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ENERGY TAX ACT OF 1977

TUESDAY, SEPTEMBER 13, 1977

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

The committee met, pursuant to recess, at 9 a.m., in room 2221,
Dirksen Senate Office Building, Hon. Russell B. Long, (chairman of
the committee) presiding.

Present : Senators Long, Talmadge, Harry F. Byrd, Jr., Bentsen,
Haskell, Moynihan, Curtis, Hansen, Dole, Packwood, and Danforth.

Senator ﬂLBIADGE. The committee will please come to order.

Is the Hon. Andrew J. Biemiller, director of the department of
legislation, AFL~CIQ, accompanied by Mr. Rudolf Oswald, director
of research, AFL~CIQO, present?

Then we will proceed to a panel consisting of Dr. Richard Lesher,
president. Chamber of Commerce of the United States; Dr. Jack
Carlson, vice president and chief economies, Chamber of Commerce
of the United States; Mr. Chris Farrand, manager, resources and
environmental quality, Chamber of Commerce of the United States;
Mr. Robert Statham, director of tax and finance, Chamber of Com-
merce of the United States.

Gentlemen, are you here?

Chamber of Commerce ¢

Mr. Farranp. Mr. Chairman, Dr. Lesher was told that he was the
fourth witness, sir, and he won’t be here.

Senator TaLyADGE. He is not here, either ?

Mr. Farranp. No.

Senator Tarmapce. All right. We will proceed to the next group,
then. The panel consisting of Mr. W. J. Taylor, president and chief
operating officer, Illinois Central Gulf Railroad; Mr. Prime F. Os-
born, president and chief executive officer, The Family Lines System;
Mr. William H. Demsey, president and chief executive officer, As-
sociation of American Railroads.

Gentlemen, are you here?

Senator DoLk. Is anybody here?

Senator Moy~inaN. Would the chairman like me to make a speech ¢

Senator TaLMapce. Who is present that can testify now?

Mr. BosweLL. William Boswell of the Mount Airy Refining Co.

Senator Tarmapce. Mr. Boswell, you may insert your full state-
m}ent into the record and summarize it in the time allotted to you,
please.

‘Who is accompanying you, Mr. Boswell

(1063)
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Mr. BosweLr. On my left is Mr. Lamar Lund. the president of
Mount Airy Refining Co. On my right is Mr., William Lane, our
Washington counsel.

Senator TaLmapce. Fine. You may proceed, sir. You may insert
your full statement in the record and summarize it briefly, please.

STATEMENT OF WILLIAM P. BOSWELL, CHAIRMAN OF THE BOARD,
MOUNT AIRY REFINING CO., ACCOMPANIED BY LAMAR LUND,
PRESIDENT, AND WILLIAM LARE, COUNSEL

Mr. BosweLL. Mr. Chairman and members of this distinguished
committee, it is an honor to be here before you today.

I am William Boswell. I am the chairman of the board of Mount
Airy Refining Co., Mount Airy, La.

Senator TaLmapce. Incidentally, let me say at this point the reason
Chairman ILong is not here, he was called to the White House. He
asked me to open the hearings and he anticipates he will be here about
9:30. I know he would want to hear your testimony but he had to go
down to the White House. I am sure he will read it:

Mr. BosweLL. I understand.

For 60 years my family’s business has been marketing petroleum
products in the Ohio Valley. We have evolved a flexible delivery sys-
tem of barges and terminals which has enabled us to compete with
many others. We are 100 percent independent and have never sought
any governmental relief of any kind on a hardship basis. Through
the vears we have competed with integrated major companies on a
rough and tumble laissez-faire basis. We have managed to survive
and grow. But, in the last 3 years a great change has come over our
industry, starting in 1973 at the time of the embargo.

Prior to that time the difference in value of crude oil that we in-
dependents could purchase and the finding cost of that crude oil were
measured in cents per barrel. Suddenly it has become dollars per
barrel. T have prepared a written statement which goes into some
detail about the way in which crude oil values can be transferred
to market prices. To summarize, we have all known within our in-
dustry for years that the integrated companies have used the profits
from their crude oil production to subsidize their so-called down-
stream operations of refining and marketing. Heretofore it has been
within a tolerably narrow range, today it is intolerable without
some redress.

The regulation of the oil industry which we are experiencing to-
day really began in 1959 under the Eisenhower administration.
Strange as it seems, at that time we were concerned about keeping
foreign oil out of this country because it was too cheap. An elaborate
imports program was set up to accomplish that and immediately many
special claimants appeared and were recognized. To recall a few, there
were the Venezuelans, the Canadians, the importers of record, the
utilities, the jobbers, and so on.

Every one of these parties was accorded certain special preferential
treatment in what was intended to be a balanced program. Also among
these claimants were the small and independent refiners and mar-
keters. They were singled out because of wide recognition that they
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were two things: first of all, the spearhead of competition in the mar-
ketplace and second of all, the most vulnerable to predatory pricing.

rom that time on through all the ensuing governmental regulatory
programs, these parties have retained that recogmition and proven its
accuracy. The preferences and the incentives and the disincentives
which have been incbrporated into every Government program have
been on an inverse ratio according to size and this includes import
tickets, access to crude, taxation to some extent, and finally in the last
review of (Government policy the Federal Energy Act of 1976, the
small refiner bias.

You have copies of my prepared statement. You will hear exten-
sively today from three associations of small refiners. I do not want
to waste your time by repeating what they will have to say although
I amin full accord with it.

Rather, I would call your attention to our particular situation as &
striking one on a major issue which is the issue of the stability of Gov-
ernment policy—I might say the integrity of government policy.

The small refiner bias was made effective on May 8, 1976. It was
made effective for a specific period of 3 years until May 8, 1979. It
was spelled out in the clearest language to encourage and foster the
building of small refineries in the United States by independents. It
was initiated by the executive branch, and ratified by the House and
Senate, for 3 years certain. We broke ground on our new refinery
with that incentive on January 5, 1977, and ran specifications product
to our tanks on July 5, 1977, exactly 6 months later. In the meantime,
the National Energy Plan of 1977 was first revealed in April of 1977,
3 months after we broke ground. Under the proposed National Energy
Plan, the small refiner bias would be progressively wiped out, be-
ginning on January 1, 1978.

Gentlemen, there is a man who makes a living by pulling a table-
cloth off a table without breaking any of the glasses. This tablecloth
cannot be pulled without breaking a lot of glass. We have invested
millions of dollars in this effort in exact and precise response to the
wishes of Congress and the Senate only 1 year ago. Less than a year
later to change this legislation would be to destroy not only the private
investment which has been made to support the intent of Government,
but to destroy faith in our Government.

The crnde oil equalization tax which is the essence of the energy
plan of 1977 specifically does away with the small refiner bias over
the remaining period of its initial life.

Senator TaLMADGE. I am sorry, your time has expired.

Senator Dofe.

Senator Dore. I have no questions. You have indicated there will be
number of witnesses’ testimony today on the small refiner bias. It is
a matter of concern and interest to many of us on this committee and I
appreciate your statement. I have read it while you have been sum-
marizing it.

Thank yon very much.

Senator TALmapGe. We have a small refinery in Georgia that is
supposed to have the problem to which you have referred. What is
?'om; remedy now? What do you propose as a solution to your prob-
em
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Mr. BosweLr. Mr. Chairman, T feel very strongly that the first and
most important modification to the energy plan of 1977 would be to
specifically establish that the 3-year period for which the small
refiner bias was originally legislated be protected 100 percent. I feel
that there are 20 months to go in that period, and in that time a great
deal more can be determined about the exact amount of protection that
is necessary——

Senator TaLmapce. Exactly what does that do now ? Get specific.

Mr. BosweLr. The small refiner bias grants extra entitlements to
refiners of a certain size.

Sanator Tararinge. All right. Now you come in that category.

Mr. BosweLL. Yes, sir.

Senator TaLmMapGe. What would you say a small refinery ist What
is your ceiling?

Mr. BosweLL. Under that law the ceiling is 175,000 barrels per day.

Senator TaLmapce. Anything under that is a small refinery?

Mr. Boswern. Under that law, Mr. Chairman, but actually within
our associations there are 70 refiners in that category and over 60
of them are less than 50,000 barrels per day. '

Senator TaLmapce. What does that entitle you to do that you want
continued ¢

Mr. BosweLL. What we want continued more than anything else
is the issuance of entitlements to small refiners worth about $2 per
barrel for the first 10,000 barrels per day.

Senator TaLmapce. Tell me exactly what an entitlement is.

Mr. BosweLL. An entitlement is a number which is arrived at by
subtracting the ceiling price of old oil from the selling price of im-
ported crude oil.

Senator TaLmapce. Where have you been getting your crude
petroleum ?

Mr. BosweLL. From Louisiana.

Senator TaLmapce. Who specifically ¢

Mr, RosweLr. I would like Mr. Lund, our president, to answer that
question.

The (*HATRMAN. All right.

Mr. Luno. We have been buying oil primarily from Coral
Petroleum. -

Senator TaLymapce. Coral Petroleum.

Mr. Luxp. Yes, sir.

Senator TaLmance. Now is that old oil you have been buying or old,
old oil or new oil, which?

Mr. Lunp. It is a mixture of upper tier and stripper oil.

Senator TaLMApGE. What have you been paying for your petroleum ¢

Mr. Lunp. The average cost has been for the month of August
slightly over $13 per barrel.

Senator TaLmapGe. You have been paying the world price, thenf

Mr. Lonp. It has been $13 per barrel laid into our refinery.

Senator TaLmapce. What is this $2 differential you are asking for,
then? Would you have to pay it assaming the Congress does not agree
with what you want? Could that mean that the cost of your petroleum
would go to $15 plus? .

Mr. Lunp. No, sir. The $2 would be deducted from the $13 price.
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Senator TaLMADGE. In other words, you have not been paying $13,
you have been paying the $11 plus. :

Mr. Lunp. No; we have not received any entitlements yet.

Senator TaLmapGe. You have received no entitlements whatsoever ¢

Mr. Lux~p. No, sir. We just started up in July. We will not receive
our entitlements until late September or October.

Senator TaLyapce. All right. These entitlements then would require
whoever sends you petroleum to charge $2 a barrel less than they
could sell it to someone else, is that what the problem is?

Mr. Lu~p. Well, the equation is a balanced one. We would take our
right to sell entitlements and find the company that must buy them.
That company would be one that had more than the national average
of old oil in its crude slate. 4

Senator TaLmapce. I still don’t quite understand what you are
driving at. I see the gentleman in the center nodding his head. Maybe
he can throw some light on it and enlighten me and some other mem-
bers of the committee.

Mr. Boswerr. Mr. Chairman, the entitlements program is truly a
highly complex one.

Senator TaLMapGe. I know it is.

Mr. BosweLL. In simplest terms the entitlements are not a tax, they
are & system to equalize the cost of crude oil. They take money from
the refiners of the cheapest oil and give the money to the buyers of
the most expensive oil. The effort is to average their costs and have
them meet in the middle.

Senator TaLmance. All right. That means you could buy oil at $2
cheaper than the majors?

Mr. BosweLr. No, sir. It means that after we get through buying
all of our crude oil somebody, a major oil company, will pay us $2
per barrel on the first 10,000 barrels that we run.

Senator TAaLMADGE. In other words then, that would be some type of
subsidy the major oil companies would make to the smaller refineries,
isthat it ?

Mr. BoswerL. Exactly.

Senator TaLMapge. I think I understand what the situation is now.
I presume those majors are a little bit reluctant to sell you oil cheaper
than they can sell it elsewhere, then.

Mr. BosweLL. Yes, sir.

Senator TaLymapce. I have no further questions.

Senator Moynihan.

Senator Moy N1HAN. Thank you, Mr. Chairman.

Thank you, Mr. Boswell, for calling to our attention that the regu-
lation of the oil prices goes back to 1959, President Eiserhower’s
administration, and it was invoked in order to prevent th: country
from the perils of cheap oil imports and this was done in the name
of national defense. When Dr. Johnson said that patriotism was the
last refuge of a scoundrel he underestimated the potential of national
defense.

Thank you, Mr. Chairman.

Senator TaLMADGE. Senator Packwood.

Senator Packwoobp. No questions.

Senator TaLMapce. Senator Haskell.

Senator HasgeLL. Thank you, Mr. Chairman.
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I would like to try and understand better the $2. You completed
your refinery in July and I gather that you feel that the Government
has in effect offered you a $2 reduction on the first 10,000 barrels run
through your refinery. Is that the case{

Mr. BosweLL. Yes, sir. .

- Senator HaskeLL. Can you tell me how that representation by the
Government came about, in what form it came{

Mr. BosweLL. I would like Mr. Lane to answer that question.

Senator HasgervL. Fine.

Mr. LaNE. Senator, the small refiner bias was in the Federal energy
program since 1974 and originally it was a substitute for benefits
which were given to smali refiners under the oil import program.
In 1976 the Federal Energy Administration proposed to the Con-

ress in-an energy action that the value of the small refiner bias be
increased, and it was increased to this level of $2 per barrel.

Senator HasgeLr. When was that ?

Mr. Lane. In May of 1976 the value of the small refiner bias was
increased for the first 10,000 barrels to $2 per barrel. At that time the
structure of the energy law was, as you know, to keep oil under con-
trol through May 8, 1979. That was in the law at that time and it is
still in the law, and as long as the oil is under control that small
refiner bias would remain.

Now what the crude oil equalization tax will do is to raise the
effective price of lower tier domestic oil and by doing so it will reduce
incrementally one-third each year the value of all entitlements and
particularly the value of small refiner bias entitlements. So what this
will do will be to effect an immediate erosion of the bias.

- Senator HaskeLL. Let me ask one more question. Do you have any
written document, be it a letter or anything, in your files which would
ingicate?that you relied on this particular law in constructing your
refiner

hMr. 08sWELL. Senator, I don’t believe we have stich a document as
that. - .
Mr. Lane. Mr. Lund sitting over here did a great many financial
projections of the financial future of the refinery. He did an economic
projection as to whether it would be a good investment or not. Those
are all dated back in 1976 and all those projections assumed the con-
tinuation of the small refiner bias as it had been intended in the law
at that time,

Senator HaskeLL. Let me ask you two questions. No. 1, Does the
committee have access to these memorandums?

No. 2, Mr. Boswell, Was it based on these projections that you built
your refinery {

Mr. BosweLL. Yes, sir, absolutely. We have through the years often
dreamed of a refinery of our own. It has not been possible because of
nonavailability of capital or nonavailability of crude oil, or non-
availability of a stable climate. In this case it suddenly became possible
at the time of the greatest need. I would be very happy to submit to
this committee the studies which were made by Mr. Lund with the
dates that appear on them showing the financial analysis.

Senator HasgeLL. That would be very hel~ful.

[The following was subsequently supplied for the record. Oral testi-
mony continues on p. 1075.]
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[Confidential Data and Attachments Deleted]

Law OFFICES oF BATZELL NUNN & BODE,
Washington, D.C., September 19, 1977.
Senator FLoyp HaBKELL,
Dirksen Senatc Ofice Building,
_Washington, D.C.

DeAR SENATOR HASKELL: At the hearings of the Senate Finance Committee
held September 13, 1977, you asked Mr. Willtam Boswell to furnish to the Com-
mittee any documents which he might have which would demonstrate that
Mt. Airy Refining Company had relied upon the existence of the small refinery
bias in reaching a decision to construct its new refinery. Please find enclosed
copies of two memoranda which demonstrate that the small refiner blas was
an integral part of Mt. Airy’s planning process.

As you can see from the profit and loss projection dated September 22, 1976, for
example, Mt. Airy estimated that, on 10,000 barrels per day, it would receive

small refiner bias benefits of $ million, which would enable it to earn an
operating profit before interest, taxes or capital costs, of $§ million, In
other words, without the blas the firm would have lost over $ million an-
nually.

The projection also shows that this negative result was not due to any “inefi-
ciency” on the part of Mt. Airy Refining Company. Note that if the estimated
value to the company of the regular entitlements program were subtracted from
its projected crude oil costs ($ million less $ million products which the
company manufacturers. This is not an unusual situation for reflners today.
Many, if not most, refiners face the same situation.

This anomaly clearly reflects the extensive downstream subsidization engaged
in by the major, integrated oil companies. By operating thelr refineries at a loss,
or at a marginal profit, they make it impossible for an independent refiner to
compete on an equal basis. The existing small refiner bias is a means of redressing
this imbalance.

Please find enclosed a memorandum setting forth in greater detail the eco-
nomic justification for the small refiner bias, While we support the arguments
made in this memorandum, I would like to reiterate that our major concern is to
retain the existing bias during the period for which it was guaranteed, and
thereby to protect the ability of small business to rely on government sction.

I have taken the liberty of sending a copy of this letter, together with enclo-
sures, to Chairman Long and Senators Talmadge and Curtis. Thank you for your
kind attention to this letter. If you have any questions regarding this matter,
please do not hesitate to call. I would request that, to the extent possible, the
financial information contained herein be afforded confidential treatment.

Very truly yours,
WirLtiaM C. LANE, Jr.

Enclosure.

THE NEED To RETAIN A CRUPE Cos8T OFFSET FOR SMALL, INDEPENDENT REFINERS

1. THE PROBLEM BRIEFLY DESCRIBED

The National Energy Act as passed by the House would impose a “crude ofl
equalization tax” on domestically produced crude oil which would be paid, directly
or indirectly, by refiners. Over a three-year period, that tax would bring the cost
of controlled domestic erude ofl up to eurrent world market levels.! The crude oll
equalization tax would replace FEA’s crude oll entitlements program (10 CFR
§ 211.67), which was made necessary to even out the advantages enjoyed by re-
finers with access to lower cost, domestic price-controlled crude when price con-
trols were imposed In 1973. However, the phase-out of the entitlements program
as the crude oil equalization tax replaces it would result in the elimination of the
smﬁgll refiner bias aspect of the entitlements program.

“The small refiner blas, which continues similar predecessor programs in effect
since the 19508, recognizes the need to preserve the-crude-Geficient small and

1 H.R. 8444, § 2031, The tax is initially on lower tier oll (as defined in the EPAA of
1973) and, during 1978, I8 one-half the difference between the Prlce of lower tier oil and
the price of upper tier oll of the same classification. In 1979, the tax will equal the full
difference between lower and upper tier prices. After 1979, the tax s on all price-
controlled oll and {s the difference between the uncontrolled world market price and the
controlled price for any classification of crude ofl.
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independent refiner, and the vital role those refiners play in injecting competition
into the petroleum industry. Such refiners have an inherent disadvantage vis-a-
vis the major oil companies which is due primarily to artificlalities resulting from
current oil industry structure. The majors own most of the domestic crude oil
and they have set market prices for it, and for their refined petroleum products,
which have provided large profits on their crude oil but little or no profit in their
refining and marketing functions. The result has been an artificial cost-price
squeeze on the independent refiner. Absent a continuation of the long-standing
recognition of the majors’ crude cost advantages, the small and independent
refiners will be unable to sustain their role as a check on the power of the large
integrated refiners and will face strangulation as forces over which they have no
control squeeze them from the marketplace. Without some substitute for the cur-
rent small refiner crnde cost offset in the bias provisions of the entitlements pro-
gram, many small and independent refiners will be forced to drop from the
market, some next year and many over the next three years.

II. WHO ARE THE SMALL, INDEPENDENT REFINERS?

a. Crude deficient and relatively small

As distinct from the major integrated oil companies, the typical independent
refiner must purchase most of his crude oil supply and pay the full market price
for it.* This lack of control over crude supply and the attendant necessity to pur-
chase crude oil from the majors at prices set by them or the OPEC countries are
the most critical characteristics of the independent refiners and distinguish them
from the integrated majors. They reflect the most pressing problems of even
the larger independent refiners. All independent refiners, regardless of size, share
the common characteristic of lacking their own supply of crude ofl and share
the common disadvantage of competing with the vertically integrated majors
who ultimately set the market price.

Another characteristic of the independent refiner is relative size. Most in-
dependent refiners are small by oil industry standards. Although many inde-
pendent refiners are obviously extremely efficient, there are some advantages,
such as bulk purchasing power, which come with size. It is important to keep
in mind, however, that small refiners are eficient and can compete when true
crude oll costs are relatively equal.’ An indication of that fact is that the inte-
grated majors themselves own and operate some 56 refineries with capacities
under 100,000 B/D of which 35 are under 53,000 B/D,* either of which size
would qualify as a small refiner under the EPAA standard of 175,000 B/D
or less. -

1In the Emergency Petroleum Allocation Act of 1973, Congress established two precise

classificatlons (which together constitute the independent refiner class vis-a-vis the inte-

rated majors). ‘The terrv “Independent refiner’ was defined to cover each firm which (a)

n the calendar quarter July-September 1973 obtalned more than 70 per centum of its
crude oll from unaffiliated sources and (b) distributed a substantial volume of its gasoline
output through independent marketers. The term “small refiner” was defined to cover
each refiner with a capacity not in excess of 175,000 barrels per dl%o

The EPAA definition. which {8 necessarily arbitrary at the borderlines, has produced
only two significant anomalies. Sobio and Amerada Hess are not treated as ‘‘majors”
under the EPAA definitlon. Standard Oil of Ohlo, by reason of crude deflciency in 1973,
is defined to be an “independent refiner” although it Is recognized historically as a major;
this crude deficiency will be corrected when Alaskan crude, in which Sohfo has & sub-
stantial interest, begins to flow. Amerada Hess Is something of a special situation, not
onéy in calssification, but due to several additional factors involving its Virgin Islands
refinery.

The definition of ‘‘small business” for purposes of federal aid programs administered
by the Small Business Administration comprises irms (a) with total refining capacity not
exceeding 50,000 barrels per day and (b) having not over 1,500 employees. For the
purpose of sale of government royalty oil administered bv 8BA, small refiners are defined
as those with 45,000 barrel-per-day capacities. A refiner and its afiliates (whether or
not related to petroleum) Are counted for these definitions. The SBA definitions comprise
oxﬂf a portion (substantially less than half) of the capacity in independent refiner hands
(using that general term in contradistinction to the mafors). A precise figure 18 not
available because the impact of the afiliation and number of employees’ rules is not
generan{y assembled and published. Accordingly, it must be recognized tbat any Federal
action limited to SBA “small business” refiners covers substantially less than half of the
Independent refining ndustry.
w2 In its Preliminary Report on gasoline decontrol (August 1977) FEA said (at-p. 60):

Although the allocation and price regulations helped to preserve the shares of the inde-
pendent and small refinerr during the embargo-caused national erude ofl shortatge in 1974,
the overall trend since 1871 and since the adoption of the FEA's Entitlements Program
indicates that these refiners are able to maintain their market share sohen they have equal
access to a competitively priced crude oil supply.” (Emphasis added.)

¢ NPRA, FEA Capacity List, July 22, 1977.
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b. Market importance of majors

According to the Federal Trade Commission’s 1973 study, integrated majors,
as distinet from independent refiners, include the following 18 firms: Exxon,
Gulf, Standard (Ind.), Texaco, Shell, ARCO, Mobi}, Socal, Sun, Union, Phillips,
Continental, Cities Service, Getty, Standard (Ohio), Amerada ess, Skelly and
Marathon.® The aggregate capacity of these 18 major companies is now at about
5% of total domestic refining capacity; the remaining 25% 1s spread among
some 110 companies who are generally small and independent refiners. More
important for competition, the 1977 FEA gasoline decontrol study * shows that
small, independent refiners have only about 21 percent of the total gasoline
market.

¢. Cloge relationship of independent refining and marketing activities

In addition to the sale of products at wholesale, many independent refiners also
engage directly in marketing products at retail. Independents vary in the extent
of such downstream activities, some marketing only through jobbers and others
through a combination of jobbers, ind:pendent retail outlets and/or company
owned retail outlets. But a close interrelationship between refining and market-
ing exits. While independent marketers are free to buy from the majors, the
independent refiners constitute their surest supply source.

d. Major vs. independent price differcntials

Another basic characteristic of the independent reflner is that the prices of
the independents are, and have been over the years, below those for the major
brands. This results in part from cost savings (e.g., absence of extensive brand
advertising, lack of credit cards and certain services) effected by the independ-
ents. It is also required by the marketplace because historically purchasers have
expected a lower price from the unbranded independent to persuade them to
buy. The import of these facts is two fold: (1) the independents’ marketing
stralegy depends upon price competition, 1.e, lower product prices (to the bene-
fit ol price-conscicus consumers) and (2) if a major (by corporate choice or by
government edict) sets its price at the independent's price, it is setting a price
which the independent can “meet” only by going lower. Thus, the independent
refiner's competition disadvantage is that it has higher crude oil costs than the
major which cannot be recovered by raising marketing prices above those set
by the majors.

