U 8 .owned oompa-
nies dolng 98 per cent of thelr business out-
side the United States but within the West-
ern Herlsphere to a special deduction In
fguring their Federsl taxes In effect, it re-
duces Lthe tax rate by 14 potnts, currently
from 828 per cent to 388 per cent This
s done before any foreign tax oredite or
depleMion allowsnies wro taken. It is & pro-
vuwn that mostly rum companiss in the
of Like oil.

Theee 168 are uned In
with atll other advantages. An example will

How can this be done? How te It le to
earn 90 rmuch and pay Uttle or no Feders!
inoome taxes? The answer 1s that the Ped-
erel tax structure provides & host of unusual
tnx sahctuaries for the ofl tndustey.

These tax sancluaries are related to the
coniroversial Machlssport pian, by which
Occidental Petroleum Corp hopes to erect o
hugo refinery tn the tiny town of Machias-
port at the nofmuum uy of Maine. The

pisn to
hurdie the Monl lmport quota lysum for
oll. It is the import quota system, which was
explaijied In detall in The Nauonal Observer
of May 5. as well as restrictions on domestic
production, which were esamined In "The
National Obeerver of May 12, that’ combine
with petroleum’s special tax breaks to give
the UM, oll industry a unique status in the
economy —and to force the American con-
sumer to pay srtificially high prices for many
1) products

1t ts thia unique status that the battle over
Mschiasport has plarsd In the spotlight, and
the Industry is preparing to meet assaults
from any direction.

CASH FOR CHANCY PROIECTS

Oncommon tax advantages provide the ine
dustry with an uncommoniy large cash flow,
which the industry argues (s required for it
figratic and often chancy operations, What
Are theee tax advantages?

Take & look at the more important ones:

Perceritage depletion

011 and natursl gan well operators may de-
duct 375 percent of the gross revenues of
each property before paying taxes, uniess this
figure totals mote than 80 percent of the net
Inccme of the properly before deducting the
depletion allowsnce. Thus, If gTose revenuse
On & property total 6100000, the producer
may take #27.500, before figuring his taxes.
80 long as the net Income of the property
after expenses e 685,000 or more If how-
ever, the net income was. say, $30.000, the
producer would be limited to 50 per cent of
that, or #35,000.

Intangtdle drilling costs

Thase Include such coete of developing &
producing well as wages, fuel, repairs, haul-
ing nupplise, and othec expenses that do not
have 8 salvage value. These “Intangihles’
may be deducted from gross tevenues the

first year. Simlilar expenees Incurred by oiher

1 must be and writ-
ten Off over a number of years,
Foreign tox credits
US. companica ting abroad msy

claim creqit tor taxes paid to foreign gov-
ernmenta on nearly a dolisr-for-doliar be-
sts Thua it & company owed $75,000 10 Uncle
Sam on its profita earned In, say, Baudi Ara.
bia and had pald 880,000 in taxes to lhe
Saudi Arabian government, the foreign-tax
credit would eliminate the texes on that
operation due the US. Treasury. Critice,
however, say that taxes paid Middle Kast
goreerniments by US. oll companies are based
on artificial prics, and that some of these

what s ul might
do for his ofiman client.

Amume the oliman drtlls & well that costs
8100,000 and produces gross reventes of
$100,000 In ite first year. Between 15 and 90
per cent of his expennes will be Intangibie
dtilling costs, which can be written off in
the arst yesr. These Lriclude rentsl of &
drilling rig and the salarien of c-ewmen
Ausume intangible costs of $80,000 ind pro-
duction coets of §5,000. The groes income
©f $100,000 mirus $85,000 In Intangibles and
production coets would leave an income of
915,000,

But he would not psy tnoome taxes on
$16.000; he would pay tliem on §7,600

Here's why: The depletton allowance for
.0ll and gas is 87 8 per cent of the gross ins
coine, but this may not exceed 80 per cent of
the net income of the property. In this exe
ample, the dopletion allowance equals $37,-
500 But the ollman, becatse of the BO per
cent limit, could clatra only $7.600 in de-
Pletion If he chose this method, therefore,
the oliman would have & taxable fncome of

500,

The next year, however, sssuming again s
groes revenus of $100.000 snd production
costs of 88,000, the oflman could iske his
full al of 827.-
500 And his taxable Income would be 987,600,

But a technlque knuwn es “carved-out
production payments” would save the op-
erator many tax dollars. In hie first year
of operation, the ollman's Intangihle costs
limited the amount of deplstion he could
clsim to $7.500. But if he sold his second
year's production In advance—that is. dur-
ing his firet year of operation—-he wouid have
& first-year gross income of $300,000 And a
gross income of $208.000 minus intangibles
and production costs of $85,000 would re-
sult Ih & Airst-year net income of $116.000

The
would oqun 85,000 (378 per cent of $300,~
000) and the ollman would not have reached
the lmit of 50 per cent of net income, or
$57.800. Thus, sithough his gross income for
the first yesr was $200,000. he would have a
taxable income of only $60,000.

‘There is y#t another aspect of this de-
vice. Bince the ollman has already recelved
payment for the oll he produces in his second
yoar of operstion, he will have no income
ot all fn his second year But he will have
production costs vt 85,000, which he ¢an then

Faport a5 an operating lons. And 0, he will be™

able to clam a tax refund frotn the dove
ernment on this “los” by cnrrym; it w0
eATlier years
allowancs, or by npplylng the "Iau" to in-
come from other sources.

The net affect of this maneuver is that
the oilman woukd have taxable incoi
selling the production payment--of $60,000
1n tue first year and minus $5,000 in the sec-
ond year. Witbout the sale of the produc-
tion payment, his taxable income wnuld be
07600 in the Arst year and §67.500 in the
seoond year. The sale of the production pay«
masat thus reduces his taxable Income for the
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two yeara by $12.500

There 1o another forin of production pay-
ment called the “"ABC deal.” It does not lend
1taelf to simple explanation, but perhaps a
sample offered In a US, Tressury Depnrt-
neut report makss the effect sufictently
clear,

“In A recent ABC transaction,” reports the
Treasury Department, “a major 6t company
purchased all the coal properties of another
corporation, subject 1o a reserved produce
{lon payment of $480,000,000 payable out of &
latge percentage of the net profitsa w be
derlved from the operation of the cosl prop-
erties by the buyer. Under present rules, the
buyer excludes from income the $460,000,000
of profits derived from it operation of the
©00Al properties and puld over to the holdes
of the production payment.

“This feature alone represcniz a Federnl
income tax saving o the oll company of ap-
proximately $175,000,000 over the payout pe.
riod, or an annuat tax saving of between
910,000,000 and §$18.000,000 per year depend-
ing on the actusl lenglh of the payout pe-
rlod. (It wan estimated that {t would tuke
7 %0 16 years 1o discharge the produciion
pay nant cut of profits dertved from the op.
eraticn of coal propertles.)

“In vddition, sll of the costs of mining
the coal weed to discharge the production
payment \-ere deducted by the buyer even
though it caplin''zed those coata on 1t bouks
&4 & cout Of acquirin the coal properties™

The Treasury ssys that In 1068, ARC
transactions totaled 81 8) biltion (for Al ex-
tractive Industriep) and ‘esulted in n loss of
revenue to the Federal Covernment of $88.-
000,000. Carved-out prduction paymenty
totaled §540,000,000 In 866 -up from $214.«
000,000 1n 1985~ -and coat the Federal Gov-
ernment §70.000000 (n revenue

PROM TI T JOHNBON YLARS

These figures an taken from reports tesued
by the Tremsury Department during the
Johneon Adminlotration: the repovts in-
cluded & long list of tax-reforin propoesis.
They make up four volumes titicd Tax He-
Jorm Btudies end Propossls U Y. Treatury
Department. The firt three volumes &fe
'l‘nuury Dmom atudiss. The fourth ls

of tax pi
uu oll and ges lndum'y propared for the
‘Treasury by the CONSAD Remarch Curp. of
Pittburgh.

Nelthar the Johnson nor Nixon sdminis-
trations has endorsed the for-ranging re-
forms sought hy Treasury specialists. But
the reports were sent to Capitol Hill and re«
lesaed fointly by the House Ways and Means
Cemmities and the Eenate Finance Com-
mittee,

Included 10 the Treasury's reports is this

i

commen

“In effect, the price of crude oll In the
United 3tates 13 being underwritton by im-
port conols, by state controls on pruduc-
tion, and by favorable tax provisions .. "

The ofl industry’s tax sdvantages affect
not only ite loss privileged competitors but
the whols national economy as well,

The CONSAD report states: The oll and gas
productng industry accounts for about 1.8
por oent of the Oross National Product.
{Reckoned at an annusl rave of §63.4 dllion
in the firwt quarter of 1960.] By tmost conven.
tlonal standards it s not & highly cohcen-
trated industry, but with so enormious au
output, each of the largest firms s & glant
in he sconamy. The five top dumnestic pro-
ducers together scoount for 30 per cont of
the output, the top 20 for 50 per cent,

According (o the U S. Bureau of Minass, the
value of crudis Ol At the wellbead in 1967 woa
$0.4 blllon, and the value of naturul gas was
#29 blliloa. The value of natural gag Uguids,
Hquid fuels extrasted from natural gas, was
812 billlon. The value 6f products shipped
from U.8. refineries in 1967-- the latest year
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for which figures are available—was $30
billken.

The oll Indusity wnwdu that 1t s very
big and very important, Iudesd, ite size and
capent' 'y wre often cited by tndustry
opoke anen 1o defend 1t preferyntial treat-
mert 1y the tax laws, Just s they sre cited
10 dAr o the tmport quota aystem and Rate-
o170 L ocuntold o domestic production.
What the tndustry prefers not O emphasize
arr 0ty profita

Conslder some stutistics contained in the
“Monthly konomic Letier’ for Aprii of this

yoar, publlsbiod by the First Natloaal Ciy
Bnnk of New York City. A survey of 2380
manufscturing companies, divided tato 41
categaries, showed & net jocome 1o 1068 of
326 billion. Nineiy-nine ol producing and
rofining cunparies had s tOtal net Incoms
Jnat year of $6.1 billlon, or aimoet 23 per
cont of the witer-tax serniiigs of the entire
1iat of 2,230 compunien.

Siguificant, too, la the percentage Of re-
turn on seles, sl calculated In the Pirst Na-
tional City Bank study. PUty-fve atrcrart
a4 space oompanies hed a return of 28 por
cant, Eleven auto and truck manufacturas
hed 6.8 per cent. Ninety-two printing and
publiabing fAirms recorded a retwn on sale
of 6.2 pee tent.

The 90 petrcieum companies? They en-
foyed & retttn on sales of 00 per cent.
Only the drug Industry scofed higher, with
42 drug makemw reporting a return on seles
of 95 per cent.

The ol! industty. however. doss not place
na much importanoe ot thess fgures ae it
duss on those thet reflect ite rate of return
on inveslment And, indeed, the Pirst Na.
tioval City Bank reporis that the average
rats ol return ob Net worth for \he 3380
companiss surveyed was 131 per cent In
1068, Up frown 138 per oent In 1047, The
29 oll companies, haowever, had - nm
nt worth In 1888 of 139 per cent,
pared with 138 per cent in 1988, Dnlhh'lls
of return on investment, the oll indusiry
1a slightly below the nativhal average.

Some tilmen, moreovar, My the diffsrenoy
s gremter than it stems beoAuse the Ogures
do not reflact what it actuslly coets to re-
place extractad abl.

the
tro sum Association of Amaerics.

It 12 at thia polnt that the debats over
preferenial tax trestment for the ofl in.
dustcy spproaches the heart of the matter.
Mowt Independent economists have a resdy
snewer for Mr. Jameson,

Prof. Walter J. Mesd, professor of eco-
nomics st the University of Callfornia,
Santa Barbars, told the Senate subcom-
nittee In March of this year:

“The efieet of favored tax tramtment b
$0 reduce thx costs for ofl companies rels-
tire to firms In other Industries. These

ralse

taken
“the especied after-tax profit mates oo ofl
iadustry exp P in.
vetments In what would otherwise be subd-
uurwul uses Gl scarce upuu Investment

h petroleum
umcndnp-nmwmnpo\mﬂmuu
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Mm Urae sa produrers react W thelr more
situation by exy Moy into others
vm submarginal areus Thia expansion leada
to & dacline tn the rate of return toward
» pormal yield and o ressurce misallocatlon
s well
And here Profeasor Mead adds un interost-
W oboervaiiiy in the Jight of the tndus-
try's particularly visivle troubles eariler this
yoar.
““The oll splliiage case 1D the Santa Ber-
bare Channsl i directly related o the sub-
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price of regular gesoline—-excluding taxes---
has tncresased 74 per cent sinco April 1948,
aid 60 per cent since the lsst week in
Decerber 1948,

Ita many tax priviloges give the oll Inaua-
try tremendous caah flowa and thus very
groat financial leverage Some critics argue
that this gives oll an untair advaniage over
competing Induatries But the industry in-
siste the nature of its business requures that
Deavy cash flow,

“It is sesentlal because w0 much ol wur

sidy system. Leascs were | and

Is such high ik that {t lan't

drilitng t

arya because Auch Operstions wers made
profitable by the subsidy legwlation Under
froe market conditlonw, ofl prices would be
substantlally lower, tax oosts s tHally
higher In the oll industry, and profit
iaducoment to buy lemsss tn the Channel
would probably be incking.

“Tu develop otl {rom such sources is to Lse
up more sconomie value than 1 producad.
In eddition to this probable waste of re-
sources, we have the externsl cost (aptly
called ‘spiliover costa’ gven before this ol
splilage oase) of environmental pollution "

Ol industry spokesmen cpuk l'l'mnenl)y

* says John J, Scott, general coun~
sel of Mobil O1f Mr. Scott cited ae An exam-
ple Mobll's operations In Veneruela. Prioy
10 and during World War 11, Mobil 1nvested
between $45.000,000 and $50,000.000 In that
countiry belors geiting any return on i in-
veatment. “If we did not have the caah flow,
we could not have done 11" Mr Bcotl says
What would happen to the industry'a oil
i el lr tha depletion allowance and de-
wore sliminsted
Prank N Ikard, prestdent of the Amers
1can Petroleum Institute, offors thia repiy:
"1 can tell you ono thing that Is apec-
tacular: The aiye of the inveaument in ex-
snd the Industry is

about domestic laxes pald as
gtoss revenue, ‘rm Nlmwum lndunry m:-
aosrch ¥ y pub-
lished a repo:t -hwlng v.mu the mauury

81 conts on each dollar of groes revenue
In 1984 and 1086 This inziudes Fedaral, state,
and looai taxes, but erciudes stato and Fed-
eral product taxes Tha study showed all
business \ orporations paid An Aversge cf 4 8§
centa on each dollar of gross revenus.

TR ACCANT ON SROM

Mo, st forth In thene terms, the oll indue-
try pays six-tenths of s cenl per groes-
revenuc dollar more than the average of ail
incustries,

But the comparison is in grow reventie, and
doea not take Into constderation the cost of
dotng businsen. Thus it & company doing #10
billion a ysar volume had business costs of 89
billton, 1t would probably pay loss In taxes
than & $10 billfon-a-year burinew with cnets
of 88 billlon. The oll industry's Itio of ex-
penses to groas revenue s jower than that of
many other industries.

‘The ofl industry contends that In 1986 1t
waa resporiaible for 0105 blllion tn taxes
Teatifying before the Houss Ways and Means
Committes, M A. Wilght, chalrman of Hum-
bie O1), & subsidisry of Jersey Standsrd, de-
clared:

“Aggregale tax payments on ofl mndustry
operationa in 1968 were §10 B biltion, includ.
lnc 48 bitlon of ucm and sales nu. on

local govesn:

But that 08 billjon Mr. Wright refers to
waa not paid by the oll companies It was
paid by, among other customers, the mo-
torists who buy gasoline at the tadustry's
thousands of Alling stations.

Now consider data from the Treesury's
tax-reform astudy, which shows “ecstimnates
of the effective tax ralsa actuslly paid by

tions. a3 & group and for several in-
dustries.” Here nre the 1963 figures on "ac-
tual {Pedersl) tax on total net income: ™
(In percent]

d 0 per
am of all mvp:: of the Mrﬂ, state, and
men

‘om; to heve to mnle 1 mest the needs of
the American people over the next 13 years.
As & rough estimate, domestic oil explora-
tion and development outisys will have o
bo increaset nbout 30 par cent This means
going from a iittie ivsn than $4 § billion an-
nuslly up to somewhere around § or §7 bil-
Nion, An industry that has Lo make such &
big booat In its apending ks to make profits
1w do ita Job*

Some Industry sources say 0il needs more
tAx breaks, niot less Harold M. | McClure, Jr,

of the As-

sociation of Amwrics, clted ﬂwm bafore

the House Ways and Means Comniittes that

showed & 40 per oent reduction in the num-

ber of wildeat teat wells drilied In 1908 com.
with thu number drilled In 1058,

“It should be recognized.” sald Mr M-
Clure, "that part of these decrenste can be
atiributed 0 wider well spacing and in-
oreased efclencien in all pnuu of artiling
and producing operatio

It's interesting that llt MoeClure should
use the year 1958 as w comparstive figure
for 198R drlllug operations. Bays the
CONBAD report: “The number of wella being
drilled reachad a in 198368, but has
since declined steadily be.» w0 Ha IND level,
over 30 per ceni below the

Mr. McClure told the sensiora further
“To re-emphasize the degree of rlak, only
3 out of every 100 new fOeld wildcata driiled
are likely to And & Aeld iarge envtigh to be
proﬁn!m. e 'h- sum up the situation as
and
dcnxoymnng In tha United au»um there 1o
an obvious need for ore—not less-—ecn.
nomis sUmull.” A wildcat ls an sxperimentat
ot explomtory well.

Mr. McClure uses the term ‘“'‘economic
stimull.” In the ol! business thero are stimull
within stimull. It i not only the major
tax privileges themsolves that benefit the (-
dustry; 1t 1s aleo the secounting involutions
that tbey make possible. A good example of
such an Involution can be found In the uses
to which the deplesion allowaDos s put.

All Industries....... 1.8 Bimply atated, oit compantes shift expenses,
fWwr-tax return 18 approximately equal W petroleum.......... 1 for tax purposss, to the weilhead, whers
that which may be obialned on alternstive 243 depletion may be tlalmed, from refinery or
Uss of capital. . . . - Lumbet ... 9.5 oosts that do not qualify for

“Oll h.” P [ N 1 this deduction.
their varous o with the Other 4.3 In a Benate speech recently, Sen. Willlam
‘Il we recelva all the subsidies which our and critlo of

critics aliege, why 18 ous rate of return on
tnvested capl!

aBswer b0 thils question 1 that » subsidy will
rajee the profit rate at the polst in time at
which 1t s conderred.

“ls olscts, howsver, are eroded away

Only mutual uvmp banks (8.9 w oent)
and savings and (148 per
mt).‘muw u‘: categories

ve rates than lhn oll maum-y

Otlmen the

bommmrhhlymumamﬂ n-
eral inflation. But, according to the OII.:M
G Journal of Apﬂl 14, 1990, the avernge

ol
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oho recelved from the Imterior Departenend
10 questions he had posed:

“Apprrently,” eaid Senetor Proxmtre, “In.
terior had mads an analyste which devaon.
strates that integrated compeptes shifs ln-
come from refining aod marketiog to oli
production in order to minimine tax Uahtif-
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In an ideal world, thia title provides only
that the ol depletion allowance be reduced
lawg than one-haif, from 37.8 per cent to
18 por cent, the percantage now appiicable
o over 40 otMter minaTkls
Mr. Reuds and hie supportesd are ot overly
optitnistic about changing oll's Gepletion
3 now that Preaident

Ues by laing percent P
Thi. wilysis s correct aa was chown by
Ters~a's recent action In increasing the prios
At . oy Tor crude oll by 20 cents & bar-
rel

“Rince Texaco prodiices raoat of the crude
©ll it refines, the increased cost on the 11,000
net barrels a day it buys from outsiders will
be ' than offest by the larger depletion
alionances it will clatm on the ofl wivich It
acllc to Jwelfl. Apparently, Taxsco fslt the
19 per cent of 1 Incomw patd in Federal
income taxes ta 1067 was too high.'

While Senator Proxmirs singled out Texa.
co a8 s example, that compeny s hardly
alone In taking sdvantage of the tax laws
&8 they are on the books.

One of the laws on the books permits ol
compantes to defuct from thelr UB. tax
obligation the income taxes they pay to for-
elgn goverumer.ta. To get as much revenue
a3 possible from the ofl compaenles, oll na-
tions In the Middie Ksat and elrewhere base
thelr tax schevlule on “'posted pricss,” which
are set arbitrarily and are almost alwsys
higher than the aciual price the companies
get for thelir ol).

The result is that American compenies
foust pay foreign gOTErTMAN MOTE IN tAXS
than they would If the tuxes were figured
on the true price for which oil can be sold.
Thus, & poriion of the foreign tax Ls con-
sidered by many critics as not a tax dut a
royalty. Therefore, o0 the arguinent goes,
UB. companies should be permitted to de-
duct from their US taxes only that pert
of foreign taxes that are truly taxes The
other part, which would be considered as
royalties, would then be figured as just an-
other buainess expense.

The o1} compenles, Who are being over-
charzed by foreign governments, don't like
the »ystem of posted pricos any more than
the U 8. Treasury Department doss, but they
aay there’s nothing they can do about ft.

The House Ways and Mesns Committes
has sbout two doeen bills of various sorte
that deal with reforming the tax structure
48 1t affects oil. One Mouse bill \-ould slie.
1nate entirely the dep "R
relates to foreign weils; Malne's Edmund
Muskie has introduced o stmilar bill.

Rep. Beury Reuss, o

Nixon has reiternted his support of the al-
lowance ae it stands.

Navertheiees. says Mr Rauen, “There Is &

sntiment smong  taxpayers that
they are geiting a litle depleted too.”

Iv the Ametrioan system of mmking law,
1t 18 far enster to eatablivh prerogatives than
to sholish or reduce them. To the bene-
Bciary, o fint
» comfort, then w customn, and Ainally a ne-
“essily. And the progression can be carried
still one step further. What of the natlon's
best interests? The lute SBam Rayburn wasn's
the only friend of oll to know when W turn
solemnly and face the American flag.

THE DRPLETION ALLOWANCE

The 373 per cont depleticn allowance for
otl snd natwal gae W probedbly the best
known of all business tax exemptions. Hers's
how 1t came 10 be:

The Bixtesnth Amsadmant, which becams
offective on March 1, 1913, made 1t legal for

10 adessa (ncome taxes. The Reve-
nue Act paased on Oct 3, 1913, provided that
in computing income subject to taxatlon,
peoducers of ores and all other natural de.
posits could claim a depletion deduction pot
1o excend § per cont of the gross value of the
output wt the mins or well

In 1016 the lsw was changed, removing
the Hmitation, but specifying that the total
depletion allowable orer the life of the prop-
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O1L INDUATRY LASHI BATK AT CarrIce
(By Bpencer Rich)

The ol industty, undet abarp sttack by
economiste before a Senate subcommituee
for a system of subatdles that may cost the
public anywhers from 3.7 bitlion to §7 bil-
lon & yesr, got in some whacka of its own
at hearings Ove? recent weeks,

But the indwstry falled 10 answer several
of the most damaging charges leveled by
oarller 1te case tor ot
st least vome fush benefits must be rated a2
plausible but not yet quite convincing.

The vbastc outlines of the divpute are well
known by now. The industry enjoys a num-
ber of tax benefita—Including a depletion
sllowance and the oversese tax crediv--that
are avalinble tn equal messure to no other
induatry.

The net benefit to the Industry In taxes
saved as & result Of thess special provisions
may be as much & 82 bilifon & year.

In addition, an LAport UOta systam started
tn 1950 limite total snnual Imports to about
one-Afth of the § bllljon barrels of oll con-
sumed In this country annually.

More Important, it kesps low cost Midale
Eastern crude ofl, which could be sold at
$32 & barrel delivered to the Esstern Seaboard.
out of the countey except in quota amounts,

Together with production limitations im-
possd by the states of Texss and Louistana,
which produce thres-guarters of U 8. o), the
fmport systems keeps the domestic prics of
oll doliversd to the Bust Oosat at nesrly $3.60
& batrel—or about §1.80 more a barrel than
the poteniial price of tmpotted oll.
that me » result of

erty could not excesd the capltal orig!
invested, or, if the purchase of the pruperty
wad maie Defore March 1, 1313, the fair
market value as of Lthat dete.

A second provision was Introduced in 1918
allowing “‘discovery value depletion”” The
sstimated discovery valus was substituted
s the value to be amortised for all welis
found after March 1, 1913, It wasn't until
1038 that dlacovery value depletion was re-
placed by today's system of percentage deple-
tion for oil and nstursl gas.

Under the 1026 law, any ol or gaa producer,
of Anyons with a financial interest in s well,
Lan deduct 27.8 per cent of his gross income

hes introduced & major tax reforms package,

oue section of which would oll and gae
> 8 per cent,
lowances for 41 other minersls,

and al pres-
onuly at 23 per cent, down (0 18 per oetit.
In Introducing his bill on Jan. 3¢ of this
yoar, Mr. Rouss told the Houss: “Ideslly,
p age dop should be with
cost depletion. But ainoe we are not living

P wanted the figure to be 23
per omt and Benste wanted 30 per oms.
The 37.8 per csut figure for oll and g s
the highest deplotion allywance; other mine.

orals recsive “maller sllowsnces. Metals, for
instance, glnmy for 18 per cent.
The US. Tressury t reports

that, oo an average, pe
rooltlr‘m 19 times the cost of their producing
wel

ugh p ) P

THE TAXES COMPANIES PAY~FCDERAL CORPORATE INCOME.TAX PAYMENTS FOR 1967 OF THE NATION'S

15 LABGEST OfL REFINERS
Home et Feberitn Porcont e
080
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this diferential, the pubdlie pays anywhere
from 637 billlon 10 §7.2 billlon mors for {ta
ol than would be the ¢ess il the world price
of oll were in eflect in the U5

Industry witnesess—including Harold Mc-
Clure of the Independent Petroloum Assn.,
which rep aalier
M. A. Wright of Rumbla Ol (Standard of
New Jotsey's operating subsidiery tn this
ocountry) snd Nobert Duniap of 8un Oli—
Justified this systetn as necesssry o roain-
taln U 8. natlonal sscurity.

it the A "

Dby tax brwaks and Linpart barriens, they seid,

1ts supplies. This Would Thake it vulnersble
to

Wright of Numble estimated that with
ounttnusd import barriers. relaxed slightiy to
sllow rore foreign oll in as U8 nseds in-
creased this Natioh would be able to aupply
8 per own' of It4 needs from domestic
souzces by 1988. With import controls re-
moved, he said, the figure would drop to 48
per cent. which he eaid was too low for na-
Uonal sscurity.

Sen. PBlllp A Hart, /D-Mich),

over the hearings as chalrman of
the Senats Antitrust! Bubocommittes, kept
digging into wWis argument at different vul-
nerable spots, a4 Ald some of his stall mem-
bers. By the tims the latast innings were over,
he bt in
1t cogency.
Por sxampie, Hart kept going back to the

Oll--0ver 100 yeure' supply. The sbale, located
mainly In Colorado, cannoct now he converted

dustry spokesmen
&8 & possible national security reserve.
But they did not reslly snawer the point
Hart sssmed to be making: the shale is there
and if we knew how to convert it we coult
save & sub
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new axploration for well oll Why not allow
much more Importec il fnto the country,
aave & fow biliton dollpra A year and devote
& portics of that to wacking the problem of
making the shale convertible (nto oll ot &
competitive price?

Inwiinr Hecretary Walter J Hickel has
catinktxi It would cost 81 billion to achieve
At v L development breakthrough on
shale B even If {1 oost Aive mes thae Ag-
ure, I* woild still be equal to only & single
yoar's ndded costs resulting from ol import
barriers The same argument goos for efforts
to « .nvert the Natlon's massive cosl reservos
%0 oll and gus ‘The Interior Depurtment is
spending only ¢13 mlilion this year oa re-
search on shale and ooal ldquefaciion and
gasification.

Hale and his chio! economist, Dr John

alr, also kept bringing up tha problem of
tax tncentives to domestic exploration, and
the Industry never anawered

If the purpose of the whole system of tax
bienks and import barriers I8 1O provids US,
companias with Incentives to devote monhey
to exploring for ofl here, then why keep Ln
existonce tax benefits that encourage money
to be diveried into overseas discovery?

Abuut 33 per cent of depletion allowances
clalmed by UB. companles covers overssas
hnldings In sddltion, U8 law permits of!
companies o subtract—dollar for dollar—
from their UB taxesany ‘axes pald to foveign
govarnments

Royaltles can only be deducted from taxe
&nle Incume, hut taxss can be taken directly
off the tax bill tn the full amount padd

One apparent result 12 that & very high
propurtion of total chazges to U8 companies
hy furelgn governments ere olessified s
“taxes” hy those governments, while u much
amsller pration are called roysities.

Another unanewersd (uemtion 4 just how
muoch security thw 78 e actually huying.
Nobody seemed w0 havy any hard Agureg-
worked out on & gatlons a day hasa for veris
ous activities-—on how much oil the US.
reslly needs to protect ite welfare Must it
reslly be 80 per oent? Or could it be leaa?

Industry witnesses concoded that at pres-
ent rates of dlacovery Anad Inctesaing de-
mand, the US will be incressing its imports
over the next generstion anyhow The in-
ference of Industry critica was obvious—why
not Increase them a little faster and save
all that money by getting & bit more low
coat foreign crude now?

The exact chartcter of the national se
curity problem was also a little vague Wright
of Humble appeared to concede at one point
that It was not resily possible to Insist that
domestic productlon remain high in order
to plen for nuclear war.

Tbat kind of altuation would siter con-
ditions o radically that normal calculations
of oll need wnuld probably be meantngless

But then, Ben Edward M Kennedy (D-
Mase ) indicated. It would be & whole new
ball game. In anything short of an all-out
war. he argued at least asome U.8, supplies
from abroad would be avallable: from
Cansds, Venezuels and Caribbean nations,
which now supply the U8, with nesrly all
its Imposte; or from ohe of the many new
p whose P race for k
is flooding the world with oll and causing
what appears to be s long-term dosmtrend
in oil prices everywhere but In the United
Ktates

‘The Hart hearings are now recessed and
the dispute ta moving to a new arena. In
about & week and half, the Cabinet Com.
mittee on Ol Jmoports, headed by Lavor
Becretary Qeorgs P Schultz, will begin re.
celving documer's argulng for snd sgainet
the present Import program. It Is t0 come
up with recommendations on the future of
the prog.am in eix montha.

Mr. PROXMIRE. Mr. President, I sug-
geet the absence of a quorum.

CONGRESSIONAL RECORD — SENATE
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MEMORANDUM

A Ten Year Program of Mineral
Exploration and Research Activity

Revised

This memorandum establishes a framework for a ten year Federal
program of mineral exploration and research work. This program is
designed to reuirect to the areas of greatest need the increased
tax revenues which would be produced if intangible drilling and
development costs were capitalized rather than expensed.

Present tax situation. Under present law, intangible drilling
costs may be expensed currently. See section 263 (c) of the Internal
Revenue Code. This special tax privilege applies both to exploratory
wells and to development wells drilled in established fields. The
first year revenue gain that would be realized if drilling costs were
capitalized rather than expensed is approximately $750 million. See
attachment A. This revenue gain would decrease gradually at‘a rate
of about $50 million per year as increased tax deductions were claimed
with respect to capitalized drilling costs. However, a long-tern
revenue gain of about $300 million annually can be anticipated as a
result of capitalization of intangible drilling costs for tax purposes.
S8ee attachment A.

Present direct expenditures. Estimated fiscal 1970 appropriations
for the United States Geological Survey, the Bureau of Mines, the
Office of Coal) Research, and the Office of 0il and Cas are approxi-
mately $195 million, of which approximately $100 million is for the
Geological Survey, approximately $80 million for the Bureau of Mines,
approximately’ $13 million for the Office of Coal Research , and the
remainder for the Office of 01l and Gas, See attachment B,

The proposal. Under the proposal, intangible drilling and
development costs would be capitalized and recovered through depletion
over the useful life of a well. Over a ten year period, this change
would increase tax revenues by $5,250 million. See attachment C.
Simultaneously, a program of Federal research assistance and Federal
assistance in exploratory drilling wovld be commenced. 'This research
and exploration program will cost $300 million per year. These funds
will be used for the following purposes: :



“?.

a. Increased geologic mapping, including
mappiug of Federal lands on the outer
continental BhELE o+ « « « ¢ o o o o o o o o o $50 million

b. Research on techniques for extracting
1liquid fuels from coal end oil shale:

01) shale . « + + « $50 million
CoBl o o ¢ ¢ o o o 0 million
00 million $100 million

c. Payment of 25 percent of the intangible
costs incurred in drilling domestic ex-
ploratory wells for petrolewn and

mturalgas.o-_...........-..*\120!11110!1
Tom-..-.,.*Bmﬂmon

Drilling payments under the proposal would be includidle in gross
income for tax purposes. As used above, the term "exploratory wells"
refers to wells which are classified as exploratory by the American
Asgociation of Petroleum Geologists. Approximately 8,000 such wells
are drilled annually. See attactment D. The total cost of drilling
and equippingonuch vells is approximately $T75 million rnnually (of
whica about percent 1s atiributable to intangible costs). See
attaciment E.

Results of Proposal. The result of this propossl will be to focus
Federal assistence to the mineiaic indvstricc on the areas of greatest
need, and to eliminate Federal assistance for 1w priority projectswe
such as development drilling in established oil and gas fields. The
proposal will more than double Federal assistance for exploration and
research, from the present §195 million annually to approximately
$500 million annually. Over a ten year period,the proposal will
produce an additional $3 dillion to finance Federal exploration and
research assistance for minerals producers, and will simultaneously
result in a permanent increase in Pederal tax revemues of at least
$,250 mllion. See attactment C. -

The individual wildcatter who makes a business of drilling
exploratory oil and gas wells will be substantially better off under
this proposal than under existing law, because the net cost of his
drilling program will be decreased. This is spelled out in detail
in Appendix F. Consequently, the proposal should provide a substantial
stimulus to exploratory drilling by wildcatters.
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,~ 'Tax Expenditures: Government Expenditures Made
. / Through the Income Tax Systeam
, r/h‘e Annual Report of the Secre?t’.ary of the Treasury for fiscal year 1968
,A/cludes an exhibit which presents -Go;«ernment expenditures for 1968 made
/through ‘the income tax'systlem (Exhibit 29). The availability of the budget
for fiscal year 1970 enables us to present an updating of tax expenditures
to cover the fiscal years 1968, 1969, and 1970. on & basis consistent with
the 1970 budget deta and classifications. The following statement 1s a
condensed and revised version of the exhibit in the Secretary's 1968 Annual
Report with the updated fig;.nrea, '
. Purpose of Analysis ,

This analysis extends the budget to include Covernment expenditures made
through the income tax system. The present Federal income tax structure con-
tains & large number of special deductions,.credits, exclusions, exemptions,
and preferential rates designed to achieve various social snd economic objec-
tives. Most of these specisl provisions serve ends similar in mtu;re to
those served by direct Government expenditures or loan programs, and they
affect the private economy 1n the same way. Ina specific functional area
the Covernment may have direct expenditures, direct Federal loans, Pedersl
insurance or gusrantees of private losns, and interest subsidies vhich repre-
sent alternative methods of accomplishing the purpose which the special tax
provision seeks to achieve.or encourage. This analysis, together with the
fuller presentation in the Secretary's Annual Report, will permit & better
understanding of ;.he smount and allocation of resources on both the outlay

and revenue side of the 1970 budget. .



-1 - .
Extractive industries may choose between two m_ethois ¢t recovering
" capital costs invested jn the developwent, of natural resources. Under one
" method, actual outlays to the extent not immediately expensible may he
deducted as "cost depletion” over the productive life of the property, much
as other businesses may teke deduc:tiom for the depreciation of capital goods.
Alternstively, businesses in the extractive industries may deduct a pre-
scribed percentage of yc;ss iancomwe {at rates ranging from 27.5 percent for
oil and gas to 5 percent for certain minerals, but not more than 50 percent
of netf income) where such "percentage depletion” exceeds "cost depletion.”
Percentage depletion is not limited to the cost of the inveétnnnt as is
cost depletion. The basis for "cost depletion” is reduced to the extent .
oortain costs are recovered through expensing of e ploration and discovery
costs and intangible drilling coste. There 18 no comparable reduction in
*percentage depletion” to allow for costs which are allowed 8s expenses.
Royalties from coal or iron ore deposits are treated as capital gains.

Table 4. Natural Resources

Tex expenditures (in willions of dollars) 1968

Expensing of exploration and development costs 300 1, /
Excess of percentage over cost depletion 2300 1
—Capital gaines treatment of royalties on coal and iron ore
Total Lﬁ

Budget outlsys plus tax expenditures (in billions of dollars)
' e 19
Budget outlays:

Expendi tures ' 1.: 1.2 1.2
Net lending . : ..
Total 1.7 1.9 1.9
Tax expenditures - 1.6 1.7 1.7
Total budget outlays plus tax expenditures 3.3 3.6 3.6
-Jax expenditures as percent of budget outlays olg 9%  90%

1/ In the absence of the expensing of exploration and development costs and |
percentage depletion, the first year revenue effect would be $750 million. /
and $1.5 billion, respectively. The difference from the estimates shown
vhich are based on long-run effect is due to the fact that taxpayers with

= - ~—wpineral properties would initially have little or no tax basis becsuse of
deductions in prior years.

*Less than $50 mi1lion.
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coal dust control,
Provides fs. C of research and ressurce

This pregram & new to be included in the Conservation and
developraent of mineral sgprepristion.

(&m“uﬁdpn;ﬁnlm)

Hokh and sfety...........600 NOA 19,777 12 4, 3.2
£ ows| o 14600 e
Ganers) adwinistretive NOA 1,573 1,647 L7
*ﬂ; Esp. 1.570 1,62t 1,660 »
Selid waste dispenal.......... 903 NOA 3 b 13 PSR -317
: Exp. 3% 3,300 464 -2,836
Miscollanesus sppropriations 403 \ Exp. 15 50 -50
Publie fundes
Heliwm 2
Authorizstion % spend debt NOA W, , 208 } 4,200
recsipts. 210,000
Contract sutherizstion (porme- NOA 3,168
ment, indefimite). Exp. , 838 16,337 } .59 -3,79¢
fonder * 10.00
Intregeoveramental
Advances snd reimbursements. 403  Exp. 3 1% b 1] m
Total Feders! funds Burssw NOGA 3,524 nmw 2,602 4,578
N Exp 81,528 [ 1%, 1] 78, -2,8%0
Truss Funds
€ ibuted hands (p ).403 NOA 2,092 1,900 1,000
Exp. .20 600 1,300 —300
Otice of Caul Rasenrch
Federal Funds
Cowersl and apesial fuader
Salaries snd cxpenens. . .......403 NOA 10,900 13,700 B, —a0
Exp. 11,356 13,500 M.’g 500
£ oS s e i i, ke e s

Estimats continues consarvation of holium at previows level,

(Ducresst in expenditures rusults frem termination of some co-

eparetive agreements with non-Federal agencies,)
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ATTACHMENT C

Financial Results of a Ten Year
Program of Mineral Exploration
and Research Activity Coupled
with a Requirement that Intan-
gibles be Capitalized for Tax

Purposes. .
Increased Exploration and Permancnt Increase
Year Tax Revenues Resenarch Avpropriations in Federsl Revenucs
1l 750 million 300 million 450 million
2 700 million 300 million 400 mil1ion
3 650 million 300 million 350 million
h 600 million 300 million 300 million
5 550 million 300 million 250 million
6 500 million 300 million 200 million
T 450 million 300 million 150 million
8 400 mi11ion 300 million 100 million
9 350 million 300 million 50 million
10 300 million 300 million 0

Totale $5,250 million

3,300 million

2,250 million



broad public-land
leasing power

Tue Derartsiiny of latcrior favors
c.\l.ndmg competitive bidding to wild-
cn lands in the federal domain in
m circumstances., *

But, sccording (o a statcacnt filed
with the Public Land Law Revicw
Commission (etirc), this nictbod

_ would bo used only when compstitive

interest s shown by voncompetitive
olfers. Competitive bidding Is the
means provided by siatute for sclling
federal offshore leases. On federal

fsads onshore, It is limited to proven

structures.

Interior's commients were made as
part of the commission’s .nassive re-
view of mineral leasing law. Changes
will be recommended to Congress
when the virc winds up ity work
Dec. 30, 1970.

Mitchell Melich, Taterlor solicitor,

- also proposed that the y be
© . given broad discretion in  keasing
maticrs now defined by statute.

The proposal would allow the sec-
retary “to permit exploration and lease
or wefl depmsits in the manner and
wader terms and cooditions detzrmined
best under various circumstances.” -

This would leave room for nego-
thated geants for special purposes, such
o8 to foster rescarch or encourage
exploration and dovelopment.

. The secretary could choose from
among various m>thods to obtaio fair
market value—~such as bonus bidding,
reatal bidding, and royalty bidding and
could adjust other sale or kmhold
terms iccordingly
The proposal in elfect calls for the
secretary to manage the federal do-
main under general statutory stan-
dards, stressiag his initiative, rather
than act passively inflexible
statory strictures.”

Taterior also expressed suppoct for:

» Coasolidated oft .:h gas or all
minerl lessing taws [} olaglc
e,

o Removing all acreage llmlmlom
on Jeaschold interests.

o Permitting corporate holding of
leasts where alicn stock owaership
from a nonreciprocating country does
wot exceed 10%. g

o Extending tho primary term of
Seases committed to a federal unit plan
foe the lils of the unit.

. - - " — o . . T
. . T J .
r Ne. of wild«!u_" \
“hres 1969 | 1968 e
s s~ mmxu-“""""' o
Rockies ....... . .. ...l 830 | 5% . - ..
Mid-Continent ~ . ..., m | o168 | ai
Gulf Coost .... .. .. ......... O IR I it
Southwed ...... ...... ... ...l 1334 11,047 . S
WetCoost...........coooivinnnen, W w0
Other ..o o e il WO . E
BRe T o LS L e T iy .1‘ [ig-Sivgy ...'.‘ b
Totoh............... e XH l s | 6 ,
'.i'w!wmuw = )

Perky driﬂﬂing rate tops
last year's 6-month pace

Tue noustey could very well push
well completions above 1968 totals if
the rest of 1969 is as good as the first
hall was, If successful in topping
1968's towal of 32,914 completions, it
will be the first advance in yearly com-
pletion totals slnce 1964,

Tbe Ametican Petroleum Institute
repocts that well completions ln the
US. were up 3.7% over the 1968
first hall. Tots!l footage also was up
to the tuae of 8%.