III, THE INDEPENDENT REFINER 18 THE MAINSPRING OF COMPETITION IN THE
PETROLEUM INDUSTRY

Ominously, from the viewpoint of the public interest, the total number of
refining companies has declined dramatically from 223 in 1951 to 129 in
1977. This decline in the total number of refining companies reffects essentially
a decline in independent refiner numbers.

The importance of the independent refiner to competition and lower con-
sumer prices has long been recognized. The FTC has concluded that the inde-
pendent refiners provide an injection of competition into the market dispropro-
tionate to their size or market share:

“The record is clear that independent refiners and markecers exert a beneficial
influence upon competition that is disproportionate to their actual representation
within the petroleum industry: they have long been innovators of marketing
methods and have been the primary agents in translating efficlencies at the pro-
duction and distribution levels into lower prices at the retail level.””

The independent refiner affords the only real assurance to marketers of un-
branded gasoline of the availability of gasoline supply. While such marketers
may buy significant amounts of their gasoline supply from major refiners, the in-
dependent refiner is their ultimate guarantee of an assured supply source and
competitive prices in the market. ilkewise, fo. the independent oil producers, the
independent refiner constitutes a viable alternative to the major oil compauies
as an outlet for crude oil production. The independent segment of the refining

8 FTC, “Investigation of the Petroleum Industry,” Committee Print, Senate Permanent
Stzchom;nittteet og Investigations, 93rd Congress, 18t Sess., July 12, 1973, at p. 5.
See footnote 3.
7 Federal Trade Commission Report on Anticompetitive Practices In Marketing of Gaso-

line, June 30, 1967.
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industry is critically important, therefore, to the maintenance of effective com-
petition throughout the entire petroleum industry.

The Senate Setect Committee on Small Business summed it up: “The independ-
ent refiner is thus the mainspring of competition within the oil industry. His pres-
ence not only has economic benefit to individual consumers in their private capa-
cities, but also has indirect public benefit to them as taxpaying citizens, by assur-
ing a competitive market for the Federal Government in its vast annual pur-
chases of petroleum products.” (Footnote omitted) (Fourteenth Annual Report,
p- 74) (Italic supplled). .

In 1943, the b'1C aga«h noted the importance of the independent refiner in
the preservation of competition and in maintaining the welfare of the independ-
ent marketing sector. The FTO Staff Report on its Investigation of the Petroleum
Industry concludes:

(1) The eight largest majors have effectively controlled the output of many
of the independent crude producers.

“(2) A high degree of control over crude is matched by relatively few crude
exchanges with independents, an exclusionary practice which denies a high de-
gree of flexibility to the independent sector while reserving it to the majors.

“(3) Independent refiners are largely dependent on the majors for their crude
supply, but independents sell very little of their gasoline output back to major
oil companies. Independent refiners sell the largest amount of their output to
independent gasoline marketers and to their own stations. Thus, the welfare of
the independent marketing sector 18 largely dependent on the well-being of in-
dependent refiners.

““(4) The continued existence and viability of the indecpendent refiner is nec-
essary for the survival of the independent marketer. This is especially true since
the eight largest majors rarely sell gasoline to the independent marketers.”
(Italic supplied.)

1IV. THE SMALL REFINER OFFSET TO THE MAJOR’S CRUDE OOST ADVANTAGE : AN INTERIM
SOLUTION TO THE INDUSTRY'S8 BTRUCTURAL PROBLEM

The basic problem for the independent segment of the industry is that there
is not now a free, open and competitive market in the supply of crude oil.® This
is due to the fact that a few integrated major oil companies own or control over
709 of domestic crude oil. Accordingly, Congress has recognized for nearly two
decades the need for special consideration for small, independent, crude-deficient
refiners. This consideration is currently reflected in the crude ofil entitlements
program ® with its small refiner bias.”* There are at least four valid reasons for

8 See letter to Senator Edward M. Kennedy from Alfred F. Dougberty, Jr.. Director,
Bureau of Competition, Federal Trade Commission, July 18, 1977, 123 Cong. Rec. at
S12771-812774 (July 25, 1977).

® The Entitlements Program: Foreign oll is sold at world market prices and is not sub-
ject to the price 1ids imposed on domesatic oll, Some types of domestic oll can be sold at
higher or unconirolled prices to encourage development of new U.8. sources of crude,
Pursuant to the FEA’s “‘entitlements"” program (10 CFR § 211.67). each month the FBA
gathers information from U.8. refiners on total crude runs through thelr refineries and
the percentage of those runs made up of price-controlled domestic crude and the percent-
age made up of uncontrolled domestic or foreign crude. A national ratlo between con-
trotled domestic and uncontrolled domestic and foreign crude I8 determined. “Entitlements"”
to run barrels of the cheaper price-controlled crude are then issued to refiners by apply-
ing the national ratio to each refiner's total runs. Refiners who have run more lower

riced domestic crude in a given month than the national average must buy ‘‘entitlements’’
or those additional barrels of domestic crude runs from refiners who have run less such
crude than the natfonal average and thus have been issued more entitlements than they
need to cover such crude runs. Each entittement i8 assigned a dollar value, based on the
difference between the national average of controlled prices and uncontrolled prices. The
mone{ which changes hands is designed to even out. but only at the refinery level and
only in terms of national averages, what would otberwise be an unfair price advantnge
for those refilners which have greater access to low cost price-controlled domestic crude
oil than those refiners which must use higher priced crude.

19 The small refiner bias, 10 CFR § 211.67(e), I8 a short-hand way of describing the
system of granting small refiners (both those who are buyers and those who are sellers
of entitlements) additiona) entitlements primarily in recognitlov of the need for a crude
ofl cost offset. The bias in calculated on & refiner’s runs to stills, the value of the hias
declining as the size of the refiner Increases. The blas accounts for approximately 5.3%
of the total dollars transferred under the FEA's entitlements program. Listed below are
the valnes of the hias for small and independent refiners of various sizes caleulated by
the FTC in July 1977 hased upon an entitlement price of $8/hbl: 10.000 B/D—183.0¢
per barrel crude; 15,000 B/D-—144,2¢ per barrel crude: 30.000 B/D—8R.R¢ ner harrel
crude; 50.000 B/D—41.6¢ per barrel crude; 100,000 B/D—12.6¢ per barrel crude; and
175,000 B/D—-1.5¢ per barrel crude.
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a continuation of such separate treatment for small refiners.

a. An offset is needed because the majors create an artificial price structure by
operating refining and marketing at or below oost

Historically, the majors have used their downstream refining and marketing
operations primarily as an outlet for their profitable crude production; profits
made in crude production have been used to subsidize refining and marketing
operations which have been conducted at or below cost. A combination of this
history, the imposition of product price controls and massive investment in a
distribution system designed to maximize market share rather than promote
price competition has tended to perpetuate the subsidization.

This basic economic fact has been repeatedly recognized in government studies
and, indeed, by ofl industry leaders. For example, in the FEA hearings in Feb-
ruary 1976 on the reevaluation of FEA’s price and allocation controls, major oil
companies stated that their refining and marketing activities did not earn an
acceptable return or, indeed, operated at a loss.’?
- The competitive predicament of the small, independent refiner was recently

confirmed in a report prepared on his own time by John H. Phelps, a respected
FEA economist. The report concludes, according to Morton Mintz of The Wash-
ington Post, that ‘“‘he majors clearly have market power incompatible with clas-
sical competition and use it manipulatively by taking ‘upstream profits,’ made on
production to pay for huge outlays that prop up unprofitable operations down-
stream, particularly refining and marketing.”” ** As long as profits made in erude
markets, where meaningful competition does not exist, are used to subsidize
operations in the refining/marketing segment where the crude refiners face com-
petitive challenge, some recognition, in terms of an offset for independents, must
be maintained in order to retain that competition and keep consumer prices down.

This view was persuasively endorsed very recently by the Federal Trade Com-
mission’s Bureau of Competition in a letter to Senator Kennedy as Chairman of
the Subcommittee on Antitrust & Monopoly of the Senate Judiciary Committee.!
That letter recognized the inherent disadvantage of the independents vis-a-vis
the majors and suggested continuation of the small refiner bias type of relief
pending some long-term correction of the problems created by the industry
structure.

“If the petroleum industry is and had been historically characterized by work-
able competition at all its levels, we would not hesitate to say that economic
efficiency and public welfare would be enhanced by the elimination of the small
refiner bias. But if the ability of independent refiners to enter and become effi-
clent operators {s and has been impaired by an existing or historical anticompeti-
tive industry structure, a different public policy toward small refiners may be
warranted.

“In our view, which we are pursuing in the Eazon litigation, the industry struc-
ture is noncompetitive and has been for a long time, Independent refiners, if they
bave had access to crude oil at all, may have had to pay effectively more (without
cost justification) than their larger competitors. Through thelr control over crude
supplies and crude and product prices and because of thelir propensity to use
crude profits to subsidize downstream operations, the majors seemingly have been
able to make independent refiners the victims of an artificial refinery margin
squeeze and to deter entry or expansion by such independents. Government assist-
ance to victimized classes of refiners, in the short run, may be required to offset
these anticompetitive probleme until the antitrust mechanism can make the in-
dustry structure competitive.

“Until a more open crude oil market can be established (by legislation or oth-
erwise) or until the refinery squeeze phenomenon can be eliminated (by vertical
divestiture legislation or litigation, publication of major company financial data
by functional segments, or some other solution), an interim legislative measure
to encourage efficient, independent refiners may be warranted.” (Emphasis added.)

b. An offsct is needed to make up for independents’ lack of access to owned crude
ofl supplies

Small refiners with no access to owned crude oil supplies are at a definite crude
cost disadvantage as compared with those integrated refiners who own their

M E.g., Statement of Sun Ofl Company, p. 2 ; Continental Oil Company, p. 3: E ,p. 4

n ants. Private Study Says 18 Ofl ﬁﬁestltures Could Cut GupCozt,pThe Wx:oorﬂngtots
Post, July 2, 1077, at A8, Col. 1.

4 Letter to Senator Edward M. Kennedy, see footnote 7.
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own crude oil. For example, in a recent study mandated by Congress dealing
with the impact of FEA regulations on independent and small refiners, the FEA
sald : “First, major refiners have definite advantages in acccss to preferred crude
supplies, in duying at low cost directly from producers, and in minimizing orude
delivery costs. It is our experience that other (non-major) refiners actually incur
crude costs of 20-40¢/barrel over producer prices in order to obtain required
supplies.”

gi‘:)re important, the majors’ ownership of domestic crude, even without ad-
vantages such as the depletion allowance and foreign crude ownership, neverthe-
less provides a source of healthy profita and cost breaks, particularly as a result
of pricing set by the OPEC cartel. As an example, one experienced refiner has
estimated that production and transportation costs of domestic crude are in the
range of $4/bbl. As can be seen, even today, every barrel of so-called “old” or
lower tier crude produced would yield, on a selling price of about $5.50, a profit
of about $1.50 (about 8.6¢/gallon) and upper tier oil selling at $10.00 would yield
a profit of about $6-4-/bbl. (15¢/gallon). And when the crude oil equalization tax
is fully implemented, it has been estimated that lower tier ofl will yield $2/bbl.
profit and upper tier oil $7/bbl.*®

Profits earned from the production of crude oil are vitally necessary for the
continued exploration tor and production of the crude oil which is essential for
¢l refiners. However, it must be recognized that such profits do provide a dra-
matic crude cost advantage for the major integrated company over the small and
independent refiner who must purchase crude at the market price. The inherent
disadvantage suffered by the independents can be seen when the majors use profits
from production not for exploration but as a subsidy for the refining/marketing
operation which is not carried on as a separate profit center.’

c. An offset is needed because the entitlements program alone (or its replace-
ment by the crude oil equalization tax) does not fully equalize prices and
leaves many independent refiners with abnormally high costs.

‘Without the small refiner bias or some similar crude cost offset, the existing
entitlements program’ would leave the small refiner at a disadvantage, not-
withstanding the intention of the program to “‘equalize” prices. First, the entitle-
ments program does not compare the actual crude costs of an integrated refiner
(exploration, lifting, etc.) with the actual crude costs of the small and inde-
pendent refiner (the price pald in tbhe market). Instead, the major's “cost” is
deemed to be the price at which it “books” its crude in at the refinery, which
already includes its production profit. That artificial “cost” is compared agajnst
the independent’s real cost which is the price which it must pay to the major or
other producer in the market. Secondly, even if the major refiner must go to the
market, it is likely to pay less than the small independent. As the recent FEA
Report to Congress *® states: “[M)ajor refiners have definite advantages in . . .
buying at low cost directly from producers. . .."” Beyond the advantages described
by the FEA Report, there are other disparities which are not equalized by a
system based on price averages and which are borne especially by the independ-
ent: (1) many independents must buy “sweet” foreign crude oil at higher prices
than the average for imported oil, and (2) although many independents use
lower quality domestic oil which imposes higher refining costs, they must pay
the same entitlement price for each such barrel as a refiner using higher quality
domestic oil. The major oil company purchaser gets to keep the benefit of its
lower than average costs in such a system. Recognizing these particular problems
of the small, independent refiners, the small refiner blas was employed to help
offset the advantages enjoyed by the majors. Substitution of the entitlements

13 FEA, Office of Oll and Gas, Impact of Mandatory Petroleum Allocation, Price and
Other R(;gulntlons on the Profitability, Competitive Viability and Ease of Entry of Inde-
pendent Refiners and Small Refiners, Report to Congress, Appendix {a 3 (March 1977).

18 United Refining Company 8tudy on the effect of the crude oil equalization tax, sub-
mitted to Senate Subcommittee on Antitrust & Monopoly, July 15, 1977.

177This has been confirmed by Phelps (see footnote 11). His Summary states: “Since
cross-subsidization is fenerall viewed as the coveﬂng of financlal losses in one area of
operatlons by profits in another, this clearly was taking place by the majors for thelr
downstream operations. A comparison of standard financlal ratios indicates that the
majors’ total domestic operations beyond the lease were not financially viable. . . . As a re-
sult, producing earnings were lncrensl.ngly used to subsidize downstream petroleum opera-
tions In the late 1980°s and early 1970's ',

18 For a description of the entitlement program, see footnote 9.

i 8ee footnote 15.
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program and its small refiner bias with a crude oil equallzation tax without
such an offset provision is not justified and will place the existence of that
valuable small refiner segment of the industry in jeopardy.

d. An offset is needed to preserve the small refiner as a competitive catalyst in
the petroleum industry

The existing small refiner bias in the entitlements program is designed to offset
some of the crude cost advantages mentioned above. This offset also recognizes
the value which this country, for years, has placed on the role of small business
in our society. Not only is a dispersion of power in numerous units throughout
the country a valuable soclal goal, it serves rural and farm populations which
might otherwise be abandoned or served at intolerable expense, and provides a
base from which new competition may emerge and grow.

Some have argued that inefficient refineries have come on stream to take
advantage of exceseive benefits and that existing small refineries have abused
the bias by so-called processing agreements under which the refiner gets small
refiner bias treatment for oil refined for it by someone else at a larger refinery.
Of course, FEA has recently eliminated the bias entitlements for processing
agreements and has had the full support in that effort of most small and inde-
pendent refiners, and their trade associations, who are absolutely opposed to
such abuses. As to whether some changes in the current bias may be appropriate,
that 18 & question which the new Department of Energy can consider and its
predecessor, the FEA, has indicated it is currently considering. What is abso-
lutely clear, however, is that the small and independent refiner needs some sub-
stantial offset against the majors’ crude cost advantage.

The small refiner program, in its present form, was put in place in May 1976
after substantial and detailed review of the program by FEA and Congress. At
that time, FEA advocated, and Congress approved, an increase in the bias from
its original 1975 level because of the small refiners’ continuing cost disadvan-
tages. If it is now believed that inefficiency is encouraged by the current levels,
adjustments can be made using procedures already in place for just such a pur-
pose. It is not necessary to destroy an entire program essentiat to viable compe-
titlon in the marketplace in order to correct what some may perceive to be a
problem in a small part of it. Surely, the fine-tuning of the program, which is
FEA’s responsibility, should not be performed with a meat cleaver as would
happen if the crude oit equalization tax is permitted to eliminate the entitlements
program without a provision in the new legislation continuing the offset for small
refiners to the crude cost advantages of the majors.

CONCLUBION

In its present form, the proposed National Energy Act would abruptly termi-
nate the government’s long-standing policy of helping to preserve our nation’s
approximately 110 small and independent refiners. Yet, because even the Admin-
istration concedes that refiners will be forced to absorb a third of the crude
oil equalization tax, the need of these refiners for that assistance has never been
greater. The public’s interest in continuing the competition which small refiners
provide in this time of escalating consumer prices is equally compelling.

A crude cost offset for small and independent refiners has taken various forms
in the past and just as readily can be adapted to the future. The entitlements
program, by its small refiner bias, provides the vehicle presently used to imple-
ment that relief. Clearly, the termination of the entitlements program need not,
and should not, result in killing an established national policy which has proved
its worth over the years, both for consumers and the government. Methods exist,
totally harmonious with the purposes and methods of the Act, by which that
policy can be maintained. But some form of continued relief from the tremendous
cost handicap faced by small and independent refiners must be adopted. Amer-
ica’s current energy crisis simply must not be allowed to preclpitate the elimi-
nation from the market of the critically important segment represented by the
nation’s small and independent refiners.

Mr, Lux~p. I will say without the bias we certainly would not have
entered into this building é)rogram. With the loss of the bias that is
pending we will undoubtedly have to shut down the refinery at some

eriod of time. So we relied very heavily on the program and on the
ias.
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Senator HaskeLr. Thank you, Mr. Chairman.

Senator Tarmapce. Senator Danforth §

Senator DanrorTH. No questions.

Senator TaLmapce. Senator Curtis$

Senator Curtis. I won’t take a great deal of time.

I am interested in this proposal, I think it is necessary. We have

_one refinery in Nebraska which is very much interested.

I will try not to add to the confusion about how bias works but
this is one of the factors in it. Considerable oil has to be sold under
the fixed price determined for oil, isn’t that correct ¢

Mr. BosweLL. Yes, sir.

Senator Curris. And the bias is intended to make it possible for
small refineries who are not producing oil and who are not dominant
figures in the marketplace to some of the benefit of the low priced oil.

Mr. BosweLL. Yes, sir.

Senator CurTtis. In other words, here is a small refinery that is
localized, it does not have the vast resources of a major company or
even a middle-sized company, it does not have any production of its
own, and without the bias it is very likely that it will have to go on
the market and buy the oil at the top price, isn’t that correct

Mr. BosweLL. Yes, sir.

Senator Curtis. Which would give you a disadvantage over other
refineries. -

Mr. BoswrLL. Over the integrated refineries.

Senator Curris. Yes; the integrated refineries can exercise some con-
trol over the oil as it is produced and thus it flows into the refinery
some considerable amount of the low priced oil, isn’t that right?

Mr. BosweLL. Exactly, at their discovery instead of the ceiling
price.

Senator Currts. Yes; so that instead of the small refineries’ bias
giving the small refiners an advantage, it is an effort to give it
equality.

Mr. BosweLt. Exactly.

Senator Curtis. That is all.

Senator TarLmApGe. Senator Bentsen.

Senator BExTseN. Thank vou, Mr. Chairman.

Mr. Chairman, I would like to ask the gentleman, how do you
survive on stripper oil and new oil if you are paying $13 even with
the $2 bias? How can you compete when you don’t have a mixture of
old oil with that at the lower price ¢

Mr. BoswerL. Sir, I woud like Mr. Lund to answer that question.
And Lamar, I think you have already indicated our average crude
oil cost. Tell him what the return is on our present product slate.

Mr. Lunp. Monetary returns?

Mr. BosweLL. Yes, —_

Mr. Lunp. We are receiving about $12.50. Our average revenue
has been about $12.50 a barrel for the 2 months we have been in
operation.

Senator BEnNTsEN. That is the gross revenuef

Mr. Lunp. Yes, sir. R

Senator Bextsen. Then you could not survive without the bias, is

- that what you are saying?
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Mr. Lunp. Yes, sir, you take our $13 flush through cost and apply
the $2 bias to that and it brings our net cost of crude into the gll
range,

Senator BEnTsEN. That is what I said. You are getting the gross
revenue at $12.50 and you are paying $13. You cannot survive without
the bias.

Mr., Luxo. Yes, sir.

Senator BeExTsEN. All right; I can understand how a vertically
integrated company can take their profits out of their crude and
make a very marginal incremental profit on refining for downstreamn
operation, retail outlets and that type of thing. I was concerned about
your position. I want to be sure that we avoid rip offs in this kind of
thing and we avoid abuses.

Mr, Luxp. Yes, sir.

Senator BExTseN. Now trying to balance this out and protect you
from predatory pricing, we had the problem of the mandatory alloca-
tions where they used pricing to mitigate against the small refineries
in many cases trying to find the solution that lets you survive and
that you can compete and still stop the abuses of it is what we are
seeking. Do you have any suggestions on what should be done concern-
ing the abuses or do you think that has been largely correct$

Mr. Lu~p. I think you made the major correction when you did
away with outside processing. I think the abuses have been primarily
corrected.

Senator BENTSEN, I do understand that since 1950 we have had a
material reduction in refineries in this country and only in the last
4 years or 5 have we seen a gradual increase in refineries. We have
seen an increase in imported processed oil products coming into this
country and we want to work aguainst that if we can and that is another
reason why we fought the cheaper refineries in this country and we
ought to be building more refineries in this country. So I am sympa-
thetic to your suggestions. Mr. Haskell has some legislation in to try to
check on some of the products. I am simply trying to find a way to
see if we cannot protect you from predatory pricing and keep you in
the business if we can.

Mr. Luxp. Well, we certainly hope so. Again, I can be emphatic
that without the bias we will not be in business.

Senator BeExTseEN. I can see that with your product mix. I just
want to be sure we don’t have some rip offs in the process.

Mr. Lonp. We are not a rip-off company.

Senator BENTSEN, Thank you, Mr. Chairman.

The CuairMaN. I would be glad to discuss this matter with you
further but I don’t think I will at this point. I am aware of the
problem, and T hope we can help out. I heard from your people be-
fore and I am aware of the situation that the independent refineries
are facing. I hope we can work something out.

Mr. BosweLr. Thank you very much.

The Cuairan. Thank you very much, gentlemen.

[The prepared statement of Mr. Boswell follows:]

STATEMENT OF WILLIAM P. BOSWELL, CHAIRMAN OF THE BOARD,
Mrt. Ay RerFiNiNg Co.

Mr. Chairman, and members of this distinguished Committee, it s an honor
to appear before you to discuss the National Energy Plan.
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I am William P. Boswell, Chairman of the Board of Mt. Airy Refining Com-
pany. Lamar Lund, its President, is here with me and available for questioning.
For 60 years and 3 generations, my family’s business has been marketing petro-
leum products at wholesale, unbranded. We have evolved a flexible delivery
system of barges and terminals which has enabled us to compete with any
other in the Ohio Valley. We are 100 percent independent. We have never sought
governmental relief of any kind on a hardship basis, except for our customers,
but only on the basis of equity under national policy. This year, to protect our
future, we have built a refinery on deepwater at Mt. Airy, Louisiana,.

As an American citizen with some knowledge of the oil industry, I am four-
square in favor of a long-range Plan. This is the only climate in which the pri-
vate sector can make its creative contribution. For the last 18 years, government
programs have addressed temporary crises, provided piecemeal remedies, re-
versed .course, even retroactively, and brought to our great industry an atmos-
phere of uncertainty which discourages even the most intrepid.

With great interest, I have read every word of this Committee’s Hearings with
Secretaries Schlesinger and Blumenthal.

The Plan before you has the distinct merit of addressing the problem not
on a two-year basis, but on a two-decade basis. Only in such climate can the
necessary planning be done, contracts consummated, the investments made to
move our country down the road to prosperity and security.