And this totat drilling gain ‘comes
despite s slower second quarter than
in 1968, Second quarier totals in the
U.S. stood 2t 7,170 wells compared
to 7,282 during the same period of
1968, '

The final total for the finst 6
months, however, stands at 14,149
wells completed compared with 13,382
during the first hall of 1968. Footags
deilled ia the US. passed 69.9 million
1t compared to 64.7 million ia the
first half of 1968.

But the real story Is the heslthy

- wildesttiog revival. Wildeatters drilled

4,121 tests during the first half com-
pared to 3,758 in the 1968 period,
This is an Increase of 9.7%.
Explorers got more for their eflorts,
too. The guccess ratlo in exploration

- during the first 6 moaths was 18.8%

compated to 17.5% in the same period
of 1968,
Drilliag looking up. Alon. with the
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first half totals, there are other good
ll;m in the wind for the rest of 1969.

‘The number of active rotary rigs in
the U.S, this year has shown a steady
increase and the curve upward looks
stronger and smoother than i the pant
couple of years.

Oklshoma and Texas have reg-
Istered increases in wildzatting so far
this yesr. Texas explorers put dowo
1,229 wildcats duriog the first half
compared to 978 in the same perlod
of 1968, Sooncr drillers have finished
271 exploratory holes compared to
195 in the first ball of 1968.

Kansas hasa't caught up with last
year's completion rate yet, but is ex-
pected to any week now.

Rockies t00. The Rocky Mountain
states also are sharing in the fncreased
activity. Wildcattiog ian Wyoming,
Moutana, Colorado, Arizona, North
Dakota, South Dakota, snd Utah s
up 39.3% over last year's count.

More increases are expected for the
temaloder of the year ss driflers coa-
tlave to probe Wyoming and Moa-
tana’s Powder River basin and lato
enstern Colorado’s Les Animas arch
counties.

Drilling records In Wyoming this
year could fall across the board, with
Inceeases in total wells, wildeats, and
footage. Montana's statistics also sre
climbing a; activity continues around
Bell Creek.



Total exploratpry wells drilled in the United States—April-June 1969
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Joint Associatiom Survey
(Seetion 2)

- Estimated Expenditures & Receipts
of U.S. Oil and Gas Producing Ind'ustry'

19655 1966
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TABLE 1

ESTIMATED EXPENDITURES FOR FINDING, DEVELOPING,

AND PRODUCING OIL AND GAS IN THE UNITED STATES, 1966

EXPENDITURES!

Exploration:

a.
b‘

Drilling and Equipping Exploratory Wellu
“Acquiring Undevéloped Acreage”

Lease Rentals and Exp. for Carrying -Leases
Geological and Geophysical

[ Contributions Toward Test Wells
“ Land Dept., Leasing, & Scouting

Other incl. Direct Overhead

Total Exploration

Development :

a.
b'
[\
d.

Drilling & Equipping Development Hells
Lease Equipment

Inmproved Recovery Programs

Other incl. Direct Overhead

Total Developmeni

Production:

a.
b.
C.

d.

Prod. Expenditures incl. Direct Overhead
Production or Severance Taxes
Ad Valorem Taxes

Total Production

G & A Overhead Not Reported Elsewhere

b.'
LIS

Allocated to Exploration
Allocated to Development
Allocated to Production

Total G & A 0verheqd

Drilling & Production Platforms

Total Expenditures?

3

Expenditure ftems are {dentified by numbers and letters
which are the same as those on the 1966 questfonnaire
for Section 2.

38

Millions of

_Dollars

$ 775_/

Bt 77 A

180
378
28
70
128

2,13

1,557
459

Exclusive of federal, state, and local income taxes; pay-
ments of interest; payments for the retirement of debt;

&nd payments to owners as return on investment.



APPENDIX F

Effect of Proposal on 0§l and Gns Wildcutters

The best way to compare the present sysiem of subsidizing
exploratory drilling through intangibles deductions with the
proposed program of direct payments is {0 compute the net cost to
the individual operator of incurring intangidble drilling costs
under both systems, (The net cost of incurring tangible costs is
not affected by the proposal, and, thercfore, need not be consil-
ered). To be rcalisiic , such & corparison should take both un-
successful and successful vells inlo account, because wildcalters
drill many more unsuccessful wells than successful wells.,

Under the present system of subsidizing drilling through the
tax system, an investor who incurs $100,000 of intangible costs is
able to expense those costs in the year incurred, vhether or not
the well is successful. This expensing saves the investor $50,000
in taxes if he ig in the 50 percent marginal tax bracket. Therefore,
the net cost to the investor of incurring $100,000 of intangible
costs is $50,000.

Under the direct subsidy proposal, the investor who incurs
$100,000 in intangible costs for exploratory drilling would put
up $75,000 and receive a $25,000 direct payment (which he would
include in income). If the well is not successful, he would
expense the $100,000 intangible cost as & dry hole cost. His net
dsductions are $75,000 ($100,000 less the $25,000 included in income).
The tax saving on the net deductions is $37,500, assuming a 50 percent
marginal tax rate. Therefore, the net cost of the dry hole is only
$37,500 ($75,000 less $3’{,5005. The driller of the unsuccessful well
is therefore better off under the direct subsidy proposal, because he
is out-of-pocket only 337,500, instead of $50,000 as under present
lawv.

If the well is svccessful, the investor will again put up $75,000
and will receive a dircct peyment of $25,000 which he will include in

* income. The investor will capitalize $100,000 in intangibles and will

recover the capitalized intangibles through depletion over the useful
life of the yell., (The capitalization of intangibles may increase the
total depletion deductions claimed, but this effect will probably be
small and will be ignored in this analysis). Therefore, the net cost
of drilling a successful well will be $87,500 (i.e. $100,000 in intan-
gibles, less a $25,000 direct payment, plus a $12,500 tax on that pay-
ment). The net cost incurred by a driller of a successful well will
therefore be greater by $37,500 under the direct payment proposal than
under the existing tax subsidy system. These increased costs will
normally be paid from the proceeds of production from the succecsful
wvell,
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Hovever, as wildeatters frequently point out, most exploratory
wells are not successful, and, as shown abov:, the net cost of a
dry hole under the direct subsidy proposal is less than under
present law. For this reason, the driller of exploratory wells
will be better off under the dircct payment proposal when we consider
both his sucessful and his unsuccessful wells.

For example, if we assume thal one <xploratory well in ten is
successful, the average driller of ten exploratory wells would
experience a decrease in his net cost for his entire drilling
program under the direct payment proposal. On the nine unsuccessful
wells, the investor would be better off under the proposed system to
the tune of $12,500 per well or $112,500. On the onc successful
well, the investor would be worse off to the extent of $37,500
($87,500 less $50,000). Thus, over the ten well progrem -- nine
unsuccessful and one successful -- the investor would be better off
to the extent of $75,000 ($112,500 less $37,500). This should provide
a substantial stimulus to exploratory drilling by lessening the finan-
clal risks that are inherent in such drilling.

t
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SUMMARY OF THE STATEMENT OF
SENATOR GORDON ALLOTT
BEFORE THE

SENATE FINANCE COMMITTEE
SEPTEMBER 10, 1969

A, Contrary to the statement by the Treasury, the amendments
to section 613(b) and (c)(4) of the Internal Revenue Code on pages 273 and
281 of the bill, pertaining to oil shale, should be retained,

1. Changing the point of application of the 15% depletion
allowance to the first point at which it is of any use, i.e., after
retorting, is a minimum reform.

2. This reform is equitably required to bring the oil
yielding rock within the range of treatment already given
comparable minerals,

3, Only with this reform will it, perhaps, be possible
to even initiate private development and availability of this vast
oil resource for future energy needs of the country, Such

development is now prevented by applicable tax laws,

B. The House passed bill neglected a required reform. Molyh-
denum, which until recent years was a little known metal, has not been
specifically named in section 613(b)(2) of the Internal Revenue Code,

1. Section 613(b)(2) provides the depletion rate for all
non-ferrous industrial metals used as ferro-alloys except for
molybdenum, The failure to specifically so designate it for
that section causes it to fall in the category of unnamed metals
which receive a lower depletion rate but which are different

than molybdenum,
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Summary of Statement, page 2

2. The apparently uninterided discrimination should
cause a Committee amendment to place molybdenum in its
proper category but the emergence of this metal as one with
many vital and unique modern-day roles, such as for rocket
motors and in new electronic procedures, evidences further

the exigency of making this change.

C. The effects of one of the foundation tax reforms in the House
passed bill require the serious consideration of this Committee. The
proposed revision to section 4943 of the Code (beginning at page 34
of the bill) would work gross inequities on some exiating private
foundations in requiring them, in effect, to divest themselves of all
stock in excess of 20% of any stock they own in any business enterprise,

1. The purpose of the amendments, to restrict foundations
to charitable ventures and eliminate a tax shelter, would not be
served, but to the contfary, the justification for any special
treatment of foundations would be frustrated,

2. As examples, in Colorado there are two existing
foundations, which would be adversely affected with no

resulting correction of a tax inequity, the El Pomar Foundation

and the Helen G. Bonfils Foundation., In both instances the

intentions of the transfer of the stock as well as of the creators
of the Foundations themselves would be frustrated and the

Foundations rendered unable to accomplish their purposes.
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‘STATEMENT BY
SENATOR GORDON ALLOTT
SENATE FINANCE COMMITTEE
SEPTEMBER 32, 19(9
RE: H.R. 13.70, TAX REFORM ACT OF !969

Mr. Chairman, Iagnreciste the opportunity to appear before you this
morning to discuss three provisions of H. R, 12 7) which are of jaramount
concern to the Rocky Mountain Region.

These are:

1. The proposed change in the point of a; ;lication of the
oil shale depletion allowaunce,

:. The change in the depletion allowance for molybdenum.

3. The inequitable ramifications of those provisions of
H. R. 13.70 which require divestiture by all foundations
of the voting stock of a business enterprise.

I.__OIL SHALE DEPLETION ALLOWANCE

I invite the Committee's attention to the proposed change in the roint of
application of the oil shale denletion allowance which is found on page .51 of
H.R. 13.70. This provision amends section 013(c}{(4) of the Internal Revenue
Code to permit the depletion allowance oa the oil shale to be taken after the
retort process. This imnortant change is accomplished by simply adding a
new subparagraph "(H)" to section 613(c)(?) which defines those treatment
processcs considered as mining.

Mr. Chairman, this is a sample of oil shale as it comes out of the
ground.

Obviously, rock in this state has no commercial value. To apply 8 15%
depletion allowance on rock in this state is meaningless. This oil shale must
undergo complicated and expensive retort processes in order to derive the
liquid kerogen necessary for the production of oil. Only after the completion
of the retort process, therefore, is there a glimmer of economic value. The
House bill recognizes this economic reality and would apply the depletion
allowsnce to the post-retort state of processing.

This ia but an infinitesimal fraction of the enormous reserves which are
found in Colorado, Wyoming and Utah, It is estimated that in Colorado 800
billion barrels of oil lie embedded ia the oil shale formations. A great portion
of this treasure-houss of energy resource is owned by the Federal Government,
Deapite the fact that these fantastic reserves have been known for over a
hundred yoars the development of a viable oil shale industry remains a complete
nullity.

This country has failed to develop an economic method of coaverting
this rock into liquid petroleum, Costs of production have been too grest to
offer industry the inceative to invest the necessary capital to develop
commercial production facilities, As was pointed out in the 1967 hearings
before the Antitrust and Monopoly Subcommittee, the magnitude of investment
for a 50, 000 barrel per day mine and retort facility exceeds $109 million,

Failure to develop realistic and equitable Federal tax incentives has had
a direct bearing on ths unwillingness of business mansgement to commit the
huge blocks of capital requisite for the developmaent of an oil shale industry.

Mr. Chairman, I want to assure members of this Committee that
industry has not been timid in the expeaditure of capital for research and
development to determine the moat feasible method of produciag shale oil from
oil shale. It has been estimated that at least $100 million has been spent by
both private industry and the Federal Government to test the economic feasi-
bility of oil shale production,
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Fage Two

These research and development excenditures have only succeeded in
proving that it is economically infeasible to produce shale oil under the
present tax structure., The retention of the House proposal would be the first
step on the road to providing the necessary economic incentives to create a
viable oil shale industry.

Mr, Chairman, the Administration has opposed the retention of this
provision in the House bill, The Administration has proposed additional
incentive ''should be granted in terms of the research and development objective, "'
The Administration feels this proposal would coastitute "an important breach in
the principle that percentage depletion is to be computed on gross income from
mining, not manufacturing to any extent. "

Mg, Chairman, I believe these objections simply are not in accord
with the facts.

First, asl previously stated, government and industry have invested
nearly $100 million in oil shale research and development. Accordingly, to
suggest that further research and development efforts should be expended
simply overlooks the realities of the present situation,

With regard to the Adminiatration's second objection, under existing law,
treatment processes are coansidered mining for the purpose of applying the
depletion allowance to ores or minerals which are not customarily sold in the
form of the crude mineral product (26 United States Code 613 {c) {4) (D) ).
Examples covered by this section are: lead, zinc, copper, gold, silver,
uranium, fluorspar ores, and potash.

Mz, Chairman, present tax law even considers the loading of coal or
sulfur for shipment as part of ths treatment process. The House bill only
extends the treatment process to include the retorting of oil shale, As such,
it is only "half & loaf" as compared to coal and sulfur since even after retorting
the shale oil is not acceptable as refinery feedstock because retorted shale oil
is hydrogen-deficient and requires hydrogenation before it is acceptable to a
pipeline.

1 point this out because the proposed definition of ''tyreatment processes'
specifically excludes hydrogenation, refining, or any other processes subsequent
to retorting as they may apply to oil shale,

For the present, however, I only ask that the House passed provision be
retained to include these other necessary commercial processes necessary for
marketability of the product, Let us see what effect this provision will have

" upon the possibilities of creating an incentive for the development of an oil
shale industry. If the present provision does not provide sufficient inducement
1 may be back.

Mr. Chairman, despite the importance of the recent North Slope discovery,
projections indicate a requirement for a raix of conventional and synthetic fuels
in the future. Beocause of a long lead-time involved, action is necessary now to
provide the tax climate to assure existence of an adequate oil shale industry
in the 1980's. The tremendous capital outlays, the development of advanced
technology, and the long lead-time should allay any sudden fear of a flood of
shale oil on the market,

My, Chairman, this provisionin H.R. 13270 {s aa investment in the
future energy needs of this country and a hedge against potential interdiction
of foreign supply lines. As such, to paraphrase Neil Armstrong's famous
exclamation from the moon, this would be the first small step for oil shale
development in the Rocky Mouatain Region, but it would be a giant leap forward
for the economic development of this most important energy resource.

Mr. Chairman, for these reasons, I urge the Committes to retain the

provision amending section 613(c)(-'}, found on page 281, line z of H. R. 13270,
as passed by the House of Representatives.
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Mr. Chairman, at this noint in the hearing record, I would like to
have inserted the statement of the Colorado Governor's Oil Shale Advisory
Committee oa this same subject,

(Statement attached)

1. MOLYBDENUM DEPLETION ALLOVANCE

On another subject, Mr. Chairmaa, and with the Committee's
indulgence, I should like to point out oae ianequity in our tax structure which
the House bill fails to correct.

This involves the question of equitable depletion treatment for
molybdenum. )

Mr, Chairman, molybdenum is the only non-ferrous metal to be
excluded from the : epletion allowance category set forth in section
613(b)(2) of the Revernile Code. Under preseat law molybdenum receives
15% under the provisions of section 613(b)(6). It is my belief that due to its
unique properties, it should receive the same depletion treatment afforded
those industrial metals enumerated in section 613(b)(2). Molybdenum is the
only ferro-alloy not iacluded in this section.

As you kaow, the House bill would reduce the depletion allowance oa
section 613(b)(:) industrial metals dowa to 17, Molybdeaum would be
reduced under the House bill to 11%,

I want to mekxe it clear that the objection I raise here today is the
continued discrirsination against molybdenum. My coacern is that this
continued discriminatioa rgaiast molybdenum is due to an oversight and perhaps
a lack of infermatioa with regard to the strategic uses and unique character-
istics of this metal,

Molybdenum is a vitally importaat metal which is chiefly used by the
steel industry as an alloying element, Over 80% of molybdenum produced is
used in thie alloying with iron and steel in making tool steels, stainless steels,
aad a wide -ange of constructionsl alloy steels, as well as special steels for
corrosion resistance and elevated temperature service, Molybdenum also has
smaller but growing use in such ""space age' applications as rocket motors
and electronice, Molybdenum was classified as a strategic mineral under
the Korean excess profits tax and it has been stockpiled as a strategic and
critical material by the United States Govermneat.

At the present time molybdeaumn is entitled to only & 15% percentage
depletion allowance, whereas all the other important ferro-alloys used in
making alloy steel sare entitled to 23%. These other alloys are chromits,
columbium, manganese, nickel, tungsten, and vanadium., There appesrs no
reasonable basis for this discrimination. In fairness, molybdenum should be
included in the »3% category. Equity would seem to require that it should be
treated no differently than other ferro-alloy materials aad, therefore, it
would be appropriate at this time to transfer molybdenum to section 61 3(b)(2)}(B)
of the Internal Reverue Code.

I, REQUIREMENT OF DIVESTITURE BY ALL FOUNDATIONS
OF VOTING STOCK OF BUSINESS ENTER PRISES

Finally, Mr. Chairman, I should like to direct the Committee's attention
to certain inequitable results which would develop if the proposed revision of
section <943 of the Internal Revenue Code actually became law, The provision
in question is found at page 3% of H. R, 13270, This section provides thatifa
foundsation owne more than Z0% of the voting stock of a business enterprise it
must divent itself of sufficient stock to bring such holdinge to no more than 20%.
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Page Four

Mr. Chairman, we have several uaique fouadations, the charitable
purposes of which would be severely imperiled if this proposed change actually
becomes law -- among these are the Helen G. Boafils Foundation and the
El Pomar Foundatioa. :

In 1961, the Helen G. Bonfils Fouadation received a gift of 8 4.% stock
interest in the Denver Fost, subject to the restriction that the stock was to
be sold at & fair price to a trust for the benefit of the employees of that news-
paper &8 the employees purchase interests in the trust. The object of this plan
was to insure that (a) the value of the stock would be devoted to charitable
purposes and (b) the Fost would survive as a vigorous and independent newspaper
owned by its employees. More than <00 FPost employees have purchased
interests in the trust in expectation of the full implementation of the plan,

The Fost stock was thus received by the Foundatioa subject to s plan
requiring complete disposition of such stock in a manner serving the public
interest in maintaining independent newspapers. Accordingly, no substantial
legislative purpose would be served, while a desirable and socially useful plaa
would be frustrated, if this stock were required to be disposed of at a rigidly
fixed time schedule as contemplated by the provisions of the House bill dealing
with this subject,

This eituation will be more fully explained by former Ambassador
Arthur Goldberg when he appears before your Committee on October 8.

Mr, Chairman, the El Pomar Foundation of Colorado Springs is another
Colorado foundatioa which may be severely hampered in its charitable activities
if this divestiture provision of the House bill is snacted into law.

Created under the provisions of the will of Spencer Pearose in 1937, the
El Pomar Foundation contributes to public, educational, scientific, and other
benevolent purpnses in order to encourage aad promote the well-being of the
inhabitants of Colorado. The entire state has been the beneficiary of this
unique and worthwhile foundatioa.

One of the principal assets of the Foundation, however, is the El Fomar
Investment Company whicn ia turn owns und operates the Broadmoor Hotel,
The directors of the El Pomar lavestmeat Company have coasistently placed
service to the community and the general welfare of the inhabitants high on
their list of priorities, Like the Green Briar and the Homestead, the Broadmoor
has placed primary emphasis on the excellence of its service and facilities,
far above the level which would be maintsined to maximize profits, I am sure
that those of you who have stayed at the Brosdmoor will undoubtedly agree with
me that this is an outstanding asset to Colorado,

1 am very concerned that under the proposed revision of section 7943
suggested in the bill, the E1 Pomar Foundation will be required to divest iteslf
of its relationship with the Broadmoor Hotel,

1 have beea particularly impressed by the arguments develoned in
opposition to the enactment of the proposed sectioa 4943 as they relate to the
El Pomar Foundation. Because these arguments are developed in greater
detail by Mr. Russell Tutt, President of the El Pomar Foundation, I should like
to ask that his eatire statemeat be included at the coaclusion of my remarks
oa this subject.

Mr, Chairman, in conclusion, I believe that there is & great deal of merit
in enacting certain limitations on the activities of foundations which are
clearly heyond the realm of charitable or benevolent concern. On the other haod,
1 do believe that amendments to section <943 might be adopted to assure that
this section is structured in such a way so ag to assure that foundations exist
for charitable purposes and aot for perpetuating donor control or for tax evasion,

Mr. Chairman, snd members of the Committes, 1 thank you for your
atteniion on these important matters this morning.
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ATTACEMENT

STATEMENT OF THE COLORALO GOVERNOR'S OIL SHALE
ADVISORY COMMITTEE BEFCRE THE SENATE FINANCE COMMITTEE
Eeptember 30, 1969
The Colorado Governo.'s Qil Shale Advisory Committee urges the Senate
Finance Committes to retain the provisions of House Bill 13270 insofar as such
bill applies to the depletion allowance provided for ofl derived from oil shale.
1. HOUSE BILL 13270 ELIMINATES THE PRESENT INEQUITY WHICH

RESULTS FROM THE TREASURY'S CONSTRUCTICN OF SECTION
613(c)(4) OF THE 1954 REVENUE CODE THAT THE RETCRTING OF

OIL SHALE IS NUT A TREATMENT PROCESS CONSIDERED AS

MINING WITHIN THE MEANING JF THAT SECTION.

Treasury has discriminated against oil produced from oil shale in favor of
oil from conventional sources by holding that the 15 percent depletion allowance
applies to crushed oll shale rock rather than retorted oil. 7Thereis no market for
the crushed oil shale rock since the vast quantities of rock required for the pro-
cessing of ofl from shale are too grest to permit transportation of ¢rushed oil
shale significant distances from the mine portal. Therefore, the only way to deter-
mine the value of such crushed rock is to attribute to it that portion of the value of
the first marketable product (retorted oil) which the aggregate cost of mining and
crushing bear to sll costs necessary to obtain such retorted oll. Since mining and
crushing constitute approximately 50 percent of the total cost of processing oil
{rom shale prior to hydrogenation or other refining, the crushed oil shale rock has
a value of approximately 50 percent of the value of the retorted oil. Thus the effect
of Treasury's position is to accord the oil shale industry an effective depletion
allowance not of 15 perceat, but of approximately 7-1/2 percent. The deterrent
offcct of Treasury's position upon would-be investors in the oil shale industry is
obvious.

Students of the industry look forward to oil shale as a supplemental scurce
of crude to shore up the dwindling domestic reserves, It is inequitable to burden
the new industry with a depletion rate which represents less than half of the rate
intended by Congress and an evan smaller fraction of the rate available to the con.
ventional oil industry.

Treasury's present position not only discriminates against oil from oil
shale as compared with conventional oil, but will zesult in discrimination between
diflferent methods of processing oil shale. Each process for the retorting of of!
shsle will resuit in a different depletion allowance, dopending upon the relative
cost of the process to the aggregate costs of mining snd crushing. In the event that
the extraction of oll from shale by an "in situ' process becomaes feasible, the
inequitios created by the Treasury's position become sven more apparent. Since
no mining or crushing would be used, the depletion allowance would bave to apply
to the value of the retorted oil.

The elimination of the inequity by the House Eill is istent with the
intent of the drafters of Section 613(c){4). It achieves the result which Senator
Byrd hoped would be effected by the Secretary of the Treasury in enacting Section
613(c)(4)(H). In explaining the final bill to the Senate, he said:

« + « + "The conference agreement aleo adds s new subparsgraph
(H) to provide administrative flaxibility in the application of this
provision by providing that the Secretary or his delegate may by
regulation provide for the allowsnce of any cther treatmant process
which is not specificaily denied in the other subparagraphs of para-

graph (4). You 0 o that the Secre use this
subparagraph to squslise trestment insofay ae possible ynder the

different procesning techniques snd with respect to competitive
minerals." (Underlining supplisd for emphavis.)
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ATTACHMENT -- Page Two

Since Treasury bas failed to avail itself of the remedies provided in Section 613
(c)(4)(H), we urge the Senate to eliminate the inequity by adopting the provision
already passed by the House.

1. THE HOUSE PROVISION IS CONSISTENT WITH THE INTENT OF

CONGRESS IN ENACTING SECTION 613(c)(4).

Oil shale is clearly a mineral intended to come within the ambit of
Saction 613(c)(4)(D) as ons "which is not customarily sold in the form of the
crude mineral product. ' Retorting is & substantislly equivaleat process . . .
"used fn the separation or extraction of the product or products from the ore
or the mineral or minerals from other material from the raine or other natural
deposit. " :

A process virtually identicsl to the retort oil sbale is the furnacing of
quicksilver ores now included under subparagraph (D] of Section 613(c)(4). The
inclusion of retorting of oil shale as a treatment process considered as mining,
therefore, does no violence to the spirit or the letter of Sectica 613(c)(4).

. HOUSE BILL 13270 WILL NOT DEPRIVE THE TREASURY OF
REVENUE.

Although the commercial production of oil shale is in the final states of
development, there is no shale ol production yielding revenue to the Treasury
at the present time. Accordingly, enactment of the House provisicn dealing with
oil shale will not adversely affect revenues of the Federal Government. Indeed,
enactment of the House provision will eliminate one of the present major obstacles
to the development of a now domestic industry needed to supplement domestic
sources of petroleumn and will add a substantial source of revenue for the United
States Treasury.

L L
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Before the
Senate Finance Committee
on H.R, 13270

Depletion Rates. Percentage depletion deductions have been provided
by Congress for some hard minerals since 1932. Under present law virtually
all minerals are entitled to percentage depletion. Prior to 1932, Congress
recognized that mineral deposits were lrreplaceable, wasting assets by pro-
viding depletion deductions based upon the discovery value of the mines or
deposits. The depletion provisions have been reviewed frequently by
Congress, and attempts to eliminate or reduce percentage depletion have
always been rejected. -

Demand for minerals in the United States i expected to increase to
four times the present level by the year 2000, Worldwide demand will in-
crease even more, Since mineral production in the United States is not
expected to increase nearly as much, we must also increasingly rely on
foreign sources for minerals,

The mining industry will ;equire tremendous amounts of capital invest-
ment to meet the future demand. Mining now requires more capital per employee
than any other industry and its ability to attract capital will depend upon the
after~tax rate of return, If the industry is to generate the capital to meet the
increased demands of the future, then the present depletion rates should not
be cut.

Effective Dateg. We suggest that all the tax-imposing provisions of the
bill be applied prospectively only.

Mining Exploration. In view of the changes in sections 615 and 617, we
urge that taxpayers who have elacted to treat their exploration expenditures
under section 615 be given another opportunity to elect section 617 treatment.
We also suggest that, in explaining the mine exploration expenditure provisions
of the bill in its report, the Committee make it clear that expenditures after the
development stage is reached are to be treated as development (or production)

expenditures, . ,
¥ Subnitted by Fred W, Peel, Chairman, Tax Committee. Contd. . . . .
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Mineral Production Payments. We believe that if proceeds from sale of

mineral production payments are treated as louans for purposes of depletion com-
putations, the mining industry should not be prevented from accelerating income
for other purposes on the same basis as other taxpayers.

Depreciation. We suggest that buildings constructed by mining companies
t- house their mining and beneficiation facilities and for related operations be
permitted to continue to use double declining balance and sum-of-the-years
digits depreciation subject to full recapiure of depreciation as ordinary income
against profit on sale. We also suggest provision in the law for the depreciation
guideline lives so taxpayers may use useful lives at least as short as guideline
lives without regard to a reserve ratin test.

"Hobby Loss" Provision. We urge that, if section 213 is retained in the
bill, it be revised to make it clear that it does not apply to unprofitable
activities carried on as segments of an overall trade or business conducted
with a reasonable expectation of realizing profit.

Foreign Mining. We sugqest that the entire subject of foreign tax credits
and changes from domestic derpletion rates be put over for consideration when
the Treasury makes its comprehensive proposals on taxation of foreign income.
Any changes in our tax laws that would discourage American mining firms from
securing and developing foreign mineral deposits would be contrary to the
national interest.

We urge rejection of. section 431 of the House bill, Taxpayers get no
double benefit from incuring losses in foreign countries, We also urge rejec-
tion of secticn 432 of the House bill. This provision would penalize taxpayers
paying bona fide foreigr. income taxes by presuming conclusively, without any
inquiry into the facts, chat all the foreign taxes on mining income are royalties.

We also urge rejection of the Treasury's alternative to section 432 and
rejection of the idea of a 60% limit on creditable foreign taxes on mining
income, which is mentioned in the Treasury's statement but no recommended.

Conclugion, The American mining industry has a vital role and has per-
formed it well under our present tax system. It has an even bigger job to do
in the future, and it would certainly be inadvisable to set up tax barriers to
block the accomplishment of that job by changing the present tax treatment of
the industry.
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to the

Senate Committee on Finance
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September 30, 1969

Mr. Chairman:

My name is Fred W. Peel. I am the Chairman of the Tax Committee
of the American Mining Congress and I appear before you today to present the
position of the Mining Congress 5n the provisions of H.R. 13270 that are of
particular concern to the mining industry.

The American Mining Congress is a trade association founded in 1897,
Its membership is composed of (1) United States companies that produce ar;d
process a majority of the nation's ferrous and nonferrous metals, coal, and
industrial and agricultural minerals, and (2) United States companies that manu-
facture mining equipment and supplies. Its headquarters are in Washington,

D. C. It coordinates the efforts of the mining industry to present to the
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Federal Government its views on developing and maintaining a strong and

healthy industry.

DEPLETION RATES

In the form in which it passed the House, H.R. 13270 would reduce
the present percentage depletion rate for minerals now eligible for 23% to
17%, a 26.1% reduction; for most minerals now eligible for a 15% rate to 11%,
a 26.6% reduction; for minerals now eligible for a 10% rate, a reduction to
7%, a 30% reduction; for clay, shale, and slate now eligible fora 7-1/2%
rate, a reduction to 5%, a 33-1/3% reduction; and for sand, gravel, and
other minerals now eligible for a 5% rate, a reduction to 4%, a 20% reduction,

The changes in percentage depletion rates made by the House bill
should be considered in the light of (1) the problems of the past that the
depletion provisions of the present law were designed to solve; (2) the extent
to which the provisions of present law have became integral parts of the basic
economic structure of the industry; and (3) the role percentage depletion can

be expected to perform in the future.

History of Taxation of the Mining Industry

When the Corporate Excise Tax Act of 1909 was enacted, mining com-
panies contended that profits from mining operations were not subject to ordinary
income tax because the minerc were disposing of their capital assets--the

mineral deposits being wasting, irreplaceable assets. The Supreme Court
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decided, however, that the profit was taxable as ordinary income, notwith-
standing the fact that the minerals could not be replaced as manufactured

inventory could. Stratton's Independence v. Howbert, 231 U.S. 399; Von

Baumback v, Sargent Land Co., 242 U.8. 503. These decisions set the
stage for the subsequent problem of fitting the disposition of irreplaceable
mineral deposits into an income tax system designed primarily to tax profits
on replacea’ le items. The Supreme Court also held that mining companies
were not entitled to depletion deductions under the 1909 Act since there was
no provision in the Act for such a deduction.

Ever since the enactment of the first income tax law in 1913, the
mining industry has been allowed a deduction for depletion. The Revenue
Act of 1913 limited this deduction to 5 percent of the gross value at the mine
of the minsrals produced. The Revenue Act of 1916 abandoned the 5 percent
of gross value limitation and allowed a reasonable allowance for depletion
not to exceed the market value in the mine of the products. This Act also
permitted the taxpayer to computa his depletion deduction on the basis of
the cost of the property or its fair market value as of March 1, 1913, whichever
was the greater,

The Revenue Act of 1918 continued the allowance of a depletion
deduction based on cost or the March 1, 1913 value, but in addition provided
also for discovery depletion with respect to mines “discovered by the tax-
payer on or after March 1, 1913 and not acquired “' a result of purchase of a
proven tract or lease, where the fair market value of the property is materially

disproportionate to the cost." In such cases the depletion allowance was
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based upon the fair market value of the property at the date of discovery

or within 30 days thereafter, Discovery value depletion was the forerunner

of the present percentage depletion provisions of the income tax laws.

The Revenue Act of 1921 amended the discovery depletion provision
to limit the depletion allowance based on discovery value to the net income
from the property. The Revenue Act of 1924 further Jimited the depletion
deduction based on discovery value to 50 percent of the net income from the
property.

The Revenue Act of 1926 incorporated the concept of percentage
depletion into the tax law for the first time. That Act substituted a percentage
depletion deduction for oil and gas wells of 27-1/2 percent of gross income
from the property, limited to 50 percent of the net income from the property.
This deduction was in lieu of discovery value depletion. The administration
of the discovery depletion provisions had baen difficult and complex, The
Senate Committee on Finance recommended the percentage depletion approach
"in the interest of simplicity and certainty." No change waz made in this
Act in the method of computing the depletion deduction {n the case of the
mining industry.

Apparently as a result of a "Preliminary Report on Depletion" prepared
by the steff of the Joint Committee on Internal Revenue Taxation in 1929 that
was critical of the application and results of discovery depletion, Congress
extanded percentage depletion to metal mines, suiphur, and'coal mines at the
respective rates of 15, 23, and $ percent in the Revenue Act of 1932, Discovery

value depletion was no longer allowed for those minerals. Mines other than
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those entitled to percentage depletion still had the choice between cost
depletion and discovery value depletion.

There were no further changes in the depletion provisions until the
Revenue Act of 1942 extended percentage depletion to fluorspar, rock asphalt,
and ball and sagger clay at the 15 percent rate applicable to metal mines, The
Revenue Act of 1943 also extended the percentage depletion provision to a
new group of nonmetallic minerals at a 15 percent rate; flake graphite,
vermiculite, potash, bery!, feldspar, mica, lepidolite, spodumene, talc,
and barite. With the exception of potash, the exiension of percentage
depletion to these minerals was for the war period only. This Act also incor-
porated into the tax law for the first time a definition of "gross {ncome from
mining" on which the percentage depletion deduction was computed. This
provision was an outgrowth of controversies between the mining industry and
the Treasury Department over what operations were mining processes for
depletion purposes.

In 1947 Congress made permanent the extension of percentage depletion
to the nonmetallic minerals that had been granted percentage depletion in 1943
for the duration of the war and added the names of the following minerais to the
list entitled to the 15 percent rate; china clay, bentonite, gilsonite, thenardite
or sodium sulfats, trona, pyrophyllite, and bauxits,

In the Revenue Act of 1951 percentage depletion was applied to about
30 new nonmetallic minerals at rates varying from 5 to 15 percent. This Act

also changed the tax treatment of both exploration and development expenditures.
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When the Internal Revenue Code of 1954 was enacted, all minerals
were granted percentage depletion at rates varying from 5 to 23 percent
except soll, sod, dirt, turf, water, or mosses or minerals from sea water,
the air, or similar inexhaustible sources, With the extension of percentage
depletion to virtually all minerals, the discovery depletion provision was
dropped completely.

In the 1954 Code and at times subsequent to its enactment, the
percentage depletion rates for various minerals were increased, Except
for the changes in the rates and except for an amendment clarifying the
definition of "gross income from mining," there have been no substantial
amendments to the depletion provizions applicable to the mining industry
since the enactment of the 1954 Code.

Reviews of Percentage Depletion

The percentage depletion provisions have survived constant attack
since they first became part of our tax laws. Full scale efforts by the
Treasury Department to eliminate or reduce the benefits of these provisions
were made in 1942 and again in 1950, On each occasion the Treasury's
recommendations were rejected and percentage depletion allowances were
extended to additional minerals.

The percentage depletion provisions were incorporated into the 1954
Code, which was the product of a thorough review of the whole income tax
system. Finally, Congress rejected proposals made by the administration
in 1963 that would have had the effect of lowering the depletion deductions

of all of the mineral industries,
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A discussion of the several previous reviews of these provisions would
not be complete without reference to the recommendation made by the President's
Materials Policy Commission, the so-called Paley Commission, in its June
1952 report. This report said:

In short, the device of percentage depletion as an

incentive to minerals exploration is not without its limita-

tions., But no alternative method of taxation has come to

the Commission's attention or could be devised by the

Commission which, in its judgment, promises to overcome

these limitations and still achieve the desired results,

particularly not without seriously dislocating well established

capital values and other arrangements in the industries con-

cerned, with highly adverse effects on supply. Taking the

practical situation as it finds {t, the Commission believes

that any radical alteration of the existing tax arrangements
would be undesirable,

To summarize-~the present percentage depletion provisions are
traceable to the very beginning of the federal income tax., They are a part
of our fundamental tax structure and have a sound economic justification,

It is important that this background be understood by thoge aiming at per-
centage depletion as one of the targets for tax reform. Not only were there
good reasons for Congress' enactment, but percentaga.depleuon has become
an integral part of the economics of one of our most important industries.
The Mining Industry Today

In the year 1367, there were over 15,000 metallic, nonmetallic, and
coal mines in the country. See Appendix A for a breakdown of metallic and
nonmetallic mines by size and mineral. The mining {ndustry produced
tonnages in 1967 valued at over $10 billion with 350,000 production workers.

Their wages and salaries in 1967 totaled almost $2.5 billion. The mining
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industry's contribution to the overall economy was well expressed by Hollis M.
Dole, who, as Assistant Secretary--Mineral Resources, in the Department of
Interior, testified before the Subcommittee on Minerals, Materials and Fuels
of the Senate Interior Committee on July 9, 1969 that:
. « . U.8. minerals provide only some 3 percent of
the Gross National Product. But this is only the beginning--
it is only the point of an inverted pyramid which depicts
our industrial economy resting upon a small but absolutely

essential minerals base,

The impact of that 3% GNP directly results in 40% of the
GNP and indirectly accounts for nearly 75%.

Let's look at it another way: if you were to select 100 °
men as representative of the work force directly dependent
upon minerals production in the U.8., you would find that
it requires only J of these men to mine the ore but it takes
14 to produce the metal and 83 to fabricate, distribute and sell
the ultimate product. If we could get our "man in the straet*

to appreciate some of these facts, we would be making a good
start,

Future Minera] Requirements

The Bureau of Mines has pradicted United States mineral demand to
increase by more than 4 times by the year 2000, wheroas domestic mineral
production projected on the basis of 20-year trends can only be expected to
Little more than double by the end of the century, The Bureau of Mines is
also predicting that there will be a fivefold increase in worldwide demand
" by the year 2000,

According to the latest Bureau of Census median projection, the
population of the U.8. s expected to reach 320 million people by the year
2000. As the standard of living of the expanding population incresses, so

does the per capita consumption of minerals. These factors are expacted to

5§
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account for a doubling of mineral demand by 1985 and further expansion to
more than 4 times present demand by 2000, This is not surprising since, over
the past century while our population grew more than 400 percent, our minerals
consumption grew more than 4,000 percent. By the year 2000 per capita
demand for minerals in the U.S. ’la expected to rise from $150 per year to
approximately $420. |

The following table has been compiled from the Bureau of Mines
projections of United States demand and production for some of the basic
minerals in the years 1985 and 2000. Also included are the projected
requirements for these same minerals by the rest of the world based upon
a projected world population climb to 6-1/2 billion by the year 2000 coupled

with expectations of increased per capita consumption.
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FUTURE MINERALS REQUIREMENTS
As Projected by U.S. Bureau of Mines
for the years 1985 and 2000

(In million short tons)

1/ Millions of long tons
2/ Based on AEC procurement only .

Source: Compiled from Bureau of Mines Commodity Statements, January 31, 1963

- 10-

MINERAL
—ELEMENT U.S. DEMAND U.S. PRODUCTION _REST-OF-WORLD DEMAND _____
Projected Projected Projected
Requirements Upon Trend Of Requirements
last 20 Years

1967 1985 2000 1967 2000 1967 19835 2000
Aluminum 3.7 11.6 29.9 0.4 0.4 5.8 12.0 23.2
Copper 1.5 2.6 4.0 .9 2.1 4.0 8.5 11.8
fron 85.7 118.0 144.0 54.8 38.0 298.9 573.0 807.0
Lead .7 .8 1.1 .3 -0- 2.4 3.8 5.0
Magnesium 2.1 3.4 5.1 2.0 3.7 6.5 120 16.7
Manganese 1.2 1.8 2.4 .1 -0~ 7.1 13.9 18.8
Phosphorus 3.8 6.4 10.5 5.4 8.8 7.6 21.3 35.0
Potassium 3.4 6.3 10.8 2.7 5.9 10.3 22.5 . 38.0
Sodiun 17.3 32.7 60.4 16.5 28.6 35.4 66.2 102.0
Sulphur 1/ 9.3 18.0 32.0 9.1 12.6 18.0 51.0 92.0
Uranjum .001 .08 .2 .001 .049 &/ .001 .08 .2
Zinc-’ 1.3 2.4 3.5 .5 .3 4.0 6.0 8.6

(In million pounds)

Molybdenum 54.5 88.0 130.0 . 88.9 167.9 82.5 122.0 170.0
Nickel 364.9 470.0 $50.0 29.2 87.4 614.0 850.0 1000.0
Tungsten 13.9 34.4 64.2 9.3 13.5 52.5

96.1 126.S
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The predictions of increased consumption are understandable when one
¢ nsiders the increases that have already taken place. For example, 20 years
ago the United States consumed 12 pounds of aluminum per capita; today U.S.
consumption is approximately 4\ pounds per capita. Over the same ZO-year‘
period, Japanese consumption of aluminum has increased from 1/2 pound to 15
pounds. Copper consumption in the developing foreign countries is increasing
at about the same rate. If the rest of the world should increase its per capita
consumption of copper by the year 2,000 to our present level, this would require
annual production of 15 times the amount now needed.

Our primary concern i8 with future United States demand. The increasing
gap between United States demand and domestic production, of course, will have
to be supplied by imports. Pointing out the growing interdependence of domestic
and foreign sources of supplies in what is becoming a world natural resources
economy, Dr. Walter R. Hibbard, former Director of the Bureau of Mines, said in

September of 1966:

Experience indicates that in mineral-related areas about 60% of the
investment flow abroad s to cover depreciation, with the remaining 40%
going into expansion. In view of this ratio, it becomes clear that a
high level of capital input must be maintained to avoid jeopardizing the
total value of these foreign investments. Studies also indicate that the
net return on foreign investments must remain close to recent levels.
Only in this way can enough new capital be generated to sustain invest~
ment rates that can assure a continuirg ability to meet expanding de-
mands for products. . . .

This problem is intensified and complicated by the shifting economic,
political, and social patterns that accompany other changes in our
world, . . .

As with the United States, the appetite of West Europe and Japan for

mineral raw materials has outrun the capacities of economically viable
indigenous resources, . . .

61
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Today, virtually every industrialized country is actively searching
the world for mineral resources that can be developed to help supply
their home demands.

In view of the particularly long lead-time in the mining industry, the
projections of increasing gaps between demand and production are of serious
concern. Lead-time is particularly important in the search for and development
of foreign mineral deposits. Should the Congress, upon review in a few years
of any additional tax burdens placed on U.S. mining abroad, dectde that the
additional taxes were a mistake, the opportunities which arose in the interim

will have been lost forever, and the U.S. as a nation will bscome increasingly

reliant on foreign-controlled sources of raw materials.
As the report of the Paley Commission made clear in 1952, the problem

of meeting future demand for minerals is not one of the existence or nonexistence
of mineral resources. Instead, the problem is whether the United Statﬁ might
find itself priced out of world markets for minerals or be forced to rely on leas
desirable sources, The one meaningful criterion is the cost of producing a unit
of a given mineral. This criterion is central to consideration of the tax treatment
of the mining industry today, because the tax treatment cannot be considered in

a vacuum; taxes are not the only cost increase the mining industry faces. In-
creasingly, the industry will meet federal, state, and local pollution control,
health and safety requirements, increasing aoquisition costs--in addition to
higher taxes--all at a time when it must somehow find ways of profitably extract-

ing the lower-grade deposits that remain.

Tox Treatment and the Future
For most minerals the tremendous future demands will be handled by a

four-pronged approach:

62



-13 -
1. More extensive (and intensive) exploration,
2. Mining lower-grade ore deposits,

3. More research in mineral recovery methods and mining methods, and
/

4. More into..sive investment input in mechanized facilities.
All four of these solutions require more capital~-much more capital. 4s

far as the accessible areas of the world are concerned, the deposits that reveal
themselves with surface outcrops have already been discovered, Today a
minerals exploration program usually starts with aerial photos and may continve
with geochemical surveys, aeromagnetic surveys, electromagneétic surveys,
ground magnetometer surveys, induced polarization, gravity surveys, and,
eventually, diamond drilling or trenching. All of this adds up to tremendous
expenditures. Furthermore, these exploration techniques have by no means
eliminated the risk that the eaxploration will be unsuccessful. The process is

risky as well as costly.

Mineral deposits are irreplaceable and, by and large, the best ones go
first. Thus, as we attempt to meet the increased demand over the next 30 years,
we will necessaiily be forced to go to less desirable deposits- -that is, those
with a lower percentage of mineral content, those that are more difficult to ex-
tract because of a higher ratio of overburden to the mineral, and those that are

legs accessible and more distant from markets.
Research and experimentation in methods of improving the efficiency of

the recovery of desired minerals from crude ores and the improvement of mining
techniques have helped the mining industry to maintain production even though

the richer mineral deposits have been depleted,
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In general, the great production efficiencies have come from increased
mechanization and use of large~scale equipment. If the mining industry is to
fi1l the increased de¢ 13 ;2 for its products from less desirable deposits it will
have to turn to heavier and heavier capital investment. The mining companies
included in Fortune magazine's most recent survey of the 500 largest corporations
had capital assets of $134,000 per employee~~by far the largest investment per
employee for any category of industry. This figure of $134,000 per employee
is understandable when you realize that some companies are now hauling ore
from open pits in trucks that carry over 100 tons a load. A 100-ton truck may
cost as much as $185,000. A dragline operated by two men may cost as much
as $10 million,

The magnitude of the totsl investment needed to put a large-scale,
mechanized mine in operation is 8o great that it presents unique problems of
availability of capital., For example, the Kennecott Copper Corporation re-
cently spent $100 million in a program at its Bingham Canyon open pi copper
mine in Utah merely to maintain copper production at its past levels. The
Freeport Sulphur Company is conlldorlnﬁ a program for an Indonesian copper
deposit in a remote area, where transportation facilities will have to be built
as well as mining facilitios, and it {8 anticipated that the cost will be in
excess of $100 millfon,

The long lead-time--which means funds expended may not begir to yield
a return for years--intensifies the industry's capital problems, Por example,

American Metal Climax, Inc. is engaged in a project to bring the Henderson
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molybdenum mine, located in Empire, Colorado, into production. The total outlay
will be approximately $200 million, The mine will have a capacity of 50 miliion
pounds of molybdenum a year, It has already been in developmant for 4 years,
and it will not be producing until the mid-1970's.

In connection with the rizing cost of mining, it should be pointed out that
additional costs have already beon imposed upon the mining industry in connec-
tion with pollution control, mine reclamation, and mine safety., Mentioning
these facts should not be construed to indicate that the mining industry is
opposed to reasonable regulations in these three areas, but merely to direct
attention to additional cost factors that already must be taken into consideration
by a mining company in determining whether to go forward with a projected min~

ing operation.
The decision to undertake a mining operation is made, in its simplest

terms, by comparing the rate of retun~--after income taxes~--on the funds that
must be tied up in the project with the after-tax yield if the funds are invested
in something else, taking into account differences in risks. In making the
necessary projections before a new project is undertaken, a company will make
its computations of after-tax rate of return and cash flow on the basis of the
deductibility of preproduction expenditures and on the basis of the depletion
allowances,

It depletion deductions are cut, some of these projects simply will not
pass the test of an acceptable after-tax rate of return at present price levels.
In the long run, failure to develop new sources would cut mineral supply, The

effect would be to slow down the development of the whole economy and by
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imposing higher costs for minerals would eventually result in pagsing on the
additional tax burden to the mineral consumers.

It would be a great mistake to view the mining industry as a static
industry where the government could reap a windfall in tax revenues by
cutting back on deductions on existing operations after the mining companies
were committed to these operations on the assumption that the prasent tax
treatment would continue, Entirely aside from the unfairness of such an
approach, it would be self-defeating because the mining industry {s not a
static industry. Our economy is dependent for the foresesable futurs on the
mining industry making the {nvestments necessary for a remendous increase
in production. We operate in a fren enterprise system and we depend upon the
after-tax rate of return to direct the flow of capital into one industry or
another, Even {f the managers of the mining companies wanted to make
unprofitable investments in further {ncreases in production, the capital
would simply not be forthcoming. Investors would no longer be attracted to
the industry. The mining industry must be able to offer investors at least a
rate of return that {s competitive with other {ndustries. It should be able to
offer a better rate than other, less rieky investment prospects. To put it
simply, if the country expects the mining ﬁtduouy to generate the investment
capital to meet the increased demands of the future as it has successfully met
increased demand in the past, then the present depletion rates should not be

cut.
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In view of the phenomenal projected mineral needs for both the
United States and the rest of the world, it seems clear that to achieve any
progress we must move forward from existing policies rather than to cut back,
Clearly, a cut in depletion would {ncresase costs, rendering already low-grads
domestic mines aven less economically viable, and making United States-
owned foreign ventures less competitive vis-a-~vis foreign-owned enterprises
seeking the valuable deposits in the emerging countries. This nation can
{ll-afford such a "giant step backwards, "

The importance of the after-tax rate of return is illustrated by the
example of one company that has reportad to us that it went into a uranium
mining operation several years ago, at a time when uranium had an uncertain
future, on the basis of a discountsd cash-flow rate of raturn analysis that
showed the return ona 1.000 ton-per-day operation would be raduced by more
than 75 perceat 1f the 23 percent depletion allowance for uranium were not
taken into account, The company reported that it undoubtedly would have
decided to discontinue the operation in the absence cf the depletion deduction,
Another company has estimated that its sales price for uranium would have
to be increasad more than 10 percent to maintain the same net after-tax
income if the percentage depletion allowance were to be eliminated. Another
company that has opened a relatively small copper-zinc mine in a depressert
area--an operation that required an initial outlay of more than $4 million-~
reported that under the discounted cash flow method it uses to evaluate
investments, {t is doubtful that it would have undertaken the project if it

were not for the percentage depletion deduction.
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Perhaps a more striking example of the impostance of the present tax
treatment is a case described to us by a company that was considering develop-
ing a copper deposit in an African country. This country required, however, that
the mine be owned and operated by a corporation organized under the laws of
that country. The effect of this would have been that when the income from the
mine was first subject to tax by the United States it would be subject to tax
as dividend income and thus would not be eligible for a percentage depletion
deduction. The company eventually decided to withdraw from the project, though
it had spent several hundred thousand dollars on it, because the inability to
use the percentage depletion deduction reduced the after-tax return to the point
where it was no longer an economically viable investment. This deposit was
subsequently developed by foreign companies.

The present tax treatment of the mining industry has been built into the
investment structure of the industry, and into its price structure. Decisions to
open new mines or expand existing mines have been made on the basis of the
present provisions of the Internal Revenue Code. The prices charged for
mineral products and, indirectly, prices throughout the economy have been
determined by the supply of minerals evoked by the present tax structure.

Annual surveys of the First Naticnal City Bank for the years 1960 through
1968 show an average profit after taxes as a percentage return on net worth
of 11,2 percent for the mining industry compared with 12, 15 percent for manu-
facturing industries. It is clear from these figures that the owners of the mining
companies are not getting an undue profit after ta;(es because of their tax

treatment.
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1t would be ironic if the Senate should cut back on depletion rates for
the mining industry in the same Congress in which it passed $.719. In passing
$.719, the Senate has endorsed the principle of recognition of the national in-
terest in the American mining industry. Surely the first token of that recognition
will not be an increase in tax burden aimed directly at the mining industry.

We strongly urge that depletion rates applicable to the mining industry

under present law be retained by this Committee.

Inconsistencies in Depletion Rates Under the Bill
The blanket reductions were made without regard to the fact that coal

logically should have been in a higher rate category than 10% betnre any re-
duction was applied since all other fuels have higher rates and the general
category of "other minerals" has a rate of 15%. For example, if coal were to
be treated as entitled to a 15% depletion rate before any cuts were considered,
then even the 26.6% cut proposed in the House bill fpr minerals entitled to the
15% depletion rate would leave it with depletion at the rate of 11%.

Even those minerals that were excepted in the House bill from the cut in
the 15% depletion rate (gold, silver, oil shale, copper, and iron ore) were ex-
cepted from the cut only with respect to domestic deposits. Since we are con-
cerned with the scarcity of these minerals and since we must rely on foreign
sources (except in the case of oil shale), there is no reason for cutting their

depletion rate in the case of foreign deposits.

Technically, it is not clear what the provision in the bill for a 15% rate
for domestic gold mines and silver mines actually means. With occasional

exceptions, gold and silver are produced in this country as by-products from
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mines whose products of principal value are lead, zinc, or copper. While
historically the reference in the law to "metal mines" has been interpreted as
providing a depletion rate for metals not otherwise provided for by name in
the Code, this interpretation is proposed to be ovarturnad in the pending pro-
posed regulations under section 613. These proposed regulations would
treat as eligible for the present 15% rate for metal mines all mineral products
from such mines, whether these products are metals or not (unless the products
are eligible for a 23% rate under section 613(b) (2) (B)). If this interpretation,
which we think is erroneous, should be applied to the House version of H.R.
13270, the 15% rate for gold or silver mines in the United States would pre-
sumably not be available for gold and silver produced from other metal mines
in the United States. For example, the rate of depletion on silver from a
lead-zinc mine might be cut to 11%, even though the depletion rate on the
lead~zinc itself would be 17% (23% under present law). Furthermore, under
this interpretation, the effect of the language of the House bill would be to
reduce the depletion rate on iron ore from a domestic mine from 15% to 11%
where the iron existdd in the ground in combination with other metals if the
predominant value of the product from the mine was of the other metals or
minerals. This is not a theoretical example; it occurs where iron sinter (which
i8 in direct competition with the iron in taconites) is obtainad from sulfide ore.
This 18 & technical problem that could be solved by deleting the word "mines"
from proposed section 615(b) (3) (A),
EFFECTIVE DATES
The bill as it passed the House is inconsistent in its treatment of effec-

tive dates for the various provisions. Retroactive application of taxes should
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be avoided wherever possible. Otherwise, some taxpayers will be taxed under
provisions of which they had no knowledge. This is true even though a provi-
sion is made effective on the date of some announcement by the Ways and
Means Committee or on the date that some proposal was made by the Treasury
Department. All taxpayers cannot be expected to keep in touch that closely
with legislative developments. In fact, in a complex area such as the tax
law, taxpayers find it difficult to keep up with changes actually enacted into lav'.

An example of a retroactive effective date is the one proposed with re-
spect to mineral production payments. Treatment of such payments as loans is
made applicable, in the House bill, to production payments created on or after
April 22, 1969. Another example is in the application of recapture rules to
section 615. These rules would be effective for exploration expenditures after
July 22, 1969.

We suggest that all the tax-imposing provisions of the bill be applicd

prospectively only.
MINING EXPLORATION

The bill makes the so-called recapture provisions of section 617 appli-
cable to expenditures after July 22, 1969 to which section 615 applies. It also
allows foreign exploration expenditures to qualify for deduction under section
617 subject to a $400,000 limitation on total expenditures. The net effect of
the two changes is virtually to eliminate the difference in tax effect between
section 615 and section 617, Under the bill, both sections will apply to foreign
as well as domestic exploration expenditures (within the $400,000 limitation)
and deductions under both will be subject to recapture~~that is, the amount of

exploration deduction previously taken on a property that becomes a producing
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mine will be recaptured either by immediate inclusion in income or by denying
an equivalent amount of deplation deductions for the mine. The only difference
remaining between section 615 and 617 treatment is that there will be an overall
limit of $400, 000 on deduction: under 615, including domestic as well as foreign
exploration expenditures, whercas domestic exploration expenditures in excess
of $400,000 can be deducted under section 617.

Under these circumstances, it would be unfair to hold taxpayers to an
earlier election to deduct exploration expenditures under section 615 instead
of under section 617. The reason for electing section 615-~i,e,, no recapture--
disappears under the bill, so’ xpayers should no longer be bound by their
earlier election of section 615 now that the terma of the provision on which
the election was based have been changed. We urge that taxpayers be per-
mitted another election between deducting exploration expenditures under
section 615 and under section 617,

In revising the Code provisions for mine exploration deductions the
Committee should take this opportunity to make it unmistakably clear that ex-
penditures after a mine reaches the development stage are not to be treated
as exploration expenditures for tax purposes. Instead, they are vither develop~
ment expenditures or production expenditures after the mine has left the
exploration stage. It would seem unnecessary to labor this obvious point in
view of the statements in this Committee's report on the 1950 Act when the
predecessors of the present sections 615 and 616 were enacted, but there has
been a persistent misunderstanding of Congress' intent, culminating tn an

interpretation by the Court of Appeals for the Seventh Circuit in its opinion
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in Santa Fe Pacific Railroad Co, v. United States, 378 F.2d 72 (7th Cir. 1967).
Regardless of whether or not the Court reached the correct result on the facts
in that case, the opinion misinterpreted the consequences Congress intended
to be drawn from the shift from the exploration stage to the development stage.
The opinion in the Santa Fe case reached the remarkable conclusion that, having
provided for deduction of exploration expenditures (within limits) during the
exploration stage and having provided for deduction of development expenditures
after the mine reached the development stage, Congress meant to treat tax-
payers as having exploration expenditures after the exploration stage had
ended that were not deductible either as exploration expenditures or as de-
velopment expenditures.

A fair reading of the Treasury Regulations under sections 615 and 616
bears out our interpretation., See Regs.§§1.615-1(a) and 1.616-1(a). We
suggest that the Committee state in its report on the mine exploration
expenditure provisions of this bill, that expenditures after the development

stage is reached are to be treated as development (or production) expenditures.

MINERAL PRODUCTION PAYMENTS

We believe that we should bring to your attention a discriminatory
effect that would result if the provision of the House bill that would treat sales
of carved-out mineral production payments ag loans is adopted in its present
form. Production payments are a type of advance sales. The abuse in the use
of carved-out production payments was cited in the Ways and Means Committee
report as primarily involving the impact of the 50 percent of net income limitation

on the percentage depletion deduction. The discrimination arises from the fact
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that all other taxpayers have the opportunity of accelerating income for other
purpos2s through advance sales. Under the loan approach in the House bill,
this right would he taken away from the mining industry where advance sales
are accomplished by carving out and selling mineral production payments.

The American Mining Congress believes that i procesds from sale of
mineral production payments are treated as loans for purposes of depletion
computations, the mining industry should not be prevented from accelerating
income for other purposes on the same basis as other taxpayers.

DEPRECIATION

Section 521 of the House bill would deny 200% declining balance and
sum-of-the-years digits depreciation on new real estate construction (other
than housing). The provision in the House bill appears to go far beyond the
alleged abuse at which it is aimed. Industrial buildings constructed by the
business firms that use them have not been used for quick write~off and
resale at capital gain rates. Any possibility of abuse in the case of industrial
buildings can be guarded against by providing for full recapture at ordinary
income rates of all depreciation deductions previously taken against profit
on disposition. It is not desirable to discourage investment in such buildings
by denying the depreciation deductions in early years that are provided by
present law.

We suggest that buildings constructed by mining companies to house
their mining and beneficiation facilities and for related operations be permitted
to continue to use double declining balance and sum-of-the-years digits de-
preciation with full recapture of excess depreciation as ordinary income against

profit on sale,
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We also suggest preservation of the simplicity and certainty of the
depreciation guideline lives by law so that taxpayers may continue to use
useful lives at least as short as guideline lives without regard to the reserve~
ratio test. Taxpayers who wish to establigh useful lives shorter than guide-
line lives should be allowed to use the reserve-ratio test to establish their

eligibility for such shorter lives,

SECTION 213 OF THE BILL
Section 213 of the bill is designed to curb the use of so-called "hobby

logs" deductions to offset itncome. While the problem is one of deduction of
expenditures that are for the personal enjoyment of individuals, it is not clear
that the provision in the bill would be limited to individuals. If it applies to
deductions by corporations, then there is a serious danger that it will, at the
very least, create an unwarranted presumption of tax avoidance that will have
to be rebutted in lengthy disputes with Revenue agents in the case of many -~
conceivably nearly all -- mining companies. This problem with the House bill
arises from the failure of the bill to provide a workable standard for recognizing
losses incurred for the personal enjoyment of individuals and from the fact that
the bill would apply to an “activity” catried on by a taxpayer, withont defining
“activity”. If an “activity” means something less than a trade or business,
then many "activities" carried on by mining companies in the course of conducting
their businesses might be considered as carried on without a reasonable expec-
tation of realizing a profit. We urge that, if section 213 1s retained in the bill,
it be revised to make it clear that it does not apply to unprofitable activities
carried on as segments ol an overall trade or business conducted with a reason~

ab!g expectation of realizing profit.
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While the House bill does not repeal percentage depletion on foreign
mines and deposits in the case of the hard minerals, amendments have been
offered to this Committee that would do so, Furthermore, the House bill has
cut the depletion rates on all minerals from foreign deposits and has eliminated
foreign percentage depletion in the case of oil and gas wells outside the
United States.,

Enactment of legislation that would eliminate percentage depletion on
mines located outside the United States would violate the principle of tax
neutrality. Any cuts in depletion rates on foreign deposits would be detr.-
mental, not only to our mining industry. but to our country as a whole,

United States policy toward the development and operation of foreign
mining by United States companies should not vacillate from year to year, If
our Government discourages foreign mining, even for a short period of years,
we will have to live with the consequences for generations. The results of a
repaal of percentage depletion for foreign mines by our Government would be
irreversible because the foreign mineral deposits that would be developed by
nationals of other countries as a result would be lost to our companies forever--
aven though the minerals are esgential to our domestic economy.

The Treasury has stated to the Committee that it is presently develop~-
ing and plans to present to Congress comprehensive proposals relating to the
U. S. taxation of foreign income, A thorough review of our present

philosophy toward the taxation of foreign income is certainly desirable, and,
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with that review in prospect, it seems pointless for the Commit.ee to develop
detailed modification of the present system in this bill, Furthermore, if there
are basic changes made later in the system for taxing foreign income it will be
necessary to adopt complex provisions for phasing out the provisions of
sections 431 and 432 of the House bill, We suggest that the entire subject
of foreign tax credits and changes from domestic depletion rates be put over
for consideration when the Treasury makes its comprehensive proposals.

Mi 1 Reve I ited 8 )
The United States would gain virtually no revenue from denying or ro~

ducing percentage depletion on foreign mineral deposits or other similar tax
changes. Foreign mining income is subject to income tax in the foreign country,
which is eligible for credit against United States tax. Where the effect of elimi-
nating or cutting foreign depletion deductions is to raise the U, S, effective tax
rate above ‘hat imposed by the foreign country, the foreign country can be
expected to raise its own taxes by an equivalent amount.

The sentiment encountered in the countries in which mineral resources
are located, even-though generous tax incentives are offered by them, is
these countries are determined that taxes on income earned therein should be
paid there rather than to the country from which the investment originated.

Many provisions in foreign countries for reduced tax rates are explicitly
geared to the tax rates in the capital exporting country. For example, in
Peru, Article 56 of the Peruvian Mining Code, as amended by Law 16892,
promulgated February 4, 1968, after providing for-reductlnns of tax rates on

income from mines or ore deposits by executive agreement, provides, "The

(4

33-758 O - 69 -~ No, 14-- 86



-~ 28 -
aggregate of the profits tax rate plus that of the complementary tax, in case
of foreign enterprise, shall in no case be less than the global rate of tax charged
in the country or countries where the investments originate, provided that the
differences entail obligation to pay taxes in those countries." In other countries
tax agreements made with individual companies provide for increasing rates to
offset any increase in United States tax.

In any event, the existence of an automatic provision for increasing taxes
to offset an increase in our taxes merely means that the offsetting will take
place immediately. In other countries the same result will follow gradually, so
that any appreciable increase in revenues to the United States Treasury will

soon disappear.

The Committece report on the House bill recognizes, in giving the revenue
effect of the provision to deny percentage depletion on foreign oil and gas wells,
that any theoretical revenue gain will be eliminated in later years by increased
foreign taxes. The report says, "Although a more substantial gain of $90 million
appears possible from repeal of foreign percentage depletion, it is assumed that
in early years these gains will be partially offset by unused tax credits and in
later years will be eliminated by increased foreign taxes." (Part 1, p. 138)
Thus, the effect is to increase the tax cost to United States taxpayers without
increasing our Government's revenues. In the words of Assistant Secretary
Cohen's statement to the Finance Committee, "The end result will be that the
U. S. taxpayer will pay additional taxes to those countries but no additional
tax to the United States."

In some countries the tax laws contain percentage depletion deduction

provisions modeled after ours~-~sometimes with the same depletion rates as are
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provided in our law. Obviously, we could not expect those rates to remain in

effect if we were to eliminate or reduce percentage depletion on foreign deposits.

Discriminating Against Foreign Mining Violates the Tax Neutrality Concept

If Congress were to change the tax law to discriminate against
foreign mining this would be contrary to the principle of tax neutrality that
is the theoretical justification for the United States taxing income worldwide,

A strong argument can be made for taxing only income that is earned
in this country. Our Government has rejected that approach, however, on
the theory that, insofar as our tax rates control the situation, the income
of a United States-based firm should be taxed on approximately the same
basis regardless of where it arises. So long as we follow that principle, we
should not discriminate against income from foreign sources, Elimination of
percentage depletion on foreign mineral deposits would, of course, do just
that.

Thus, 1f Congress continues the policy of taxing United States
taxpayers on their worldwide income to achieve tax neutrality, foreign
mining should not be discriminated against in our tax system,

Our Reliance on Foreign Minerals

At the outset it should be recognized that the mining industry must
go where the minerals are. And many of them are not in the United States--
in some cases domestic reserves can supply a part of our requirements, and
in others there are no domestic reserves. The following table shows imports
as a percent of United States consumption in 1967 for the most important

minerals:
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Table 1

Metals and Nonmetals~-Imports as a Percent
of Consumption, 1967

Metals
Imports as Percent

Commodity _of Consumption
Bauxite 80.5
Beryllium (11 percent BeO) 100
Cadmium 13.7
Cobalt 58.8
Copper 33.5
Gold 14.8
Iron Ore 35.
Lead 41.2
Manganese Ore (35 percent or more Mn) 86.6
Mercury 35.0
Molybdenum 2.0
Nickel 82.3
Platinum Group 91.4
Silver 32,5
Tin 66.3
Titanium: :

a) Ilmenite concentrate 22.6

(b) Rutile concentrate 100,
Tungsten 12.3
Urantum (U304 conteat) 14.3
Vanadium .8
2inc 41,0

Nonmetals

Asbestos 89.5
Barite (primary) 38.8
Boron 32.0
Clays .2
Diatomite 0
Feldspar (crude) .1
Fluorspar 83.6
Graphite (natural) 100,
Gypsum 33.5
Mica:

(a) Block and film 93.6

(b} Splittings 78.9
Phosphate Rock .5
Potash (K0 equivalent) 41.2
Salt 6.9

7.6

Sulfur and pyrites 17.

Note: Data based on 1967 Minerals Yearbook, vol. I and II, Metals, Minerals
and Fuels, U. S. Bureau of Mines, U,S. Bureau of Mines' Commodity Statements
(supplement to Bureau of Mines' Strategic Plan), January 1969.
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The same point is illustrated by the following table, which shows

United States production of a number of minerals in 1967 as a percent of

world production:

Table 2

United States Mineral Production as a Percent

of World Production, 1967

Mineral

Cement

Feldspar

Fluorspar

Gypsum

Phosphate Rock

Potash

Salt

Sulphur Elemental

Bauxite

Copper (content of ore and concentrate)
Gold

Iron Ore

Lead (content of ore and concentrate)
Mercury

Molybdenum (content of ore and concentrate)
Nickel

Silver

Tungsten concentrate (60% tungsten dicoxide)
Vanadium

Zinc (content of ore and concentrate)

Source: Minerals Yearbook, 1967, Vol. I-II,

Table 10, page 37,
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14
39
13
42
46
20
35
47

4

17

4

13
10
10
71

3

12
14
47
10

Table 62, page 59, and Vol, III,
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Even the present relationship of domestic production to domestic
demand understates our future dependence on foreign gources for minerals.
As we pointed out earlier {n this statement, the Bureau of Mines is predicting
United States mineral demand to increase by more than four times by the year
2000, whereas domestic mineral production projected on the basis of 20~year
trends can only he expected to little more than double by 2000, Furthermore,
the Bureau of Mines is predicting a fivefold {ncrease in worldwide demand for
miiwrals by the end of the century.

Thus we are faced with a widening gap between domestic mineral
supply and domestic mineral consumption, and the problem of obtaining
adequate supplies from foreign sources 18 complicated by an even more rapid
increase in foreign demand for minerals,

Facing this future, any changes in our tax laws that would discourage
American mining firms from securing and developing foreign mineral deposits
would be contrary to the national interest,

Our Interest in Controlling Foreign Mineral Sources

There is a clear natinnal interest in the control of foreign mineral

sources to assure an adequate supply of basic minerals for domestic need,

The world supply of commercial mineral deposits is limited, and other
industrialized countries are actively acquiring control of foreign mineral

deposits.,
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A furthe, important advantage of having the foreign sources of minerals
for Unfted States consumption owned by United States firms {s the assurance
of reasonable prices. The United States should not let itself get into a
position where 1t can be exploited by foreign producers withholding supplies
from the market or exerting monopolistic pressures to force payment of
unreasonably high prices.

Furthermore, foreign operations that are United States owned will buy
machinery and equtpment from United States manufacturers and the engineering
and construction will be performed by U.S. companies. Additionally, U.S.
owned companies are more likely to use U.S. smelters and refiners to process
their foreign ores and concentrates.

Balance of Payments Benefits

United States ownership of foreign mineral operations benefits our
balance of payments. Direct foreign investment in mining and smelting abroad,
according to the Office of Business Economics in the Department of Commerce,
produced a total dollar inflow over the eight-year period, 1960-1967, of over
$3.2 billion, of which $2.2 billion were from branch profits, $940 million
were from dividends, and $85 million were from interest. Reflecting a steadily
rising trend, the 1967 figures totaled $596 million, composed of $413 million
branch profits, $167 million dividends, and $16 million intarest.

Taking into account the inflow from royalties, license fees, rentals,
management fees, and service charges, total mining and smelting dollar
inflow exceeded net capital outflows by more than $2.1 billion for the eight~

year period, 1960-1967. The net capital inflow for 1967 was $320 million.
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(The outflow figures for these statistics are contained in the October 1968

edition of the Survey of Current Business published by the U.S. Department

of Commerce. They include reinvested earnings of foreign branches as well
as net capital transfers by United States parent companies.)

Thus the mining industry is now making a substantial contribution
to our balance of payments--even when only the direct benefits from remitted
profits are taken into account. Other indirect henefits include lower cost
imported raw materials than would be possible if they were purchased from
foreign-owned companies and better opportunities for our exporters to supply
machinery and equipment to mines owned by United States firms.

The profits remitted to the United States are derived only in part
from supplying minerals to the United States; they also result from supplying
foreign ores and concentrates to foreign markets. These foreign markets
will offer increasing opportunities as other countries increase their level
of industrial activities and require more mineral supplies.

Erosion of Tax Incentives Offered by Foreign Countries

1f depletion deductions are eliminated or reduced, or if changes are
made in the foreign tax credit that result in higher effective U.S. tax rates
on foreign mining, the tax incentives offered by many foreign countries will
be undercut,

A substantial number of foreign countries are still eager to encourage
private capital to develop their mineral resources. To make this possible

they offer a variety of measures to lower the income tax burdens of the mining
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companies--resulting in tax rates that are comparable to U,S. effective
tax rates with percentage depletion, Typical effective tax rates applicable to
mining income are 37% in Indonesta, 40% in Nigeria, 36% in the Philippines,
25% in Thailand, and 33-1/3% in Canada.

As an example, in Indonesia, following the overthrow of the Suka}no
regime in 1965 by the present Suharto government, the government enacted
Law No. ! on January 10, 1967. The purpose of Law No, 1 was to provide a
tavorable climate so, as the preamble of the law statas, "that foreign capital
should be utilized to the maximum extent to accelerate the economic develop-
ment of Indonesia and to be used for fields and sectors which within a short
time cannot as yet be achieved by Indonesian capital itself.” Law No, 1
provided the authority for the government {n their contract negotiations with
potential foreign tnvegtors to grant specific tax exemptions and relief in the
form of lower corporate tax rates, a tax holiday period up to five years,
axemption from taxes on dividends, sxemption from import duties, accelerated
depreciation, carryover of operating losses, and other tax incentives. Pursuant
to Law No. 1, the Indonesian Government, in 1968, promulgated Mining Regula-
tion No. 18/1968. Besides other tax incentiveg, this law reduced the
Indonesian corporate income tax rate of 60% to tax rates as shown in the

table on the following page.
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Cotporate Tax Rate
Category of Minerals 1_-_10th years 1 -3 ears

(1) Copper, lead, Zinc, Iron,
Titanium, Manganese, Mercury,
Molybdanum, Antimony, Asbes-
tos, Chromite, lodine, Natural 35,0% 42.0%
Asphalt, Diamond, Sulphur,
Kaoline, Jarosite.
(2) . Nickel, Cobalt, Bauxite 37.5% 45 %
(3) Tin 40.0% 48 %
These lower tax rates would become meaningless to United States

companies if U.8. percentage depletion on foreign deposits were repsaled.

Tax Treatment of Companies From §ome Competing Countries
United States mining companies compete with companies from other

developed countries for the opportunity to develop and operate foreign mines.
Many of these countries actively assist their nationals through favorable tax
treatment, These include the following:

France; Unless they elect a different type of tax treatment, French
companies are exempted from tax on income from foreign sources.

French companies may elect to congolidate one or more of their
foreign branches or subsidisries, subject to Government approval, for an
agreed perlod, In such case nonferrous mining oparations have a 15%
depletion allowance for thres yeara (with a 50% of net income limitation), with
the depletion aliowance placed in a reserve for reinvestment within five years,
Electing companies can credit foreign tax against French tax, subject to a

per counfry limitation.
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Japan: Although Japan has a 48% effective corporate tax rate and
a Japanese company is taxed on its worldwide income (with a foreign tax
credit allowed), a Japanese company can charge up to S0% of its investment in
a less-developed country against taxable income. This is an addition to &
reserve that must eventually be restorsd to income, but, in effect, the taxes
may be deferred up to 10 years,

Netherlands: Although the Netherlands provide no specific tax

incentives for investments by a Dutch company in a less-developed country,
if a Dutch company operates atroad through 2 forsign subsidiary the profits
generated by the foreign subsidiary are not subject to Dutch income tax
when they are repatriated. The only requiremsnt for this treatment is that
the subsidiary's profits be subject to tax in the foreign country--regardless
of the form the tax takes and no mattar how low the tax rate,
1f American mining companies operating abroad are handicapped by
a heavier United States tax burden they will be placed at a serious competitive
disadvantags vis-s-vis firms based in countries whose tax systems do not
negate the advantages offered by countries with undevelopsd mineral resources
or, in some cases, actively encourage investment in these countries.
Invastment by U.8. companies in foreign mining has been concentraied
in Canada and in the less-developed countries, as is evidenced by the
following table showing mining and smelting forsign direct investment at
the end of 1967,
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Table 3

Mining and Smelting Industry
Year End Book Value by Major Areas - 1967

§ Millions %

Canada 2,337 48.5
Laun American Republics 1,218 25.3
Other Western Hemisphere 431 9.0
Africa 398 8.3
Neeania 322 6.7
Europe 61 1.3
Asia 43 0,9
Total 4,810 100.0

Source: U.S. Commerce Department, Survey of Current Business,
October, 1968, Table 3, page 24.

While Canada has by far the largest share of our foreign mining investment,
even there a large share of the investment is in areas of Canada that are not
themselves developed.

In addition to the obvious economic advantages to the United States
of developing the mineral resources of foreign countries, important foreign
policy considerations are involved., The United States has a vital interest
in helping less~developed countries, and csrtainly should not revise its
tax system to undercut the attempts of these countrias to attract private
capital for dayelopment.

The arguments zet forth above with respect to redustion or elimina-
tion of percentage depletion on mineral deposits located in foreign countries
apply with equai force to any reduction of percentage depletion generally or

to changes in the epplication of the presant U.S. foreign tax credit provisions
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having the same adverse effect on U.8. mining companies operating abcoad
as the elimination of percentage depletion on foreign mineral deposits.
Foretgn Tax Credit After Loss Years (Sec, 43))

It is a common occurrene in the development of mining properties
to incur heavy expenses during the development stage. These result in losses
until the producing stage of the mine {8 reached, In some cases where mines
are developed abroad the foreign countries pammit these losses to be carried
forward or achjeve a similar result by making income from the mine tax-free
or by taxing it at a reduced rate during the early years of the producing stage,
In other cases, however, the foreign country may provide lttle or no relief
from its taxes on the profits alter the {nitial losses have ceased and the mine
becomes profitable.

The House bill would require a taxpayer using the per-country iimita-
tion on the foreign tax credit to carry forward josses incurred in a foreign
country and use them to reduce {ncome fom such country in subsequent
years before computing the limitation of the foreign tax credit to be allowed
for income taxes patd to that country. Contrary to the Wivs and Means
Committre report, this adjustment {s not limited to cases where the
foreigr country loss produced a United States tax benefit. This proposed
loss curryover, which works to the taxpayer's disadvantsge, is unlimited
in ime-~unlike the usual loss carryforward that is limited to five yaars,

The justification for this provision given in the ‘Ways and Means

Committee's report is that under present law a United Statés taxpayer with
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1973
1974
1975

Total
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losses in a foreign country can obtain “what in effect is & double tax benefit."
This is not comrect. In fact, he pays no less income taxes, United States and
foreign, than a taxpayer with the same income and losses whose operations are all
within the United States.

The bill doas not take account of the fact that a foreign country may allow
losses to be carried back to earlier years (as cur own tax system does).
Consequently, it may require in total U.8. and foreign income taxes far in excess
of the ostensible tas :z'es in some cases. This is illustrated by the following
example of a Canadian branch operation of a U.8. corporation, assuming a 50%‘

tax rate in both the U.8. and Canada:

Taxsble Canadian ’ !‘L‘W

Income (Jogs) __ Tax Groge Jax —Credit Net Tax

$100,000 g $50,000 0 $50,000
(100, 000) 0 (50, 000)ve» 0 (50,000)
100,000 $50,000 $0,000 ($25,000) e~ 25,000
_100,000 50,000 $0,000 {_25,000)e* 25,000
§290,000 $100,000 $100,000 (50, 000) $50,000
Total tax $§150,000
Ovsrall effective tax rate - 75%

#1973 lozs carried back to 1972 for Canadian ta; purposes. Full refund
on 1972 Canadian taxes secured, hence no foreign tax credit
**Special limitation under the bill
***Asgumes other U.S. taxable income in 1973 suificient to absorb the loss
If this provision of the House bill becomes law, the effect will be to im-
pose higher income tax burdens on taxpayecs with foreign operations~-~contrary
to the principle of tax neutrality that is used to justify imposing United States

tax on foreign income. Essentially, the complaint should be directed against
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the foreign taxing authority that fails to allow the initial years' losses to be
carried forward, rather than against the United States taxpayer, Instead of
sacrificing the United States taxpayer as the House bill would do, the Treasury
might attempt to negotiate tax treaties with the countries involved to coordinate
their tax treatment with our own. We urge that this unjustified restriction on
the foreign tax credit be eliminated from the bill.

If this provision is retained in the bill, at least it should be rewritten
to establish as a general principle that it will apply only to the extent foreign
logses are actually utilized to reduce tax on income from domestic sources and
that the losses so utilized will be taken into account in computing the per-
country limitations for subsequent years only when the foreign country has not
allowed the loss either as a carry~back or as a carry-forward or through the

provision of tax holidays or exemptions.

e F A o !
The House bill would apply a separate limitation on the foreiyn tax
credit with respect to all mining income from each country in which any property
producing mining income meets one of three teats. The committee report says
that these tests are "to isolate those cases in which it is likely that the in-
come taxes represent, at least in part, royalties.” The three tests are whether

the foreign country:
{1) requires payment of a bonus or royalty,
{2) holds substantial mineral rights with respect to the property, or
(3) imposes any income taxes on mining income at an effective rate

higher than on other income.
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The three tests are trcated as conclusive presumptions that the income
taxes paid represent royalties to some extant, yet they are, at best, flimsy
reasons for even suspecting that the taxes represent royalties., The fact that a
royalty is paid is certainly not an indication that the tax paid is also a royalty.
The fact that the foreign government holds mineral rights is no indication that
a royalty is appropriate-~for instance, the taxpayer may be paying substantial
royalties to other persons with interests in the minerals or in the surface lands.
Finally, the effective tax rate test is ambiguous in its application and even if
the tax rate is higher on mineral income, the reason may be hased on some
policy consideration of the foreic jovernment that has nothing to do with sub-
stitution for a royalty.

Even if the tests were valid, it would be unfair to impose the special
limitation with respect to all mineial income from a country because the foreign
government holds rights of some sort {n a portion of it. Any limitations based
on thesge tests should be applied only to the excess amounts determined to be
royalt! 3s, rather than applying to the entire amount of the taxes on mining in-
come paid to the country. Furthermore, this provision is more harsh than the
Administration proposal that Congress rejected in 1963, which at least would
have permitied foreign income taxes paid on mining income in one country to be
credited against U, 8, taxes on mining income in other foreign countries.
Finally, the illogic of this provision can be illustrated by the fact that it
will apply to a situation where the foreign tax rate plus the royalty paid to the
foreign government is less than the tax rates paid by other types of taxpayers

in the same country.
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In many cases mining companies process their minerals in a foreign
country beyond the depletion cut-off point under section 613, For example,
ore may be mined in a foreign country and converted or transported in nonmining
operations in the same country. Under the provision in the bill, the {ncome
attributable to processing beyond the depletion cut-off point would not be minera!
income and, therefore, would require a different limitation computation for
foreign tax credit purposes. The foreign government, however, will continue
to impose a single income tax on the profit from the entire operation {(as we
do in this country), and it would be unfair to divide this tax arbitrarily and com-
pute the foreign tax credit for each portion under a different limitation.

This provision would penalize taxpayers paying bona fide foreign
income taxes by presuming conclusively, without any inquiry into the facts,
that all the foreign taxes on mining income are royalties. The Mining Congress
urges that this attempt to fragment the foreign tax credit be eliminated from
the bill.

The Treasury's Suggested Alternative To Section 432

The Treasury opposes the provisions of section 432 of the House bill,
citing as the basis for its opposition some of the same objections that we make
here. The Treasury has, however, recommended an alternative to section 432
that is based upon the belief that, somehow, “here is a "special problem con-
nected with foreign mineral income.” The Treasury's alternative would deny use
against other foreign income of excess foreign tax credits that result from the

U. S. percentage depletion deduction,
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This alternative is not as cnerous as section 432 of the House bill,
and it is not based upon the contrary~to-fact assumption that virtually every
foreign income tax on mining income i8 in part a royalty. There ure, however,
serious objections to the Treasury's proposed alternative. It is a variation on
a proposal that was made by the Treasury in 1963 and 1964 and finally rejected
by Congress when the Revenue Act of 1964 was passed.