The Plan correctly addresses itself to a fundamental problem which faces the
American Oil Industry. The disparity of crude oil cost between integrated and
independent refiners. Only since 1973 have the awesome economic and social
consequences of this phe.omenon become fully apparent. In that year, climaxed
by the Embargo, all oil companies were requested to allocate supplies to his-
toric channels on a voluntary basis.

Instead, most of those companies with the biggest crude holdings moved
perceptibly to improve their market positions. My own company experienced
not allocations, but cutoffs from two of our major suppliers of many years. The
devastation resulted in a Mandatory Allocation Act.

Even under the Mandatory Allocation Act, and Price control, however, it
quickly became apparent that market domination could be accomplished by
price. The margin between lowest-cost and highest-cost sellers was as much
as 8 cents to 8 cents per gallon! The basis of this differential was the control
of the low-cost domestic crude otl by integratéd companies, Obviously, the low man
was in the best position to expand his market share by foreign crude and product
purchase because he ended up with the lowest average cost.

For decades, these companies had been accused of using such a crude posi-
tion to subsidize predatory pricing in their refining and marketing divisions.
They have even publicly admitted that those so-called ‘“downstream” divisions
were less than profitable, But the crude cost disparity was within a tolerably
narrow range ... cents per barrel . .. until 1973, when it became dollars per barrel!

At this point, I belleve, there first dawned the concept of our crude reserves
as a National Trust, to be developed equitably rather than as the finder saw fit.
In my view, those who find oil should realize the fullest profit on this treas-
ured “inventory”. But they should not be permitted to use such profit to drive
out honest competition.

The Entitlement Program of 1974 and its companton, the Small Refiner Bias,
undertook to equalize crude costs at the reflnery level, by compelling the crude-
rich to pay part of the bill incurred by the crude-poor. In the market, its result
has been to narrow price spreads to about 2 cents per gallon.

The Energy Plan of 1977 proposes to achieve something like the same equali-
zation of crude cost at the refinery level but by taxing the crude-rich, more
than crude-poor. This time, however, what is taken from the oil industry is not
to be returned to the oil industry. The amount will be twice as large as now.
The consumers’ cost will be based on the highest cost of crude instead of the
average cost, an increase of about $4.00 per barrel, or 10 cents per gallon.
And it will require an administrative cost of billions of dollars for the govern-
ment’s end, plus matching paperwork for the private sector! What dismays me
most is how very little of this huge tax is to be directed to any creative purpose.

But I know you will hear from others more qualified than I on these broad
issues. I am here today to concentrate on one particular facet of the Plan only,
a facet of which I have more intimate and immediate knowledge: That part
of the current Federal Energy Program ineptly named the Small Refiner Bias.

[ 3]
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It is worth recalling that today’s oil regulation really began under the Eisen-
hower administration in 1959 as a national defense measure, believe it or not,
to keep cheap foreign oil from inundating our domestic exploration!

From the beginning, special interests were claimed, and were recognized,
and the list is long. To recall only a few: The East Coasst; the Venezuelans;
the Canadians; the importers of record; the land-locked refiners; the utilities;
the jobbers, and so on. .

From the beginning, too, special recognition was given to categorles defined
as “small” or “independent”.

From then on through all the ensuing government programs which have been
put forth to meet changing conditions, there has always been special recog-
nition for designated “small” and/or “independents”. It has come in the form
of extra import tickets, jet-fuel set-asides, reporting relief, royalty crude, and
environmental variances, at one time or another. It always has come as an
offgset to the speclal provisions accorded the many other claimants, including
integrated majors (overseas tax relief, for one).

These “small” and “independent” categories were correctly discerned to
be : Firstly, the most valuable spearhead of competition in the industry ; and, sec-
ondly, the most vulnerable to predatory pricing. To protect them, regulatory
incentive began to be awarded inversely according to size, and have been
ever since through our Republican and two Democratic administrations.

The last major review of oil regulations, in April 1976, reaffirmed and ex-
panded this view. It was adopted by the Executive Branch, expressly ratified
by Congress and fully stated in the Energy Conservation and Product Act.
(Section 123, ECPA: “Fostering construction of new refineries by small and
independent refiners in the United States”). Thus it bears every evidence of
serious and long-lasting national policy.

According to a recent FEA study, 969% of governmental benefits afforded
a small refiner such as Mt, Airy today are provided by Small Refiner Bias,

The so-called Small Refiner Bias gives entitlements worth about $2.00 per
barrel for the first 10,000 barrels per day only. Above that level, it gives only
35¢ per barrel to the 30,000 barrel level. It vanishes as it includes refiners up
to 175,000 barrels per day.

This $2.00 per barrel for the first 10,000 barrels is what is so critical to
Mt. Airy Refining Company. It is also the mortal enemy and avowed prey
of the major companies. Why? Because it fosters competition out of propor-
tion to its volume. The “smalls” affect the price of many more barrels than
their own.

This $2.00 per barrel payment has been maligned as a “ripoff” because it ini-
tially applied to processing deals. This provisions has now been eliminated.

It has been maligned as a “subsidy for ineficlency” but I tell you that most of
these seventy plants operated before the crnde squeeze and before the Entitlement
Program, and proved their efficiency regardless of size.

In fact, the majors themselves own and operate 35 refineries of less than
50,000 barrels per day!

It has been maligned as “building plants we don’t need,” but our imports
;)t finished products is 15% and growing, which results in exporting American

obs.

Why, then, is $2.00 per barrel so necessary for the first 10.000 barrels?
Is it enough? Is it too much? The answers can never be precise, Situations vary.
Times change. But general observations cen be valid.

What we see is that the Entitlemert Program cqualizes crude prices but
only on the basis of celling price. We know that much of that crude has been
discovered at far lower cost, and is available for predatory pricing in the
form of downstream subsidy as never before 1973.

Old oil is controlled at $5.25 per barrel, but we know that in 1973 it sold on
the open market at $3.25, a difference of $2.00. New oll is controlled at $11.76,
but we do not know its true cost.

What we see is that $2 on the first 10,000 barrels per day will enable inde-
pendent refiners to expand and will deter integrated majors from predatory
pricing.

But the most interesting thing we see is that, having reached a 10,000-barrel-per-
day threshold, a great many independent refiners are row finding it economlic
to go on with little further support. Their “incremental” barrels are running
up to 137,000 per day'!
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What this tells us is that a refiner needs about 10,000 barrels per day to
“take off.” At that level he becomes “airborne,” or capable of substantial flight.

This concept is exactly what motivated Mt, Airy Refining Co. to respond as it
did to the proclamation of Congress in 1976, wherein the small refiner bias was
expanded and extended for 3 years certain.

We responded by building a grassroots refinery with its main units capable
of running over 20,000 barrels per day, and capable of running high sulfur
crude. We have ample land for further sophistication and expansion. FEA has
given its highest rating for quality and longevity.

Ground was broken on January 5, 1977, and specification product was put into
tanks on July 5, 1977. We are now running 11,000 to 12,000 barrels per day.

This was an extraordinary effort. Having been in only the marketing end of the
ofl industry for 60 years, at least we can promise our customers more stability
than they have experienced since the embargo. That is why we did it, not for
quick, opportunistic profit. As a matter of fact, if the small refiner bias were to be

nullified in 3 years, as proposed, we may have only a mothballed plant to show for

our huge investment of time and money, with a balance of debt on the books.

Now comes the energy plan of 1977, first published 3 months after we broke
ground.

Much as I, and I think all of my colleagues in the oil industry, would
like to see a plan which we can plan by, this plan totally destroys previous
planning. It “phases out” the small refiner and puts nothing in its place.

You must understand that to “phase out” a long-term policy decision before
1 year has passed is not only to destroy the long-term private commitments which
were made in good faith, but is also to destroy everybody’s confidence in the
U.8. Government. -

If this comes to pass, you will ind that no matter what programs are pro-
posed, no matter what incentives are offered, few will respond, large or small.

In closing, gentlement, I want to thank you for this opportunity to be
heard. I deeply hope that I have given you something worth remembering, as
you sort through all the other complexities of this massive energy plan. I
hope you will insist on preserving the vitality of the independents against
the mighty forces arrayed before them. They can do their job, as David
against Goliath. But don't take away their only slingshot.

The plan, &8s proposed, would annihilate 75 percent of the small refiners
in this country!

Thank you very much, Mr. Lund, and I will be very happy to answer any
questions you may have.

The CuaHalrRMAN, Next we are pleased to have the Honorable Nelson
A. Reckefeller, who served us and this Nation in many capacities: As
our Vice President, Governor of once our largest State, and many
other very important and responsible positions.

Mr. Vice President, we would be pleased to have your views. As you
know, for a number of years T have been very interested in suggestions
that you have made regarding one way that we might overcome the
impasse in which we find ourselves, our inability to meet our energy

problems. I appreciate very much that you will give us your thoughts -

as to how we might improve this bill to bring about the betterment
of this problem.

STATEMERT OF HON. NELSON A. ROCKEFELLER, FORMER VICE
PRESIDENT OF THE UNITED STATES

Mr. RockeFELLER. Mr. Chairman, distinguished members, my name
is Nelson Rockefeller, and I appear as a private citizen. I would like
to exnress my appreciation for the invitation, the honor of appear-
. ing before you. I responded enthusiastically to the invitation because
we are in a serious energy crisis—a crisis such as we have never before
faced as a Nation.
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President Carter in his dramatic talk to the Nation and in his mes-
sage to the Congress set forth the energy perils that beset us. He sent
up a program for enactment, emphasizing the essentiality of conserva-
tion. President Ford before him warned the country of the critical
situation confronting us and offered an “energy independence” pro-
gram calling for both conservation and increased domestic energy
production. But a recent public opinion pol! finds that the majority
of Americans still do not believe there is a crisis.

Nevertheless, the danger is very real. Like so much danger, it is
not self-proclaiming. It does not buzz when we drive our car. It does
not sound an alarm when we flip the light switch or turn on the
television.

But it is there—making us depend on foreign oil for 50 percent
of our needs—and thus more vulnerable to another boycott, which
under these circumstances would paralyze our economy. It is there in
the inadequate supplies of natural gas that stopped factories and
chilled homes last winter. It is there feeding inflation, depreciating
our dollar, and complicating our return to economic recovery and
fuller employment.

My own insights into the energy problem were sharpencd by my
experience as Governor of the State of New York and by my chair-
manship of the Commission on Critical Choices for Americans. The
Commission, composed of 42 leading citizens of both parties, and
from various walks of life, established its first pane! on energy. In the
course of the panel’s deliberations and the studies it developed, it be-
came clear that America faced an unprecedented and steadily growing
vulnerability in energy.

This vulnerability is at the heart of our crisis—a crisis that can
alter, indeed even destroy, our way of life and the promise of America
for a better life for all its people, unless we meet it wisely and in
time.

It has become evident. also, that to deal with the continuing
emergency, conservation of energy is vitally important but that
conservation alone could not do the job. America must produce far
more energy within its own borders if it is to have a growing economy.
America must produce far more energy if it is to keep its present
employment and generate more job opportunities. America must
produce far more energy if it is to provide increased income for
thousands who are striving to improve their standard of living for
themselves and their families. America must produce far more do-
mestic epergy to insure its national securtiy as well as its economic
strength. ‘

More energy, rather than less, is essential to clean up our waters,
to restore our lands, to purify our air, and to insure the health and
well-being of Americans.

To accomplish this, it is essential that encouragement be given
to our present energy enterprises to utilize their resources and in-
genuity. It is essential to give the energy industry incentives and
confidence to put capital into new technology, and to move on a-large
enough scale to assure results in production, processing, and distribu-
tion of energy. :

There are more than the usual risks involved, First, new technologies
are untried and unproven. Second, advanced processes, developed in
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laboratories and pilot projects, must be employed on a mass roduc-
tion basis. Third, costs must be determined and prices esta lished.
To-do-these-things requires major risks. Accordingly, for the energy
industry to undertake them, some sort of government stimulus and
assistance is necessary.

The big questions are these: How do we have Government help
and then get the Government out when its help would no longer be
needed? We have an excellent model in the Reconstruction Finance
Corporation. That agency—under the able direction of Jesse Jones—
did a tremendous job for the Nation in the depression and war years.
And when its jeb was done—and done well—it closed up shop. :

I am here today to recommend a similar agency to help get the
energy production the Nation very much needs. I believe that an
Energy Development Corporation should be one of the essential
features of the national energy legislative program your committee
presents to the Senate. ‘

We have in this country a unique situation: Vast energy resources,
and extraordinary scientific, technical, and managerial skills in a
multitude of enterprises in the private sector-—some corporate and
some individual. Because of the uncertainty of Government policy
and regulating; because of the high cost of new production of do-
mestic energy; and because of uncertainty as to future prices of
energy; we find ourselves in a situation in which this creative talent
is not mobilized. ‘

This has put the whole energy industry in a quandary. It cannot
tell whether the investment in a new energy project has any reason-
able chance of success. So it is simpler just to buy foreign oil at OPEC
prices. I, therefore, recommend the creation of an independent, Gov-
ernment-owned RFC-type corporation to share in the risks of financ-
ing the essential domestic production, processing and transportation
of energy in all its different forms.

__The proposed Corporation would have a limited life span of 10

years, and would be overseen by an independent, nonpolitical five-
member Board of Directors appointed by the President, none of whom
would be Government officials, Management authoritv would be vested
in the Chairman of the Board who would be the Chief Executive Ofti-
cer of the Corporation. N

The Corporation would have resources of $100 billion to provide
loans, loan guarantees, price guarantees, equity investments, or other
financial assistance to the private sector for promising energy projects
unable to obtain financing in the private market. Such financial assist-
ance would be provided only when private capital is not available to
carry a project along, and when a project is vital to achieving our
national energv goals from domestic sanrees. The lnans, ruarantees, or
other commitments would be recovered by the Government, and would
be used in conjunction with private sector financing whenever possible.

1, THE NEED FOR ACTION

Since the late 1960’s, domestic oil consumption has considerably ex-
ceeded domestic prodnetion. Since that tine we have been importing
increasing amounts of oil. Foreign oil now constitutes close to 50 per-

[
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cent of the oil consumed in the United States. As a result, this year we
will have approximately a $25 billion foreign exchange deficit.

U.S. dependence on foreign oil has two major consequences :

1. Vulnerability to oil supply interruptions jeopardizes national
security, decreases our freedom of action abroad, and threatens the
credibility of our pledge to meet international responsibilities.

2. Our growing dependence on-imported foreign oil saps the
strength and growth of the American economy.

With sufficient energy from domestic sources, we can meet our inter-
national obligations abroad, enhance our economic strength at home,
and mitigate the effects of another oil embargo on our national secu-
rity and economic growth.

By achieving the necessary rate of domestic energy production
much of the $40 billion now going abroad each year for oil could be
spent instead in the United States—resulting in 1 million or 2 million
more jobs for American workers.

2. HOW TO ACHIEVE THIS INCREASED DOMESTIC PRODUCTION

While our domestic production of oil and natural gas have been de-
clining, the United States has large untapped reserves of gas and oil
and huge reserves of coal and oil-bearing shale, with many times the
energy potential of all the proven reserves of oil in the Middle
East. We also have great potential for increased nuclear power
generation.

With appropriate economic incentives, these sources of energy can
be developed and utilized to increase our domestic production of
enlqrgy while protecting our environment and thus achieve energy self-
reliance.

3. WHY GOVERNMENT PARTICIPATION IS NECESSARY

It is estimated that well over $1 trillion of capital investment will
be required during the next 10 years in order to meet our energy needs.
Private financing for some of the most promising new sources of
energy has been extremely difficult if not impossible to obtain. Projects,
such as uranium enrichment plants, energy parks, shale oil extraction,
or synthetic fuel plants have been too large or technologically risky
to secure adequate private financing.

Regulatory and technical uncertainties add to the present risks
which deter private investment. Without Government participation,
many projects which would produce substantial amounts of energy
will not be undertaken.

But the mere fact that a project involves risks which exceed those
the private sector can take goes not mean that the prejcet is certain
or even likely, to lose money. Some investments are too large for the
private sector to handle alone. Others, while inherently sound, may
involve long leadtimes or regulatory delays which discourage private
sector investment. ‘

The proposed Energy Development Corporation would be able to
assist in financing projects in all such areas through loans, guarantees,
or other forms of%ong-term financing.

08-190—78—pt. 4——3
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4. HIOW THE ENERGY DEVELOPMENT CORPORATION WOULD WORK

I recommend that the proposed Corporation have equity capital of
$25 billion. With the concurrence of the Secretary of the I'reasury on
timing, method, source, interest rate, and other terms, it would have
the authority to issue and have outstanding at any time notes, deben-
tures, bonds, or other obligations of $75 billion, The Treasury would
purchase the equity, and the Corporation would pay it a dividend on
the outstanding capital stock. The Corporation’s Board, could defer
such a dividend if it had no earned surplus, or if the funds could
be more effectively used to achieve energy goals.

The Corporation’s debt could be purchased by the Treasury Depart-
ment, at the discretion of the Secretary, or channeled through the
Federal Financing Bank. The Corporation would have considerable
flexibility in using its financial resources. Its support could take the
form of loans, as T have said, equity investments, and price guarantees,
It could also build projects on a lease-purchase basis with the energy
industry, whereby 1t would build a given facility, then lease it to an
operator, who would f)urchase the facility.

The Energy Development Corporation would be expected to make
a profit and be self-liquidating over a period of time, just as in the
case of the RFC.

5. THE ENERGY DEVELOPMENT CORPORATION WOULD NOT ‘‘SKIM OFF THE
CREAM”’

The proposed Corporation would be prohibited from financing any
project which could be fully financed by the private sector. The Direc-
tors of the Energy Development Corporation would seek the advice
and assistance of investment experts in making this determination.
Thus, the Energy Development Corporation would complement and
not displace private sector investment.

In addition, the Energy Development Corporation would be pro-
hibited from providing financing on more favorable terms than t}mse
offered to creditworthy borrowers in similar projects financed com-
pletely by the private sector. The Energy Development Corporation
is not expected to have a significant effect on the capital markets be-
cause its borrowings would be spread out over many years and would
be but a small part of the trillions of dollars raised for all purposes
by private and public sources during the next 10 years.

6. WIHAT KINDS OF PROJECTS THE ENERGY DEVELOPMENT CORPORATION
COULD HELP FINANCE

It is contemplated that the proposed corporation would concentrate
on the following types of new projects:

Commercialization of new technologies, not now in wide-spread
domestic commercial use, to produce, transport, or conserve en-
ergy—for example, synthetic fuels;

Commercial development of technologies essential to the pro-
duction of nuclear power—for example, uranium enrichment ;

Production and transmission of electric power generated by
nonoil and nongas sources—possibly floating nuclear plants, geo-
thermal plants;
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Expansion of conventional modes of energy production or
transportation, where the undertakings are of such size or scope
that they would not otherwise be financed by the private sector,
or where the projects involve institutional or regulatory arrange-
ments which are not in widespread use—for example, coal slurry
lines; and

Commercial application of environmental protection technol-
ogies necessary in connection with the types of activities described
above.

7. EDC IS NOT GOVERNMENT TAKEOVER OF THE ENERGY INDUSTRY

Above all, it must be emphnsized that the Energy Development
- Corporation is designed to help increase energy production by the
energy industry, not to take it over. The Corporation’s activities would
be strictly limited to a financing role, and 1t would not be permitted
to own or operate encrgy facilities for more than a limited period. In
addition, EDC would be required to liquidate its investments and so go
out of business in 10 years, thus ending the Government’s direct role
even in financing.

8. CONGRESSIONAL CONTROL. OVER THE OPERATIONS OF EDC

Although EDC would be an independent Government corporation,
Congress would have the continuing opportunity to review its activ-
ities. Since any EDC request for equity capital wounld be subject to
the normal budget authorization an?l appropriation procedures, Con-
gress would have the chance at the time of such requests to review the
operations and policies of EDC. The Corporation would also be re-
quired to submit an annual report to Congress, and the General Ac-
counting Office would be specil{::ally authorized to audit the activities
of the Corporation.

-b. EDC’S POLICIES WOULD BE COORDINATED WITII GOVERNMENT ENERY
POLICIES

Prior to any financial commitment, the EDC would submit approved
projects to the Federnl Energy Administration for a 30-day review
and comment period. This would serve to bring any Energy Develop-
ment Corporation activity in line with Government policies. The FEA
could establish a composite form of license application which would
be the only application by all Federal agencies for review and approval
of an energy project financed with EDC’s help. By this device, and
certification by FEA of an energy project as of critical importance to
the purposes of the act, multi[:?e Federal agency clearances of the
project would be greatly expedited—with the stated goal of clearance
in 18 months or less, instead of the 7 to 10 years presently required in
many instances.

The President would appoint the Board of Directors of EDC, and
they would serve at his discretion. Power of removal would provide
a further control over the policies of EDC. No more than three mem-
bers of the five-member Board should be from the same political party.
In addition, although the members of the Board would be appointed
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fgy tlie President, they would also be subject to confirmation by the
Senate.

10. HOW TO PREVENT FDC FROM CONTINUING LONG AFTER THE NEED FOR
IT HAS PASSED

The Energy Development Corporation should have a limited greater
scarcity. I just think at some point the American people are not going
to take acarcity and the increased regulations which perforce go with
Government regulations of our life and the distribution of goods and
we will see growing unemployment, inflation because of lack of pro-
duction, the competing for the scarce goods, not only oil, and then a
very serious recession.

Senator DoLe. The point you make on page 5 of the paragraph num-
bered 7, “EDC is not Government takeover of the energy industry,”
is the key to anything we might do. I know of your strong feelings to
protect the private sector. The EDC is designed to help increase pro-
duction by the industry, not to take it over in any sense. You made that
rather clear.

Mr. RockerFeLLER. Senator, I stress that because I spent a great deal
of time for our former President talking to the principals in industry
in various aspects of the industry and the financial community and if
there is a feeling on their part that the Government is creating a major
financial structure which could end up as a competitor, then I think it
would have the very adverse effect of drying up private capital because
they are trying to compete with Government and this would be ex-
tremely serious because they are the ones that have the technology, the
managerial experience and the ability to do it. If they do not use that,
then I think we could run into a life of 10 years, and that no new finan-
cial commitments should be made after 7 years. After the first 7 years
of operation, the Corporation would prepare a plan for liquidation by
sale to individual bidders, as in the case of the Rubber Reserve Corpo-
ration under the RFC. If possible, this plan wonld provide for com-
plete liquidation within 3 years. If the President determines that more
time is required for the orderly liquidation of ED(C’s holdings, he may
extend the Corporation’s life for up to 3 more years, after which any
remaining assets, obligations, or required functions would be trans-
ferred to the Secretary of the Treasury.

I thank you very much again for the invitation. I would be delighted
to try to answer a.n% questions.

The Cuam»aN. Thank you very much.

Senator Dole.

Senator Dore. Thank you very much, Mr. Vice President. This is
almost identical to the plan you suggested in 1975. Is that correct?

Mr. RockereLLER. Very close and very similar.

Senator DoLe. One question we would ask is are you just suggesting
this complement the President’s proposal or to replace anything in
the Administration proposal ?

Mr. RoCKEFELLER. ’ghe President’s proposal in which he forthrightly
recognizes and very forcefully expresses the problem we face as a na-
tion relies primarily, if T understand it correctly, on conservation to
achieve our national goals. I think conservation is essential, but I think
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increased domestic production is equally essential, if not even more so,
if we are to preserve a growth economy with opportunity and more
jobs for the people of this country and preserve the strength and
vitality of the United States.

Senator DoLe. The basic question is whether for the use, as you sug-
gest, of the kind of projects EDC could help finance. Is the capital
there for those projects? That is the basic question and apparently a
strong indication that it may not be there.

Second, there are some of us who have very strong feelings about
the equalization tax that the administration proposes.% am not certain
where the $25 billion equity capital could come from in this proposal.
You are not suggesting that it be taken from an equalization tax? You
didn’t say where the money would come from.

Mr. RockrrELLER. Well, the Treasury would provide it by selling
Treasury certificates just as they provide money for the Government
in various forms where there is need for additional money beyond the
revenue from taxes. The Treasury could provide it from the equali-
zation tax. I have a feeling that the American people accept equaliza-
tion tax much more readily from the results in producing more energy
and not just in very serious situations and that is why I stress this
point. -

Senator DoLk. As I understand, there is no intent that the money
available under this type of program would be used for normal o1l
and gas operations, it would just be for those areas where there was
a scarcity of capital.