The Treasury proposal 13 subject to the criticism that it attempts to
segregate a specific category of income and compare the U. 8. and foreign
income tax rates on it. While this has the appearance of precision, the appearance
is illusory because neither t.he United States nor most foreign countries really
impose schedular taxes on separate categories of income without regard to their
impact on the taxpayer, Furthermore, it i8 not fair to segregate the activity of
mining up to the depletion cut-off point from all the other related activities that
a mining company engages in in a foreign country, Many of these other activities,
such as the operation of raiirvads, warehouse and shipping facilities, stores,
and power plants, are required because of the aksence of an adequate economic
infrastructure to support mining activities in the less developed countries.
Also, in more and more cases the mining companies are finding it necessary or
advisable to extend their operations in foreign countries beyond the pure mining
stage to include further activities such as smelting, refining, and even processing
into finished products. It would be highly artificial and unfair to segregate the
profits from strictly mining operations from the activities beyond the mining

depletion cut-off point and apply a separate foreign tax credit limitation to them.
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The principal effect of an excess foreign tax credit is in averaging out
the impact of U. 8, and foreign taxes over 8 period of years, The net effect
1s that the company pays a total tax at least equal to the effective United States
tax rate,

If the approach suggested in the Treasury alternative should be adopted,
the U. 8, would be taking a step towardan infinitely more complex foreign tax
oredit system in which we would engage in a hopeless attempt to match foreign
taxes against U, 8. taxes on an item~by=-item basis,

We w e rejeotion of the Treasury alternative proposal as well as section
432 of the House bill,

§90% Limit on Creditable Poreign Taxes

The Treasury's comments on the House bill mentioned the possibility that
foreign tax credit might be dented to the extent that foreign taxes exceed 60%
of foreign minersl income from a particular country, This is not recommended
by the Treasury, however, and, after pointing out that not all high foreign
tax ratcs oan be properly charscterized as royalty substitutes and that it is dif-
fioult to justify treating high foreign mining taxes differently from other high
foreign taxes, the Treasury statement ooncludes its disoussion of the point by
stating, "we believe it preferable to deal with high foreign tax rates in a general
context”. It is difficult to understand why the Treasury found it necessary to
disouss the point at all at this time since it prefers to postpone consideration
until it brings up its comprehensive proposals on U, 8. taxation of foreign in-
coms, We certainly agree that it would be inappropriate to adbpt any such
limitation on the foreign tax credit at this time,
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In a sense, denying foreign tax credit on taxes in excess of a specified
rate is a form of interference with the taxing system of a foreign country.
Furthermore, if applied to a specific type of income such as mining income,
the limitation is subject to the criticism, made above, that it unrealistically
fragments the foreign taxes that are imposed on operations in the foreign
country as a whole,

Such a provision would olearly sesm to violate our obligations under
many of our tax treaties, (Indeed, sections 431 and 432 of the House bill
probably also violate our treaty obligations.)

Continental Shelf Source Rule

The Treasury statement recommends that, for purposas of the foreign
tax credit, the definition of the United States be amended to include the con~
tinental shelf of the United States "with respect to the exploration for natural
resources" and that the definition of "foreign country” should include the
continental shelf pertaining to the foreign country. We do not understand the
soope of this recommendation, and in fact, we do not understand that the scope
of the continental shelf itself has been precisely defined. In view of this
uncertainty and in the absence of any demonstrated need for immediate action,
we suggest that this proposal be deferred and considered in conjunction with
the Treasury's comprehensive proposals on the U, 8, taxation of foreign income

when these proposals are presented to Congress.
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We reemphasise our earlier point that any legislation dealing with the
taxation of foreign income should be deferred pending completion of the com=

prehensive Treasury study of this area.

CONCLUSION
The American mining industry has a vital role in the development and

maintenance of our economy. It has performed that role well under our pres-
ent tax system, and in the process the mining companies have not made
after-tax profits out of line with those of industry in general. With an
expanding population and an expanding economy before us, the mining in-
dustry has an even bigger job to do, It would be the height of folly to set

up tax barriers to bloock the accomplishment of that job by cutting back on the

present tax treatment of the mining {ndustry.

Respectfully submitted,
American Mining Congress

. - .
ﬁ;(. ,I/.’ O!Zc X

Fred W, Peel, Chairman
Tax Committee

97



Appendix A

nm«m:mvmm:m.umﬂ

— ST EEEEE

6 1.8 840
1999 1400 0,000

. ! Hognukem, [ .
3&1‘.‘-’.’&’3&"‘“““**”
Source: Minerals Yearbook, 1967, Vols. I-§I, Table'é, page 78

99



NationaL CoaL ASSocIATION
COAL BUILDING

Waswineron, I, C. 20036

September 30, 1969

Summary of Principa] Points
Made by the National Coal Association

to the Senate Finance Committee '

I. Instead of being cut to 7% depletion, coal should be given the 15% depletion rate
applicable to the minerals in the "all other" category--because:

(a) The domestic energy market is (and will be for about two
decades) peculiarly vulnerable to imported energy, because
there is a short-term glut of low-cost foreign oil and
residual oil (which competes with coal {n U. 8. power plants).
Without import controls (and there are none today on residual
oil) and without appropriate tax incentives for domestic
production, the United States within a relatively short
period of years would have an "energy' deficit in the balance
of trade amounting to $10 billion to $20 billion--and no
country could survive with such a huge trade deficit in one
item.

(b) The U. 8. has abundant supplies of coal in the ground--but
we already have a coal shortage and it threatens to get far

worse, Government policies in fields other than taxation
(such as promotion of atomic compatition, iimitation of coal's
sulfur content, and unduly harsh legislation on mining prac-
tices) have reduced the incentive to invest in coal productive
capacity. That incentive should not be further decreased by
detrimental tax changes. Without incentive to invest in coal
nmining, the Nation's economy will grind to a virtual halt,
because coal is essential to the electric power industry and
to the steel industry.

(c) The Nation must have adequate supplies of coal. It is better
for the economy to stimulate investment in coal mines through
special incentives than through the alternative route--high
prices which would follow mineral shortages caused by destruc-
tion of special incentives.

(d) Coal is far more important to the economy than many of the
minerals in the "all other" category, which currently are
allowed 15 percent depletion. Coal currently receives
10 percent and this would be cut to 7 percent by the House
bill. Instead, cosl should be placed in the "all other
minerals" category presently receiving 15 percent.

# Submitted by Jrice 0'irien, General ounsel,

" .. .
e o
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I1. The repeal of present treatment of mineral production payments should be prospece
tive only.

I111. Any additional incentives allowed for the purpose of stimulating the production
of synthetic fuels from oil shale should also be allowed for the production of
synthetic fuels from all other minersls (including coal).

IV. Existing depreciation guidelines should be sanctioned by legisletion, with simul-
taneous elimination of the need to meet the "reserve ratio" test.

V. Instead of eliminating fast depreciation for "industrisl buildings," such build-
ings should be included within the depreciation guidelines of the particular
industry involved, with the revenus protected by taxing at ordinary income rates

all depreciation taken in the future and recovered on sale of such buildings.

o000oo
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NationaL Coar AsSociATioN
COAL BUILDING

Wasaiveron, . €. 20036

September 30, 1969

STATEMENT OF
NATIONAL COAL ASSOCIATION
to the
SENATE PINANCE COMMITTEE
on
H.R. 13270
Mr. Chairman:

The United States has a greater supply of coal reserves than any other country
in the world. Yet the United States is already faced with a shortage of coal production--
a shortage that threatens to develop into a nationsl crisis. These two statements
appear to be contradictocy~-but they are not. I will explain why this situation has
come to pass, and I hope you will understand that while the actions you take in the tax
treatment of the industry cannot avoid the forthcoming shortage, they can mitigate
that shortage in the future.

The coal industry is an important part of the Nation's total energy picture.
Without an abundant supply of energy (most of which must come from domestic sources if
we are to maintain a balance of trade), the United States cannot remain a first-class
Nation. As the Atomic Energy Commission stated in its 1962 "Report to the President,”

"Next to the land, the water, and the air, without which we could

not exist at all, energy is by far the most important of our

terrestrial resources. Without it our industrial society would

be impossible. In common with the other three, it has no substi-
tute,"
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8 d mport a la tion of our energy. In 1967 the Nation's
total bill for raw energy was over 15 billion dollars (domestic crude oil at the well,
$8.9 billion; domestic natural gas at the well, $2.9 billion; cosl at the mine, $2.6
billion; plus energy trad ficit, $1.2 billion). Our 1967 energy trade deficit was
composed of a deficit in petroleum and petroleum products of about §1.6 billion, defi-
cit in natural gas of about $65 million, minus surplus in coal exports of about $500
million.

Today's $15 billion a year bill for energy will double in about 20 years--to
about $30 billion, The cost of finding and producing foreign oil 1is so much lower than
the cost of finding and producing domestic oil that without import controls a very
great share of our energy bill will be supplied by imports. With transportation of
liquified natural gas, imports of natural gas will increase by leaps and bounds. Even
our low=cost coal is vulnerable to imports--we have in recent years lost most of the
utility market on the Eastern Seaboard to imported residual oil., Controls on imports
are constantly being relaxed, and there are now serious efforts underway in Congress
to eliminate such controls altogether.

Domestic energy markets are extremely vulnerable to foreign supplies of
energy, and this situstion may continue for &s much as 20 or 25 years. American coal
can be produced more cheaply than coal anywhere else in the world, but there ie a "glut"
of foreign oil which may exist for two decades or more (until per capita consumption
of energy in the rest of the world increases, as it must eventually). Our domestic
oil and gas cannot compete with low-cost foreign oil and gas, and even our low-cost
coal is vulnerable to foreign residual oil with its low transportation costs.

We realize the subject before this Committee is taxes, not import controls,
But the subjects go hand in hand, where energy is concerned. Without import controls,
and without adequate tax incentives for domestic energy sources (oil and gas, uranium,
snd coal), this Nation within 20 years will have an energy trade deficit of #,0 billion
to 820 billion a year. No nation on earth--not even the United States--can survive

with such & huge trade deficit in & single item.
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The picture of future coal production is even more alarming than the general
enexrgy picture. Our coal reserves constitute about 80 percent of our total energy re-
serves (including oil and gas, oil shale, and uranium), But cosl in the ground cannot
be used to make steel. Coal in the ground cannot be used to generate slectricity (and
over half of the Nation's electricity today is generated by coal).

Until thie decade, the cosl industry managed to maintain sufficient produc-
tive capacity to meet the Nation's needs (in fact, the {ndustry usually maintained
substantial excess productive capacity, so much so that it was able to take up a large
portion of the wartime energy demand increases). It did this in spite of several
handicaps:

(a) The natural risks involved in all mining; that {s, unexpected

natural conditions underground which can, and often do, result
in total loss of investment.

(b) An inadequate tax incentive--10% depletion, compared to 27k

for oil and gas, 23 for uranium, and 15% for "all other min-

erals."

(c) An abnormally low rate of profit during the frequent and pro-
longed periods when coal was in ovevsupply.

During this decade, however, the situation has changed very drastically, and
we are approaching a drastic energy shortage--particularly a shortage of coal produce
tive capacity--which can cause nationsl disaster by shutting down our steel industry
and by shutting down a large portion of the Nation's electric power plants. Coal is
already in short supply--and some 25 million tons of coal this year will have to be
taken out of the limited stockpiles maintained by consumers. Attached to this state-
ment is a reprint from BUSINESS WEEK of July 5, 1969, entitled "The Coal Bin is Run-
ning Short." It tells part of the story. It does not tell all of the story. The
reasons why our excess productive capacity has disappeared, and the reasons why the
situation is going to bscome much more critical in the future, are as follows:

(1) With the advent of higher wages in the coal mines, it became

' necessary to mechanize to the greatest extent possible in
order to keep coal competitive with other forms of energy.
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This greatly increased the capital cost of new mines, requiring
a much higher "return after taxes" to make the investment attrac-
tive enough to induce necessary risk capital.

(2) Barly in this decade atomic power "arrived' as a threat to
coal's future in its lergest growth market--the utility market.
It is now clear that atomic power was "oversold" and that even
if the best hopes of the Atomic Energy Commission are realized,
the Nation will still need two or three times as much coal by
the end of the century, for the production of electricity, as
it uses for that purpose today. Nevertheless, the damage was
done--the supply of capital for new coal mines dried up, and
new mines were opened only after the utility customers signed
long-term contracts to buy the coal, The utilities under-
estimated the need for coal--and there does not today exist
the coal productive capacity to fill the gap caused by that
undexestimate. FPurthermore, the confidence of the investor

v in coal's future is still being undermined by an annual

expenditure of $200 million by the Federal Government in an
effort to improve atomic power's competitive position vis-
a-vis coal. .

(3) 1In recent years, stimulated by the Pederal Government, states
and municipalities have begun to impose restrictions on the
sulfur content of coal~-without waiting the few years neces-
sary for full development of the technology to remove the
sulfur, This, too, has reduced the availability of risk
capital for cosl mines,

(4) At this moment, the Labor Committees in both House and
Senate are pushing legislation on "heslth and safety" in
coal mining. To the extent that such legislation will
actually result in improved health and safety for coal
miners, we cannot and do not object to it--but we point out
that it will of necessity add substantially to the cost of
producing coal, with "guesstimates” ranging in the neighbor-
hood of 20 percent.

Par worse, however, is that these bills as they stand will
impose "respirable dust' levels so strict (about twice as
strict as the British levels, and Britain has been held up

as the "model" in this respect) that the levels may be ime
possible for & substantial number of mines to meet. This
means those mines may have to be shut down, and the capital
investment therein lost. Far worse from the standpoint of
the country, the coal production from such mines will be lost.

With all these threats--and the difficulty of obtaining an adequate treined
labor force--some powerful incentives must be provided for people to risk their money

in new coal mines in the future.

s
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Tax incentives alone cannot do the necessary job--if ynu made the coal {n-
dustry tax-free, it might not be sufficient in and of itself to overcome all the other
government-sponsored threats to investment in new coal mines. But tax incentives can
help mitigate the situation. By the same token, tax penalties can make the situstion
worse. Before setting forth our recocmendations for changes in the bill before you,
let me point out that the bill contains several provisions which are severely damaging
to the coal industry and which thereby decrease the willingness of the investor to opan
& nev coal mine.

(a) The bill repesls the present tax benefite of production pay-
ments. While we as an industry have not contended that
present treatment should be retained, and while we do not now
contend that it should be retained, we do want you to realize
that the change is adding a heavy burden to the coal industry,

(b) The repeal of tha investment credit is a particularly severe
blow to the coal industry, As previously stated, a modern
coal mine requires s great deal of machinery. Repsal of the
credit increases the cost of the machinery, thereby increasing
the amount of capital which runs the risk of complete loss
because of the many government-sponsored policies outlined
above.

(¢) The bill takes away from the smaller companies (the ones
that elected section 613) the ability to deduct exploration
expenditures without subsequent ''recapture.’

(d) The extension of the surtax is more damaging to the coal
industry than it is to other industries, because of our
long-term contracts, Most corporations can and do treat
Federal income taxes the same way they treat wages or de-
preciation--eventually they are passed on to the consumer
as just another cost. Because of our long-texrm contracts
the coal industry is unable to do that.

RECOMMENDATIONS

1. Coal should be given the 15% depletion rate applicable to "all other minerais”
and the limitation on taxable incoms from the property should be liberalised

for the marginal or near-marginal producers,
Coal is limited to 10% depletion in existing law--and cut to 73 in the bill

before this Committee. Without disparaging the minerals 1listed in the "all other

minerals" category, we want to point out that few if any minerals are more essential
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to this country's future economic health than coal is. It should, as & minimum, be
given the rate for "all other minerals,”" which under existing law is 15%. We believe
that rate should not be cut; if it must be cut, then coal should be placed in that
category and placed at 11%. Preferably, the entire group (including coal) should be
put at 15%, bacause we canuot maintain our economy without the incentives to produce
the minerals that make possible our housing, our automobiles, our air conditioning,
and the other necessities of a modern industrial society.

The rate of percentage depletion can have an important effect on coal exports.
While foreign oil is cheaper than American coal, in foreign markets, as a source of
energy, the steel industries of the world must have metallurgical coal. As s conse-
quence, we are exporting today about $500 million worth of coal per year--which the
Government regards as a very important asset in the country's fight to maintain a
balance of trade. At the present time, because of an unexpected upsurge in world steel
production and bacause of a world-wide tight supply of metallurgical coal, competitive
pricing is not the most significant factor in the volume of coal exports. Under normal
conditions, however, the export market for metallurgical coal demands competitive
pricing., Adding to the tax burden of United States coal exports will, when the current
sellers' market comes to an end, handicap the coal industry in its effort to aid in
the balance of payments problem through coal exports.

In addition, we urge that consideration be given to liberalization of the
allowance for marginal or near-marginal mines. The limitation of the allowance to 50
percent of the taxable fncome from the property does not impose a burden on the highly
successful mines, but it does restrict the allowance of the mines which are marginal
or near-marginal from a profit standpoint.
1I. Effective date of production payment change

We are not objecting to the repeal of the present treatment of nineral pro-

duction payments--but we do want to point out that repeal of that treatment does
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substantially increase the industry's tax burden and thereby increases the need for
proper incentives through other features of the tax laws.

In view of the very great lapse of time between the first "notice" of inten-
tion to act on production payments (April 22, 1969) and the probable date of enactment
of "tax reform'" legislation, we believe the effective date of the repeal should be
changed to apply only to production payments entered into after the date of enactment
of the legislation--or, perhaps, after the end of the 1969 calendar year. We are not
trying to defend continuation of this treatment. Nevertheless, it was a treatment
that grew out of the position of the Internal Revenue Service. Our people have relied
upon that position in '"tax planning.'" Probably it should be changed. But it is not
necessary to change it retroactively--and April 22, 1969, is quite "retroactive" for a
bill which may become law in December or, possibly, in February of 1970.

I11. Synthetic fuels -- cut-off point.

A Committee amendment was adopted on the Floor of the House to provide that
oil shale's depletion shall be computed, roughly, at that point where it is equivalent,
or nearly equivalent, to crude oil. When Congressman Aspinall asked for this treatment
before the Ways and Means Coﬁmttte;, he included in his request coal and any other
minerals used to make synthetic oll and gas.

Depending primarily on import control policies, it may be many years before
it is economic to make synthetic gas and oil out of other minerals--such as coal and
oil shale. When it does become economic, there should be no discrimination. All the
evidence indicates that our vast coal reserves will be more adaptable, from an economic
standpoint, for this purpose than oil shale will be.

Any mineral used to make synthetic oil and gas should receive the saxe tax
incentive as any other mineral used for the same purpose. We therefore ask you to add

to the oil shale amendment a provision which will state, in substance, that:
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. Equivalent in result "ordinary treatment processes” will be extended

to any mineral used to make synthetic oil and gas, under regulations

prescribed by the Secretary, but such treatment processes shall in

no event go beyond the point where the product is equivalent in

composition and value to crude oil at the well or raw gas at the

well,

In tentttyinjlboforl this Committee, Treasury officials objected to the oil
shale amendment on tho ground that it would extend depletion to cover "manufacturing"
activities, They stated, however, they were sympathetic to the objective of giving
tax incentives to promote the production of synthetic oil from oil shale, and would
attempt to come up with recommendations to accomplish this end. If the Treasury
officials do recommend an alternative method of furnishing the necessary incentives,

such alternative method should be made applicable to all minerals used for the same
purpose,
IV. Depreciation guidelines and the "reserve racio" test.

With the forthcoming repeal of the investment credit, it is imperative that

Congress provide a more balanced climate for the investment of capital in new pro-
ductive equipment. The Treasury Department is currently conducting a study of possible
methods of accomplishing this, through depreciation revisions and other possible changes.
That appears to be a long~term proposition, and we believe there are two actions which
can be taken by Congress now, without any appreciable effects on the revenue estimates
for this legislation. Those two actions are as follows:
(8) Provide legislative sanction for the existing depreciation
guidelines, simultaneously eliminating the need to meet
the "reserve ratio" test,
(b) Permit inclusion of "industrial buildings" within the
depreciation guidelines, but provide for taxation at
ordinary income rates for all depreciation taken in the
future and recaptured on sale of such industrial buildings.
Several years ago the Treasury Department promulgated its shortened depre-

ciation guidelines, to facilitate recovery of capital investment. Unfortunately,

Treasury officials felt bound by statute to maintain & tie between these shortened
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guidelines to "useful lives,” and they accomplished this by imposing an impossible,
unworkable '"reserve ratio" test--which, when fully effective, will limit use of the
guidelines to those who actually retire their equipment in the shortened guideline
periods rather than in the ordinary "useful life" period. Former officials of the
Treasury Department insisted that this 'reserve ratio" test was an incentive to
modernize; they contended taxpayers would discard still-useful equipment in order to
be eligible for the shortened guideline lives.

We believe the view that the "reserve ratio" test is an incentive to modern~
ize is in error, because the incentive to invest in new equipment depends on the
probability of, and the timing of, return of capital. The reserve ratio test, by
delaying the return of capital, reduces the incentive to invest in modern equipment
and contributes to the inability of the United States to compete with the natfions which
give more adequate incentive for moderniczation.

The effect of the reserve ratio test has been postponed, administratively,
to the point where it has not been felt in the past but is about to affect many tax-
payers--an increasing amount each yesr. As it becomes effective, it not only takes
away the shortened depreciation lives set forth in the guidelines, but it lengthens
them beyond the actual "useful lives" to make up for the previous shortening.

The depreciation guidelines constituted an important administrative reform
of depreciation--granting an incentive for investment in equipment through shorter
capital recovery, and eliminating a great deal of non-productive controversy over de-
preciation lives. The revenue cost of that reform has already been absorbed. Legis-
lative sanction of that reform, coupled with repeal of the reserve ratio test, will
not affect the revenue estimates of the bill before you. Unless Congress takes this
action, the administratively-granted reform will be eliminated--with overcompensation,
increasing depreciation lives to make up for the previous shorter lives. Without

Congressional action in this regard, the reserve ratio test will further retard the
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investment of the capital necessary to keep the economy going, and further increase
the danger of a real depression.

The bill before you limits depreciation on buildings constructed after
July 25, 1969, to 150% of straight-line depreciation, and treats gain on sale of
buildings as ordinary income to the extent that accelerated depreciation taken in the
future is in excess of straight-1line depreciation. The 'real estate tax shelter' does
not involve industrial buildings--those buildings which house equipment which is &n
integral part of extraction of minerals, manufacture and distribution. Industrial
buildings generally are not sold--unless an entire business is sold. At one time,
vhen former officials of the Treasury were instituting the depreciation guidelines
for personal property, they indicated they would be willing to consider shorter useful
1ives for’indua:rtul buildings if all gain on sale were treated as ordinary income to
the extent of depreciation taken and reclptufcd on sale.

We believe Congress should provide for taxation at ordinary income rates
with respect to all depreciation taken in the future and recovered on sale of "indus-
trial buildings," and in return therefor Congress should permit inclusion of such
industrial buildings within the guideline lives (without reserve ratio test) provided
for the industries in which such buildings are involved.

V. Multiple corporations.

The House bill phases out the use of "multiple corporations." We can and do
understand the objective--where a business 18 split into 50 or 200 corporations for
purposes of tax savings, something should be done about it. But there are many situa-
tions where multiple, or separate, corporations are required for sound business reasons
(other than tax savings)., We ask that you retain the present tax treatment of multiple
corporations where the taxpayer can demonstrate that there is a sound business reason

(independent of and apart from tax savings) for the use of multiple corporations.
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VI. Mineral exploration expenditures.

Under existing law, many small companies and individuals engaged in the
mining industry have elected Section 615, which allows a total of $400,000 exploration
expenditures to be deducted without subsequent recapture of the tax benefit. However,
after they reach the $400,000 level they are not allowed to take any further deductions.
The larger companies hnv&,_by and large, elected Section 617, which permits them to
deduct exploration expenditures without limitation but subject to "recapture" of the
tax benefit if the exploration is successful.

Under the bill as passed by the House, the small companies which elected
Section 615 are made subject to "recapture." However, the limitation on their deduc-
tions has not been removed. It should be removed, so that 615 taxpayers will be
treated the same as 617 texpayers. We understand this was a legislative oversight
and that it will be corrected.

We appreciate the opportunity to present our views to the Committee.

Respectfully submitted,
NATIONAL COAL ASSOCIATION

By,

Brice O'Brien
General Counsel
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The coal bin is
running short

A combination of recurrent strikes in the
nation’s bituminous cosl felds and stead-

ily riving demand for U. §. coal is now be-

to threaten coal supplies for some
, 8. industries. This week, with
rudueun in the year's Rrst half about
6-million tons lower than 1068's rst half,
thousands of miners began thelr annual
two-wesk vacation. Their mood was so
volatile that nobody could be sure of
when they would retur to work.
While t demand in-
creased. The National Asen., the coal
tors’ trade group, last week forecast
:ﬂ:'m this yesr would be 16-mil-
lion tons above last year's consumption of
540.5-million tons-up as much as the
half-year’s output was dowa. “These are
the most aggravated shortages we've had
since the crisls of 1057," says Wil-
Usm Bellano, president of Island Creek’
Coal Co., third-ranked U. §. producer.
Runeing low. As of now, the main im-
pect of shortage ssems to tall on domestic
stoslmakers. Unable to buy all the coking
coal they noed for blast furnaces, they are
wrestling with what one steel oficial calls
a ‘“handtomouth situstion.” Metal-

normal). But one steel nys

that if thers were a mine walkout of three

woeks or 10 in the next two months, blast

fumace operations would have to be cur.

talled. Another says even a two-week

strike could put steel in such & bind it
nlrtpuublyukﬁot t help.

'oreign steel notably the

, have increased their domands

U.8. low-sulfur, metal coal.

umu’-ly ”“&"ﬁmﬂ
) 8, X
NMM&.M“MWM»"

wildcat strikes for many other reasons.

“There's s unrest stemming
from the black I\u:g as woll as
dise, tment wi yoar's contract,”
says Otes Benaett, Jr., president of North
Americhn Coal Corp. “It's worse then I've
ever soem it.” North American, which has

no West \'nrynh mines, t:‘ys it E

300,000 tons of production this year

cn“uof\vlldcm botl fow the
low reports are up

coal flelds that miners wi‘l';' simply

:
1
i
:
:
g
E

only by agitation will they gain a strong
federal coal mine health and safety act.
Bills are in the labor committees

Business Week

July 8, 1969 Volume 2079

When demand began to rise in the mid-
1000s—after a decade of shrinking coal
markets—the operators didn't want to ia-
vest in costly new mines unless & utility
would sign a 20-year or 30-year contract
for the mine’s entire output. And many
becaio hey axpotodthe st powty

use they eapect nuclear
boom to develop faster than it has.

Meanwhile, the low-sulfur cosl market
is extremely tight because of the new air
pollution regulations aimed at cutting the
amount of sulfur dioxide spewed into the
alr by coal-fired boilers. In St. Louis, for
instance, many industrial usets are unable
to buy low-sulfur cosl in order to meet
new state mt:ou And last ml;.Chl
€880 post] or 8 year & tion
limiting cosl use to 3.5% udfm"cg:l. be-
cause there isn't much low-sulfur cosl
mined near Chicago.

Codl wor. The largest low-sulfur coal
Belds are the Pocahontas Belds, in Virginia
and southern West Virginia. Almost the
entire output of this coal is tied up by util-
ities with long-term contracts, by U.8.
stecimakers, and by the Japanese. The
Pocahontas fields are also the |
source of low-sulfur, low-volatile coa) for
steelmaking; the best coke for blast fur.
naces is made by blending low-volatile
and high-volatile conl.  °

Japanese steel producens boosted their
demands for U.S. coal from 7.8-million
tons in 1960 to 15.8-million last year, most
of it low-volatile cosl. Then, this year,
they markedly increased their demands
for high-volatile cnal.

Though not all coal executives agree,
ooe official of a large com:uy contends
that the heavy Japanese demand is up-
nﬂl:, price relationships. “The Japanese
are ofiering more money than the domes.
tic steelmakers. And this is having a dis-
ruptive effect on prices.”

Uptight. The Japaneso, air pollution
regulations, the needs of electric utilities,
and the denunds of the uUMW's rank and
file must, at times, seem to be closing in
on & steelmaker such as, for example,
Armnco Steel Corp.

Armco owns somne “captive” mines, but
it must buy shout 20% of its high-volatile
and all of its low-volatile cosl from out-
side mines. It has bullt up its inventories
somewhat for the mines’ vacation period.
Bat “if we hud & series of work stoppeyes,

. and we had to buy some cos! 0n a spot

basis,” seys an Ammco executive, “we
might find the supply very tight.”
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AMERICAN IRON ORE ASSOCIATION

STATENENT
ON

JAX _REFORM ACT OF 1969

INTRODUCTION

The American Iron Ore Association endorses Stetement of American
Mining Congress and }imits testimony to Sections 431, 432, 501-and 521 of
HR 13270 as those sections specifically affect iron ore mining Industry.

HISTORY

History of depletion traced, Bridge between cost and percentage
depletion discussed,

PERCENTAGE DEPLETION RATES

The depletion rate for Iron ore should be retained at 15% for domestic
production as provided for in HR 13270, We also belleve 15% should be retained
for foreign production and we explain this under our discussion on Foreign Tax
Credit,

ECONOMIC FACTORS AND NATIONAL SECURITY

A viable, healthy iron ore mining industry is essential to security of
nstion, Enormous capital investment has been made by the Industry and vast sums
will be required in the future to provide the necessary iron ore to maintsin our
present standard of living, |t Is necessary to maintain adequate return on
investment in iron ore mining industry ir order to provide future capital
requirements.

FOREIGN TAX CREDIT

Extractive industries should rot be singled out for adverse treatment
in computation of foreign tax credit. Prescat rules with respect to
computation of foreign tax credit should be retained and the provisions of
HR 13270 relating to this subject should be rejected,

REAL ESTATE DEPRECIATION

Depreciable industrial real estate constructed or acquired for tax-
payer's own use should not be denied the use of accelerated depreciation,
Section 521(a) of HR 13270 should be rejected.

CONCLUSION

The necessity for long range planning in the iron ore mining industry
and the requirement for long range financial commitments makes a strong case
for the premise that changes In legislation should reflect a fundamental rule
of fair play that taxpayers are entitled to reasonable certainty In making
choices of business and investment arrangements,

#Sutmitted by John R, Oroonlpo. Chairman, Tax Cosmdittee,
September 30, 1969 .
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AMERICAN IRON ORE ASSOCIATION
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CONTENTS

AMERICAN |RON ORE ASSOCIATION

TEMENT

The American Iron Ore Association limits its presentation to a

discussion of percentage depletion and the importance of percentage

depletion to the iron ore mining Industry and the Nation; a

discussion of Sections 431 and 432 of HR 13270 dealing with the

ocomputation of the foreign tax credit; and Section 521 of HR 13270

affecting the depreclation of real estate, The statement consists

of seven parts, namely:

Fowow

.Ot\ll

Introduction

History

Percentage Depletion Rates

Economic Factors and National Security
Foreign Tax Credit

Real Estate Depreciation

Conclusion
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STATEMENT
OF THE
AMERICAN 1RON ORE ASSOCIATION
TO THE
COMMITTEE ON FINANCE
UNITED STATES SENATE
ON
HR 13270 -- THE TAX REFORM ACT OF 1969
BY
JOHN R, GREENLEE, CHAIRMAN
TAX COMMITTEE
AMERICAN IRON ORE ASSOCIATION

MR, CHAIRMAN
MEMBERS OF THE COMMITTEE ON FINANCE:

My name is John R, Greenlee, 1| am the Director of Taxes of The Hanna
Mining Company, Cleveland, Ohio,

| welcome and appreciate this opportunity to appear before you today
In my capacity as Chairman of the Tax Committee of the American lron Ore
Association, The American lron Ore Association Is a trade association represent-
ing companies which mine over 94% of the iron ore produced in the United States
and Canada. The Association headquarters is located at 600 Bulkley Building,
in Cleveland, Ohto.
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INTRODUCTION

Our testimony today will deal with Sections 431, 432, 501 and 521 of
HR 13270 as passed by the House of Representatives on August 7, 1969, Sections
431 and 432 of that bill affect the computation of the credit for foreign
t;xos. Section 501 is concerned with the taxation of income de'rjved from the
mining of natural resources, and Section 521 deals with the depreciation of
real estate. We have purposely limited our discussion to the application of
these provisions as these proposed changes affect the iron ore mining Industry.

We have collaborated with the American Mining Congress in the
preparation of the statement pr‘esented to your Committee by them and concur
with it. We wish to add however, certain points that have particular reference
to the iron ore mining industry,

| HISTORY

The statement of the American Mining Congress has traced the
development of the legislative history of percentage depletion in some detail
which we will not repeat. We would add to that history the following
additional facts.

In the early years of the Income tax, deéletlon was ISased on what the
taxpayer had paid for the acquisition of the mineral deposit. This was Cost
Depletion which is still a part of the law today. Between cost and percentage
depletion, which first became a part of the law in 1926, came Discovery Value
Depletion. This method Is the '"missing link' which connects the original cost
depletion with percentage depletion, What discovery value depl'etlon sought to
do was to altow depletion to be based on the value of the deposit rather than
the cost of acquiring it, l.e., the capital value created, rather than the cost
of Its creation, Because of the meny difficulties encountered in administration,
discovery value gave way to percentage depletion, Percentage depletion

represented an effort to allow roughly the same amount of depletion as had been

-2~
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realized under discovery value, Discovery value, as stated earlier, was
enacted to prevent the taxation of the capital value created. Percentage
depletion was Introduced to present similar results but with substantially
fewer administrative problems, |t agaln recognized that an equitable tax
sfstem must and should take into account the capital value of mineral resources
and exclude such value from a tax on income. This is a fact that seems to be
lost In the discussions of percentage depletion in the tax reform movement,

We emphasize one fact which we thlﬁk Is not generally understood,
Mineral industries must operate, not only under economic laws which hold for
other industries, but also under conditions which hold only for the mineral
Industry. There are at least three principal factors that distinguish the
mineral Industry from other types of business:

|. The irregular distribution of mineral deposits;

2. The high risk of exploration and development; and

3. The exhaustibility of the capital assets without a

reasonable manner of replacement.

Certaln provisions of the Internal Revenue Code were developed to
recognize the unique position of the mineral industries and were inserted into
the law for sound and thoroughly considered reasons. They have been reviewed
periodically and have been found on @ continuing basis to fulfill the purpose
and need for which they were originally enacted.

PERCENTAGE DEPLETION RATES

The percentage depletion rate of 15% on domestic iron ore as set forth
in the House Bill should be retained for the reasons stated under the caption
“Economic Factors and National Security", There is equal validity for
maintaining the 15% rate for foreign iron ore deposits for the reasons later
discussed under the caption ""Foreign Tax Credit", Most importantly, in Vight

of the operation of the foreign tax credit provisions, the denial of full
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depletion on foreign deposits would result in the U, S, taxpayer paying
additional tax to the forelgn countries and no additional tax to the United
States. No reasonable distinction can be made between domestic and foreign
depletion rates as applied to the production of iron ore and we therefore
strongly urge that both remain at 15%,

ECONOMIC FACTORS AND NATIONAL SECURITY

A viable, healthy iron ore mining Industry (and the industry it
supports == the basic steel industry) Is absolutely essentlal to the security of
our nation,

For almost forty years, percentage depletion has been and continues
to be an Iimportant factor in the making of decisions to expend monsy on mining
as compared to other investment opportunities,

What makes the iron ore mining industry unique? Never before in the
history of that industry has capital in such enormous amounts been so requisite
to survival in the industry, Plants to process the present reserves of lron
ore In order to make them acceptable in the current market require tremendous
capital investments, For example, the top 500 industrial companies in the
United States, as listed by Fortune magazine, require an average Investment of
$19,000 per employee, whereas Iron ore processing plants today require an
investment in the order of $150,000 par employee, A capital investment of at least
$35 million is needed for each million tons of annual capacity. Since 1954 the
iron ore industry has invested $2,5 billion In mining facilities. The industry
faces an even larger capital investment program in future years to provide for
the expanding needs of our domestic steel industry,

The enormous future capital requirements of the iron ore mining
Industry may be lllustrated by a quote from a recent book, ""Affluence in
Jeopardy'' written by Charles F, Park, Jr,, Professor of Geology and of Mineral

Engineering at Stanford University:

olje
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"In the year 1967 the per capita consumption (of iron) in the United
States was about one ton per year; a comparable world figure was
0.17 ton per person. To double the population of the world by the
year 2000 and simply to maintain the same per capita consumption of
iron means doubling Its production, I.e,, producing about 550
million more tons annually, Should the present population of the
world raise its consumption of 0,17 tons per year to that of the
United States, then 3.25 billion tons, or an increase to 6 times
our present production, would be required annually, In the event
that the population of 6% billion people In the year 2000 will
require one ton per person per year, as we In the United States now
do, then the current annual production of 550 million tons would
have to be increased 12 times, Such figures clearly show the
difficulties inherent In supplying man with the amounts of iron
he needs if he continues to expand numerically at the projected
rate, Such figures allow for no greater per capita use of iron and
steel than that of the United States today, and yet even here
people are hoping for higher standards of 1iving that will require
greater per capita consumption of both,"

Where are these capital funds to be obtained? Fundamentally, capital
funds can be obtalned only by (1) attracting new Investment, or (2) by retaining
profits in the business. Both of these sources exist only if there is an
adequate return on investment in the iron ore mining industry,

FOREIGN TAX CREDIT

The American tron Ore Association strongly urges that the present rules
for the computation of the foreign tax credit be retained, Sections 431 and
432 of HR 13270 as drafted miss the point of the foreign tax credit. In
attempting to eliminate a possible ''double benefit' these sections of the Hous¢
Bil1 do violence to other sections of the code and should be rejected,

From the enactment of the first income tax law in 1913 the taxation
philosophy of the United States has been predicated on the pattern of applying
the income tax to all United States citizens on a wbrld-wlde basis regardless of
residency or source of income, The U, S, citizen Is also taxed by most foreign
countries on income arising from sources within their respective borders
regardless of his U. §, citizenship, Without these foreign tax credit
provisions the resulting double taxation of foreign source income would render

foreign operations competitively Impossible, As a result, almost from the
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Inception of the Initial Incoms tax act the device of the foreign tax credit
has been a cardinal part of our law, This concept is generally followed for

all business operatlom. and Is not applicable exclusively to mineral operations,

The extractive industries should not be singled out for adverse treatment.

Any restrictive changes In the computation of the foreign tax credit
should particularly be avoided while the present extremely difficult
repatriation rules are being imposed by the Gffice of Direct Foreign Investment,

Adequate world-wide, long-term reserves of Iron ores must be malntained
under the contro! of United States based corporations for the economic well=
being of our country, It Is essential therefors, to adopt tax policies which
encourage domestic producers to seek the raw materials avallable for U, S,
consumption regardless of where these raw materials are found, To do otherwise
would result In the development of these additional sources of raw materials by
non-nationals who may or may not be concerned with the best Interest of the
national defense of the United States and the economic well-being of its tron
and steel industry. Therefore the encouragement of American companies to secure
mineral rights in foreign countries Is essential from the standpoint of the
continued economic growth of our country,

The present proposals adversely affect our international competitive
position. American capltal must develop foreign iron ore reserves, not only
to complement our domestic supplies but In order that United States controlled
opcutlohs can effectively compete in the foreign markets for iron ore.

Since foreign Income taxes pald by U, S. companies are allowed as
crcﬂlta against U, S, Income taxes otherwise payable, the tendency of mineral
producing countries is to raise thelr Income taxes at least to a level that
wil) absorb the full allowable credits. Thus any ln;:rcaso in the U, S, effective
tax rate would not be likely to Increase U, S, tax revenues. This might,

however, increase foreign revenues with adverse effect on U, S, balance of

6o

126



payments and with resulting tex dludvantago‘to U, S. Companies In comparison
with their foreign competitors In worid markets. This Is particularly true with
respect to fron ore opo'utlons in Canada. ‘

Apart from these considerations, howsver, Section 431 of the House Bill
provides for recapture ?f foreign tax credit even In cases where no U, S, tax
benefit was ever received, and Section 432 Imposes foreign tax credit limitations
in cases where the foreign government has an ownership position In minerals
even though mining companies may pay foreign income taxes at a lesser effective
rate than other corporate taxpayers generally, These provisions should be
rejected,

REAL ESTATE DEPRECIATION

Section 521(a) of the House Bil) denles the use of the double declining
balance or the sum of the years-digits methods to new depreciable real property
(other than residential housing)., The bi)! would also Vimit depreciation of used
property to the straight=line method, This would result In a serious impact on
the cash flow of the Iron ore mining Industry,

These provisions are broad enough in scope to include depreciable
Industrial real estate constructed or acquired for use as an integral part of a
mining operation, There can be no relationship between the use of such Industrial
property and the use of certain non-industrial real property which would require
a change Iin the depreciation of real estate. Thus, the reasons set forth in
the report of the Committee on Ways and Means are Inapplicable to this Industry
and the Industry that it supports, i.e., steel,

Opportunities for tak avoldance which the Committee's action seeks to
eliminate do not exist with respect to depreciable real estate used in the Iron
ore mining industry. We do not oppose the recapture provisions Iin the bill ==
these provisions provide ample protection against so=called abuses In this area.

A mine bullding or a beneficiation plant constructed or acquired for the
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taxpayer's own use should not be denied the use of accelerated depreciation,
The restrictive provisions are even more important in light of the proposed
repeal of the investment credit.
CONCLUS 10N
The necessity for long-range planning presents particular problems in
the iron ore mining industry, Correlative to this problem and necessary to its
solution are long-range financial commitments. In consummating such financial
commi tments taxpayers must rely on tax ground rules that exist at the time the
comm! tment is made, Any change in legislation == Irrespective of its merit -=
ought to reflect a fundamental rule of fair play that taxpayers are entitled to
the fulfli)iment of reasonable certainty in their choices of business and
Investment arrangements, A persuasive argument on this ground alone can be made
to leave the rules as they are.
In summary, therefore, we strongly urge that:
I. The depletion rate for iron ore be retained at 15% for both
domestic and forelgn production;
2, The present rules with respect to the computation of the
foreign tax credit be retained and the provisions of
HR 13270 relating to this subject be rejected; and
3.  The present accelerated depreclation provisions as they
relate to industrial real property should be retained

and Sectlion 521(a) of HR 13270 should be rejected.

Respectfully submitted,

ohn R, Greenlee
Chairman

Tax Committee
American lron Ore Association



A Summary of the Principal Points of the Statement

Pregented by Charles E, Brady - Witness for the
National Sand and Gravel Association

The sand and gravel industry, according to the U, S, Bureau of Mines,
is the largest non-fuel mineral industry in the United States and the demand
for sand and gravel '{s greater than the combined demand for the rest of the
non-fuel non-metellic minerals.”

In 1968 our industry produced 918-million tons of sand and gravel.
According to the Bureau of Mines, the country's need for sand end gravel of
suitable quality between 1970 and 2000 will necessitate production of almost
66-billion tons - a staggering figure! To meet this demand for sand and
gravel, the basic construction material, we must on the average double our
record-breaking 1968 production in each of those 30 years.

Ours is a privately owned and managed small-business induatry, makingv
available in every area of the United States a valuable and essential natural
resource, without which this country could not fight a war, prepare for .the
possibility of another war, maintain this country's high standard of living,
and make it possible to undertake a program for urban development and housing
on a large scale to accommodate the predicted increase of 100-million people
in the metropolitan areas by 1992,

Sand and gravel is not an inexhaustible natural resource. There is
a widespread assumption in this country that the availability of sand and
gravel is unlimited. The very opposite is the fact: in the latest statistical
study of sand and gravel reserves conducted by the Association, im 1963, it
wag estimated then that, on a national average, currently-held reserves had a
life expectangcy of 24 years. This estimate was based on an annual rate of
production which has substantially increased since 1963 and which all fore-

casts predict will further increase dramatically. Additionally, the average
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life expectancy of resarve deposits is substantially less in major metropolitan
areas vhere the demand for sand and gravel is the highest.