Mr. RocreFELLER. Where the risks are great or the size is too big
and they cannot get private capital and where possible it should be
done in combination with private capital where the Government takes
a share and private takes a share and that would be ideal.

Senator Dore. Thank you.

The Cuamman., Mr. Talmadge.

Senator TaLmapge. Thank you, Mr. Chairman.

Mr. Vice President, you have presented a very intriguing proposal
here and I agree with you that weakness of the President’s proposal
is that it does not now or any time in the foreseeable future offer a
plan that could make this country independent of imported energy.
It is imperative that the Congress do something that goints us in that
direction. I think we must attack it with the same degree of enthu-
siasm that we did in building plants with synthetic rubber in World
War II; the same enthusiasm that built the atomic bomb; the same
enthusiasm when we put a man on the Moon.

Now, could we accomplish the same thing that you have suggested
with either tax credits to Governmert guarantees?

Mr. RockereLLer. Well, the basic factor is confidence and enough
certainty if an investment is made, has that got a reasonable chance
of success? Now, there are various ways of approaching that. But the
situation we face is totally new in this country and the variables and
the uncertainties are very great, both in terms of technology, in terms
of costs, and in terms of Government pricing policy. Therefore, what-
ever plan is developed would have to take into consideration all of
those and they would have to test that plan to see whether it actually
would result in giving the confidence and the incentives necessary to
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produce. I have a slight question as to whether either of those pro-
posals which you make alone would actually accomplish that.

Senator TaLmapce. It could be a combination of all of them,

Mr. RocREFELLER. Yes; there are various other ways that this could
bo done. I think that it is important that these questions be discussed
with the bankers and the industry to get their reaction. They are care-
ful about Government participation. There is no question about it.

Senator Tavyapce. It has been suggested now that we have got
enough shale in the Rocky Mountains to produce, I believe, 1,000,700
million barrelsof petroleum. That is more than all of the nations of
the OPEC have combined.

Mr. RoCKEFELLER. Yes.

Senator Tararapce. At the present time it is not economic or feasi-
ble to—I believe Mr. Schlesinger has testified that in his Department
the cost of producing that petroleum would be $18 to $20 per barrel
and I think Daniel estimated that they have a process which it would
be produced for about $12 a barrel. If that is true, that is far less
than we are paying for the imported energy at the present time. We had
a witness yesterday from Atlantic Richfield, as I recall, and he sug-
gested a tax credit of $3 per barrel. He thought that this in the course
of about 10 years time would produce several million barrels of petro-
leum from shale rock annually.

Now, the interesting part of that is if they didn’t produce the
petrolenm, the Government would not have any cost whatever, If
they did produce the petroleum it would be of domestic origin which
would save us the vast outlays for imported energy which estimated
cost is about $45 billion this year. Also, the jobs would be in the United
States of America instead of overseas. I thought he presented a most
intrigning suggestion. In fact, this energy source thus far has not been
utilized and offers tremendous potentials for making us self-sufficient.

Mr. RoCKEFELLER. Senator, the illustration you gave is a perfect one, I
think, as to the dilemma we find ourselves in in this country. Here you
have a Government official testifying 18,000 barrels from the corpo-
rations; he is saying $12 a barrel. Nobody knows because we don’t have
a commercial scale operation. In my opinion, this corporation could
join with private industry in financing a commercial operation and
actually finding out what the cost was, and what the ecological prob-
lems are, and that would be approximately $300 million to do that,
but I don't see how America, which spends these tremendous sums, can
afford not to spend $300 million to find out what the actual cost of
producing oil from shale, and what the ecological problems are. Now,
they can be handled because once you find that out, that can be both
a major potential and answer to our problem. You will then know the
cost, and what is necessary for Government action to permit the use
and exploitation of that resource. Until we know (he cost, we haven't
any way of knowing: we are just speculating. That is the trouble in
this field, everybody is doing their own guessing and nobody has the
facts because there is not the money there that can take that risk.

Senator Taryapck. Thank you, Mr. Vice President.

My time has expired.

The CuamyanN, Mr. Moynihan.

Senator Moy~tran. Thank you, Mr. Chairman.

4
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Mr. Chairman, I had the honor to serve with the Vice President on
the Commission on Critical Choices and I am here today to say that
if any member of this committee would like a copy of our volume I
will provide the copy. [Laughter.]

No. I should say that this 1s an idea that has been worked out and
thought over and it is a good idea and I hope that I would have the
lionor to join the other members of the committee who wish to intro-
duce legislation creating one point essentially and that is that we em-
phasize what the Vice President has said. I don’t ask you to comment
whether you might, but it is surely the case. The crisis that we are liv-
ing with has been brought about in the first instance by a savage inter-
national cartel. The cartel is made of Governments, but it has done
what would be regarded as intolerable in private enterprise which
carries the weight of sovereignty by virtue of being governmental but
it is a cartel of Governments. Do you sometimes feel that the adminis-
tration pronouncements have somehow transformed their responsible
behavior of the oil-producing countries into a morale defect of the

American people who like to ride around in stationwagons?
"~ |Laughter.]

Mr. Rocrererrer. Well, I understand what you are saying and I
think really the frustration of the Government in not being able to deal
with the situation but, of course, there were a few who saw this coming,
not many, because as we no longer could dominate world prices by ex-
porting when necessary enough to control the world pricing, then when
wo become the net importers in the sixties it was just a question of time
Lefore they would be in 2 position to do what they did, and from their
point of view it is understandable. From the point of view of the U.S.
Government it is a tremendously frustrating thing and when anyone
is frustrated and can’t control the situation they usually look for some
other excuse to put the blame on.

Senator Moy~NraaN. Rather than blaming ourselves for liking ice
boxes and stationwagons, should we not produce more energy ¢

Mr. RockerFeLLER. That is right. It is so simple. The Government has
the capacity. As the chairman says, we have a pattern. As Senator Tal-
madge said, it was very successful. The Reserve Corporation, I was
here at that time with Jesse Jones, a very close friend of his, and it was
a superb job. The whole thing was when that was very imaginative and
nnder pressure and he contracted with five or six or seven private
companies, three of them I think produced synthetic rubber and now
. we have a major domestic industry which is of tremendous importance
and we no longer rely on our foreign imports of crude or raw.

Senator Moy~N1max. Thank vou, Mr. Vice President.

The Crairman. Senator Packwood ¢

Senator Packwoop. No questions, Mr. Chairman,

The CaalRMAN, Senator Haskell ?

Senator HaskerL. Thank you, Mr. Chairman.

Mr. Vice President, your thought has a great deal of appeal. I am
also on the Energy Committee and as you know ERDA has a limited
authority to the loan basis called project. What you are talking about is
a corporation for the sole mission based with the test coinmercial vi-
ability. Now, since the Senator of Georgia brought up the question, I
don’t think I am parochial in bringing up shale and the Senator from
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Georgia is quite right on the reserves in shale. The amount that you
sta.t&xil Senator, is really from a high grade and medium grade and
does not even take into consideration the lesser grade. )

Here is a problem I have and I would like to have your reaction.
Earlier this year I introduced a bill to test shale in two processes. I
have had the same experience you have had. People come into my office
and say $10, others say $30, some say environmental disaster, and other
peoplo say we have to cure it. I wanted to find out.

Now, immediately after my bill was introduced and hearings take
place two companies say, “We are going to do it anyway.” Now, one
apparently is going to go ahead. If your agency were set up, and I am
enthusiastic anut your agency, would it be able to pursue this situ-
ation and get it passed ?

You see, politically when two people say they are going ahead any-
way, that pulls the rug out from under you and so the Federal test
obviously cannot go ahead. How would you envisage that in light of
your energy procedure?

Mr. RockereLier. I think it would operate very much like an in-
vestment bank or a merchant bank. They would negotiate with an in-
itiative if there was a national interest with the companies that said
they were interested in studying their financial position and what their
plan is worth, their timing, and if they were not ready to go ahead and
commit themselves on a scale large enough on the implications they
could contract with another corporation which was willing to go ahead
and only supplement the financing to the degree that it was neces-
sary that they could not get it from private sources, but they could as-
sure that the country would go ahead, and to me this is the important
thing—that you can guarantee that something is done for America and
the American people using the technology of the private sector. )

Senator HaskeLL. As I see it that is one of the great items of your
proposal, that their mission was to see that these things go ahead.

Mr. Chairman, I believe that it is an idea that should be very, very
carefully considered.

Thank you.

Mr. RocgererLer. Mr. Chairman, could T just comment one mo-
ment. The same is true of gasification of coal, the same problem exists
there. It is done in Germany, it is done in the Soviet Union: they are
way ahead of us on gasification of coal and they have very ingenious
methods. Those ought to be tried out in this country. These are things
which the scientists know about, laboratory tests other countries are
doing. We just are not doing it because they don’t take the risks, they
don’t know.

Senator HaskEeLr. Thank you, Mr. Chairman.

The CHARMAN. Mr. Danforth ?

Senator Hansex. If the gentleman from Missouri would be kind
enough to yield to me, I just would like to say one word.

We have a markup going on right now on natural gas deregulation,
Mr. Vice President, and I must go down there. I do want to thank
you for your appearance here. I commend you for recognizing more
clearly than many have that the importance and the way to solve our
problem is to do something about increasing domestic supplies. I think
you made a very real contribution in calling attention to that fact and
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I am certain as we go through the weeks ahead that more and more
attention will be given to the emphasis that you place upon greater
production.

Thank you very much.

Mr. RocrereLrer. May I just say, Senator Hansen, that as Gover-
nor I saw when natural gas was in scarce sillppl%vand regulated and
where intrastate gas was not industries left New York to go to States
where they could get gas at a higher price. We lost jobs and we lost
industries and I don’t think that is the right way to run this country
where people move because one part of the country has got more fa-
vorable circumstances even at a higher price.

Senator Hansen. You mention one other thing, Governor, and that
is that this could produce 1 to 2 million jobs. Yesterday in the Ener,
Committee the %entleman from Ohio, Mr. Metzenbaum, stated the
way that we will lose jobs in this country is to run out.

Mr. ROCKEFELLER. It is the way we are going.

Senator Hansen. Thank you very much.

The CrarmaN. Mr. Danforth. -

Senator DaxrorTH. Mr. Vice President, it is great to see you here.

Mr. RockerFeLLER. Thanks.

Senator DaxrorrH. You have long participated in public office and
also in generating valuable ideas. I am glad to see that while the first
}ms, 1 guess, come to an end, the second has not. I appreciate your being
ere.

Iet me ask you, is it absolutely clear in your mind that there
is evidence that what is lacking is adequate private financing for new
ideas, new approaches for solving the energy problem ?

Mr. RockereLLErR. Well, one would have to elaborate a little bit.
There is money available but the money will go where it can get a
return with the least risk and these are high-risk areas. Therefore,
while there is money available for investment, that money is not will-
ing to take unacceptable risks and because of the regulatory question,
because of the technical question, because of the cost of production
questions which are unknown on a commercial basis and because of the
pricing policies of the Government, that combination makes the risks
unacceptable to private capital in many of these areas plus I should
add that the delays drawing out of the ecological suits and so forth.
As I say, in part nuclear defense plants now take 9, 10, 11 years to
produce and you are not allowed to increase your rates to cover the
carrying charges, so therefore why would private capital go in? They
just don’t think they have a fair chance to make a return.

Senator DanrorTH. Well, I wonder if the way to approach that
would be to provide some encouragement for private capital to go in
rather than to make public capital available. The reason I say that is
the following: That 1t seems to me that what is involved here is the
new directions in energy, the cutting edge, the exciting ideas that will
be hopefully of long-term benefit and that there are numerous possible
approaches—fusion, gasification, shale, whatever. I am just wonder-
ing if a problem in this approach isn’t that the decision on which
directions to move in, the decision on what the cutting edge should be
would under this approach be made by a Government corporation, by
a Presidentially appointed board rather than to have the directions
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determined not by the leverage power of a Presidentially appointed
corporate board but really by t%le rivate sector itself.

Mr. RockerFeLizr. I understand what you are saying. We have had
5 years of experience, I guess about 5 years since the boycott, and the
problem has not been met, it is getting worse every year; it is intoler-
able at the present time in terms of this foreign exchange deficit. It
is in the national interest. Therefore the Government has got a tre-
mendous responsibility to the American people to meet their needs,
protect their interests. The Government has got to be involved both
for regulation and pricing, et cetera. Whatever their phrase, they are
already in. Therefore, I don’t ses how any incentive can be given to
private capital that does not involve some Government decision be-
cause Government decisions are what is going to create or accentuate
or minimize the risks. So I don’t really see how you can separate them
and accomplish what I think we both know from what you say.

Senator DanrorTH. Thank you. -

The CrairMaN. Senator Curtis?

Senator Curris. Mr. Vice President, you have rendered a distinct
service in coming here and using your prestige and knowledge and
pointing out we do have a crisis and that attention must be given to the
production of energy within the United States. It is important be-
cause it has to be viewed in the background of not only the poll you
cited where many people do not realize there is a crisis, but you have
an administration proposal that is based entirely on conservation and
without emphasis on production and we have such things as one in-
stance of a Governor of a very important State as stating that he
could buy gasoline every time he drove up to the station, therefore he
didn’t think there was any crisis. So you have sounded a note that will
influence many people in the country.

In your statement you say: “Conservation of energy is vitally im-
portant,” and we agree, “and it is wrong to waste it, but conservation
alone could not do the job. America must produce far more energy
within its own borders if it is to have a growing economy.”

Mr. RockerFeLLER. Exactly.

Senator Curmis. In that statement you have directed the attention
of the Nation in the right direction.

Now, the question 1s this: In addition to your proposal for an RFC
type of (Government agency, do you believe that all of the energy legis-
Jation that a Congress advances should give major consideration or an
important consideration to those things that will increase production
of energy of all kinds?

Mr. RockereLLEr. I absolutely agree with you Senator. I think
every piece of legislation that is adopted by the Congress that affects
energy conservation or any other aspect should take into consideration
before it is passed how does this affect the climate for encouraging the
domestic production of energy.

Senator Curtis. And your proposal should not become an exclusive
one but that the Congress should give consideration to all of those
reasonable and fair proposals that would assist and encourage the
private sector to get along without a Government agency.

Mr. RockEFELLER. Absolutely. Absolutely. My only reason for tak-
ing the liberty of coming and proposing this is that I think that this
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can be the sort of catch-all where those things that aren’t done through
other forms can be accomplished just as Senator Moynihan was men-
tioning, can be accomplished through this agenzy. It has that capac-
ity to pick up where other legislation does not create incentive or the
opportunity or the encouragement. .

Senator Curris. Now, isn’t it true that full employment in jobs in
this coz@mt.ry depends upon the use of energy and not the nonuse of
energy? —

Mr. ROCKEFELLER. Senator, that is the heart of our whole society.
We live on energy as o society. People think of cnergy conservation as
driving less cars or cutting down the temperature in their homes. That
is fine and that is a part of it, but it only represents maybe 23 percent
of the whole area. The rest is in industry and agriculture. You cannot
dry grain from the fields when it is harvested without gas, that is how
they dry the grain in order to store it. You cannot plow the fields
without energy, you cannot run a factory without energy and some
people think of conservation as meaning cutting back in the use in in-
dustry and agriculture.

Now, we can stop waste but if you cut back where we create unem-
ployment and don’t produce goods and services, then we are going to
have a scareity of economy, then we are going to have inflation build-
ing up prices on domestic production or further increases oi imports
which again will cause inflation through depreciation of the dollar.

Senator Curris. Do you believe that if we courageously proceed to
use and develop the resources that this country has that we can be
optimistic about the energy problem?

Mr. RockrreLLer. Absolutely. I think as we have mentioned earlier
that we have the resources, we have the technology, we have the man-
agerial skills and ability and we can accomplish this if we make thisa
national purpose the way the chairman says.

Senator Curtis. Mr. Chairman, I ask unanimous consent for two
more questions.

This Senator visited South Africa about 2 years ago and they were
making about 15 to 20 percent of their gasoline from coal and doing
it very successfully with the small government subsidy. When the
world price went up they were able to operate their making of gasoline
from coal without a government subsidy. They are enlarging their fa-
cilities and are going to provide half of their needs of gasoline, They
produce no oil in the country and if a world crisis comes they can
carry on with their essential industry. We have given too much atten-
tion about turning out the lights which is important.

Just one other question.

In the specifics that you mentioned, what kinds of projects the EDC
could help finance, yon would have no objection if the Congress saw
fit to enact such legislation in order to include the so-called Gasahol
program where we take surplus and other things that cannot be used
and are not needed for human consumption to be turned into alcohol
and then gasoline?

Mr. RockrrFeLLER. No. I think that anything that will contribute to
our national objectives, our national strength and the opportunity of
the American people for the future should be the concern of Govern-
ment. The only reason I suggest that it could be done through the
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energy industry is because they have the technology, the know-how
and the capacity and that if Government competes with them I think
that we will then go through a hiatus of a disastrous period where they
will not go forward and the Government won’t be able to move rapidly
enough and we could have then a total collapse.

Senator Curtis. Other nations have very successfully used a blend
of alcohol, as much as 10 percent or more, in their motor oil and then
they just increase the volume 10 percent. Here in the United States
we have not scratched the surface when it comes to agricultural pro-
duction. We can fill all the pipelines and carry food to people and still
have ample capacity on a renewable basis to make a distinct contribu-
tion to the Nation’s energy.

I thank you.

Mr. RockereLLer. Thank you, sir.

The CuaraaxN. Senator Bentsen.

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

I am delighted to welcome my part-time constituent, Mr. Vice Presi-
dent; an interesting and able public servant and my friend.

I agree with much of what you have stated, in fact so much that in
July of 1975 I attached an amendment for an energy development
bank to an energy tax bill before this committee and later that year the
same amendment was attached to an ERDA bill and it was defeated
in the House by a rather strange coalition. Perhaps its time has come;
I hope so.

I understand the problem of trying to do an exotic process and it is
a gamble. I can recall down in South Texas a chemical plant that
worked just great in the pilot plant and then they built the full-scale
model and it never worked and it broke the company. If you are talk-
ing about a coal gasification plant today, you are talking about over
a billion dollars.

Mr. ROCKEFELLER. Yes. ’

Senator BENTSEN. If you have a company that has a capital surplus
of $500 million or a billion dollars and management comes to that
board of directors and says it wants to build a billion dollar coal
gasification plant that has only beci proven in pilot form it is not
about to approve that because you have gambled the company and
all the stockholders’ worth goes down the drain if you fail.

Mr. ROCKEFELLER. Yes.

Senator BENTSEN. I can understand the reason for this. Now, there
was one difference in the amendment I proposed from what you are
talking about, and that is that I think that you need the discipline of
a private sector. Therefore, I am not sure that I go along with the
equity provision. The private sector had to determine whether this
was a feasible, economically viable project and they are willing to risk
the front money, 15, 20 percent, betting that it would work but that
the Government would come in if they also agreed that it would work
and guarantee that other 85 percent. Only the plant process is col-
lateral for that loan. Now, I really prefer that approach which goes
a long way toward what you are talking about, at least 80 percent in
that direction, and I think with that we would get some of these plants
built and we are going to have to do it.

The coal gasification which you stated the Germans did so much
in that regard during World War IT, there have been some innovative,
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creative advances on that, but they have not really proven themselves
in full-scale models. -

Mr. RockrreLLer. Might I just comment one thing on that. One of
the problems of using coal extensively is going to be the roadbeds.
Some of the railroads are not in shape to carry coal in the volume
which would have to be moved to supply oil or gas for making elec-
tricity or heating homes. It may be that a railroad’s present financial
condition is so weak that it cannot take on a great deal more debt, that
the debt-to-equity ratio should be improved, and that the Government
would want to invest part of that money in its equity in order to get
a better balance for financial structure of the company.

Senator BENTSEN. Yes, but on the plant side we are talking about
the processes. If you look only to the asset itself for collateral and
that is what is in your statement, that should not bother you.

Mr. RockererLLer. If the company is strong, there is no problem. If
you have a weak company but it is an essential service——

Scnator BeNTseN. You had a coalition, as I recall, in the House.
Some that felt this was doing too much for business and then I under-
stand that you had some of the very large companies who were busy
with other things and felt this brought new competitors in for them.

Myr. ROCKEFELLER. Yes.

Senator BenTseN. So those two things got together and defeated
what I felt was a great idea and we lost a couple of years in trying to
resolve the means of financing alternative energy sources.

The CrARMAN. Senator Byrd.

Senator Byrp. Thank you, Mr. Chairman.

Mr. Vice President, I think this is a very interesting and intriguing
proposal that you have presented. I remember a year or so ago talking
with you about something very similar, maybe 1dentical.

Senator Dole touched on this point. I am not clear, however, from
your answer. Do you envision that this would take the place of the
Carter proposal or would it be in addition to the Carter proposal?

Mr. RockereuLir. It would supplement the conservation effort by
putting the emphasis into this corporation on production, but this
corporation would have the right to finance ecological participation
in the financing of necessary ecological developments processes to
prevent pollution, et cetera, and to that extent to be a conversation but
vrimarily production as against conservation.

Senator Byro. Well, T was thinking mostly in regard to the Carter
tax proposals which would take for the Treasury about $100 billion
in taxes. Now, would you plan be in place of that or would it be in
addition to that?

Mr. RockErFELLER. No, it really was not involved with that frankly.
I didn’t presume to get into the question of tax. However, Senator
Dole did raise the question as to whether the money to finance this
corporation might come from the tax. I happen to think that the
American people would rather see money taken from them by the
Federal Government in connection with the purchase of energy used
to increase domestic production rather than for other expenditures.
I just have a feeling that if there is no more energy and prices kee
going up and the Government is adding to that in tax, I don’t thin
there is going to be tremendous enthusiasm.
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Senator Byro. The Carter plan would place a tax upon the Ameri-
can people, which would raise approximately $100 billion in revenues.
‘Do you favor or oppose that proposal ? .

Mr. RockereLLer. Well, I really don’t feel qualified, to tell you the
truth, Senator Byrd, to comment on this proposal because I have not
studied it in detail and I have not read the testimony that was con-
ducted before the bill was enacted in the House so that I would prefer
to just say that I support his deep concern with the crisis we face.
-~ I support the necessity of conservation.

Senator Byrp. This does not have to do with conservation.

Mr. RocxerenLer. Well, I assume that the tax was to increase the
price in order to cut down on consumption, )

Senator Byrp. That may not be the only reason for the tax, nor is
it necessarily a valid assumption.

Mr. RockereLLER. You could, as I think the previous administration
did, put a tax on that, make a provision for a flow back by the com-
pany so that money is in the production. That is another way of do-
mg it. All the tax would have to be used for increased production.
Theve are a great many ways of dealing with this thing and I would
not presume to express an opinion on this.

Senator Byro. I have a concern about Government spending and
everincreasing taxes being placed upon the American people.

What 1 am trying to get clear in my mind, Mr, Vice President, if
the committee were to approve your proposal, then would it be neces-
sary or desirable to also approve the President’s proposal because your
proposal deals with $100 billion.

Mr. RockereLLer. Of course, you could say you would use the tax
money to finance this program and, therefore, th tax on consumption
would go to increased production and I think that would be more ac-

-ceptable to the American people than a straight tax with no increase
in production. -

Senator Byrn. So am I correct then that as you visualize it the
money could be obtained to operate your program by the enactment of
the Carter program and using the revenues from that to operate your
progam?

Mr. RoCcKEFELLER. Yes.

Senator Byrp. Just one other question which Senator Danforth
touched on, You mentioned through various places in your statement
this would be a nonpolitical board.

Mr. RoCKEFELLER. Yes.

Senator Byrp. And then you say that the directors would serve at
the discretion of the President : “His power of removal would provide
a further control over the policies of EDC.”

How does that remove the board from politics?

Mr. RocxereLrer. Well, this is the very delicate problem of the
Government, how to be responsive to the people through their respec-
tive political leaders and at the same time undertake a technical op-
eration in which this really is in the sense of financing increased pro-
duction. I think Mr. Jesse Jones combined these two pretty ably. I
have not had the pleasure of knowing him very well. He worked di-
rectly with the President and he only presented the proposals to the
President which he felt were in the national interest rather than any
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particular political group’s interest and the President then approved
them. They had a very close working relationship and I think that
that should be the case. I do feel that it sould be separated from the
regulatory body. If you put all of the power both in regulation, price,
and financing 1n one spot, I think then you have got a very serious
potential area for abuse.

Senator Byro. Thank you, sir. )

The Crairman. Mr. Rockefeller, I asked that the borrowings of the
RE'C be converted to 1977 dollars. That figure turns out to be $257
hillion that the RF'C horrowed and used to help this country in pres-
sure and in wartime and post-wartime years, so what you are talking
about is only about 40 percent of what this Government did in previ-
ous years just through the Reconstruction Finance Corp.

Mr. RocKEFELLER. Yes.

The Crarrman. With regard to the tax aspect of the bill, it would
seem to me that we ought to be willing to pay for some of this financ-
ing rather than just borrow the whole thing out of the banking system.
I would think tfmt the wellhead tax could relate on the basis that we
would hope to pay for the losses at least partly with that tax so that
we don’t claim to do the whole thing with printing press money. Ob-
viously I believe that we ought to start channeling this new credit into
the areas where it is needed rather than just into second homes and
things of that sort.

Mr. RocKEFELLER. Yes.

The CHamrMaN. Now, is it possible that in the long run, all things
considered, that this proposal might not really cost us anything or
put a burden on the taxpayers?

Mr. RockreLLER. I think it is. I think that with proper planning
there will be some high risks undertaken where we—well, I don’t know
what the cost of production from a certain source will be. However,
there will be and it may be too high to be commercially productive.
On the other hand, there will be others where we may have some very
pleasant surprises that we can produce from sources we didn’t expect,
cheaper than we thought, and be competitive and even lower than
OPEC’s prices. Therefore, the profits could be made by this corpora-
tion if they sell. Let’s say they did like the Federal Reserve where they
financed on a lease.

This was on a strict financing basis contracting corporations to
produce, then they sold the processes and they made money on it. I
think that this can balance out. I think it should be run that way.

The CramrmaN. We should crank into the cost calculation the cost
of 1 million workers being unemployed. We are talking about putting
those people to work with good wages, good jobs paying perhaps
$20,000 or more per year. Look at what it costs to pay those people
unemployment benefits or support their families on welfare. If you
crank those secondary benefits into it, there are tremendous assets here
that don’t entirely meet the eye.

Now, to me it boiled down to the question: How can we get a job
done, take the kinds of risks which the Congress was not willing to
with President Nixon’s proposals. He wanted to try anything. He
didn’t suggest any other major program to try to get the country mov-
ing. He felt we could achieve energy independence again in 7 years.
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Well, I don’t know whether it is politics or what, but the Congress
would not buy very much of it, practically none of it, so those plans
have been turned down. We might just as well forget about it. Con-
gress was reluctant to let the price go up. At the Summit Conference
on Inflation, the feeling was that if oil companies make enough money
that they will put more back in. Congress was not willing to let the
price go for that much. All we are talking about is simply putting on
emphasis on making money available to do this job and to help people
to take risks they otherwise would not take.

Mr. RoCKEFELLER. Yes.

The CuarMaN. You explained to me your thought about this when
you were Vice President of the United States, and I was thoroughly
convinced that we ought to have this not as a substitute for the various
programs that others were trying to accomplish. There are proposals
that are in the President’s program that have passed the House, votes
that I am willing to go along with, but it reminds me of that passage
in the New Testament where the Master said, “Do you these things
but leave not the others undone.” [ Laughter.]

Here is a great big void in this program. Companies want to go into
shale, they want to develop coal, they want to develop geothermal
heat, they want to develop solar energy, but it involves a great risk
and we just don’t have the time to wait for 20 years for something to
happen. We ought to go beyond the scope of this program with it.

I think that your suggestion has a tremendous amount of merit. I
will try to see that something along those lines should be done. I ap-
preciate your testimony here.

Now, 1f anyone wants to interrogate the Vice President further, I
would be glad to call him.

Senator Dole.

Senator Dovre. No; I just would appreciate very much your willing
ness to serve as the chairman of the board of directors if this pro-
posal is enacted. [Laughter.]

The Cuamman. Providing you are through running for office, Mr.
Vice President. [Laughter.]

Senator Dore. That would give it considerable prestige. I under-
stand that would be another call to duty that you might not want to
harness up for right now, but that would make it easier to sell.

Mr. RockereLLER. Mr. Chairman, may I just say what a pleasure
it is to be back with my former colleagues in these very pleasant sur-
roundings.

The Cuamrman. Thank you very much, Mr. Vice President. You
made, in my judgment, a very important contribution for our con-
sideration.

Mr. RockEFELLER. It is my pleasure. Thanks,

The CramrMaN. Thank you very much for coming down here.

Next we will hear Mr. Andrew J. Biemiller, director, department
of legislation, AFL~CIO, accompanied by Mr. Randolph Oswald, di-
rector of research, AFL-CIO.

Mr. Biemiller, we will be very happy to have your views on this
measure, You are an old friend who has been available down through
the years and we appreciate your contribution.
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STATEMENT OF ANDREW J. BIEMILLER, DIRECTOR, DEPARTMENT

OF LEGISLATION, AFL-CI0, ACCOMPANIED BY RUDOLPH
OSWALD, DIRECTOR OF RESEARCH

Mr. Biemiier. Thank you, Mr. Chairman. I am accompanied by
Mr. Rudolph Oswald, director of research, AFL-CIO.
- Mr. Chairman, we are pleased to have this opportunity to present
the AFL~CIO’s views on the tax aspects of the proposed National
Energy Act. The AFL-CIO Executive Council on August 29, 1977, in
a unanimously adopted resolution on energy stated:

The AFI~CIO supports the major thrust of the energy bill, H.R. 8444, adopted
by the House. While many elements of the bill, particularly those dealing with
conservation, are commendable, we cannot agree with the energy pricing and
taxing provisions which, in effect, delegate to the OPEC nations the power to
determine domestic energy prices. We, therefore, urge the Senate to modify these
features of the bill so that the American consumer will not be saddled with in-
ordinately high energy costs.

The bill also lacks any significant provisions to stimulate the development of
alternative energy sources. While conservation is esential to a comprehensive
program, it alone will not resolve the nation’'s energy crisis. Private industry
will not undertake the massive development of alternative energy sources which
is necesary. Therefore, we urge support for public programs to help establish
energy independence through direct loans, loan guarantees, price guarantees and

other financial assistance to private industry and public bodies unable to secure
private capital,

Specifically, we endorse provisions that:

(1) Encourage conversion from oil or natural gas to coal.

(2) Provide tax credits up to $400 for homeowners who install insulation
and other energy saving equipment.

(3) Establish national standards for determining utility rates, including a
provision that would make it posible for state agencies to provide discount rates
for basic energy needs for residential consumers.

(4) Provide a tax credit, up to $2,160, for home owners installing solar equip-
ment or windmills.

(5) Repeal all federal taxes on bus operators, including the 10 percent excise
tax on the bus, the 8 percent tax on bus parts and accessories, the 4¢ tax on fuel,
the 6¢ a gballon tax on lubricating oil and the excise tax on tires, innertubes and
tread rubber.

(8) Establish mandatory minimum efficiency standards for 13 major appli-
ances.

(7) Authorize the President to establish energy conservation plans for all
federal buildings with special emphasis on experiments with solar energy.

‘We cannot endorse: :

(A) The crude oil tax which would allow domestically produced oil to rise
to the world level in three steps. That tax would show up in retail prices for
most refined petroleum products, raise gasoline prices alone by about 7¢ a gallon
and drastically affect consumer purchasing power. While there is a provision for
rebating some of this tax, it is unlikely that the money will be returned in an
equitable manner.

(B) The tax on big family cars. As the legislation now reads the tax con-
templated by this provision would to a large extent be borne by middle and low
income families who need a large car. It is our belief that the fleet standards are
much more eritical in reducing automobile gas consumption. If necessary, those
standards could be tightened and minium standards established that would not
be burdensome on moderate income familjes.

{C) The investment tax credit provided to busines for the purchase of energy
saving equipment and the installation of insulation. It {8 our view that these
credits are not necessary and simply reward larger and more prosperous firms
for doing what they would do anyway.

(D) The repeal of the existing deduction on federal income tax returns for
state and local gasoline taxes.

98-190—78—-pt. 4——4
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(E) The provision that would undo a signficant tax reform measure enacted
In 1976 which requires oilmen to pay at least the 15 percent minimum tax on
income sheltered through “intangible drilling costs.”

(F) The proposals to deregulate natural gas prices which have already risen
to an extraordinarily high rate in recent years, going from 52¢ to $1.45 MCF
for new gas in the past year.

To better cope with continuing price rises bing forced on the U.S. by the oil
cartel, we reiterate our proposal that ofl imports be taken out of private hands
and placed in the hands of government. A free market does not exist in the sale
and price of the oil that the nation imports. It is controlled by foreign nations.
Private companies have no power to deal with the oil-producing and export-
ing countries. As long as this situation exists, the federal government should
determine the amount of oll imported, negotiate its price and provide for its
allocation.

The facts are quite clear, Mr. Chairman, that inflating the price of
energy to induce conservation just doesn’t work. The October 1973
embargo and the subsequent massive increase in energy costs and
prices contributed substantially to a worldwide recession, generated
massive unemployment, skyrocketing inflation, and heightened in-
ternational tensions but the use of energy is today higher than ever.

Despite the enormous increase in prices for imported oil, the Na-
tion has imported more and become even more dependent upon foreign
sources. In 1971 oil imports cost the Nation $3.7 billion; in 1976,
according to the administration, the cost was $36.4 billion. In the 6
months prior to the embargo and the subsequent price rises imports
averaged 6 million barrels per day and accounted for 37 percent of
consuraption. In 1976 imports rose to an average of 7.3 million bar-
rels per day and accounted for 42 percent of U.S. oil consumption.

Moreover, the studies and estimates that we have seen—such as
those by the General Accounting Office and the Congressional Budget
Office—regarding the impact of proposed taxes indicate that energy
savings would be quite small and overshadowed by cost burdens to
consumers,

Thus, though we agree with and can support many of the proposals
contained in the energy plan, including some of the tax measures, we
urge the Senate to reject those proposals which would unfairly place
the burdens of energy conservation and development on low- and
middle-income consumers, workers, and taxpayers.

First, we wish to comment on the specific measures before this
committee which we support :

1. We support the proposal for tax credits—available through
1984—of 20 percent of the first $2,000 (maximum $400) spent by in-
dividuals on home insulation and other energy conservation measures.
We also support the temporary credit of up to $2,150 for taxpayers
who invest in solar and wind energy equipment. We agree with Treas-
ury Secretary Blumenthal’s justification for this measure as a means
to “encourage more Americans to turn to these inexhaustible energy
sources and will help these industries develop to the point where
government incentives are no longer necessary.” (Statement before
Finance Committee, August 9, 1977.)

We also support the provision for federally insured below market
interest rate loans for approved conservation measures so that finan-
cially pressed families would also be able to make energy conserving
home improvements.
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2. We agree with the House proposals to repeal the variety of
Federal excise taxes which apply to buses—including the 10-percent
excise tax on the bus, the 8-percent tax on bus parts sad accessories,
the 4 cents tax on bus fuel, the 6 cents a gallon tax on lubricating oil,
and the excise tax on bus tires, innertubes, and tread rubber.

3. We support the House measure which would impose a tax on
incdustrial and utility users of oil and natural gas in order to en-
courage conservation and conversion to coal or other energy sources.
The House measure is in our view an improvement over the adminis-
tration proposal in that the bill tailors the levy more directly to the
feasibility of conservation and conversion to other fuels and pro-
vides for more flexibility in case of adverse economic or environ-
mental consequences. However, we believe the proposal should go
flért.hcr and actually mandate conversion over a reasonable period
of time.

4. We support the President’s proposal to raise the excise tax on
fuel used for noncommercial aviation from 7 to 11 ceuts per gallon.
We feel those who wish to travel in private jets instead of commercial
airlines should pay for the privilege. The present excise tax exemp-
tions for farm and other selected uses should be allowed to continue,
as proposed.

5. We support the House-passed measure removing the 2 cents per
gallon refund on fuel for motorboats.

In view of the Senate’s action yesterday, I think we can skip the
next two or three paragraphs, Mr. Chairman, pertaining to the “gas
guzzler” tax.

The measures we oppose are:

1. We oppose the “oil equalization tax.” This Proposa] combines &
substantial increase in current price ceilings on “old” oil with an ex-
cise t?’x that would bring the “controlled price” up to the “world
price.

This proposal amounts to at least 5 cents per gallon increase and
would, in effect, delegate to OPEC the power to determine domestic
energy prices and U.S. energy taxes. At the same time, the profits of
oil companies would increase further and faster and prices of alter-
native energy sources, including coal and uranium, would also increase
as oil prices rise.

We recognize that the House bill like the administration’s proposal
does attempt to meet some of the adverse effects of this tax through a
variety of rebates, credits, and special payments. We do not feel such
measures would effectively counter the inequities, nor be administra-
tively feasible. The proposed refund of the “‘crude oil equalization
tax,” for example, 1s supposed to protect homeowners, churches,
schools, and hospitals heating with o1l from the tax, but the refund
would fo to the oil distributor with no guarantee that it would be
equitably passed through to the user.

= We are adamantly opposed to any attempts to “plowback” such
taxes to the oil companies.

We reject the idea that oil companies need added financial incen-
tives and tax giveaways. According to the White House Office of
Energy Policy and Planning Analysis, profits on domestic oil are
higher than on oil produced outside the United States. - Domestic
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drilling for oil and natural gas has increased significantly in the last
few years and is still going up. A record number of gas wells were
ilrilled in 1976 and oil well drilling was up 72 percent over the 1973
evel.

2. We oppose the proposal to permanently eliminate the 15-percent
minimum tax on income sheltered through the immediate writeoff of
“intangibles,” as well as the proposal to enact a comparable loophole
for intangible costs associated with geothermal wells.

Recognition of such writeoffs as a tax preference subject to the 15-
percent minimum tax represented one of the more significant steps
toward tax justice enacted by the Congress in 1976. This reform was
postponed in the 1977 Tax Reduction and Simplification Act. If the
House measure is enacted, this shelter for independent oil producers
could o on indefinitely.

3. We oppose the 10-percent business energy investment tax credit.
Under the bill a broad range of business investment related to energy
would qualify for both the existing 10-percent investment credit as
well as the added 10 percent. And some other types of investment
that are not now eligible for the 10-percent credit, also receive a 20-
percent credit. The bill would also eliminate, in the case of alternative
energy property, the limitation on the investment credit which pre-

_ vents the credit from wiping out more than 50 percent of the taxpay-
er’s tax liability.

We maintain our view that investment credits waste huge amounts
of tax dollars by rewarding larger and more prosperous firms for do-
ing what they would do anyway.

4. We are also opposed to the repeal of the present individual in-
come tax deduction allowed for State gasoline taxes.

Repeal of this provision will do nothing to help meet the goal of
energy conservation. It will, however, increase the tax burden of a
particular group of Americans who, because of extraordinarily high
tax deductible expenses such as mortgage interest, State and local
income, sales and property taxes, high medical bills, and the like
must itemize their deductions and cannot benefit from the standard
deduction.

We would also point out that this same group was singled out in
the just-enacted Tax Reduction and Simplification Act in the name of
simplification and now the Congress and the administration proposes
to hit this group again in the name of energy conservation,

According to the Treasury and the staff of the Joint Committee
on Taxation, this action amounts to a tax increase of $700 million.
About one-third of the increase will be paid by taxpayers with in-
comes of $20,000 a vear and under who itemize their deductions and
some 70 percent of the tax increase will be borne by taxpayers with
incomes under $30,000.

We believe that such a measure is much more appropriately con-
sidered within the context of a total tax reform—not energy—pro-
gram in which other deductions are also reviewed and the Congress has
an opportunity to enact a total program which is balanced and fair
and does not arbitrarily increase the taxes of a particular group.

5. We are opposed to any further attempts to levy additional ex-
cise taxes on consumer purchases of gasoline.
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We were pleased that the Ways and Means Committee rejected the
administration’s 5 cents to 50 cents per gallon standby gasoline tax
and the full House rejected other measures to add such excises.

If consumption must be substantially curtailed, we would prefer
cnactment of a rationing program. The tax system should not be the
basic means for resolving the energy problem. A more direct approach
to the development, allocation, and conservation of energy must be
undertaken by the Federal Government.

May I just make one additional comment, Mr. Chairman. I listened
to most of my friend Nelson Rockefeller’s program. It is a program we
have been on record for ever since he first brought it out in the light
of day. We have testified for it in front of the Senate Committee on
Banking, Housing, and Urban Affairs quite recently and the basic
idea that he has we think makes a lot of sense.

The CrarMAN. Thank you very much, Mr. Biemiller.

Senator Dove. I don’t want to prejudice your views, but I find my-
self in agreement with much of what you have said.

I oppose the equalization tax and I notice that you oppose the
equalization tax, the gas guzzler tax, the added gasogne tax and re-
peal of the gasoiine tax deduction. In those areas there is some agree-
ment in this committee. I am further pleased to have your comments
on the proposal by Nelson Rockefeller.

In addition to opposing the equalization tex, you also are opposed to
any incentives to increase production of oil and gas. In your opinion,
how do we cope with the present oil and gas shortage? Do we just
rely on decisions by OPEC countries to meet the present day realities?

Mr. BiemiLer. Mr. Oswald ¢ ,

Mr., Oswarp. Mr. Dole, we feel that there are certain incentives
for encouraging production of oil and gas. In the normal sense we
feel that you need the sort of program that Vice President Rocke-
feller recommended for developing new sources of energy alternative
sources—solar, wind, gasification of coal, shale oil, the other things
that are not yet onstream. Things that are onstream have been in-
creased as a result of the very rapid increase in the last few years
already in the price of both oil and gas and that is sufficient incentive
for the increased production.

Senator Dore. Of course, there is sharp disagreement and there
may have been some excessive claims made, but it has not happened
vet and we are now importing a great deal of oil. It seems that we
cannot keep the prices down in an attempt to insulate the American
people from what is happening outside the country.

On the other hand, we are talking about increased jobs which I
believe, is your primary concern. There have been many indications
that with some production incentives—we would, in addition, to in-
creasing our energy potential and self-sufficiency, there would be a
vast impact on job creation.

Mr. OswaLp. We have made substantial incentives already avail-
able for the last 4 years. Additional drilling has increased substan-
tially with additional offshore lands available for exploration. We
will have coming in new natural gas in a few years hopefully from
Alaska and we support the Alaska pipeline arrangement, but if you
just look at the change in the last 4 years in terms of the incentive
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for oil to add exploration from a world price of less than $3 a gallon
on to new oil now selling at over $13 a barrel, you have a substantial
incentive. The natural gas was being sold at around 40 cents, it is now
$10.75 for natural gas. These are fourfold, fivefold, sixfold increases
are substantial incentives. :

Part of the incentives show up in record profits over the last few
years for the oil companics. They invested some of their money in al-
ternative energy sources buying coal companies, someTiranium and also
in nonenergy related areas as they use some of their funds, not for
exploration but for other uses of their excess funds. We feel that there
is sufficient incentive. ‘

Senator Dore. Do you feel that this will help reduce our depend-
ence on foreign oil without any additional incentives? If we eliminate
the equalization tax, do you have any alternate proposals? I agree
with you on elimination of the tax, but——

Mr. Oswarp. Mr. Dole, we don’t think that having that equaliza-
tion tax will provide any additional supplies. It will just provide a
higher price to consumers and not bring about any additional sup-
plies. We think that there are sufficient incentives for bringing about
the increased supply. It just takes some time and I think that we have
the beginnings on the new offshore oil leases. The Alaska oil has just
begun to flow, it will reach its peak within the next year and will
help offset some of that shortage as well as other sources that will be
coming onstream from new drilling that took place in the past year.

Senator DoLE. Tt has been suggested that the well head tax could
be used to fund the suggestion proposed by former Vice President
Rockefeller. Have you given that any thought?

Mr. Oswarp. Well, we are very fearful that the impact of the well
head tax will be a drag on the economy, that if we do take that much
money out of the economy at this time it will have a serious im-
pact on jobs, further expansion of the economy, et cetera, and we would
rather see the gradual use of tax funds from tax reform that will
be coming up next year for financing some of the sorts of programs
that are in the Rockefeller recommendations.

Senator Dore. Thank you.

The CHARMAN. Mr. Packwood.

Senator Packwoop. You mentioned the increase in drilling rates
over the last 4 years. Isn’t it true that the percentage of those used
for exploration have gone from 28 to 23 percent and that the bulk
of the increase is in already developed fields?

Mr. Oswarp. Mr. Packwood. part of that increase is that for develop-
ing old resources, part of that is hecause of how we define old oil
versus new oil, part of it is as a result that the higher price makes
it attractive to try to take the oil out of what was once considered un-
economic oil wells and the result of both of these programs led to
some of the new rates being for extraction from old oil areas. But we
also have the continued expansion for new exploration and I think that
we are getting new sources of oil which will be beneficial in years
to come.

Senator Packwoop. Well, we are finding an increasing amount of
new oil. We are using up our reserves at the moment faster than we
are discovering new oil.
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Mr. Oswarp. Mr. Packwood, one of the real problems has been the
failure to have good detail on the amount of existing reserves. We
have been dependent upon some of the information that has been pro-
vided by the companies, much of which has been questioned by many
of the experts in the field and there has been some real question of.
whether additional subpena power may not be required in order to
get detailed information in this regard.

Senator Packwoop. I am not talking here about the oil companies,
I am talking about the U.S. Geological Survey. You have heard for
almost an hour and a half the other day—and you correct me if I
am wrong, Mr. Chairman—but I believe you indicate that at the
moment we _are discovering fewer new reserves than they are cur-
rently using.

Mr. Oswarp. And yet that is the short-term situation. We feel that
we do have a need for the long-term solution by trying to develop new
alternative energy sources. That is part of the reason that we support
the Vice President’s recommendation in terms of trying to develop
alternative energy sources.

Senator Packwoop. The GAO report on the President’s program
criticized the President’s plan as being so weak that instead of o1l im-
ports going down, oil imports would go up. Under the President’s
program as introduced, what is there between now and 1985 that will
reduce oil imports?

Mr. Oswarp. Mr. Packwood, there are a number of programs that
may be reducing that. issue. The additional conservation in the Presi-
dent’s program will hopefully bring about reduced demand.

Senator Packwoop. You lost me there. YWhat is there in the Presi-
dent’s program as proposed that include the equalization tax and
the user tax which were designed to discourage consumption?

Mr. Oswarp. The equalization tax has very little impact in terms of
the dollar costs involved while much of the conservation comes from
the conservation point of individual homeowners and by business in
terms of transferring its use to other sources.

Senator Packwoon. I don’t see in your proposal where the dramat-
ically increased conservation is over the President’s program. You
have gotten rid of the gasoline guzzler tax and equalization tax and I
just don’t see why you have anything else increased in it that is going
to sufficiently not only equal the President’s program but. which now
turns out is not sufficient in terms of conservation but has such a
dramatic increase that we are going to increase our imports.

Mr. Oswarp. Mr. Packwood, part of the difference is that there are
many differences between experts in terms of the amount of demand
and the amount of supply over the next few years. Others have come
up with substantially ({)l erent figures than the GAO anticipation of
the amount that we will be dependent upon foreign imports. There
are also questions of changes in terms of our sources. Over the last 5
vears our sources changed considerably from dependence on Middle
East oil. There is a question of the amount of oil that will be forth-
coming shortly from Mexico and other Western Hemisphere sources
from offshore oil leases and we have not even begun to tap the leases
that have been allowed for exploration in the Atlantic, the Baltimore
Canyon, and the other sources. I think that we are writing off before
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we even know the amount of oil that will be forthcoming from some
of those sources.

Senator Packwoop. Apart from what may be coming from new
sources offshore, onshore, or otherwise ; how many barrels of oil a day
will be imported with your proposal?

Mr. Oswarp. Approximately the same as the President’s proposal in
terms of the conservation. That includes some of the Senate’s action
on the prohibition of gas-guzzling cars in the near future.