One day our country mi surely discover that the largest member of
the mining family is being driven farther and farther away from its point of
use and that, therefore, the cost of construction of sll types will be sub-
stantially increased, because transportation costs are the dominating factor
in sand and gravel prtco;.

Land costs for sand and gravel deposits have risen alarmingly in the
last 15 years, These costs will increase, thus aggravating a problem which
is more serious in the case of the sand and gravel industry than in any other
natural resource industry. Since sand and gravel operations nmt.: be located
close to the metropolitan areas which provide our principal markets, our
industry must pay many times the price for land paid by other natural resource
industries. Without a percentage depletion allowance of at least 5 per cent,
ve will not be able to locate and acquire the land which is necessary to
produce the sand and gravel which the country must have in order to sustain
its building and construction program, ‘

No other mining industry is so widely dispersed as oux industry,
Our operations are found in every state of the Union. The modest 5 per cent
depletion allowance for sand and gravel has been indispensable to our i{ndustry
in meeting the heavy capital charges involved in locating and obtaining sand
and gravel deposits of the necessary quality and reasonably close to the
metropolitan areas which are our principal markets., I have described our
5 per cent depletion allowance as modest., It 1s! Its continuation is neces-
oary Lf our industry is going to be able to turm out the billions of tons of

sand and gravel which we will be called upon to produce in the years ahead,
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My name is Charles E, Brady. 1 am Chairman of the Committee on
Taxation and past-President of the National Sand and Gravel Association,

I am alao President of the Material Sales Company, Salisbury, North
Carolina. I appreciate the opportunity afforded me by your Committee to
speak for the sand and gravel industry of the United States in asking
your Committee to continue the present percentage depletion rate of 5 per~
cent for the sand and gravel industry, which the House of Representatives
would reduce by 20 percent to 4 percent.

It should be noted at the outset that no public official or any
private agency has ever at any time criticized or made objection to the
5 percent rate for the sand and gravel industry, authorized by the Congress
in 1951. The House Ways and Means Committee did not give us an opportunity
to be heard before it made its recommendation to the House. I have no
doubt that many members of the House, had it not been for the closed rule
under which the bill was considered, would have voted against the reduction
in our modest percentage depletion allowance, had there been an opportunity
to do so,

It seems quite obvious that the across-the-board reductions in
the percentage depletion allowance for minerals and metals were prompted by
the strong criticism of the percentage depletion rate for petroleum, Yet
in reducing that particular rate, the House reduced the rate for almost all
minerals heretofore granted percentage depletion by the Congress.

Sand and gravel is not an inexhaustible natural regource, Our
industry, says the U, S, Bureau of lines, is the largest non-fuel mineral
industry in the United States, In 1968, according to & report of the
Bureau, our industry produced 918 million tons of sand and gravel, the

value of which exceeded one billion dollars. The Bureau added that the
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demand for sand and gravel "is greater than the combined demand for the rest
of the non-fuel nonmetsllic minerals.”

Our industry plays a vital role in the llation's economy, in war
and peace, Our industry is proud to be able to say that it has bought and
leased land at high cost and has bought and instslled equipment at equally
high cost without governmental subsidy or financing in any form. Ouxs is a
privately owned and managed small-business {ndustry, making available to
the United States in every area of our country & valuable and essentisl
natural resource, without which this country could not fight a war, prepare
for the possibility of another war, maintain this country's high standard
of living, and make it possible for our country to undertake a program
for urban development and housing on a large scale to accommodate the pre-
dicted increase of 100 million people in the metropolitan areas by 1992,

Let me go a bit farther in my effort to make it clear to this
Coumittee that ours is indeed an assential industry. Our country could not
have airports; our country could not have defense plants, without using
sand or gravel or both as the first step in building these structures, We
could not have public utilities such as electricity, water, telephone, gas
and sanitary facilities; our country could not have homes, schools, colleges,
churches, commercial structures, shopping centers, parking lots - all of
the essentisl elements of community living in the United States, unless
sand and gravel of a suitable quality is available st an economical price.

I emphasize the latter because there is seemingly a popular
assumption in this country that, while other natursl resources may be
limited in both availability and quality, this is not trus of sand and

gravel, The very opposite is the fact: In the last statistical study of
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sand and gravel resorves conducted by the Association in 1963, it was estis
mated then that, on & national average, currently held reserves had a life
expectancy of 24 years. It should be poi.n‘ud out, however, that this
estimate was based on an snnual rate of production which has substantially
increased since 1963 and which all forecasts predict will further increass
dramatically, Additionally, average 1ife expectancy of reserve deposits is
substantially less in major metropolitan areas vhere the demand for sand and
gravel is the highest,

One day our country will surely discover that the largest member of
the mining family i being driven farther and farther away from the sites
at vhich sand and gravel is used gnd that therefore the cost of construction
of all types will be substantially incressed, because transportation costs
are the dominating factor in sand and gravel prices. The farther we are
removed from the markets we serve, the higher the cost and the greater the
price which the country will have to pay to carry on a great construction
program,

Let me give you & brief fovlw of how the demand for sand and
gravel of suitable quality at & reasonable price has grown in just recent
years. Our production in 1955 totaled 592 million tons. In 1956, pro-
duction increased to §25 million tons; in 1959, production totaled 730
million tons., You will quickly see that as compared with 1955, our pro-
duction in 19686 had increased by more than 50 percent to918 million tons,
a staggering increase which I believe will impress this Committee.

Even so, however, the American Society of Planning Officials
stated that in the 30-year period from 1962 to 1992, construction facilie

ties for the projected increase of 100 million people in metropolitan areas
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would make it necessary for the sand and gravel industry to produce 45 billion
tons of sand and gravel in these 30 years, Even if our current rate of pro-
duction were not increased at all in the 30-year period, our industry would
still have to produce 27 billion tons of sand and gravel!

The U. 8, Bureau of Mines, in a study entitled "Cumulative Demand
Projections for Sand and Gravel", estimates that in the period between 1970
and the year 2,000, construction demands would make it necessary for the
sand and gravel industry to produce "in the range from 57.2 to 65.6 billion
tons." It is clear from these impressive data developed by two reputable
organizations, one private and the other public, that our industry must
produce close to 66 billion tons of sand and gravel in the next 30 years.

To produce anywhere near that much sond and gravel, our industry
must be able to locate and develop land with send and gravel deposits of
suitable quality, locations which are close to metropolitan areas in order
to avoid excessive transportation costs. This brings up still another
problem: where in the world is our industry going to find the deposits to
produce so much sand and gravel in 30 years, and how is it going to be
financially able to acquire such land unless the Congress of the United
States permits our industry to continue to use its present percentage de-
pletion allowance of five percent?

Due to prevailing misconceptions about the vital role which the
sand and gravel industry plays, and due also to expanding metropolitan
areas which cover up valuable sand and gravel reserves which will thus be
forever unavailable to us for sand and gravel development, our industry
has to contend with unduly restrictive zoning controls. Some land planners,

uninformed about the growing scarcity of good quality material near enough
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to the point of use to be economically feasible, have imposed unbearable
zoning requirements on the sand and gravel industry.

Yet in other areass, there is a gratifying awareness by land planners
that the country must have sand and gravel if it is not to stand still, In
some jurisdictions, zoning regulations set aside specific areas for sand and
gravel production, the codes stipulating that sand and gravel is an important
natural resource and that it must be made available to the people living in
their jurisdictions.

Privately financed non-public construction dominates our country's
great construction program. Our country is continuing to move forward with
a construction program which, while taking due account of defense and public
works, is still motivated principally by investors who use their own money
to show their faith in our country's future, Reflected here is the
characteristic determination of the United States never to stand still in
its advance toward a better way of life, To prepare our defenses and to
build the things which are essential to our way of life, this country must
be able to obtain sand and gravel of good quality at & reasonable cost.

The National Sand and Gravel Association understands and accepts
the necessity for intelligent zoning standards, We recognize that there is
a growing over-all land shortage in our industry, We have cooperated with
the Department of the Interior and with the American Society of Planning
Officials in the development of performance standards which will reserve
to the communities the availability of sand and gravel of good quality and
which will demonstrate to the public that we recognize the legitimate
public interest in the way we operate. We have done everything within our

power to be a good neighbor,
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We believe that this image of our industry as a good neighbor
is already recognized in responsible circles. In a_speech at our 50th
Annual Convention in 1966, John A, Carver, Jr,, then Under Secfetary of the
Department of the Interior, said that "'your indyauy was already in the
vanguard of a beléted national effort" to conserve our country's natural
resources, lle added this observation of our work: 'Let me say, here and
now, that the work you have done m_encouugtng your members to follow the
excellent ekample of those who have been most successful in site rehabili-
tation is entitled to the highest’comendation and I take great pleasure in
extending that recognition - unstintingly." This was a compliment which we
sh#ll always treasure,

Land costs have risen at a skyrocketing rate, as you know, in the
past 15 years, There is no indication that these costs will decline, thus
aggravating a problem which is perhaps more destructive in the case of the
sand and gravel industry than in any other natural resource industry. Since
sand and gravel operations must be located close to the metropolitan areas
which provide our principal markets, members of our industry must pay many
times the price for land paid by other natural resource industries.

Our industry must warn the country that without a percentage
depletion allowance of at least 5 percent, we will not be able to locate
and acquire the land which is necessary to produce the sand and gravel which
the country must have in order to sustain its building and construction pro-
gram - public or private. The 5 percent depletion allowance for sand and
gravel has been indispensable to our industry in meeting the heavy capital
charges involved in obtaining sand and gravel deposits of suitable quality,

The first step toward sand and gravel production is exploration

for new sources of supply, and then a determination of the characteristics
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and quantities of waterial, The sand and gravel must be examined as to
mineral composition, quantity and nature of impurities, soundness, strength
and size of grading. 1In order to meet the wide‘unse of increasingly strict
specifications, the question of whether the material can be economically
produced to meet requirements is one that ;an be answered only by sound
engineering judgment, based on experience coupled with careful survey of the
deposit and the market for its products.

No other mining industry {s so widely dispersed as our industry.
Our operations are found in every state of the Union and in most of the
counties and cities. I have described our 5 percent allowance as very modest.
It is! I sincerely believe that if the Congress were to mske an independent
analysis of the percentage depletion rate for sand and gravel, it too would
agree that the 5 percent allowance is indeed modest and that ics continuation
is necessary in order to turn out the billions of tons of sand and gravel
which we will be called upon to produce in the years ahead.

Our industry has built its own plants and bought or leased its own
land, We have not sought or obtained governmental help in financing our
industry's operations or in any other device for protecting our industry in
one way or another, Ours is a characteristically free enterprise business.
We intend to keep it that it way, Taxation problems, however, are very real
ones and costs of operation mount every year. Essential to our ability to
survive is a ﬁercentage depletion allowance which reflects the realities in
the case of an industry which has never failed the United States, in war or
in peace, We ask that the 5 percent depletion rate for sand and gravel be

continued,
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SUMMARY OF PRINCIPAL POINTS
STATEMENT OF NATIONAL INDUSTRIAL SAND ASSOCIATION *
On Section 501(a) of H.R. 13270
Filed with the Senate Finance Committee
on September 26, 1969

(1) The National Industrial Sand Association
is an industry association representing approximately
85 percent of the production of industrial sands in
the United States. 1Industrial sand is a general term
for quartZite and also quartz sand and pebbles used or
sold for purposes dependent upon their silica content
or their chemical or refractory properties. It should
not be confused with construction sand used as a con-
crete aggregate.

(2) 1Industrial sand is presently authorized
percentage depletion at 15 percent; under the House bill,
the allowable rate would be cut to 11 percent.

(3) The National Industrial Sand Assoclation
opposes the proposed rate reduction and wishes to draw
the following points to the attention of the Senate
Finance Committee:

(a) The proposed rate reduction ie not tax
reform but is a retreat from the long-standing and
successful National policy to encourage the develop-

ment of mineral resources.

# Subnitted by Narle 7. Ardrews, ifember of the Taxatior Committcs,
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(b) This change in National policy was not
based upon any study of either the industrial sand in
dustry or the mining industries generally.

(c) Industrial sand is & small industry, the
total production in 1967 amounted to about 25,000,000
tons valued at $86,000,000. It is clear that the pro-
posed rate reduction will not greatly increase National
revenues but will be a substantial cutback for individual
producers.

(d) The proposed rate reduction would be a
serious dislocation to the economics of the industrial
sand industry. Adequate supplies of industrial sand are
not easily located, developed, or processed into market-
able levels of purity: and lower percentage depletion
allowances will adversely affect the capital values of
industrial sand producers which are needed to provide an

adequate supply of this important mineral.
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Statement of the National Industrial Sand Association
Regarding Section 501(a) of H.R. 13270
Filed with the Senate Finance Committee
on September 26, 1969

I am Earle T. Andrews, a member of the Taxa-

tion Committee of the National Industrial Sand Associa-
tion of Silver Spring, Maryland, and am submitting this
statement on behalf of all members of the Association.
I am also Chairman of the Board, Pennsylvania (Glass Sand
Corporation, Hancock, West Virginia, We appreciate this
opportunity of presenting our views to the Committee on
the provisions of Section 501(a) of H.R. 13270.

The National Industrial Sand Association 1s an
industry association representing approximately 85 percent
of the production of industrial sands in the United States.
Industrial sand is a general term for quartzite and also
quartz sand and pebbles used or sold for purposes dependent
upon their silica content or their chemical or refractory
properties. Industrial sand is a primary'raw material
used in the manufacture of glass, chemicals, electrical
porcelains and other silica based products and as metal-
lurgical sand required in the manufacture of ferrous and
nonferrous metel products. These constitute the primary

markets although there are over 100 industrial and technical
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~ commercial uses requiring the unique chemical and phys-
ical properties of industriasl sand. Construction sand
used as a concrete aggregate and for other general
building purposes and industrial sand are dissimilar in
origin, in methods of processing and are mutually exclu-
sive in use.

Industrial sand is prqs:ntly authorized per-
centage depletion at 15 percent; ~ under the House bill,
the allowable rate would be cut to 11 percent. The Ways
and Means Committee reported that it believes (1) "that
even if percentage depletion rates are viewed as a needed
stimulant at the present time they are higher than is
needed to achieve the desired beneficial effect on re-
serves;" and (2) "that there 1s need to strike a better
balance than now exists between the objective of encour-
aging the discovery of new reserves and the level and
revenue cost of percentage depletion allowances."

The National Industrial Sand Association opposes
the proposed reduction in the existing 15 percent depletion

*/ There is no rate specified for industrial sand as such.
Quartzite, however, is specifically entitled to depletion

at the 15 percent rate. The legislative history of the 1954
Code also states clearly that the 15 percent rate is intended
for quartz sand and quartz pebbles when used or sold for
purposes dependent upon their silica content or their chemi-
cal or refractory properties.
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rate. The conclusions of the Ways and Means Committee

were not based upon any study of either the industrial

sand industry or the mining industries generally. In-

deed, it 1is doubtful that the Committee even considered
the impact of the proposed rate reductions on any min-

erals other than oil and gas.

The United States has long had a National
policy carefully designed to assure an adequate supply
of mineral raw materials to meet the requirements of an
expanding economy and the needs of security, and to bring
about an orderly and wise use of this country's natural
mineral resources. Mineral resources are wasting assets,
and percentage depletion recognizes this fundamental real-
ity -- presently available mineral deposits are gradually
being exhausted by the extractive industries and additional
reserves must be found and obtained.

Percentage depletion and the National minerals
policy generally have fostered the development of this
country's natural mineral resources which in turn is tied
directly to the United States' amazing economic growth.
Dr. Walter R. Hibbard, Jr., Director of the Bureau of Mines,
stated, at hearings on mineral shortages before the Sub-
committee on Minerals, Materials and Fuels of the Senate

Interior Committee on March 21, 1968, that:
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"Our mineral production is 2.9% of the U.8.

GNP but it has a direct impact on 40% of

the U,8, GNP and an indirect impact on

2:§§i¥ Zafn°£r§33a"éiéa32§'eiﬁga?’kiz :akes

g::og:g:sagfisc for the economic mill."

Tax reform, whether it be intended to eliminate
inequities, to redistribute the burdens of taxation, or
to simplify the assessment of liability, should not be
allowed to reverse unintentionally the National minerals
policy. If the proposed rate reductions are intended to
change this policy, as the report of the Ways and Means
Committee indicates, the full impact of these changes, not
merely the symbolism of reform and the revenue gain, should
be thoroughly considered.

Industrial sand is a small industry. As reported
by the Department of Interior, total production of indus-
trial sand in 1967 amounted to 25,323,000 short tons and
was valued at $85,855,000. The amount of the aggregate
percentage depletion deduction for industrial sand ie not
available, but the total value of the industry's production
establishes that the proposed rate reduction cannot increase
National revenues substantially. Individual producers of
industrial sand, however, will be confronted by a sharp
cutback of almost 27 percent in their allowable depletion

deduction.
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Percentage depletion has become an integral
part of the economics of the industrial sand industry.
The proposed rate reduction would be a serious dis-
location. Prices would need to be raised substantially
to offset the lower depletion deductions. The impact
of the rate reduction is not likely to be overcome
satisfactorily by price increases, and the likely con--
sequences include curtailed exploration and development
of new deposits; less research into mineral recovery
methods; especially for lower grade deposits; and slower
modernization of operating methods. These consequences
would be significant in the case of industrial sand.
Industrial sand uses require a high purity silica and
the present state of technology offers no means of bene-
ficiating & quartz grain in which extrinsic elements in
so-called solid solution exceed permissible limits. This.
is the controlling criterion in the final selection of in-
dustrial sand deposits, and the geologic characteristics
presently required are restricted to very limited areas.

Adequate supplies of industrial sand are not
easily located, developed or processed into marketable
levels of purity. Extensive exploration and development
and sophisticated and expensive processing are reguired to
meet today's demands much less the increasing needs of the
future.
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The conclusion that must be drawn is that the
esconomic dislocation of the proposed percentage depletion
rate reduction will affect the capital values -- the risk
element -- of industrial sand producers with adverse
effects on supply of this important mineral,

The other provisions of the House bill applicable
to all businesses serve whatever may be the reasonable

demands of tax reform on the mining industry.
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The reasons which caused the Congress in 1951 to grant
the crushed stone industry a depletion allowance of 5% on construction
aggregates and 15% on chemical and agricultural stone today even more
compellingly require the continuance thereof.

without any question, stone is vital to the growth of
this nation. 1Its use is required to maintain our network of trans-
portation facilities: Por highways, for train roadbeds, for air-
strips. BStone is needed for dams, for building of all kinds. Stone
(agricultural limestone) is essential for a bountiful agricultural
production. It is necessary for the production of steel and many
other products.

The demand for stone is ever increasing. The U. 8. Bureau
of Mines projects that stone production will have to increase by
50-75% by 1985 and by approximately 150% by 2000, if the needs there-

for are to be fulfilled.
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Incentive in the form of the depletion allowance is needed
if the production of stone is to meet those projections, for market-
able stone is becoming more difficult to locate, the capital invest-
ment required to open and develop a stone quarry is becoming greater
and so are the risks attendant upon the stone producing business.

The cost of the machines and equipment one must have to
open and operate a quarry can easily run between one and two million
dollars, and this does not count the cost of the land. Yet a
stone producer is never certain after he has located a deposit and
rade the necessary investment that such investment will not be lost
by reason of risks other than those normal to any business. Both
the quality and the quantity of the stone may fail in their
expectations due to the uncertainties that accompany any mining
operation.

But the stone producer is also subjected to other risks
of an entirely different, but equally unpredictable, nature: He
may f£ind himself "zoned out" of business entirely by new zoning
laws, or he may be "forced out" financially because of the cost
of complying with newly passed air, water and noise regulations.

The foregoing reasons require the continuance of the
present depletion rates. We believe that a change in a tax

provision is not a "reform", if the reasons which prompted the
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provision originally remain valid. We submit that we have shown
they do remain valid. No one has suggested, insofar as this
industry is concerned, that they do not.

The depletion allowance is not a "loop hole". It is not
a special provision favoring a few. It is the incentive the Congress
has provided to induce any person to invest his money in the stone
producing business in order that the requirements of this nation
for stone products will be fulfilled.

We urge this Committee to retain the present rates of
depletion for the crushed stone industry in order that the needs

of this nation will be properly supplied in 1985 and in 2000.
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STATEMENT OF
S, JAMES CAMPBELL
ON BEHALF OF NATIONAL CRUSHED STONE ASSOCIATION
BEFORE THE
SENATE COMMITTEE ON FINANCE

IN CONNECTION WITH THE COMMITTEE'S CONSIDERATION OF

H.R, 13270, THE TAX REFORM ACT OF 1969

My name is S. James Campbell, I am Executive Vice
President of Harry T. Campbell Sons' Company, Towson, Maryland.

This statement, filed by the National Crushed Stone
Association of which I am the spokesman today, is submitted on the
behalf of its members and all other stone producers for the pur-
pose of informing the members of this Committee and the members of
the Senate generally of the reasons the depletion rates now allowed
upon the mining and production of crushed stone for constructionm,
chemical, flux and agricultural iimestone uses should not be re-
duced.

By the Revenue Act of 1951, Congress determined that
companies engaged in the mining and production of crushed stone
required a depletion allowance in order to encourage the search

for, and the production of, products that were vital to the economy

155



-2-

1/

and well-being of this country. = That decision was sound then and
the reasons which made it sound at that time today serve not only
to ratify its soundness but to compel the continuance of the present
depletion rates. ,

We believe that tax "reform" should be based upon a need
to eliminate or modify those tax provisions which, although sound
when passed, no longer serve the purpose they were intended be-~
cause the reasons therefor no longer exist. But a change in a tax
provisions is not “reform® if the original reasons for such provision
require its continuance.

To appreciate that those reasons which made the original
granting of the depletion allowance to the crushed stone industry
a sound decision today require that the existing rates be continued --
if not increased --, the facts surrounding the crushed stone industry,
including the risks attendant thereto, and the demand for its products
must be examined.

1. The Products of the Crushed Stone Industry are
vital to the Growth and Security of the Nation.
Stone may not have the glamour that copper, gold, silver,

oil shale and iron ore have, but its production is just as essential

1/ The rate of 5% is allowed on construction aggregates and 15% on
chemical and agricultural stone. Under the provisions of H.R. 13270,
the rates would become, respectively, 4% and 11% (Sec. 501(b) (7) and
(8) ).
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to the growth and security of this country as the production of
any.of those minerals.

Take transportation -- stone must be produced to provide
roads on which cars and trucks can move, roadbeds on which trains
can travel and airfields so planes may operate. Take construction --
stone must be produced for buildings and dams to be erected. Take
agriculture -- without agricultural limestone farm production would
not flourish. Take steel -- without fluxing stone steel could not
be produced. All of the foregoing industries are basic ones and
stone is required for each, But it is also a necessary ingredient:
for the products of many other industries -- paint, glass, pharma-
ceutical to name a few. We need not labor the point that stone is
an essential and critical product to the economy of this nation,
for the myriad uses to which stone in its many forms is put can leave
no doubt that its production has been, is and will continue to be an

absolute necessity to the growth and security of this nation.

2. The Puture Demand for the Products of This Industry.
In 1951, the year Congress granted the crushed stone in-
dustry a depletion allowance and established the present rates,
364,484,000 tons of stone were produced and used in the United States.

By 1968, ~= just 17 years thereafter -- the members of this industry
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were, with the assistance of the depletion allowance, able to more
than double that rate of production and thereby to keep pace with
the great demands for its products. But the 815,946,000 tons pro-
duced in 1968 must be increased, according to the latest projections .
of the U. 8. Bureau of Mines, between 50X .and 75X by 1985 to stay
abreast of the requirements of this nation and it must be moxe than
doubled by the year 2000 if the stone producing industry is to ful-
£ill its obligations to serve the needs of the burgeoning. population.
To accomplish the goals forecast by. the U. 8, Buxeau

of Mines, the existing depletion rates allowed the stone producing
industry must be retained -- if not increased --, as we shall show .

below,

"3. The Economics of the Crushed Stone Industry.

To appreciate that any lowering of the present depletion
rates 'grantad the crushed stone industry will adversely affect the '
production of stone, the facts relative to the production of stone’
must be understood.

The crushed stone business is not one to be undertaken
by the faint-hearted. Today, it is a business that entails heavy
capital investment and many risks. I am afraid that too many people

have the mistaken idea that all one has to do to produce stone is
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to buy some land and to start digging. Such is not the fact.

The production of stone requires heavy capital invest-
ment. Conservatively speaking, it will cost betweén one million
dollars and two million dollaxs to open a quarzry and place it in
operation, Pirst one must strip the overburden which regquires
heavy loading equipment (shovels, bull dosers, pans and trucks),
the cost of which can be $50,000-8$90,000. After stripping, one
must have one or more lieavy shovels ($80,000-$210,000 a piece),
quarry trucks ($45,000-$75,000 each), a primary crusher =- which
can weigh up to 150 tons (8150,000-‘250.000). heavy duty conveyors
($45,000-8300,000) , secondary and tertiary crushers ($50,000-
$100,000), screening and washing equipment ($150,000-$250,000),
dust collectors ($70,000-$230,000), and various miscellaneous items
(such as dryers, bins, loading equipment, delivery trucks and trailers,
and weighing stations). Thus, it ny'bo seen that one cannot open
a stone quarry without making a very heavy investment in machines
and equipment. And this does not include the cost of the land, in-
cluding land needed as buffer area, nor the exploration costs incurred
to locate the deposit. _ .

What risks face the man who must decide whether to put
that kind of money into a stone producing operation _boycnd those

that are faced ordinarily by any business venture? There are many.
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One must disabuse himself of the thought that stone is
stone and that any stone is marketable stone. To comply with the
lpeciﬁcation.- of the several states and the Federal Government
that deal with highway construction, for example, one must produce
stone of paxrticular densities, hardness, soundness, gradation,
particle shape and other requirements depending on the area. If
one is to service agricultural needs, one must have limestone that
is of high calcium and/or high magnesium content. Special qualities
must exist in stone that is used for flux. In short, a good portion
of the stone that is in the ground is not of marketable quality.

Moreover, that which is of marketable quality is becoming
more difficult and more costly to find. This is due not only to
the past and the presaent great demand for stone products, but it
is also the result of the advancement in the knowledge of the
characteristics of stone and, as a consequence, the creation of
more specialized specifications by purchasers of stone. And it
is due also to the fact that a number of otherwise available market-
able reserves cannot be utilized today because of zoning restrictions
which preclude quarrying operations in certain areas. The hunt for
available reserves of stone that will meet particular market require-
ments encompasses more than a stroll across the country side. Utili-

zation of geographical and geological information and exploration
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techniques by professional geologists are prerequisites in the search
tor stone of particular characteristics, all of which entails large
expense. An area which preliminarily appears feasible is first
subjected to one or more of a number of general survey techniques
(aerial photography, surficial mapping, etc.) and then to core
drilling. A scientific anal&siu of the core samples is made to
determine the characteristics of the stone, 8hould the desired
characteristics be found, the area is then re-mapped on the basis
of such cores to determine if a commercially feasible quantity is
available. Should the available information thus obtained so in-
dicate, the great investment necessary to open a quarry is made.
Nevertheless, certain very real risks remain. 4

Let us present them to you for your consideration. Be-
sides those risks that are inherent in the production of any mineral
that lies beneath the surface of the land -- in the case of stone
production unexpected "sink-holes,” water intrusions and faults
which reduce the guantity of stone that was anti~ipated and upon
which the determination to invest was made --, other risks are
faced by a stone producer. One of these is attributable to the
empirical nature of stone, that is, stone does not always perform

in actual use as the tests thereof indicate it will. Although the
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core samples and the stone when produced at the gquarry may have
passed the applicuble specifications, such stone still wmay prove
unsatisfactory in actual use, When this phenomenon occurs, that
stone is excluded by the purchasing party for future use¢, despite
its theoretical acceptability, and the stone producer's investment
in that quarry is lost.

Another risk the stone producer runs is that, having
made an investment in a quarxy because the stone met certain speci-
fications, the puzchasing parties may change their specifications in
such a manner as to eliminate that stone from considerxation. When
this is done, the stone producer's investment in that quarry may
be rendered valueless because ~- unlike a manufacturer of a product -~
there is often nothing he can do to change the characteristics of
his product to meet the newly specified quality requirements.

But there are other most significant kinds of risks we
face today -- risks that, because of the ever oxpapdxng population,
are ever more present ~- those arising from zoning and related legis-
lation. Time and again land that had been purchased by a stone pro~
ducer for future development as a quarry has be.n “"soned out” for
that purpose with the result that the added investment made in the
land for such purpose is a8 total loss. Of even greater threat to

the stone producer is the chance that his land which is currently
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being worked as a quarry and the investment in the machines and
equipment used in such operation will be rendered of substantially
less -~ or of no -~ value by zoning and related restrictions which
require that he stop using th.o land as a quarry. Goldblatt v. Town
of H tead, 369 U.8. 590 (1962).

Not only do we face the risk of being "zoned out” of
business by zoning and related laws without any recourse, but some
of those laws now require that mining for stone be undertaken only
when it is done underground. Such requirement not only increases.
greatly the actual cost of producing stome,. but the possibility of
underground water problems and of ceiling failures due to unsuitable
stone structures add greatly to the risks of producing needed stone.

As adjuncts to the zoning problems which confront us, there
are those that arise by reason of air and water pollution legislation.
The additional costs that can be -~ and are ~-- imposed by such legis-
lation can make a currently psofitable operation a losing ome.

The possibility of being either “zoned out® of business
or of being forced out by the extra costs attributable to air and
water pollution legislation is becoming greater each year. Tais.
is due to the simple fact that our population-is growing at swch

a great rate that our once rural areas are now residential areas
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whose residents would prefer that a stone producer close his exist-
ing operations and move elsewhere. Although we seek constantly to
effect anti-pollution and anti-noise measures that will make stone
producing operations more acceptable to nur neighbors, there is
more and more pressure being mounted by citizens' groups to close
quarries that now find themselves surrounded by homes. It is an
ever present risk that confronts those of us in the stone pro-
ducing business and adds to our reluctance to open new quarries.

We ask your favorable consideration of our plea that the
present rates of depletion granted the stone producers not be re-
duced. For one to venture the very heavy capital investment required
to find and to open a stone quarry in the face of the extraordinary
uncertainties that face this industry -- the many possibilities to
lose a great portion or all of one's investment by reason of factors
that cannot/tzntrolled by the investor -- requires that he have the
necessary incentive. The present depletion rates have served this
purpose in the past: The stone that was needed to fulfill the de-
mands of the nation in the Pifties and Sixties was supplied because
Congraess had provided that incentive necessary to persuade people
to take the risk of investing their money in this business. The
future demand for the products of this industry are such that

additional supply must be found if that demand is to be met. Yet despite
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the fact that the risks of this business have increased as have its
costs ~- and neither this Committee nor the Ways and Means Committee

n | S———— ——— P ————————— — ———

has heard any testimony to the contrary -- a reduction in those rates

which provided the incentive to produce the needed stone in the past
has been proposed in H.R. 13270, Such action, in our judgment, will
cause the capital required to find and open the new quarries that
will be required to meet that demand to move to other fields where
fewer risks are involved. As I said earlier, a change in a tax pro-
vision is not a "reform" if the reasons which prompted the provision
originally remain valid. We submit that we have shown that they do
remain valid. No one has suggested they do not.

' The depletion allowance is not a "loop hole". It is not
a special provision favoring a few. It is the incentive the Congress
has provided to induce any person to invest his money in the stone
producing business in order that the requirements of this nation
for stone products will be fulfilled.

I would add one more consideration: Because of the heavier
capital investment required to purchase the great machines and equip-~
ment needed in the mining industry generally, the investqent tax
credit has been particularly helpful in keeping our operations abreast
of the many innovations recently made in mining machines and equip-

ment. If that tax credit is withdrawn, as seems likely, and there
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is a reduction of the .de'plet-.ion'alldwanqe,. this industry will suffer
greater tax consequences than will ‘o‘thox industries.

. We.urge this Committee to retain the present rates of
depletion for .the crushed' stone industry in order that the needs

of bt':’hi's' nation will be brobeziy supplied in 19851&11&1 in 2000,
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SUMMARY OF PRINCIPAL POINTS

STATEMENT OF NATIONAL LIME ASSOCIATION
BEFORE THE SENATE FINANCE COMMITTEE
ON H,R, 13270, SEPTEMBER 30, 1969

H. R. 18270 ("Tax Reform Aot of 1969") would reduce the 27-1/2% oil depletion allowance
to 20% and prohibit its use on foreign oil production, Apparently almost as an afterthought
(and certainly without adequate hearings on the subject) the Ways and Means Committee also
inoluded in H. R. 13270 a provision reducing the percentage depletion rate for all other
miverals - other than gold, silver, oil shale, copper and iron ore mined from deposits in
the United States - by amounts roughly proportionate to the reduction in the rate for ofl. As
a consequence, H, R, 13270 would generally reduce the depletion rate for limestone from
15% to 11%, with the reduction being from 6% to 4% where the limestone is used as road
stone or for similar purposes.

Reasons for Opposing Drastic Reduction
in Depletion Rate for Limestone When
Used as Other than Common Stone

1. High quality limestone is indispensable in the manufacture of iron and steel and in the
beneficiation of copper ore and copper refining. For example, on the average, about 1/3 ton
of limestone 18 required to produce one ton of steel. It is difficult to reconcile no cut in the
depletion rates for iron and copper ores when limestone is slashed. All these basic materials
should be given equal treatment with their current 15% rate maintained.

2. Known reserves of high quality ("metallurgical grade") limestone in this country are
in relatively short supply. This grade of limestone comprises only 2% to 3% of known limestone
reserves. The discovery of new deposits is becoming increasingly difficult and expensive,

3. The limestone industry for at least the past ten years has been experiencing slender and
narrowing profit margins because of a cost-price squeeze in the industry, A substantial cut in
the depletion allowance for this strategically important industry, because of the public clamor
for cutting oil and gas depletion rates, is both unfair and short-sighted.

4. In addition to the cost-price squeeze, there are many deterrents to limestone exploration
and development, including necessary expenditures to comply with air pollution standards. As
a consequence, reduction in depletion rates on limestone at the present time could not be more
poorly timed.
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Staterment of Philip L. Corson, Chairman
National Lime Association Tax Committee

before the Senate Pinance Committes on H. R. 13270
September 30, 1969

The National Lime Associstion wishes to protest the proposed cutback in the depletion rate
on limestone embodied in the Tax Reform Bill. H.R. 13270. We will greatly appreciate your
serious consideration of the following arguments in support of our position. The protestant is
& national trade association, representing over 85% of the U. 8. commercial lime industry
production capacity. Its products are quickiime and hydrated lime made by caloining at high
tomperatures high quality limestons. Members of the association also sell crushed asd ground
limestone to the metallurgical and chemical process industries and for other purposes.

H rade Limestone

For lime manufacture and for the metallurgical and chemical uses, the highest quality
of stone is demanded to satisfy stringent specifications on purity. Gensrally such limestons
must meet & minimum of 85% total carbonate countent (calcium carbonate plus magnesium
oarbounats). In some regions the minimum total carbonate content speoified is 97% or even
98%, in addition to maximum tolerances on specific impurities, such as silica, iron, andsulfur.

Essentiality of Limestons

Unappreciated by the layman is the basic essentiality of limestone and its {irst produot -
lime - to modern industry. Directly or indirectly limestone, as stone or lime, enters into the
manufacture of most finished products and many other basic commodities. It is low coet,
unglamorous, and taken-for-granted, but it is one of the few most basic building blocks around
which industry revoives, In most instances its uses are vital and irreplaceable.

Iron and Steel

Limestone is indispensible iu the manufacture of iron and steel as a flux (purifier) in
which impurities are xemoved as & molten slag. There are no substitutes, at least, that are
even remotely economically feasible, In addition dolomitic limestone and lime are required as
refractory materials. A vast tonnage of limestone (as stone) and as lime are used annually by
the steel industry. In 1967, according to the U. 8. Bureau of Mines, 41.3 million tons of lime-
stone (as stone and its equivalent as lime) were consumed by the U, 8. steel industry as follows:

Millions of Tons

Blast Furnace flux 21.08
Open Hearth flux 3.80
Miso. flux: foundries, cupolas, electrice 2.88
Dol. limestone refractory .46
for lime flux * 9.36
for dol, lime refractory * 3.76

TOTAL 41.32

*8ince 2 tons of limestone are required to maks 1 ton of lime, the lime
figures were doubled for conversion to a limestone equivalent.
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Siooe 127.4 million tons of steel were produced in 1967, from the above limestone total it
is apparest that nearly 1/3 ton of limestons was required per ton of steel, Sinoe it is as essential
as iron ore for pig iron and steel, it is difficult to reconcile that no out in the depletion rates is
proposed for domestic iron ores when limestone is ignoved. Where is the equity in such treat-
ment? Both of these basic materials should be given equal treatment with their current rates
of 18% maintained.

Otber Industrial Uses

In addition much lesser (but significant) tonnages are required in the beneficiation of copper
ore and copper refining; for the manufacture of alumina and maguesia from which metallic
aluminum and magnesium are obtained by reduction, Lime is even employed in the conoentration
of gold aad silver ores and other non-ferrous metals, Again, a cut in depletion rates is avoided
for copper ore, Yet limestons and.lime are also essential to the manufacture of copper.
swhtlypldnderommpropoudtohammm&omarmchk. yet lime is used
in the winning of these metals,

In chemicals manufscture it is required in the S8olvay process for soda ash and caustic soda
manufscture; for caloium carbide, an important source of acetylene; for many calojum inorganio
and organio salts, ie., phosphates, hypochlorim. stearates, eto; pesticides; paints and pro-
teotive coatings.

It is essential in glass manufacture. Next to sand, limestone-lime and soda ash, are the
major raw materials used in glass. Lime is essential to the sulfate (kraft) prooess for paper
pulp manufacture, and limestone whiting is used for paper coating and as a filler, Lime is
required for municipal water purification and softening and in sewage and industrial waste treat-
ment processes to reduce stream pollution. All sugar manufactured requires Jime; the lime-
stove factor in a ton of beet sugar is nearly § ton. It is the major ingredient in animal foed to
provide calcium, There are many other uses. In the growing movement to arrest air pollution
limestone and hydrated lime may offer possibly the most economical method of absorbing
sulfurous fumes from industrial exhaust gases through neutralization, If this materializes,
expanded quarry operations would be required to satisfy this huge new demand.

Thus, it is apparent that without high grade limestone modern industry would cease, and
in time of war it is just as strategic as steel, iron ore, petroleum, and coal. This fact was
specifically recognized by Congress during the Korean War when chemical and metallurgical
grads limestons was exempied from the Excess Profits tax as a strategio mineral, Thus, for
defense and our civilian economy it is clear that this industry should be encouraged.

Rslative Scarcity of High Grade Limestone

The foregoing metallurgical and chemical uses of limestone and lime that demand high
purity stone total currently ahout 72 million tons per year. Such a massive annual withdrawal
of our natural resouroes obviously depletes the existing deposits. Limestons is no differcnt
from any other mineral; its quarries and mines also are exhsustible. To replace exhausted
deposits, systematic costly geologic explontion and exploitation is essential.
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Attached to this testimony is a report by Dr. Kenneth K, Landes, Prof. of Geology,

University of Michigan entitled "Metallurgical Limestone Reserves in the U, 8." (3ud edition).

In this report Dr. Landes delineates the principal areas of the country that are the sourcea. -

of high grade limestone and outlines the problems encountered in exploration work, He . !
ooncludes that “the discovery of new deposits is. becoming increasingly difficult and sxpensive.”. ..
This grade of limestone comprises only 3% to 3% of known existing limestons reserves. Dr. .
Landes is regarded as this country's foremost authority on limestone exploration and reserves
and be has spent over 40 years in investigative work on limestone.

-Price 20

As evidonoe of the highly competitive nature of the limestone business, the average FOB .
price of crushed and broken limestone for all purposes only advanced 3% in the 10~year period. .
from 1957 to 1967, aocording to the U, 8, Burean of Mines? When the prices of mearly all .
commodities were soaring, many alarmingly so, during this inflationary decade, it must mean ..
that the prioce of limestone is about the most uninfiated of all U. 8. commodities, ‘rlnmomu
on comparative limestone prices between these two years is set forth as follows: . .

Av, F,O,.B r net ton in bulk
Use Category - 1957 - 1967 ¢

Concrete and roadstone $1.32 $1.38
Metallurgical flux 1.43 1.52
Agrioultural Liming 1.66 1.78
Lime manufacture 1.50 1.73
Sugar refining 2.39 2.38
Asphalt filler 2.60 3.00
QGlass manufacture 2.98 3.338

1.3 1.38

Average for all limestone

*scurrent (1969) average prices are estimated to be close to 1987 figures, .
perhaps 2 higher.

During this same period labor and .capital equipment costs soared about 50% for this
industry. The only explanation for this paradox is that the fndustry mechanized oonsiderably
during this period, increasing its output per manhour, This and the unremitting competitive . .
pressures peculiar to this industry can be the only possible explanation, Considerable by~
product limestone acts as a depressant on prices, In balance it means that the industry has
been working with slender and narrowing profit margins,

The typical limestone producer is often a small mavufacturer, usually a family-owned or
closely-held company. The impact of & cut in depletion rates would hurt him proportionately
much more than the large corporations and conglomerates that are protected by diversification,
The total FOB plant value of all ocrushed and broken limestone produced in the U, 8. was only ;
$763 million in 1967, less than the income of just ons of any of the 191 largest corporations**+in-
this country during that year, Yotmoamtryforotrmglc nnonnooda tbontputo(m S
relatively small industry,

*1957 Minerals Yearbook, p. 1095
1967 Minerals Yearbook, p. 1081-3

*+sFortune magazine corporate statistics
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Risks in Limestone Extraction

L:mestone operations are often beset with most of the hazards characteristic of the mining
industry. Following are the principal problems encountered, the solutions of which are usually
either very costly or insurmountable forcing each year a number of producers to abandon their
business.