Senator Packwoop. But you are opposed to the gas-guzzling tax.

Mr. Oswarp. We support the provision that the Senate passed
yesterday.

Senator Packwoop. Tell me how much each one loses and how much
each one gains in barrels of oil a aay because I don’t see where you
get any increase,

Mr. Oswarp. The residential insulation and so on are tax credits. Ac-
cording to the report by the Joint Committee on Taxation staff you
will have between 270,000 and 330,000 barrels of oil per day.

Senator Packwoop. I am going on the presumption that if we passed
this bill as we got it from the House our imports of oil and our con-
servation is not going to be sufficient to make much of a difference and
we have to dramatically increase the conservation. I don’t know. If you
disagree with that, let me know now. Are you satisfied with the con-
servation efforts in the bill as we have it ?

Mr. Oswarp. We are satisfied with the conservation efforts in the
bill as they are to extent that there could be additional conservation
to help particularly our city residents who we feel have particular
problems of weatherization, some of which is being taken care of by
other bills as the use of the Youth Employment Act which would pro-
vide for help in the inner city for weatherization of old homes which
will have some impact. Some of the earlier policies hopefully will
also have a conservation impact. We supported and coutinue to sup-
port, for example, the 55-mile-an-hour speed limit as a conservation
measure and it has had some conservation impact.

There are a number of other policies and programs that we think
we can depend upon as we look toward 1985. Additional development
particularly in the solar energy area may provide substantial con-
servation as an alternative source of energy particularly for home hot
water heating and hopefully for general heating purposes.

Senator Packwoop. I have no other questions, Mr. Chairman.

The CrraryMAN. Senator Danforth.

- Senator DaxrortH. No questions.

The CrAtrMAN. Senator Byrd.

Senator Byrp. Thank you, Mr. Chairman. )

I might say that I am surprised to find myself in agreement with
so much of this testimony today. I have a strong rapport with the
working men and women in the factories of Virginia but not the
same rapport with the leadership in Washington. However, I find
myself in considerable agreement today with your statement, Mr.
Biemiller. I agree that increasing the price of energy to encourage
conservation may not work. )

On page 2 you urge the Senate to reject the proposals which would
unfairly place the burdens of energy conservation and development
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on low- and middle-income consumers, workers and taxpayers. I agree
with that.

You oppose the oil equalization tax as amounting to at least a 5
cents a gallon price increase which would in effect delegate to OPEC
the power to determine the domestic energy prices-and U.S. energy
taxes, I am in general agreement with that.

You oppose repeal of individual income tax deductions for the
State gasoline taxes. I am in general agreement with you on that.

I am glad to see that we are in more general agreement today than
we usually are.

I do not have any questions.

Mr. BieMiLLer. Senator, I just would like to observe that we are
always happy to be in agreement with you and if you will remember
just a couple of years ago we collaborated rather successfully on the
bill affecting the Export-Import Bank at that time.

Senator Byro. We certainly did, and I was pleased to work closely
with you in that regard. As a result of everyone working together, I
think we got a very good bill. I think I anticipate we may have another
fight on that the next time in the next Export-Import Bank and I
look forward to working with you along the same lines,

Mr. Bieminper. We will be very happy to, Senator. While I say
many times we do disagree, we respect your views and we recognize
that you have a good influence on many, many issues. -

Senator Byro. Thank you, sir.

Thank you, Mr. Chairman.

The Cramrmax. I just would like to touch on one item, and that is
the unemployment. Recently I met with a lot of people who were pro-
ducing sugar, and those people are very distresse({). Imports are wiping
them out. I met with people in the steel industry who felt the same
way. I know that you are concerned about the fact that we are losing
jobs to some of these trades. We try to provide opportunities and, in
fact, the Government has paid for it through the (gETA program or
something else. The Government is trying to put people to work
because we are lacking jobs in so many cases either because of trade
})olicies or because of a surplus of product we don’t have the market

or.

In the area of energy, we have a ready market for all we can produce.
It seems to me that we ought to take whatever steps are necessary
to put all the unemployed workers that can be used into producing
energy. We have an enormous demand for it. Our national security
requires it as well as our economy and I am just pleased to see that
your group of support to the approach that we ought to make the
credit available to go into these new sources of energy and to produce
more of the conventional sources also if need be. Most countries don’t
have as much resources as we have so they have to limit their credit
to the areas where they claim the highest priority.

It seems to me in this case, the production of energy, and partic-
ularly developing these fantastic deposits of shale, coal and geo-
thermal and sources of that nature claim a priority that deserves us
getting on with the job rather than just sitting forever and talking
about it. We have done that kind of thing before, and I am very
pleased to see that this is one proposal that we have considerable
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Republican support for. A lot of Democrats are for it. We won't
get anywhere until we get a lot more production and solve this prob-
lem. We ought to coalesce. We don’t have the White House with us, but
maybe if we have labor for it and we have enough support from the
lms}ilnose: community, maybe we can get the White House to go along
with it.

Thank you very much for your statement.

Mr. Biesicrer. Thank you very much.

The Cuairman. Next we call the panel of Dr. Richard Lesher,
president. of the Chamber of Commerce; Dr. Jack Carlson, vice presi-
dent and chief economist, Chamber of Commerce of the United States;
Mr. Chris Farrand, manager, Resources and Environmental Quality :
and Mr. Robert Statham, director, Tax and Finance, Chamber of
Commerce of the United States.

We are very pleased to have you gentlemen here with us today and
we are pleased to have your views.

STATEMENT OF DR. JACK CARLSON, VICE PRESIDENT AND CHIEF
ECONOMIST, CHAMBER OF COMMERCE OF THE UNITED STATES;
ACCOMPANIED BY CHRIS FARRAND, MANAGER, RESOURCES
AND ENVIRONMERTAL QUALITY; AND ROBERT STATHAM,
DIRECTOR, TAX AND FINANCE

Mr. CarrsoN. Thank your very much, Mr. Chairman.

Mr. Lesher is very sorry that he is unable to be here. T am Jack
Carison and T will be giving the testimnony. He is ill this morning.

We would like to insert in the record, Mr. Chairman, his statement
and just provide some summary comments.

Mr. Caresox: X would like to refer to some tables that we have
already shared with you.! They have the energy and economic impact
of the administration’s energy proposals, the House of Representa-
tives energy bill H.R. 8444 and an alternative energy plan that relies
more upon the free pricing system. If you have that particular docu-
ment, I would like to refer to a few tables in there to carry our
argument.

In particular I would like to refer to table 9. So many people have
indicated this morning that the propesals coming from the House of
Representatives and certainly the proposals coming from the admin-
istration are essentially tax revenue proposals. You will see on table 9
that we are talking about a collection of taxes assuming the laws are
extended through 1990 as proposed by H.R. 8444, a collection of direct
taxes $340.4 billion and with the inflational implications causing even
higher tax collections to be made that rises up to $436.4 billion, or
$7.300 higher taxes for the average American family of four.

The bill H.R. 8444 has very little allocation of this going back to
the economy so one has to presume that it must be going for general
Government purposes. I refer to table 15 and that is based on my
reading of H.R. 8444, what the allocations are. Also I have had the
benefit of the Joint Committee on Taxation’s estimates. The estimates
in table 15 are an extension through 1990 as opposed to stopping with

* T 8ee page 1120 et seq. of prepared statement for tables and graphs.
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the sunset provisions as they are written in H.R. 8444. Even in 1980,
H.R. 8444 would allocate only $3.4 billion back to individuals and to
businesses and leave $18.9 billion to be allocated for any Governinent
purpose. Consequently H.R. 8444 is essentially a revenue-raising activ-
ity and must be looked upon as the largest increase in taxes in the his-
tory of the United States.

Now I would like to draw your attention to the results of his hu
increases in taxes by the House and by the administration and I would
like to refer you to table 17 to show a comparison of these two pro-
posals and also another simple proposal that as far as law is concerned
may require two sentences—to allow crude oil prices to increase 6 per-
cent in real terms each year, until 1985 no other provisions whatsoever
would be required. You notice the three lines at the bottom of the page
talk about er balanced approach which is the 6 percent increase 1n
real crude oil prices per year. We have the administration conserva-
tion plan and we have the House of Representatives plan.

You notice in 1985 by just allowing prices of crude oil to go up a
mere 6 percent in real terms that is equal to the benefits that you would
expect from the administration’s proposal fully implemented, includ-
ing the gasoline tax fully implemented and triggered every year. The
House of Representatives plan would be 3.4 million barrels a day im-
provement. The one thing I would like to draw to the attention of this
committee is that the House of Representatives plan and the admin-
istration’s proposal goes sour from 1985 on in relationship to existing
policy and by 1990 you will see that the House of Representatives
plan is inferior to doing nothing, or by maintaining existing policies.
The United States would actually import one-half million barrels a
day more than with existing policies. The administration plan also
{urns sour so that it becomes negative by 1991. It has no advantage
whatsoever by 1990-91 even though Americans could be paying well
over $100 billion in new taxes by 1991. A mere 6 percent increase in
the real price of crude oil until it reaches free market prices by 1985
will produce conservation and production improvements to reduce
crude oil imports by 5.2 million barrels per day.

People do not realize that even if the House plan were free, even if
tho administration’s plan were free, neither would be desirable after
1990 in comparison with existing policies. It is not free, you have the
gu'gest tax increase in either one of them in the history of the United

tates,

If T may turn your attention to the last part of the materials that
were circulated, graph 1 through graph 7, they portray the economic
impact of the administration plan shown by the blurred dash line and
the House plan shown by the dotted line and the balanced plan shown
by a solid line.

Senator Packwoop. Can you specify a little more specifically what
lines and- dots you mean? I have got these charts and they are compli-
cated to follow. o

Senator Daxrorra. What is the graph?

Mr. Caruso~. The graphs are located on the last pages of the data
wao circulated to you, the last four pages. Graph 1 displays the impact
of the energy plans on family income. The line that does not deviate

__ much from zero, in fact, turns positive near the end of this time period,
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is a mere 6 percent increase in the real price of crude oil, the balanced
glan. The dotted line is the House bill and as you see on an annual
asis the average family in this country will be losing $800 per year.

The administration proposal, including the full implementation of
the gas—-

The CamMAaN. Where are you looking now .

Senator Packwoopn. I am confused. You have two solid lines and
one says administration.

Mr. CarusoN. One is supposed to be dashed. The top one is the
dashed one and that is the administration line.

Senator Byrp. Which table are you on?

"~ Mr. CarusoN. I am on graph 1. That is the third page from the
end. The numbers are in the tables to back up each year so you can see
the estimates and how these were arrived at. -

The message here is that the disruptive effect of taxes and the fun-
neling of those taxes back through the Government causes a loss in
family income in comparison with a very modest increase in the real
price of crude oil. I am talking about a very sizable loss, $1,300 per
family per year in the case of the administration proposal and about
$800 per family per year loss in the case of the House proposal.

The CaHAmMAN. Let me try to understand this. There is supposed
to be a dotted line on the chart, but the way your chart came out the
code that breaks it down you have a solid Iine where it says adminis-
‘tration, a solid line where it says House.

Mr. Carwson. It is supposed to be dashed for administration. That
was caused by the blurring of Xeroxing.

The CramrMAN. Dashes. -

Mr. CarLsoN. Yes, the administration,

The CaAmMAN. So the bottom line would be the administration.

Mr. Caruson. That is correct. The increase in the crude oil price of
6 §rcent is the top line in graph 1.

) ow graph 2 shows you the loss in terms of jobs. I join very much

with the AFL~CIO in their great concern that the proposal of the

7 administration could cause up to 1.8 million jobs fewer by the middle
part of the 1980s.

The Cnamrman. It looks like the administration is succeeding in
getting the chamber of commerce together very well.

- -—Mr, CarrsoN. In the case of the House provision the job loss ap-
proaches about 1 million per year.

Going to graph 3 on consumer prices, the administration proposals
could cause the consumer price level to be 4.5 percent higher by mid
1980. The House plan would cause 3-percent higher inflation. Now
the balanced approach does also have some increase in price but not
nearly so much and would cause only an increase of 1 percent.

At the bottom of graph 4 you can see what happens to automobiles.
Automobiles are clobbered by the administration proposal and semi-
clobbered by the House plan. The balanced plan will not hurt the auto-
mobile industry.

You have the example of housing starts and you can see the negative
impact there.

What is very telling and something, Mr. Chairman, you have been
concerned about is the impact on real business fixed investment which
is one of the reasons why the economy is growing at a sluggish rate
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at the present time. An increase in the real price of crude oil of 6
percent provides increased investment. The House and the administra-
tion plans will cause a marked decrease in investment of up to $18
billion. The point has been made by many people here that the energy
plan provided by the administration ané) also by the House, even
though it attempts to serve other objectives, are anti-investment. Fur-
ther discouragement of investment can be harmful. It occurs bécause
both plans create disincentives for producing additional oil and gas.
They focus almost exclusively on conservation.

Graph 7 does summarize what I mentioned earlier, the energy plans
impact on improving the Nations energy situation. The balanced plan
as shown by the solid line is far superior to any of the other proposals,
particularly in the longer run.

Senator Packwoop. We don’t seem to have a graph 7 either, Senator
Danforth or I.

Mr. CarwsoN. In summary, on graph 6 that shows the effect of the
energy plans on investment. Let me summarize—it is a very negative
impact, both the House and administration proposals.

In graph 7 it shows graphically what the net energy improvement
will be by each of the plans. Note that a mere 6-percent increase in the
real price of crude oil becomes far superior after the mid 1980’s and
that the administration and House plan go down past zero at 1990 and
beyond. So even if they were free, it would not be wise policy after
1990 because you actually import more crude oil than with existing
policy. Current policy allows intrastate natural gas to be set by market
forces and allows crude oil to adjust more than just the amount of
inflation up to a total of 10 percent. The administration and House
plans would restrain even this small amount of free market discretion.

If you are interested in particular States, I draw your attention to
tables 20 and 21. Table 20 refers to the 1985 condition and table 20
refers to the 1990 condition. Let me illustrate with the State of Vir-
ginia, The annual increase in taxes because of the administration pro-
posal by 1985 could be $1,319 for a famili of four in Virginia. Under
the House plan it would be $622. Under a balanced approach you could
expect producers’ receipts to be up $556 for each family. The energy
improvement would be considerably higher with a balanced plan than
with the House plan. The inflation in Virginia would be about one-
fourth as high with a balanced approach. Instead of 22,000 to 40,000
lost jobs with the House and administration plans, jobs could increase
by 8,000 jobs with a balanced plan. Family incomes in Virginia could
decline by $782 to $1,294 each year by 1985 and even more by 1990
under the House and administration plans, but would turn from a
small decline of $300 in 1985 to an increase of $136 by 1990.

Now in reference to the particular tax provisions that the Finance
Committee is considering, the national chamber supports the proposed
tax credits for insulation and other energy effective equipment. We
feel the urgent need to accelerate the retrofitting of existing homes and
buildings warrants these special short-term credits.

‘We also support credit on intercity buses and aviation and motor-
boat fuel. However, we are strenuously opposed to the equalization
tax. We must have a program which uses both conservation and in-
creased production.
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Mr. Chairman, my colleagues Mr. Farrand and Mr. Statham and I
would be pleased to answer any coinments you might have.

The CHAIRMAN. Senator Dole.

Senator DoLr. Thank you.

I am sorry I missed part of your statement, Jack, but I am im-
pressed with all these numbers. I don’t know where they all came from
now or what they mean, but they are very impressive.

If there is a typographical error in there, how will we know it?

Mr. Caruson. Normally I find out very quickly after putting these
numbers out.

Senator DoLk. As I understand you are firmly opposed to the well-
head tax.

Mr. CarLsoN. Yes.

Senator DoLe. You have made that clear. In addition to testifying
here today, are you attempting to get some votes to try to reject the
tax? Are you going to testify and go home or is the chamber really
against this?

Mr. CarusoN. We will be willing to accept any recommendations
that you have in mind but first we are trying to recommend to the
policy body what we think is wise policy and then obviously we will
want to share the analysis we have with our constituency.

Senator DorLe. That is a good statement. I am not certain there are
any votes in that, but it might get yvou elected.

The point I am making is that T don’t want to fuss with the chamber
of commerce because they may still do something someday.

We are considering a massive tax program aimed at business and we
should be realistic enough to realize that the forces at work on the
other side have the upper hand. I just encourage the witnesses and I
am certain of their dedication but, testifying may not be enough. It
may mean a lot of work to get back to the home States to insure proper
communication to the Members of Congress who may be voting on
these very provisions.

The point I am making is that you may have the wrong people in
church this morning. I believe most of those here are sympathetic to
many of the ideas you raise just as we know that most people in busi-
ness are similarly interested. I have no quarrel with what you suggest.
I hope there will be attractive pursuit now of the policy and an effort
properly presented tr, the people all over the county because we are
getting down to the wire. They say we are going to have an energy bill
before we leave this year. There are some who say we are going to be
leaving in about a month. It may not be a month so I guess we are
down to the wire. I certainly share the views you express.

Do you see anything in the administration’s program that is going
to reduce our dependence on foreign oil? Are there any measures in
t]}le?national energy plan that would reduce our dependence on foreign
oi

Mr, Caruson. First let me comment on your designation of the
chamber as a paper tiger——

Senator Dore. There are a lot of papers here. There are a lot of
paper tigers.

Mr. CarrsoN. I do think it is fundamentally important to realize
that energy plans are properly focused for the long run, 1985, 1990,
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and thereafter. Consequently when we estimate that the administra-
tion and House plans, even after American families have paid $7,300
to $15,000 more taxes, will actually cause crude oil imports to be
higher than existing policies, we are surprised that no one listens or
seemingly cares, and we have been saying that for 6 months. We are
not getting your attention, which is really unfortunate because the
plans are harmful over the longer run. Then you come to the point
that has been brought out so well by the AFL~CIO that this is a heavy
tax program and the tax is heaviest on lower-income people. It is one
of the most regressive tax-proposed by any government in the history
of the United States.

Senator Dore. Chairman Long was considering the union of the
AFL~CIO and the chamber of commerce united. I don’t see how any-
thing could withstand that pressure,

Mr. Carwson. I think there is considerable ignorance, and I use that
in a descriptive sense, as to what the legislation means and to the prob-
lem we face. I think the Vice President is quite correct in commending
the President and others for noting that this is a real problem and
that the people across the country don’t feel that way. It is hard to
mobilize them as well as to propose solutions and understand the
problem.

Yes; there are particular provisions supportive in this particular
bill, and we indicated those in our statement. They tend to be minor
compared to the heavy tax increase provisions.

Senator DorLe. However, the tax 1s the centerpiece of the administra-
tion’s program. Withont it, I think we could probably develop a pretty
good energy package. Perhaps, including the suggestions made by the
former Vice President, Mr. Rockefeller.

Mr. CarLsoN. Let me just comment on that inasmuch as there is con-
siderable interest in that. I have been involved in that proposal over a
namber of years. I do think one has to be very careful about a mech-
anism for Federal credit allocation. This could greatly accelerate Gov-
ernment intervention in the private sector. One should only use that
for really pinpointed and unique technology where the risk mayv be
exceptionally high and the scale may be large. However, a $100 billion
program has gone beyond that limit and is akin to firing at the energy
problem with a shotgun instead of a high-powered rifle.

Also, the problem is not so much the——

Senator DovE. I think the chairman pointed out in RFC costs, $257
billion in 1977 dollars.

Mr. Carusox. Quite frankly speaking, the RFC was a very big risk
to the market system in this country and it is to the credit of the
people following World War IT that it was dissolved. I am not at all
sure the conditions or forces would exist for this kind of an organiza-
tion to do anything but expand. So I do think that one has to ap-
proach this cautiously and limit it as with a rifleshot to particular
areas of high risk and large scale, as opposed to across the board.

Also, the problem is not so much the availability of financial funds
for energy investment because, if the prices are right and if the Govern-
ment reduces energy price controls, the available savings will be auto-
matically allocated to energy. The long-run problem is adequate sav-
ings and reduction in unnecessary Government-caused uncertainty and
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that has not been addressed here. Perhaps the tax reform, when it
comes before the committee, will provide an opportunity for consider-
ing this problem further.

Senator DoLr. I would like to repeat in all seriousness this may affect
the oil industry and business all across this country whether you are
Democrat, Republican, or independent businessinen or women. I hope
there will be every effort made, as I am certain there will be, by every

rloup representing business to make their voices not only heard but
elt.

Mr. CarLsoN. Agreed.

The Cratryax. Senator Packwood.

Senator Packwoop. Explain to me one of your graphs, graph 7. If
we follow the balanced plan by 1985, we are at the same place the ad-
ministration is which is 4.2 million barrels a day over what ? Less than
what ? What does that 4.2 million mean on your chart

Mr. Caruson. All the figures indicated on these charts are in rela-
tionship to existing policy so you will have an improvement over what
existing policy would give you of 4.2 million if you had the full admin-
istration program including the gasoline tax.

Senator Packwoop. So the full administration program which was
hoping to not really cut our consumption but to see it reach only 20 mil-
lion barrels a day in 1985, what you were saying is that in both the
administration in your program without going over the existing pro-
gram you would be up to 24.2 million barrels a day.

Mr. Carrsox. I have provided an estimate in table 6 of the consump-
tion of energy that I believe may occur with existing policy.

Senator Packwoop. Stick with the million barrels a day because I
don’t understand that chart. If we do nothing, what do you project ?
How many barrels a day will we use in 1985 ¢

Mr. Carison. I have 22.7.

Senator Packwoob. 22.7.

Mr. Carwison. Million barrels a day.

8Senator Packwoop. And 22.7 under your plan, we would be using
18.3.

Mr. Carison. Yes.

Senator Packwoob. About a half million barrels.

Mr. CarrsoN. Yes; roughly where we are today. However, the com-
position changes. We will have far more imported and less domestically
produced, given the policies that are being recommended here—which
discourage production.

Senator Packwoop. Now, under your plan which is nothing but the
6-percent increase——

* " Mr. Carwrsox. Real increase.

Senator Packwoop. What ¢

Mr. Carrgon. Real increase.

Senator Packwoop. Yes, 3-percent inflation, real increase.

Mr. Carison. Yes; 6 percent real increase. . .

Senator Packwoop. Under your plan, how much of that will be im-
ported in your projections?

Mr, Careson. 18.5. On both the administration and balanced ap-
proach, you are backing out imported oil. That is not entirely correct
because there will be some impact upon other sources within the United
States roughly.



o

1115

Senator Packwoop., So the GAO study says, cross every “t” and dot
every “i” and it will be over half a million barrels of imports. I under-
stand where your plan is different, but I am curious why the admin-
istration thought it would be 6 million barrels a day. What is there
about your plan that guarantees that we get to a dramatic reduction in
imports? How do you prove it? Where do your facts shows it?

Mr. CarrsoN. We have 200 years of experience with the impact of
price increases on production and on conservation people change their
behavior because of a price increase of oil and this is measured. There is
more evidence in this area than in estimating the likely results of many
provisions of administration and House plans.

Senator Packwoop. I am not necessarily defending it, but I just
don’t find 200 years of history as an adequate answer from a statistical
standpoint.

Mr. Carwson. This analysis is based upon the sensitivities that people
have shown to price increase both to increase production and reduce
consumption. The sensitivities are all summarized in table 5 and this
data is based upon the data of the Federal Energy Administration.
However, some of FEA estimates appear high, so I modified some of
them so as to be on the conservative side.

Senator Packwoop. We are probably producing around 9 million
barrels a day.

Mr. CarLson. Yes.

Senator Packwoop. Are you shooting at 6 million barrels a day?

Mr. CarrsoN. We won'’t get there by 1985.

Senator Packwoop. What are you projecting for 1985 imports?

Mr. Caruson. I don’t have that !ggure with me but we are working for
imé)orts otherwise of 12 plus.

enator Packwoop. Will you say that

Mr. CarLsoN. Twelve to fifteen by 1985.

Senator Packwoop. You mean under your plan

Mr. Careson. No; you must deduct from that the 4.2 million barrels-
per day that you would expect in savings by 1985 and 5 million barrels

er day by 1990 and if without the balanced plan expect 13 million

arrels per day imported, then imports would decline to 8 million bar-
rels per day by 1990, which is much better than the administration and
House plans. Of if you are 15 million barrels per day, you would come
down to 10 million barrels per day.