1. Flooding of quarries and mines will ocour from underground springs and streams or
torrential rains. In many cases continuous or intermittent pumping at considerable cost will
control this problem, but there have been many quarries abandoned due to inability to adequately
control flooding or the costs involved-proved to be prohibitive,

2. Lrregularities in limestone deposits is a continuing problem, In the direction of the
quarry or mine expansion or strike, abrupt faults may ocour in the deposit or thick layers of
impure or unsalable stone or shale may be encountered overlying the desired stone. Stratas
of overburden will frequently deepen to the point that the cost of stripping the deposits becomes
prohibitive, Due to these situations that even with the most prudent geologic and engineering
practices are not always predictable, drastic revamping of the quarry layout is often nocessary.
Frequently the only economical solution is to start over afresh and develop a new deposit at
another location, but the same risks may prevail at the new location,

3. Sudden increases or changes in the competitive status quo of transportation costs can
oreate an economic orisis for some limestone producers. Being such a low cost commodity,
the shipping range is much more restricted than with most commodities, and transportation
costs will range from 50% to 250% of the mill price of the material. As an example, the sudden
emergence of low-cost water transportation can cause certain producers, dependent on higher-
priced rail or truck traffic to lose their major markets, A producer, who has to move to another
quarry 10 to 20 miles farther away from his processing plant and railhead due to {nsurmountable
problems encountered, may find the added transportation costs attendant to this move more than
he oan absorb.

4. Changes and tightening of quality specifications on limestone can render deposits
obsolete and force companies out of business, As an example, a consumer may decide that
it must have limestone with a lower sulfur content (from 0, 1% to 0.05%) or higher carbonate
content (from 95% to 97%) even though it will cost him more. Unless the current limestone
supplier can beneficiate his stone to meet the more exacting specifications, he may face a serious
loss of business that in some cases can be disastrous.

5. Rezoning in recent years is proviung to be an increasing booby-trap for producers located
near large metropolitan areas. 15 to 20 years ago such problems could not be reasonably
anticipated, but then who could have forseen the tremendous growth of many urban areas as
suburbe began inundating the adjoining rural areas forming satellite cities and more suburbs
with their complex shopping centers, beltways and cloverleafs that absorbed great chunks of land.

The limestone operation that was built up in a farming environment may be today surrounded
by expensive suburban homes, high rise apartments, and shopping centers, The noise from
blasting, dust, and truck traffic irritates the new residents, who along with public officials
harass the limestone operator as a nuisance. If the operator decides to move his plant to a new
quarry site a few miles away on property that he has owned as a strategic limestone reserve,
he may find that even this area may be zoned as non-conforming for industrial operations, like
limestone, even though his purchase of the land greatly pre-dated the zoning.
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Deterrents to Limestone Exploration

There are, of course, untouched deposits of high grade limestone that can never be exploited,
at least, in the forseeable future. The deposiis are 120 small or are of marginal quality and do
not justify the capital investment for exploftation, In other instances, are located too deep under
the earth or they are located in remote, inaccessible arcas where transportation problems are
insurmountable and markets too distant,

However, in recent years increasingly lime operators have been denied other potentially
productive limestone properties. Land located in or on the fringe of the burgeoning suburbs
that only a few years ago was rural is now zoned non-conforming to industrial business, like
limestone, chemical or heavy indusiry. Philadelphia and surrounding cities and the Chicago
area have thousands of acres of land underlain with high quality limestone that are irrevocably
committed to urbanization and blanketed with high cost housing, shopping centers, schools, eto.

Beyond urban areas are large country estates, country clubs, etc, where land values have
skyrocketed so high in recent years that it is increasingly uneconomic for limestone exploitation,
High aoreages have been retired in recent years from public use for national and state parks,
some of which have otherwise exploitable limestone depoests. The vital interstate highway
program with the huge acreage it has devoured has similarly reduced exploration prospects.

Air Pollution Problems

In addition with the state and federal drive against air pollution, limestone companies are
being forced to invest heavily in elaborate dust control equipment and systems in order to comply
with recent stringent air pollution standards on particulate matter. In extreme cases the
oapital investment involved to conform to the exacting dust control standards approximates
one-fourth of the total plant investment,

Conclusion

Consequently, a reduction in depletion rates on limestone at the present time could not be
more poorly timed, But with the many problems described above, this industry needs profit
stimulation, not a financial penaity, to justify the many risks inherent in this business.

Accordingly, we respectfully ask you to restore to the Tax Reform Bill the curreat 15%
depletion rate on limestone as well as the 5% rate on construction aggregates, in which limestone

also plays an important role. In so doing, the best interest of the country, as well as the
limestone industry, will be served,
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SUMMARY AND CONCLUSIONS

High quality ( "metallurgical grade") limestone i just as essential to the making of
steel as iron ore; it is also necessary for the burning of lime and for the manufacture of
many chemicals. Limestone, the rock, is common and abundant in the United States, but
metallurgical stone constitutes only a very small part of the total volume of limestone
rock. It is a valuable, essential, and exhaustible mineral resource.

Metallurgical stone occurs in deposits within geologic formations. Geologic maps
show the areas of outcrop of formations and groups of formations, some of which are
notable for their high quality limestone deposits. It should be observed, however, that
the workable deposits themselves occupy but an insignificant part of the total area covered
by the formations. In many places where a formation is mapped, erosion has stripped away
all of the good stone, or due to environmental conditions at time of deposition good stone
was never present in this area, or the overburden is too thick for removal, or the good
stone is too deeply buried beneath poor stone to permit profitable exploitation.

The popular concept of an unlimited supply of limestone must be abandoned so far as
metallurgical grade stone is concerned. Every metallurycal.llmestone quarry or mine
today is working a deposit which has definite boundaries, either physical or economic, or
both, beyond which exploftation cannot go. Many of these deposits will reach those
boundaries within the next ten years. The writer of this report, who has been investigating
limestone deposits in various parts of the United States during the last 37 years, knows
of only two metallurgical grade limestone deposits that he believes will still be ylelding
metallurgical stone 50 years hence. Of course, new deposits will be discovered in the
future as in the past, but their discovery is becoming increasingly difficult and expensive.

The conclusion is inescapable that metallurgical limestone is a valuable natural re-
source occurring in deposits definitely limited as to recoverable volume. Each y-ar's
property.

July, 1963 Kenneth K, Landes
1005 Berkshire Road
Ann Arbor, Michigan
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DEFINITIONS

Some words have diffsrent meanings to different people. In many instances the same
word may have a much more restricted meaning to the scientist than it hag for the man in
the street, and even for the mau in industry who may use the word constantly. Therefore,
in order to avoid confusion some of the more common terms used in this report are
defined in the following paragraphs as they are used berein. For practioal reasons the
terminology followed tends to favor the trade usage rather than the academic definition.

Limestons. The word "limestone" without qualifying adjective as used in this report
is a sedimentary rock composed largely of the mineral calcite ( caloium carbonate) or the
mineral dolomite ( calcium-magnesium carbonate) or mixtures of the two.

High calolum limestone. , A limestone consisting dominantly of the mineral calcite.
When the term "limestone” is used in scientific reports, high calefum limestone 1s implied.

Dolomite. Limestone rock composed chiefly of the mineral dolomite (calcium-
magnesium carbonate). Limestoaes which are mixtures of the minerals caleite and dolomite
may be referred to as 'dolomitic limestones" or "magnesian limestone. " Where the enduse
Mlmmwmmohmncommmlommmmbmdwuaum-
stone in aoccord with the first definition above.

Carbonate rock. A very convenient term to include all stone covered by the three
preceding definitions. It is derived from the fact that both calcite and dolomite are carbon-
ate minerals.

Metallurgical stone. A term applied to all carbonate rocks which are used as a flux
in metallurgical processes, such as in the blast furnace to assist in the conversion of tron
ore to pig iron and in the open bearth furnace where pig iron becomes steel. Dolomite is
also used as a refractory in furnace linings. As can be seen in Table 1 both high calcium
limestone and dolomite have metallurgical usea.

Chemical stone, Carbonate rock that is used by the chemical industry.

Lime, The product obtained by heat treatment in a kiln of either high calcium lime-
stone or dolomits. The heat treatment drives off carbon dioxide leaving either calcium
oxide or the oxides of calcium and magnesium (in the case of dolomitic raw material ).

-

-
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Lime is sold either as quicklime which unites vigorously with water, or the water is added
prior to sale in which case it is marketed as hydrated lime.

Ceoment gtone. A high calcium limestone which can be used in the manufacture of
cement. Portland cement specifications limit the amount of magnesium oxide to 5% which
means that the raw material cannot run over 3%. However, argillacecus (clay) impurities
may be present up to about 23%; in fact if they are not present in sdequate proportion in the
rock, clay or similar raw material from outside sources das to be added.

Commercial stone. Stone used in concrete aggregate and as road metal. Also
referred to as "road stone”,

Place value. Limestone, even that of highest grade, is a bulk commodity with a
relatively low value per ton. In consequence most limestone buyers pay more for trans-
porting the raw material than the cost of the stons at its source. For this reason limestone
as well as other mineral bulk commodities are said to bave "place value". A high-grade
limestone in Montana would have very low place value, the place value of a limestone of
equal grade in eastern lowa would be much higher, and such a stone within the city limits
of Chicago would be at the very top in place value.

-8-
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USES AND SPECIFICATIONS

Usable and not usable limestones. Both high calcium limestone and dolomite which
can be used for metallurgical and chemical purposes are scarce in terms of the total
volume of limestone within the United States. Somewhat larger, but still limited in
volume, is the limestone that can be used commercially, mainly for concrete aggregate
and as road metal. The remaining limestone is either too impure chemically or inadequate
physically for any use whatsoever. Wherever there are limestones this completely non-
usable stone is by far the most abundant, occupying many cubic miles of the earth's crust.

Metallurgical limestone specifictions. Limestones that are satisfactory for met-
allurgical or chemical uses as stone, or satisfactory for raw material for the production
of calcined products, may be classified in four grades as follows:

Table 1

A-1 A-2 B-1 B-2

Silica less than 1.0% 3.0% 1.0% 2.0%
Alumina "o 1.5 1.5 1.5 1.5
Sulfur v 0.1 0.1 0.1 0.1
Magnesia non 5.0 5.0 21.8 21.8

These specifications are arbitrarily made to provide a means of identifying various
classes of limestone since there are no generally agreed upon standards. Silica,
alumina and sulfur are impurities. Magnesia is an active basic agent, but limestones
with varying proportions of magnesin may have different uses.

Uses of metallurgical stone. Over half of the total volume of stone here classified
as "metallurgical” consumed annually is used as blast furnace flux. The blast furnace is
the fundamental unit in the conversion of iron ore to pig iron. An average of 800 pounds
of limestone is used in producing each ton of pig iron. The function of the flux is to furn-
ish basic constituents, namely lime and magnesia, which will combine with the acid com-
pounds normally present in an ore, such as silica and alumina, and remove them in the
form of the resulting slag at the top of the molten metal in the blast furnace. Also the
flux is very important in the removal of sulfur present in the coke in the blast furnace
charge. Because the efficiency of the flux is dependent upon the amount of basic elements
it can contribute, it becomes obvious that the presence of such compounds as silica and

-4~
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alumina in the flux itself serves to reduce the effectiveness of the flux as a metallurgical
agent. It is, of course, possible to compensate for these increases in acid compounds in

a flux by the addition of more flux, However, this practice has its limitations because it
not only increases the slag volume, decreasing the furnace capacity, but in addition more
coke is required to heat the additional stone to flux the acid compounds already in the stone
and further, the addition of more coke to a blast furnace means that more impurities
present in the coke have to be fluxed as well. Therefore, grade A-2 stone is used only
where the delivered cost of A-1 stone is more than the additional costs involved in using an
A-2 fluxstone obtainable near by.

The presence of magnesia does not seem to interfere with the fluxing property of
limestone; in fact some blast furnace operators specify from 5 to 9% MgO in the belief that
with such stone thoy obtain a more satisfactory slag. Therefore, B-1 (and even B-2)
grade stone may be used either directly as a blast furnace flux, or as a supplementary
material to be added to the A-1 charge.

Metallurgical stone can only be used in lump form. Tbe fines produced during mining
and processing must be agglomerated or marketed elsewhere. Pulverulent types of lime-
stone such as chalk and marl cannot be used for metallurgical purposes, regardless of
purity, unless agglomerated.

Most of the conversion of pig iron to steel is done in the open hearth furnace. During
this operation from 130 to 370 pounds of flux, depending upon the amount of phosphorus that
has remained in the pig iron, is added for each ton of steel produced. A-1 (or A-2) grade
stone is used for this purpose; the dolomitic limestones ( B-1 and B-2) are not used.

Dolomite is refractory and is used in lining basic open hearth steel furnaces. Only
B-1 grade, and that at or close to the pure dolomite end of the calclum-magnesium series,
can be used.

One of the most important uses of calcined limestone (lime) is as a flux in the prod-
uction of steel. Chemical stone, used in making such products as soda ash and calcium
carbide, and in the refining of beet sugar, must be of A-1 grade in most instances, al-
though B-1 stone is used in quantity for some purposes. Quality plasters can be made
only from A-1 or B-1 stone.

je
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The utilization of the various grades of limestone as metallurgical stone is summarized
in the following table:
Table 11

Grade Blast Furnace Open Hearth Furnace Lime Chemicals

Flux Flux Lininge
A-1 Yes Preferred No Yes Yes
For more
uses than
B-1
A-2 Yes Yes No No No
B-1 Yes No Yes Yen Yes
Usually as a )
supplement
to A-1

B-2 Yes No No No No

The total metallurgical grade stone production is roughly one-eighth of the annual
domestic crushed limestone produced ( the amount of limestone mined for building stone is
relatively insignificant). The remaining seven-eighths of the crushed stone has many uses,
especially in concrete and road metal, and as cement stone.

It can be seen from the above table that either nearly pure high calcium limestone
(A-1) or nearly pure limestone composed chiefly of the mineral dolomite ( B-1) are
easential to practically all metallurgical operations except in fluxing the blast furnace
charge where A-2 (or B-2) quality stone can be used if necessary. Only the B-1 stone can
be used as refractory material for steel furnaces.

Variations in quality in natural deposits of limestone. Nearly pure deposits of high
calcium limestone ( A-1) or dolomite ( B-1) are due to a combination of favorable geolog-
fcal conditions both at time of deposition and subsequently. The sea in which the carbonate
minerals were being deposited must have been clear; no streams on nearby land surfaces
were bringing in sand, silt, or clay particl«s to be deposited contemporaneously with the
carbonate grains. Subsequently no circulating ground waters precipitated silica or
sulfides in that particular rock.

-8~
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Limestones vary in quality both vertically and laterally. Vertical changes are the
result of changed environments in the geological past. Just as a limestone may be
succeeded by a shale, sandstone, or other rock due to different conditions of deposition at
different times, so may a pure limestone be succeeded by a highly impure limestone (such.
as a shaly or cherty llmeatone). Likewise limestones vary laterally Ln puhty due to
different environmental conditions at time of deposition, or due to more active ground
water circulation subsequently. Lateral variations are not as sudden as vertical changes.
but may be just as complete. Many instances are known of limestones merging into ’
shales and even sandstones laterally.

It may be concluded that a deposit of nearly pure stone is the result of an unusual
combination of circumstances and that this combination was in effect locally but not region-
ally so the deposit is definitely limited in scope. Consequently every deposit of high-grade
limestone may be looked upon as a lens. Some lenses are small, covering but a fow acres,
and others are large, covering several square miles, Many metallurgical stone operations
cease, not because the limestone becomes exhausted, but because the high-grade lens with-
in the limestone formation has been worked out.

-
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LIMESTONE PRODUCTION

Quarrying and underground mining costs compared, Most stone is produced in open
cut quarries. Underground mining i8 much more expensive, and is resorted to only where
(1) no surface stone of adequate quality is available, and (2) the consuming district is so
remote from open cut quarries that local stone can be mined and delivered cheaper.

Because of much cheaper production costs the outcrop deposits of metallurgical lime-
stone constitute the number one domestic reserve. This stone carries down the regional
dip from the outcrop and may underlie, at varying depths, hundreds of square miles of
younger rocks. It therefore constitutes a secondary reserve, which will be considered in
this report in the discussion on geographical distribution which follows. But it should also
be remembered that (1) quality varies laterally, and in many instances A-1 stone in the
outcrop becomes A-2 or less pure stone down the dip, and (2) not only does it cost much
more to mine stone underground, but those already high costs increase with greater depth
so that the potential value of a deeply buried limestone, even though it be of the highest
quality, is highly questionable.

Deterrants to continued operation of metallurgical limestone quarries. In many paris
of the United States there are dozens of abandoned quarries. Reasons for abandonment

follow:

Public pressure. Although a quarry may be started in 2 rural area and antedate
all zoning restrictions, it subsequently may become completely surrounded by resid-
ences and subject to harassment by the new neighbors who resent the presence of an
industrial plant in their midst even though it was there first. Suits to abate either
noise of blasting, plant operation, and truck movement, or dust may lead to the aband~
onment of a high-grade deposit before exhaustion.

Condemnation for highway and other purpoges. Large reserves of high-grade
limestone in the Chicago area and no doubt elsewhere have been retired from develop-
ment through condemnation of a part of the quarry area for expressway use.

Increased thickness of overburden. In quarry operations there is an economic
limit due to cost of overburden removal and disposal in order to uncover the stone
beneath. When this limit is reached, usually due to increased thickness of overburden
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as the quarry is extended, the operation must end.

Increased cost with increased depth. This is an especially potent factor in
terminating operations {n underground mines. In addition to increased operating
costs with increased depth every ton of stone produced from a deeper level also has
to pay its prorata share of the cost of sinking the shaft to that level.

Pumping costs., Many limestones are very porous and some are even
cavernous. Where these limestones lie below the water table either in quarries or
underground mines, the pumping expense may eat up the entire profit margin and
cause the operation to cease even though high quality stone is still present.

Changes in quality or in quality specifications, As a quarry or mine expands
from the original area of operation, relatively slight changes in the chemical character
of the rock may make it no longer acoceptable to buyers. For example, an increase in
the sulfur content of even as little as . 01% ma: shut down an operation. Likewise a
tightening of the sulfur requirements by the same amount could have the same effect.

Increaged mine to market transportation costs. As with all bulk commodities
the mejor cost is usually transportation. If these costs increase perceptibly the stone
may become priced out of its market. Likewise, stone from more distant sources but
traveling a cheaper route such as by water, may be able to compete successfully with
stone from nearby. For example lake stone (term applied to limestone produced along
the shores of the Great Lakes and transported by ship) can move inland for consider-
able distances invading markets hitherto held by local producers.

Exhaustion of Jeposii. Many limestone operations have closed down in the past
and will continue to close down in the future because exploitation of the deposit has
completely exhausted it.

Deterrents to opening up new deposits. Many adequate deposits of metallurgical
grade limestone with excellent place value cannot be developed for the following reasons:

Zoning. Zoning restrictions have now spread from the city into the township
and even the county. Therefore, in most metropolitan areas today current mining or
quarrying operations are nonconforming and no new operations can be initiated even
though a company may have owned mineral property for many years within the sub~

-8-
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soquently restricted area. As a consequence, producers supplying such necessities
to urban development as stone, sand, and gravel now have to discover and develop
deposits many miles ( and many transportatioa dollars) distant from the concentrated
market area.

Urban spresd. Even without soning the ever expanding urbanized area has re-
moved, and will continue to remove, large deposits of limestone from ever being
developed. For example, within the last twenty years in eastern Pennsylvania val-
uable high-grade limestone deposits have been covered by subdivisions, shopping
complexes, and drive-ins.

Rural development. Beyond the urbanized zones are large areas covered by
country estates and country clubs. The land thus covered is too expensive for acqui-
sition for limestone exploitation.

Parks, Some very large areas are not available for mineral development be-
cause they lie within federal, state, or county parks. Examples are wilderness parks,
national parks, local parks, parkways, and bird and game refuges. More land is re-
tired for these purposes every year. We even have had recent examples of some
states leasing park or game land for mineral development and then refusing the nec-
essary permits to start the development.

Expressways and interchanges. Every year more expressways are built and each
year the rights-of-way become wider and the acreage covered by the interchanges be-
comes greater. Without doubt a considerable tonnage of high-grade limestone be-
comes no longer available in this manner.

The search for new supplies. Because of the ever expanding market due to increased

consumption, and the annual abandonment of many limestone quarries for reasons stated
previously, the major limestone producers have to be continuously zearching for new
reserves. The discovery of such new reserves becomes increasingly difficult begause of
prior discovery and development, man-maude restrictions on areas where stong ¢an he
exploited, and the necessity of finding the stone where its transportation cost to market will
not be prohibitive.

The search for new supplies is also expensive. Geologists must be employed to locate -
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prospects, land must be optioned, and the prospects core drilled for thickness of over-
burden and quantity and quality data. It may take months of searching and exploration to
obtain a single adequate deposit of metallurgical gra s limestone.

-11-
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DISTRIBUTION OF METALLURGICAL LIMESTONE RESOURCES

Each state in the United States containing significant and accessible reserves of lime-
stone of metallurgical grade is discussed in this section. The state by state summaries
are based almost entirely on published information; their accuracy, completeness, and
freshness are therefore no better than the quality and dating of the source material. In
every instance where specific publications were available on the limestone resources of a
state those publications are listed at the end of the pertinent discussion.

Analytical data are not available for many deposits, and the available information is
questionable for others. In many instances the published analyses are for isolated "'grab"
samples which are rarely v/pical of the deposit as a whole. Only where the deposit has
been sampled by the technical methods employed in industry can the analysee be averaged
to give a reliable picture of the chemical character of the "run of mine" stone. Where
adequate chemical information is lacking the best clues to the quality of a deposit are to be
found by a survey of its utilization, including changes in its marketability across the
years. Although a premium grade stone may be sold for low quality uses, an inferior
stone cannot be marketed for metallurgical purposes, especially in recent years.

It will be noted that some of the references consulted, although the latest available,
are of such vintage that the information obtained can hardly be considered up-to-dats,
especially in regard to sreas of current exploitation. However, this report is primarily
concerned with the reserve picture, and it can be stated that, as a general rule, the re-
serve situstion has deteriorated instead of improved since the publication of the source
data. This has been due to the subsequent exhaustion of many deposits and to the increased
quality of stone demanded by the metallurgical market. New discoveries have failed to
equal these losses in the metallurgical stone reserve supply.

Ninety per cent of the limestone produced and sold as fluxing stone in the United
States in 1961 came from the following seven states:

-12-
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Rank | State Production in M tons

1 Michigan 10, 565
2 Pennsylvania 4,924
3 Ohio 4,433
4 West Virginia 1,480
) Alabama 1,269
6 Virginia 972
? Illinois 137

Total 24,380

In addition there was considerable production of limestone as chemical stone and for burn-

ing chemical lime,

In the following description of metallurgical grade limestone by states, the seven lead-
ing states in fluxstone production will be taken up first, in decreasing order of annual out-
put. States of lesser importance as sources of this type of stone will follow, in order of
geographic location, from east to west.

All state rankings are based on 1961 production figures as published in the Minerals
Yearbook for 1961, Vol.1, pp. 1157-1188,

Maps are included for the states which supply most of the metallurgical limestone
produced in the United States. On these maps are patterns showing the areas in which
certain geologic formations, know to contain local deposits of metallurgical grade stone,
occur, Two points should be kept in mind in using these maps. First, the pattern refers
to the top of the bed rock surface and not to the top of the ground; tens and even hundreds
of feet of glacial deposits, wind blown sand, river alluvium, or even deep soil may lie be-
tween the surface and the bed rock. Secondly, the commercially usable high-grade deposits
occupy only a small fraction of the area covered by a formation pattern, therefore the map
does not pinpoint a possible quarry or mine site, but it does give the geologist a less-than-
statewide area in which to hunt,

General References
C. Meade Patterson and Victoria R, S8chreck, '"Lime", Chapter in Minerals Yearbook,
1961, Volume 1, U, 8, Bureau of Mines, 1962, pp. 799-826.

-13-

193



H. B. Comstook and Jeannette 1. Baker, "Magnesium Compounds'’, Chapter in
Minerals Yearbook, 1861, Volume 1, U, B, Bureau of Mines, 1962, pp. 847-859.

Perry G. Cotter and Nan C. Jensen, "Stone'", Chapter in Minerals Yearbook, 1961,
Volume 1, U, 8, Bureau of Mines, 1963, pp. 1165-1160.

Department of the Army, Corps of Engineers, '"Waterborne Commerce of the United
States, Calendar Year 1961, Pt, 3, Waterways and Harbors, Great Lakes, 1862, 202 pp.

J. E. Lamar, "Uses of Limestone and Dolomite", Illinois Geologioal Survey, Circular
321, 1961, 41 pp.

Kenneth K. Landes, '"Chemical and Metallurgical Limestone {n Northern and North-
eastern States and Ontario, " American Institute of Mining, Metallurgioal, and Petroleum
Engineers, Transactions, 1961, Volume 220, pp. 174-179,

Wallace W. Key, "Stone' Chapter in Minerals Facts and Problems, U, 8. Bureau of
Mines, Bulletin 586, 1860, pp. 793-813.

Joseph L. Gillson and others,. "The Carbonate Rocks", Chapter 8 in Industrial
Minerals and Rocks, American Institute of Mining, Metallurgical, and Petroleum Engineers,
1060, pp. 123-201, |

Robert E. Davis, "Magnesium Resources of the United States ~ A Geologic Summary
and Annotated Bibliography to 1963", U. 8. Geological SBurvey, Bulletin 1019-E, 19857,
pp. 373-518.

G. C. Gazdik and Kathleen M. Tagg, "Annotated Bibliography of High Caloium Lime-
stone Deposits in the United States including Alaska, to April 1956", U, 8. Geological
Survey, Bulletin 1018-1, 1987, pp. 676-713.

Oliver Bowles, '"Limestone and Dolomite", U. 8, Bureau of Mines, Info. Ciro, 7738,
March 19586, 29 pp.

D. L. Graf and J. E. Lamar, "Properties of Caloium and Magnesium Carbonates and
Their Bearing on Some Uses of Carbonate Rocks", Econ. Geol., Fiftieth Anniversary
Volume, 1968, pp. 639-713,

J. A. Ames, "High Calolum Limestones in the B and O Area", Baltimore and Ohlo

Railroad, oirca 1951, 101 pp.
=14~

194



Virginia Edith Clee, “Bibliography on Dolomite", National Research Council, June
1880, 41 pp.

J. H. Weltz, "High Grade Dolomite Deposits of the United Btates”, U. 8, Bureau of
Mines, Info. Ciro. 7326, 1943, 66 pp. :

Shirley F. Colby, "Ocourrences and Uses of Dolomits in the United States", U, 8,
Bureau of Mines, Info. Ciro. 7102, November 1941, 21 pp.

Oliver Bowles, "The Btone Industries”, MoGraw-Hill Book Co., New York, 1939,
619 pp.

J. E. Lamar and H. B. Willman, ""A Summary of the Uses of Limestons and Dolomite",
Nlinois Geologioal Survey, Rept. Invest. 49, 1938, 48 pp.

Oliver Bowles and D, M. ﬁanki, "Limestone", U, 8, Bureau of Mines, Info. Cire.
6723, June 1933, 21pp.

Paul Hatmaker, "Utilization of Dolomite and lukh Magnesium Limestones", U, 8.
Buredu of Mines, Info, Circ. 6524, Sept. 1831, 18 pp.

Oliver Bowles, "Metallurgical Limestone”, U. 8. Bureau of Mines, Bulletin 299,
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' Michigan

Michigan's rank in the production of metallurgical limestone is due to a combination
of strategic location in respect to the Great Lakes waterborne commeroe and the presence
of high quality stone in unusual abundance. Three formations ( Fig. 1), the Burnt Bluff,
Engadine, and Dundee-Rogers City are exploited for metallurgioal stone in Michigan,

Burnt Bluff formation.  The Burnt Bluff formation crosses the southern part of the
Northern Peninsula from the Garden Peninsula to the east side of Drummond Island. A
large lens of high caloium limestone (A-1) in the Burnt Bluff dolomite is quarried north
of Port Inland. ‘
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Engadine formation, The Engadine formation at the top of the Niagaran series con-
tains some dolomite of B-1 grade. This formation crops in the Northern Peninsula only,
from the Lake Michigan shore near the Schooloraft-Mackinac County line eastward across
the foot of the 8t. Ignace Peninsula to southern Drummond Island. It is quarried north of
Port Dolomite and on Drummond Island. The amount of stone of B-1 grade in this for-
mation is definitely limited by looal topography and structural geology. The southerly dip,
which carries the Engadine beneath the lake waters in a relatively short distance, makes
underground mining virtually out of the question.

Dundeg~Rogers City. An exceptionally large deposit of A-1 grade stone lies within
the Dundee-Rogers City formations southeast of the town of Rogers City, These rocks are
quarried at Caloite and Stoneport. The belt ocoupied by the Dundee~Rogers City extends
from False Presque Isle ndrth and west to Little Traverse Bay. However, west of Black
Lake, and perhaps west of Rogers City, the cover of glacial drift is too thick to permit
exploitation of the underlying limestone. Down the dip, to the southwest of the outerop
zone between Rogers City and False Presque Isle, the Rogers City-Dundee stone continues
beneath successively younger formations. The distance down~dip over which it retains A-1
quality is now known, but it is probable that a large reserve exists in the first few miles
basinward from the outorop. This reserve cannot bé tapped, however, until prices justify
underground mining,

To the southeast from False Presque Isle the Rogers City~-Dundee stone disappears
beneath Lake Huron, The Dundee formation reappears in a belt of few outerops which
crosses the corner of southeastern Michigan. Unfortunately, however, this stone loses
its A-1 quality between northeastern and southeastern Michigan.

Limestone of metallurgical grade was shipped from the following ports ( Figure 1)
during the 1961 season:

Port Formation Type Tonnage (M tons)

Port Inland Burnt Bluff High calcium 3,591
Port Dolomite Engadine Dolomite 2,330
Drummond Island Engadine Dolomite 2,048
Caleite Dundee-Rogers City High ocaloium 12, 667
Stoneport Dundee-Rogers City High caloium 3,682

Total 24,088
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During the same year the fluxstons production was recorded as 10, 568 M tons, 80 over
half of the lake stone produced was used for other purposes, inoluding as chemioal, cement,
lime, refractory, and commercial stone.

Michigan contains many other limestons and dolomite beds beside those mentioned, but
all other known deposits of adequate size for large soale quarry opouttoul are bclow A-3
and B-3 grade,

Roforences; K. K. Landes, "Michigan Limestone" subchapter in Chapter 8, "The
Carbonate Rocks", in Industrial Minerals and Rocks, American Institute of Mining,
Metallurgioal, and Petroleum Eng., 1860, pp. 164-167; K. K. Landes, G, M. Ehlers,
and G. M. Stanley, "Geology of the Mackinao Straits Region", Michigan Geological Survey,
Pub. 44, 1945, 304 pp. ; Ralph Melhorn, "Limestone and Doloniite Survey of Mineral ' -
Resources along the Pennsylvania Raflroad System in Miohigan "', Michigan Geologioal
Survey, 1945; Paul C. Morrison, "The Michigan Limestone Industry”, Econ, Geog., Vol
ume 18,July 1943, pp. 260-274; R. A. Smith, "leutonol of Miohigan", ulohlnn
Geologloal Survey, Pub, 31, 1616, pp. 108-311.

Ponnsylvania

The production of 1imestone is a major industry in Penhsylvania, and Pennsylvania 18
a leading state in its annual output of limestone of gll types. It s second in metallurgical
stone production, Although Pennsylvania is underlain by many cubfo miles of carbonate
rock, the percentage that is of metallurgical and chemical grade is quite small.

- The metallurgioal stone resources of Pennsylvania ocour in various formations of
early Paleozolo age (Ordovician and Cambrian) in central and eastern Pennsylvania and
in the late Paleozoic ( Carboniferous) Vanport limestone of western Pennsylvania ( Fig. 2).
Four areas produce most of the. metallurgical grade stone from the early Paleozolo rocks,
whereas the production of Vanport limestone comes mainly from a single county in -
western~-most Pennsylvania, o = o P

‘Early Paleozolc Jimestones,' The four aress where Ordovician and Cambrian lime-

stones are exploited are (1) Centre and Mifflin Countles 10 central Pennsylvanta, (3)
the Lebanon Valley of soutbeastern Pennsylvania, (3) the' Phtladelphia dolomite mmm.
and (4) Adams and York counuu. also in mmmm Permsylvania, '

-17- .
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Centre County in central Pennsylvania ocontains the highest grade limestons (A-1) in
quantity in the state. The Valentine formation ( ""Bellefonts ledge") orops out along the
limbs of the Nittany anticline on opposite sides of Nittany Valley. On the uorthwest flank
the beds are vertioal, but the southexstern flank dips from 18° to 4¢°, Although formerly
quarried to a considerable extent, most of the Valentine formation now comes from under-
ground mines {n the Bellefonte area and aoross the valley near Pleasant Gap. This stone
is md as furnace flux, for chemioal purposes, and for lime burning,

The Annville limestone, which like the Valentine is also of Ordovician age, is the A-1
stone which is quarried in the Lebanon Valley of southeastern Pennsylvania, The strata
in this area have been tilted beyond the vertioal so that they now dip from 30° to 80° south.
The Apnville Ukewise 1s used for lime burning and chemical and metallurgical purposes.
In addition some 48 shipped into the Lehigh Valley cement district for mixing with the local
cement rock in order to bring it within magnesia specifications.

Large quarries to the northeast and southwest of Philadelphia produce high-grade
dolomite (B-1) from Cambrian rocks. Southesstern Pennsylvania also contains high
caloium limestone of similar age., Centers of production arenear Hanover in Adams County
and in the vicinity of Thomasville in York County.

The east coast steel mills are largely dependent for their metallurgioal stone upon the
Cambrian dolomite and high calciurh limestone deposits of southeastern Pennsylvania.
However, both here and in the Lebanon Valley land values are very high and the urban
spread westward from the Philadelphia metropolitan area have limited greatly tho: avail-
able reserves for future development. ‘

The Carboniferous Vanport limestone of western Pennsylvania is produced today
mainly in the Hillsville-Bessemer district of Lawrenoe County, but many quarries and
underground mines have operated in the past in other parts of the Vanport outorop area,
especially in Armstrong and Butler Counties to the east. The Vanport stone is of marginal
quality chemijoally (mostly A-2) and its furnace use has been due to its place value, lying
as it does on the periphery of the Pittshurgh-Youngstown steel dilt:igt_. The \.lanport‘ln ,
quite variable in thickness; where exploited it has an average thickness of about 18 feet, .
but due to erosion prior to deposition of overlying formations this limestone has been out
out altogether in many places. It lies nearly flat, which makes possible quarry operations

-18-
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in the Hillsville-Beasemer area, but farther to the east this ledge orops out along the
8idas of steep walled valleys so it has been necessary to follow the limestone bed be-
neath the overlying rock by underground mining in order to exploit it.

References, Frank M. S8wartz and Richard R. Thompson, '"Commercial Possibilities"
of Some Ordovioian Limestones in Franklin County, Pennsylvania", Pennsylvania State
University, Bulletin Mineral Industries Experiment Station, July 1988, 1-14 pp,; Carlyle
Gray, "The High Calcium Limestones of the Annville Belt in Lebanon and Perks Counties,
Pennsylvania", Pennsylvania Geologioal SBurvey, Progress Report 140, February 1962,

18 pp.; Carlyle Gray, "Preliminary Report on Certain Limestones and Dolomites of Berks
County, Pennsylvania’ Pennsylvania Geologival S8urvey, Progress Report 136, April 1851,
88 pp.; F.M, 8waln, "Geology and Economic Aspects of the More Important High Calofum
Limestone Deposits in Pennsylvania’, Pennsylvania State College Bulletin, Mineral
Industries Experiment Station Bulletin 43, 1946, 20 pp.; Marshall Kay, "Chemical Lime
in Central Pennsylvania", Economic Geology, Volume 38, 1943, 188-208 pP-";" Charles
Butts and Elwood 8. Moore, 'Geology and Mineral Resources of the Bellefonte Quad-
rangle, Pennsylvania", U, 8, Geological SBurvey Bulletin 858, 1936, 111 pp.; B. L.
Miller, "Limestones of Pennsylvania", Pennsylvania Geological Survey, Bulletin M 20,
1934, 729 pp.

Ohio

Ohio ranks third in metallurgical limestone and first in lime production. Two rock
groups, the Niagara and the Columbus, are the principal sources of metallurgical stone.
The distribution of these rocks in Ohio is shown on Figure 3.

Niagaran dolomite, The only really high quality carbonate rock ocourring in abund-
ance in Ohio is the Niagaran dolomite which underlies a considerable area in western Ohio.
Local names used for this rock include Peebles, Lilley, Cedarville and Guelph, The best
stone appears to be localized in the northern part of the Niagaran outorop to the southeast
of Toledo in the general vicinity of Woodville, Here is the largest 1ime burning distriot
in the United States. Because of the purity of the dolomite the lime is likewise high-grade
and 18 used in chemical manufacture. Raw (unburned) dolomite is also shipped direotly
to chemical and steel plants. There is a large reserve of dolomite in the Woodville area,
but future development will involve the removal of more and more overburden per ton of
stone produoced because the localities where thick dolomite lies at shallow depth are being

-19-
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exhausted.

Although the map shows another and larger outorop band of Niagaran rock, orossing
froin Indians into west central Ohio and continuing down to ( and soross) the Ohio River
into Kentuoky, most of this stone is B-3 or lower in grade.

Columbus Jimeptone, The Columbus limestone, an A-3 stone, is the prinoipal source
of fluxing stone and ochemioal stone in Ohio, It extends from Kelleys Island in Lake Erie to
south of Columbus (Fig. 8), The workable deposits at the north end of this zone have been
largely exhausted. Abandoned quarries are numerous both on Kelleys Island and south of
Sandusky Bay on the mainland.

As a general rule the Columbus limestone inoveases in silioa and magnesia oontent
with depth, so the downward limit of oxplolutlon. 80 far as furnace stons is conoerned, is
an assay level rather than a geologic contact, Cbert bands w bo present locally at
higher levels in the Columbus formation. Howenr. in .pm of its marginal ohemical
character for use as metallurgiocal stone is oonoornod. thll limestone is so close to
major oconsuming centers that it has unusually Mch place valuo.

'rm Columbus limestone dips to the east from the ouurop band and is m!npd ata
depth of 2248 feet at Barberton, southwest of Akron, for chemical ctono The llmutono
exploited by this mining operation is also cherty. ;

Formations not showp on Ohio map, The Vanport limestone of Carboniferous age is
emndvo)y quarried in western Pennsylvania ( see’ Pennsylvuu) and some of tho workings

em:\dwrouthollno!nzoOMO. R N

. The Buuﬁald formation, somewhat older than the Nhnun but still of Sﬂurlm age,
orops out in lombwomm Ohio where it is pmtionlly the only oommorcul liméstone.
Chemically the stope nA-z in grade, Its exploitation is- lundtoappodbytbo fact that 1s
has maximum thickness ofonly about 12 feet, exoept loomy whoro it may be as much as
20 foet, . . R "E

«««««

for meunurﬂcnl use, SN R 3 T

Raforonces, OClinton R, Stwﬂﬂ\ "'l’ln Columbus Limestons"; Journal of Geology, .
Volume 68, July 1051. pp. 376-383; W E. Lnnbom. num.m. Ofl!n@m oblo",
.zo-
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Ohlo Geologiocal Burvey, Bulletin 49,1951, 364 pp. ; Clinton R. Stauffer, "The Geologioal
Section at the Limestone Mine, Barberton, Ohio", Amerioan Journal of S8oience, Volume
243, May 1944, pp. 251-271; Wilber Stout, "Dolomites and Limestones of Western Ohio",
Ohfo Geological SBurvey, Bulletin 42, 1941, 446 pp.

West Virginia

West Virginia is the fourth state in the United States in annual production of metallur-
gloal stone. In addition to & considerable volume of fluxstone, this state ranks high among
the lime producing states, and also produces some dead-burned dolomite for refractory
purposes. The metallurgical stone is confined to the Ordovician Mosheim limestone and
Cambrian Tomstown dolomite which lie within the band of rocks which cuts across the
northeastern or "panhandle" corner of West Virginia between Maryland and Virginia ( Fig. 4).

Mosheim limestone, This is the only high quality limestone (A-1) in West Virginia,
1t orops out in Berkeley County and to a lesser extent in Jefferson County. It averages
less than 1% silica and 2% magnesia, and is likewise low in alumina, The Mosheim,
therefore, mkes a very fine fluxstone and is ideal for lime burning,

Due to close folding and erosion the Mosheim limestone occurs in more or less isolated
pockets, Many of the individual deposits have been completely worked out, and other
pockets are so small that they cannot be profitably exploited. The volume of Mosheim
stone yet to be quarried or mined in West Virginia is relatively small.

Tomstown dolomite, The Tomstown formation is a true dolomite of B-1 rank.
Chemical analyses made of samples of this stone obtained from active quarries have shown
a uniform silica content of less than 1%. It is quarried in considerable volume for re-
fractory purposes, The center of the Tomstown exploitation is in the vicinity of Millville
in Jefferson County, Like the Mosheim limestone the Tomstown dolomite occurs in in-
folded depoaua.' many of which have already been worked out and the remainder are definit-

ely limited as to reserves.

References: J. B, McCue, J. B, Lucke, H, P, Woodward, "Limestones of West
Virginia", West Virginia Geologlcal Survey, Vol. 12, 560 pp., 1939; G. P. Grimsley,
"Jefferson, Berkeley, and Morgan Counties”, West Virginia Geological Survey, County
Reports, 644 pp., 1916,
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Alabama

Alabama ranks fifth in umnal outpuc of fluxstone and olchth in llmo. Molt ol tho
orushed limestone produced is used for flux in the Birmingham iron !umoel. Tho
Alabama fluxatone and lime rockl ooour ln both Cambro-Ordovician and mu(nlpptan
formations ( Figure 8). ‘ " oy

Mﬂ; formations, ‘mo largopt quarries are in the Upper cambmn
Katona ( Knox) dolomite in the vicinity of. Blrmlnﬂnm Some ledges run less than 1%

silica in ocarload lots and 86 qualify fo\' B-l httn( Somo lump dolomite is alsp mined in
this distriot for refractory purposes, ﬁolomlto apd limestone of Lower Ordovlolan

(Beekmantown) age are also quarried, ospedmly m Shelby Couynty, for both cbomloal and
metallurgical uses. ’

mmﬂmm &Mm Mlulnlbptag‘_,liﬁiootéhe has been rather extensively mined
and quarried in Shelby, Jefferson, Blount, and Etowah counties, for flux in the Birmingham
iron distriot. Thehe limestones are A-2 in grade as a general rule, As yet umapped
deposits ooour along the Tennessee River in northern Alabama.