Senator Packwoop. But your savings are not coming in this case
from increased productions, your savings are coming from——

Mr. Caruson. Both increased production and conservation. If you
will notice, and I don’t have a summary of it here, the production side
provides a tremendous incentive. In fact, I do have it here in table 5.

Senator Packwoon. We are using roughly 18 million barrels & day
today. You are presuming that in 1985 we will be using about 19.5
million barrels a day so there is no dramatic increase in consumption
under your plan.

Mr. CarusoN. The increase in the real price will affect both con-
servation and production.

Senator Packwoop. OK. _

Mr. CarusoN. The profile that I have used fof comparing the
changes brought about by the administration program in the House
and the balanced approach is the same profile.

98-190 (PL. 4)O-178-3
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Senator Packwoob. I understand that.

Mr. CarusoN. No risk of apples and oranges.

Senator Packwoop. How much are you presuming comes from in-
creased production {

Mr. CarLsoN. I estimate that a little less than half from the pro-
duction side, a little more than half from the conservation side. How-
ever, the potential for improvement in energy on the production
side is truly large. Up to now, we have withdrawn only 30 percent
of the crude oil from known reservoirs. With an increase in crude
oil prices, we may be able to extract up to 40 percent of known reser-
voirs. This could mean a one-third increase in crude oil used through-
out the entire history of the United States—and that is a very sizable
potential increase in supply and production. The administration and
House plans would actually discourage production of this crude oil.
Only the balanced plan, which would allow crude oil prices to move
slowly toward market prices, would encourage this production.

Senator Packwoop. My time is up.

Senator Byro. Senator Danforth.

Senator DanrForTH. Mr. Carlson, I would like to ask you about
table 3. Now presently Federal taxes as a percentage of GNP is what?{

Mr. Caruson. Well, at the present time it is beyond the objective
that the President has in mind. It is closer to 22 than it is to 21.

Senator DanrorTH. Do you know precisely what it is now?

Mr. CarLsoN. It is 22.3 percent.

Senator DaNForTH. Do you know what historically it has been over
the last, say, two or three decades? Has there been a sort of historic
percentage of GNP ¢

Mr. CarusoN. As far as the Federal Government is concerned,
roughly 21 percent; 19 to 22 has been the fluctuation zone. The most
rapid growth in government has been primarily at the State-local
government level during the last two decades.

Senator DaNForTH. But historically it has been somewhere between
19and 21¢ '

Mr. CArLsoN. Yes.

Senator DanForTH. Over the last two decades?

Mr. CarwsoN. Yes, So this is a very marked rachet up.

Senator DanrorTa. The President’s objective is 21 percent, correct

Mr. Caruson. His objective at the end of his term or during it is
21 percent. ‘

Senator DanrForTH. Now presently it is 22.3 percent of GNP; is
that correct ¢ :

Mr. CarLson. Yes.

Senator DanrorTH. And then these figures in the middle line with
the underlinings are how much of GNP that would be accounted for
by the taxes in the President’s program, right

Mr. CarsoN. Yes, assuming that the gasoline tax is triggered.

Senator DaNForTH. But this assumes the gasoline tax. Do you have
it without the gasoline tax {

Mr. CarrsoN. Yes. Table II really shows the House bill which is
" essentially the administration bill without the gas tax. This. is the
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Federal Government racing ahead of the growth in people’s income.
The Federal Government has normally stayed even with the growth in
people’s income. A very marked rachet up in the size of the Federal
Government is required by the House and administration plans.

Senator DanrForTH. Of course, the argument that would be made. I
sugpose, by the administration is, well, a lot of this is going to be
redistributed or rebated.

Mr. CarusoN. All tax receipts are funneled back to somebody de-
pending on the size of the deficit so, yes, that is the nature of govern-
ment to take the money from the one group and distribute it to an-
other. In terms of specification the House ﬁ'as specified a very, very
small proportion of the House receipts so I have to think that this is
primarily a receipt-raising measure for any programs the administra-
tion might have in mind or the House or any of the decisionmakers
may have in mind.

Senator DanrorTH. Thank you.

Senator Byrp. Senator Curtis.

Senator Curtis. I agree with the main thrust of your position and
I have no questionsat this point. ] —

Senator Byrp. This is certainly an unusual day today. [Laughter.]

The oil-producing States have been strongly opposed to the admin-
istration proposal. I represent a consumer State and certainly every
evidence 1s that the consumers will be adversely affected by the ad-
ministration proposal. The U.S. Chamber of Commerce is strongly
opposed to it and the AFL~CIO is strongly opposed to it. It seems
to me the Congress will have a very difficult time passing the legisla-
tion that has been sent to this committee.

Could T ask you this. Could you briefly summarize what you call a
balanced plan? -

Mr. CarisoN. We have two aspects. We have talked about the pro-
vistons in the administration proposal on the House bill that we sup-
port and we have also indicated what another given approach could
and it might be two sentences in a bill and that is to allow essentially
the market system that we have relied upon for 200 years to-serve us
- well at this time of energy crisis. The only thing that we have shown
here is an anemic change in the price of crude oil. Six percent real in-
crease in crude oil per year gives you far more with no tax increases
and less loss in the American pocketbook.

In comparison, with the huge $15,000 per family increase in Federal
taxes through 1990 proposed by the Administration and $7,300 per
family in the case of the House bill, the balanced plan is superior. The
balanced plan is a market alternative that will both encourage con-
servation by small price increases each year.

Senator Byrp. You say yvour figures indicate that the increase per
family under the House-passed bill would be $15,000¢ :

Mr. CarwsoN. No. Under the administration proposal with the gaso-
line tax, it is $15.000. The House provision would require $7,300 per
family through 1990.
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Senator Byrp. But the administration proposal provides an increase
of $15,000 per family. : :

Mr. CarLsoN. Accumulative through 1990, that is correct, when in
fact it turns sour and you would be better with existing policy. You
see, existing policy actually provides more price adjustments to bring
forth conservation and increased production than the policies that are
¥mpo&d. The primary element is that intrastate natural gas remains

ree from Federal price controls. It only changes with changes in
market conditions.

Second, the energy bill of 1975 allows for crude oil prices to go up a
total of 10 percent—more than just the amount of inflation. Those
existing policies are clearly better than the Administration and House
plans in the long run.

Senator Byrp. The increased cost per family of $15,000 through 1990,
that is cumulative, of course.

Mr. CarwsoN. Yes, sir. I do have the figures per each year in the doc-
umentation here and I did read the example of your State in 1985.
Each State is affected somewhat differently.

Senator Byrp. I am looking at table 20 now. It is a very interesting
table that you have presented. :

Arsthere any further questions of this panel ¢

Senator DaNFORTH. Yes; just one other.

Senator Byrp. Senator Danforth.

Senator DaxrorrH. Just to add into your list of woes. There 1s also

ing to be in one form or another an increase in social security taxes;
isn't that right?

Mr. Caruson. That is correct.

Senator DaNrorTH. So when you talk sbout the historic figure of
19 to 21 percent of GNP which is taxad, that will be increased by any
energy taxes and also it will be increased by any increase in social
security taxes. -

Mr. Caruson. That is correct. The social security is not properly
funded. It will havs to be a tax increase. It also turns out to be true
that the Federal retirement fund is not properly funded and there will
have to be a tax increase for that also, The administration’s tax reform
bill may call for removal of the favorable capital gains tax and may
thereby discourage investment. In fact, I don’t know of one policy,
even though they may achieve other desirable objectives, that has been
passed by the;gongre&i or proposed by the administration that has
encouraged investment this year. It has all been to discourage invest-
ment and our sluggish growth in our economy is reflecting that now.

Senator DaNForTH. Do you think that the percentage of GNP which
is taken up by taxes or by Federal Goveinment or by State govern-
ment as well, 1s that a relevant figure?

Mr. Carrson. Well, it is assuming you are willing to say that Gov-
ernment has an implicit right to grow as fast as your income grows.
Then you say looking at it being a constant percentage is a benchmark,
but if you should say that the éovemment does not have that right to

w as fast as your income, you would want that percentage to shrink
over time. It depends on your philosophy of the role of Government.
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Senator DaNrorTH. In testing your philosophy of the role of Gov-
ernment and what is happening to the economy, in your opinion, is
that a relevant statistict

Mr. Caruson. It is a value judgment. The health of the economy can
be maintained at lower percentages or higher percen . There is
greater risk in the policy process. Fedenﬁ policies tend to be anti-
investment and, to the extent the Government plays a bigger and

-bigger role in our economy, we will have less and less growth use
we will have less and less investment.

Senator DaxrortH. When we talk about jobs, when we talk about
inflation, is this a relevant consideration and should we be concentrat-
ing on the percent of gross in the product which is consumed by taxes?

Mr. CarisoN. Yes; I think so. There is no magic to 21 percent in
GNP or 15 or 25 percent. There is really a view on how much you want
to socialize the economy and have the Government provide that role
versus individual choice and individuals making those decisions.

Senator DanrortH. Is this a relevant consideration in thinking
aboit? the fact that we have now got about 7 million people out of
work ?

Mr. CarwsoN. Yes; to the extent that the Government’s policies bein.%
a larger part of the economy tend to discourage investment, and
think the political environment tends to do that, yes. Clearly the anti-
investment stance of (Fovernment is one of the reasons that unemploy-
ment will not be going down much the rest of this year or next year
and the economy’s inflation rate will be higher because productivity
will be higher.

Senator Byrp. Just one final question. You said that one of the
real problems the country faces today is the lack of confidence on
the part of the business community and on the part of the consumers
in Vashington. What programs and policies might be developed in
Washington to develop this confidence?

Mr. Caruson. I find the business administration wants to be very
supportive but they have a responsibility over stockholders’ funds
and when they see 1n the mill a proposal such as the administration’s
proposal for energy which by 1985 is a tax increase of $83 billion,
that can greatly affect the profitability of any investment they make,
whether they can recover their funds, because $83 billion is more than
one-half of the after-tax profits now. Consequently, this uncertainty
has caused businessmen to be hesitant. The Government can reduce
some of this uncertainty and also should pass policies that tend to
be proinvestment. I am afraid the business community is starting to
feel that no policies, including tax reform, are going to be proinvest-
ment so this hesitancy may be in the marketplace for many months,
especially for long hfe investments such as new rolling mills, and
create inadequate tools for the larger work force in the future.

Senator Byro. Thank you.

The CramrMaN. Thank you very much.

[The material of Dr. Carlson and the prepared statement of Mr.
Lesher follow. Oral testimony continues on p. 1145.]
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MATERIAL SUBMITTED BY DR. JACK CARLSON, VICE PRESIDENT AND CHIEF
EcoNoM18T, CHAMBER OF COMMERCE OF THE UNITED STATES

TABLE 1.— ADMINISTRATION'S PROPOSED ENERGY TAX INCREASES

[Biffions of 1977 dollars}
m&
1978 1979 1980 1981 1982 1983 1984 1985 1936 1987 1388 1989 1990 tolal
Crude oil .._.......... 1.9 6.3 11.3 146 150 16.0 17.0 18.0 19.0 20.0 21.0 22.0 23.0 205.1
Industmlanduuhty.... 0 0 1.7 2.8 36 47 56 66 7.5 84 93 10.1 11.0 7L3
Gasoline....ccoovemean. 0 5.0 10.0 15.0 20.0 25.0 30.0 350 40.0 450 50.0 50.0 50.0 375.0

Extension of Federal

.......... 0 0 33 3.4 35 36 37 38 39 40 41 2 4.9

tax
Elimination of deduc-
tion of State and

local tax 1 .8 .9 L0 L1 L2 13 L4 L5 L6 L7 L8 L9 163
Gas guazler. 0 01 .2 2 3 e 8 6 7 8 .9 Lo S
Total, direct taxes... 2.0 12.2 27.3 37.0 43.4 50.8 53.0 65.3 72.5 79.7 86.9 89.0 91.2 715.4
Additional Federal taxes
from infiation caused
by energy taxes (e.g.

Federal personal in-

come tax receipts in-

crease 1.4 percent for

each 1 percent of

infiation) .c......... L0 3.0 9.0 150 180 2.0 20.0 180 18.0 18.0 18.0 18.0 18.0 195.0

Total, direct and
indirect taxes..... 3.0 15.2 35.3 52.0 6i.4 ?71.8 78.0 83.3 90.5 97.7 104.9 107.0 109.2 $10.4

Source: National Chamber Forecasting Center models and computations, DRI and Chase Econometric modeling and
dats, based upon administration’s enesgy proposals as outlined ia the national energy plan and National Energy Ac

TABLE 2.—CHANGES IN FUNDS FLOWING TO PRODUCERS CAUSED BY ADMINISTRATION'S NATIONAL ENERGY
PLAN

[Billions of 1977 doliars)

1978-
1978 1979 1980 1981 1982 1983 1984 1985 1985 1987 1988 1983 1990 total

Coal and uranium pro-
..................... 2 3 4 5 6 g8 11 13 14 15 16 17 114

Olliudnsp!oducus... -2 -4 ~6 =1 =1 -7 =1 =1 -7 =1 -1 -1 -1 -®

ceipts...._....... -2 -2 -3 -3 -2 -1 1 4 6 7 8 s 10 32

Source: National Chamber Forecasting Center models and computations, ORI and Chase Econometric modeling and
data, based upon administration’s energy / proposals as outlined in the national energy plan and National Energy Act.

TABLE 3.—ADMINISTRATION'S ENERGY PLAN A"gCIONr?ngE IN TAXES FASTER THAN THE GROWTH OF THE

[Percent of GNPJ

1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

Prasident Carfer's objective— -

Federal taxes as a percentage

of GNP ... iienen.... 21,0 21.0 2.0 21.0 2.0 21.0 21.0 21.0 2.0 2L.0 21.0 21.0 21.0
Additional Federal taxes in the

energy plan as a percentage

Of GNP _ .. 2 L3 24 29 39 42 A4 46 48 51 53 55 87

Resulting Federal taxes as
apmontaxoo(GNP ..... 21,2 22.3 23.4 23.9 24.9 25.2 25.4 25.6 25.3 26.1 26.3 26.5 26,7

Source: National Chamber Forecasting Centsr modsls and computations, DRI and Chase Econometric modeling and
data, baud upon admlmstullon s energy proposals as outlined in the national energy plan and National Energy Act.

-~



1121

TABLE 4. —REAL PRICE CHANGES PROPOSED IN THE ADMINISTRATION'S ENERGY PLAN AND HOUSE OF REPRE-
SENTATIVES' ENERGY BILL COMPARED TO EXISTING POLICY
[Percent)

1978 1979 1980 1981 1982 1983 1984 1985 1986 1587 1988 1989 1950

DEMAND
Crude il
Annual. 15 1 6 -5 -5 ~§ -§ 5§ ~§ 5§ -5 5 -§
Total. . 15 30 4 40 35 30 25 20 15 10 5 0 -5
{ndustrial oi
nnual_ 0 0 5 4 ] 4 3 3 2 1 0
otal ...l 0 0 § s 1B 1”7 20 3 25 27 8 28 28
Industiisl natural gas:
Ul .. oceeeiaaennaan 0 2 5 5 ] 5 0 0 0 0 0
CTotal. . ieeails 0 20 25 30 35 40 45 SO 5 50 5 50 50
Uhlltz oil and gas:
nnual. . il 0 0 0 0 0 11 0 0 0 0 0 (1] 0
Total .0 0 0 0 6o 11 0 1 1 n 11
Gasoline:
Annual___._._ 8 8 1 7 6 6 6 $ 5 0 0 0
Total 17 25 33 4 5 5 6 715 8 @ 8 83
Gasoline ézm, State and loca
t:x )de uction and gas guz-
zer):
Annual. ... oioiiieanes 0 1 2 1 0 0 0 1 0 0 0 0 0
T:Jtal .................... 0 1 3 4 4 4 4 5 5 5 5 ]
Annual. .. .oiiaiao 5 S 10 10 5 -5 -5 -5 5§ -5 -5 -5 §
Total oiiiieiancaes 5 10 20 30 35 30 25 20 15 10 5 0 =5
SUPPLY
Crude oil: 1
Annual. .. o..ooooo.o... ~5 5§ ~§5 -5 -5 -5 -5 5 5 -5 ~§ 5 -0
L PN -5 =20 15 -23 -26 -30 —-35 —~40 ~45 -50 -55 —~60 60
Natural gas: 3
Annual. .o ool -5 -5 ~-§ -5 -5 —-§ —-§ -§ -§ -§ -5 -5 0
]]”otal .................... ~5 —~10 —15 -0 -25 -30 ~35 -40 ~45 ~50 -55 ~60 60
Annual___._.... Tlecneenn 5 s 10 10 § =5 =§ ~§ -5 -5 ~§ ~§ 5
Total i 5 10 2 30 35 330 25 20 15 10 5 0 -5

! Refiects the fact that the administration’s ene«gy plan would disallow 10 percent increase in crude oil prices now
allowed under existing law; 5 percentage points of the adjustment was assumed for inflation and § percent for real price
increases,
* Refiects the fact that ths Federal Power Commission would not be allowed to set rates according to traditional cost
of production (echnlaues under the administration’s energy plan, . . ,
urce: National Chamber Fosecasting Center models and computations, DRI and Chase Econometric modeling ané
data, based upon administration’s energy proposals as outlined in the national energy plan and National Enargy Act.

TABLE 5.—IMPACT OF A 1-PERCENT CHANGE IN PRICE ON THE QUANTITY CONSERVED OR PRODUCED IN PERCENT
[Demand and supply elasticities]
1978 1979 1980 1981 _ 1982 1983 1984 1935 1986 1987 1988 1989 1990

DEMAND
ELASTICITIES
Crudeoift.....__. ~0.20 ~0.20 —0.24 —0.27 —0.30 —0.33 —0.37 —0.40 —0.41 —0,42 —0.43 —0.44 —0.45
Indg:sui:l
oil an

-3 —.40 ~. 41 42 - 43 - M4 -4

. —-.25 —.30 ~.35 —.40 -.43 -4
—-18 20 ~.22 -4 —-.26 —-.28 - 30
—32 % -3 ~38 -0 -2 -4
-3 -3 -3 -.38 -4 -2 -4

SUPPLY

ELASTICITIES
g":d.?“ ......... 00 .12 .1 16 .18 20 .2 .4 .26 .28 .30 .31 .32
atura

gasie ... 00 12 . 18 18 L0 .22 .4 2% .28 % .31 L3
Coatss. .. ... .30 .33 .36 .39 .42 45 .8 51 .54 57 .60 .60 .60

1 Cakulated from Federal Energy Administration, ‘1977 National Energy Outiook (Draft: jan. 15, 1977),"" app. D, tables
! é:aklc‘ui:lea'lrom Dale W. Jorgenson, ed., “Economelric Studies of U.S. Energy Policy,” data resources series, vol. 1,
cl

3 Calculated from various FEA publications. ”

. !hkut;rrgo_cu{&gt proved reuren of natural gas. It new resarves are discovered and developed, elasticity could be as
igh as 3.5 in .
3 Assumes environmental laws will not impede production.

Source: National Chamber Forecasting Center.
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TABLE 6.—CONSUMPTION OF ENERGY BY TYPE
[Millions of barrels of crude oil equivalents]

1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 ms”ms 1990
Crude oil . 9.0 19.8 20.6 21.1 21.6 22.2 22.7 23.3 23.6 24.1 24.6 25.0 25.4
Cost 80 84 87 S1 9.4 98 10.2 10.5 10.8 11.2 1.5 1.8 12.0
0.0 9.9 9.8 97 9.6 95 94 94 92 91 90 90 90
1.5 20 2.5 32 39 47 55 6.2 67 7.4 81 86 9.1
Total in million barrels per
[ R, 39.0 40.0 42.0 43.0 45.0 46,0 48.0 50.0 51.0 52.0 53.0 54.0 55.0
Total in quadrillion Btu's._ 79 81 8 8 90 93 95 100 102 104 107 19 1IN
Addendum
lndustﬂtl oil and nstuul
84 88 92 96 99 103 107 11.0 113 1.6 1.9 12.2 12§
40 3.9 3.8 37 36 34 33 32 31 30 28 2.7 26
67 68 69 69 69 706 720 70 70 2.0 720 7.0 7.0

Source: National Chamber Forecasting Center; calculations based upon data from Federsl Energy Administration,
U.S. Bureau of Mines, and the national energy plan

TABLE 7.—GAINS AND LOSSES IN CONSERVATION (DEMAND) AND PRODUCTION (SUPPLY) FROM

ADMINISTRATION'S ENERGY TAXES
[Millions of barrels of crude oil per day]

1978 1979 1980 1981 1982 1983 1984 1385 1986 1987 1988 1989 1990 1991

DIRECT CONSERVATION
Crude oif tax........... 0.3 05 08 09 07 0.7 06 05 04 03 01 0 -02 —0.4
Industrial oil and

Natural gas tax....... 0 2 0.3 .4 7 .9 L2 15 LS L5 15 L5 LS LS
Utifity oll and naturat

L4773 P 0 0 0 ] 0 1 1 1 Bl 1 .
Gasoline taxes and
deductions._.......... 0 0 0 ) S U S S S 2 Y S .2
Gas guzzler.._. 0 0 .1 P 1 .2 .2 .3 .3 .3 .3 .3 3 .3
Gasoline tax. 1 I S 3 4 .6 .7 9 L0 L1 L2 13 LI L3
Residential ins 0 0 .1 1 .2 2 .3 .3 .3 .3 .3 .3 .3 .3
Sofar heating. . 0 0 0 0 0 0 0 0 0 1S TN S | .1
Total gains._..._._. A 9 1.5 1.9 22 28 32 37 3.8 38 38 38 36 34
Losses from lower

natural gas prices:

Conservation. ........ -1 -2 -2 -2 -2 -2 -3 -3 =3 -3 -4 =4 -5 -5
Production..... ..... -1 =1 =2 -3 -4 -6 -9 -9-11-13-15-L7-2.0 -23

Net direct gain in

Conservation..... .2 6 1.1 L4 L6 20 23 25 24 222 1.9 17 11 .5
Indirect energy improve-

menblrgty'nhlgo'

goal and uranium

prices:

Conservation......... g 2 4 .7 .9 .9 .8 .7 6 4 20 -2 -4
Production. .......... 1 .3 .5 L2 1.4 1,3 1.2 10 .9 .6 .3 0 -3 -6

Total, indirect. ... .. .2 .5 .9 L9 23 2 20 L7 LS LO 5 0 -5 -10
Total, direct and

indirect._........ 4 L1 20 33 39 42 43 42 39 32 24 L7 .8 -5

Source: Nationsl Chamber Forecasting Ccnler. calcuhtion: based upon dats from Federal Ensrgy Administration,
U.S. Bureau of Mines, and the national energy plan



TABLE 8.—IMPACT OF THE ADM"{ISTRATION'S ENERGY CONSERVATION PLAN ON THE U.S, ECONOMY
[Change in levels of economic activity]

| 1978 1979 1980 1981 1982 1983 , 1984 1985 1986 1987 1988 1989 1930

Real GNP (percent). -=0.1 -0.8 -13 -1.9 -2.2 ~2.6 -3.0 -3.0 -3.0 -2.8 -2.6 —2.4 -2.2
Billions of 1977 dollars_.___.. -2 -~16 —28 —42 —51 —62 -74 -77 -79 -76 =73 —69 -65
Real disposable income (percent). -=0.1 -1.0 -5 -2.1 -6 -3.2 -3.8 —4.3 —4.4 -~4,7 —4,6 -4.4 —4.2
Biflions of 1977 dollars......_. -1 -7 -12 —-20 =25 ~29 -33 -40 ~46 —47 50 -50 —49
Averags loss per family in 1977 dollars____.._____.._... -17 —~233 —366 ~532 —683 -850 ~1,050 —1,287 -1,317 ~—1,433 ~1467 —1415 —1,351
tmt]obs (thousands). . ... . occiiann —100 -500 -700 —900 —1,100 -—1,400 -—1,700 —1,800 1,700 -—1,700 -—1,600 —1,500 —1,400
Consumer prices (porcent)._..... ... . .ieeee-oon 0.4 1.6 2.8 3.5 4.0 4.3 4.5 4.5 44 4.3 4.2 4.1 4.0
GNP deflator (percent). 0.3 1.3 2.2 3.0 3.3 3.5 3.8 4.0 4.0 3.8 3.7 3.6 3.5
Real business fixed investment (percen A . 5 3 . -5.0 ~5.5 -5.8 -6.0 -5.7 ~5.4 -5.0
Biltions of 1977 dollars.... ¢ v 1 6 -12 ~15 =17 -18 -17 ~15 -4
|msm-| production (percent) X X , -39 —40 -39 -38 ~37 -36 -3,5
uto sales (p =21 —22 —-22 ~20 —18 -16 -14
Thousamis of cars —2,400 -—2,600 =2,600 =—2,500 —2,400 -2,300 ~2,100
Housing starts (percent)___ -10 =9 =7 -6 -5 -4 -3
Thousands of units 240 210 160 90 80 60 50
(billions of 1977 dollars). . _______.coouommaaoat -1 -3 -6 -10 -12 -13 —16 -=20 ~17 -13 -8 -5 -2

exports (billions of 1977 dollars)..........ccaeeees 0 2 6 11 13 14 7 20 17 12 8 4 0
Source: National Chamber Forecasting Center models and computations, Federal Energy Administration and U.S. B of Minez data, the national energy plan, DRI and Chase Econometrics modeling

and data.

goll
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TABLE 9.—PROPOSED El;ERGY TAX INCREASES BY THE U.S. HOUSE OF REPRESENTAT{VES (H.R. 8444)

1
1978 1979 1980 1981 1982 1983 1984 1935 1986 1987 1988 1989 1990 97{;&

Crude oil y 1.9 6.3 113 14.6 15.0 16.0 12.9 18.0 19.0 20.0 21.0 22.0 23.0 205.1
Industry and utility 0 1.7 2.8 3.6 47 5.6 &

0 .6 7.5 84 9.3 10.1 11.0 71.3
Extension of Federal tax

(G320 N | 0 33 34 35 36 37 3.8 39 40 41 42 43 49
Elimination of deduction
of Stateandlocaltax... .1 .8 .9 1, .1 1.2 1.3 L4 LS 16 17 1.8 19 16.3
Gasguzzler............. 0 001 2 .2 3 4 5 6 7T .8 .9 1.0 538
Totaldirecttaxes ... 2.0 7.2 17.3 22.1 23,4 25.8 28.0 30.3 32.5 347 36.9 39.0 41.2 340.4
Additional Federal taxes
from inflation caused
by energy taxes (e.g.
Federal personal in-
come tax receipts
Increase 1.4 percent
for each 1 percent of

inflation)............. 1.0 2.0 50 9.0 10.0 11.0 10.0 9.0 80 80 80 80 7.0 9.0
Tots! direct and
~ indirecttaxes....... 3.0 9.2 22.3 31.1 33.4 36.8 380 39.3 40.5 42.7 45.2 49.0 48.2 436.4

Sourca: National Chamber Faracasting Center models and computations, DRI and Chase Econometric modeling and data
based upon sdministration’s energy proposals as outlined in the national ene:gy plan and National Enargy Act.