Reforencey: Hugh D, Palliser, "Alabama", in Industrial Minerals and Ricks, Chapter
8, "The Carbonate Rocks", American Institute of Mining, Metallurgical, and getmleum
Engineers, 1960; pp. 161-1569; Benjamin Gildersleeve and James L. Calver, 'f(}unte:x'évlua
Reservoir Qunrrj} Site Limestone Investigations", Tennessee Valley Authority; Aprﬂ"lﬂa.
95 pp. B
Virginia

Virginia i8 sixth in fluxstone and seventh in lime production. It also has é consider-
able chemiodl -stone mdustry The metallurgical stone resources of Vh‘glnla aro confined
to the upper Cambrian and Ordovician belt of rocks.which orgsses the, estern part of the

' mte from noriheast to sauthweat ( Flg 8). 'ropographloally this reglon is lcnown as the
Appalachian Valley and in lt are !o\md over thirty lime planh and ﬂuxetone tnd chemical

stone quarries. Both high calcium limestone and dolomlte are present in thia belt of
_‘;_carbonate roek. Bome stone o( A-l and 3-1 quality-is prount, larger quagtities of A-2
and B-2 are o.vallable. but the greawr part of the limestone in Vlrginla (as elsewhere) is
not of metallurglcal grade, ¥
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Because of the pockety nature of the infolded early Paleozoic limestones of Virginia
the quarriable reserves of the individual deposits are quite limited. Furthermore, the
Virginia stone lessens in place value to the southwest of the West Virginia panhandle be-
cause of increasing distance to steel centers in the northeastern United States, and to tide

water.

References; William Randall Brown, '"Geology and Mineral Resources of the Lynch-
burg Quadrangle, Virginia", Virginia Division of Mineral Resources, Bulletin 74, 1958,
99 pp. ; Raymond 8. Edmundson, "Industrial Limestones and Dolomites in Virginia, James
River District West of the Blue Ridge", Virginia Division of Mineral Resources, Bulletin
73, 1958, 137 pp.; Byron N, Cooper, "Industrial Limestones and Dolomites in Virginia,
Clinch Valley District", Virginia Geological Survey Bulletin 66, 1945, 259 pp.; R. 8,
Edmundson, "Industrial Limestones and Dolomites in Virginia, Northern and Central
Paris of the Shenandoah Valley", Virginia Geological Survey, Bulletin 65, 1945, 194 pp.;
Byron N. Cooper, "Industrial Limestones and Dolomites in Virginia, New River-Roanoke
River District", Virginia Geological Survey, Bulletin 62, 1944, 98 pp.

- Nlinois

Illinois is the first state in the annual production of crushed limestone. Most of this
stone is used in concrete aggregate and for road metal, in which Illinois is the leading
producer. It ranks seventh in the production of fluxstone, and is also a large producer of
lime. Although several formations are worked in Illinois for metallurgical stone the lead-
ing areas are in Silurian (Niagaran), Mississippian, and Ordovician rocks ( Figure 7).

Niagaran dolomite. Ilinois has considerable production of dolomite of B-1 grade
quarried from the Niagaran dolomite outcrop zone of northeastern Illinois ( including Cook
County), Some quarry sections here are unusually thick and fairly pure, but this situation
is not true throughout the outcrop belt. Dolomite is extensively quarried in Chicago and
vicinity for use in lime burning and for fluxstone, as well as for other volumetrically much
more important uses. Although there is a considerable quantity of Niagaran dolomite of
good quality not yet quarried in the Chicago district, most of it ig not available because of
high land costs, zoning laws, and highway construction. Many of the quarries are completely
surrounded by built-up areas. The quality of the Niagaran stone becomes poorer to the
south, and at Kankakee in Kankakec County the dolomite runs from three to ten percent silica.
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Mississippian limestones. A belt of middle Mississippian limestones crops out in the
bluffs of the Mississippi River both upstream and downstream from the Alton-East 8t. Louis
industrial drea. Included are the Salem, St. Louis, and Sainte Genevieve limestones. They
are mined and quarried for many purposes, including lime burning, fluxstone, and chemioal
manufacture. The atono is Mgh calctum limestone and is mootly of A-2 quality, but some
of the ledges qualify ror A-1 classification. Ocourring as it dou ln the 8t. Louis metropol-
itan area, this stone is high in place value,

The :same series of limestones also orosses the southern tip of Illinols from the
Mississippi River to the Ohio River. :

The next oldest Mississippian limestons, the Burlington, 1s not shown on the map be-
ocause it rarely qualifies for metallurgioal or obomlcal uses. Itis, however, an,importnnt
soumofumemtheQulncyaruwhonltubothmmdmdquarﬂod lnoomequarrles
theuppermotthomunmmaymumohummn. :

M limestone. “This much older limestone of Ordovlclan age occun ln patphes
along the wssm!ppi River between innoy and Alton, below East 8( Loqis. and north of
Cairo (Figure 7). It has been mined in a deposit below East St. Louis 88 2 souroe omm.
Apmulomofthunouladblqumy . 3 _~.»

Roferences: J. E. Lamar, "Mlinois", in Chapter 8 "The Carbonm Rocke";’ Amerloan
Institute of Mining, Metallurgical, and Petroleum Engineers, lndultrhl utyoralu and
Rocks, 1960, pp. 168-170; James W. Baxter, "Salem Limestone insouwmm Illinois",
Ilinois State Geological Survey, Circular 284, 1960, 32 pp.; J. E. Lhn}an "Limestone
Resources of Extreme Southern Illinois", Iilinois State Geologlokl Survey, Report of In-
vestigations 211, 1959, 81 pp.; H, B, Willman, "High Purity Do!gmlp in Minois", Nlinois
State Geologloal Burvey, Report Investigations 90, 1943, 89 pp.; J. E. Lamar and H. B,
Willman, "High Caloium Limestone Near Morris, llinols", Tllinofs Btate Geologloal Sur-
vey, Report of lnvestigauons 23, 1981, 26 pp.; J. E, Lamar, "leestone Resources of the
Pontiac-Fairbury Region", Hlinois State Geological Survey, Byport of Investigations 17,
1929, 27 pp.; Frank Krey hnd J. E Lamar, "leestone Resources of Nlinois", Nlinots
Geological Survey. Bulletin 46, 1925, 392 pp.
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Other States

There are, or course, other states containing high calcium limestone and dolomite of
metallurgical grade, and there is some production from those states of limestone for flux~
ing and chemical purposes. These states produce relatively small quantities of such stone
for one of three reasons (1) the deposits are small and the reserves inadequate for large
scale production; (2) the stone does not meet usual flux and chemical stone specifications,
but is exploited locally because of abnormally high place value of the deposit; or (3) the
deposits are remote from metallurgical or chemical markets so i8 low in place value and
has a very limited market for furnace or chemical use.

Massachugetts, Massachusetts dropped from fourth place in lime production in 1932
to sixteenth place in 1961, probably due to the working out of the higher grade stone deposits.
All of the commercial limestone deposits in this state are in Berkshire County in western
Massachusetts. The calcareous formations are Cambrian and Ordovician in age. Some
A-1 limestones are present and some of the dolomites and dolomitic limestones are of
B-1 grade. The higher quality stone is burned for lime, and a few thousand tons are
marketed each year for flux, '

Reference; T. Nelson Dale, "The Lime Belt of Massachusetts", U. 8. Geological
Survey, Bulletin 744, 1923, 71 pp.

New York. Although New York ranks eighth among the states in crushed limestone
production, its annual output of ﬂuxatqne and lime rock is relatively insignificant. Most
of New York's limestone is below A-2 or B-2 in grade and is used in concrete aggregate,
road metal, and railroad ballast. The metallurgical stone resources are largely confined
to Precambrian dolomite and Silurian limestone.

Some of the Grenville dolomite ( Precambrian) which occurs in 8t, Lawrence and
Jefferson Counties in northern New York is B-1 in grade. It has been quarried near Natural
Bridge, Jefferson County, and dead-burned for use as a refractory., Likewise some of the
Precambrian dolomites in Westchester and Dutcixess Counties north of New York City are
B-1 in grade and have been exploited for lime manufacture. These ocourrences are, how-
ever, local in oharagter and becauﬁe of the variable silica content of the Precambrian
carbonate formations it 18 very unlikely that large deposits of B-1 grade stone are to be
found in the New York-New England province. :
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From the available analyses there appears to be little or no A-1 Silurian stone in New
York in quarriable volumes. The Clinton limestone becomes fairly pure in the western
part of the state and 18 there of A-2 grade. It has been extensively quarried in the
vioinities of LeRoy and Stafforci. Genesee County, and Lockport and Gasport, Niagara
County, for use as flux in the blast furnaces of the Buffalo district. Wat'erborne A-1 grade
stone from Michigan and rail-borne high calcium limestone from Ontario have replaced
local fluxstone in this district in recent years.

Devonian limestone has been exploited for many years near Syracuse for the manufacture
of soda ash and other chemicals.

References: F. M. Swain, "Limestone and Dolomite Along the Pennsylvania Railroad
System in New York'", Pennsylvania State College, School of Mineral Industries Experiment
Station, Dec. 1944, 13 pp.; David H. Newland, "The Mineral Resources of the State of
New York, Bulletin N. Y. State Museum, Nos. 223, 224, pp. 256-268, 1921.

Maryland. Maryland is unimportant as a source of metallurgical stone, but does pro-
duce a little lime, The same Ordovician formations which contain the better quarry ledges
in goutheastern Pennsylvania to the north and in the "pan-handle’ of West Virginia and in
northwestern Virginia to the south cross western Maryland at almost its narrowest part,
passing through Frederick and Washington counties, A-2 stone i8 quarried and burned for
lime at several communities in the former county, and at Cavetown in sthlngton County.
These infolded limestone bodies are lenticular and decidedly limited in volume,

Reference: R, B. Neuman, "St. Paul Group, A Revision of the 'Stones River Group'
of Maryland and Adjacent States", Geological Society of America, Volume 62, March
1961, pp. 267-324,

Indiana. Indiana, although the leading producer of limestone building stone, ranks
tenth in crushed limestone and only an insignificant percentage of this material is used for
metallurgioal purposes. The reason for this is the virtual absence of metallurgical grade
stone in quarriable deposits except the Salem limestone which is more valuable for build-
ing purposes. Niagaran rock, the outcrop of which extends into Indiana from the north-
west, is not suitable for furnace use. The only limestones which are quarried in volume
are the Sainte Genevieve, Salem, and other Mississipplan formations. These are
exploited in Washington and Harrison Counties in southern Indiana for roadstone.

=26~
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To the northwest, in Lawrence and Monroe Counties, the S8alem high calcium limestone
is quarried in considerable volume for dimension stone; some lime i8 burned and a little
furnace flux is sold as by-products of the building stone industry. .

References: Duncan J. McGregor, "Indiana" in Chapter 8 "The Carbonate Rocks'',
American Institute of Mining, Metallurgical, and Petroleum Engineers, Industrial Minerals
and Rocks, 1960, pp. 162-164; John B, Patton, ""Crushed Stone in Indiana", Division of
Geology, Indiana Department of Coneervatieq, Report of Prognéss No. 3, April ‘1949. 47 pb.

Tennessee. Tennessee produces considerable crushed limestone, ‘but most 18 below
A-2 or B-2 in grade. Some stone is sufficiently pure, however, for lime burning. The
lime rocks occur in both Cambro-Ordovician and Mississippian formations, . Within the
broad belt of Cambro-Ordovician formations crossing southeastern 'l’ennesm are several
limestones and dolomites which are locally of A-1 or B-1 grade SOme of the pureat lime-
stones in Tennessee are the upper Mhslselpphn Gasper oollte and Balnte Genevieve llme-
stone which ocour in deposits up to 150 feet in thickness in the l!lghhnd le area.

ggferenggs R. G. Steme, "Tennesm" tn Chapter 8 "rhe Carbonate Rocka"
American Institute of Mining, Metallurgloal s and Petroleum Englneeu. Induetrlal mnerals
and Roeks. 1960. PP, 173-174, George I. Whmach "leeatone and mme" Tennessee )
Geological Burvey. Marketa Circuler No, 10, April 1041 38 PP,

Wisconsin. Only minor amounts of limestone quarried in Wisconsin are used for lime:
and flux. By far the greater part of the production goes into concrete aggregate, road -
metal, and agricultural stone. - - o ot ema e e el

The only metallurgloal stone’ quarrisd 1s the Niagaran dolothité which orops out in a -
broad band parallel to the Lake Michigan shore line from the Door Peninsula to north-"
eastern Illinois. The largest lime production is in Manitowoc County. Lime is or has:been
burned in Sheboygan, Fond du Lac; Dodge, and Ozawkie counties, .The Niagaran dolomite,
used for lime burning ranges in grade from B-1. to B-2, - Scattered analyses show a silica -
content varying from .02% to 8.2%, with over half above 1%, .. .

Reference: Edward Stetdtmann, "Limestones and Maris of Wisconsin", Wisconsin’
Geological Survey, Bull. 66, 1924, 208pp, - - - )
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Iowa. ' Devonian limestones in eastern Iowa are quarried mainly for commerdial
stone, but a small peroentage is sold as fluxing stone. The only lime plant in the state ‘-
produces chemical and industrial lime from a Devonian limestone in Soott County.

Reference: ‘H, Garland Hershey, "Tows"”, in Chapter 8 "The Carbonate Rocka",
American Institute of Mining, Metallurgical, and Petroleum Engineers, Industrial Min-
erals and Rocks, 1960, pp. 176-178,

Missouri. ‘Missour] ranks third in the annual production of lime. Tbe yearly ouqm'
of fluxstone is negligible, but much of the lime is used for metallurgical purposes. Some
of the lime is obtained from the Ordovician Kimmsawick formation, but most is burned from
limestones of Mississippian age.

" The 'l‘unton Kimmswick formation oontuns doponiu of motallurgloal grado limestone
in eum‘n uuaourt south of 8t. Louis. lt is actively explolud for lime rock in Jotfouon
and sum Genevlove Counuu.

Mlululpplan !ormaﬂm outorop ina brow band Irlncinx the Ozark uplands area and
extending northward into northeastern muourl and western Nllinois. The Mhnlulpphn
rocks are prodomlnantly limeotones.and aome of the limestones contain deposits of metal-
lurgical mde stone. Three centers of 1ime production have been established in the belt
of Mississippian outcrop. The largest of these is in ‘the vieinity of Sainte Oonovlnvo in
8ainte Genevieve County, Here the lime rook i the Spergen formation. To the west, in
southwestern Missourl, is & second lime producing district. The largest plants are in
Greeno County in and near Springfield. The third district is in the vioinity of Hannibal in
northeastern Missouri, where the Missisaippian Burlington limestone is quarried and

References: W. C. Hayes, W. V. Searight, and J. W: Koenig, "Missouri", in
Chapter 8 "The Carbonate Rocks", American Institute of Mining, Metallurgioal, and
Petroleum Engineers, Industrial Minerals and Rocks, 1960, pp: 170-173; E. R, Buckley
and H. A, Buehler, "The Quarrying Industry of Missouri”, Missouri Bureau of Geology
and Mines, 2nd series, Volume 2, 1904, 8712p. . .. '

Texas. Texas has risen from a relatively small lime industry in 1946 to sixth place; -
in fluxing stone it has risen to ninth place. The state contains many limestones, but metal-

lurgical grade stone is scaroce. 4
-28-
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The smelters of the El Paso distriot furnish a market for metallurgioal lime and
fluxstone obtained from Ordovician and Lower Cretaceous limestones which orop out in the
immadiate vicinity.

The principal lime rock in Texas is the Austin chalk formation ( Cretaceous) which
averages only 70 to 90 per cent calcium carbonate, but locally may have adequate purity
for exploitation, This formation is quarried and burned for lime in several places in east
central Texas, especially in Comal, Travis, and Williamson Counties. Chemiocal lime is
produced south of 8an Antonio and shipped to the growing industrial area about Corpus
Christi. Bedrock limestone has to compete with dredged oyster shell for the high quality
stone market along the Gulf coast.

Colorado. About 20 per cent of Colorado's annual crushed limestone production is
used as a flux in the Pueblo iron furnaces and in the smelters of Colorado's mineral belt.
Most of the limestones in this state are too impure for metallurgical purposes, but two
formations, occurring in the Mississippian and the upper Cretaceous, are locally adequate
for fluxstone and lime burning,

The Leadville and other massive limestones of the Mississippian system are exploited
in Colorado for metallurgical stone. Biggest production is at Monarch west of Salida in
Chaffee County where fluxstone is quarried for use at Pueblo and Leadville. Another
Mississippian limestone deposit at Rockwood north of Durango in La Plata County, south-
western Colorado, has been developed for both lime rock and flux,

The Timpas mqmber of the Cretaceous Niobrara formation is exploited in east central
Colorado, especially in Pueblo, El Paso and Fremont counties, for cement, lime, and flux.

Reference: John W. Vanderwilt, "Mineral Resources of Colorado", Colorado Mineral
Pesources Board, 1947, pp. 244-246. ’

Utah. Utah is the eighth state int fluxstone production, immediately following Illinois.
About one-third of the orushed limestone produced in this state is used as a fluxing stone,
not only in the copper smelters and steel plants within the state, but also in similar plants
in California and in the E1 Paao,‘ Texas, area. Limestones are scarce in the southwest so
metallurgical grade stone here has high place value and can also travel unusual distances
to market.

-20-
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Leading counties for metallurgical and lime burning stone are Tooele and Utah, In
addition to fluxing stone, dolomite is also quarried for refractory uses.

California,  California is the leading state in the produciion of portland cement. It is
ninth in lime production. This state also produces refractory dolomite, chemical stone,
and fluxing stone, but the quantities are small because there is very little metallurgioal
grade stone in California. For this reason, steel companies have gone as far away as
Utah, British Columbia, and Alaske in seeking stone of the quality needed.

The California limestones, used mainly in the manufacture of portland cement and in
lime burning, are mostly of Paleozoic age. They occur as inliers in the highly folded
Mesozoic and Cenozoic sedimentary and volcanic rocks. The deposits are discontinuous
and individual deposits have a relatively short life.

Limestone has been reported from 62 of the 58 counties of California. During 1961
nineteen lime plants were in operation in thirteen counties; four-fifths of the total pro-
duction came from plants in northern California. Much of the lime produced is used in
open hearth steel furnaces and by the chemical industry. )

Although most of the limestone produced is high calcium stone, dolomite also is pro-
duced and is used as a refractory and for chemical purposes.

References: Earl W. Hart, "Geology of Limestone and Dolomite Deposits in the
Southern Half of Standard Quadrangle, Tuolumne County, California”, Tho California
Division of Mines, Special Report 68, 1959, 25 pp.; Oliver E. Bowen, Jr. and Cliffton H.
Gray, Jr., "Geology and Economic Possibilities of the Limestone and Dolomite Deposits
of the Northern Gabilan Range, California", California Division of Mines, Special Report
56, 1959, 40 pp.; O, E. Bowen, Jr., "Mineral Commodities of California", California
Division of Mines, Bulletin 176, 1957, pp. 113-120, 293-306; William B. Clark, "The Cool~
Cave Valley Limestone Deposits, El1 Dorado and Placer Counties, California", California
Journal of Mines and Geology, Volume 50, Nos. 3 and 4, July-October 1984, pp. 439-466;
Oliver E. Bowen, Jr., "Geology and Mineral Deposits of Barstow Quadrangle, San
Bernardino County, California", California Division of Mines, Bulletin 165, April 1954,
pp. 160-170. '
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RESERVE PICTURE

It was determined during the preparation of the first edition of this study 15 years ago,
by inquiries sent to members of the National Lime Association, that the average life expect-
ancy of the metallurgical grade limestone deposits then being workod was less than 30
years, and that an average of $10,000 was being spent by each responding company each
year in the search for new deposits. Since then many deposit life expectancies have been
shortened by increases in quality specifications, or by condemnation of valuable stone land
for highway (including interchanges) rights-of-way, or foxj other reasons.

Likewise the search for adequate undiscovered limestone deposits has become moro
and more difficult, and more and more expensive.

It can be assumed that most of the limestone of metallurgical grade that will be needed
fifty years hence has not yet been discovered, and the finding of it will not be cheap.

......
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~ SUMMARY OF PRINCIPAL POINTS
STATEMENT OF NATIONAL LIMESTONE INSTITUTE, INC. *
On Section 501(a) of H.R. 13270
Filed with the Senate Finance Committee
on September 26, 1969

(1) The National Limestone Institute, Inc. is
an industry assoclation composed of some 549 limestone
producers located in 34 states. Its members produce aggre-
gates for highways and other construction, agricultural

imestone, and other limestone products.

(2) The National Limestone Institute opposes
the proposed reductions under the House bill in the exist-
ing percentage depletion rates for limestone from 15 and
5 percent to 11 and U4 percent.

(3) Percentage depletion recognizes that mineral
resources are wasting assets and i1s an important part of
the National minerals policy to assure an adequate supply
of natural resources at a reasonable cost to the consuming
public. The proposed rate reductions indicate a significant
change in this policy and should be carefully considered.
They were not based upon any study of either the limestone
industry or the mining industries generally, and it is
unlikely that the Ways and Means Committee even considered
them in terms of any mining industries other than oil and
gas.

(4) The economic impact of the proposed rate
reductions would be severe in the case of 1ndividual pro-
ducers in the limestone industry. It is an industry of
small businesses and modest profit margins. The average
rice of limestone has actually decreased from $1.40 per
on to $1.38 per ton since 1950, when limestone was granted

g:rcentage depletion, although ihe producers' costs have
creased aubstantiuily during the same period.

15) Investors in the limestone industry need
the incentive of percentage dagletion to develop lime-
stone deposits and produce marketable limestone products
efficiently in order to meet the demand for limestone
which has almost tripled since 1950 and which is expected

to continue to grow parallel to the trends in population
and gross national product. :

* Submitted by Paul W, Seits, First Vice-Chedrman of the Hoard of Directors.
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STATEMENT OF NATIONAL LIMESTONE INSTITUTE, INC,

On Section 501(a) of H, R. 13270
Filed with the Senate Finance Committee
on September 26, 1969

I am Paul W, Seitz, First Vice-Chairman of NLI's Board of Directors,
and am submitting this statement on behalf of all members of the National Lime-
stone Institute; I am also President of May Stone and Sand, Inc., of Fort Wayne,
Indiana. National Limestone Institute's members appreciate this opportunity of
presenting to the Committee its views on Section 501(a) of H, R. 13270,

The National Limestone Institute, Inc. is an industry association composed
of some 549 limestone producers located in 34 states, Its members produce
aggregates for highways and other construction, agricultural limestone, and other
limestone products,

Limestone is presently entitled to a 15 percent depletion rate unless it is
used, or sold for use, as riprap, ballast, road material, rubble, concrete aggre-
gates or for similar purposes. The rate for limestone used for these purposes is
5 percent. 4 Under the House bill, the allowable rates would be cut from 15 and 5

percent to 11 and 4 percent.

*_/ Under the 1939 Code only metallurgical grade and
chemical grade limestone were entitled to 15 percent.
During those years substantial controversy developed over
the classification of a limestone deposit, and several
litigated cases failed to develop a satisfactory distinction
between metallurgical and chemical grade and other
limestone. The matter was resolved in the 1954 Code by
elimination of the metallurgical and chemical grade classi-
fication and introduction of the end-use test under which
limestone used for aggregates, etc. is entitled to only

5 percent. The present statutory rule is a rational
classification, and National Limestone Institute believes
that a classification based on metallurgical and chemical
grade is not sound.
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The National Limestone Institute opposes the proposed reductions
in the existing percentage depletion rates.

Percentage depletion waQ made available to limestone in 1951 as part
of the National .mlnerall policy to provide an adequate supply of all minerals
to satisfy the demands of an expanding economy and the requirements of
security and to agsure an orderly development of the Nation's natural mineral
;'ecou-rce'. Percentage depletion is a fandamental part of this National policy.
It recognizes that mineral resources are wasting assets and that new reserves
must be found and developed.

During the years percentage depletion has been available, the limestone
industry has participated in the Nation's economic growth. According to sta-
tistics published by the Bureau of Mines, production has almost tripled. :IAll
segments of the limestone industry have contributed to this growth, As is the
case with the mining industry generally, the impact of limestone's growth has
been felt directly in construction, agriculture and the many other industries
using limestone prt;ducts. and indirectly throughout the economy. =/

Any change in National policy that would adversely affect the growth of
the mining industries should be carefully considered. The symbolism of tax

reform and revenue gains should not be allowed to change this countr.''s success-

ful minerals policy. The proposed percentage depletion rate reductione would

*/ 1950 1967 (including small quanti-

: ties of dolomite)
Short tous 180,918,910 Short tons 568, 902, 000
Value $252, 755, 827 . Value $783,135,000

#%/ Hearings on Mineral Shortages Before the Subcommittee on
Minerals, Materials, and Fuels of the Senate Committee on
Interior and Insular Affairs, 90th Cong., 2d Sess., 32 (1968).
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change this policy, however, even though the decisions of the Ways and Means
Committee were not based upon any study of éither the limestone industry or
the mining industries generally. It is unlikely that the Committee even con-
sidered the proposed rate reductions in terms of any mining inductrle'o other
than ofl and gas. The mining industries should not be the unfair victims
of tax reform.

The economic posture of the limestone industry should be understood
in order to evaluate the impact of the proposed percentage depletion rate
reductions, Although the volume of limestone production has grown impress-
ively, the industry continues to be primarily small businesses, As the Bureau
of Mines' statistics cited above indicate, the average selling price of limestone
since 1950, a perlod of Natlonal growth—and generally rising prices—has actually
decreased from $1. 40 per ton in 1950 to $1. 38 per ton in 1967, On the other
hand, the industry has not escaped cost increases prevailing in the Nation's
economy. Air and water pollution control, noise control, and compliance with
land zoning requirements have been additional factors in increasing costs. The
consequence has been that the industry has spent large sums to develop lime-
stone deposits and produce marketable limestone products efficiently in or:ier ‘
to be competitive with other minerals, especially those also suitable for use

Y

as aggregates, ~ Nevertheless, profit margins have been narrow.

*/ Modernization is discussed, for example, at
pages 1067-68 of Minerals Yearbook, 1967, of
the Department of Interior,
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Although the aggregate percentage depletion deduction for limestone
is not available, it is very doubtful that the proposed rate reduction will
yield a meaningful increase in revenues. The impact on individual producers,
however, will be significant. As is the case in the mining industries generally,
percentage depletion has become an integral part of the economics of the lime-
stone industry, and maintenance of the existing percentage depletion rates is
necessary to avoid serious dislocations. These rates are not generous— 15 per-
cent is the rate for minerals generally and 5 percent is the minimum rate. Cut-
backs from these Jevels in an industry of small businesses and modest profits will

have adverse consequences, including possible price increases and reduced expen-
ditures to find and obtain new deposits and to modernize operating methods.

It is inevitable that the economic dislocation of the House proposal will
affect the capital values —the risk element— of limestone producers with adverse
effects on supply. The impact on the Nation would be significant. The Bureau
of Mines has projected massive increases in the demand for limestone during
the remainder of this century, Its growth will closely parallel trends in popula-

tion and gross national product. Although reserves of limestone are substantial,
*/

they are being depleted at a high rate. The Bureau of Mines has reported

%/  These facts and many other important considerations are
discussed in Hearings on Mineral Shortages before the Sub-
committee on Minerals, Materials, and Fuels of the Senate
Committee on Interior and Insular Affairs, 90th Cong., 2d
Sess,, 77 (1968), and at pages 884-893 of Mineral Facts and
Problems, 1965 Edition, a publication of the Department of
Interior,
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that "exacting specifications determine the marketability of stone in important
instances and sources adequate for such needs at reasonable costs are not
unlimited, " and further that "because of the variety of industrial uses the
local availability of stone that will meet specifications of local markets

influences the industrial and economic development potentia) of an area."



SUMMARY OF PRINCIPAL POINTS IN SUPPORT
OF CONTINUED %g? DEPLETION FOR GYPSUM

MINES AND QUARRIES

The gypsum industry is generally opposed to any reduction
in percentage depletion.

The principel merket for the gypsum mining industry is
products used in residential construction which has been
artificlelly depressed by the Federel Reserve policy of high
interest rates. The need for residentisl construation, |
perticulerly in urban centers is 5 pressing national problem,
The gypsum industry has in the past and hopes in the future
to aid in solving this problems but this takes funds which
are restricted because of depressed housing,

The gypsum mining industry thus requests ¢ontinued
percentage depletion at the same rate under the precedent
established by continued dccelerated depreciation for

regidential construction,
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STATEMENT OF OYPSUM ASSOCIATION IN
SUPPORY OF CONTINUED 15% D!?Lll;lﬂ

JOR GYPGUM MINES AMD QUARRIES.
Prelininary Statement

The Qypsun Association on behalf of its members oppose ay
redustion in percentage depletion rates. In the alternative, the
Association requests relief for gypmum from the general 30% reduction in
porcentage depletion rates which had been proposed. Others have capably
presmnted the argument against reducing depletion allowance for any
industry. 7o avoid repetition we siwply state our concurrence and

. deal here with the altermative should the Congress not ses fit to
maintain depletion allowsnces at their present level.

The gpsua wining industry, more than any other, is & part of
the construction industry. It is substentislly devoted to housing.

How to increase construction of single and multi-family housing units
is currently one of the country's most pressing problems, The need is
obvious tut the obstacles are almost insurmountable. Rising costs,
labor problems, high interest rates and lack of funds, particularly
in urban areas which have been greatly restricted hy the tight money
policies used to combat inflation, are parmmomnt.

The gypsum industry is particularly hasd hit because of
its major dependence on construction. It respectfully requests that
it not be further penaliced, that it be exempt from any reduction
which is voted, and allowed to retain its 15% depletion rate. Adequate
precedent exists in the policy which already suggests exemption of
iron and copper and which proposes to allow for residential con-
struction gmd~the contimed use of accelerated depraciation,

# Submitted by Rhyne Simpson, Jr., First Vice President.

i -
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Discussion

The Gypsum Association consists of 10 companies which
operate over 75 gypsum mines and nearly 80 plants. These companies
aret "

The Celotex Corporation
The Flintkote Company
‘. Georgla-Pacific Corporation
Oypsum Division ' - -
GAF Corporation .
Grand Rapids Oypsum Company ‘
Kaiser Gypsum Company, Inc. ‘
* National Qypsun Company
Republic Qypsum Company
Texas Qypsum Company
Ihited States Qypsum Company

The gypsum indunry nined appromnboly 10,000,000 tons
of gypsum domestically in 1966”buod on preliminary Bureau of Mines
figures, ‘ ' ‘
The mineral gypsum in the grownd is a rock, usually grey
in color, which chemically is the dihydrate qf calciug sulphate
(CaS0).2H0). It is closely related to aniydrite which is calcium
sulphate without the water of cryatalliutim (casoh). Qypsun has
many uses, but its principal use is in tho producticn and umhcturo
of low coat Aitems, including retaxder rock, plgstar, hth and wall- '
board used by the ccnatruction mdustry, mainly 1n remlmbial housing.

“Mmlor" roek is d.nd crudo ypaul used by Portland cement
mmutactmra as a additivo to control the utung the ot cmnt.
This use accounted for approximately 3,15&,9&)0 tons of gypsum consumed
in 1967 (the last year for which figures are availsble) having a total
value of m,'loy,ooo. _The principal use of gypsum, however, is to
mamfacture products primarily used in residential housing (plaster,
lath and wallboard). These are products made from calcined gypsum.
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When raw gypsum rock is "calcined" or heated to approximately
320° 7. literelly three quarters of the water of crystallisation (2H0)
is bolled off. The resulting dry powdery product is knowm as stucco
or plaster of paris, and is the basic ingredient for wall plaster,
lath and vallboaxd. ‘

Plaster 1s created by re-adding water to the stucco at the -
Job site and spreading the resulting plastic mass on the desived surfaces
whmendqmgitntumtoitoorldndx;oekctm.

Qypsun lath end wallboayd mist of smaterials such as paper
or wood sandwiched around a core of reconstituted gypsum. In other
words, stucco with the water added back. They are produced at the
various gypsm plants located throughout the country.

" ese caloined products accourted for spproxintely 9,000,000
tons of gypeun during 1967 vith a total value of approximately $312,000,000,
over 908 of vhich was used in building and residentisl housing.

The calcined products.are in great demand in housing as
they provide relatively inexpensive walls with great fireproofing
qualities. The price of ptandard 1/2" gypsum wallboard is approximately

This undoubtedly 1s amqumom with today's inflation, CGypsumis
fireproofing qualities result from the fact that a temperature of 2500 F.
reloasso gypsua's water of crystallisation hich absorbs heat and in
effect puts out fire with water at its mco'. .

The gypoun industry is an integrated mining-manufacturing in-
dustyy. With minor exceptions, domestic gypsum is mined by the same

company which manufactures it into plaster, lath and vallboard. This
10 due to the fact that it has been proven more economical to locate
the plants for producing the caloined products at the mining locations,
During the year 1967, there were gypmm mines or plants located in 33
states employing over 21,000 pecple, as follows: .
i n
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Crude gypsum mined in the United States, by States
(Thousand short tons and thousand dollars)
1967

‘State Active Mines Quantity Value
Arizona W v W
California 9 1,21 $3,150
Colorado ? 7 268
Iowa 1,219 5,186
Michigan 5 1,22 5,085
Nevada 3 Loy 1,102
New Mexico [ 155
New York S 570 3:113
Oklahoma 8 8oy 2,266
South Dakota 1 12
Other States 23 2,50 8

Total 1 9,393 34,383

Calcined gypsum produced in the United States, by States
(Thousand short tons and tho\;gmd dollars) Calcining

1967 B t
State Active Plants Qiantity Value ottles er

California 7 58l $7,6l1 16 9
Georgia 3 [ 8,832 18 -
Tova s 768 1,477 22 A
_ Louisiana v W LJ W W
Michigan k 362 5,929 10 1
New Jersey N 3L 1,056 9 I
New York 7 836 12,268 22 5
Ohio 3 334 k4,960 9 1
Texas 7 723 10,519 27 3
Other States 36 S,k6 19,788 9y _%0
Total 76 7,879 15,467 2 m
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Because it produces products for the construction industry,
and particularly for residential comstruction, the gypsum industry has
been uniquely haxd hit by the government's anti-inflationary policies.
The Federal Reserve Board, commencing in 1966, embraced an anti-infla-
tionary policy which was primarily directed to allocating resources by
Mcrc‘uing borrowing costs. Tmms, prime interest rates have increased
from [4.5% to 8.5% since 1965, or an increase of spproximately 90%.
This has had a direct effect on the housing market. In 1965, housing
starts vere 1,510,000, These shrunk to 1,196,000 in 1966 and revived
to 1,543,000 in 1968, However, recent interest rate increases have
again depressed housing starts so that it appears starts will drop to
an anmmual rate of 1,000,000 in 1969, or a decline of approximately 33%
from 1968, This is in the face of strong indications of an extremely
high demand for housing. The long term demand for residential con-
struction is generally measured by four factors: net housing additions,
housing vacancies, housing removals and mobile hqms. A1l of these con-
sistently indicate a pent-up demand for 1,800,000 housing starts in
1969. '

Further, because of the general lack of money supply, funds
which would normally be channeled into home mortgages, such as loans
by commercial banks and savings and loan institutions have been
absorbed by industry. Even when potential home purchasers are willing
to pay the very high interest rates, they are having dlfﬁculty obtain.
ing funds from banks becamse of competition with commercial bank
customers at the prime rate. Also, the increase in interest rate
has led to problems in granting loans because of some state usury
laws. For example, in Illinois up until recently, it was usurious
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to loan mortgage money to individuals at a charge of more than 7%,
aithough loans to corporations at any percentage could be made. Under
these circumstances, further problems in financing were created for the
housing market.

The gypsum industry is undoubtedly unique in its dependence
on residentisl construction. In 1967, approximately 95% of its revenue
came from the sale of construction products with 75% being accounted
for by products which are primarily used in residential construction.
This is much greater than any other mining industry. Other typical
mining industries manufacturing construction products had from 9% to
308 of their production accounted for by residential construction
products.

While the kmximnt's anti-inflationary policy has caused
a downtrend in residentdal construstion, govermment policy, particularly
with regard to urban areas, is to stimd.af;e such c&tstmctﬂ,on. Currently,
the Department of Housing and Urban ‘Davelt‘apnent (HUD) headed up by' George
Romey %8 actively engaged in a program which has as its objective the
development of 3,000,000 residential units per year by 1975, or a growth
of approximately 20% per year. In order to implement this program, HUD
has started "Operating Breakthrough" and to this end it has declared
it will spend 15,000,000 in a .resoarch and development progran where
it will be soliciting bids from various
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companies in the construction areas 1ncluding__r_‘.__<___ members

of the wps\m Association. It is recognized that this program will
require innovation and a change’ of existing construction ﬁatt‘ems.
Such innovation and change of course requires the large expenditures
of funds by the various companies with no guarantee of return. So
far, there has been no money appropriated by Congress to implement
substantial portions of this research and the bulk of the money must
be provided by private ventures.

The gypsum industry has demonstrated its initiative and
leadership in the development of low cost urban residential housing.
Currently, two of the industries' top executives are serving on the
Presidents' Committee for .urban development. The gypsum industry has
or plans to expend over élo,wo,om of its own funds into low cost
urban redevelopment. Programs have either taken place or are con-
templated in urban centers in New York, Chicago, Detroit, Cleveland
and Columbus, Ohio, and involved work not only with the City admin-
istrations but local groups and unions. As with any pioneering effort,
this has been extremely time consuming and expensive and presently
has no guide i:l.nes. One of the chief elements in this program has
been work with the unions to develop new apprentice programs for the
use of gypsum products. For example, arrangements have been currently
worked out whereby it is only necessary for a two-year apprentice
program to qualify as a journeyman fof the hanging of wallboard as
contrasted with a general four-year program to becoming a journeyman
carpenter. This not only reduces costs but hastens the entry of
previously discriminated minority groups into the construction

trades.
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To the best of our inowledge, the gypsum industry is
the only mining industry so completely engaged in a program of
urban development. Members of the gypsum industry hope to continue
this program not only to stimilate use of their products but as part
of their responsibilities as corporate citisens. The industry hopes
to participate in "Operation Breakthrough" and other new programs for
urban and residential construction.

It is estimated the reduction in percentage depletion rates
proposed by the Houss would cost the gypsum industry approximately
$825,000 per year in increased taxes, This coupled with reduction of
revenues resulting from the government tight money anti-inflation
policy and a cutback in federally financed construction programs is
a triple blow on this one industry which will reduce the cash funds
available to the gypsum companies. Such reduction, of course, comes
at a time when it is most desirable to increase expenditures to help
residential housing in general and to attack the revolutionary problems
which confront the inner city.

For all of these reasons, if the Congress decides to reduce
percentage deplstion rates generally, the gypsum industry requests
that it be exempted. Such an exemption would be similar to the
exemption granted residential construction from the general cutback
on accelerated depreciation rates in the House passed Bill. The same
policy which dictated no change in depreciation for residantial housing
should tlso dictate no change in the depletion granted to the industry
whose output is most heavily committed to such construction.
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Specifically, the gypsum industry requests the words "gypsum"
and "anhydrite" be added after the word "copper" in Section 501(a)(3)(A)
of the House Bill so that gypsum and anhydrite from domestic sources,
along with gold, silver, copper and iron ore, will be excluded from
any general cutback in depletion voted by the Congress.

We thank you for the opportunity to present our views.

GYPSUM ASSOCIATION

"’m’%&g%?v

201 N. Wells Street
Chicego, Illinois 60606
AC 312 726-5675
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SUMMARY OF FRINCIPAL POINTS

STATEMENT OF EXPANDED SHALE,
- CLAY AND SIATE INSTITUTE

On Section 501(a) of H.R. 13270

Filed with the Senate Finance Committee
on September 26, 1969

(1) The Expanded Shale, Clay and Slate Institute
is an industry assdociation representing approximately 80 per-
cent of the production of sintered lightweight aggregate in
the United States. Sintered lightweight aggregate is produced
by burning or sinterinf shales, clays and slates to expand
and stabllize them and is sold as concrete aggregate to make
lightweight concrete. It is competitive with gravel, sand
and crushed stone and replaces an equal volume of these other
concrete aggregates.

(2) The percentage depletion rate for shales,
clays and slates used as lightweight aggregate was raised
from 5 to 7 1/2 percent in 1966 by conference action in lieu
of a provision approved by the Senate Finance Committee and
the Senate which would have treated as a mining process the
burning or sintering of shale, clay and slate used for light-

weight aggregate.

3)' The House bill as part of a general reduction
in percentage depletion allowances would cut the rate appli-
cable to lightweight aggregate from 7 1/2 percent to 5 percent.

(4) The proposed rate reductions under the House
bill, if enacted, will signal a change in the National minerals
policy which provided percentage depletion as a stimulus to
encourage people to go into the mining business. If such
encouragement 18 no longer considered by Congress to be as
important to the public interest, this change in policy will
be reflected in diminished growth of the mining industries.

(5) The proposed rate reductions under the House
bill were not based upon any study of either the lightweight
aggregate industry or the mining industry generally. They
should be more carefully considered. For example, the recog- -
nition given iron ore in the House bill, under which no
deduction is proposed in its 15 percent depletion rate,
should also be given to lightweight aggregates because
their use in construction effects substantial savings in

reinforcing and structural steel.
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(62 Lightweight egate is a small industry,
and the one-third cutback of ts’percentsge depletion
deduction amounts to no more than $400,000 and cannot have
a significant impact on National revenues. Individual pro-
ducers, on the other hand. will be substantially affected by
a one~third cutback in their already modest percentage deple-
tion allowances,

(7) ILightweight aggregate producers need percentage
depletion to undertake gﬁe difficult and expensive project of
discovery and development of deposites of suitable raw material
for lightwelight aggregate. The depletion allowance under the
House bill of 5 percent based on a pre-kiln cutoff does not
offer a satisfactory incentive to make deposits suitable for
lightweight aggregate available to the public with the conse-
quent benefits in quality and cost of construction materials.

(8) The Expanded Shale, Clay and Slate Institute
opposes the proposed reduction of the percentage depletion
rate applicable to lightweight aggregate and urges in the
following order of preference:

(a2) Enactment at this time of the Senate amendment
in 1966 to treat as a min process sintering or dburning of
shale, clay and slate used for lightweight aggregate. Other
competitive industries such as sand, gravel and crushed stone
get percentage depletion on the eeliing price of their deplet-
able mineral product, and lightweight aggresate producers
believe they should receive similar treatment. The maximum
taflgenefiz frog gtgg letég: allowan:e gf 5 p;rg;nt on the
selling price of lightwe aggregate is probably no more
than $500,000,

(b) Continuation of the 7 1/2 percent rate for
lightweight aggregate.

(c) If no other changes ave made in the proposed
rate reduction, fairness among competitors demands that shale,
clay and slate used as lightweight aggregate be allowed a 6
percent rate, a cutback of one-fifth from the present rate.
The rates applicable to other concrete aggregates competitive
with lightweight aggregate are reduced under the House bill by
only 20 percent compared with the one-third reduction in the
lightweight aggregate rate.



STATTMENT OF EXPANDED SHALE,
CLAY AND SIATE INSTITUTE

On Section 501(a) of H.R. 13270
Piled with the Senate Finance Commiciee
on September 26, 1969

I am John W. Roberts, a member of the Percentage
Depletion Committee of Expanded Shale, Clay and Slste
Institute, and am submitting this statement on behalf of 211
members of the Institute. I am also President of Solite
Corporation, Richmond, Virginia, a member company of the
Institute. The Institute's members appreciate this opper-
tunity of presenting to the Conmittee its views on the pro-
visions of Section 501(a) of H.R. 13270,

The Expanded Shale, Clay and Slate Institute is
an industry association reprasenting approximately 80 percent
of the production of sintered lightweight aggregate in the
United States. Sintered lightweight aggregate is produced
from clays, shales, and slates by burning or sintering in a
rotary kiln or traveling grate. Before burning or sintering
there are no significant uses or markets for the clays, shales
and slates from which lightweight aggregate can be and is
obtained. Burning or sintering expands and stabilizes the
raw material to make it suitable for use as lightweight
aggregate. Almost 100 percent of the lightweight aggregate
produced in the United States is sold as concrete aggregate
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and usually is mixed with portland cement and water by the
consumer to make lightweight concrete. L_ightweight aggre~
gate 1s competitive with gravel, sand and crushed stone and
replaces an equal volume of these other concrete aggregates.
Clays, shales and slates uae¢ or sold for use as
sintered or burned lightweight aggregate are presently
authorized percentage depletion at 7 1/2 percent; under
the House bill, the allowable rate would be cut to 5 percerit.,
The rate applicable to lightweight aggregate was raised from-
5 to 7 1/2 percent under the Foreign Investors Tax Act of
1966. At that time the Senate Finance Committee and the
Senate approved an amendment to the Foreign Investors Tax
Act which would have amended Code 8ection 613(c)(l4) to pro-
vide that the sintering or burning of clay, shale and slate
used or sold for use as lightweight aggregate would be con-
sidered a mining process. The Senate amendment would not
have changed the 5 percent rate. The House had not acted on
a bill corresponding to the Senate amendment, Under the
conference action, the Senate amendment was eliminated and
the new rate category of 7 1/2 percent was created to include
clay, shale and slate used or*sold for use as aintere¢ or
burned lightweight aggregate. The lightweight aggregate

*/ The new rate category also included clay or shale used
or sold for use in the manufacture of sewer pipe and brick.
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industry had estimated that the maximum tax benefit from the
Senate amendment, based upon existing prices and tonnages,
probably would be nd more than $500,000 annually. The saving
under the rate increase has probably been only a minor frac-
tion of the amount that would have been saved under the
Senate amendment. E

The Expanded Shale, Clay and Slate Institute opposes
the proposed reduction in the existing percesntage depletion
rate for lightweight aggregate. The Institute urges, at the -
least, (1) continuation of the 7 1/2 percent rate for light-
weight aggregate, or preferably, (2) amendment of Code Section
613(c)(4) to treat as a mining process the sintering or burn-
ing of clay, shale and slate used or sold for use as light-
weight aggregate.

The Institute would aleso like to draw to the
Committee'!s attention the discrimination between clay, shale
and slate used as lightweight aggregate and other competitive
concrete aggregates under the House bill. The rate for clay,
shale and slate used as lightwelight aggregate is reduced from
7 1/2 percent to 5 percent, a one-third cutback. The rate
for gravel, sand and :crushed stone used as concrete aggregate
is reduced from 5 percent to 4 percent, only a one-fifth cut-
back. If no other changes are made in the proposed rate
reductions, fairness among competitors demands that clay,
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shale and slate used as lightweight aggregate be allowed a
6 percent rate, a cutback of one-fifth from the present rate
comparable to the reduction for competitive concrete aggre-

- gates, The higher percentage depletion rate for clay, shale
and slate used as lightweight aggregate recognizes that under
present law the percentage depletion allowance for them is
subject to cutoff before burning or sintering whereas com-
petitive concrete aggregates get percentage depletion on the
gselling price. While prices for lightweight aggregate are
generally somewhat higher than the prices of heavyweight
aggregate with which they compete, there cb.nnot be too much
differince between the two; otherwise lightweight aggregate
would lose au@ to heavywelght aggregate.

The basic purpose of the percentage depletion
allowance has always been to insure an adequate supply of
the Nation's natural resources at a reasonable cost to the
consuming public. The percentage depletion allowance recog-
nizes that minerals in the ground have no usefulness to the
public unless someone has the courage and persistence to
spend substantial amounts of risk capital in searching for,
finding, acquiring, developing and making them available to
consumers.

Any change in National policy that would adversely
affect the growth of the mining industries should be carefully
considered. The Ways and Means Committee reported that it
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believes (1) "that even if percentage depletion rates are
viewed as a needed stimulant at the present time they are
higher than is needed to achieve the desired beneficiszi
effect on reserves;" and (2) "that there is need to strike
a better balance than now exists between the objective of
encouraging the discovery of new reserves and the level and
revenue cost of percentage depletion ailowances." The con-
clusioné of the Ways and Means Committee were not based upon
any study of either the lightweight aggregate industry, and
especially as the lightwelight aggregate industry relates to
the iron ore industry, or the mining industries generally.
It is unlikely that the Committee even considered the pro-
posed rate reductions in terms of any mining industries other
than oil and gas. '

The mining of shale, clay and slate for use as
lightweight aggregate is a small industry. It consists of
approximately 70 plants operating in many parts of the
country. In recent years their annual production of aggre-
gates has averaged approximately 7 million tons with an
aggregate fair market value of about $i5,500,000, although
no precise figures are available. The maximum annual per-
centage depletion deduction based upon the existing 7 1/2
percent rate and the pre-kiln cutoff point is estimated by
the industry to be about $1,200,000. The one-third cutback
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of this deduction, or $400,000, under the proposed rate
reduction cannot have a significant impact on National
revenues. Individual producers of lightweight aggregate;
however, will be substantially affected by & one-third cut~
back in their already modest percentage depletion allowances.
The other provisions of the House bill applicable to all
businesses serve whatgver may be the 'reaaonabie demands of
tax reform on the lightweight aggregate industry.

The -lightwelght aggregate industry needs percentage
depletion. Only special shales, clays and slates are expansi-
ble to as much as several times their original size when they
are subjected to high temperatures ‘for use as lightweight
aggregate. Discovery and development of a deposit of suitable
raw material for lightweight aggregate is a difficult and
expensive project. Deposits that are suitable for cement or
brick and tile are not ordinarily suitable for lightweight
aggregates. To determine the suitability of deposits for
production of lightweight aggregates, samples cannot be
appraised by chemical analysis aloné. The samples must be
actually processed in laboratory or pilot plant equipment
to determine if dloating characteristics exist and the firing -
range 18 acceptable. The raw mineral may bloat too little
and be too heavy or it may bloat too much and lack the neces- -
sary stréngth and stability. Bloating may also occur within
a narrow temperature range which résults in production
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problems and makes it difficult to obtain a product of uniform
quality. If a material appears to give good results in lab~
oratory and pilot plant tests, then samples of concrete made
from the aggregate must dbe tested for compressive strength,
durability under freezing and thawing, modulus of elasticity
and many other characteristics to make certain that the aggre-
gates will give good results in actual service. .

Even though a deposit of raw material is suitable -
as to quality, it may not be suitable for development because
of other factors. The deposit ‘may lie under an excessive - .
layer of overburden which makeés mining too -expensive or it may
not have access to the necessary water supply, electric power
and rail service. The deposit must be located where its pro-
- duetion into lightweight aggregates does. not violate zoning
or other government regulations. If all other factors are
favorable, a deposit may still not be economically attractive -
if it 1s not within a satisfactory market area.

A depletion allowance of 5 percent based on a pre-
kiln cutoff does not offer a satisfactory incentive for the-
efforts and expenses needed to seek ocut shale, clay and slate
deposits suitable for lightweight aggregates and to make
these deposits available to the public with the consequent
benefits in the quality and costs of construction materials.
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By virtue of their light weight, aggregates made
from expanded shales, clays and slates effect substantial
savings in reinforcing and structural steel. In the con-
struction of the Chesapeake Bay Bridge, for example, spanning
4,3 miles of open water, lightweight aggregate was used for
the concrete deck. The dead weight of the deck was thereby
reduced more than 3 million pounds per mile, as contrasted
with ordinary concrete, resulting in a great saving in steel.

Prudent National policy indicates that alone these
savings in steel are justification for not reducing light-
weight aggregate's percentage depletion allowance. The
lightweight aggregate industry should be encouraged in
order to make these economies generally available in peace~
time, and, of course, it is vital that these savings in steel
are available during periods of national defense emergency.
The recognition given iron ore in the House bill, under which
no reduction is proposed in its 15 percent depletion rate,
should also be given to lightweight aggregate because of its
beneficial effect on meeting the Nation's demands for steel.
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Burning or Sintering as a Mining Process

As a preferable alternative to continuation of
the 7 1/2 percent depletion rate, Code Section 613(c)(4)
should be amended to treat as a mining process the sinter-
ing or burning of clay, shale and slate used or sold for
use as lightwelight aggregate. Justification for this pro-
posal was fully documented in materials made available to
Congress in 1965 and 1966, at the time the Senate Finance
Committee and the S8enate voted for the same provision. The
reasons in favor of this proposal can be summarized as
follows:

1. Other competitive industries such as sand,
gravel and crushed stone get percentage depletion on the
selling price of their depletable mineral products. Light-
weight aggregate producers believe they should receive
similar treatment.

2. Other thermal processes including sintering
under some circumstances are allowable as mining under the
statute. S8intering of iron ore is basically the same as
sintering or burning of lightweight aggregate and is allowa-
ble under Revenue Ruling 184.

3. Burning or sintering of lightweight aggregate
expands and stabilizes the raw minerals. It does not effect
a significant chemical change or produce a finigshed or manu- -
factured product.
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4, Treatment of burning or sintering as a mining
process will promote availability of lightwelight aggregate
with consequent benefit to the public in quality and cost
of construction materials. It will also eliminate needless
controversies between the industry and the Internal Revenue
Service over the theoretical value of the raw mineral at the
pre-kiln cutoff point. Lightweight aggregate is a small
industry and the maximum tax benefit from a depletion allow-
ance of 5 percent on the selling price is probably no more
than $800,000.
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SUMMARY OF PRINCIPAL POINTS INCLUDED
IN THE STATEMENT OF THE
CLAY PIPE DEPLEITCN COMMITTEE
TO THE
COMITTES ON FINANCE, UNITED STATES SENATE
o

CERTATN FEATURES OF THE TAX REFORM ACT OF 1969
 AXR RS EEEEREEEER X R R

The Supreme Court and the Treasury Department have long agreed on the purpose of
thie vise Congressional tex policy. Thus, the Clay Pipe industry recommends no

reduction of its current 73% depletion allovance.

This emal) industry ($100 sillion anmual sales) plays & vital role in the vater
pollution control program of the mation. It requires its depletion sllowence to
assure a continued supply of rev materials and to maintain modernisation of its
production facilities.

Only certain kinds of clay may be used in the successful production of clay sever
Pipe. Buch clays do not exist everywhere and must be prospected for on a contimu-

ing basie. For example, not a single clay pipe plant exists in all of Nev England.
The plants themselves must be located nesr the deposits, because of the low profit
margin in the industry. The history of the industry is replete with plant-
closings because of exhaustion or change of quality of the rev materials.

My clay pipe plants are approaching obsolescence. Expansion and modernization
are sorely needed, but risk capital is hard to find and would doubtless be less
than adequate with a further reduction in the percentage depletion allowance.
Limestone and shale (clay), the principal ingredients used in the mamufacture of
cement, have long enjoyed a 15% depletion allowsnce vhile sever pipe clay has been
reduced. Cemant pipe is clay pipe's severest campetitor. Also, refrectory clay
purchased for mamufacture of sewer pipe, although 15% vhen mined, becomes 7.5%
vben used in clay pipe production. We seek an eguiteble sdjustment in our allow-
ance to eliminate these arbitrary competitive disadvantages.

Clay used in the manufacture of sewer pipe, supported by IRS Rulings, under
earlier lav enjoyed a 15% allowance until it vas summarily reduced in 1960 to 5%.
Its subsequent increass to 71/2§ in 1966 was merely a return to 50% of its
origimal allovance. It is clearly unfair to reduce again an already reduced
percentage on an across-the-board basis, compared to other minersls vhich have
not heretofore suffered any reductions.

Clay used in the manufacture of sewer pipe should be included with that clay which
1e "used or sold for use for purposes dependent on its refractory properties.”

251



CLAY PIPE INDUSTRY
DEPLETION COMMITTEE
Suite 210

1130 17th Street, N.W. o  Washingtea, D.C. 20036

CLARK SUTHERLAND 1. B. ELLIS
Chaiman Secretary-Treasurer
STATEMENT OF
CIAY PIPE INDUSTRY DEPLETION COMMITTES
TO THE

COMMITTEE ON FINANCE
UNITED STATES SEMATE
o
CERTAIN FEATURES
or
THE TAX REFORM ACT OP 1969

. Chetir.an;

The Clusy Pipe Industiy Depletion Comuiclec represents mearly n:nety
percent of the vatyilied clay pipe manufactizers in the United Stuies.
We tahe thie opportuni.y to prasent our views with respect to Section
501(b)(6) of H.R. 13270, the "Tax Reforu Act of 150

Cheinan o the

Depletion Caacitioe
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COMMENTS AND RECOMMENDATIONS

The percentage depletion should be at least maintained at its present rate for the
Vitrified Clay Pipe Industry. The Clay Pipe Industry Depletion Camittee believes
and recammends that there should be no diminution of: the incentives for mineral
production provided by a wise Congressicoal policy of kO years of successful
application.

Relative to the nature and purpose of percentage depletion allowance, the Supreme
Court, in the Cannelton Sewer Pipe Company Case 364 U.5. 76 (1960) emmerated as
follows: /
"Mineral depletion for tax purposes is an allowance fram incame for the
exhaustion of capitsl sssets. ANDERSON V. HELVERING, 310 U.S. kob (1940).
In addition, it is based on the belief that its allovance encoursges
. extensive exploration and incressing discoveries of addition minerels to
the benefit of the econamy and strength of the mation".

The Treasury interpretation cutlined in a statement submitted to the U.5. Camittee
on Ways and Msans by David A. Lindsay, Assistant to the Secretary of the U.S.
Treasury, on Msrch 5, 1959 (1) states:
", eeeit is apparent that the percentage depletion allovance vas provided .
by Congress not only to permit recovery of the investment in the wasting
asset but also to provide incentives for explorstion necessary for
replenisiment of the wasting ssset by the discovery and development of -
additional deposits.” '
Itmldappurthntthe&uprmﬁonrtmdihehummhnwtquth&
pature and basic purpose of percentage depletion. The manufacturers of vitrified

clsy pipe support these vievs and hereby submit the following arguments to support
our contention that there should be no diminution of the incentives for mineral

production in our industry.

The Cley Pipe Industry is a ssall ane, measured agsinst any one of the giant cor-
porations of America. Totsl sales in 1968 amounted to-approximately $100 million
(Bureau of Census). But, mmmmmavimmummzmm
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to control the pollution besstting our pation's waters by supplying an essentisl

" ingredient -- long-life sewage facilities. This is particularly true in urben areas,
since many cities recommend clay pipe for sanitary severage systems. This is & nec-
essary, highly specialiszed, low-profit industry. Curtailment of the current
percentage deplation alloved the mamufacturers of clay pipe would eau‘o severe
disruption of en industry vhich provides sn indigpensable feature in the mation's
housing and construction program.

MARUFACTURING AMD EXPLORATION

Clay sevwer pipe must have the necessary strength, chemiocsl resistance, lack of
porosity, dimensionmal control, and other product charscteristics to meet the exscting
requirements of Federal and ASTN Specifications.

Only & restricted mumber of clays have the properties end purity to make an acceptabls
clay sever pipe. Among the many qualities necessary in the clay mix is sufficient
refractoriness 80 that the pipe does not deform at the high temperwtures necessary

to product vitrification. Many other essentisl characteristics such as plasticity,
and the ability to dry and fire into a salable product all impose restrictions on
acceptable clays for sewver pipe mmufacture. Contrery to videly-held and erronecus
vievs, such clays sre not availsble just amyvhere for the taking. There is not, for
example, a single vitrified clay pipe plant extant in all of Nev England, for the
simple resson that this great region possesses insufficient refractory clay deposits.

The importance of proper and adequate mnw for a clay sever pipe plant
cannot be over-emphasized. Upon the quality and quantity of this supply is besed
the ability to produce a marketadble product at a profit. Upon this factor is based
the investment of the plant and equipment costing millions of dollars. Clay sewer
pipe plants are highly specialized but not highly profitable operations end are not
readily comvertidble to other types of msnufacturing.

In order to be sure that this investment is secure, clay sewer pipe companies maintain
exploration departments to prospect for new deposits. They are staffed Ly men skilled
in the science of finding clay beds (in many aress & difficult task), in recognizing
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the potential ceremic properties and in determining the quality and quantity of
mterials present in the deposits. This determination usually involves core drilling,
elaborate and costly sampling procedures and dosens of laboratory tests on a single

deposit.

Test samples must be subjected to all of the processes of pipe making. If the labore.
tory tests and all of the other factors appear favoreble, plant runs must be made in
severel sizes of pipe under standard manufacturing conditions. This is the ultimate
eriteria. These plant runs may cost more than all the prospecting, 4rilling and
laboretory testing procedures before them, and yet may finally indicate that the use
of the deposit is not fessible.

A wodern clay sever pipe plant is & highly specislised manufacturing facility which
is inescapably wedded to its clay deposits. The characteristics of its grinding and
screening equipment, extruiion equipment and dies, tho heat and humidity cycles of
its dryers, and the recirculation, burning and cooling methods in ite kilns are all
besed on the charecteristics of the rav msterial upon which it must feed.

If the clay deposit must be changed for another or its cersmic properties change, the
resultant costs in adapting the plant's facilities are encrmous. When the clay
supply is exhausted, the plant bas lost its value unless another source can de
located where the clay can be obtained at equally low cost. Because of the low
profit margin in the industry, it is impracticable to ship clays into the facility
at any great distance under normal competitive conditions.

The history of the industry is replete vith examples of clay product plants closing
because of & lack or a change of their rav materisls.

Depletion is an incentive to plant expansion to help meet the health and pollution
control needs of the Mation. Msny clay pipe plants are spproaching obsolescence by
today's standaxds. Bxpansion and modernisation are definitely needed in this ers of
expanding population but because of the lov profit potential it is aifficult to
cbtain risk cepital and ploughed back earnings have not alvays been adequte to
meet the needs for expansion in the United States.
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In many metropolitan aress in mumm States sapitary conditions are deploreble.
The Business and Defense Service Administration of the U.S. Department of Commerce,
estimates that scme 40 million pecpls need nev or improved sevage collection systems.

The clay pipe industry is highly essential to the health and welfare of our pecple.
wmotthlndmw.nnnmucmmtwmmwimuprm
tion for tomoTTON's needs and are moving forvard in that direction vithin ‘their
limited financial ability.to do so. cmmmn of the luanm gor pmm
depletion under the lav as wmmuwmpma. our taxpayers vith some of the
funds vhich vill be needed to finsnce expansion and modernisation and omlmtion. '

Ammmr. RECOMENDATION FOR EQUTTABLE ADJUSTMENT
We understand and coneur in the 31fficult efforts of the Comittes 0 revise our
incase tax lavs 80 that all my sbare in the burdens fairly. It is in this spirit
that ve iuvite the attention of the Committee to the discrimimation inberent in the
present provisions vhich authorize for limestons (used in the manufacture of. cement)
8 percentage depletion of 15§, vhereas the sllovance for clay (used in the mamufac-
ture of sever pips) is one-half tiat amount. We do not protest the higher rate; we
believe that the nvnihbmty and cost of recovery of uennl. resources should be
the major factors in the deternination or the allovable rete. Nevertheless, ve do
believe tht equxw is not served by a doubh onanneo for cm'u uJar co-pcutor
(concrete pipe made from c-m) producing its produce in all 50 states while sever
Pipe clay is mined in less than balf that mmber. Purthermore, the Comittes should
be avare that the shale (clay), vhich forms another basic ingredient of cunnt, 1s
8lso entitled to s current 15% allowance. This fact of tax 1ifé adds ono nore veight
to the caupetitive lubalance which favors clay pipe's competitors:

Under earlier lav, refractory and fire clay used in the ssnufecture of clay pipe vas
alloved the 15§ rate, just as even nov refractory clay used in making fire brick is
elloved the higher rete. Pleass refer to Interml Revenus Ruling 56-59 vhich defined
¥efractory clay and inciuded this sentence: "In this comnection, fire cliy used to
@able sever pipe to retain 1ts shape and Aimensions under axtresely high texperatures
required for vitrification is considered to be used as refractory fire clay.”
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Subsequent legislation unfairly and probably imsvertently reduced clay pipe’s
allovance through failure to recognise the essentiality of refractory clsy to the
manufacture of clay sever pipe vhereby it had cbtained its original standing with
refractory clay at 15%. It is also of interest to cbsexve the singuler. inequity
vhich arises in those instances where clsy pipe manufscturers purchese fire clay for
use in the manufacture of clay pipe. Although fully emtitled to the 15% depletion
allowance in the possession of the seller, the rate on this self-same materiel drops
drematically to 7.5% vhen put to use in the production of vitrified clay sever pipe.

We believe the United States Senate Comittes on Pinance will velcome this opportunity
%0 carrect a long-standing inequity by restoring the depletion allovance of clays
used in the manufacture of vitrified clay sewer pipe thmgh_rcﬁuén of Sections
501(b)(6) and 501(b)(4)(B) of E.R. 13270 to include in the lstter a specific reference
to vitrified clay sewer pipe. '

XXX XX YR NN NN NN X NN

() ,
Page 22 of Hearings before the Coumittee on Ways and Means, House of Representative:

Bighty-Sixth Congress, first session, on the legislative proposal of the Treasury
Department specifying the treatment processes which shall be considered mining for
the purpose of camputing percentage depletion in the case of minezal products,
March 5, 6, 9, 10 and 11, 1959.
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PART B-ADDITIONAL STATEMENTS




September 26, 1969

Statement by the
National Association of Marble Producers
and the
Marble Institute of America
to the
Senate Finance Committee -
Title V, Section 501. Natural Resources

Percentage Depletion
H.R. 13270

The National Association of Marble Producers is an association
of American sarxble producers (quarriers) of approximately 95 percent
of the natural quarried dowmestic marble and travertine production.

The Marble Institute of Amurica is the American marble industry's
national trade association of companies engaged in producing (including
almost all the members of the National Association of Marble Producers),
importing, wholesaling, manufacturing and contracting for approximately
85 percent of domestic marble sales.

Marble production in the United States is a declining industry at
a time when production of wost other non-precious minerals is growing
At a pace comparable to that of the growth of the Gross National
Product. This decline is due partly to unlimited importation of
foreign fabricated marble and partly to the incuau:l use of simulated
marble and other manufactured competitive utcriah‘.

Unlike the gigantic oil and gas industry, the marble producing
industry enjoys no protection from foreign competition. There is no
quota for imported fabrics-ed marble, such as the oil and gas industry
has, and which enables that industry to keep prices artificially high.
The tariff on imported fabricated marble was only 21 percent ad val

and lowered further by the GATT agreement at 10 percent per year to
# Submitted v Jon A, Nagerica, Executive lrector, Marble Institute of
Americe. - 1
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10.S percent by December 30, 1973. This rate is so low that it plays
no effective part in protecting the marble producing industry in the

United States from foreign imports.

For example, Italian marble can be quarried, fabricated, and
shipped to the United States for about 40 percent of the cost of U, S.
produced marble of a comparable quality shipped to the same building

site.

The total United States sales of marble in 1966 increased to
48 percent above 1956, while the sales of domestically fabricated
marble decreased 2 percent. During the same period, the United States
sales of imported fabricated marble increased by 534 percent. This
stagoering gain in sales of imported fabricated marble was made possible
by the 40 percent cost differential and the lowering of tariffs.

The presently authorized depletion rate for marble is 15 percent.
In 1968, this amounted to approximately $1,900,000. The Tax Reform
Act of 1969, as passed by the House, would cut this rate to 11 percent,
a reduction of more than 26 percent, about the same as that of the
multi-dillion-dollar quota-protected oil and gas industry.

The additional tax revenue from marble production represented by
the proposed change would amount only to approximately $530,000.,
assumning continuation of production at the 1968 rate, a doubtful
assumption. Contrasted with this drop-in-the-bucket benefit to the
Treasury, ’tlu amount represents a crucial decrease in the after-tax-
revenue of the domestic marble producers. There is a desperate need
on the part of the Auxfcan marble industry to find new deposits of

sound quality marble more easily quarried, to devise and perfect new
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means of more efficient quarrying of known deposits in order to
cope to some extent with unchecked foreign competition. Such ex-
ploration, research and development is costly, but promise to
keep alive an old, honored and specialized industry, which makes
an aesthetic and quality contribution to building construction at
a time when the need for such a contribution is evident to every
eye.

The National Association of Marble Producers and the Marble
Institute of America oppose the proposed reduction in the existing
1S percent depletion rate for marble. The action of the Ways and
Means Conmittee was not based on study of the marble industry, or
of the mining industry generally. The action appears rather to
have been based on corciusions reached from examination of the
special circumstances of the oil and gas industry, rich in itself
and highly favored by tax laws even with reduction in the depletion
allowance.

The effect of the Ways and Means ‘ommittee action would be to
make the poor poorer. It is submitted that if the policy reflected
by the Tax Refora Act of 1969, irdeed is the tentative policy of the
Congress, the proposed change should be the subject of a thorough-
going study of its effect, rather than by a decision reached without

consideration of the effect on the subject industry.
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SUMMARY OF STATEMENT

1. In the original drafting of H.R. 13270, no considera-
tion was apparently given to the impact of a decrease in percentage
'depletion on individual minerals. This kind of “across the board*
treatment, without recognizing the characteristics and economic
condition of each mineral, is patently unfair.

2. Phosphate and other minerals directly related to the
manufacture of fertilizer for the production of food for U. S. and
world populations (sulfuxr, potash, limestone and dolomite) deserve
special consideration. o

3. Phosphate reserves in the United States are smaller
than those in competing countries, and the grade of deposits in the
U. S. is generally lawér than that of foreign reserves.

4. Foreign competition for worldwide phosphate markets
is steadily increasing, in some cases aided and abetted by government-
managed industries not necessarily susceptible to normal cost and
supply-demand factors. '

5. Proximity of foreign phosphate producers to foreign
markets and resultant favorable freight rates puts U. 8. producers
in an even more severe competitive position.

6. Three successive bad-weather planting seasons in the
United States and foreign competitive factors forced phosphate
production declines in the U. §. in 1968 and has further driven '
the U. S. phosphate industry, especially in Florida, into a serious
recession. '

7. A decrease in the percentage depletion allowance
would amount to an added cost for U. §. producers which would be

a further detriment to our already precarious competitive position.

Continued on next page--
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8. As the world faces a long-term population surge and
an expected increase in demands for foods, fertilizers are playing-
an ever-growing role. A reduction in’percentage.depletion on the
agricultural minerals named in number 2 above would seriously
damage the current economic position of these minerals and inhibit
theix future development in the United: States.

9. We therefore urge that H.R. 13270 be aﬁzended to
restore the percentage depletion on phosphate, potash, limestone
and dolomite to 15% and sulfur to 23%.
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Mr. Chairman:
As President of the Plorlda Phosphate Council, ¥ am

submitting to you for distribution to your Committee the position

of the Florida ?hosphate council on the p:ovisions “of H;R. 13270 ‘

that are of particular concern “to the phosphate mining industty. o
The Plotida Phosphaté Council, whose mebers are 1isted”

below, is a non-profit trade association representing most of the

firms mining and/or processing phosphato rock 1n the state o!

Florida.

Agrico Chemical -Company

American .Cyanamid Company

Borden, Inc. - Chemical Division/Smith-Douglaas

CP Chemicals,. Inc.

Central Farmers Fertilizer Company/Central
Phosphates, Inc. )

Farmland Industries, Inc.

W. R. Grace & Co., Agricultural Chemicals Group. .

International Minerals & Chemical corporation

Mobil Chemical Company .

Occidental Chemical company

Royster Company

‘swift Agricultural chemicals COrp.

USS Agri-Chemicals

The Council is grateful for this opportunity to express
its views on tax reform, a subject of increasing concern on.the
part of American business due to the heavy tax burden apnd the

impact on the economy, We believe the entire nation.shares this,

concexn. It is our hope that these hearings will aid in developing-

a program of tax reform consistent with the economi¢ needs of our
nation, with the least detrimental effect on taxpayers and on
economic growth. ' ‘

The Plorida Phosphate Council believes.that attainment .

and maintenance of a sound domestic mining industry requires
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. recognition in the tax laws that certain minerals used in the
manufacture of fertilisers, such as phosphate, hold a unique
position in the nation's and the world's welfare and economy and
deserve a degree of considexation that, unfortunately, was
apparently not given in the "across the board" reductions in
pexcentage depletion as proposed in this bill. Other minexals
in this agriculture category include potash, sulfur, limestone,
and dolomite.

We submit that tax reform should take into account the
characteristics of each extractive industry and cannot be adequately
or equitably accomplished without close study of each mineral
industry. They are not all alike, and sweeping, class treatment
of them is patently unfair.

We can f£ind no evidence that the singular merits of
each segment of the mining industry were recognized or considered
prior to the introduction of R.R. 13270. 1Instead, a general form
of legislation has been proposed that is all-encompassing, placing
all types of natural resources into large groups, ignox:l.ng the
differences and uniqueness of each.

Therefore, we feel it is incumbent on this Congress to
fully examine and determine all the facts relating to each different
type of mining. Only then can a fair and oq;litablo £inding be
made and proper reform accomplished.

X will now direct my remarks specifically to the phosphate
industry and our strong and justifiable opposition to the proposed
reduction in the depletion rate from 15% to 11% -~ a 26.6%
differential.
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Phosphate rock is unique in that it is the basic source
‘of the element phosphorus, which is essential in the makeup of
every living cell, tissue and organism. Humans must have phosphorus
for survival -- they obtain it from the food consumed in their
daily diets. Therée is no substitute -- natural or synthetic.

Phosphate is indispensable in the manufacture of ferti-
lizers and plant foods used to feed the hungry people of the world --
both here and abroad, notably in the underdeveloped nations.

There are four major phosphate producing regions-in the
United States. Florida is the largest producer, followed by a
quadrangle of states in the West: Idaho, Montana, Utah and
Wyoming. North Carolina is a new producer, but growing in
impoctance. Tennessee is the fourth ranked phosphate mining
area of this country.

Production in these areas accounts for approximately
46% of the total world output of phosphate. 1In 1968 U. 8.
production amounted to an estimated 40 million tons.

It must be considered, however, that despite this high -
percentage of world production, the economically recoverable
reserves in the United States as a percentage of estimated world
phosphate reserves is considerably lower -~ less than 30% of the
world f.otal. This factor becomes even more critical when one
considers that much of the higher grade phosphate rock in this
counti'y -=- especially in Florida -~ is being exhausted. This
means thzt in the fugu:c. exploration, extraction and processing -
of lower grade ores will substantially increase mining costs in the -

v.8.
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on the other -hand, much of the phosphate in Morocco, the
Spanish sahara and other areas of the world is of higher grade than.
that found here and the reserves are much larger. ‘

4 ;Also consider the.fact that much of the United States’
competition for international phosphate markets is either govern-
ment owned, dominated or supported...Such is the.case in Soviet
Russia. =~ gecond:largest producer in-the world -~ and Morocco, .
third ranking producer and the world's largest exporter of. o
phosphate . rock. This means .that prices from these competitive
sources may not reflect cost structures nor a supply/demand
circumstance.

The depletion allowance is one of the primary reasons
United States phosphate producers have been able to maintain a
fair share of world markets in the face of this adversity.

Still another factor in favor of foreign producers is
the decided delivery cost advantage which invariably enters into- .
the overall cost of a high volume, bulk commodity such as .phosphate.

Since more than one thirxd of this nation's total phosphate
production is shipped to foreign countries, this factor is extremely
important. 1In reality, the cost of shipping a ton of phosphate
often is more than the price of the rock itself, which points up
the critical competition involved in selling to customers.in-
Western Europe and Great Britain. Moxocco is closer to these
markets than we are.and can deliver cheaper.

, For example:. The ocean freight rate from Tampa, Florida,
to Rotterdam on phosphate is $5.00 to .$5.25 per long ton, but the

rate from Casablanca, Morocco, to Rotterdam is about $3.25 per long -

T~
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ton. Morocco can ship to Italy in small vessels for about $3.00
per long ton, as cdmpéred to our rate of $5.00 to the same ports
in Italy. The rate from Casablanca to $pain or Greece in small
vessels is about $3.00 to $4}00'pér ton, compakaﬁia to 2 rate from
‘Tampa of $8.00 to §9.00 in- thé same size vesseéls.

These factors alone justify the continuation'of the
present 15% depletion allowarice on phosphate. Any weakening of
our world-wide marketing ability would lead straight to economic
recession. It is not an understatement to affirm Ehht'anj‘
reduction in the phospﬁate industry's depletion allowance would
place this industry' in a most hazardous compétitive position in
the world markets. '

There are, moreover, other unique features about the
phosphate industry which desérve your attention and consideration
before a decision on the depletion allowance on this mineral is
reached. 4

At this very moment, the United States phosphate industry
is in the throes of a most difficult period. In addition to the
rigorous foreign competition already déscribed, domestic production -
in 1968 fell below previous years and indications are that 1969

.will be even worse.

The reasor for this unfortunate condition is one that
neither government nor business can quickly remedy. Unprecedented ~
weather conditions that have prevailed over thé major farming and
fertilizer consuming areas of the United States for the past three
years have drastically curtailed sales ané'pushed inventories to
new highs. For ‘the first timé in Gver 20 years, the 1969 planting

season showed a drop in the demand for domestic plant nutrients.
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As a result, prices have been slashed, revenues have
diminished further, and dwindling financial return to fertilizer
manufacturers is sinking even lower.

Adding to our problems is the fact that a tremendous
expansion program was initiated a few years ago, largely on the
basis of projected purchases for the AID program of our government.
Gearing production to meet these anticipated needs, our firms made
long-range commitments that were non-retractable when AID funds
were drastically reduced.

This combination of developments has resulted in employ-
ment cutbacks in the Florida phosphate fields from a high in
January 1967 of 10,400 workers to an estimated 9,000 today. .Industry
payrolls which reached a record high of $71.7 million in 1966 have
- sagged to $68 million in 1968, despite incremental wage increases.
Total earnings this year are expected to drop still lower.

I can tell you gentlemen quite frankly that nobody is
making money in the phosphate business today. The industry is sick.

I submit to this committee that the proposal for reducing
the depletion allowance on phosphate could not have come at a more
unfortunate time., And I cannot overstate the results which such
action would bring about,

It comes at a time when those companies which deal
primarily in fertilizex materials are struggling to survive.

H.R. 13270, ag it passed the House, would reduce the
phosphate depletion rate from 15% to l1% -~ or a reduction of
26.6%. This reduction would amount to approximately 13¢ for every
ton of phosphate rock mined. Now, what would this added cost of
13¢ a ton do to us?
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In the domestic market, the producer would be required
to absorb this additional cost on top of a dwindling profit margin --
or to increase prices. The latter is just not possible in today's
market picture. The former might well put some of us out of

business.

If the U. 8. producer adds 13¢ to foreign sale prices --
which already hang in balance on the basis of pennies a ton -~ it
is safe to assume that a majority of this nation’s phosphate rock
exports would be lost to foreign competition.

Shc;uld this occur, this nation would immediately lose
millions annually in balance of payments, phosphate miners in this
country would have no place for their production, and the eventual
result would be a depression on an already burdened phosphate mining
industry.

To this point my remarks have dealt primarily with
factors which are germane only to the phosphate mining indus‘cy
and may not apply to other ex’.ractive industries.

There are other types of mining which do have many
things in common, such as land reclamation requirements after
mining is completed, air and water pollution control installations
to protect the environment, and the very substantial tax load
which we are already bearing. The extractive industries are active
in all these areas.

With respect to taxes, in most of the communities where
we operate in Plorida, the phosphate industry is literally the
backbone of the tax structure. Our companies paid more than $6.5
million in property taxes in 1968. 1In Pplk County, Florida, center
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of operations, phosphate tax payments accounted for more than 20%
of the total county ad valorem tax roll in 1968. The phosphate
industry also is subject to the same type of sales and use taxes
as other industries. )

Pinally,’ let me summarize briefly the justification for
continuing the depletion allowance on phosphate at 15% and the
other agriculture minerals at their present rates.

It has been recognized that minerals in the ground have
no usefulness to the people ur{til someone has the courage and
persistence to expend substantial amounts of risk capital in
searching for, finding, acquiring, developing and waking them
available to consumers.

Most of the advanced countries in the world today
recognize that their minerals and natural resources form the
basie foundation for economic strength and growth, and have pro-
vided nec¢essary encouragement in one form or another for their
production.

The practical effect of percentage depletion is greater
production of minerals at a lower price, and an inducement for
increased use of the nation‘s natural resources.

Without recognition in the tax lawe of the capital value
being depleted by production, taxes would be devouring the capital
of mineral producers and depriving them of the funds needed to
replace reserves in order to remain in business and continue to
supply essential minerals.

The extraordinary risks involved in searching for and
producing minerals, the long time lag between investment and
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production, and the possibility of a total loss of the investment

in unsuccessful ventures, with no possibility of converting to
another type of business, are among the factors that make percentage
depletion necessary. With the demand for natural resources to

meet the requirements of our advancing civilization, and the ever-
increasing risks and cost in replacing depleted reserves, it is

more essential than ever that we maintain the present tax treatment
of natural resources in order to assure the nation's economic growth.

Percentage depletion aids in keeping the mining industry
competitive with foreign mineral producers and provides funds for
use in minexal research and recovery methods, resulting in mineral
conservation; it provides funds for exploration of continuing
mineral deposits and the development of mines; it provides the
funds for the construction of plants designed to give a better
and fuller use of the nation‘’s natural resources.

With respect to the phosphate industry specifically,
allow me to summarize;

--The phosphate industry is unique in its makeup. Little
or no attention was given to the specifics of this industry or to
the other agricultural minerals or to the total impact of a
reduction in percentage depletion on these minerals before the
introduction of H.R. 13270.

--Phogphate rock is an indispensable ingredient in the
manpufacture of fertilizer for which there is no substitute, natural
or synthetic. It is truly a mineral of life, -essential in the diets
of all wmankind.
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~=United States economically recoverable phosphate
reserves are smaller than those of foreign producers, and the
grade of domestic deposits is generally lower than that of
foreign competition.

--A reduction in the depletion.allowance for phosphate
would severel- damage United States producers from exporting to
international markets.

=-~The phosphate industry in this country is in the midst
of a depressed period, and a reduction of the depletion allowance
would drive marginal producers to the brink of disaster.

-=The basic premise of the depletion allowance as
originally constituted makes it mandatory that this policy be
continued in order to assure orderly development of natural
resources, continued growth, and, hopefully, prosperity.

Taking all of the above into considerxation, it would
seem to me most appropriate that the agricultural minerals -~ such
as phosphate, potash, sulfur, limestone, and dolomite ~- be
continued at the same percentage depletion allowance as now exists,
sulfur at 23% and 15% for the others, so that these vital ingredients
in chemical fertilizers can continue to surxvive and play their part
in providing the.necessary plant foods, so that farm crops, both
at home and abroad, might produce the bountiful foods to feed the
ever-growing population of the world. With the specter of a doubled
world population by the year 2000, this is certainly not the time
to impede in any way the reasonable growth of these vital mineral
industries, and so I ask this Committee to consider most seriously
the restoration of these minerals I havo'naned to their present
percentage aeplction rates, for humanitarian as well as economic

reasons.
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T am Charles E. Brady, President of Material gales Lompany, $alishury,
Morth Carclina. Material Sales Cospany is ssles representitive for Quart-
site produced by Lessess of B. V. Hedrick Gravel and gand Company and W. R.
Bonsal Company of Lilesville, North Carolina; and for Becker Sand snd Grave)
Company of Cheraw, South Carolina.

Quartzite is the mined rav material from which the metal silicon and its
sany alloys are pxodiced. The metal silicon is not found as such in nature,
Quartzsite is reduced in an electrig furnace along with an oxidizing agent to
produce the pure metal silicon. Soma of the companies producing this metal
ares BRlectrometalluxgical Division of Union Carbide Caxporstign, Electro~
metallurgical Division of Air Reduction Corporation, Intsrlake Steel
Corporation, Foote Minersl Corporation, Ohio Ferro-Alloys Corporstion,
Tennessee Metallurgical Company, and others.

The metal silicon is not unliks aluminum in appearance, It is vexy
hard, has great tensile strength, is light, and highly heat resistant, Be~
cause of thess qualities it is used in alloys of iron (Perro~§ilicons),
alloys of steel and mangansse, alloys of steel and chromg, and it is essential
in the making of aluminum used in automobiles, trucks, airplanes, and ia tiw
hundreds of other aluminum products. Silicon is extremely izmportant in t¢imes
of peace, and its use and importance sultiplies in times of national emer-
gencies.

The purity of the quartzite (8i02 content) is essentisl in meking the
grade of silicon needed to make the high quality alloys needed in modern
metallurgy. Consequently the prime source of this quartzite is from Marlboro
County, South Carolina, and from Harnett and Anson Counties in North Carolina.
The quartzite produced from these sources by the aforementioned companies,
whom we repressnt, analyzes 99.5% 8i02 and better.
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cassible physically and economically, are so scarce as to appear non-sxistent
" at this moment. I urge you to encourage this industry, small in size, but

.. *. of key importance to cur economy.

Thank you.

re .
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