TABLE 10.—CHANGES IN FUNDS FLOWING TO PRODUCERS CAUSED BY THE HOUSE OF REPRESENTATIVES
PROPOSED ENERGY BILL (H.R. 3444)

[Billions of 1977 dollars]

1978
—_—— 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1389 1990 total
Coal and uranium pro-
_oducers_ . .....c.ii.... 2 3 4 5 [ 8 11 13 14 15 16 17 14
Oil and gas producers... —2 -4 -6 ~7 -7 =1 -1 -1 -1 =1 -1 -1 -1 -®&
Total producer
“T oot receipts......i.. =2 ~2 ~3 -3 -2 -1 i 4 6 ? 8 9 10 32

Source: Nationsl Chamber Forecasting Center models and computations, DRI and Chase Econometric modeling and
dats, based upon administration’s energy proposals as outlined in the national energy plan and national energy act.
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TABLE 11.—HOUSE OF REPRESENTATIVES' ENERGY BILL (H.R. 8444) AND INCREASE IN TAXES FASTER THAN THE
GROWTH OF THE ECONOMY

{Percent of GNP)

1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1388 1989 1990

President Carter's objective—

Federal taxes as a percentage

Of GNP...oneennenna 21.0 21.0 21.0 21.0 21.0 2L.0 21.0 21.0 21.0 21.0 21.0 21.0 2.0
Additional Federal taxes in the

.................... 2 .9 1S 20 2% 22 22 22 22 22 23 24 25

Resulting Federal taxes as
@ percentage of GNP_.._ 21,2 21.9 22.5 23.0 23.1 23.2 23,2 23.2 23.2 23.2 233 23.4 235

Source: National Chamber Forecasting Center models and computations, DRI and Chase Econometric modolhc\{ and
data, based upon administration’s energy proposals as outlined in the national energy plan and Nationat Energy A

TABLE 11a.—REAL PRICE CHANGES PROPOSED IN THE ADMINISTRATION'S ENERGY PLAN AND HOUSE OF REP-
RESENTATIVES® ENERGY BILL COMPARED TO EXISTING POLICY

[Percent]

1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

DEMAND
Crude oil:1 .
Amudl .. ... 15 11 6 -5 —-§ -5 -5 -§ -5 -5 ~§ -5 -5
Total. ... ... 15 30 45 40 35 30 25 220 15 10 S 0 =5
Industrial oil:
Annual_ ... .. 0 0 $ 4 4 4 3 2 1 0 0
otal.. ... 0 0 H g 13 17 20 23 25 27 28 8 28
Industrial natural gas:
nual. .o ¢ 20 $ 5 5 5 $ 0 0 0 0 0
. Total. ___ .0 20 25 30 35 40 45 5 5 5 5 0 50
Ulll!fx oif and
nnual_ .. .0 0 0 0 o 1 0 0 0 0 0 0 0
T 0 0 0 1] o 1 un 11 n 1 1o 11
Gasoline: .
Annual._ ... ... 8 8 7 7 6 6 6 S 5 ] 0 0 0
Total ..o 8 17 25 33 42 5 58 67 75 8 8 8 83
Gasoline (2354, State and local
lr:)doducuon and gas guz-
zler):
Annual............... 0 1 2 1 0 0 0 1 0 0 0 0 0
Total 0 1 3 4 ] 4 4 5 ) 5 5 H
5 5 10 10 § -5 -5 -5 -5 -5 -§ -5 ~5
5 10 30 3B 30 25 20 15 10 5 0 —5
SUPPLY
Crudeoil;t
Annual ~5 =5 -5 —§5 -5 5 -5 ~§ 5 -5 ~§ -5 9
Total.._...... -5 10 ~15 =20 -25 —~30 -—-35 —40 —45 -—-50 55 -—60 —60
Natural gas:?
Annual. -5 -5 -§ 5 -5 -5 -5 -5 -5 -5 5 -5 0
c IT'otal... -5 —10 —15 -20 -25 ~30 —35 —40 —45 50 -5 -60 -60
oal:
Annual .- 5 5 10 10 5 -5 -5 -5 -5 -5 -5 -5 -5
Total. oo 5 10 20 30 3B 30 25 20 15 10 5 0 -5

1 Reflects the fact that the administration’s energy plan would dissliow 10-percentincrease in crude oil prices now allowed
under existing law; 5 percentage points of the adjustment was assumed for inflation and 5 percent for real price increases.

2 Reflects the fact that the Federal Power Commission would not be allowed to set rates according to traditional cost of
production techniques under the administration’s energy plan.

Source: National Chamber Forecasting Center models and computations, DRI and Chase Econometsic modeling and
dats, based upon administration’s energy proposals as outlined in the national energy plan and National Energy Act.
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TABLE 12.~IMPACT OF L-PERCENT CHANGE IN PRICE ON THE QUANTITY CONSERVED OR PRODUCED IN PERCENT
{Demand and supply elasticitios}

1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1938 1989 1990

DEMAND
ELASTICITIES
Crudecil . ... -0.20 —0.20 —0.2¢4 —0.27 ~0.30 —0.33 —0.37 —0.40 ~0.4]1 —0.42 —0.43 —0.44 —0.45
Industrial oil and
1 e -0 -2 —-20 -4 —-28 ~.32 -3 -4 -4 -2 -3 —u -8
-15 ~20 -5 -0 -3 ~.40 -—-.43 .45
-12 - —16 ~-18 -0 -2 -0 -2% —-.28 -0

Z0 26 —28 ~.30 ~32 -4 —.3% gg -0 -2 —u
—2 -2 —28 —.30 —32 -3 —3% -.38 —40 —42 —u

SUPPLY
ELASTICITIES ~
Crudeoil......... 100 12 14 16 .18 20 .22 .24 28 .28 .30 .31 .32
Naturalgas?e._.. .10 .12 .14 .16 .18 .20 .2 .4 . .28 . .31 .»
Coalds _______ . 30 .33 (3% .39 .42 .45 48 51 S4 51 60 .60 .62
" ;.c"ﬁ'i‘“?.".:”é“_s Fedeial Erergy Administration, ‘'1977 National Energy Outlook (Draft: jan. 15, 1977)," app. D,
os
19; ga&uh‘led from: Dals W. Jcrgenson, ed., “'Econometric Studm of U.S. Energy Policy,' data resources series, vol. 1,

3 Cakculated f om various FEA publications.
4 Assume current proved reserves of natural gas. If new reserves are discovered and devc!oped, ela_ticity could be as

high as 3.5 in 1985 .
5 Assumes environmental_laws will not impede production.

Source: National Chamber Forecasting Center.

TABLE 13.—CONSUMPTION OF ENERGY BY TYPE
[Mittions of barrels of crude oil equivalents]

1978 1979 1980 1981 1982 1983 1934 1985 1986 1987 1988 1989 1990

Crudeoil..._........... ... 19.0 19.8 20.6 21.1 21.6 22.2 22.7 23.3 23.6 241 24.6 25.0 55.4
Coal.... 80 84 87 91 94 9.8 10.2 10.5 10.8 11.2 1.5 1.8 12.0
Natura) gas.. 10.0 9.9 98 97 96 95 94 94 92 91 9.0 90 90
Uranium. o oooo e 1.5 20 25 32 39 47 55 62 67 74 &1 86 M)

Toul in miflion barrels per
.................... 39.0 40.0 42.0 43.0 450 46.0 48.0 50.0 51.0 52.0 53.0 54.0 55.0

48
Total in quadrillion Btu's.. 79 81 8 8 9 83 95 100 102 104 107 109 111

Addendum
Industml oil and natural

22 96 99 103 10.7 1.0 113 1.6 119 12.2 125
3.8 37 36 34 33 32 31 30 28 27 2.6
69 69 69 70 70 70 70 20 7.0 70 1.0

Source: National Chamber Forecasting Center; calculations based upon data from Federal Energy Administration,
U.S. Bureau of Mines, and the national energy plan .



1127

TABLE 14.—GAINS AND LOSSES IN CONSERVATION (DEMAND) AND PRODUCTION (SUPPLY) FROM HOUSE OF
REPRESENTATIVES' ENERGY BILL (H.R, 8444)

[Miltions of barrels of crude oil per day)

1978 1979

1980 1981 1982 1983 1934 1985 1986 1987 1988 1989 1590 1991

DIRECT
CONSERVATION

Crude oil tax_.._.______ 0.3 0.5
lnduslna! o|| and nat-

0
Gas guzzler.. .- 0
Residential insulation. .. g

Solar heating. ..........

68 09 07 07 06 05 04 03
3 e 7 .9 L2 L5 LS LS
[ 0 .1 1 .1 .1 .
0 IS S T RS TS S S
Jd 01 1 .2 .2 .3 .3 .3

| B 2 3 .3 3 3

LA

[ S D Y .
o ¢ o 0 0 0 0

0.t 0 -0.2 -0.¢
1.5 L5 LS 1.5
1 .1 .1 .1
33 3 3

3 3 3 3
S TS S S

Totat gains._._.__._ 37
tosses from lower nat-
ural gas prices:

26 25 23 21

§ -.6
-2.0 -2.3

Consemlwn ......... -1 -2
uetion....cceeeee =1 =1
Net direct gain in
conservation..._.. d 0 4

JA -2 -8

{ndirect energy improve-
mants from higher
coal and uranium

rices:
(:o':\:orntion._._..... d .2 4 7 9 9 8 7 6 4 20 -2 -4
Production. . .._...... d 3 5 12 4 131211 9 6 30 -3 —6
Total, indirect...... 2 0.5 .9 19 23 22 20 1.8 15 L0 .5 0 -5 -0
Tolal. direct and in-
direct............ .3 .9 1.8 30 35 36 33 3.4 29 222 L2 .4 -5 -18

Source: National Chamber Forecasting Center; calculations based upon data from Federal Energy Administration, U.S.
Buresu of Mines, and the national energy plan.

~=



TABLE 15.—DISTRIBUTION OF TAXES AND RECEIPTS BASED ON HOUSE OF REPRESENTATIVES' BILL (H.R. 8444)
[Billions of 1977 dollars]

1978 1979 1980 1981 1982 1983 1984 198§ 1986 1987 1983 1989 19%

ALLOCATED YO INDIVIDUALS

Credit for home insulation.___..__ 0.4 0.5 0.5 0.5 05 0.6 0.6 0.6 0.6 0.6 0.6 0.6 0.6
Credit for solar and wind. _..__.__ 0 .1 .1 .1 .1 .1 .1 .2 .2 .2 .3 .3 4
Refund for home oil heating...... .1 .5 .7 .9 1.0 L1 1.2 1.3 1.4 L5 1.6 | 1.8
Taxpayer credit. . _.... . 1.8 8 0 0 0 0 0 +0 0 0 0 0 0
b (- I 2.3 1.9 1.3 1.5 1.6 1.8 L9 2.1 2.2 2.3 2.5 2.6 2.8
ALLOCATED TO BUSINESS
Rebate of exciss tax on oil and gas. 0 0 1.3 2.7 3.4 4.0 4.8 5.7 6.0 6.5 6.8 7.0 7.1
Credits and miscellaneous .4 4 .5 .7 .8 .9 1.0 1.0 1.0 1.1 1.1 11 1.2
iness i .3 .2 .2 .3 .5 .5 .5 .5 .5 .5 .6 .6 .6
L T, 7 6 2.1 3.7 4.7 5.4 6.3 7.2 1.5 8.1 8.5 8.7 8.8 72.3 15
unallocated—Assumed for .
Federal and State government
PrOgrams. ... oooaeeenn 0 6.7 18.9 25,9 21.1 2.6 2.8 30.0 30.8 32.3 3.2 3.7 36.6 339.6 73
Total tax rebates and Federal ex-
T 3.0 9.2 2.3 3.1 33.4 36.8 38.0 39.3 40.5 2.7 M.9 47.0 48.2 436.4 93
Producers of cosl, uranium, and
L R — 2,0 3.0 4.0 5.0 6.0 8.0 11.0 13.0 14.0 15.0 16.0 17.0 114.0 24
Producers of oil and natural pas___. ~ —2.0 —4.0 -6.0 -1.0 -7.0 -7.0 -1.0 -17.0 -7.0 -7.0 -7.0 -1.0 -7.0 -—82.0 -18
Total, producers receipts___._ -2.0 -2.0 -3.0 -3.0° -20 -1.0 -1.0 4.0 6.0 7.0 (8.0 9.0 10. 0 3.0
Total tax rebates and producers
[ S, -1.0 1.2 19.3 28.1 3.4 3.8 39.0 43.3 46.5 8.7 52.9 $6.0 58.2 468.4 100

Source: National Chamber Forecasting Center models and computations, DRI and Chase Econometric modeling and data, based upon administration’s energy proposals as outlined in the national energy
plan and National Energy Act.
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TABLE 16.—IMPACT OF THE HOUSE OF REPRESENTATIVES' ENERGY BILL ON THE U.S. ECONOMY
[Change in levels of economic activity)
: 1978 1979 1980 1981 1982 1983 1934 198 1986 1987 1988 1989 1990
Real GNP (porcent). . i —0.1 -0.5 —0.9 -1.2 -1.4 L6 -1.8 -2.0 =2.0 -1.9 -1.8 -1.7 -1.5
Billions of 1977 dollars. -2 =10 -19 =27 - -38 —45 =51 =53 —52 51 - -
Real disposable income (percent). ~0.1 -0.5 -0.8 -13 1.5 -1.8 -2.0 -2.3 -2.6 ~2.6 —2.6 ~2.5 ~2.4
Billions of 1977 dollars. .. __ ... ... - -14 -] -32 —41 —51 —63 =75 -19 —86 -8 —89 —86
Average loss per family in 1977 dollars. -17 -117 —200 -333 —417 —500 -625 -778 ~785 —~805 —820 -815 -311
Lost jobs (thousands)__ . eoemoooo i 0 —300 —500 —600 ~700 —800 -900 —1,000 -—1,000 ~—1,000 —900 —900 —800
Consumer prices (percent). . 0.2 1.0 2.0 2.5 2.7 2.9 3.0 3.0 3.0 2.8 2.6 2.4 2.2
GNP deflator (percent). ... ___._.. - 0.2 1.0 2.1 2.7 2.9 31 3.2 3.2 3.1 29 2.7 2.5 2.2
| business fixed investment (percent)_ .. ______..___. -0.1 -1.1 -2.1 -3 2 =35 -3.3 -39 —-4.0 —-4.0 ~4.0 -39 -3.7 -3.5
.......... — - — -8 -9 —9 -12 =12 —12 =11 -10 -10
e -~0.3 —-1.4 -2.0 —2. l =-2.2 -2.3 -2.4 -2.5 -2.7 -2.8 -2.7 -2.6 -2.5
——- -1 —. -8 -9 --10 - -10 -11 -12 -11 -10 -9 —8
eeee =100 -~500 1,000 -1,000 -1, ooo -1,100 -1, 200 —1,300 -1,400 1,400 1,400 1,300 ~1,200
—— -1 —A4 -5 -7 —6 —6 -5 —4 -3 =2 -2
Thousands umt.s_.1 ............................. 2 80 120 160 150 140 140 130 100 60 50 30 30
'rom (billions of 1977 doMars)__ .. __ .. _.....o.-- 0 -1 -4 -7 -9 -11 ~12 -11 -9 -6 -3 +1 -1
sxports (billions of 1977 dollars)... ... ... .- [] 1 4 9 11 13 12 10 8 6 4 2 -1
i

- ds:u"lu: National Chamber Forecasting Center models and computations, Federal Energy Administration and U.S. Bureau of Mines data, the national energy plan, DRI and Chase Econometrics modeling
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TABLE 17.—BALANCED PROGRAM TO ENCOURAGE BOTH CONSERVATION ANO PRODUCT ION1 '
[Allow cruds oil price to increase to real market price by 1985}

1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

6 6 6 6 6 6 6 6 0 0 0 0 0
6 12 19 26 u £ 50 £ 59 59 59 58 59
Demand elasticity_ . ___...c.oro e eoeiae —0.20 -0.20 -—0.24 —0.27 -0.30 -0 33 —-037 -—0.40 —0.41 —0.42 -—-0.43 -—0.44 -0.45
Supply elasticity....._ e 0.10 0.12 0.14 0.16 0.18 0.20 0.22 0.24 0.26 0.28 0.30 0.3 0.30

U.S. consumption of crude oil under existing policy
(million barrels per day) 19.0 19.8 20.6 21.1 21.6 2.2 2.7 23.3 23.6 2.1 4.6 25.0 2.4
Conservation from domestic oil 0.1 0.3 0.5 0.8 1.1 LS5 2.0 2.6 2.7 2.3 29 3.0 31
Additional domestic productios. . .. 0.1 0.2 0.3 0.5 0.7 0.9 1.2 1.6 1.7 1.8 1.9 0 2.1
Total improvement from balanced approach._...... 0.2 0.5 0.8 1.3 1.8 2.4 3.2 4,2 4.4 4.6 4.8 5.0 5.2

in comparison wi

Administration’s conservation plan________......__. 0.4 1.1 2.0 3.3 3.9 4.2 4.3 4.2 3.9 3.2 2.4 1.7 0.8
House of Representatives’ plan______ ... . ... .. 0.3 0.9 1.8 3.0 35 3.6 23 3.4 2.9 2.2 1.2 0.4 -0.5

1 mw the analysis is done for crude oil, a similar result would occur with only natural gas (see table 6). Also if corporate profit taxes are not adjusted to allow depreciation allowances to be more
closely tied to replacement costs and corporate profit taxes withdraw some of the gross receipts and i nt, then a 6-percent increase in real natural fu prices would offset the tax withdrswal and pro-
m mwm:'blmndu.& bahmrd crude oil and natural gas prices are allowed to increase by 6 percent and corporate profit taxes draw off only » small proportion, then the improvement in energy could

in this .

Source: Nations! Chamber Forecasting Center; calculations based upon data from Federal Energy Administration, U.S. Bureau of Mines, and the national energy plan.
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TABLE 19.—COMPARISON OF THE ADMINISTRATION'S ENERGY CONSERVATION PLAN, HOUSE OF REPRESENTATIVES ENERGY CONSERVATION PLAN (H.R, 8444) AND A BALANCED CONSERVATION
AND PRODUCTION APPROACH FOR EACH STATE IN 198512

Real payments for a family of 4
Pro- Energy improvement (thousand Infiation (percent change in Employment (—) losses, (+) Real per family of 4 disposable
Higher taxes dm_:cg' barrels per day) level of prices) gains (thousands of jobs) income 3 (—) (%ssa (+) gains
— receipts:

States Au House Bal Adm House Bal Adm House Bal Adm House Bal Adm House Bal
1,431 675 20 4,200 3,400 4,200 4.5 3.0 1.0 -1,80 —1,000 80 1,289 ~-778 =72
1,303 615 65 52 65 5.6 3.8 1.2 —28 -16 5 =1, —661 ~212
1,955 1, 693 17 13 17 6.0 4.0 1 -5 -3 8 1,674 —905 402
1,316 621 416 40 R 43 4.5 3.0 1.0 -16 -9 3 =1,35 —819 -352
1,842 869 476 51 42 46 6.3 4.2 1.3 -16 -9 3 -1,078 -652 =316
1,294 3% 33 188 398 3.9 2.6 .8 -186, ~103 64 -1, -—873 )t
1,598 749 3 55 “ 4.1 28 .9 —24 -13 5 -1, -874 0
1,194 300 53 43 80 5.1 3.4 L1 -28 -15 5 -1, —863 -~356
1,746 824 756 15 22 1.5 5.0 1.6 -5 -3 ) —840 0
1,004 474 368 9 12 3.4 2.3 .8 -14 -8 2 -~1,84 -1,102 284
1,098 518 416 14 117 202 5.8 39 1.2 —66 -37 9 -1,194 =722 -136
1,189 561 81 87 4.7 3.1 1.0 -4 -23 7 -1,169 -706 —282
1,554 768 18 15 31 4.5 3.0 1.0 -3 —4 1 - —895 0
1,424 672 452 16 13 17 6.0 4.0 1.3 ~7 —4 1 -1,18 i -716 0
1,384 653 360 21 179 199 3.6 2.4 .8 -97 -S54 19 =1 -844 —-132
1,393 657 392 106 86 103 4.7 3.1 1.0 ~45 -~25 8 -1,18 =7 —208
1,635 m 376 63 51 50 3.9 2.6 .8 —24 -13 5 -—129 —784 -276
1,510 795 432 72 58 485 4.5 3.0 1.0 ~21 -11 7 -l | =850 172
1,035 - 438 300 49 40 50 4.1 2.8 .9 =25 -~14 6 —1,106 —669 —~220
1,765 850 520 197 160 91 6.6 4.4 1.4 -~28 =16 2 1,18 -715 699
1,388 655 630 20 16 33 6.0 4.5 1.2 -8 - 2 =11 ~680
1,063 301 408 63 51 4.3 29 .9 -3 -19 7 -1,3n —-829 —180
1,391 656 696 115 93 171 6.6 44 1.4 51 ~29 8 1,195 —7123 -192
1,352 638 348 174 141 154 3.6 2.4 .8 =73 —41 12 -}, ~816 —124
1,393 657 396 7% 61 75 4.5 3.0 1.0 =3 ~20 6 -1, 779 —196
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754 M8 50 40
us &3 67 81
847 516 18 14 18
875 408 31
858 544 15 12 15
553 552 13 11 21
546 464 124 100 m
810 460 28
519 